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Fellow Shareholders,

> 2008 was clearly the most challenging business
environment of our lifetimes. We entered the year
in the middle stages of executing our multi-year
plan to transform Deluxe from simply a check
printer to a growth engine for small businesses
and financial institutions. As the year unfolded,
the weakening economy and financial crisis drove
us to take a step back and focus on basic blocking
and tackling in our core check businesses and to
challenge ourselves to more aggressively reduce
costs and expenses. The result is that we have now

expanded our cost reduction initiative to $300 million.

We acquired Logo Mojo®,
Hostopia® and PartnerUp® to
expand opportunities in higher
growth business services.

We also worked hard to reposition
and advance our Deluxe brand.

> At the same time, we invested in our future with
progress in many organic revenue growth initiatives,
including e-commerce — where we dramatically
grew site visitors in the last half of the year — along
with loyalty, retention, payroll services, and fraud and
security offerings. We acquired Logo Mojo®,
Hostopia® and PartnerUp® to expand opportunities
in higher growth business services. We also worked
hard to advance and positively reposition our brand.

We realigned our sales and marketing operations
and refined our channel management structure.

We made meaningful progress in manufacturing
lean productivity improvements and in positioning
a simplified fulfillment structure for the future.

In shared services infrastructure, we significantly
reduced costs and improved the effectiveness

of our information technology, finance, human
resources, real estate and legal functions.

<¢Red Means Focus »»

> We exited the year with strong spending
controls, solidified processes, a leaner infra-
structure, a disciplined approach to deploying
capital, and a focus on operating cash flows that
allowed us to manage through a tough year. We
are prudently managing our company, closely
monitoring the small business and financial
institution markets, and focusing on strong free
cash flow generation. We are investing and
growing in exciting new spaces as we continue
to transform Deluxe and steadfastly execute on
our turnaround plan. We recognize there is still
a great deal of work to do, but we made significant
progress in 2008 and, despite a very challenging
economy, we are excited about our momentum
heading into 2009.

Red Means Speed

> In these difficult economic times, we know it

will be more challenging to grow revenue in 2009.

However, we believe that our portfolio is becoming
better positioned to deliver sustainable future
revenue growth as the broader economy recovers.

» It starts with stabilizing the rate of decline in
our core check businesses, then adding existing
organic initiatives such as enhanced e-commerce,
loyalty, retention, and fraud and security offers.
It includes growing business services such as payroll
services, logo design, Web hosting and business
networking services. We will continue assessing
potential tuck-in acquisitions that complement our
large customer bases, with a focus on business services
and new product and service offerings aimed at
helping financial institutions grow their core
deposits. At the same time, we are broadening
our risk management framework, instituting even
more disciplined spending controls and focusing
on the strength of our balance sheet.

> We are targeting five key areas for 2009
to sharpen our focus and align key leaders
and capabilities.

> Financial institutions: maintaining our core
check capabilities plus growing services related to
helping fmancial institutions expand core deposits
> Direct-to-consumer: optimizing cash flow

> Small business: growing core business product
revenue by enhancing our e-commerce capabilities
and improving our customer segment focus

> Higher growth business services: growing
logo design, payroll services, business networking,
Web hosting and other Web services

> Cost reductions and simplification:
continuing the solid work underway as part of our
expanded $300 million cost reduction initiative

> Finally, we are committed to building a high-
performance organization with a unified team of
leaders and a strong outside-in and customer focus.
We are driving a culture based on candor and a
focused sense of urgency. All these behaviors are
captured in our “Red Means Go” theme. Deluxe
is becoming all about focused velocity. Not activity
for the sake of activity, but focused speed and
measurable results in a company committed to
changing and transforming. All these leverage the
power of One Deluxe and allow us to improve
performance in each of our segments.

Small Business Services Revenues declined
almost 8% as the weakened economy had a
significant impact on our largest segment. We
launched ShopDeluxe.com, our new integrated
e-commerce store, and finished the year with 50%
of our products and services on a single platform.
We acquired three companies that better position
us for revenue growth in logo design, Web services
and business networking services.

> Our focus in 2009 is on acquiring new
customers and increasing our share of wallet
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through enhanced e-commerce capabilities and an
improved small business customer segment focus.

We will further refine ShopDeluxe.com, link it directly
to an enhanced Deluxe.com and improve usability.
By the end of 2009, we will offer approximately 90%
of our products and services from one Web site and
will start retiring multiple legacy platforms. These
moves will allow us to better cross sell, simplify the
ordering process and better position our brand.

> In our new business service offierings, we will
continue integrating our logo design, Web services and
business networking services acquisitions. We expect
strong double-digit revenue growth. We also will
be looking for opportunities to add more business
services to our unified technology platform.

Financial Services Revenues declined 6%

in 2008. The banking turmoil had an impact

on check units during the second half of the year
despite our continued record retention rates and
strong new acquisition rates. We continued to
simplify our processes and take complexity out of
the business, while reducing our cost and expense
structure. We made progress in advancing new
non-check revenue expansion opportunities in the
loyalty, retention, fraud and security spaces.

> Our 2009 focus is on continuing to maintain
core check revenue, acquiring new customers and
simplifying our business model, as well as focusing
on how we help financial institutions grow core
deposits. This includes providing loyalty, retention,
fraud and security, market intelligence, and other
products and services that differentiate us from
competitors and make us a more relevant business
partner for our financial institution clients.

Direct Checks Revenues declined almost 11% in
2008 as the weakened economy negatively affected
consumer check purchases. We continue to be the
nation’s leading direct-to-consumer check supplier,
and our operating income profile remained very

strong. For 2009, we expect the double-digit
declines in revenue to continue, driven by consumer
usage reductions in a weak economy. Our focus
is on maximizing operating cash flow and the
lifetime value of our customers by selling new
features and accessories. We expect to reduce our
manufacturing costs and our selling, general and
administrative expenses in this segment. We expect
these moves to help maintatin our profitability
profile within one to two points of a 30% operating
margin, while generating strong cash flow.

Red Means Growth

> With such exciting opportunities in our
business segments, we are forging ahead with the
next steps in our transformation. We are striving
to be viewed as an indispensable partner to our
customers by offering high-quality, personalized,
easy-to-use solutions — previously thought to be
out of reach — and making them more accessible
and affordable than ever before.

Deluxe will provide innovative,
easy-to-use solutions focused on
fulfilling customer needs, while
using continuous improvement
principles to operate with a focused
sense of urgency every day.

> Our growth will come from fulfilling
underserved needs in higher-growth business
services and from helping financial institutions
grow core deposits. We are focused on our products
and services being well integrated into small business
and financial institution workflows. We will use
a scaleable, unified, Web-enabled platform as a
cornerstone of our strategy to better position a

2009 Strategic Priorities

»» Growing services to help financial institutions expand
core deposits

»» Enhancing small business e-commerce capabilities and
improving customer segment focus

»» Growing logo design, business networking, Web hosting
and other Web services

pull-through for printed products. Our objective is
to drive a greater portion of revenue from annuity-
based services and to be positioned to provide
value differentiation for our customers with market
intelligence, collaboratives and private-labeled
business networks to improve customer connections,
loyalty and retention. In the end, we will provide
simple, easy-to-use, innovative solutions focused on
fulfilling customer needs while using continuous
improvement principles to operate with a focused
sense of urgency every day.

> In closing, my sincere thanks to all the people
of Deluxe for your unwavering enthusiasm and
dedication, to our customers for your loyalty and
trust, to our partners for your engagement and
commitment, and to our shareholders for your
support of and confidence in our transformational
journey.

> 2009 will be a year of continued repositioning
for Deluxe as we take another positive step in
becoming a great company again. We are focusing
on our customers and expecting more meaningful
revenue contributions from e-commerce, our
new business services and non-check financial
institution offerings — while not taking our eyes
off costs. We believe Deluxe has demonstrated
its value as a disciplined and stable company in
these challenging economic times. We are making
positive strategic moves to reposition ourselves for
sustainable long-term growth, while continuing to
improve profitability and sustain strong operating
cash flow. We know that if we execute well, we will
create value for our shareholders.

ot b

Lee Schram
Chief Executive Officer
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<{(Financial Highlights>»

REVENUE OPERATING CASH FLOW DILUTED EPS FROM
(IN BILLIONS) FROM CONTINUING CONTINUING OPERATIONS
OPERATIONS
(IN MILLIONS)
$162  $1.59 $245.1 $2.79
$1.47 $238.9
$198.5
$1.96 $2.05
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During the fourth quarter of 2008, our Russell & Miller retail packaging and signage business met the criteria to be classified as discontinued operations in
our consolidated financial statements. As such, our results for prior years reflect the reclassification of the results of this business to discontinued operations.

Continued to transform Deluxe with new business
services and non-check revenue solutions

» Acquired Logo Mojo®, Hostopia® and PartnerUp® to
expand opportunities in higher growth business services

Introduced ShopDeluxe.com, our new e-commerce
shopping Web site

Maintained focus on our core check businesses,
extending contracts and further stabilizing margins

Aggressively reduced costs and expenses and expanded
our cost reduction initiative to $300 million by 2010

Delivered strong operating cash flow results of

$198 million despite the difficult economy




<{Red Means Relationships For Financial Institutions>»

Partnering to win customers

and earn loyalty

Customer relationships have never been more

important to financial services companies. As a trusted

partner to approximately 6,500 financial institutions

across the United States, Deluxe is delivering on its

promise to be an indispensable growth partner.
Our financial services customers are partnering

with Deluxe to attract, grow and retain their primary

customer bases. We’re working together to:

> Target high-potential customer segments
> Win and welcome new customers

> Deliver extraordinary experiences

> Grow and deepen relationships

> Measure results against business goals

In 2009, we are intensifying our focus to offer a
valuable portfolio of solutions that will help our

customers grow core deposits.

Growing a partner relationship
Fulton Financial Corporation (FFFC) awarded its
check-printing contract to Deluxe more than two
decades ago when FFC was a two-bank operation.
Today Lancaster, Pa.-based FFC is a 10-bank holding
company with 260 locations and $16.2 billion in assets.
“What started as a vendor contract has grown into a
valuable partnership,” says FFC Senior Vice President
Charlotte Anderson. “Deluxe listens. They advise us.
And they partner with us to design, implement and
measure best practices across our organization.
“Deluxe’s innovative check programs — from
DeluxeSelect® to its Web-based Deluxe Business

Advantage® solution — put the customer order

Charlotte Anderson, Senior Vice President, Deposit Processing Services, and
Georgina Condran, Deposit Operations Manager, Fulton Financial Corporation

process in the hands of the experts,” Anderson
adds.“The result is better customer experience,
higher customer satisfaction and enhanced
company profitability.”

Twice annually Deluxe facilitates best practices
meetings of leaders across FF'C’s 10 affiliate banks.
“We draw on Deluxe’s national base of knowledge
and industry perspective,” says Georgina Condran,

FFC Deposit Operations Manager. “We exchange

ideas and results to develop consistent best practices.

This has been invaluable in helping FFC exceed its

benchmark performance goals.”

A promising future

FFC has a proud history of customer service
excellence. After attending a Deluxe Knowledge
Exchange Series®™ regional workshop, Kim Shirker,
Senior Vice President, Retail, Fulton Bank, says she
began to think about customer service in a new way.

“Deluxe helped us clearly define the difference

between customer service and customer experience,”

Shirker says. “Customers are seeking so much more
than products and services. Focusing on customer
experience will be what carries us forward.”

Shirker was inspired to share the customer
experience message with her colleagues across
FFC. After a thorough research and strategy process,
FFC partered with Deluxe to create its “Our Promise”
customer experience platform.

“We made the strategic decision that Deluxe’s
Welcome Home® Tool Kit would be the foundation
of Our Promise,” Shirker says. “We began

customizing the tool kit for our organization’s

Kim Shirker, Senior Vice President,
Retail, Fulton Bank

needs, and we found ourselves making changes
sentence by sentence, word by word.

“Then we stopped,” Shirker says. “Deluxe helped
us see that if we changed the fundamental ingredients
of its proven experience model, we would not get the
desired result. We needed to trust Deluxe, and let the
tool kit work.”

Deluxe and FFC worked closely through 2008
to create a custom experience platform designed
to engage every FFFC employee in winning and
keeping customers. “Deluxe really helped us bring

our experience vision to life.”

FurtoN FINANCIAL
CORPORATION

Our Promise

000

WE WILL care, listen,
understand and deliver

The Our Promise experience was successfully
launched last fall at company headquarters and
260 bank locations in five states. “The entire
organization — at virtually the same time —
pushed the reset button to focus on delivering
the Our Promise customer experience.”

Performance indicators tied to IFF'C’s loyalty
goals will be available the middle of 2009. “Early
reports from our banks have been amazing,” Shirker
says. “We are seeing team members do simple and
extraordinary things to deliver Our Promise through

every customer experience.”
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<{Red Means Grow For Small Businesses »>

Positioned to help small
businesses do big things

Deluxe is better positioned than ever to partner
with its nearly four million small business
customers to grow their businesses. Strategic
acquisitions, powerful new customer solutions and
a unified e-commerce platform will help Deluxe’s
small business customers compete and win.

Our strategic lens is focused on:

> Helping small businesses attract and retain
customers

> Adding high-growth business services to
our small business portfolio

> Ensuring every solution is accessible, easy
to use and affordable

> Enabling our customers to engage online,
offline and over the phone

Leveraging the Web for small
businesses

The Internet is the great equalizer for small
businesses. Deluxe is using the Web to offer
small businesses fast and affordable access to
“big business” products and services that were
previously out of reach.

We have launched ShopDeluxe.com, our
unified e-commerce store. It is built to put the
power of the Web in one place for small
businesses — brought to them by Deluxe, a
trusted business partner.

ShopDeluxe.com gives small businesses access
to custom logo design services, and Web services,
including Web site design, hosting, search engine

marketing and e-commerce stores.

Gerald Olmeda, Owner of Trenton, N.J.-based Spin Cycle Towing

The Web site is also the go-to source for
small business products that are synonymous with
the Deluxe brand: stationery and business cards,
forms, checks, apparel and promotional items.

Deluxe in mid-2008 acquired PartnerUp®,
an online networking community for small
businesses and entreprencurs. PartnerUp
community members can network with potential
business partners, offer and ask for advice, find
commercial real estate, look for financing, and
find business service partners like accountants
and attorneys.

We are exploring more high-value customer
solutions to offer under the Deluxe brand. From
brand consulting services and customer insights to
mobile solutions and direct marketing technology,

we are committed to new solutions.

Spin Cycle Towing takes off

When founder and owner Gerald Olmeda
started Spin Cycle Towing in late 2005, he
was one guy with one truck and a passion for
motorcycles. Spin Cycle is a Trenton, N J.-based
business that specializes in towing motorcycles
and other personal craft.

Olmeda started his business in late 2005.
“We really exploded on the scene in 2006, and
between 2006 and 2007, we grew 170%,” he
says. Despite the economy, Olmeda’s business
revenue was up another 31% in 2008.

In only three years, Olmeda grew Spin Cycle Towing
to four employees operating a mini-fleet of four trucks

delivering bikes throughout the Eastern United States.

Positioning Spin Cycle for the next
stage of growth
Olmeda quickly recognized he had tapped into
an underserved market niche. “Within the first
year, I could see the regional and national potential
for this specialized kind of towing,” he says.
“Customers were referring us to friends and family
and, in no time, I was ready to increase my capacity.”
After two years and with a thriving business,
Olmeda made an important decision to retool his
brand to compete on a bigger competitive stage.
“The business was going great, and we could
have just kept moving forward,” Olmeda says.
“But when I took a critical look at some of our
business basics, like our logo and our Web site,
I knew we needed to upgrade in order to take

the business to a broader audience.”

ShopDeluxe.com
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Turning to Deluxe, a partner he's
always had

Olmeda was already living the demands of owning
and operating a fast-growing small business, so the
task of finding a company to help him redesign
his business’ image was daunting. Referrals from
colleagues and friends didn’t work out, and he
wasn’t sure he could manage one more vendor.

Olmeda decided he would take a closer look at a
company he’d done business with for as far back as
he could remember. “T've been buying checks from
Deluxe my whole life, first for my personal account
and now for my business account,” Olmeda says.
“I knew Deluxe had more to offer my business, so
I decided to give their services a try.”

Olmeda started with the redesign of Spin Cycle
Towing’s logo. Working through the ShopDeluxe.com
Web site and Deluxe business brand consultants,
Olmeda discussed his ideas over the phone and

reviewed concepts over the Web.

Spin Cyle Towing owner Gerald
Olmeda says working with
Deluxe’s business brand
consultants was efficient and
easy. “You get what you pay for,
and there are no surprises.”

The Deluxe team took inspiration from Spin
Clycle’s original logo, with direction from Olmeda,
to create something more sophisticated that was

representative of what his business is all about.

AND LONG DIS 7,

800.751.8695

The logo development process was easy, according
to Olmeda, and went just as promised. He had
design ideas within two weeks and the final logo
was delivered on time and on budget.

“The new logo is appealing across the board,”
Olmeda says. “It does a great job of showing us as
a company that is professional and can be trusted

to care for our customers’ valuable property.”

One-stop small business shopping
Based on the success of the logo design project,
Olmeda partnered with Deluxe to create Spin
Cycle’s new Web site. Olmeda asked Deluxe to
take it from the top to design a site that would
increase the business’ online visibility and
searchability — beyond his local market area.

Deluxe’s Web site services team created a site
that makes it fast and easy for Olmeda’s prospects
and customers to understand the business, pricing
and how to buy. The site’s content is also highly
visible to search engines, making it easier and
faster to find Spin Cycle on the Web.

“I’'m as pleased with the Web site as I am with
the logo,” Olmeda says. “I got the convenience
of working with one source and great value for
my budget. Why would I work with multiple
companies when I can count on Deluxe to do it

all — and do it right?”

Red means growing together
Olmeda says he’s confident that, when
the time is right, Spin Cycle Towing is well

positioned to grow into any market opportunity.
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“Even in the midst of a recession, Deluxe gets it,”
Olmeda says. “Their team anticipates my unique
business needs, and they help me make good
decisions. It’s really easy and efficient to work with

them by phone, by e-mail and over the Web.”
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ShopDeluxe.com, our new e-commerce store

Next up for Olmeda, Spin Cycle Towing and
Deluxe: updating logos and graphics on his trucks,
outfitting his staff with branded apparel and
producing new promotional items. “As I grow; I
know Deluxe can grow with me,” Olmeda says.
“I have found my long-term business partner.”

Like Olmeda, thousands of Deluxe small
business customers are discovering more of the
value Deluxe has to offer. Our goal in 2009 and
beyond is to attract new small business customers
to the Deluxe brand, while we continue to deepen

relationships and grow with current customers.
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<¢{Shareholder Information >»»

Quarterly Stock Data

The chart below shows the per-share closing price
ranges for the Company’s common stock for the
past two fiscal years as quoted on the New York

Stock Exchange.

QUARTER-
STOCK PRICE HIGH LOW  END CLOSE
2008
Quarter 4 $15.70 $7.52 $14.96
Quarter 3 19.59 12.01 14.39
Quarter 2 2451 17.66 17.82
Quarter 1 33.20 18.72 19.21
2007
Quarter 4 $40.86 $28.93 $32.89
Quarter 3 42.49 28.56 36.84
Quarter 2 44.95 33.38 40.61
Quarter 1 33.95 25.13 33.53

Stock Exchange

Deluxe Corporation common stock
is traded on the New York Stock
Exchange under the symbol DLX.

DLX
NYSE

Required Filings

We have submitted the required Annual CEO
Certification to the New York Stock Exchange and
filed as exhibits to the annual report on Form 10-K
the Chief Executive Officer and Chief Financial
Officer certifications required by Section 302 of
the Sarbanes-Oxley Act.

Annual Meeting

Shareholders are invited to attend Deluxe’s
annual sharecholder meeting on Wednesday,

April 29, 2009. It will be held at 2:00 p.m. CDT at:

Deluxe headquarters building
3680 Victoria Street North
Shoreview, MN 55126-2966

Form 10-K Available

A complete copy of our annual report on Form 10-K
is posted at Deluxe.com under the Investors tab.

It may also be obtained by sending an e-mail to
investorrelations@deluxe.com or a written request to:
Deluxe Corporation

Attn: Investor Relations

PO. Box 64235

St. Paul, MN 55164-0235

(651) 787-1068

Shareholder Inquiries

Requests for additional information should be
sent to the attention of Investor Relations at
the above address or by e-mail to

investorrelations@deluxe.com.

Executive Offices
Street address:

3680 Victoria Street North
Shoreview, MN 55126-2966

Mailing address:

PO. Box 64235

St. Paul, MN 55164-0235
(651) 483-7111

Stock Ownership
and Record Keeping
Wells Fargo Shareowner Services
Street address:

161 North Concord Exchange
St. Paul, MN 55075

(800) 468-9716

(651) 450-4064

Mailing address:

PO. Box 64854

St. Paul, MN 55164-0854
Wellsfargo.com/shareownerservices

Acquiring Information

The latest Company press releases regarding
financial results, dividend news and other
information, as well as the annual report on
Form 10-K, quarterly reports on Form 10-Q,
proxy statement and other SEC filings can be
found online at Deluxe.com under the Investors
tab. To request printed versions of any of the
materials listed, please call (651) 787-1068 or
e-mail investorrelations@deluxe.com.

Deluxe Web Sites
Bagsandbowsonline.com

Bluegenesis.com
Checks.com

Gosafeguard.com
Hostopia.com
Johnsongroup.com
Logomojo.com
Partnerup.com
Redleafdigital.com
Shopdeluxe.com

Checksunlimited.com
Deluxe.com
Deluxeforms.com
Deluxesmallbusiness.com

Designerchecks.com

Forward-looking Statements
Statements made in this report concerning the
Company’s or management’s intentions, expectations
or predictions about future results or events are
“forward-looking statements” within the meaning
of the Private Securities Litigation Reform Act of
1995. Such statements reflect management’s current
expectations or beliefs, and are subject to risks and
uncertainties that could cause actual results or events
to differ materially from those projected. Additional
information about various factors that could cause
actual results to differ from those projected are
contained in the Company’s annual report on Form
10-K for the year ended December 31, 2008, which
has been filed with the Securities and Exchange
Commission and is posted on Deluxe.com.

Leadership

Board of Directors

STEPHEN P. NACHTSHEIM

Director Since November 1995

Non-Executive Chairman, Deluxe Corporation
Vice President (Retired), Intel Corporation

RONALD C. BALDWIN
Director Since June 2007
Vice Chairman (Retired), Huntington Bancshares Inc.

CHARLES A. HAGGERTY
Director Since December 2000
Chairman (Retired), Western Digital Corporation

ISATAH HARRIS, JR.

Director Since August 2004

President (Retired), BellSouth Advertising
& Publishing Group

DON J. McGRATH

Director Since June 2007

Chairman and Chief Executive Officer,
BancWest Corporation

CHERYL E. MAYBERRY McKISSACK
Director Since December 2000

President and Chief Executive Officer,
Nia Enterprises, LLC

NEIL J. METVINER

Director Since June 2007

Executive Vice President and President,
Global Mailstream, Europe, Pitney Bowes, Inc.

MARY ANN O'DWYER

Director Since October 2003

Senior Vice President — Finance and Operations and
Chief Financial Officer, Wheels, Inc.

MARTYN R. REDGRAVE

Director Since August 2001

Executive Vice President and Chief Administrative
Officer, Limited Brands, Inc.

LEE J. SCHRAM
Director Since May 2006
Chief Executive Officer, Deluxe Corporation

Executive Leadership Team

PETE J. GODICH
Vice President, Fulfillment

RICHARD S. GREENE
Senior Vice President, Chief Financial Officer

LYNN R. KOLDENHOVEN
Vice President, Direct Checks

JULIE M. LOOSBROCK
Senior Vice President, Human Resources

JOANNE E. McGOWAN
Segment Leader, Small Business Services

MALCOLM J. McROBERTS
Senior Vice President, Chief Information Officer

THOMAS L. MOREFIELD
Senior Vice President, Financial Services

TERRY D. PETERSON
Vice President, Investor Relations and Chief
Accounting Officer

LAURA L. RADEWALD
Vice President, Enterprise Brand, Customer Experience
and Media Relations

ANTHONY C. SCARFONE
Senior Vice President, General Counsel and Secretary

LEE J. SCHRAM
Chief Executive Officer

© 2008 Deluxe Enterprise Operations, Inc. All rights reserved

Printed on recycled paper by The Johnson Group,
wholly owned by Deluxe Corporation.
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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

[x] Annual Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2008

Commission file number: 1-7945

DELUXE &V
CORP
DELUXE CORPORATION
(Exact name of registrant as specified in its charter)
Minnesota 41-0216800
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)
3680 Victoria St. N., Shoreview, Minnesota 55126-2966
(Address of principal executive offices) (Zip Code)

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

Securities registered pursuant to Section 12(b) of the Act:

Common Stock, par value $1.00 per share New York Stock Exchange
(Title of each class) (Name of each exchange on which registered)

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
v Yes__ No

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act.
__Yes ¥ No

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
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PART 1
Item 1. Business.

Deluxe Corporation was incorporated under the laws of the State of Minnesota in 1920. From 1920 until 1988 our
company was named Deluxe Check Printers, Incorporated. Our principal corporate offices are located at 3680 Victoria Street
North, Shoreview, Minnesota 55126-2966. Our main telephone number is (651) 483-7111.

COMPANY OVERVIEW

Through our industry-leading businesses and brands, we help small businesses and financial institutions better operate,
protect and grow their businesses. We use direct marketing, a North American sales force, financial institution referrals,
independent distributors and the internet to provide our customers a wide range of customized products and services:
personalized printed items (checks, forms, business cards, stationery, greeting cards and labels), promotional products and
merchandising materials, web hosting and other web services, fraud prevention and marketing services, financial institution
customer loyalty and retention programs and business networking services. We also sell personalized checks, accessories,
stored value gift cards and other services directly to consumers.

BUSINESS SEGMENTS

Our business segments include Small Business Services, Financial Services and Direct Checks. These businesses are
generally organized by type of customer and reflect the way we manage the company. Additional information concerning our
segments appears under the caption “Note 17: Business segment information” of the Notes to Consolidated Financial
Statements appearing in Item 8 of this report.

Small Business Services

Small Business Services operates under various brands including Deluxe, NEBS®, Safeguard®, McBee®,
RapidForms®, Stephen-Fossler®, and from our recent acquisitions, Johnson Group, Hostopia®, PartnerUp® and Logo
Mojo™. This is our largest segment in terms of revenue and operating income, and we are concentrating on profitably
growing this segment. Small Business Services strives to be a leading supplier to small businesses by providing personalized
products and services that help them operate, protect and grow their businesses. This segment sells business checks, printed
forms, promotional products, web services, marketing materials and related services and products to more than six million
small business customers in the United States, Canada and Europe. Of these customers, nearly four million have ordered our
products or services in the last 24 months. Printed forms include billing forms, work orders, job proposals, purchase orders,
invoices and personnel forms. We also produce computer forms compatible with accounting software packages commonly
used by small businesses. Our stationery, letterhead, envelopes and business cards are produced in a variety of formats and
ink colors. Recent acquisitions have added custom, full-color, digital and web-to-print capabilities, as well as logo design,
web hosting and other web services, and business networking services.

The majority of Small Business Services products are distributed through more than one channel. Our primary channels
are direct mail, in which promotional advertising is delivered by mail to small businesses, financial institution referrals and
internet marketing. These efforts are supplemented by the account development efforts of an outbound telemarketing group.
We also sell through websites, a network of independent local dealers and Safeguard® distributors. Customer service for
initial order support, product reorders and routine service is provided by a network of call center representatives located
throughout the United States and Canada.

Our focus within Small Business Services is to grow revenue and increase operating margin by continuing to
implement the following strategies:

e Acquire new customers by leveraging customer referrals that we receive from our financial institution clients and
from other marketing initiatives such as e-commerce and direct mail;
¢ Increase our share of the amount small businesses spend on the products and services in our portfolio;



e Expand in higher growth areas such as full color, web-to-print, imaging and business services, including payroll,
fraud protection, web hosting and other web services, business networking and logo design; and
¢ Continue to optimize our cost and expense structure.

We are continuing to invest in several key enablers to achieve our strategies and reposition Small Business Services as
not just a provider of printed products, but also a provider of higher-growth business services. These key enablers include
continuing to improve our e-commerce capabilities, implementing an integrated platform for our various brands, improving
our customer analytics, focusing on key customer segments and improving our merchandising. We have refreshed our existing
product offerings and have already improved some of our newer service offerings, which we believe creates a more valuable
suite of products and services. We have acquired companies which allow us to expand our custom, full color, digital and web-
to-print offerings, as well as web hosting and other web services, logo design and business networking services. We expect to
drive growth as we obtain a greater portion of our revenue from higher growth annuity-based business services. In August
2008, we acquired Hostopia.com Inc. (Hostopia), a provider of web services that enable small businesses to establish and
maintain an internet presence. Hostopia also provides email marketing, fax-to-email, mobility synchronization and other
services. It provides a unified, scaleable, web-enabled platform that better positions us to obtain orders for a wider variety of
products, including checks, forms, business cards and full-color, digital and web-to-print offerings, as well as imaging and
other printed products. Hostopia operates primarily in the United States and Canada. Also during 2008, we acquired the assets
of PartnerUp, Inc. (PartnerUp), Logo Design Mojo, Inc. (Logo Mojo) and Yoffi Digital Press (Yoffi). PartnerUp is an online
community that is designed to connect small businesses and entrepreneurs with resources and contacts to build their
businesses. Logo Mojo is a Canadian-based online logo design firm and Yoffi is a commercial digital printer specializing in
custom marketing material.

During 2008, we introduced the www.ShopDeluxe.com website, our new customer facing e-commerce platform. This
website, along with our www.Deluxe.com website, will serve as a platform for improved e-commerce capability. We intend to
consolidate our Deluxe Marketing Store website into ShopDeluxe.com to further improve the customer experience, and we
have identified opportunities to expand sales to our existing customers and acquire new customers. Also important to our
growth are the small business customer referrals we receive from our Deluxe Business Advantage® program, which provides a
fast and simple way for financial institutions to offer expanded personalized service to small businesses. Our relationships
with financial institutions are important in helping us serve customer segments more deeply, such as contractors, professional
services providers and banks and credit unions.

As in our other two business segments, we continue our efforts within Small Business Services to simplify processes,
eliminate complexity and lower costs. During 2008, we closed one customer call center located in Flagstaff, Arizona, and we
expect to close our Thorofare, New Jersey customer call center in the first half of 2009.

Financial Services

Financial Services sells personal and business checks, check-related products and services, customer loyalty, retention
and fraud monitoring and protection services, and stored value gift cards to financial institutions. As part of our check
programs, we also offer enhanced services such as customized reporting, file management and expedited account conversion
support. Our relationships with financial institutions are generally formalized through supply contracts which usually range in
duration from three to five years. We serve approximately 6,500 financial institutions in the United States. Consumers and
small businesses typically submit their check order to their financial institution, which then forwards the order to us. We
process the order and ship it directly to the consumer or small business. Financial Services produces a wide range of check
designs, with many consumers preferring one of the dozens of licensed or cause-related designs we offer, including Disney®,
Warner Brothers®, Garfield®, Harley-Davidson®, NASCAR®, PGA TOUR, Thomas Kinkade®, Susan G. Komen Breast
Cancer Foundation and National Arbor Day Foundation®. Our strategies within Financial Services are as follows:

¢ Continue to maintain core check revenue streams and acquire new clients;

¢ Provide services and products that differentiate us from the competition and make us a more relevant business
partner to our financial institution clients by helping them grow core deposits; and

¢ Continue to simplify our business model and optimize our cost and expense structure.



We proactively extended several check contracts during 2008 and will continue our focus on acquiring new clients
during 2009. We are also leveraging our loyalty, retention, market intelligence and fraud monitoring and protection offers, as
well as our Deluxe Business Advantage program. The Deluxe Business Advantage program is designed to maximize financial
institution business check programs by offering the products and services of our Small Business Services segment to small
businesses through a number of service level options. The revenue from these additional products and services is reflected in
our Small Business Services segment.

In our efforts to expand beyond check-related products, we have introduced several services and products that focus on
customer loyalty and retention, as well as fraud monitoring and protection. Following are some examples:

e Deluxe ID TheftBlock® — a set of fraud monitoring and recovery services that provides assistance to consumers in
detecting and recovering from identity theft.

e Welcome Home™ Tool Kit — a start—to—finish package for financial institution branch offices that captures best
practices for securing lasting loyalty among customers by focusing on the first 90 days of the relationship.

e Deluxe Calling® — an outbound calling program aimed at helping financial institutions generate new organic
revenue growth and reduce attrition.

We expect providing products and services that differentiate us from the competition will help offset the decline in
check usage and the pricing pressures we are experiencing in our check programs. As such, we are also focused on
accelerating the pace at which we introduce new products and services. In addition to these value-added services, we continue
to offer our Knowledge Exchange™ Series for financial institution clients through which we host knowledge exchange expos,
conduct web seminars and host special industry conference calls. We also offer specialized publications. Through this
program, financial institutions gain knowledge and exposure to thought leaders in areas that most impact their core strategies:
client loyalty, small business and retail client strategy, cost management, customer experience and brand enhancement. Our
Collaborative initiative, a key component of the Knowledge Exchange Series, enlists a team of leading financial institution
executives who meet with us over a one year timeframe to develop and test specific and focused solutions on behalf of the
financial services industry. These findings and new strategies or services are then disseminated for the benefit of all our
clients. Our 2007 Small Business Collaborative initiative grew out of our Knowledge Exchange Series and explored and
identified innovative ways for financial institution clients to improve relationships with small businesses. During 2008, our
Collaborative focused on creating customer loyalty through human interaction, a simple yet powerful brand building strategy
for financial institutions.

Direct Checks

Direct Checks is the nation’s leading direct-to-consumer check supplier, selling under the Checks Unlimited®,
Designer® Checks and Checks.com brand names. Through these brands, we sell personal and business checks and related
products and services directly to consumers using direct response marketing and the internet. We estimate the direct-to-
consumer personal check printing portion of the payments industry accounts for approximately 14% of all personal checks
sold in the United States.

We use a variety of direct marketing techniques to acquire new customers, including newspaper inserts, in-package
advertising, statement stuffers and co-op advertising. We also use e-commerce strategies to direct traffic to our websites,
which include: www.checksunlimited.com, www.designerchecks.com and www.checks.com. Our direct-to-consumer focus
has resulted in a total customer base of approximately 44.5 million customers, the most in the direct-to-consumer checks
marketplace.

Direct Checks competes primarily on price and design. Pricing in the direct-to-consumer channel is generally lower
than prices charged to consumers in the financial institution channel. We also compete on design by seeking to offer the most
attractive selection of images with high consumer appeal, many of which are acquired or licensed from well-known artists and
organizations such as Disney, Warner Brothers, Harley Davidson and Thomas Kinkade.



Our strategies within Direct Checks are as follows:

e Optimize cash flow;
e Maximize the lifetime value of customers by selling new features, accessories and products; and
¢ Continue to lower our cost and expense structure.

We intend to optimize the cash flow generated by this segment by continuing to lower our cost and expense structure in
all functional areas, particularly in the areas of marketing and fulfillment. We will continue to actively market our products
and services through targeted advertising and will focus a greater portion of our investment in the e-commerce channel.
Additionally, we continue to explore avenues to increase sales to existing customers. For example, we have had success with
the EZShield™ product, a check protection service that provides reimbursement to consumers for forged signatures or
endorsements and altered checks.

PRODUCTS AND SERVICES

Revenue, by product, as a percentage of consolidated revenue for the last three years was as follows:

2008 2007 2006
ChECKS ..ot 65.4% 65.8% 64.3%
Other printed products, including forms...... 22.5% 23.6% 22.6%
Accessories and promotional products ........ 7.4% 7.4% 7.6%
Packaging supplies, services and other........ 4.7% 3.2% 5.5%
Total TeVeNnUEe........c.coceereenieiieiieiceieees 100.0% 100.0% 100.0%

O During the fourth quarter of 2008, our Russell & Miller retail packaging and signage business met the criteria to be classified as discontinued operations
in our consolidated financial statements. As such, our results for prior years reflect the reclassification of the results of this business to discontinued
operations.

We remain one of the largest providers of checks in the United States, both in terms of revenue and the number of
checks produced. We provide check printing and related services to approximately 6,500 financial institution clients, as well
as personalized checks, related accessories and other services (including fraud prevention, web hosting, payroll and logo
design) directly to millions of small businesses and consumers. Checks account for the majority of the revenue in our
Financial Services and Direct Checks segments and represent 49.4%, 49.8% and 47.0% of Small Business Services total
revenue in 2008, 2007 and 2006, respectively.

We are a leading provider of printed forms to small businesses, having provided products to more than six million
customers over the past five years. Printed forms include billing forms, work orders, job proposals, purchase orders, invoices
and personnel forms. We produce computer forms compatible with accounting software packages commonly used by small
businesses. Our stationery, letterhead, envelopes and business cards are produced in a variety of formats and ink colors. These
items are designed to provide small business owners with the customized documents necessary to efficiently manage their
business. We also provide promotional printed items and digital printing services designed to fulfill selling and marketing
needs of the small businesses we serve. We have expanded our business services offerings, which include check protection,
web design and hosting, payroll, logo design and business networking services.

MANUFACTURING

We continue to focus on improving the customer experience by providing excellent service and quality, reducing costs
and increasing productivity. We accomplish this by embedding lean operating principles in all processes, emphasizing a
culture of continuous improvement. Under this approach, employees work together to produce products, rather than working
on individual tasks in a linear fashion. Because employees assume more ownership of the end product, the results are
improved productivity and lower costs. During 2007, we demonstrated our commitment to innovative solutions by
implementing a new flat check delivery package to mitigate the effect on our customers of a postal rate increase. We expect to



have the flat package process fully automated by the end of 2009. We continue to see the benefit of operational efficiencies in
our results. The expertise we have developed in logistics, productivity and inventory management has allowed us to reduce
the number of production facilities while still meeting client requirements. During 2009, we plan to close five manufacturing
facilities located in Mississauga, Ontario in Canada, North Wales, Pennsylvania, Thorofare, New Jersey, Greensboro, North
Carolina and Colorado Springs, Colorado. We closed one small printing facility located in East Dubuque, Illinois at the end
of 2008. During 2006, we closed our Los Angeles, California and Athens, Ohio printing facilities. Aside from our plant
consolidations, we continue to seek other innovations to further increase efficiencies and reduce costs. In 2009, this will
include expanding our use of digital printing processes.

In manufacturing, we have a shared services approach which allows our three business segments to leverage shared
manufacturing facilities to optimize capacity utilization, enhance operational excellence and foster a culture of continuous
improvement. We continue to reduce costs by utilizing our assets and printing technologies more efficiently and by enabling
employees to better leverage their capabilities and talents.

INDUSTRY OVERVIEW
Checks

According to a Federal Reserve study released in December 2007, approximately 33 billion checks are written
annually. This includes checks which are converted to automated clearing house (ACH) payments. Checks remain the largest
single non-cash payment method in the United States, accounting for approximately 35% of all non-cash payment
transactions. This is a reduction from the Federal Reserve Study released in December 2004 when checks accounted for
approximately 45% of all non-cash payment transactions. The Federal Reserve estimates that checks written declined
approximately four percent per year between 2003 and 2006. According to our estimates, the use of small business checks is
declining at a rate of four to six percent per year, although the decline was greater in 2008, we believe, due to the economic
recession. The total transaction volume of all electronic payment methods exceeds check payments, and we expect that to
continue. We believe check usage tends to be fairly resilient to downturns in the economy. However, recent turmoil in the
financial services industry has had a negative impact on our check volumes as some banks have experienced higher than
normal customer attrition. Further, we believe fewer small business start-ups and an increased number of failures negatively
impacted our check volumes in 2008, although the 2008 data is not yet available.

Small Business Customers

The Small Business Administration’s Office of Advocacy defines a small business as an independent business having
fewer than 500 employees. In 2007, the most recent period for which information is available, it was estimated that there were
approximately 27 million small businesses in the United States. This represented approximately 99.7% of all employers.
According to the same survey, small businesses employ approximately half of all private sector employees and generated over
60% to 80% of net new jobs created each year over the last decade.

The small business market is impacted by general economic conditions and the rate of small business formations. The
index of small business optimism published by the National Federation of Independent Business in December 2008 was at a
near-record low. According to estimates of the Small Business Administration’s Office of Advocacy, new small business
formations were down slightly in 2007, the most recent period for which information is available, as compared to 2006. The
economy had a negative impact on our 2008 results, primarily in Small Business Services, and we expect the economic
recession to continue impacting our results throughout 2009.

We seek to serve the needs of the small business customer. We design, produce and distribute business checks, forms,
envelopes, retail packaging and related products. We also offer business services such as web design and hosting, payroll and
logo design, all of which are offered to help our small business customers operate, protect and grow their businesses. The
Formtrac 2008 report from the Print Services Distribution Association, the most recent data available, indicates that the
business check and forms portion of the markets serviced by Small Business Services declined at a rate of four to six percent
in 2007. Continual technological improvements have provided small business customers with alternative means to enact and
record business transactions. For example, off-the-shelf business software applications and electronic transaction systems
have been designed to replace pre-printed business forms products.



Financial Institution Clients

Checks are most commonly ordered through financial institutions. We estimate approximately 86% of all consumer
checks are ordered in this manner. Financial institutions include banks, credit unions and other financial services companies.
Several developments related to financial institutions have affected the check printing portion of the payments industry:

¢ Financial institutions seek to maintain the profits they have historically generated from their check programs,
despite the decline in check usage. This has put significant pricing pressure on check printers in the past several
years.

e Turmoil in the financial services industry, including bank failures and consolidations, has negatively impacted
order volumes.

¢  When financial institutions consolidate through mergers and acquisitions, often the newly combined entity seeks to
reduce costs by leveraging economies of scale in purchasing, including its check supply contracts. This results in
check providers competing intensely on price in order to retain not only their previous business with one of the
financial institutions, but also to gain the business of the other party in the merger/acquisition.

¢ Financial institution mergers and acquisitions can also impact the duration of our contracts. Normally, the length
of our contracts with financial institutions range from three to five years. However, contracts are sometimes
renegotiated or bought out mid-term due to a consolidation of financial institutions.

e Banks, especially larger ones, may request pre-paid product discounts made in the form of cash incentives payable
at the beginning of a contract. These contract acquisition payments negatively impact check producers’ cash flows
in the short-term.

e In most situations, contracts require a contract termination payment if a financial institution cancels its contract.

The recent turmoil in the financial services industry has led to increases in bank failures and consolidations. To the
extent any financial institution failures and consolidations impact large portions of our customer base, this could have a
significant impact on our financial institution check programs.

Consumer Direct Mail Response Rates

Direct Checks and portions of Small Business Services have been impacted by reduced consumer response rates to
direct mail advertisements. Our own experience indicates that the decline in our customer response rates is attributable to the
decline in check usage and a general decline in direct marketing response rates. We continuously evaluate our marketing
techniques in order to utilize the most effective and affordable advertising media.

Competition

The small business forms and supplies industry and the business services and business networking industries are all
highly fragmented with many small local suppliers and large national retailers. We believe we are well-positioned in this
competitive landscape through our broad customer base, the breadth of our small business product and service offerings,
multiple distribution channels, established relationships with our financial institution clients, reasonable prices, high quality
and dependable service.

In the small business forms and supplies industry, the competitive factors influencing a customer’s purchase decision
are breadth of product line, speed of delivery, product quality, price, convenience and customer service. Our primary
competitors are office product superstores, local printers, business form dealers, contract stationers and internet-based
suppliers. Local printers provide personalization and customization, but typically have a limited variety of products and
services, as well as limited printing sophistication. Office superstores offer a variety of products at competitive prices, but
provide limited personalization and customization. We are aware of numerous independent companies or divisions of
companies offering printed products and business supplies to small businesses through the internet, direct mail, distributors or
a direct sales force.

In business services, the competitive factors include the breadth, quality and ease of use of web and other services,
professional and technical support service, price, established brand and responsiveness of customer support.



In the check printing portion of the payments industry, we face considerable competition from several other check
printers, and we expect competition to remain intense as check usage continues to decline and financial institutions continue
to consolidate. We also face competition from check printing software vendors and from internet-based sellers of checks and
related products. Moreover, the check product must compete with alternative payment methods, including credit cards, debit
cards, automated teller machines and electronic payment systems.

In the financial institution check printing business there are two large primary providers, one of which is Deluxe. The
principal factors on which we compete are product and service breadth, price, quality and check merchandising program
management. From time to time, some of our check printing competitors have reduced the prices of their products during the
selection process in an attempt to gain greater volume. The corresponding pricing pressure placed on us has resulted in
reduced profit margins and some shifts of business. Continuing pricing pressure will likely result in additional margin
compression. Additionally, product discounts in the form of cash incentives payable to financial institutions upon contract
execution have been a practice within the industry since the late 1990’s. Both the number of financial institution clients
requesting these payments and the size of the payments has fluctuated significantly in recent years. These up-front payments
negatively impact check printers’ cash flows in the short-term and may result in additional pricing pressure when the financial
institution also negotiates greater product discount levels throughout the term of the contract. Beginning in 2006, we sought to
reduce the use of up-front product discounts by structuring new contracts with incentives throughout the duration of the
contract.

Seasonality

General economic conditions have an impact on our business and financial results. From time to time, the markets in
which we sell our products and services experience weak economic conditions that negatively impact revenue. We experience
seasonal trends in selling some of our products. For example, holiday card sales and stored value gift cards typically are
stronger in the fourth quarter of the year, and sales of tax forms are stronger in the first quarter of the year.

Raw Materials and Supplies

The principal raw materials used in producing our main products are paper, plastics, ink, cartons and printing plate
material, which we purchase from various sources. We also purchase some stock business forms produced by third parties.
We believe that we will be able to obtain an adequate supply of materials from current or alternative suppliers.

Governmental Regulation

We are subject to regulations implementing the privacy and information security requirements of the federal financial
modernization law known as the Gramm-Leach-Bliley Act and other federal regulation and state law on the same subject.
These laws and regulations require us to develop, implement and maintain policies and procedures to protect the security and
confidentiality of consumers’ nonpublic personal information. We are also subject to additional requirements in certain of our
contracts with financial institution clients, which are often more restrictive than the regulations. These regulations and
agreements limit our ability to use or disclose nonpublic personal information for other than the purposes originally intended.
This could have the effect of limiting business opportunities.

Congress and many states have passed and are considering additional laws or regulations that, among other things,
restrict the use, purchase, sale or sharing of nonpublic personal information about consumers and business customers. Laws
and regulations may be adopted in the future with respect to the internet, e-commerce or marketing practices generally
relating to consumer privacy. Such laws or regulations may impede the growth of the internet and/or use of other sales or
marketing vehicles. For example, new privacy laws could decrease traffic to our websites, decrease telemarketing
opportunities and increase the cost of obtaining new customers. We do not expect that changes to these laws and regulations
will have a significant impact on our business in 2009.

Intellectual Property

We rely on a combination of trademark and copyright laws, trade secret and patent protection and confidentiality and
license agreements to protect our trademarks, software and other intellectual property. These protective measures afford only
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limited protection. Despite our efforts to protect our intellectual property, third parties may infringe or misappropriate our
intellectual property or otherwise independently develop substantially equivalent products or services which do not infringe
on our intellectual property rights. In addition, check designs exclusively licensed from third parties account for a portion of
our revenue. These license agreements generally average three years in duration. There can be no guarantee that such licenses
will be available to us indefinitely or under terms that would allow us to continue to sell the licensed products profitably.

EMPLOYEES

As of December 31, 2008, we employed 6,591 employees in the United States and 581 employees in Canada. None of
our employees are represented by labor unions, and we consider our employee relations to be good.

AVAILABILITY OF COMMISSION FILINGS

We make available through the Investor Relations section of our website, www.deluxe.com, our annual reports on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to these reports filed or furnished
pursuant to section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after these items are electronically
filed with or furnished to the Securities and Exchange Commission (SEC). These reports can also be accessed via the SEC
website, www.sec.gov, or via the SEC’s Public Reference Room located at 100 F Street N.E., Washington, D.C. 20549.
Information concerning the operation of the SEC’s Public Reference Room can be obtained by calling 1-800-SEC-0330.

A printed copy of this report may be obtained without charge by calling 651-787-1068, by sending a written request to
the attention of Investor Relations, Deluxe Corporation, P.O. Box 64235, St. Paul, Minnesota 55164-0235, or by sending an
email request to investorrelations @deluxe.com.

CODE OF ETHICS AND CORPORATE GOVERNANCE GUIDELINES

We have adopted a Code of Ethics and Business Conduct which applies to all of our employees and our board of
directors. The Code of Ethics and Business Conduct is available in the Investor Relations section of our website,
www.deluxe.com, and also can be obtained free of charge upon written request to the attention of Investor Relations, Deluxe
Corporation, P.O. Box 64235, St. Paul, Minnesota 55164-0235. Any changes or waivers of the Code of Ethics and Business
Conduct will be disclosed on our website. In addition, our Corporate Governance Guidelines and the charters of the Audit,
Compensation, Corporate Governance and Finance Committees of our board of directors are available on our website or upon
written request.

EXECUTIVE OFFICERS OF THE REGISTRANT

Our executive officers are elected by the board of directors each year. The following summarizes our executive officers
and their positions.

Executive
Name Age Present Position Officer Since
Anthony Scarfone 47  Senior Vice President, General Counsel and Secretary 2000
Terry Peterson 44 Vice President, Investor Relations and Chief Accounting Officer 2005
Richard Greene 44 Senior Vice President, Chief Financial Officer 2006
Lynn Koldenhoven 42 Vice President, Sales and Marketing Direct-to-Consumer 2006
Lee Schram 47 Chief Executive Officer 2006
Pete Godich 44 Vice President, Fulfillment 2008
Julie Loosbrock 49 Senior Vice President, Human Resources 2008
Malcolm McRoberts 44 Senior Vice President, Chief Information Officer 2008
Tom Morefield 46  Senior Vice President, Financial Services Segment Leader 2008
Laura Radewald 48 Vice President, Brand, Experience and Media Relations 2008
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Anthony Scarfone joined us in September 2000 as senior vice president, general counsel and secretary.

Terry Peterson was named vice president of investor relations in October 2006. From May 2006 to September 2006,
Mr. Peterson served as interim Chief Financial Officer and was named chief accounting officer in March 2005. Mr. Peterson
joined us in September 2004 and served as director of internal audit until March 2005. From August 2002 until August 2004,
Mr. Peterson was vice president and controller of the GCS Services Division of Ecolab, Inc., a worldwide developer and
marketer of premium cleaning and sanitation products.

Richard Greene joined us as senior vice president, chief financial officer in October 2006. From April 2005 to April
2006, Mr. Greene served as chief financial officer of the plastics and adhesives segment of Tyco International Ltd., which was
renamed Covalence Specialty Materials Corp. upon divestiture. From October 2003 to April 2005, Mr. Greene was vice
president and chief financial officer of the Tyco Plastics unit of Tyco International Ltd.

Lynn Koldenhoven was named vice president, sales and marketing direct-to-consumer in October 2006. Prior to this,
Ms. Koldenhoven held a variety of positions within Direct Checks, including: interim vice president from February 2006 to
October 20006, executive director of marketing from March 2004 to January 2006 and director of core marketing from July
2003 to March 2004.

Lee Schram joined us as chief executive officer in May 2006. From March 2003 to April 2006, Mr. Schram served as
senior vice president of the Retail Solutions Division of NCR Corporation (NCR), a leading global technology company.

Pete Godich was named vice president, fulfillment in May 2008. From December 2006 to May 2008, Mr. Godich was
vice president of marketing and sales operations. From April 2006 to December 2006, Mr. Godich was vice president of
supply chain. Prior to this, Mr. Godich served as vice president, customer care from March 2003 to April 2006.

Julie Loosbrock was named senior vice president, human resources in September 2008. Prior to this, Ms. Loosbrock
held several leadership positions within human resources, most recently serving as vice president, human resources — strategic
business partners from September 2003 to September 2008.

Malcolm McRoberts joined us as senior vice president, chief information officer in May 2008. Prior to this, Mr.
McRoberts held a variety of leadership positions at NCR, including vice president of operations for the retail, hospitality and
self-service division from August 2004 to May 2008 and vice president of operations, enterprise re-engineering from April
2001 to August 2004. NCR is a leading global technology company.

Tom Morefield was named senior vice president, financial services segment leader in September 2008. Prior to this,
Mr. Morefield served as vice president, sales and customer channels from November 2006 to September 2008, vice president,
sales and sales support from March 2004 to November 2006 and national director of sales, community market within our
Financial Services segment from October 2002 to March 2004.

Laura Radewald was named vice president, brand, experience and media relations in September 2008. Ms. Radewald
joined us in October 2007 and served as vice president, enterprise brand until September 2008. From November 2005 to
September 2007, Ms. Radewald operated her own marketing consulting practice. From November 2001 to November 2005,
she served as vice president of marketing for Myriad Development, Inc., a software company that provides underwriting
automation and intelligence solutions to the property and casualty, government and mortgage markets.

Item 1A. Risk Factors.

Our business, consolidated results of operations, financial condition and cash flows could be adversely affected by
various risks and uncertainties. These risks include, but are not limited to, the principal factors listed below and the other
matters set forth in this Annual Report on Form 10-K. Additional risks not presently known to us, or that we currently deem
immaterial, may also impair our business, results of operations, financial condition and cash flows. You should carefully
consider all of these risks before making an investment in our common stock.
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Weak economic conditions within the United States and globally could continue to have an adverse effect on our
operating results and could result in additional impairment charges.

For most of 2008, financial markets globally have experienced disruption, including, among other things, extreme
volatility in security prices, severely diminished liquidity and credit availability, ratings downgrades of certain investments and
declining valuations of others. Governments have taken unprecedented actions intended to address extreme market conditions
that, among other concerns, include severely restricted credit. Largely as a result of these disruptions in financial markets, most
analysts believe the global economy has entered a potentially prolonged recession. These economic developments may adversely
affect businesses like ours in a number of ways, such as:

The

The rate of small business formations, small business confidence, consumer spending and employment levels, as well
as energy costs, all have an impact on our businesses. Below average small business optimism and a decline in small
business formations negatively impacted our results of operations in Small Business Services in 2008, and we expect
this trend to continue, and possibly worsen, through 2009. Consumer spending and employment levels also trended
negatively during 2008, resulting in some negative impact in our personal check businesses. A prolonged downturn in
general economic conditions could result in additional declines in our revenue and profitability.

The failure of one or more of our larger financial institution clients, or large portions of our customer base, could
adversely affect our operating results. In addition to the possibility of losing a significant contract, the inability to
recover contract acquisition costs paid to one or more of our larger financial institution clients, or the inability to
collect accounts receivable or contractually required contract termination payments from these financial institution
clients, could have a significant negative impact on our consolidated results of operations.

There may be an increase in financial institution mergers and acquisitions during this period of economic
uncertainty. Such an increase could adversely affect our operating results. Often the newly combined entity seeks
to reduce costs by leveraging economies of scale in purchasing, including its check supply contracts. This results
in check providers competing intensely on price in order to retain not only their previous business with one of the
financial institutions, but also to gain the business of the other party in the merger/acquisition. Financial institution
mergers and acquisitions can also impact the duration of our contracts. Normally, the length of our contracts with
financial institutions ranges from three to five years. However, contracts are sometimes renegotiated or bought out
mid-term due to a consolidation of financial institutions.

The effects of the recent economic downturn on our expected operating results and the broader U.S. market resulted in
a significant reduction in our share price and led to asset impairment charges in 2008 related to trade names in our
Small Business Services segment. Both before and after December 31, 2008, our common stock traded at prices lower
than the December 31, 2008 closing stock price of $14.96. If such a decline in our stock price occurs in the future for
a sustained period, it may be indicative of a further decline in our fair value and would likely require us to record an
impairment charge for a portion of the $40.2 million of goodwill allocated to one of our reporting units. Accordingly,
we believe that a non-cash goodwill impairment charge related to this reporting unit and/or further impairment charges
related to our indefinite-lived trade name are reasonably possible in the future. This reporting unit had a calculated fair
value which exceeded its carrying value by $2.7 million as of December 31, 2008 and our indefinite-lived trade name
had a carrying value of $24.0 million as of December 31, 2008. The credit agreement governing our committed line of
credit requires us to maintain a ratio of earnings before interest and taxes to interest expense of 3.0 times, as measured
quarterly on an aggregate basis for the preceding four quarters. Significant impairment charges in the future could
impact our ability to comply with this debt covenant, in which case, our lenders could demand immediate repayment
of amounts outstanding under our line of credit. Although we would have remained in compliance with this debt
covenant even if our reported pre-tax earnings for 2008 had been $52 million lower than we reported, we cannot
provide definitive assurance regarding our continued compliance with this debt covenant.

severity and length of the present disruptions in the financial markets and recession in the global economy are

unknown. There can be no assurance that there will not be a further deterioration in financial markets and in general business

conditions.
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Our ability to reduce costs is critical to our success.

The intense competition we face compels us to continually improve our operating efficiency in order to maintain or
improve profitability. We intend to continue to reduce expenses, primarily within our shared services functions of fulfillment,
information technology, real estate, finance, human resources and legal. We also expect to continue to simplify our business
processes and reduce our cost and expense structure. These initiatives have required and will continue to require up-front
expenditures related to items such as redesigning and streamlining processes, consolidating information technology platforms,
standardizing technology applications and improving real estate utilization. We can provide no assurance that we will achieve our
anticipated cost reductions or that we will do so without incurring unexpected or greater than anticipated expenditures. Moreover,
we may find that we are unable to achieve our business simplification and cost reduction goals without disruption to our business
and, as a result, may choose to delay or forego certain cost reductions as business conditions require. Failure to meet our planned
cost reduction targets would adversely affect our results of operations and could adversely affect our prospects if we are unable to
remain competitive.

We may not be successful at implementing our growth strategies within Small Business Services.

We continue to execute strategies intended to drive sustained growth within Small Business Services. We are continuing to
invest in several key enablers to achieve our strategies, including continuing to improve our e-commerce capabilities,
implementing an integrated platform for our various brands, improving our customer analytics, focusing on key customer
segments and improving our merchandising. We expect to drive growth as we obtain a greater portion of our revenue from higher
growth annuity-based business services, including web hosting and other web services, business networking and payroll. All of
these initiatives have required and will continue to require investment. Small Business Services revenue decreased in 2008, as
compared to 2007, as the impact of economic conditions more than offset any favorability resulting from our growth strategies.
We can provide no assurance that our growth strategies will be successful in the long-term and result in a positive return on our
investment. Also, negative impacts resulting from the other risk factors described herein may offset or more than offset the benefit
realized from our growth strategies.

We face intense competition in all areas of our business.

Although we are one of the leading check printers in the United States, we face considerable competition. In addition to
competition from alternative payment methods, we also face intense competition from another check printer in our traditional
financial institution sales channel, from direct mail sellers of personal checks, from sellers of business checks and forms, from
check printing software vendors and from internet-based sellers of checks to individuals and small businesses. Additionally, low
price, high volume office supply chain stores offer standardized business forms, checks and related products to small businesses.
We also face intense competition with our business services offerings. We can provide no assurance that we will be able to
compete effectively against current and future competitors. Continued competition could result in additional price reductions,
reduced profit margins, loss of customers and an increase in up-front cash payments to financial institutions upon contract
execution or renewal, which would have a material adverse effect on our results of operations and cash flows.

Small Business Services’ standardized business forms and related products face technological obsolescence and changing
customer preferences.

Continual technological improvements have provided small business customers with alternative means to enact and record
business transactions. For example, because of the lower price and higher performance capabilities of personal computers and
related printers, small businesses now have an alternate means to print many business forms. Additionally, electronic transaction
systems and off-the-shelf business software applications have been designed to replace pre-printed business forms products. If
small business preferences change rapidly and we are unable to develop new products and services with comparable profit
margins, our results of operations could be adversely affected.

The check printing portion of the payments industry is mature and, if check usage declines faster than expected, it could
have a material adverse impact on our operating results.

Check printing is, and is expected to continue to be, an essential part of our business, representing 65.4% of our

consolidated revenue in 2008. We sell checks for personal and small business use and believe that there will continue to be a
substantial demand for these checks for the foreseeable future. However, the total number of checks written in the United States
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has been in decline since the mid-1990s. According to our estimates, the total number of checks written by individuals and small
businesses is declining approximately four to six percent each year, although the declines were greater in 2008, we believe, due to
the economic recession and instability in the financial services industry. We believe that the number of checks written will
continue to decline due to the increasing use of alternative payment methods, including credit cards, debit cards, automated teller
machines, direct deposit and electronic and other bill paying services. However, the rate and the extent to which alternative
payment methods will achieve acceptance and replace checks, whether as a result of legislative developments, personal
preference or otherwise, cannot be predicted with certainty. A surge in the popularity of any of these alternative payment
methods, or our inability to successfully offset the decline in check usage with other sources of revenue, could have a material
adverse effect on our business, results of operations and prospects.

Consolidation among financial institutions has, and may continue to, adversely affect the pricing of our products and may
result in the loss of clients.

The number of financial institutions has declined due to consolidation in the financial services industry. Margin pressures
arise from such consolidation as merged entities seek to reduce costs by leveraging economies of scale, including their check
supply contracts. The increase in general negotiating leverage possessed by such consolidated entities has resulted in contracts
which are not as favorable to us as those historically negotiated with these clients, and in some cases, has resulted in the loss of
clients to competitors. Although we devote considerable effort toward the development of a competitively-priced, high-quality
suite of products and services for the financial services industry, there can be no assurance that significant financial institution
clients will be retained or that the loss of a significant client can be offset through the addition of new clients or by expanded sales
to our remaining clients.

Continuing softness in direct mail response rates could have a further adverse impact on our operating results.

Our Direct Checks segment and portions of our Small Business Services segment have experienced declines in response
rates related to direct mail promotional materials. We believe that media response rates are declining across a wide variety of
products and services. Additionally, we believe that our declines are attributable to the general decline in check usage and the
gradual obsolescence of standardized forms products. In an attempt to offset these impacts, we continue to modify our marketing
and sales efforts and have recently shifted a greater portion of our advertising investment to the internet. Competitive pressure
may inhibit our ability to reflect increased costs in the prices of our products and new marketing strategies may not be successful.
We can provide no assurance that we will be able to offset the decline in response rates, even with additional marketing and sales
efforts.

The inability to secure adequate advertising placements could have an adverse impact on our operating results.

The profitability of our Direct Checks segment depends in large part on our ability to secure adequate advertising media
placements at acceptable rates. We can provide no assurance regarding the future cost, effectiveness and/or availability of suitable
advertising media. In addition, future legislation could affect our ability to advertise via direct mail. Congress enacted a federal
“Do Not Call” registry in response to consumer backlash against telemarketers and is contemplating enacting “anti-spam”
legislation in response to consumer complaints about unsolicited e-mail advertisements. If anti-spam legislation is enacted and/or
if similar legislation is enacted for direct mail advertisers, we may be unable to sustain our current levels of profitability. In
addition, many Direct Checks customers access our websites through internet search engines. During 2008, our results of
operations were adversely affected by a dominant search engine’s decision to limit our internet advertising based upon its revised
advertising policies. As we analyze our overall advertising strategy, we may have to resort to more costly resources to replace this
internet traffic, which would adversely affect our results of operations.

We face uncertainty with respect to recent and future acquisitions.

During 2008, we acquired Hostopia.com Inc., PartnerUp, Inc., and Logo Design Mojo, Inc. with the intention of increasing
sales of higher-growth annuity-based business services. The integration of any acquisition involves numerous risks, including:
difficulties in assimilating operations and products; diversion of management’s attention from other business concerns; potential
loss of key employees; potential exposure to unknown liabilities; and possible loss of our clients and customers or the clients and
customers of the acquired businesses. One or more of these factors could impact our ability to successfully integrate an
acquisition and could negatively affect our results of operations.
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In regard to future acquisitions, we cannot predict whether suitable acquisition candidates can be acquired on acceptable
terms or whether any acquired products, technologies or businesses will contribute to our revenue or earnings to any material
extent. Significant acquisitions typically result in additional contingent liabilities or debt and/or additional amortization expense
related to acquired intangible assets, and thus, could adversely affect our business, results of operations and financial condition.

Declines in the equity markets could affect the value of our postretirement benefit and pension plan assets, which could
adversely affect our operating results and cash flows.

The assets of our postretirement benefit and pension plans are valued at fair value using quoted market prices. Investments,
in general, are subject to various risks, including credit, interest and overall market volatility risks. During 2008, the equity
markets saw a significant decline in value. As such, the fair values of our plan assets decreased significantly from December 31,
2007. This materially affected the funded status of the plans and will result in higher postretirement benefit expense in 2009.
Although our obligation is limited to funding benefits as they become payable, continued declines in the fair value of these assets
would result in further expense increases, as well as the need to contribute increased amounts of cash to fund benefits payable
under the plans.

The cost and availability of materials, delivery services and energy could adversely affect our operating results.

We are subject to risks associated with the cost and availability of paper, plastics, ink, other raw materials, delivery
services and energy. Postal rates increased in 2007 and 2008 and fuel costs have fluctuated over the past several years.
Additionally, there are relatively few paper suppliers. As such, when our suppliers increase paper prices, as they have indicated
will be the case in 2009, we may not be able to obtain better pricing from alternative suppliers. Competitive pressures and/or
contractual arrangements may inhibit our ability to reflect increased costs in the price of our products.

Paper costs represent a significant portion of our materials cost. Historically, we have not been negatively impacted by
paper shortages because of our relationships with various paper suppliers. However, we can provide no assurance that we will be
able to purchase sufficient quantities of paper if such a shortage were to occur. Additionally, we depend upon third party
providers for delivery services. Events resulting in the inability of these service providers to perform their obligations, such as
extended labor strikes, could adversely impact our results of operations by requiring us to secure alternate providers at higher
costs.

Forecasts involving future results reflect various assumptions that may prove to be incorrect.

From time to time, we make predictions or forecasts regarding our future results, including, but not limited to, forecasts
regarding estimated revenue, earnings per share or cash provided by operating activities. Any forecast regarding our future
performance reflects various assumptions which are subject to significant uncertainties and, as a matter of course, may prove to be
incorrect. Further, the achievement of any forecast depends on numerous factors which are beyond our control. As a result, we
cannot assure you that our performance will be consistent with any management forecasts or that the variation from such forecasts
will not be material and adverse. You are cautioned not to base your entire analysis of our business and prospects upon isolated
predictions, and are encouraged to use the entire mix of historical and forward-looking information made available by us, and
other information affecting us and our products and services, including the factors discussed here.

In addition, independent analysts periodically publish reports regarding our projected future performance. The
methodologies we employ in arriving at our own internal projections and the approaches taken by independent analysts in making
their estimates are likely different in many significant respects. We expressly disclaim any responsibility to advise analysts or the
public markets of our views regarding the accuracy of the published estimates of independent analysts. If you are relying on these
estimates, you should pursue your own investigation and analysis of their accuracy and the reasonableness of the assumptions on
which they are based.

Security breaches involving customer data, or the perception that e-commerce is not secure, could adversely affect our
reputation and business.

We rely on various security procedures and systems to ensure the secure storage and transmission of data. Computer

networks and the internet are, by nature, vulnerable to unauthorized access. We cannot provide assurance that misuse of new
technologies or advances in criminal capabilities will not compromise or breach our security procedures and systems resulting in
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unauthorized access and/or use of customer data, including consumers’ nonpublic personal information. A security breach could
damage our reputation, deter clients and consumers from ordering our products and services, lead to the termination of client
contracts and result in claims against us. If we are unsuccessful in defending a lawsuit regarding security breaches, we may be
forced to pay damages which could have an adverse effect on our operating results. Additionally, general publicity regarding
security breaches at other companies could lead to the perception among the general public that e-commerce is not secure. This
could decrease traffic to our websites and foreclose future business opportunities.

We may be unable to maintain our licenses to use third party intellectual property on favorable terms.

Check designs exclusively licensed from third parties account for a portion of our revenue. These license agreements
generally average three years in duration. There can be no guarantee that such licenses will be available to us indefinitely or under
terms that would allow us to continue to sell the licensed products profitably, which would adversely impact our results of
operations.

Interruptions to our website operations or information technology systems could damage our reputation and harm our
business.

The satisfactory performance, reliability and availability of our information technology systems are critical to our
reputation and our ability to attract and retain customers. We could experience temporary interruptions in our websites,
transaction processing systems, network infrastructure, printing production facilities or customer service operations for a variety
of reasons, including human error, software errors, power loss, telecommunications failures, fire, flood, extreme weather and
other events beyond our control. In addition, our technology, infrastructure and processes may contain undetected errors or design
faults which may cause our websites or operating systems to fail. The failure of our systems could adversely affect our business,
results of operations and prospects.

We may be unable to protect our rights in intellectual property.

We rely on a combination of trademark and copyright laws, trade secret and patent protection, and confidentiality and
license agreements to protect our trademarks, software and other intellectual property. These protective measures afford only
limited protection. Despite our efforts to protect our intellectual property, third parties may infringe or misappropriate our
intellectual property or otherwise independently develop substantially equivalent products and services which do not infringe on
our intellectual property rights. We may be required to spend significant resources to protect our trade secrets and to monitor and
police our intellectual property rights. The loss of intellectual property protection or the inability to secure or enforce intellectual
property protection could harm our business and ability to compete.

We are dependent upon third party providers for certain significant information technology needs.

We have entered into agreements with third party providers for information technology services, including
telecommunications and network server services. In the event that one or more of these providers is not able to provide adequate
or timely information technology services, we could be adversely affected. Although we believe that information technology
services are available from numerous sources, a failure to perform by one or more of our service providers could cause a
disruption in our business while we obtain an alternative source of supply. In addition, the use of substitute third party providers
could result in increased expense.

Legislation relating to consumer privacy protection could limit or harm our business.

We are subject to regulations implementing the privacy and information security requirements of the federal financial
modernization law known as the Gramm-Leach-Bliley Act and other federal regulation and state law on the same subject. These
laws and regulations require us to develop, implement and maintain policies and procedures to protect the security and
confidentiality of consumers’ nonpublic personal information. We are also subject to additional requirements in certain of our
contracts with financial institution clients, which are often more restrictive than the regulations. These regulations and agreements
limit our ability to use or disclose nonpublic personal information for other than the purposes originally intended. This could have
the effect of limiting business opportunities.
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We are unable to predict whether more restrictive legislation or regulation will be adopted in the future. Any future
legislation or regulation, or the interpretation of existing legislation or regulation, could have a negative impact on our business,
results of operations and prospects. Laws and regulations may be adopted in the future with respect to the internet, e-commerce or
marketing practices generally relating to consumer privacy. Such laws or regulations may impede the growth of the internet
and/or use of other sales or marketing vehicles. For example, new privacy laws could decrease traffic to our websites, decrease
telemarketing opportunities and increase the cost of obtaining new customers.

We may be subject to sales and other taxes which could have an adverse effect on our business.

In accordance with existing state and local tax laws, we currently collect sales, use or other similar taxes in state and local
jurisdictions where we have a physical presence. One or more state or local jurisdiction may seek to impose sales tax collection
obligations on out-of-state companies which engage in remote or online commerce. Further, tax law and the interpretation of
constitutional limitations thereon is subject to change. In addition, any new operations in states where we do not currently have a
physical presence could subject shipments of goods by our direct-to-consumer businesses into such states to sales tax under
current or future laws. If one or more state or local jurisdiction successfully asserts that we should have collected sales or other
taxes in the past but did not, or that we must collect sales or other taxes in the future beyond our current practices, either
determination could have a material, adverse affect on our business.

We may be subject to environmental risks.

Our printing facilities are subject to many federal and state regulations designed to protect the environment. We have sold
former printing facilities to third parties, and in some instances, have agreed to indemnify the buyer of the facility for certain
environmental liabilities. Unforeseen conditions at these facilities could result in additional liability and expense beyond our
insurance coverage.

Item 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

Our principal executive office is an owned property located in Shoreview, Minnesota. Aside from small sales offices,
we occupy 32 facilities throughout the United States and six facilities in Canada where we conduct printing and fulfillment,
call center and administrative functions. These facilities are either owned or leased and have a combined floor space of
approximately 2.9 million square feet. We believe that our properties are sufficiently maintained and are adequate and
suitable for our business needs as presently conducted.

Item 3. Legal Proceedings.

In accordance with Statement of Financial Accounting Standards No. 5, Accounting for Contingencies, we record
provisions with respect to identified claims or lawsuits when it is probable that a liability has been incurred and the amount of
the loss can be reasonably estimated. Claims and lawsuits are reviewed quarterly and provisions are taken or adjusted to
reflect the status of a particular matter. We believe the recorded reserves in our consolidated financial statements are adequate
in light of the probable and estimable outcomes. Recorded liabilities were not material to our financial position, results of
operations and liquidity, and we do not believe that any of the currently identified claims or litigation will materially affect
our financial position, results of operations or liquidity.

Item 4. Submission of Matters to a Vote of Security Holders.

None.
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PART II

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities.

Our common stock is traded on the New York Stock Exchange under the symbol DLX. Dividends are declared by our
board of directors on a current basis and therefore, may be subject to change in the future, although we currently have no
plans to change our $0.25 per share quarterly dividend amount. As of December 31, 2008, the number of shareholders of
record was 8,053. The table below shows the per share closing price ranges of our common stock for the past two fiscal years
as quoted on the New York Stock Exchange, as well as the quarterly dividend amount for each period.

Stock price
Dividend High Low Close
2008
Quarter 4......cccceeeeueenee. $ 0.25 $ 15.70 $ 7.52 $ 14.96
Quarter 3......coceeeeenens 0.25 19.59 12.01 14.39
Quarter 2......coceeeeeenens 0.25 24.51 17.66 17.82
Quarter 1....coceeeeeenen, 0.25 33.20 18.72 19.21
2007
Quarter 4......cccoeeeeeenee. $ 0.25 $ 40.86 $ 28.93 $ 32.89
Quarter 3......ccceeeeenens 0.25 42.49 28.56 36.84
Quarter 2......coceeeeueenens 0.25 44.95 33.38 40.61
Quarter 1....coceeeeennen, 0.25 33.95 25.13 33.53

In August 2003, our board of directors approved an authorization to purchase up to 10 million shares of our common
stock. This authorization has no expiration date and 6.5 million shares remain available for purchase under this authorization.
We did not repurchase any shares during the fourth quarter of 2008.

While not considered repurchases of shares, we do at times withhold shares that would otherwise be issued under equity-
based awards to cover the withholding taxes due as a result of the exercising or vesting of such awards. During the fourth quarter
of 2008, we withheld 13,253 shares in conjunction with the vesting and exercise of equity-based awards.

Absent certain defined events of default under our debt instruments, and as long as our ratio of earnings before interest,

taxes, depreciation and amortization to interest expense is in excess of two to one, our debt covenants do not restrict us from
paying cash dividends at our current rate.
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The table below compares the cumulative total shareholder return on our common stock for the last five fiscal years
with the cumulative total return of the S&P 400 MidCap Index and the Dow Jones Support Services (DJUSIS) Index.

Comparison of 5 Year Cumulative Total Return
Assumes Initial Investment of $100*
December 2008
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$60
~
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—&— Deluxe Corp. —@— S&P 400 MidCap Index Dow Jones US Support Services Index

* The graph assumes that $100 was invested on December 31, 2003 in each of Deluxe common stock, the S&P 400 MidCap
Index and the DJUSIS Index, and that all dividends were reinvested.
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Item 6. Selected Financial Data.

The following table shows certain selected financial data for the five years ended December 31, 2008. This information
should be read in conjunction with Management’s Discussion and Analysis of Financial Condition and Results of Operations
appearing in Item 7 of this report and our consolidated financial statements appearing in Item 8 of this report. During the
fourth quarter of 2008, our Russell & Miller retail packaging and signage business met the criteria to be classified as
discontinued operations in our consolidated financial statements. As such, our results for prior years reflect the reclassification
of the results of this business to discontinued operations.

(dollars and orders in thousands, except per share and

per order amounts) 2008 2007 2006 2005 2004
Statement of Income Data:
Revenue™ ... $ 1,468,662 $ 1,588,885 $ 1,619,337 $ 1,694,246 $ 1,555,916
As a percentage of revenue:
GroSS Profit...ccccereerierieieieenireseseeeeeecien, 61.4% 63.8% 62.9% 64.9% 66.0%
Selling, general and administrative expense...... 45.7% 46.8% 47.6% 47.0% 43.4%
Operating iNCOME .....cc.evveerverveerereereeneereneenns 14.2% 17.0% 12.3% 18.0% 22.3%
Operating iNCOME .......eveveeririrrererereeeseeseseseseeenns $ 209,234 $ 269,904 $ 198,544 $ 304,328 $ 347,492
Income from continuing operations 105,872 145,117 100,838 157,943 198,985
Per share — basiC .......ccceeveverienieenieeiieeieeee, 2.08 2.82 1.98 3.12 3.97
Per share — diluted .........cccvevveeierieeieieeieieneen, 2.05 2.79 1.96 3.10 3.94
Cash dividends per share.........c.coceevereeniniencnncen. 1.00 1.00 1.30 1.60 1.48
Balance Sheet Data:
Cash and cash equivalents ..........ccccocerveeeereirienene, $ 15,590 $ 21,615 $ 11,599 $ 6,867 $ 15,492
Return on average assets.........cccceeeevvereenreneenuenneen. 8.4% 11.6% 7.5% 10.8% 19.2%
Total assets .......ccevverreecuernenns 1,218,985 $ 1,210,755 $ 1,267,132 $ 1,425,875 $ 1,499,079
Long-term obligations(z) 775,336 776,840 903,121 954,164 980,207
Total debt ....ccvevveeiieieieeieecee e, 853,336 844,040 1,015,781 1,166,510 1,244,207
Statement of Cash Flows Data:
Net cash provided by operating activities of
CONtINUING OPETALIONS ..vvvveveveveereieiiererereeeeeeennene, $ 198,487 $ 245,075 $ 238,895 $ 178,591 $ 308,148
Net cash used by investing activities of
CONtiNUING OPETAtIONS ....evvveeeeeirieieieieneeieeaenen, (135,773) (10,929) (32,884) (55,834) (670,805)
Net cash (used) provided by financing activities
of continuing Operations...........c..cecevvereereeceenncnn (67,681) (224,890) (204,587) (142,816) 369,963
Purchases of capital assets ..........coceeveereereneeneenncen. (31,865) (32,286) (41,012) (55,570) (43,785)
Payments for acquisitions, net of cash acquired ..... (104,879) (2,316) (16,521) (2,888) (624,859)
Payments for common shares repurchased ............. (21,847) (11,288) — — (26,637)
Other Data (continuing operations):
OFders™ ... 62,823 64,753 64,670 65,070 76,213
Revenue per order™ ...........ccoooovvvevveiverrireseennnnn, $ 2338 $ 2454 $ 25.04 $ 26.04 $ 20.42
Number of employees..........ccccevververieneeninienenncen, 7,172 7,910 8,728 8,617 8,852
Number of printing/fulfillment facilities................. 21 22 23 20 19
Number of call center facilities..........ccccceeeveereennen. 14 14 17 18 18

M Qur results of operations were impacted by the acquisition of New England Business Service, Inc. (NEBS) on June 25, 2004. NEBS contributed revenue
of $671.2 million in 2005 and $363.2 million in 2004. We are not able to quantify NEBS revenue for 2006 through 2008 or its contribution to operating
income because of its integration with our other businesses.

@ Long-term obligations include both the current and long-term portions of our long-term debt obligations, including capital leases.
© Orders is our company-wide measure of volume. When portions of a customer order are on back-order, one customer order may be fulfilled via multiple
shipments. Generally, an order is counted when the last item ordered is shipped to the customer. Orders and revenue per order in 2008 were impacted by the

acquisition of Hostopia.com Inc. (Hostopia) in August 2008 because each monthly customer billing for service fees is considered to be an order. Hostopia
orders in 2008, post-acquisition, were 1,500 and revenue per order was $8.36.
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Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.

EXECUTIVE OVERVIEW

Our business is organized into three segments: Small Business Services, Financial Services and Direct Checks. Our
Small Business Services segment generated 57.9% of our consolidated revenue for 2008. This segment has sold business
checks, printed forms, promotional products, web services, marketing materials and related services and products to more
than six million small businesses and home offices in the past five years through direct response marketing, financial
institution referrals, independent distributors, the internet and sales representatives. Of the more than six million customers we
have served in the past five years, nearly four million have ordered our products or services in the last 24 months. Our
Financial Services segment generated 29.3% of our consolidated revenue for 2008. This segment sells personal and business
checks, check-related products and services, customer loyalty, retention and fraud monitoring and protection services, and
stored value gift cards to approximately 6,500 financial institution clients nationwide, including banks, credit unions and
financial services companies. Our Direct Checks segment generated 12.8% of our consolidated revenue for 2008. This
segment is the nation’s leading direct-to-consumer check supplier, selling under the Checks Unlimited®, Designer® Checks
and Checks.com brand names. Through these brands, we sell personal and business checks and related products and services
directly to consumers using direct response marketing and the internet. We operate primarily in the United States. Small
Business Services also has operations in Canada and Europe.

Our business was negatively impacted in 2008 by the effects of a severe downturn in the economy and by the continued
turmoil in the financial services sector. We have experienced a reduction in demand for many of our products in Small
Business Services, and check orders from several of our financial institutions have been lower due to uncertainty related to
government bailouts and consolidations. At the same time, we have accelerated many of our cost reduction actions and have
identified new opportunities to improve our operating cost structure. In addition, we have continued to invest in our
transformation with acquisitions that bring higher growth business service offerings into our portfolio. We are focused on
capitalizing on these transformational opportunities available to us in this difficult environment and believe that we will be
better positioned to deliver increasingly better margins once the economy begins to recover.

Our net income for 2008, as compared to 2007, benefited from the following:

e  Various management initiatives to reduce our cost structure, primarily within sales and marketing, information
technology and manufacturing;

® A significant reduction in employee-related costs, primarily performance-based employee compensation; and

e Higher revenue per order in Direct Checks, primarily from price increases and increased sales of fraud protection
services.

These benefits were more than offset by the following:

e Lower volume driven by unfavorable economic conditions, primarily affecting Small Business Services, and the
continuing decline in check usage and advertising response rates, as well as non-recurring financial institution
conversion activity in 2007;

e Restructuring charges and related costs in 2008 resulting from our cost reduction initiatives;

e Impairment charges in 2008 related to Small Business Services trade names and discontinued operations;

¢ Increased manufacturing costs, including higher delivery-related costs due to mid-2007 and 2008 postal rate
increases and fuel surcharges in 2008, as well as higher materials costs due to an unfavorable product mix; and

e Lower revenue per order in Financial Services, despite a price increase in October 2008, due to this segment’s
competitive pricing environment.

22



Our Strategies

Small Business Services — Our focus within Small Business Services is to grow revenue and increase operating margin
by continuing to implement the following strategies:

® Acquire new customers by leveraging customer referrals that we receive from our financial institution clients and
from other marketing initiatives such as e-commerce and direct mail;

¢ Increase our share of the amount small businesses spend on the products and services in our portfolio;

e Expand in higher growth areas such as full color, web-to-print, imaging and business services, including payroll,
fraud protection, web hosting and other web services, business networking and logo design; and

e Continue to optimize our cost and expense structure.

We are continuing to invest in several key enablers to achieve our strategies and reposition Small Business Services as
not just a provider of printed products, but also a provider of higher-growth business services. These key enablers include
continuing to improve our e-commerce capabilities, implementing an integrated platform for our various brands, improving
our customer analytics, focusing on key customer segments and improving our merchandising. We have refreshed our existing
product offerings and have already improved some of our newer service offerings, which we believe creates a more valuable
suite of products and services. We have acquired companies which allow us to expand our custom, full color, digital and web-
to-print offerings, as well as web hosting and other web services, logo design and business networking services. We expect to
drive growth as we obtain a greater portion of our revenue from higher growth annuity-based business services.

In August 2008, we completed the acquisition of Hostopia.com Inc. (Hostopia) in a cash transaction for $99.4 million,
net of cash acquired. Hostopia is a provider of web services that enable small businesses to establish and maintain an internet
presence. Hostopia’s revenue for its fiscal year ended March 31, 2008 was $27.8 million, an increase of 24% from its
previous year amount. Hostopia also provides email marketing, fax-to-email, mobility synchronization and other services. It
provides a unified, scaleable, web-enabled platform that better positions us to obtain orders for a wider variety of products,
including checks, forms, business cards and full-color, digital and web-to-print offerings, as well as imaging and other printed
products. Hostopia operates primarily in the United States and Canada. Also during 2008, we acquired the assets of
PartnerUp, Inc. (PartnerUp), Logo Design Mojo, Inc. (Logo Mojo) and Yoffi Digital Press (Yoffi) for an aggregate cash
amount of $5.5 million. PartnerUp is an online community that is designed to connect small businesses and entrepreneurs with
resources and contacts to build their businesses. Logo Mojo is a Canadian-based online logo design firm and Yoffi is a
commercial digital printer specializing in custom marketing material.

During 2008, we introduced the www.ShopDeluxe.com website, our new customer facing e-commerce platform. This
website, along with our www.Deluxe.com website, will serve as a platform for improved e-commerce capability. We intend to
consolidate our Deluxe Marketing Store website into ShopDeluxe.com to further improve the customer experience, and we
have identified opportunities to expand sales to our existing customers and acquire new customers. Also important to our
growth are the small business customer referrals we receive from our Deluxe Business Advantage® program, which provides a
fast and simple way for financial institutions to offer expanded personalized service to small businesses. Our relationships
with financial institutions are important in helping us serve customer segments more deeply, such as contractors, professional
services providers and banks and credit unions.

Financial Services — Our strategies within Financial Services are as follows:

¢ Continue to maintain core check revenue streams and acquire new clients;

¢ Provide services and products that differentiate us from the competition and make us a more relevant business
partner to our financial institution clients by helping them grow core deposits; and

¢ Continue to simplify our business model and optimize our cost and expense structure.

We proactively extended several check contracts during 2008 and will continue our focus on acquiring new clients
during 2009. We are also leveraging our loyalty, retention, market intelligence and fraud monitoring and protection offers, as
well as our Deluxe Business Advantage program. The Deluxe Business Advantage program is designed to maximize financial
institution business check programs by offering the products and services of our Small Business Services segment to small
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businesses through a number of service level options. The revenue from these additional products and services is reflected in
our Small Business Services segment.

In our efforts to expand beyond check-related products, we have introduced several services and products that focus on
customer loyalty and retention, as well as fraud monitoring and protection. Following are some examples:

e Deluxe ID TheftBlock® — a set of fraud monitoring and recovery services that provides assistance to consumers in
detecting and recovering from identity theft.

e Welcome Home™ Tool Kit — a start—to—finish package for financial institution branch offices that captures best
practices for securing lasting loyalty among customers by focusing on the first 90 days of the relationship.

e Deluxe Calling®™ — an outbound calling program aimed at helping financial institutions generate new organic
revenue growth and reduce attrition.

We expect providing products and services that differentiate us from the competition will help offset the decline in
check usage and the pricing pressures we are experiencing in our check programs. As such, we are also focused on
accelerating the pace at which we introduce new products and services. In addition to these value-added services, we continue
to offer our Knowledge Exchange™ Series, a suite of resources and events for our financial institution clients focused on the
customer experience.

Direct Checks — Our strategies within Direct Checks are as follows:

¢ Optimize cash flow;
e Maximize the lifetime value of customers by selling new features, accessories and products; and
¢ Continue to lower our cost and expense structure.

We intend to optimize the cash flow generated by this segment by continuing to lower our cost and expense structure in
all functional areas, particularly in the areas of marketing and fulfillment. We will continue to actively market our products
and services through targeted advertising and will focus a greater portion of our investment in the e-commerce channel.
Additionally, we continue to explore avenues to increase sales to existing customers. For example, we have had success with
the EZShield™ product, a check protection service that provides reimbursement to consumers for forged signatures or
endorsements and altered checks.

Cost Reduction Initiatives

We are pursuing aggressive cost reduction and business simplification initiatives, including: reducing shared services
infrastructure costs; streamlining our call center and fulfillment activities; eliminating system and work stream redundancies;
and strengthening our ability to quickly develop new products and services and bring them to market. We believe significant
cost reduction opportunities exist in the reduction of stock keeping units (SKUs), the standardization of products and services
and improvements in sourcing third-party goods and services. In addition, we closed one customer call center during the third
quarter of 2008 and one printing facility in December 2008, and we plan to close five additional printing facilities and one
customer call center in 2009. These and other actions since 2006 collectively are expected to reduce our annual cost structure
by at least $300 million, net of required investments, by the end of 2010. The baseline for these anticipated savings is the
annual diluted earnings per share guidance for 2006 of $1.41 to $1.51, which we provided in our press release on July 27,
2006 regarding second quarter 2006 results. We expect all three of our business segments to benefit from cost reductions. We
estimate that approximately 40% of the $300 million target will come from reorganizing our sales and marketing functions
and that another 30% of the target will come from our shared services infrastructure organizations of information technology,
real estate, finance, human resources and legal. We expect information technology will provide the greatest percentage of
these savings through lowering data center costs, improving mainframe and server utilization and reducing the cost of
networking and voice communications. We also estimate that approximately 30% of the $300 million target will come from
fulfillment, including manufacturing and supply chain. Overall, approximately one-third of the savings are expected to affect
cost of goods sold, with the remaining two-thirds impacting selling, general and administrative (SG&A) expense.

Through December 31, 2008, we estimate that we have realized approximately $155 million of our $300 million target.
We anticipate that we will realize an additional $90 million in 2009 and the remaining $55 million in 2010.
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Outlook for 2009

We anticipate that consolidated revenue from continuing operations will be between $1.3 billion and $1.4 billion for 2009,
as compared to $1.47 billion for 2008. We expect that current economic conditions will continue to adversely affect volumes in
Small Business Services and drive a mid-single to low-double digit decline in revenue despite modest contributions from our e-
commerce initiatives and revenue from the Hostopia and PartnerUp acquisitions. In Financial Services, we expect an acceleration
of check order declines to approximately six to seven percent given the turmoil in the financial services industry. We expect the
related revenue pressure to be partially offset by a price increase implemented in the fourth quarter of 2008, as well as a modest
contribution from our loyalty, retention, monitoring and protection offers. We expect the revenue decline in Direct Checks to be
in the double digits, driven by the decline in check usage and the weak economy which is negatively impacting our ability to sell
additional products. The upper end of our outlook assumes the current economic trends do not improve throughout the year and
that we benefit only a modest amount from our revenue growth initiatives. The lower end of our outlook assumes a further
deterioration in the economy throughout the year.

We expect that 2009 diluted earnings per share will be between $1.91 and $2.31, which includes an estimated $0.04 per
share for restructuring activities, compared to $1.97 for 2008. We expect that continued progress with our cost reduction
initiatives, as well as the impact of restructuring and asset impairment charges in 2008, will be partially offset by the revenue
decline, as well as an estimated $20 million increase in performance-based employee compensation, an estimated $12 million
increase in material and delivery costs and an estimated $12 million increase in employee and retiree medical expenses. Our
outlook also reflects a wage freeze in 2009 which avoids an $8 million increase in our expense structure. We estimate that our
annual effective tax rate for 2009 will be approximately 35%, compared to 33.9% in 2008.

We anticipate that net cash provided by operating activities of continuing operations will be between $175 million and
$200 million in 2009, compared to $198 million in 2008. We anticipate that lower performance-based compensation payments in
2009, as well as working capital improvements, will be partially offset by increased restructuring-related payments. We estimate
that capital spending will be approximately $40 million in 2009 as we plan to expand our use of digital printing technology and
invest in manufacturing productivity and revenue growth initiatives.

We funded our acquisitions in 2008 through cash and borrowings on our credit facilities. Additionally, we repurchased
$21.8 million of common stock in 2008. Even with these actions, we believe that we continue to have reasonable access to capital
in order to fund operations and execute our strategies in 2009. With no long-term debt maturities until 2012, we are focused on a
disciplined approach to capital deployment that balances the need to continue investing in initiatives to drive revenue growth,
including small acquisitions, with our focus on reducing debt. Although we have periodically repurchased shares in the recent
past, our focus in 2009 will be to further reduce our debt. We anticipate that our board of directors will maintain our current
dividend level. However, dividends are approved by the board of directors on a quarterly basis and thus, are subject to change.

BUSINESS CHALLENGES/MARKET RISKS
Market for checks and business forms

The market for our two largest products, checks and business forms, is very competitive. These products are mature
and their use has been declining. According to our estimates, the total number of checks written in the United States has been
in decline as a result of alternative payment methods, including credit cards, debit cards, automated teller machines and
electronic payment systems. According to a Federal Reserve study released in December 2007, approximately 33 billion
checks are written annually. This includes checks which are converted to automated clearing house (ACH) payments. The
check remains the largest single non-cash payment method in the United States, accounting for approximately 35% of all non-
cash payment transactions. This is a reduction from the Federal Reserve study released in December 2004 when checks
accounted for approximately 45% of all non-cash payment transactions. The Federal Reserve estimates that checks written
declined approximately four percent per year between 2003 and 2006. According to our estimates, the use of business checks
is declining at a rate of approximately four to six percent per year, although the decline, we believe, was greater in 2008 due
to the economic recession and instability in the financial services industry. The total transaction volume of all electronic
payment methods exceeds check payments, and we expect that to continue. In addition to the decline in check usage, the use
of business forms is also under pressure. Continued technological improvements have provided small business customers with
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alternative means to enact and record business transactions. For example, off-the-shelf business software applications and
electronic transaction systems have been designed to replace pre-printed business form products.

Financial institution clients

Because check usage is declining and financial institutions are consolidating, we have been encountering significant
pricing pressure when negotiating contracts with our financial institution clients. Our traditional financial institution
relationships are typically formalized through supply contracts averaging three to five years in duration. As we compete to
retain and acquire new financial institution business, the resulting pricing pressure, combined with declining check usage in
the marketplace, has reduced our revenue and profit margins. We expect this trend to continue.

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 any of the following were to occur:

e  We could lose a significant contract, which would have a negative impact on our results of operations.

e  We may be unable to recover the value of any related unamortized contract acquisition cost and/or accounts
receivable. Contract acquisition costs, which are treated as pre-paid product discounts, are sometimes utilized in
our Financial Services segment when signing or renewing contracts with our financial institution clients and
totaled $37.7 million as of December 31, 2008. These amounts are recorded as non-current assets upon contract
execution and are amortized, generally on the straight-line basis, as reductions of revenue over the related contract
term. In most situations, the contract requires a financial institution to reimburse us for the unamortized contract
acquisition cost if it terminates its contract with us prior to the end of the contract term. Our contract acquisition
costs are comprised of amounts paid to individual financial institutions, many of which are smaller and would not
have a significant impact on our consolidated financial statements if they were deemed unrecoverable. However,
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.

e [f one or more of our financial institution clients is taken over by a financial institution that is not one of our
clients, we could lose significant business. In the case of a cancelled contract, we may be entitled to collect a
contract termination payment. However, if a financial institution fails, we may be unable to collect that termination
payment. We have no indication at this time that any significant contract terminations are expected.

e If one or more of our larger clients were to consolidate with a financial institution that is not one of our clients, our
results of operations could be positively impacted if we retain the client, as well as obtain the additional business
from the other party in the consolidation.

e [f two of our financial institution clients consolidate, the increase in general negotiating leverage possessed by the
consolidated entities sometimes results in new contracts which are not as favorable to us as those historically
negotiated with the clients individually.

e  We could generate non-recurring conversion revenue. Conversions are driven by the need to replace obsolete
checks after one financial institution merges with or acquires another. However, we presently do not have specific
information that indicates that we should expect to generate significant income from conversions.

Consumer response rates to direct mail advertisements

Direct Checks and portions of Small Business Services have been impacted by reduced consumer response rates to
direct mail advertisements. Our own experience indicates that direct-to-consumer media response rates are declining across a
wide variety of products and services. Additionally, our consumer response rates are declining further due to the decline in
check usage and the gradual obsolescence of standardized forms products.

Economic conditions

General economic conditions negatively impacted our 2008 results of operations, primarily in Small Business Services.
The rate of small business formations and small business confidence impact Small Business Services. The index of small business
optimism published by the National Federation of Independent Business in December 2008 was at a near-record low. According
to estimates of the Small Business Administration’s Office of Advocacy, new small business formations were down slightly in
2007, the most recent date for which information is available, as compared to 2006. Consumer spending and employment levels
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also have some impact on our personal check businesses. Both measures trended negatively during 2008, and we did experience
some negative impact in our personal check businesses. We expect that general economic conditions will continue to have a
negative impact on our 2009 results of operations. A prolonged downturn in general economic conditions could result in
additional declines in our revenue and profitability.

The effects of the recent economic downturn on our expected operating results and the broader U.S. market resulted in a
significant reduction in our share price and led to asset impairment charges in 2008 related to trade names in our Small Business
Services segment. Both before and after December 31, 2008, our common stock traded at prices lower than the December 31,
2008 closing stock price of $14.96. If such a decline in our stock price occurs in the future for a sustained period, it may be
indicative of a further decline in our fair value and would likely require us to record an impairment charge for a portion of the
$40.2 million of goodwill allocated to one of our reporting units. Accordingly, we believe that a non-cash goodwill impairment
charge related this reporting unit and/or further impairment charges related to our indefinite-lived trade name are reasonably
possible in the future. This reporting unit had a calculated fair value which exceeded its carrying value by $2.7 million as of
December 31, 2008. The calculated fair values of our other reporting units exceeded their carrying values by amounts between
$26 million and $391 million. Our indefinite-lived trade name had a carrying value of $24.0 million as of December 31, 2008.
The credit agreement governing our committed line of credit requires us to maintain a ratio of earnings before interest and taxes to
interest expense of 3.0 times, as measured quarterly on an aggregate basis for the preceding four quarters. Significant impairment
charges in the future could impact our ability to comply with this debt covenant, in which case, our lenders could demand
immediate repayment of amounts outstanding under our line of credit. We would have remained in compliance with this debt
covenant even if our reported pre-tax earnings for 2008 had been $52 million lower than we reported. For further information
regarding the impairment analyses completed during 2008, see the goodwill and indefinite-lived assets discussion under
Application of Critical Accounting Policies.

Postretirement and pension plans

The plan assets of our postretirement benefit and pension plans are valued at fair value using quoted market prices.
Investments, in general, are subject to various risks, including credit, interest and overall market volatility risks. During 2008, the
equity markets saw a significant decline in value. As such, the fair values of our plan assets decreased significantly during the
year. Our plan assets and liabilities were re-measured at December 31, 2008, in accordance with Statement of Financial
Accounting Standards (SFAS) No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans.
The unfunded status of our plans increased by $30.0 million from December 31, 2007, due in large part to the decrease in the fair
values of plan assets. This affected the amounts reported in the consolidated balance sheet as of December 31, 2008. It also
contributes to an expected increase in postretirement benefit expense of approximately $8 million in 2009. If the equity and bond
markets continue to decline, the funded status of our plans could continue to 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 plans, although our obligation is limited to funding benefits as they become payable.

Deferred compensation plan

We have a non-qualified deferred compensation plan that allows eligible employees to defer a portion of their
compensation. The compensation deferred under this plan is credited with earnings or losses measured by the mirrored rate of
return on phantom investments elected by plan participants, which are similar to the investments available in our defined
contribution pension plan. As such, our liability for this plan fluctuates with market conditions. During 2008, we reduced our
deferred compensation liability by $1.5 million due to losses on the underlying investments elected by plan participants. The
carrying value of this liability, which was $3.9 million as of December 31, 2008, may change significantly in future periods if
volatility in the equity markets continues.
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CONSOLIDATED RESULTS OF OPERATIONS

During the fourth quarter of 2008, our Russell & Miller retail packaging and signage business met the criteria to be
classified as discontinued operations in our consolidated financial statements. As such, our results for prior years reflect the
reclassification of the results of this business to discontinued operations, and the discussion that follows pertains only to our
continuing operations.

Consolidated Revenue

Change
2008 vs. 2007 vs.
(in thousands, except per order amounts) 2008 2007 2006 2007 2006
REVENUE ..o e oo $ 1,468,662 $ 1,588,885 $ 1,619,337 (7.6%)  (1.9%)
OFEIS ittt 62,823 64,753 64,670 (3.0%) 0.1%
ReVENUE PEr OFAET......cvvvivierirrerererereieeeeceeeeeeena, $ 2338 $ 2454 $ 25.04 (4.7%) (2.0%)

The decrease in revenue for 2008, as compared to 2007, was due to unfavorable economic conditions, primarily
affecting Small Business Services, as well as lower volume for Direct Checks due to the overall decline in check usage and
advertising response rates, lower order volume for Financial Services due to the decline in check usage and non-recurring
client conversion activity in 2007, and lower revenue per order for Financial Services. Conversion activity is driven by the
need to replace obsolete checks after one financial institution merges with or acquires another. Revenue in 2007 benefited
from higher non-recurring Canadian check sales due to the introduction of a new check format required by the Canadian
Payments Association. Partially offsetting these revenue decreases was revenue of $13.4 million from the Small Business
Services acquisitions completed in 2008, as discussed under Executive Overview, higher revenue per order for Direct Checks
due to price increases and increased sales of fraud protection services, as well as the benefit of Financial Services price
increases in February 2007 and October 2008. Sales of fraud protection services also increased within Small Business
Services.

The number of orders decreased for 2008, as compared to 2007, due to the volume declines for Direct Checks and
Financial Services discussed earlier, as well as the unfavorable economic conditions primarily affecting Small Business
Services. Partially offsetting these volume decreases was the Small Business Services acquisitions completed in 2008. The
decline in orders, excluding the acquisitions, was 5.3% for 2008, as compared to 2007. Revenue per order decreased for
2008, as compared to 2007, primarily due to continued pricing pressure within Financial Services, partially offset by the
benefit of Direct Checks and Financial Services price increases. Also impacting revenue per order were the Small Business
Services acquisitions completed in 2008. The acquisitions reduced revenue per order by 1.5 percentage points for 2008
primarily because Hostopia’s revenue per order is lower as each monthly billing generated for service fees is considered to be
an order.

The decrease in revenue for 2007, as compared to 2006, was primarily due to a $48 million decrease resulting from the
sale of our industrial packaging product line in January 2007, as well as a decline in volume for our Direct Checks segment
and lower revenue per order due to lower pricing in our Financial Services segment. Lower volume for Direct Checks was
primarily due to the overall decline in check usage, as well as lower customer retention and lower direct mail consumer
response rates. Small Business Services also experienced a slight revenue decrease in the last half of the year related to
general economic conditions. Partially offsetting these decreases were revenues of approximately $18 million generated by
the Johnson Group, which we acquired in the fourth quarter of 2006, and higher revenue per order for Direct Checks due to
the introduction of new products and services, including the EZShield product discussed earlier under Executive Overview.
Additionally, Financial Services volume increased due to client gains and financial institution conversion activity, and
revenue in Canada increased due to a favorable exchange rate impact of approximately $4 million, plus increased check
orders triggered by a new check format mandated by the Canadian Payments Association.

The number of orders increased slightly for 2007, as compared to 2006, as the Financial Services volume increase of

1.4% exceeded the negative impacts of Direct Checks’ volume decline, the sale of Small Business Services’ industrial
packaging product line and the negative economic impact experienced by Small Business Services in the last half of the year.
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Revenue per order decreased for 2007, as compared to 2006, as lower prices in Financial Services more than offset the impact
of increases in revenue per order for Direct Checks and Small Business Services.

Supplemental information regarding revenue by product is as follows:

Change
2008 vs. 2007 vs.

(in thousands) 2008 2007 2006 2007 2006
CRECKS ..vvieviiciieciee ettt $ 960,837 $ 1,045,008 $ 1,041,523 (8.1%) 0.3%
Other printed products, including forms............ 328,990 374,138 366,691 (12.1%) 2.0%
Accessories and promotional products .............. 109,773 118,181 122,635 (7.1%) (3.6%)
Packaging supplies, services and other-.............. 69,062 51,558 88,488 34.0%  (41.7%)

TOtal TEVENUE ... $ 1,468,662 $ 1,588,885 $ 1,619,337 (7.6%) (1.9%)

The percentage of total revenue derived from the sale of checks was 65.4% in 2008, as compared to 65.8% in
2007 and 64.3% in 2006. Small Business Services contributed non-check revenue of $430.6 million in 2008, $462.5
million in 2007 and $502.8 million in 2006, from the sale of forms, envelopes, holiday cards, labels, business cards,
stationery and other promotional products. Small Business Services’ non-check revenue for 2008, as compared to 2007,
benefited from revenue of $13.4 million from the Small Business Services acquisitions completed in 2008. This impact
was more than offset by lower demand for our products caused by a weak economy. The decrease in Small Business
Services non-check revenue for 2007, as compared to 2006, was primarily due to the sale of our industrial packaging
product line in January 2007.

Consolidated Gross Margin

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
GroSS Profit..ccccceeerierceinieieiinieeeenreceeneceie e $ 902,149 $ 1,014,281 $ 1,019,357 (11.1%) (0.5%)
GIrOSS MATZIN..cueeruiiiieieeieeieeiieeieenieenieeie e eaees 61.4% 63.8% 62.9% (2.4) pt. 0.9 pt.

Gross margin decreased for 2008, as compared to 2007, due primarily to a $16.1 million increase in restructuring
charges and other costs related to our cost reduction initiatives. Further information regarding our restructuring costs can be
found under Restructuring Costs. The restructuring charges and other related costs lowered our gross margin for 2008 by 1.1
percentage points. Additionally, higher delivery-related costs from mid-2007 and 2008 postal rate increases and fuel
surcharges in 2008, higher materials costs due to an unfavorable product mix, as well as competitive pricing in Financial
Services negatively affected gross margin. These decreases were partially offset by price increases for Direct Checks and
Financial Services, as well as manufacturing efficiencies and other benefits resulting from our cost reduction initiatives.

Gross margin increased for 2007, as compared to 2006, due to manufacturing efficiencies, including the closing of two
Small Business Services manufacturing facilities in mid-2006, as well as lower material costs in 2007 related to a higher mix
of check products in Small Business Services. Additionally, we benefited from increased Financial Services order volume in
2007 and a $2.3 million decrease in restructuring costs in 2007. Further information regarding our restructuring costs can be
found under Restructuring Costs. Partially offsetting these gross margin increases was lower Financial Services revenue per
order, a postal rate increase in mid-2007 and costs associated with the implementation of new check packaging intended to
mitigate the effects of the postal rate increase.
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Consolidated Selling, General & Administrative Expense

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
SGEA EXPENSE ..covenveerenreeiriiieierieneeeeeieneeeeenenee, $ 670991 $ 743,449 $ 770,218 (9.7%) (3.5%)
SG&A expense as a percentage of revenue........ 45.7% 46.8% 47.6% (1.D)ypt.  (0.8) pt.

The decrease in SG&A expense for 2008, as compared to 2007, was primarily due to various cost reduction initiatives
within our shared services organizations, primarily within sales and marketing and information technology, a reduction of
approximately $24 million in performance-based employee compensation and lower employee benefit costs related to reduced
workers’ compensation and medical claims activity. These decreases in SG&A expense were partially offset by investments to
drive revenue growth opportunities, including marketing costs within Small Business Services and information technology
investments.

The decrease in SG&A expense for 2007, as compared to 2006, was due to various cost reduction initiatives within our
shared services organizations, lower amortization expense and project costs of approximately $9 million related to a software
project we wrote-off in the second quarter of 2006, and investments made in 2006 related to implementing our Small Business
Services growth strategies. We also benefited from lower amortization of acquisition-related intangible assets within Small
Business Services of $4.4 million, as certain of these assets are amortized using accelerated methods. Partially offsetting these
SG&A decreases was an increase in expense for performance-based employee compensation based on our 2007 operating
performance of approximately $24 million, a gain in 2006 of $11.0 million from the termination of an underperforming
outsourced payroll services contract and higher referral commissions for Small Business Services resulting from growth in our
Deluxe Business Advantage financial institution referral program.

Restructuring Charges

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Restructuring charges ...........cccueuue.... $ 13,400 $ 4701 $ 10,479 $ 8,699 $ (5,778)

We recorded restructuring charges related to the cost reduction initiatives discussed under Executive Overview. The
charges for all periods included severance benefits and other direct costs of our initiatives, including equipment moves,
training and travel. In 2008, restructuring charges also included the acceleration of employee share-based compensation
awards. Additional restructuring charges of $14.9 million in 2008 and $1.9 million in 2006 were included within cost of
goods sold in our consolidated statements of income. Net restructuring reversals of $0.4 million were included within cost of
goods sold in the 2007 consolidated statement of income. Further information can be found under Restructuring Costs.

Asset Impairment Charges

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Asset impairment charges.................. $ 9,942 $ — 3 44,698 $ 9942 $  (44,698)

We completed the annual impairment analysis of goodwill and indefinite-lived assets during the third quarter of 2008.
As a result of this analysis, we recorded non-cash asset impairment charges of $9.3 million related to the two indefinite-lived
trade names in our Small Business Services segment due to the impact of the economic downturn on our expected operating
results and the broader effects of recent U.S. market conditions on the fair value of the assets. We completed an additional
impairment analysis as of December 31, 2008, based on the continuing impact of the economic downturn on our expected
operating results. As a result, we recorded an additional asset impairment charge of $0.3 million related to the NEBS® trade
name during the fourth quarter of 2008, bringing the carrying value of this asset to $25.8 million as of December 31, 2008.
The impairment analysis completed as of December 31, 2008, indicated no additional impairment of our other indefinite-lived
trade name, the Safeguard® trade name, which had a carrying value of $24.0 million as of December 31, 2008. Because of the
further deterioration in our expected operating results, we determined that the NEBS trade name no longer has an indefinite
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life, and thus, will be amortized over its estimated economic life of 20 years on the straight-line basis beginning in 2009. The
analysis indicated no impairment of goodwill. In addition to the impairment of indefinite-lived trade names, we also recorded
an impairment charge of $0.4 million during the third quarter of 2008 related to an amortizable trade name. This impairment
resulted from a change in our branding strategy. See Business Challenges/Market Risks for further discussion of asset
impairments.

In June 2006, we determined that a software project intended to replace major portions of our existing order capture,
billing and pricing systems would not meet our future business requirements in a cost-effective manner. Therefore, we made the
decision to abandon the project. Accordingly, we wrote down the carrying value of the related internal-use software to zero during
the second quarter of 2006. This resulted in a non-cash asset impairment charge of $44.7 million, of which $26.4 million was
allocated to the Financial Services segment and $18.3 million was allocated to the Small Business Services segment.

Net Gain on Sale of Facilities and Product Line

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Net gain on sale of facilities and
product line.........cocevevveeerenccnennnc, $ 1,418 $ 37773 $ 4,582 $ (2,355 % (809)

During 2008, we completed the sale of our Flagstaff, Arizona customer call center facility, which was closed during the
third quarter of 2008, for $4.2 million. We realized a pre-tax gain of $1.4 million.

During 2007, we completed the sale of our Small Business Services industrial packaging product line for $19.2 million,
realizing a pre-tax gain of $3.8 million. This sale had an insignificant impact on our earnings per share because of an
offsetting income tax effect.

During 2006, we completed the sale of three Financial Services facilities which were closed in 2004, realizing a pre-tax
gain totaling $5.5 million. During 2006, we also recorded a loss of $0.9 million when we completed the sale of a Small
Business Services facility which was closed prior to the acquisition of New England Business Service, Inc. (NEBS) in June
2004.

Interest Expense

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Interest eXpense ........ccoeeeveeereeeeeeneenne, $ 50,421 $ 55,294 $ 56,661 (8.8%) (2.4%)
Weighted-average debt outstanding... 859,833 994,597 1,103,082 (13.5%) (9.8%)
Weighted-average interest rate .......... 5.42% 5.02% 4.59% 0.40 pt. 0.43 pt.

The decrease in interest expense for 2008, as compared to 2007, was due to our lower average debt level in 2008,
partially offset by a slightly higher weighted-average interest rate. Interest expense decreased in 2007, as compared to 2006,
for the same reasons.

Other Income

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Other iNCOME ......ocevveveeieieieieene, $ 1,363 $ 5,405 $ 905 $ (4,042) $ 4,500

The decrease in other income for 2008, as compared to 2007, was primarily due to interest earned in 2007 on
investments in marketable securities which were purchased using the proceeds from $200.0 million of notes we issued in May
2007. These investments were sold in October 2007 to repay long-term debt. The increase in other income for 2007, as
compared to 2006, was primarily due to the interest earned on the marketable securities we purchased during 2007.
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Income Tax Provision

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Income tax provision ...............ce.e..... $ 54304 $ 74,898 $ 41,950 (27.5%) 78.5%
Effective tax rate........c.ccovceeveevuennennn 33.9% 34.0% 29.4% (0.1) pt. 4.6 pt.

Our effective tax rate for 2008 was comparable to 2007. Favorable discrete adjustments in 2008 lowered our effective
tax rate 2.0 percentage points. The discrete adjustments related primarily to receivables for amendments to prior year tax
returns of $2.4 million and the settlement of $1.2 million due to us under a tax sharing agreement related to the spin-off of our
eFunds business in 2000, partially offset by accruals for unrecognized tax benefits. Our 2007 effective tax rate included
favorable discrete adjustments which lowered our effective tax rate 0.8 points. The discrete adjustments related to receivables
for amendments to prior year tax returns of $3.0 million, partially offset by the write-off of non-deductible goodwill related to
the sale of our industrial packaging product line. Partially offsetting the favorable impact of discrete adjustments in 2008, as
compared to 2007, was the impact of restructuring costs and asset impairment charges in 2008 and interest earned on tax-
exempt investments in 2007. We expect that our annual effective tax rate for 2009 will be approximately 35%, up slightly due
to higher state taxes and the negative impact on our manufacturing deduction of restructuring costs to be paid in 2009.

The increase in our effective tax rate for 2007, as compared to 2006, was largely due to a $5.0 million reduction in our
2006 income tax provision for the true-up of certain deferred income tax balances. As this item was not material to our current
or prior periods, we recorded a one-time, discrete benefit to our provision for income taxes for 2006. In addition, our state
income tax rate was higher in 2007, and the lower pre-tax income in 2006 resulted in our permanent differences having a
larger positive impact on the 2006 effective tax rate. Also, the write-off of non-deductible goodwill related to the sale of our
industrial packaging product line in 2007 unfavorably impacted our 2007 effective tax rate. Partially offsetting these increases
in our effective tax rate in 2007, as compared to 2006, was the impact of positive adjustments in 2007 related to receivables
for amendments to prior year tax returns of $3.0 million.

RESTRUCTURING COSTS

During 2008, we recorded net restructuring charges of $28.3 million. Of this amount, $24.0 million related to accruals for
employee severance, while the remainder included other expenses related to our restructuring activities, including the write-off of
spare parts, the acceleration of employee share-based compensation expense, equipment moves, training and travel. Our
restructuring accruals for severance benefits related to the closing of six manufacturing facilities and two customer call centers, as
well as employee reductions within our business unit support and corporate shared services functions, primarily sales, marketing
and fulfillment. These actions were the result of the continuous review of our cost structure in response to the impact a weakened
U.S. economy continues to have on our business, as well as our previously announced cost reduction initiatives. Further
information regarding our cost reduction initiatives can be found under Executive Overview.

The restructuring accruals included severance benefits for 1,399 employees. One of the customer call centers was closed
during the third quarter of 2008 and one of the manufacturing facilities was closed in December 2008. Three of the manufacturing
facilities and the remaining call center are expected to close in the first half 2009, while the remaining two manufacturing
facilities are expected to close in the second half of 2009. The majority of the employee reductions are expected to be completed
by the end of 2009. As such, we expect most of the related severance payments to be fully paid by the first half of 2010, utilizing
cash from operations.

The severance charges, net of reversals, were reflected as restructuring charges within cost of goods sold of $11.4 million
and restructuring charges within operating expenses of $12.6 million in the 2008 consolidated statement of income. The other
costs related to our restructuring activities were expensed as incurred. We recorded a $3.0 million write-off of the carrying value
of spare parts used on our offset printing presses. During a review of our cost structure, we made the decision to expand our use
of the digital printing process. As such, a portion of the spare parts kept on hand for use on our offset printing presses was written
down to zero, as these parts have no future use or market value. The spare parts were included in other non-current assets in our
consolidated balance sheet and the write-down was included in restructuring charges within cost of goods sold in our 2008
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consolidated statement of income. The other restructuring costs were reflected as restructuring charges within cost of goods sold
of $0.5 million and restructuring charges within operating expenses of $0.8 million in the 2008 consolidated statement of income.
In addition to the amounts reflected in the restructuring charges captions in the 2008 consolidated statement of income, we
incurred other restructuring-related costs, such as redundancies occurring during the closing of facilities.

During 2007, we recorded net restructuring charges of $4.3 million related to accruals for severance benefits for employee
reductions across various functional areas and during 2006, we recorded net restructuring charges of $12.4 million for severance
benefits and other costs related to employee reductions in our shared services functions, as well as the closing of a Financial
Services customer call center. The customer call center was closed in January 2007 and the other employee reductions were
substantially completed during 2008. These reductions were also the result of our cost reduction initiatives and included
severance benefits for a total of 768 employees. In the 2007 consolidated statement of income, the net restructuring charges were
reflected as a $0.4 million reduction of restructuring charges within cost of goods sold and an increase of $4.7 million in
restructuring charges within operating expenses. In the 2006 consolidated statement of income, the net restructuring charges were
reflected as restructuring charges within cost of goods sold of $1.9 million and restructuring charges within operating expenses of
$10.5 million.

As a result of our employee reductions and facility closings, we estimate that we realized cost savings of approximately
$14 million in SG&A expense in 2008, in comparison to our 2007 results of operations. In 2007, we estimate that we realized
cost savings of approximately $2 million in cost of goods sold and $24 million in SG&A expense, in comparison to our 2006
results of operations. We expect to realize additional cost savings of approximately $8 million in cost of goods sold and $24
million in SG&A expense in 2009 relative to 2008. Expense reductions consist primarily of labor and facility costs.

Further information regarding our restructuring charges can be found under the caption “Note 6: Restructuring
charges” of the Notes to Consolidated Financial Statements appearing in Item 8 of this report.

SEGMENT RESULTS

Additional financial information regarding our business segments appears under the caption “Note 17: Business
segment information” of the Notes to Consolidated Financial Statements appearing in Item 8 of this report.
Small Business Services

This segment sells business checks, printed forms, promotional products, web services, marketing materials and
related services and products to small businesses and home offices through direct response marketing, financial institution
referrals and via independent distributors, the internet and sales representatives.

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
REVENUE ..o, $ 851,060 $ 921,657 $ 949,492 (7.7%) (2.9%)
Operating iNCOME.......c..coceerieuenueneeneereeneene 90,078 132,821 87,009 (32.2%) 52.7%
o Of TEVENUE ......eeeneeeeiieeiieeiieeeeeeeeee e 10.6% 14.4% 9.2% (3.8) pt. 5.2 pt.

The decrease in revenue for 2008, as compared to 2007, was due primarily to general economic conditions affecting
our customers’ buying patterns, mainly in our core checks and forms products, as well as discretionary products such as
holiday cards, imaging and apparel. Additionally, 2007 included $3 million of revenue generated by our industrial packaging
product line which was sold in January 2007, as well as higher non-recurring check sales in Canada due to the introduction of
a new check format required by the Canadian Payments Association. Partially offsetting these decreases was revenue of $13.4
million from the 2008 acquisitions of Hostopia, PartnerUp and Logo Mojo discussed under Executive Overview, as well as
growth in fraud protection services.

The decrease in operating income and operating margin for 2008, as compared to 2007, was due to the impact of the
revenue decrease, an increase of $12.3 million in restructuring charges and related costs in 2008, asset impairment charges of
$9.9 million in 2008, higher materials costs due to an unfavorable product mix and investments made in 2008 to drive
revenue growth opportunities, including increased marketing costs and information technology investments. Results in 2007
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also included a pre-tax gain of $3.8 million on the sale of our industrial packaging product line. These decreases were
partially offset by continued progress on our cost reduction initiatives, lower performance-based employee compensation and
reduced employee benefit costs due to lower workers’ compensation and medical claims activity. Further information
regarding restructuring charges and related costs can be found under Restructuring Costs and information regarding the asset
impairment charges can be found under Consolidated Results of Operations-Asset Impairment Charges.

The decrease in revenue for 2007, as compared to 2006, was primarily due to a $48 million decrease resulting from the
sale of our industrial packaging product line in January 2007, as well as a slight decline in the last half of the year related to
general economic conditions. These decreases were partially offset by revenues of approximately $18 million generated by
the Johnson Group, which we acquired in October 2006, and revenue in Canada increased due to a favorable exchange rate
impact of approximately $4 million, plus increased check orders triggered by a new check format mandated by the Canadian
Payments Association.

The increase in operating income and operating margin for 2007, as compared to 2006, was due to progress on our cost
reduction initiatives, investments related to implementing our growth strategy in 2006, improved manufacturing efficiencies in
2007, including the closing of two manufacturing facilities in mid-2006, lower materials expense related to a higher mix of
check products, a $4.4 million reduction in amortization of acquisition-related intangibles, a $3.8 million pre-tax gain on the
sale of our industrial packaging product line and a $3.6 million reduction in restructuring costs in 2007. In addition, 2006
results include the recognition of $18.3 million of the 2006 impairment charge discussed earlier under Consolidated Results
of Operations-Asset Impairment Charges. Partially offsetting these operating income improvements were higher expense in
2007 related to performance-based employee compensation and higher referral commissions. In addition, during 2006 we
realized a gain of $11.0 million from the termination of an underperforming outsourced payroll services contract.

Financial Services

Financial Services sells personal and business checks, check-related products and services, customer loyalty, retention
and fraud monitoring and protection services, and stored value gift cards to banks and other financial institutions. As part of
our check programs, we also offer enhanced services such as customized reporting, file management and expedited account
conversion support.

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Revenue ........cooocouvviiiiiiiiiieeeeceeee e, $ 430,018 $ 457292 $ 458,118 (6.0%) (0.2%)
Operating iNnCOME..........cooverevreieenieieeeecenee, 65,540 74,305 46,613 (11.8%) 59.4%
Yo Of TEVENUEC ......cceevvveeeeeeeeeciieeeee e, 15.2% 16.2% 10.2% (1.0) pt. 6.0 pt.

The decrease in revenue for 2008, as compared to 2007, was due to a 4.0% decrease in order volume resulting from the
continuing decline in check usage, as well as non-recurring client conversion activity in 2007. Order volume for 2008 was
down 2.9% from 2007, excluding the impact of conversion activity. Additionally, revenue per order was down for 2008,
despite price increases in February 2007 and October 2008, due to this segment’s competitive pricing environment.

Operating income and operating margin decreased for 2008, as compared to 2007, primarily due to the revenue
decrease, an increase of $10.5 million in restructuring charges and related costs in 2008, as well as higher delivery-related
costs from postal rate increases in mid-2007 and 2008 and fuel surcharges in 2008. Partially offsetting these decreases were
various cost reduction initiatives, lower performance-based employee compensation and reduced employee benefit costs
related to lower workers’ compensation and medical claims activity. Further information regarding the restructuring charges
and related costs can be found under Restructuring Costs.

The decrease in revenue for 2007, as compared to 2006, was driven by lower revenue per order due to continued
pricing pressure despite a price increase implemented in February 2007. Lower pricing was partially offset by a 1.4% increase
in order volume, as client acquisition gains and financial institution conversion activity exceeded the impact of the consumer-
driven decline in check usage.
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Operating income increased for 2007, as compared to 2006, given 2006 results included the recognition of $26.4
million of the 2006 asset impairment charge related to a software project we wrote-off. Further information regarding the
asset impairment charge was provided earlier under Consolidated Results of Operations-Asset Impairment Charges.
Additionally, we benefited from progress on our cost reduction initiatives, manufacturing efficiencies, lower amortization and
other costs related to the software project we wrote-off in 2006, increased order volume and a $4.0 million reduction in
restructuring charges in 2007. Partially offsetting these operating income increases were higher delivery costs due to a postal
rate increase in mid-2007, lower revenue per order and higher expense related to performance-based employee compensation.
Additionally, 2006 results included gains of $5.5 million from sales of facilities.

Direct Checks

Direct Checks sells personal and business checks and related products and services directly to consumers through
direct response marketing and the internet. We use a variety of direct marketing techniques to acquire new customers in the
direct-to-consumer channel, including newspaper inserts, in-package advertising, statement stuffers and co-op advertising. We
also use e-commerce strategies to direct traffic to our websites. Direct Checks sells under the Checks Unlimited, Designer
Checks and Checks.com brand names.

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Revenue ..o, $ 187,584 $ 209,936 $ 211,727 (10.6%) (0.8%)
Operating inCOME..........ccerviviieiiiiiiiiiicennen, 53,616 62,778 64,922 (14.6%) (3.3%)
Yo Of TEVENUEC ..o 28.6% 290.99% 30.7% (1.3) pt. (0.8) pt.

The decrease in revenue for 2008, as compared to 2007, was due to a reduction in orders stemming from the decline in
check usage, advertising response rates and advertising spending, as well as the weak economy which negatively impacted our
ability to sell additional products. Additionally, a $3 million weather-related backlog from the last week of 2006 shifted
revenue into 2007. Partially offsetting these declines was higher revenue per order resulting from price increases and
increased sales of fraud protection services.

The decrease in operating income and operating margin for 2008, as compared to 2007, was primarily due to the lower
order volume, higher delivery-related costs from postal rate increases in mid-2007 and 2008 and an increase of $2.4 million in
restructuring charges and related costs in 2008. Further information regarding the restructuring charges and related costs can
be found under Restructuring Costs. These decreases in operating income were partially offset by lower advertising expense,
lower performance-based employee compensation and our cost reduction initiatives.

The decrease in revenue for 2007, as compared to 2006, was due to a reduction in orders resulting from the overall
decline in check usage and lower customer retention, as well as lower direct mail consumer response rates. Partially offsetting
the volume decline was higher revenue per order resulting from new accessories and services, including the introduction in
October 2006 of the EZShield product discussed earlier under Executive Overview. Additionally, revenue was favorably
impacted by approximately $3 million due to a weather-related backlog in the last week of 2006, which caused revenue to be
delayed into 2007.

The decrease in operating income for 2007, as compared to 2006, was primarily due to the lower order volume, higher
performance-based employee compensation, increased delivery costs related to a postal rate increase and the implementation
of new check packaging intended to mitigate the effect of the postal rate increase, as well as higher advertising expense
related to increased circulation. These decreases in operating income were partially offset by our cost reduction initiatives and
higher revenue from new accessories and premium features and services.
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CASH FLOWS

As of December 31, 2008, we held cash and cash equivalents of $15.6 million. The following table shows our cash
flow activity for the last three years and should be read in conjunction with the consolidated statements of cash flows
appearing in Item 8§ of this report.

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Continuing operations:

Net cash provided by operating activities.. $ 198,487 $ 245,075 $ 238,895 $ (46,588) $ 6,180

Net cash used by investing activities ......... (135,773) (10,929) (32,884) (124,844) 21,955
Net cash used by financing activities......... (67,681) (224,890) (204,587) 157,209 (20,303)
Effect of exchange rate change on cash..... (2,053) 1,161 158 (3,214) 1,003
Net cash (used) provided by continuing
OPETALIONS. ....cvreeereeeeeeeeaereeiereeereneeeeeeenes (7,020) 10,417 1,582 (17,437) 8,835
Net cash provided (used) by operating
activities of discontinued operations............. 995 401) 179 1,396 (580)
Net cash provided by investing activities of
discontinued Operations...........c.cceevververuenene — — 2,971 — (2,971)

Net change in cash and cash
eqUIVALENtS ......ccooveeeeieiceeeeeee $ (6,025) $ 10,016 $ 4,732 $ (16,041) $ 5,284

The $46.6 million decrease in cash provided by operating activities for 2008, as compared to 2007, was due to the
lower earnings discussed earlier under Consolidated Results of Operations and a $19.4 million increase in 2008 in employee
profit sharing and pension contributions related to our 2007 performance. These decreases were partially offset by lower
income tax, interest and contract acquisition payments in 2008.

The $6.2 million increase in cash provided by operating activities for 2007, as compared to 2006, was due to positive
working capital changes, as well as the higher earnings discussed earlier under Consolidated Results of Operations. Partially
offsetting these increases was a $29.6 million increase in 2007 contributions to our voluntary employee beneficiary
association (VEBA) trust used to fund medical benefits, as well as a $15.1 million increase in income tax payments. During
2006, we decided that we would no longer pre-fund the VEBA trust as the tax benefit from the pre-funding no longer
exceeded the associated interest cost. As such, during 2006 we made minimal contributions to the trust as we did not pre-fund
the trust and we utilized the prepaid funds in the trust to cover benefit payments. Beginning in 2007, we began funding the
VEBA trust throughout the year as needed to pay benefits.
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Included in cash provided by operating activities of continuing operations were the following operating cash outflows:

Change
2008 vs. 2007 vs.

(in thousands) 2008 2007 2006 2007 2006
Income tax payments .........c.cceeveeveeereeenennnn, $ 59,997 $ 89,944 $ 74,891 $ (29,947) $ 15,053
Interest payments.......ccccceeevveerveeerieeneeenneen, 50,441 57,077 57,035 (6,636) 42
VEBA trust contributions to fund medical

BeNefits ....ccvvevieeciieeieeceee e, 36,100 34,100 4,500 2,000 29,600
Employee profit sharing and pension

CONLIIDULIONS ...ovvveeeeeeeeiiieeeeec e, 35,126 15,720 12,000 19,406 3,720
Contract acquisition payments..................... 9,008 14,230 17,029 (5,222) (2,799)
Severance Payments .........c..cecceceeeeeeereeennen, 8,645 9,606 5,092 961) 4,514

Net cash used by investing activities for 2008 was $124.8 million higher than 2007 due primarily to a $102.6 million
increase in payments for acquisitions, net of cash acquired, as well as proceeds in 2007 of $19.2 million from the sale of our
industrial packaging product line. Net cash used by financing activities for 2008 was $157.2 million lower than 2007 due to
the pay-off of a $325.0 million long-term debt maturity in 2007 and payments on short-term debt of $45.5 million in 2007.
These decreases in cash used by financing activities were partially offset by net proceeds in 2007 from the issuance of $200.0
million of long-term notes, as well as a $10.6 million increase in share repurchases in 2008. Additionally, proceeds from
issuing shares under employee plans were $13.1 million lower in 2008 due to fewer stock options being exercised, and
borrowings on short-term debt were $10.8 million in 2008 as we funded acquisitions and share repurchases.

Net cash used by investing activities for 2007 was $22.0 million lower than 2006 due to payments in 2006 for the
Johnson Group acquisition, proceeds from the sale of our industrial packaging product line in 2007 and lower capital asset
purchases in 2007. Net cash used by financing activities for 2007 was $20.3 million higher than 2006 due to the pay-off of a
$325.0 million long-term debt maturity and share repurchases of $11.3 million completed in 2007. These increases in cash
used were partially offset by net proceeds from the 2007 issuance of $200.0 million of long-term notes, higher payments on
short-term debt in 2006, the pay-off of a long-term debt maturity of $50.0 million in 2006 and lower dividend payments in
2007 resulting from the decision in the third quarter of 2006 to lower our quarterly dividend rate from $0.40 to $0.25 per
share. Net cash provided by investing activities of discontinued operations in 2006 was $3.0 million due to the sale of a
facility in Europe.
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Significant cash inflows, excluding those related to operating activities, for each year were as follows:

Change
2008 vs. 2007 vs.
(in thousands) 2008 2007 2006 2007 2006
Net proceeds from short-term debt .............. $ 10,800 $ — $ — $ 10,800 $ —
Proceeds from sales of marketable
SeCUTItEs' ... — 1,057,460 —  (1,057,460) 1,057,460
Proceeds from issuance of long-term debt,
net of debt issuance costs.............cccuueeee.n. — 196,239 — (196,239) 196,239
Proceeds from sale of facilities and product
HINE .ot 4,181 19,214 9,247 (15,033) 9,967
Proceeds from issuing shares under
employee plans ..........cceceevieeniiienieeniieenns 2,801 15,923 8,936 (13,122) 6,987
Proceeds from redemptions of life
INSUrance POliCIes .......cceeveeereeerurerereieneennns — — 15,513 — (15,513)
Net proceeds from sale of discontinued
OPETALIONS ...eereveeeieerieeniieerieenieesreeseee s — — 2,971 — 2,971)

 During 2007, we purchased short-term marketable securities using the proceeds from the $200.0 million debt we issued in May 2007, as well as using cash
generated from operating activities. On October 1, 2007, we sold our remaining marketable securities to repay a debt maturity.

Significant cash outflows, excluding those related to operating activities, for each year were as follows:

Change
2008 vs. 2007 vs.

(in thousands) 2008 2007 2006 2007 2006
Purchases of marketable securities" ......... $ — $ 1,057,460 $ —  $(1,057,460) $ 1,057,460
Payments for acquisitions, net of cash

ACUITEd ..t 104,879 2,316 16,521 102,563 (14,205)
Cash dividends paid to shareholders............ 51,422 52,048 66,973 (626) (14,925)
Net payments on short-term debt................. — 45,460 99,686 (45,460) (54,226)
Purchases of capital assets........cc.ccoceeuennen. 31,865 32,286 41,012 421) (8,726)
Payments for common shares repurchased .. 21,847 11,288 — 10,559 11,288
Payments on long-term debt ........................ 1,755 326,582 51,362 (324,827) 275,220

D During 2007, we purchased short-term marketable securities using the proceeds from the $200.0 million debt we issued in May 2007, as well as using cash
generated from operating activities. On October 1, 2007, we sold our remaining marketable securities to repay a debt maturity.

We anticipate that net cash provided by operating activities of continuing operations will be between $175 million and
$200 million in 2009, compared to $198 million in 2008. We anticipate that lower performance-based compensation payments in
2009, as well as working capital improvements, will be partially offset by increased restructuring-related payments. We anticipate
that cash generated by operating activities in 2009 will be utilized for dividend payments of approximately $50 million, capital
expenditures of approximately $40 million, debt reduction and possibly, small acquisitions. Our capital spending will be focused
on expanding our use of digital printing technology and investments in manufacturing productivity and revenue growth initiatives.
We have no maturities of long-term debt until 2012. As of December 31, 2008, we had $411.2 million available for borrowing
under our committed lines of credit. Effective February 5, 2009, we terminated our $225.0 million line of credit, which was due to
expire in July 2009. We believe our remaining $275.0 million credit facility, which does not expire until July 2010, along with
cash generated by operating activities, will be sufficient to support our operations, including capital expenditures, small
acquisitions, required debt service and dividend payments, for the next 12 months.
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The credit agreement governing our committed line of credit requires us to maintain a ratio of earnings before interest
and taxes to interest expense of 3.0 times, as measured quarterly on an aggregate basis for the preceding four quarters.
Significant asset impairment charges in the future could impact our ability to comply with this debt covenant, in which case,
our lenders could demand immediate repayment of amounts outstanding under our line of credit. See Business
Challenges/Market Risks for information regarding asset impairments. We would have been in compliance with this debt
covenant even if our reported pre-tax earnings for 2008 had been $52 million lower than we reported. As such, we do not
consider it likely that we will violate this debt covenant in 2009.

CAPITAL RESOURCES

Our total debt was $853.3 million as of December 31, 2008, an increase of $9.3 million from December 31, 2007.

Capital Structure
December 31,
(in thousands) 2008 2007 Change
Amounts drawn on credit facilities .............. $ 78,000 $ 67,200 $ 10,800
Current portion of long-term debt................ 1,440 1,754 (314)
Long-term debt ........ccoceeveeveenienienieniennens 773,896 775,086 (1,190)
Total debt.......ccceeveieeriiieeciieiieeiee e 853,336 844,040 9,296
Shareholders’ equity ........coccccveeervereererierennenen. 53,066 41,107 11,959
Total capital ........cccevveveenienienieieienieieene, $ 906,402 $ 885,147 $ 21,255

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 6.5 million shares remained available for purchase under this
authorization as of December 31, 2008. We repurchased a total of 1.1 million shares during the first and third quarters of
2008 for $21.8 million and we repurchased 0.4 million shares during 2007 for $11.3 million. No shares were repurchased in
2006. Further information regarding changes in shareholders’ equity can be found in the consolidated statements of
shareholders’ equity (deficit) appearing in Item 8§ of this report.

Debt Structure
December 31,
2008 2007
Weighted- Weighted-

average average

interest interest
(in thousands) Amount rate Amount rate Change
Fixed interest Tate ..cooevveeeeeeeeeeeeeeeeeeeeeeeeee $ 773,896 57% $ 773,646 57%  $ 250
Floating interest rate .........c.ccceceeveerieenennnenn, 78,000 0.9% 67,200 5.6% 10,800
Capital 18ase.......ceeveeierieierenieerceeeeeen, 1,440 10.4% 3,194 10.4% (1,754)

Total debt.......vvevveeieiiieeieeeeeeeeeeeeee, $ 853,336 52% $ 844,040 57% $ 9,296

Further information concerning our outstanding debt can be found under the caption “Note 13: Debt” of the Notes to
Consolidated Financial Statements appearing in Item 8 of this report.

We may, from time to time, consider retiring outstanding debt through open market purchases, privately negotiated
transactions or otherwise. Any such repurchases or exchanges would depend on prevailing market conditions, our liquidity
requirements, contractual restrictions and other factors.

As necessary, we utilize our committed lines of credit to meet our working capital requirements. As of December 31,

2008, we had two committed lines of credit totaling $500.0 million. Effective February 5, 2009, we terminated the $225.0
million line of credit, which was due to expire in July 2009. The credit agreement governing our line of credit contains
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customary covenants regarding limits on levels of subsidiary indebtedness and requiring a ratio of earnings before interest and
taxes to interest expense of 3.0 times, as measured quarterly on an aggregate basis for the preceding four quarters. We were in
compliance with all debt covenants as of December 31, 2008, and we expect to remain in compliance with all debt covenants
throughout the next 12 months. See Business Challenges/Market Risks for further information regarding asset impairments
and their impact on our compliance with our debt covenant.

As of December 31, 2008, amounts were available for borrowing under our committed lines of credit as follows:

Total Expiration Commitment

(in thousands) available date fee
Five year line of credit.......c.coeceveecneneinccncccnnne. $ 275,000  July 2010 175%
Five year line of credit.......c.coeceveecneneinccncccnnne. 225,000  July 2009 225%

Total committed lines of credit..........ccvvvvveuveeennens 500,000
Amounts drawn on credit facilitieS.........coeeuveerennens (78,000)
Outstanding letters of credit.........cccoeveeveenecnnene. (10,835)

Net available for borrowing as of
December 31, 2008.........cccoeeveveeeeeereeeirieeneens $ 411,165

We believe our remaining $275 million credit facility, along with cash generated by operating activities, are sufficient to
support our operations, including capital expenditures, small acquisitions, required debt service and dividend payments, for the
next 12 months.

Absent certain defined events of default under our debt instruments, and as long as our ratio of earnings before interest,
taxes, depreciation and amortization 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.

CONTRACT ACQUISITION COSTS

Other non-current assets include contract acquisition costs of our Financial Services segment. These costs, which are
essentially pre-paid product discounts, are recorded as non-current assets upon contract execution and are amortized,
generally on the straight-line basis, as reductions of revenue over the related contract term. Cash payments made for contract
acquisition costs were $9.0 million in 2008, $14.2 million in 2007 and $17.0 million in 2006, and we anticipate cash
payments of approximately $20 million in 2009. Changes in contract acquisition costs during the last three years were as
follows:

(in thousands) 2008 2007 2006

Balance, beginning of year ........c..ccccceveveenenne. $ 55,516 $ 71,721 $ 93,664
Additions .......oeeeeiiiieeiiee e 8,808 11,984 14,633
AMOTHZAtION ... (26,618) (28,189) (36,576)

Balance, end of year ..........c.cooceeriiinieiniiinnenns $ 37,706 $ 55,516 $ 71,721

The number of checks being written has been in decline since the mid-1990s, which has contributed to increased
competitive pressure when attempting to retain or acquire clients. Both the number of financial institution clients requesting
contract acquisition payments and the amount of the payments increased in the mid-2000s, and has fluctuated significantly
from year to year. Although we anticipate that we will selectively continue to make contract acquisition payments, we cannot
quantify future amounts with certainty. The amount paid depends on numerous factors such as the number and timing of
contract executions and renewals, competitors’ actions, overall product discount levels and the structure of up-front product
discount payments versus providing higher discount levels throughout the term of the contract. When the overall discount
level provided for in a contract is unchanged, contract acquisition costs do not result in lower net revenue. These costs impact
the timing of cash flows. An up-front cash payment is made rather than providing higher product discount levels throughout
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the term of the contract. Beginning in 2006, we sought to reduce the use of up-front product discounts by structuring new
contracts with incentives throughout the duration of the contract. We plan to continue this strategy. See Business
Challenges/Market Risks for discussion of the recoverability of contract acquisition costs.

Liabilities for contract acquisition payments are recorded upon contract execution. These obligations are monitored for
each contract and are adjusted as payments are made. Contract acquisition payments due within the next year are included in
accrued liabilities in our consolidated balance sheets. These accruals were $4.3 million as of December 31, 2008 and $2.5
million as of December 31, 2007. Accruals for contract acquisition payments included in other non-current liabilities in our
consolidated balance sheets were $1.2 million as of December 31, 2008 and $3.4 million as of December 31, 2007.

OFF-BALANCE SHEET ARRANGEMENTS, GUARANTEES AND CONTRACTUAL OBLIGATIONS

It is not our general business practice to enter into off-balance sheet arrangements or to guarantee the performance of
third parties. In the normal course of business we periodically enter into agreements that incorporate general indemnification
language. These indemnifications encompass such items as product or service defects, including breach of security,
intellectual property rights, governmental regulations and/or employment-related matters. Performance under these
indemnities would generally be triggered by our breach of terms of the contract. In disposing of assets or businesses, we often
provide representations, warranties and/or indemnities to cover various risks including, for example, unknown damage to the
assets, environmental risks involved in the sale of real estate, liability to investigate and remediate environmental
contamination at waste disposal sites and manufacturing facilities, and unidentified tax liabilities and legal fees related to
periods prior to disposition. We do not have the ability to estimate the potential liability from such indemnities because they
relate to unknown conditions. However, we have no reason to believe that any likely liability under these indemnities would
have a material adverse effect on our financial position, annual results of operations or annual cash flows. We have recorded
liabilities for known indemnifications related to environmental matters. Further information can be found under the caption
“Note 14: Other commitments and contingencies” of the Notes to Consolidated Financial Statements appearing in Item 8 of
this report.

We are not engaged in any transactions, arrangements or other relationships with unconsolidated entities or other third
parties that are reasonably likely to have a material effect on our liquidity, or on our access to, or requirements for capital
resources. In addition, we have not established any special purpose entities.

As of December 31, 2008, our contractual obligations were as follows:

2010 and 2012 and 2014 and

(in thousands) Total 2009 2011 2013 thereafter
Long-term debt and related
TS (o] R $ 1,010,505 $ 43,844 % 87,688 $ 372,063 $ 506,910
Amounts drawn on credit
FACIlItIES ..oovveeeeeeeiie e, 78,000 78,000 — — —
Capital lease obligation and
related Interest ....ooeveeeveeveeeeeennnnn. 1,503 1,503 — — —
Operating lease obligations............ 19,395 9,119 9,317 959 —
Purchase obligations..........c..cc..c... 105,893 43,399 45,955 16,539 —
Other long-term liabilities.............. 48,816 35,065 6,959 1,954 4,838
Total oo, $ 1,264,112 $ 210,930 $ 149,919 $ 391,515 $ 511,748

Purchase obligations include amounts due under contracts with third party service providers. These contracts are
primarily for information technology services. Additionally, purchase obligations include amounts due under Direct Checks
direct mail advertising agreements and Direct Checks and Financial Services royalty agreements. We routinely issue purchase
orders to numerous vendors for the purchase of inventory and other supplies. These purchase orders are not included in the
purchase obligations presented here, as our business partners typically allow us to cancel these purchase orders as necessary
to accommodate business needs. Of the contracts with third party service providers, $89.9 million of our total purchase
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obligations allow for early termination upon the payment of early termination fees. If we were to terminate these agreements,
we would have incurred early termination fees of $31.6 million as of December 31, 2008.

Other long-term liabilities consist primarily of amounts due for our postretirement benefit plans and liabilities for
uncertain tax positions, deferred compensation and workers” compensation. Of the $98.9 million reported as other long-term
liabilities in our consolidated balance sheet as of December 31, 2008, $85.1 million is excluded from the obligations shown in
the table above. The excluded amounts, including the current portion of each liability, are comprised primarily of the
following:

e  Benefit payments for postretirement benefit plans — We have contributed funds to these plans for the purpose of
funding our obligations. Thus, we have the option of paying benefits from the assets of the plans or from the
general funds of the company. Additionally, we expect the plan assets to earn income over time. As such, we
cannot predict when or if payments from the general funds of the company will be required. As of December 31,
2008, our postretirement benefit plans were underfunded by a total of $64.5 million.

e Payments for uncertain tax positions — Due to the nature of the underlying liabilities and the extended time often
needed to resolve income tax uncertainties, we cannot make reliable estimates of the amount or timing of cash
payments that may be required to settle these liabilities. Our liability for uncertain tax positions, including accrued
interest and penalties, was $15.5 million as of December 31, 2008, excluding the tax benefits of deductible
interest.

e A portion of the amount due under our deferred compensation plan — Under this plan, some employees may begin
receiving payments upon the termination of employment or disability, and we cannot predict when these events
will occur. As such, $1.3 million of our deferred compensation liability as of December 31, 2008 is excluded from
the obligations shown in the table above.

e Insured environmental remediation costs — As of December 31, 2008, $8.0 million of the costs included in our
environmental accruals are covered by an environmental insurance policy which we purchased in 2002. The
insurance policy does not cover properties acquired subsequent to 2002. The insurance policy covers pre-existing
conditions from third-party claims and cost overruns through 2032 at certain owned, leased and divested sites, as
well as any new conditions discovered at certain owned or leased sites through 2012. As a result, we expect to
receive reimbursements from the insurance company for environmental remediation costs we incur for these
insured sites. The related receivables from the insurance company are reflected in other current assets and other
non-current assets in our consolidated balance sheets based on the amounts of our environmental accruals for
insured sites.

Total contractual obligations do not include the following:

¢ Payments to our defined contribution pension and 401(k) plans — The amounts payable under our defined
contribution pension and 401(k) plans are dependent on the number of employees providing services throughout
the year, their wage rates and in the case of the 401(k) plans, whether employees elect to participate in the plans.

e  Profit sharing and cash bonus payments — Amounts payable under our profit sharing and cash bonus plans are
dependent on our operating performance.

e Income tax payments which will be remitted on our earnings.

RELATED PARTY TRANSACTIONS

We have not entered into any material related party transactions during the past three years.

CRITICAL ACCOUNTING POLICIES

Management’s discussion and analysis of our financial condition and results of operation is based upon our consolidated
financial statements, which have been prepared in accordance with generally accepted accounting principles (GAAP) in the
United States of America. Our accounting policies are discussed under the caption: “Note 1: Significant accounting policies” of
the Notes to Consolidated Financial Statements appearing in Item 8 of this report. We review the accounting policies used in
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reporting our financial results on a regular basis. The preparation of these financial statements requires us to make estimates and
judgments that affect the reported amounts of assets, liabilities, revenues and expenses and the related disclosure of contingent
assets and liabilities. We base our estimates on historical experience and on various other assumptions that we believe are
reasonable under the circumstances, the result of which forms the basis for making judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. Results may differ from these estimates due to actual outcomes
being different from those on which we based our assumptions. The estimates and judgments utilized are reviewed by
management on an ongoing basis and by the audit committee of our board of directors at the end of each quarter prior to the
public release of our financial results.

APPLICATION OF CRITICAL ACCOUNTING POLICIES

We consider the estimates discussed below to be critical to an understanding of our financial statements because they
place the most significant demands on management’s judgment about the effect of matters that are inherently uncertain, and
the impact of different estimates or assumptions could be material to our consolidated financial statements.

Goodwill and Indefinite-Lived Assets

As of December 31, 2008, goodwill was comprised of the following:

(in thousands)

Acquisition of NEBS in June 2004 .........cccoceoimeiniinenneneineeneeneeeeneeeneen $ 492,082
Acquisition of Designer Checks, Inc. in February 2000..........ccccocecereerinnnennn. 77,970
Acquisition of Hostopia.com Inc. in August 2008...........cccoevvinevinerenercnencns 68,555
Acquisition of the Johnson Group in October 2006 ..........ccccoeerecerererenenenn. 7,320
Acquisition of Direct Checks in December 1987.........cccocccvevvinencccnecnencns 4,267
Acquisition of Logo Design Mojo, Inc. in April 2008...........ccceeveenecinerenenns 1,336
Acquisition of Dots and Pixels, Inc. in July 2005 ........cccocecrevnineinecenercnecns 856
Acquisition of All Trade Computer Forms, Inc. in February 2007 ................... 658

GOOAWILL ...ttt nene $ 653,044

Further information regarding the acquisitions which occurred during the past three years can be found under the
caption “Note 4: Acquisitions and disposition” of the Notes to Consolidated Financial Statements appearing in Item 8 of this
report. Goodwill and indefinite-lived assets are tested for impairment on an annual basis as of July 31, or more frequently if
events or circumstances occur which could indicate impairment. We completed an additional impairment analysis as of
December 31, 2008 due to the continuing impacts of the economic downturn on our expected operating results and the
broader effects of recent U.S. market conditions on the fair value of the assets. In addition to the required impairment
analyses, we continually evaluate the remaining useful lives of our indefinite-lived assets to determine whether events and
circumstances continue to support an indefinite useful life. If we determine that one of these assets has a finite useful life, we
must first test the asset for impairment and then amortize the asset’s remaining carrying value over its estimated remaining
useful life. Further information regarding the fair value measurements completed during 2008 is provided under the caption
“Note 2: Supplementary balance sheet and cash flow information” of the Notes to Consolidated Financial Statements
appearing in Item 8 of this report.

We completed the annual impairment analysis of goodwill and indefinite-lived assets during the third quarter of 2008.
As a result of this analysis, we recorded non-cash asset impairment charges of $9.3 million related to the two indefinite-lived
trade names in our Small Business Services segment due to the impact of the economic downturn on our expected operating
results and the broader effects of recent U.S. market conditions on the fair value of the assets. We completed an additional
impairment analysis as of December 31, 2008, based on the continuing impact of the economic downturn on our expected
operating results. As a result, we recorded an additional asset impairment charge of $0.3 million related to the NEBS trade
name during the fourth quarter of 2008, bringing the carrying value of this asset to $25.8 million as of December 31, 2008.
The impairment analysis completed as of December 31, 2008, indicated no additional impairment of our other indefinite-lived
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trade name, the Safeguard trade name, which had a carrying value of $24.0 million as of December 31, 2008. The fair value
of the Safeguard trade name exceeded its carrying value by $0.3 million as of December 31, 2008. Because of the further
deterioration in our expected operating results, we determined that the NEBS trade name no longer has an indefinite life, and
thus, will be amortized over its estimated economic life of 20 years on the straight-line basis beginning in 2009. As such, this
asset will no longer be subject to annual impairment testing, but will be tested for impairment in accordance with our policy
on impairment of long-lived assets and amortizable intangibles, as outlined under the caption “Note 1: Significant accounting
policies” of the Notes to Consolidated Financial Statements appearing in Item 8 of this report.

In determining the fair value of our trade names, we utilize the relief from royalty method, which calculates the cost
savings associated with owning rather than licensing the trade name. An assumed royalty rate is applied to forecasted revenue
and the resulting cash flows are discounted. As of December 31, 2008, we assumed a discount rate of 14.2% and a royalty
rate of 2% for our evaluation of the Safeguard trade name. A one percentage point increase in the discount rate would reduce
the indicated fair value of the asset by $2.1 million and a one percentage point decrease in the royalty rate would reduce the
indicated fair value of the asset by $12.1 million. As of December 31, 2008, we assumed a discount rate of 14.2% and a
royalty rate of 5% for our evaluation of the NEBS trade name. A one percentage point increase in the discount rate would
reduce the indicated fair value of the asset by $1.7 million and a one percentage point decrease in the royalty rate would
reduce the indicated fair value of the asset by $5.2 million. In addition to the impairment of indefinite-lived trade names, we
also recorded a $0.4 million non-cash impairment charge during 2008 related to an amortizable trade name due to a change in
our branding strategy. Due to the ongoing uncertainty in market conditions, we will perform additional impairment analyses
of our Safeguard indefinite-lived trade name if a decline in our expected operating results, discount rate or royalty rate is
indicated.

Our impairment analysis as of December 31, 2008 indicated no impairment of goodwill. In completing our goodwill
impairment analysis, we test the appropriateness of our reporting units’ estimated fair values by reconciling the aggregate
reporting units’ fair values with our market capitalization. The aggregate fair value of our reporting units included a 25%
control premium, which is an amount we estimate a buyer would be willing to pay in excess of the current market price of our
company in order to acquire a controlling interest. The premium is justified by the expected synergies, such as expected
increases in cash flows resulting from cost savings and revenue enhancements. Due to the ongoing uncertainty in market
conditions, we will perform additional impairment analyses if a decline in market value or in our expected operating results is
indicated. As of December 31, 2008, the calculated fair value of one of our reporting units exceeded its carrying value of
$76.9 million by $2.7 million. Our fair value calculation was based on a closing stock price of $14.96 per share at December
31, 2008. Both before and after December 31, 2008, our common stock traded at prices lower than this closing price. If such a
decline in our stock price occurs in the future for a sustained period, it may be indicative of a further decline in our fair value
and would likely require us to record an impairment charge for a portion of the $40.2 million of goodwill allocated to this
reporting unit. Accordingly, we believe that a non-cash goodwill impairment charge related to this reporting unit and/or
further impairment charges related to our indefinite-lived trade name are reasonably possible in the future. The calculated fair
values of our other reporting units exceeded their carrying values by amounts between $26 million and $391 million.

The evaluation of asset impairment requires us to make assumptions about future cash flows and revenues over the life
of the asset being evaluated. These assumptions require significant judgment and actual results may differ from assumed or
estimated amounts. If these estimates and assumptions change, we may be required to recognize impairment losses in the
future.

Income Taxes

When preparing our consolidated financial statements, we are required to estimate our income taxes in each of the
jurisdictions in which we operate. This process involves estimating our actual current tax obligations based on expected
taxable income, statutory tax rates and tax credits allowed in the various jurisdictions in which we operate. In interim
reporting periods, we use an estimate of our annual effective tax rate based on the facts available at the time. Changes in the
mix or estimated amount of annual pre-tax income could impact our estimated effective tax rate in interim periods. In the
event there is a significant unusual or one-time item recognized in our results of operations, the tax attributable to that item is
separately calculated and recorded in the interim period the unusual or one-time item occurred. The actual effective tax rate is
calculated at year-end.
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Tax laws require certain items to be included in our tax return at different times than the items are reflected in our
results of operations. As a result, the annual effective tax rate reflected in our results of operations is different than that
reported on our tax return (i.e., our cash tax rate). Some of these differences are permanent, such as expenses that are not
deductible in our tax return, and some are temporary differences that will reverse over time, such as depreciation expense on
capital assets. These temporary differences result in deferred tax assets and liabilities, which are included within our
consolidated balance sheets. Deferred tax assets generally represent items that can be used as a tax deduction or credit in our
tax return in future years for which we have already recorded the expense, net of the expected tax benefit, in our statements of
income. We must assess the likelihood that our deferred tax assets will be realized through future taxable income, and to the
extent we believe that realization is not likely, we must establish a valuation allowance against those deferred tax assets.
Deferred tax liabilities generally represent items for which we have already taken a deduction in our tax return, but we have
not yet recognized the items as expense in our results of operations. Significant judgment is required in evaluating our tax
positions, and in determining our provision for income taxes, our deferred tax assets and liabilities and any valuation
allowance recorded against our net deferred tax assets. We had deferred tax assets in excess of deferred tax liabilities of $8.3
million as of December 31, 2008 and $4.7 million as of December 31, 2007, including valuation allowances of $0.8 million as
of December 31, 2008 and $0.6 million as December 31, 2007. The valuation allowances relate primarily to Canadian
operating loss carryforwards which we do not expect to realize.

On a regular basis, our income tax returns are reviewed by various domestic and foreign taxing authorities. As such, we
record accruals for items which we believe may be challenged by these taxing authorities. On January 1, 2007, we adopted
Financial Accounting Standards Board (FASB) Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes.
This standard defines the threshold for recognizing the benefits of tax return positions in the financial statements as “more-
likely-than-not” to be sustained by the taxing authorities based solely on the technical merits of the position. If the recognition
threshold is met, the tax benefit is measured and recognized as the largest amount of tax benefit that, in our judgment, is
greater than 50% likely to be realized. The total amount of unrecognized tax benefits as of December 31, 2008 was $11.5
million, excluding accrued interest and penalties. If the unrecognized tax benefits were recognized in our consolidated
financial statements, $6.9 million would affect our effective tax rate. Interest and penalties recorded for uncertain tax
positions are included in our income tax provision. As of December 31, 2008, $4.0 million of interest and penalties was
accrued, excluding the tax benefits of deductible interest. The statute of limitations for federal tax assessments for 2004 and
prior years has closed, with the exception of 2000. Our federal income tax returns for 2005 through 2008 remain subject to
Internal Revenue Service examination. In general, income tax returns for the years 2004 through 2008 remain subject to
examination by major state and city tax jurisdictions. In the event that we have determined not to file tax returns with a
particular state or city, all years remain subject to examination by the tax jurisdiction. The ultimate outcome of tax matters
may differ from our estimates and assumptions. Unfavorable settlement of any particular issue would require the use of cash
and could result in increased income tax expense. Favorable resolution would result in reduced income tax expense.

Changes in unrecognized tax benefits during 2008 and 2007 can be found under the caption: “Note 9: Income tax
provision” of the Notes to Consolidated Financial Statements appearing in Item 8 of this report. Within the next 12 months, it
is reasonably possible that our unrecognized tax benefits will change in the range of a decrease of $5.8 million to an increase
of $0.6 million as we attempt to settle certain federal and state matters or as federal and state statutes of limitations expire. We
are not able to predict what, if any, impact these changes may have on our effective tax rate or cash flows.

We reduced our income tax provision $2.4 million in 2008 and $3.0 million in 2007 for amendments to prior year tax
returns claiming refunds primarily associated with the funding of medical costs through our VEBA trust, as well as state
income tax credits and related interest. Also during 2008, we reduced our income tax provision $1.2 million for the settlement
of amounts due to us under a tax sharing agreement related to the spin-off of our eFunds business in 2000. During 2006, we
reduced our income tax provision $1.5 million for net accrual reversals related to settled issues, primarily resulting from the
expiration of the statutes of limitations in various state income tax jurisdictions. Also during 2006, we reduced our income tax
provision $5.0 million for the true-up of certain deferred income tax balances. As this item was not material to 2006 or prior
periods, we recorded a one-time, discrete benefit to our provision for income taxes for 2006.

Postretirement Benefits

Detailed information regarding our postretirement benefit plan, including a description of the plan, its related future
cash flows, plan assets and the actuarial assumptions used in accounting for the plan, can be found under the caption: “Note
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12: Pension and other postretirement benefits” of the Notes to Consolidated Financial Statements appearing in Item 8 of this
report.

Our net postretirement benefit expense was $4.8 million for 2008 and 2007 and $7.8 million for 2006. Our business
segments record postretirement benefit expense in cost of goods sold and SG&A expense, based on the composition of their
workforces. Our postretirement benefit expense and liability are calculated utilizing various actuarial assumptions and
methodologies. These assumptions include, but are not limited to, the discount rate, the expected long-term rate of return on
plan assets, the expected health care cost trend rate and the average remaining life expectancy of plan participants. We
analyze the assumptions used each year when we complete our actuarial valuation of the plan. If the assumptions utilized in
determining our postretirement benefit expense and liability differ from actual events, our results of operations for future
periods could be impacted.

Discount rate — The discount rate is used to reflect the time value of money. It is the assumed rate at which future
postretirement benefits could be effectively settled. The discount rate assumption is based on the rates of return on high-
quality, fixed-income instruments currently available whose cash flows match the timing and amount of expected benefit
payments. In determining the discount rate, we utilize the Hewitt Top Quartile and the Citigroup Pension Discount yield
curves to discount each cash flow stream at an interest rate specifically applicable to the timing of each respective cash flow.
The present value of each cash flow stream is aggregated and used to impute a weighted-average discount rate. In previous
years, we also considered Moody’s high quality corporate bond rates when selecting our discount rate. However, as the
number of bonds included in this index fell significantly during 2008 and those bonds do not match the timing of our expected
cash flows as well, we no longer utilize these rates. The discount rate established at year-end for purposes of calculating our
benefit obligation is also used in the calculation of the interest component of benefit expense for the following year. In
measuring the accumulated postretirement benefit obligation as of December 31, 2008, we assumed a discount rate of 6.6%.
A 0.25 point change in the discount rate would increase or decrease our annual postretirement benefit expense by
approximately $0.2 million and would increase or decrease our postretirement benefit obligation by approximately $2.6
million.

Expected long-term rate of return on plan assets — The long-term rate of return on plan assets reflects the average rate
of earnings expected on the funds invested or to be invested to provide for expected benefit payments. We base this
assumption on an evaluation of our historical trends and experience, taking into account current and expected market
conditions. In measuring net postretirement benefit expense for 2008, we assumed an expected long-term rate of return on
plan assets of 8.5%. A 0.25 point change in this assumption would increase or decrease our annual postretirement benefit
expense by approximately $0.2 million.

Expected health care cost trend rate — The health care cost trend rate represents the expected annual rate of change in
the cost of health care benefits currently provided due to factors other than changes in the demographics of plan participants.
In measuring the accumulated postretirement benefit obligation as of December 31, 2008, our initial health care inflation rate
for 2009 was assumed to be 7.5% for participants under the age of 65 and 8.5% for participants over the age of 65. Our
ultimate health care inflation rate was assumed to be 5.25% in 2012 and beyond for participants under the age of 65 and
5.25% in 2014 and beyond for participants over the age of 65. A one percentage point increase in the health care inflation rate
for each year would increase the accumulated postretirement benefit obligation by $2.6 million and the service and interest
cost components of our annual postretirement benefit expense by $0.2 million. A one percentage point decrease in the health
care inflation rate for each year would decrease the accumulated postretirement benefit obligation by $2.4 million and the
service and interest cost components of our annual postretirement benefit expense by $0.1 million.

Average remaining life expectancy of plan participants — In determining the average remaining life expectancy of plan

participants, our actuaries use a mortality table which includes estimated death rates for each age. We use the RP-2000
Combined Healthy Participant Table projected to the measurement date with Scale AA in determining this assumption.
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When actual events differ from our assumptions or when we change the assumptions used, an unrecognized actuarial
gain or loss results. The gain or loss is recognized immediately in the consolidated balance sheet within accumulated
comprehensive loss and is amortized into postretirement benefit expense over the average remaining service period of plan
participants, which is currently 8.2 years. As of December 31, 2008 and 2007, our unrecognized net actuarial loss was $128.1
million and $96.7 million, respectively, and was comprised of the following:

(in thousands) 2008 2007
Return on plan assets .........ccceeeeevvereeneeneeneennn. $ 51,004 $ 9,148
Claims eXPErience.......ccecveerveerieerveenieerieenieens 20,733 23,938
Health care cost trend .........c.cceeeeieeeiiineieeeeeeennns 19,161 21,242
13,007 19,105
24,157 23,299

128,062 $ 96,732

See Business Challenges/Market Risks for discussion of the risks related to our postretirement benefit plan.
Restructuring Accruals

Over the past several years, we have recorded restructuring accruals as a result of facility closings and other cost
management efforts. Cost management is one of our strategic objectives and we are continually seeking ways to lower our
cost structure. These accruals primarily consist of employee termination benefits payable under our ongoing severance benefit
plan. We record accruals for employee termination benefits when it is probable that a liability has been incurred and the
amount of the liability is reasonably estimable. As such, judgment is involved in determining when it is appropriate to record
restructuring accruals. Additionally, we are required to make estimates and assumptions in calculating the restructuring
accruals, as many times employees choose to voluntarily leave the company prior to their termination date or they secure
another position within the company. In these situations, the employees do not receive termination benefits. To the extent our
assumptions and estimates differ from our actual costs, subsequent adjustments to restructuring accruals have been and will be
required. We reversed previously recorded restructuring accruals of $2.4 million in 2008, $2.6 million in 2007 and $0.2
million in 2006 primarily as a result of fewer employees receiving severance benefits than originally estimated. Further
information regarding our restructuring accruals can be found under the caption “Note 6: Restructuring charges” of the Notes
to Consolidated Financial Statements appearing in Item 8§ of this report.

NEW ACCOUNTING PRONOUNCEMENTS

Information regarding the accounting pronouncement adopted during 2008 can be found under the caption: “Note 1:
Significant accounting policies” of the Notes to Consolidated Financial Statements appearing in Item 8 of this report.

In December 2007, the FASB issued SFAS No. 141(R), Business Combinations, which modifies the required
accounting for business combinations. This guidance applies to all transactions or other events in which an entity (the
acquirer) obtains control of one or more businesses (the acquiree), including those sometimes referred to as “true mergers” or
“mergers of equals.” SFAS No. 141(R) changes the accounting for business acquisitions and will impact financial statements
at the acquisition date and in subsequent periods. We are required to apply the new guidance to business combinations
completed after December 31, 2008. We are not able to predict the impact this guidance will have on the accounting for
acquisitions we may complete in future periods. For acquisitions completed prior to January 1, 2009, the new standard
requires that changes in deferred tax asset valuation allowances and acquired income tax uncertainties after the measurement
period must be recognized in earnings rather than as an adjustment to the cost of the acquisition. We do not expect this new
guidance to have a significant impact on our consolidated financial statements.

In April 2008, the FASB issued FASB Staff Position (FSP) No. FAS 142-3, Determination of the Useful Life of
Intangible Assets. This guidance addresses the determination of the useful life of intangible assets which have legal,
regulatory or contractual provisions that potentially limit a company’s use of an asset. Under the new guidance, a company
should consider its own historical experience in renewing or extending similar arrangements. We are required to apply the
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new guidance to intangible assets acquired after December 31, 2008. As this guidance applies only to assets we may acquire
in the future, we are not able to predict its impact, if any, on our consolidated financial statements.

In June 2008, the FASB issued FSP No. EITF 03-6-1, Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities. This guidance states that unvested share-based payment awards that
contain nonforfeitable rights to dividends or dividend equivalents are participating securities and should be included in the
computation of earnings per share using the two-class method outlined in SFAS No. 128, Earnings per Share. The two-class
method is an earnings allocation formula that determines earnings per share for each class of common stock and participating
security according to dividends declared and participation rights in undistributed earnings. The terms of our restricted stock
unit and restricted stock awards do provide a nonforfeitable right to receive dividend equivalent payments on unvested
awards. As such, these awards are considered participating securities under the new guidance. Effective January 1, 2009, we
will begin reporting earnings per share under the two-class method and will restate all historical earnings per share data. We
do not expect the adoption of this statement to have a significant impact on reported earnings per share.

In December 2008, the FASB issued FSP No. FAS 132(R)-1, Employers’ Disclosures about Postretirement Benefit
Plan Assets. This standard provides guidance on an employer’s disclosures about plan assets of a defined benefit pension or
other postretirement plan. Any additional disclosures required under this guidance will be included in our annual report on
Form 10-K for the year ending December 31, 2009.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 (the Reform Act) provides a “safe harbor” for forward-looking
statements to encourage companies to provide prospective information. We are filing this cautionary statement in connection with
the Reform Act. When we use the words or phrases “should result,” “believe,” “intend,” “plan,” “are expected to,” “targeted,”
“will continue,” “will approximate,” “is anticipated,” “estimate,” “project” or similar expressions in this Annual Report on Form
10-K, in future filings with the Securities and Exchange Commission (SEC), in our press releases and in oral statements made by

our representatives, they indicate forward-looking statements within the meaning of the Reform Act.

99 ¢ 29 .

We want to caution you that any forward-looking statements made by us or on our behalf are subject to uncertainties and
other factors that could cause them to be incorrect. The material uncertainties and other factors known to us are discussed in Item
1A of this report and are incorporated into this Item 7 of the report as if fully stated herein. Although we have attempted to
compile a comprehensive list of these important factors, we want to caution you that other factors may prove to be important in
affecting future operating results. New factors emerge from time to time, and it is not possible for us to predict all of these factors,
nor can we assess the impact each factor or combination of factors may have on our business.

You are further cautioned not to place undue reliance on those forward-looking statements because they speak only of our

views as of the date the statements were made. We undertake no obligation to publicly update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk.

We are exposed to changes in interest rates primarily as a result of the borrowing activities used to support our capital
structure, maintain liquidity and fund business operations. We do not enter into financial instruments for speculative or trading
purposes. During 2008, we used our committed lines of credit to fund acquisitions, working capital and debt service requirements.
The nature and amount of debt outstanding can be expected to vary as a result of future business requirements, market conditions
and other factors. As of December 31, 2008, our total debt was comprised of the following:

Weighted-
average
Carrying interest
(in thousands) amount Fair value"” rate

Long-term notes maturing December 2012................... $ 299250 $ 173,250 5.00%
Long-term notes maturing October 2014 ...................... 274,646 96,250 5.13%
Long-term notes maturing June 2015............ccccccceneeeee. 200,000 106,000 7.38%
Amounts drawn on credit facilities..............c.cevvrenneene.. 78,000 78,000 0.91%
Capital lease obligation maturing in September 2000 .. 1,440 1,440 10.41%
Total debt.....cocoveuecereriercirrieccrec et $ 853336 $§ 454,940 5.23%

) Based on quoted market rates as of December 31, 2008, except for our capital lease obligation which is shown at carrying value.

We may, from time to time, consider retiring outstanding debt through open market purchases, privately negotiated
transactions or otherwise. Any such repurchases or exchanges would depend on prevailing market conditions, our liquidity
requirements, contractual restrictions and other factors.

Based on the outstanding variable rate debt in our portfolio, a one percentage point increase in interest rates would have
resulted in additional interest expense of $0.8 million for 2008.

We are exposed to changes in foreign currency exchange rates. Investments in, loans and advances to foreign subsidiaries
and branches, as well as the operations of these businesses, are denominated in foreign currencies, primarily the Canadian dollar.
The effect of exchange rate changes is expected to have a minimal impact on our results of operations and cash flows, as our
foreign operations represent a relatively small portion of our business.

See Business Challenges/Market Risks for further discussion of market risks.

Item 8. Financial Statements and Supplementary Data.
Report of Independent Registered Accounting Firm
To the Shareholders and Board of Directors of Deluxe Corporation:

In our opinion, the accompanying consolidated balance sheets and the related consolidated statements of income,
comprehensive income, shareholders’ equity (deficit) and cash flows present fairly, in all material respects, the financial
position of Deluxe Corporation and its subsidiaries at December 31, 2008 and December 31, 2007, and the results of their
operations and their cash flows for each of the three years in the period ended December 31, 2008 in conformity with
accounting principles generally accepted in the United States of America. Also in our opinion, the Company maintained, in all
material respects, effective internal control over financial reporting as of December 31, 2008 based on criteria established in
Internal Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO). The Company’s management is responsible for these financial statements, for maintaining effective internal control
over financial reporting and for its assessment of the effectiveness of internal control over financial reporting, included in the
accompanying Management’s Report on Internal Control over Financial Reporting. Our responsibility is to express opinions
on these financial statements and on the Company’s internal control over financial reporting based on our integrated audits.
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We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free of material misstatement and whether effective internal control over financial reporting was
maintained in all material respects. Our audits of financial statements included examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates
made by management, and evaluating the overall financial statement presentation. Our audit of internal control over financial
reporting included obtaining an understanding of internal control over financial reporting, assessing the risk that a material
weakness exists, and testing and evaluating the design and operating effectiveness of internal control based on the assessed
risk. Our audits also included performing such other procedures as we considered necessary in the circumstances. We believe
that our audits provide a reasonable basis for our opinions.

As discussed in Notes 9 and 12 to the consolidated financial statements, effective January 1, 2007, the Company
changed the manner in which it accounts for uncertain income tax positions and the Company changed the measurement date
it uses to measure the funded status of its defined benefit pension and other postretirement benefit plans.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies and
procedures that (i) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

PricewaterhouseCoopers LLP
Minneapolis, Minnesota
February 18, 2009
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DELUXE CORPORATION
CONSOLIDATED BALANCE SHEETS

(in thousands, except share par value)

December 31,
2008 2007
ASSETS
Current Assets:
Cash and cash equIValents .........c.cceveeriieiirienienieeecec e $ 15,590 $ 21,615
Trade accounts receivable-net of allowances for uncollectible accounts... 68,572 84,268
Inventories and SUPPLIES .....cccueeverierieniirieiieie e 25,791 29,918
Deferred INCOME tAXES ...cooovviiiiiiiiiiiiiiil 17,825 14,901
Cash held fOr CUSTOMETS ...uuuueieeeeeeee e 26,078 23,285
Current assets of discontinued OPerations ...........ccocceveereereereeneeneenuennens 1,008 3,935
OTNET CUITENE ASSEES «.vvveeeeeeeeee e sanas 12,222 14,023
TOLA]l CUITENT ASSELS ..o eanas 167,086 191,945
Long-Term Investments (including $1,855 and $3,025, respectively, of
investments at fair Value) ..........ccccoeeeiiiiiiiiiiieiiee e 36,794 36,013
Property, Plant, and Equipment-net of accumulated depreciation................... 128,105 138,860
Intangibles-net of accumulated amortization............coceecververieneenennenneeneenne 154,081 148,263
GOOAWILL.....oeiiiiiiiie ettt et e eaee e treeeaeeen 653,044 584,923
Non-Current Assets of Discontinued Operations..............eevereereererreerveeneenne — 2,841
Other NON-CUITENT ASSEES ...vueeeeeeeeeeee e 79,875 107,910
TOEAL ASSELS -ttt et et e e e et e et e et et eee e e eeee et e st eseeesaeeeeeseeeeeeaas $ 1,218,985 $ 1,210,755
LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities:
ACCOUNLS PAYADIE. .....c.ovieviirerereeceeeieieieteeet ettt asanesanes $ 61,598 $ 78,659
Accrued HabilitieS....cooovviiiiiiiiiiiii 142,599 149,975
SROTTEIT AEDE ...t 78,000 67,200
Long-term debt due within one year..........ccoccocevviereeneeniiniinienienieeenne, 1,440 1,754
Total current HaADIIIIES ... 283,637 297,588
Long-Term Debt......c..cooiiiiiiiiiiiiieieetete ettt 773,896 775,086
Deferred INCOmME TaXES ..ccooovvviiiiiiiiiiiii 9,491 10,194
Other Non-Current Liabilities. .. .uuuuunneeeeeeeeeeeeee e 98,895 86,780
Commitments and Contingencies (Notes 9, 13, 14 and 18)
Shareholders’ Equity:
Common shares $1 par value (authorized: 500,000 shares;
issued: 2008 — 51,1315 2007 — 51,887) weecveeeereeecreeeceeeeee e 51,131 51,887
Additional paid-in capital...........cocevieriiniiniiiiieen 54,207 65,796
Retained earnings (accumulated deficit)........coocevviereeneeniiniiinienienieneenne, 12,682 (37,530)
Accumulated other comprehensive 10SS.........cocuevierieneenieiinienieniecenee, (64,954) (39,046)
Total shareholders’ eqUILY .........ccoceereeriieriiriienienieneeeeeee et 53,066 41,107
Total liabilities and shareholders’ equity.........ccocerveereeneeneeuennnene $ 1,218,985 $ 1,210,755

See Notes to Consolidated Financial Statements
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DELUXE CORPORATION

CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except per share amounts)

Year Ended December 31,
2008 2007 2006
REVEINUE ...t $ 1,468,662 $ 1,588,885 $ 1,619,337
Restructuring charges (reversals) ........ccccccevveenuenne 14,867 (368) 1,942
Other cost of 200ds SOId ......ccoceevieiriiinieiiiienieene 551,646 574,972 598,038
Total cost of goods sold........cccceevieinieinienniennnen. 566,513 574,604 599,980
Gross Profit........cceeevieiiiiiniiiciieceece e 902,149 1,014,281 1,019,357
Selling, general and administrative expense............ 670,991 743,449 770,218
Restructuring charges..........cccovveevveeeriieenceenneennieenne 13,400 4,701 10,479
Asset impairment Charges .........ccocceeevveeveeernieennieenne 9,942 — 44,698
Net gain on sale of facilities and product line.......... (1,418) (3,773) (4,582)
Operating INCOME.......ccceeevieerieiniienieeieeeeeeeeee e 209,234 269,904 198,544
Interest EXPense......cocueerveerieeriiieniieeriienieesieeeieene (50,421) (55,294) (56,661)
Other INCOME........ceeieiieeiiiiieeeee e eeecrreee e 1,363 5,405 905
Income Before Income Taxes ........cccovveeeeeeeeccnnnneenennn. 160,176 220,015 142,788
Income tax Provision.......ccecceeevveerveervieersieernieeniieenne 54,304 74,898 41,950
Income From Continuing Operations........c...cceceeeueenne 105,872 145,117 100,838
Net (Loss) Income From Discontinued Operations...... (4,238) (1,602) 116
NEtINCOME......oooeeeieieeeeeeeeeeee e $ 101,634 $ 143,515 $ 100,954
Basic Earnings per Share:
Income from continuing operations ............c.cc...... $ 2.08 $ 2.82 % 1.98
Net (loss) income from discontinued operations..... (0.08) (0.03) —
Basic earnings per share............ccocceevveerieerneenneenne 2.00 2.79 1.98
Diluted Earnings per Share:
Income from continuing operations ............c.cc...... $ 205 $ 279 $ 1.96
Net (loss) income from discontinued operations..... (0.08) (0.03) —
Diluted earnings per share.........ccocceeeveevceerneennnenne 1.97 2.76 1.96
Cash Dividends per Share .........c.ccoceverenerneeiencnennenn $ 1.00 $ 1.00 $ 1.30

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

(in thousands)

Year Ended December 31,
2008 2007 2006
NEEINCOIMIE ...ttt et e e e e e eeeeeseeeeeas $ 101,634 $ 143,515 $ 100,954
Other Comprehensive Income, Net of Tax:
Reclassification of loss on derivative instruments from
other comprehensive income to net income...................... 1,383 2,281 2,559
Pension and postretirement benefit plans:
Minimum pension liability adjustment............cc.cceeeeueeee. — (269)

Net actuarial loss arising during the period..........c........... (25,540) (6,094) —
Reclassification of amounts from other comprehensive
income to net income:

Amortization of prior service credit........ccoceeveerernenne. (2,447) (2,468) —
Amortization of net actuarial 10SS ..........eeveeeeeeeeernnnnnne 5,943 6,156 —
Unrealized foreign currency translation adjustment........... (5,247) 3,263 255

Unrealized gains on securities:

Unrealized holding gains arising during the year............. — — 268
Less reclassification adjustments for gains included in
NEL INCOME ....vviiiiiiieeeiiieeeeieeeeeieeeeeereeeeereeeeeareeeeeereeeens — — (89)
Other Comprehensive (Loss) Income .........cc..cecevveneennen. (25,908) 3,138 2,724
Comprehensive INCOME.........ovvvvevereverereiieieiiieresere e $ 75,726 $ 146,653 $ 103,678

Related Tax (Expense) Benefit of Other Comprehensive
Income Included in Above Amounts:
Reclassification of loss on derivative instruments from
other comprehensive income to net income..................... $ 8371 $ (1,356) $ (1,493)

Pension and postretirement benefit plans:
Minimum pension liability adjustment...........c..cccceuee.e. — — 151
Net actuarial loss arising during the period..................... 15,757 3,659 —
Reclassification of amounts from other comprehensive
income to net income:
Amortization of prior service credit........coceeveeneernnnne. 1,512 1,491 —
Amortization of net actuarial 10SS .............cccevveeennnen. (3,666) (3,708) —

Unrealized gains on securities:
Unrealized holding gains arising during the year............. — — (191)
Less reclassification adjustments for gains included in
NEL INCOME ....oviiniiiiiieiieietertee ettt — — 63

See Notes to Consolidated Financial Statements
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DELUXE CORPORATION
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY (DEFICIT)

(in thousands)

Retained Accumulated
Common shares Additional earnings other Total
Number Par paid-in (accumulated comprehensive shareholders’
of shares value capital deficit) loss equity (deficit)

Balance, December 31, 2005........cccoceeveveenirieneennee 50,735  $ 50,735 $ 37,864 $ (159.401) $ (11,224) $ (82,026)
NELINCOIME ...ttt — — — 100,954 — 100,954
Cash dividends..........cocveveveveerericiereieiereeeeeeeeeeeen — — — (66,973) — (66,973)
Common shares issued ...........ccoevevveveeievreceereennnn, 810 810 8,126 — — 8,936
Tax impact of share-based awards............cceceerunee — — 728 — — 728

Reclassification of share-based awards to accrued

liabilities.......cceeveveeennene — — (1,919) — — (1,919)

Common shares retired 31 31) (724) — — (755)

Fair value of share-based compensation................. 5 5 6,026 — — 6,031

Minimum pension liability, net of tax — — — — (269) (269)

Adoption of FASB Statement No. 158, net of tax . — — — — (33,373) (33,373)

Loss on derivatives, net of taX ........cccoeevvvvveevueeennenn. — — — — 2,559 2,559

Currency translation adjustment............c.ccccccceeeenene — — — — 255 255

Unrealized gain on securities, net of tax................. — — — — 179 179
Balance, December 31, 2000..........ccccererveerireeenennee 51,519 51,519 50,101 (125,420) (41,873) (65,673)
NELINCOIME ...ttt — — — 143,515 — 143,515
Cash dividends..........ccceeevvevieenenieeeeereeeeere e — — — (52,048) — (52,048)
Common shares issued ............cceeeevvevveeeevrecreereennnn, 767 767 15,971 — — 16,738
Tax impact of share-based awards............cceceerunee — — 297 — — 297
Common shares repurchased .........c..cccceveenienennee. (359) (359) (10,929) — — (11,288)
Other common shares retired..............ccceeevveennennee. 40) (40) (1,354) — — (1,394)
Fair value of share-based compensation.................. — — 11,710 — — 11,710
Adoption of measurement date provision of FASB

Statement No. 158, net of tax (Note 12) .............. — — — (745) (69) (814)

Adoption of FIN No. 48 (NOte 9).......ccccevrererenenene — — — (3,074) — (3,074)
Adoption of FASB Statement No. 159, net of tax

(NOLE 1) vttt — — — 242 (242) —
Amounts related to postretirement benefit plans,

net of tax (NOte 12) ....ccveeeeiierieieieeeeeceeeieeeeene — — — — (2,406) (2,406)
Loss on derivatives, net of tax ........occeeevevvveeeveennnenns — — — — 2,281 2,281
Currency translation adjustment.............ccceuee... — — — — 3,263 3,263
Balance, December 31, 2007 .......ccccoeerereerirrenenenen 51,887 51,887 65,796 (37,530) (39,046) 41,107
NELINCOIME ...ttt — — — 101,634 — 101,634
Cash dividends.........ccoceeveviveerereciereiieeeeeeeeeeveenns — — — (51,422) — (51,422)
Common shares issued ...........ccoeeevvevveeeevreereereennnn, 380 380 2,542 — — 2,922
Tax impact of share-based awards............cceceerunee — — (2,468) — — (2,468)
Common shares repurchased (1,054) (1,054) (20,793) — — (21,847)
Other common shares retired (82) (82) (1,639) — — (1,721)
Fair value of share-based compensation.................. — — 10,769 — — 10,769
Amounts related to postretirement benefit plans,

net of tax (NOte 12) ...ocvevevvereeiereeeiereeeeereeeeereeens — — — — (22,044) (22,044)
Loss on derivatives, net of tax ........ccceeevevvveveveennnenns — — — — 1,383 1,383
Currency translation adjustment..............ccceeueenee. — — — — (5,247) (5,247)
Balance, December 31, 2008..........ccccceveveeriruenenennee 51,131 $ 51,131 $ 54,207 $ 12,682 $ (64,954) $ 53,066

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

(in thousands)

Year Ended December 31,
2008 2007 2006
Cash Flows from Operating Activities:
INEE TTICOINIC ..ottt et e e e e e et e e eeeeaee s e eeaeeseaeesaseseaeesseeeseesneeas 101,634 $ 143,515 100,954
Adjustments to reconcile net income to net cash provided by operating activities
of continuing operations:
Net loss (income) from discontinued operations 4,238 1,602 (116)
Depreciation .........coceveeviereenieniesieneeieeeee e 21,881 21,786 25,298
Amortization of iNtangibles .........ccoeveeriirieriiriierieeieceee e 42,079 45,774 59,237
Asset impairment Charges..........ccveereruerierieieinenesesteseeeeeee et 9,942 — 44,698
Amortization of contract acquisition costs 26,618 28,189 36,576
Employee share-based compensation eXpense..........c.ccoveeveeeeeenenrenennennennes 9,683 13,533 6,191
Deferred iNCOME tAXES .....cuvievieiiieciieeieeeiie et eeteereeeiee e e seeeereesereebeessaeeseas (790) 5,280 (37,375)
Other nON-cash IEMS, NEL..........cccvviiiiiiieeeiieeeeiee ettt 21,912 14,772 3,802
Changes in assets and liabilities, net of effects of acquisitions, product line
disposition and discontinued operations:
Trade accounts receivable............ccovvieeiviieeeiiieeeiiee e 10,578 6,065 (1,709)
Inventories and SUPPLES .....cc.eeveruieierierienieeierie ettt 321 (1,264) (1,234)
Other current assets (1,807) 3,719 28,728
INON-CUITENE ASSELS ..vvevvreeieerieiereeteeereesteeeseesseeseessseesseeesseesseeeseessneens 5,404 (1,665) (6,995)
ACCOUNLS PAYADIC. .....eiiiiiiiiiiiiiiieiiee e (9,768) 667 (7,781)
Contract acquisition payments............ceeeerverreennen. (9,008) (14,230) (17,029)
Other accrued and other non-current liabilities .................. (34,430) (22,668) 5,650
Net cash provided by operating activities of continuing operations...................... 198,487 245,075 238,895
Cash Flows from Investing Activities:
Purchases of Capital @SSELS......cc.eeueruerrieriieieriietenteeie ettt ettt sttt sae e e (31,865) (32,286) (41,012)
Payments for acquisitions, net of cash acquired ...........ccceveeviereenienieiieneeieneeiee (104,879) (2,316) (16,521)
Purchase of customer list (3,637) — —
— (1,057,460) —
— 1,057,460 —
4,181 19,214 9,247
— — 15,513
427 4,459 (111)
Net cash used by investing activities of continuing Operations .............cecceeueeueenee. (135,773) (10,929) (32,884)
Cash Flows from Financing Activities:
Net proceeds (payments) from short-term debt ............ccceeceeveriiiienieienienienieiee 10,800 (45,460) (99,686)
Proceeds from issuance of long-term debt, net of debt issuance costs... — 196,329 —
Payments on 1ong-term debt ..........cccoeiererieniniienenieiceieieeeee e (1,755) (326,582) (51,362)
Change in book overdrafts............cccceveererienenienencenne. (6,370) (3,006) 3,285
Proceeds from issuing shares under employee plans ...........ccccoeeveceeerinenenennenne 2,801 15,923 8,936
Excess tax benefit from share-based employee awards...........ccccevveveevieneenieneennenne 112 1,242 1,213
Payments for common shares repurchased (21,847) (11,288) —
Cash dividends paid to Shareholders ............cooerieriirienienieieeeeeee e (51,422) (52,048) (66,973)
Net cash used by financing activities of continuing Operations............c..ceeeeeenne (67,681) (224,890) (204,587)
Effect of Exchange Rate Change on Cash ..........ccccoeeieiiiiiiniininicnicccecncnccee (2,053) 1,161 158
Cash Provided (Used) by Operating Activities of Discontinued Operations............... 995 (401) 179
Cash Provided by Investing Activities of Discontinued Operations — Net Proceeds
FIOM SALE ..ot et ettt earee s — — 2,971
Net Change in Cash and Cash EqUivalents.........ccccoceeeererienieiienienieneeieneeeesieeieee (6,025) 10,016 4,732
Cash and Cash Equivalents: Beginning of Year........ccccccecevinencncnncnenene 21,615 11,599 6,867
End of Year ....ccoeevevveveerieieieceeeeeeeeene 15,590 $ 21,615 11,599

See Notes to Consolidated Financial Statements
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DELUXE CORPORATION
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1: Significant accounting policies

Consolidation — The consolidated financial statements include the accounts of Deluxe Corporation and its wholly-
owned subsidiaries. All intercompany accounts, transactions and profits have been eliminated.

Reclassifications — We have reclassified certain amounts presented in the consolidated financial statements for 2007
and 2006 to conform to the current period presentation. These reclassifications consisted of presenting restructuring charges
separately in the consolidated statements of income and reporting our Russell & Miller retail packaging and signage business
as discontinued operations (see Note 5). The reclassifications had no impact on previously reported net income or
shareholders’ equity.

Use of estimates — We have prepared the accompanying consolidated financial statements in conformity with
accounting principles generally accepted in the United States of America. In this process, it is necessary for us to make certain
assumptions and estimates affecting the amounts reported in the consolidated financial statements and related notes. These
estimates and assumptions are developed based upon all available information. However, actual results can differ from
assumed and estimated amounts.

Foreign currency translation — The financial statements of our foreign subsidiaries are measured in the respective
subsidiaries’ functional currencies, primarily Canadian dollars, and are translated into U.S. dollars. Assets and liabilities are
translated using the exchange rates in effect at the balance sheet date. Revenue and expenses are translated at the average
exchange rates during the year. The resulting translation gains and losses are reflected in accumulated other comprehensive
loss in the shareholders’ equity section of our consolidated balance sheets. Foreign currency transaction gains and losses are
recorded in other income in our consolidated statements of income.

Cash and cash equivalents — We consider all cash on hand and other highly liquid investments with original maturities
of three months or less to be cash and cash equivalents. The carrying amounts reported in the consolidated balance sheets for
cash and cash equivalents approximate fair value. As a result of our cash management system, checks issued by us but not
presented to the banks for payment may create negative book cash balances. Such negative balances are included in accounts
payable and totaled $7.1 million as of December 31, 2008 and $13.5 million as of December 31, 2007.

Marketable securities — Marketable securities which were purchased and sold during 2007 consisted of investments in
tax-exempt mutual funds. They were classified as available for sale and were carried at fair value on the consolidated balance
sheet, based on quoted prices in active markets for identical assets. The cost of securities sold was determined using the
specific identification method.

Trade accounts receivable — Trade accounts receivable are initially recorded at fair value upon the sale of goods or
services to customers. They are stated net of allowances for uncollectible accounts, which represent estimated losses resulting
from the inability of customers to make the required payments. When determining the allowances for uncollectible accounts,
we take several factors into consideration including the overall composition of accounts receivable aging, our prior history of
accounts receivable write-offs, the type of customer and our day-to-day knowledge of specific customers. Changes in the
allowances for uncollectible accounts are included in selling, general and administrative (SG&A) expense in our consolidated
statements of income. The point at which uncollected accounts are written off varies by type of customer, but generally does
not exceed one year from the date of sale.

Inventories and supplies — Inventories and supplies are stated at the lower of average cost or market. Average cost
approximates computation on a first-in, first-out basis. Supplies consist of items not used directly in the production of goods,
such as maintenance and janitorial supplies utilized in the production area.

Cash held for customers — As part of our Canadian payroll services business, we collect funds from clients to pay their
payroll and related taxes. We hold these funds temporarily until payments are remitted to the clients’ employees and the
appropriate taxing authorities. These funds are reported as cash held for customers in our consolidated balance sheets. The
corresponding liability for these obligations is included in accrued liabilities in our consolidated balance sheets.
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Long-term investments — Long-term investments consist primarily of cash surrender values of life insurance contracts.
The carrying amounts reported in the consolidated balance sheets for these investments approximate fair value. Additionally,
long-term investments include an investment in a domestic mutual fund with a fair value of $1.9 million as of December 31,
2008 and $3.0 million as of December 31, 2007. Fair value is based on quoted prices in active markets for identical assets,
which is considered a Level 1 fair value measurement under Statement of Financial Accounting Standards (SFAS) No. 157,
Fair Value Measurements. Effective January 1, 2007, we elected to report the mutual fund investment using the fair value
option under SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities. 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 mutual fund investment. The liability under the plan equals the fair value of the mutual fund investment. Under
SFAS No. 159, the investment is reported as a trading security, and changes in the fair value of both the plan asset and
liability are netted within SG&A expense in the consolidated statements of income. Dividends earned by the mutual fund
investment, as reported by the fund, realized gains and losses and permanent declines in value are also netted within SG&A
expense in the consolidated statements of income. The cost of securities sold is determined using the average cost method.
During 2008, we recognized a net unrealized loss of $1.3 million on the mutual fund investment and during 2007, we
recognized a net unrealized loss of $0.1 million. Prior to January 1, 2007, the mutual fund investment was classified as an
available for sale security, and unrealized gains and losses, net of tax, were reported in accumulated other comprehensive loss
in the shareholders’ equity section of our consolidated balance sheet. As required by SFAS No. 159, the cumulative
unrealized gain related to the mutual fund investment of $0.2 million, net of tax, as of January 1, 2007, was reclassified from
accumulated other comprehensive loss to accumulated deficit as of January 1, 2007. The unrealized pre-tax gain on this
investment as of January 1, 2007 was $0.4 million.

Property, plant and equipment — Property, plant and equipment, including leasehold and other improvements that
extend an asset’s useful life or productive capabilities, are stated at historical cost. Buildings have been assigned 40-year lives
and machinery and equipment are generally assigned lives ranging from one to 11 years, with a weighted-average life of 8.1
years as of December 31, 2008. Buildings, machinery and equipment are generally depreciated using accelerated methods.
Leasehold and building improvements are depreciated on the straight-line basis over the estimated useful life of the property
or the life of the lease, whichever is shorter. Maintenance and repairs are expensed as incurred. Gains or losses resulting from
the disposition of property, plant and equipment are included in SG&A expense in the consolidated statements of income,
with the exception of building sales. Such sales are reported separately in the consolidated statements of income.

Intangibles — Intangible assets are stated at historical cost. Amortization expense is generally determined on the
straight-line basis over periods ranging from one to 20 years, with a weighted-average life of 6.5 years as of December 31,
2008. Customer lists and distributor contracts are amortized using accelerated methods. Each reporting period, we evaluate
the remaining useful lives of our amortizable intangibles to determine whether events and circumstances warrant a revision to
the remaining period of amortization. If our estimate of an asset’s remaining useful life is revised, the remaining carrying
amount of the asset is amortized prospectively over the revised remaining useful life. As of December 31, 2008, one of our
trade name assets has been assigned an indefinite life. As such, this asset is not amortized, but is subject to impairment testing
on at least an annual basis. As of December 31, 2007, two of our trade name assets had been assigned indefinite lives. See
Note 7 for information regarding the asset that was modified from an indefinite-lived asset to an amortizable asset. Gains or
losses resulting from the disposition of intangibles are included in SG&A expense in the consolidated statements of income.

We capitalize costs of software developed or obtained for internal use, including website development costs, once the
preliminary project stage has been completed, management commits to funding the project and it is probable that the project
will be completed and the software will be used to perform the function intended. Capitalized costs include only (1) external
direct costs of materials and services consumed in developing or obtaining internal-use software, (2) payroll and payroll-
related costs for employees who are directly associated with and who devote time to the internal-use software project, and (3)
interest costs incurred, when significant, while developing internal-use software. Costs incurred in populating websites with
information about the company or products are expensed as incurred. Capitalization of costs ceases when the project is
substantially complete and ready for its intended use. The carrying value of internal-use software is reviewed in accordance
with our policy on impairment of long-lived assets and amortizable intangibles.

Impairment of long-lived assets and amortizable intangibles — We evaluate the recoverability of property, plant,

equipment and amortizable intangibles not held for sale whenever events or changes in circumstances indicate that an asset’s
carrying amount may not be recoverable. Such circumstances could include, but are not limited to, (1) a significant decrease

57



in the market value of an asset, (2) a significant adverse change in the extent or manner in which an asset is used or in its
physical condition, or (3) an accumulation of costs significantly in excess of the amount originally expected for the
acquisition or construction of an asset. We measure the carrying amount of the asset against the estimated undiscounted future
cash flows associated with it. If the sum of the expected future net cash flows is less than the carrying value of the asset being
evaluated, an impairment loss would be recognized. The impairment loss would be calculated as the amount by which the
carrying value of the asset exceeds the fair value of the asset. As quoted market prices are not available for the majority of our
assets, the estimate of fair value is based on various valuation techniques, including the discounted value of estimated future
cash flows.

We evaluate the recoverability of property, plant, equipment and intangibles held for sale by comparing the asset’s
carrying amount with its fair value less costs to sell. Should the fair value less costs to sell be less than the carrying value of
the long-lived asset, an impairment loss would be recognized. The impairment loss would be calculated as the amount by
which the carrying value of the asset exceeds the fair value of the asset less costs to sell.

The evaluation of asset impairment requires us to make assumptions about future cash flows over the life of the asset
being evaluated. These assumptions require significant judgment and actual results may differ from assumed and estimated
amounts.

Impairment of non-amortizable intangibles and goodwill — In accordance with SFAS No. 142, Goodwill and Other
Intangible Assets, we evaluate the carrying value of non-amortizable intangibles and goodwill on July 31* of each year and
between annual evaluations if events occur or circumstances change that would indicate a possible impairment. Such
circumstances could include, but are not limited to, (1) a significant adverse change in legal factors or in business climate, (2)
unanticipated competition, (3) an adverse action or assessment by a regulator, or (4) an adverse change in market conditions
which are indicative of a decline in the fair value of the assets.

When evaluating whether our indefinite-lived trade name is impaired, we compare the carrying amount of the asset to
its estimated fair value. The estimate of fair value is based on a relief from royalty method which calculates the cost savings
associated with owning rather than licensing the trade name. An assumed royalty rate is applied to forecasted revenue and the
resulting cash flows are discounted. Should the estimated fair value be less than the carrying value of the asset being
evaluated, an impairment loss would be recognized. The impairment loss is calculated as the amount by which the carrying
value of the asset exceeds the fair value of the asset. The impairment analyses completed during 2008 indicated impairment of
trade names in our Small Business Services segment. See Note 7 for further information regarding these impairment charges
and Note 18 for related information regarding market risks. In addition to the required impairment analyses, we continually
evaluate the remaining useful life of our indefinite-lived asset to determine whether events and circumstances continue to
support an indefinite useful life. If we determine that the asset has a finite useful life, we must first test the asset for
impairment and then amortize the asset’s remaining carrying value over its estimated remaining useful life (see Note 7).

When evaluating whether goodwill is impaired, we compare the fair value of the reporting unit to which the goodwill is
assigned to its carrying amount. In calculating fair value, we use the income approach. The income approach is a valuation
technique under which we estimate future cash flows using each reporting unit’s financial forecast from the perspective of an
unrelated market participant. Future estimated cash flows are discounted to their present value to calculate fair value. For
reasonableness, the summation of our reporting units’ fair values is compared to our consolidated fair value as indicated by
our market capitalization plus an appropriate control premium. If the carrying amount of a reporting unit exceeds its fair
value, then the amount of the impairment loss must be measured. An impairment loss is calculated by comparing the implied
fair value of the reporting unit goodwill to its carrying amount. In calculating the implied fair value of goodwill, the fair value
of the reporting unit is allocated to all of the other assets and liabilities of that unit based on their fair values. The excess of
the fair value of a reporting unit over the amount assigned to its other assets and liabilities is the implied fair value of
goodwill. Since the fair value of all our reporting units exceeded their carrying values, the impairment analyses completed
during 2008, 2007 and 2006 indicated no goodwill impairment. See Note 18 for related information regarding market risks.

Contract acquisition costs — We record contract acquisition costs when we sign or renew certain contracts with our
financial institution clients. These costs, which are essentially pre-paid product discounts, consist of cash payments or
accruals related to amounts owed to financial institution clients by our Financial Services segment. Contract acquisition costs
are generally amortized as reductions of revenue on the straight-line basis over the related contract term. Currently, these
amounts are being amortized over periods ranging from one to 10 years, with a weighted-average life of 5.7 years as of
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December 31, 2008. Whenever events or changes occur that impact the related contract, including significant declines in the
anticipated profitability, we evaluate the carrying value of the contract acquisition costs to determine if impairment has
occurred. Should a financial institution cancel a contract prior to the agreement's termination date, or should the volume of
orders realized through a financial institution fall below contractually-specified minimums, we generally have a contractual
right to a refund of the remaining unamortized contract acquisition costs. These costs are included in other non-current assets
in the consolidated balance sheets. See Note 18 for related information regarding market risks.

Adbvertising costs — Deferred advertising costs include materials, printing, labor and postage costs related to direct
response advertising programs of our Direct Checks and Small Business Services segments. These costs are amortized as
SG&A expense over periods (not exceeding 18 months) that correspond to the estimated revenue streams of the individual
advertisements. The actual revenue streams are analyzed at least annually to monitor the propriety of the amortization periods.
Judgment is required in estimating the future revenue streams, especially with regard to check re-orders which can span an
extended period of time. Significant changes in the actual revenue streams would require the amortization periods to be
modified, thus impacting our results of operations during the period in which the change occurred and in subsequent periods.
For our Direct Checks segment, approximately 82% of the costs of individual advertisements are expensed within six months
of the advertisement. The majority of the deferred advertising costs of our Small Business Services segment are fully
amortized within six months of the advertisement. Deferred advertising costs are included in other non-current assets in the
consolidated balance sheets, as portions are amortized over periods in excess of one year.

Non-direct response advertising projects are expensed the first time the advertising takes place. Catalogs provided to
financial institution clients of the Financial Services segment are accounted for as prepaid assets until they are shipped to
financial institutions. The total amount of advertising expense for continuing operations was $110.5 million in 2008, $120.0
million in 2007 and $115.2 million in 2006.

Restructuring charges — Over the past several years, we have recorded restructuring accruals as a result of facility
closings and cost management efforts. These accruals primarily consist of employee termination benefits payable under our
ongoing severance benefit plan. We record accruals for employee termination benefits when it is probable that a liability has
been incurred and the amount of the liability is reasonably estimable. As such, judgment is involved in determining when it is
appropriate to record restructuring accruals. Additionally, we are required to make estimates and assumptions in calculating
the restructuring accruals, as many times employees choose to voluntarily leave the company prior to their termination date or
they secure another position within the company. In these situations, the employees do not receive termination benefits. To
the extent our assumptions and estimates differ from our actual costs, subsequent adjustments to restructuring accruals have
been and will be required. Restructuring accruals are included in accrued liabilities in our consolidated balance sheets. In
addition to severance benefits, we also typically incur other costs related to restructuring activities including, but not limited
to, equipment moves, training and travel. These costs are expensed as incurred.

Deferred income taxes — Deferred income taxes result from temporary differences between the financial reporting basis
of assets and liabilities and their respective tax reporting bases. Current deferred tax assets and liabilities are netted in the
consolidated balance sheets, as are long-term deferred tax assets and liabilities. Future tax benefits are recognized to the
extent that realization of such benefits is more likely than not.

Derivative financial instruments — In the past, we have used derivative financial instruments to hedge interest rate
exposures related to the issuance of long-term debt (see Note 8). We do not use derivative financial instruments for
speculative or trading purposes.

We recognize all derivative financial instruments in the consolidated financial statements at fair value regardless of the
purpose or intent for holding the instrument. Changes in the fair value of derivative financial instruments are recognized
periodically either in income or in shareholders’ equity as a component of accumulated other comprehensive loss, depending
on whether the derivative financial instrument qualifies for hedge accounting, and if so, whether it qualifies as a fair value
hedge or a cash flow hedge. Generally, changes in fair values of derivatives accounted for as fair value hedges are recorded in
income along with the portion of the change in the fair value of the hedged items that relate to the hedged risk. Changes in fair
values of derivatives accounted for as cash flow hedges, to the extent they are effective as hedges, are recorded in
accumulated other comprehensive loss, net of tax. We present amounts used to settle cash flow hedges as financing activities
in our consolidated statements of cash flows. Changes in fair values of derivatives not qualifying as hedges are reported in
income.
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Revenue recognition — We recognize revenue when (1) persuasive evidence of an arrangement exists, (2) delivery has
occurred or services have been rendered, (3) the sales price is fixed or determinable, and (4) collectibility is reasonably
assured. The majority of our revenues are generated from the sale of products for which revenue is recognized upon shipment
or customer receipt, based upon the transfer of title. Our services, which account for the remainder of our revenue, consist
primarily of fraud prevention and payroll services, as well as web hosting and applications services. We recognize these
service revenues as the services are provided. In some situations, our web hosting and applications services are billed on a
quarterly, semi-annual or annual basis. When a customer pays in advance for services, we defer the revenue and recognize it
as the services are performed. Up-front set-up fees related to our web hosting and applications services are deferred and
recognized as revenue on the straight-line basis over their estimated economic life. Deferred revenue is included in accrued
liabilities in our consolidated balance sheets.

Revenue includes amounts billed to customers for shipping and handling and pass-through costs, such as marketing
materials for which our financial institution clients reimburse us. Costs incurred for shipping and handling and pass-through
costs are reflected in cost of goods sold. For sales with a right of return, a reserve for sales returns is recorded in accordance
with SFAS No. 48, Revenue Recognition When Right of Return Exists, based on significant historical experience.

At times, a financial institution client may terminate its contract with us prior to the end of the contract term. In many
of these cases, the financial institution is contractually required to remit a contract termination payment. Such payments are
recorded as revenue when the termination agreement is executed, provided that we have no further service or contractual
obligations, and collection of the funds is assured.

Revenue is presented in the consolidated statements of income net of rebates, discounts, amortization of contract
acquisition costs and sales tax. We enter into contractual agreements with financial institution clients for rebates on certain
products we sell. We record these amounts as reductions of revenue in the consolidated statements of income and as accrued
liabilities in the consolidated balance sheets when the related revenue is recorded. At times we may also sell products at
discounted prices or provide free products to customers when they purchase a specified product. Discounts are recorded as
reductions of revenue when the related revenue is recorded. The cost of free products is recorded as cost of goods sold when
the revenue for the related purchase is recorded. Additionally, reported revenue for our Financial Services segment does not
reflect the full retail price paid by end-consumers to their financial institutions. Revenue reflects the amounts paid to us by our
financial institution clients.

Employee share-based compensation — Our share-based compensation consists of non-qualified stock options,
restricted stock units, restricted stock and an employee stock purchase plan. On January 1, 2006, we adopted SFAS No.
123(R), Share-Based Payment, using the modified prospective method. Prior to this, we were applying the fair value method
of SFAS No. 123, Accounting for Stock-Based Compensation, in accounting for employee share-based awards. As such, our
results of operations for all periods presented include compensation expense for all outstanding employee share-based awards.
We elected to utilize the transition method outlined in Financial Accounting Standards Board (FASB) Staff Position (FSP)
No. FAS 123(R)-3, Transition Election Related to Accounting for the Tax Effects of Share-Based Payment Awards, in
accounting for the income tax consequences of employee share-based compensation awards. Upon the adoption of SFAS No.
123(R), we had a positive income tax windfall pool.

The fair value of stock options is measured on the grant date using the Black-Scholes option pricing model. The related
compensation expense is recognized on the straight-line basis, net of estimated forfeitures, over the option’s vesting period.
The fair value of restricted stock and a portion of our restricted stock unit awards is measured on the grant date based on the
market value of our common stock. The related compensation expense, net of estimated forfeitures, is recognized over the
applicable service period. Certain of our restricted stock unit awards may be settled in cash if an employee voluntarily
chooses to leave the company. These awards are included in accrued liabilities in the consolidated balance sheets and are re-
measured at fair value as of each balance sheet date. Compensation expense for the 15% discount provided under our
employee stock purchase plan is recognized over the six-month purchase period. Prior to August 1, 2006, our plan contained
a “look-back” provision under which the purchase price was calculated at 85% of the lower of the stock’s market value at the
beginning or end of the six-month purchase period. We utilized the Black-Scholes option pricing model to calculate the fair
value of these awards, and the resulting compensation expense was recognized over the six-month purchase period.
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Earnings per share — Basic earnings per share is based on the weighted-average number of common shares outstanding
during the year. Diluted earnings per share is based on the weighted-average number of common shares outstanding during the
year, adjusted to give effect to potential common shares such as stock options, restricted stock units and unvested restricted stock
issued under our stock incentive plan (see Note 10). When determining the denominator for the diluted earnings per share
calculation under the treasury stock method, we exclude from assumed proceeds the impact of pro forma deferred tax assets.

Comprehensive income — Comprehensive income includes charges and credits to shareholders’ equity that are not the
result of transactions with shareholders. Our total comprehensive income consists of net income, gains and losses on
derivative instruments, changes in the funded status and amortization of amounts related to our pension and postretirement
benefit plans, and foreign currency translation adjustments. In 2006, total comprehensive income also included minimum
pension liability adjustments and unrealized gains and losses on securities. These items are no longer included in
comprehensive income due to the adoption of SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans, and SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities. The items of
comprehensive income, with the exception of net income, are included in accumulated other comprehensive loss in our
consolidated balance sheets and statements of shareholders’ equity (deficit).

Recently adopted accounting pronouncement — In December 2007, the Securities and Exchange Commission (SEC)
issued Staff Accounting Bulletin (SAB) No. 110. This guidance allows companies, in certain circumstances, to utilize a simplified
method in determining the expected term of stock option grants when calculating the compensation expense to be recorded under
SFAS No. 123(R), Share-Based Payment. The simplified method can be used after December 31, 2007 only if a company’s stock
option exercise experience does not provide a reasonable basis upon which to estimate the expected option term. Through 2007,
we utilized the simplified method to determine the expected option term, based upon the vesting and original contractual terms of
the option. On January 1, 2008, we began calculating the expected option term based on our historical option exercise data. This
change did not have a significant impact on the compensation expense recognized for stock options granted in 2008.

Accounting pronouncements not yet adopted — In December 2007, the FASB issued SFAS No. 141(R), Business
Combinations, which modifies the required accounting for business combinations. This guidance applies to all transactions or
other events in which an entity (the acquirer) obtains control of one or more businesses (the acquiree), including those
sometimes referred to as “true mergers” or “mergers of equals.” SFAS No. 141(R) changes the accounting for business
acquisitions and will impact financial statements at the acquisition date and in subsequent periods. We are required to apply
the new guidance to business combinations completed after December 31, 2008. We are not able to predict the impact this
guidance will have on the accounting for acquisitions we may complete in future periods. For acquisitions completed prior to
January 1, 2009, the new standard requires that changes in deferred tax asset valuation allowances and acquired income tax
uncertainties after the measurement period must be recognized in earnings rather than as an adjustment to the cost of the
acquisition. We do not expect this new guidance to have a significant impact on our consolidated financial statements.

In April 2008, the FASB issued FSP No. FAS 142-3, Determination of the Useful Life of Intangible Assets. This
guidance addresses the determination of the useful life of intangible assets which have legal, regulatory or contractual
provisions that potentially limit a company’s use of an asset. Under the new guidance, a company should consider its own
historical experience in renewing or extending similar arrangements. We are required to apply the new guidance to intangible
assets acquired after December 31, 2008. As this guidance applies only to assets we may acquire in the future, we are not able
to predict its impact, if any, on our consolidated financial statements.

In June 2008, the FASB issued FSP No. EITF 03-6-1, Determining Whether Instruments Granted in Share-Based
Payment Transactions Are Participating Securities. This guidance states that unvested share-based payment awards that
contain nonforfeitable rights to dividends or dividend equivalent payments are participating securities and should be included
in the computation of earnings per share using the two-class method outlined in SFAS No. 128, Earnings per Share. The
two-class method is an earnings allocation formula that determines earnings per share for each class of common stock and
participating security according to dividends declared and participation rights in undistributed earnings. The terms of our
restricted stock unit and restricted stock awards do provide a nonforfeitable right to receive dividend equivalent payments on
unvested awards. As such, these awards are considered participating securities under the new guidance. Effective January 1,
2009, we will begin reporting earnings per share under the two-class method and will restate all historical earnings per share
data. We do not expect the adoption of this statement to have a significant impact on reported earnings per share.
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In December 2008, the FASB issued FSP No. FAS 132(R)-1, Employers’ Disclosures about Postretirement Benefit
Plan Assets. This standard provides guidance on an employer’s disclosures about plan assets of a defined benefit pension or
other postretirement plan. Any additional disclosures required under this guidance will be included in our annual report on
Form 10-K for the year ending December 31, 2009.

Note 2: Supplementary balance sheet and cash flow information

Trade accounts receivable — Net trade accounts receivable was comprised of the following at December 31:

(in thousands) 2008 2007

Trade accounts receivable .........cocovveveevveiveneeenns $ 74502 $ 91,145

Allowances for uncollectible accounts................ (5,930) (6,877)
Trade accounts receivable — net ...........oue...... $ 68,572 $ 84,268

Changes in the allowances for uncollectible accounts were as follows:

(in thousands) 2008 2007 2006

Balance, beginning of year ..........ccccceeeeevvenerennen, $ 6,877 $ 7915 $ 7,676
Bad debt eXpense........coeceeviieeiiiiniieineeeieeen, 7,756 8,233 8,732
Write-offs, net of recoveries .........ccoeveeeennennnn, (8,703) (9,271) (8,493)

Balance, end of year .........ccccceveeveniinencencnnn, $ 5930 $ 6,877 $ 7,915

Inventories and supplies — Inventories and supplies were comprised of the following at December 31:

(in thousands) 2008 2007
RAW MALETIALS .ot $ 4,047 $ 4,510
Semi-finished Z00dS .........coceceruecererinineeneennenes 10,807 11,046
Finished g00ds......c..coceverieineineinieinenieinecne 6,608 8,271

Total INVENLOTIES ..cvvvvveieeieeieeeieeeeeeee e eeaees 21,462 23,827
Supplies, primarily production ............cccceveuenneee. 4,329 6,091

Inventories and SUPPLES ........cccevveeervecrecnnene. $ 25,791 $ 29.918

Property, plant and equipment — Property, plant and equipment was comprised of the following at December 31:

(in thousands) 2008 2007
Land and land improvements .............c.ccoceeveuenen. $ 35097 % 35,895
Buildings and building improvements................ 133,865 133,664
Machinery and equipment ...........c.cccceeerveennncnn 300,029 295,197
TOtal...ooveeeeeeieiieeeeeeeeceeeee e 468,991 464,756
Accumulated depreciation ...........coceeevererernenne. (340,886) (325,896)
Property, plant and equipment — net.............. $ 128,105 $ 138,860
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Intangibles — Intangibles were comprised of the following at December 31:

2008 2007
Gross Net Gross Net
carrying  Accumulated carrying carrying  Accumulated carrying
(in thousands) amount amortization amount amount amortization amount
Indefinite-lived:

Trade names.......cceeeveeveeeenn.. $ 24,000 — $ 24,000 $ 59,400 $ — $ 59,400
Amortizable intangibles:

Internal-use software............. 315,493 (260,320) 55,173 278,782 (243,472) 35,310

Customer lists/relationships .. 125,530 (96,963) 28,567 110,165 (85,199) 24,966

Distributor contracts ............. 30,900 (22,792) 8,108 30,900 (19,016) 11,884

Trade names...........ccccvennennee. 54,861 (19,920) 34,941 29,569 (16,123) 13,446

Other.....coooevveveieiecieieieeene 8,505 (5,213) 3,292 7,667 (4,410) 3,257

Amortizable intangibles...... 535,289 (405,208) 130,081 457,083 (368,220) 88,863

Intangibles.........ccccenene.e. $ 559,289 $ (405,208) $ 154,081 $ 516,483 $ (368,220) $ 148,263

Total amortization of intangibles was $42.1 million in 2008, $45.8 million in 2007 and $59.2 million in 2006. Of these
amounts, amortization of internal-use software was $17.5 million in 2008, $16.6 million in 2007 and $25.2 million in 2006.
Based on the intangibles in service as of December 31, 2008, estimated amortization expense for each of the next five years

ending December 31 is as follows:

(in thousands)

40,210
26,125
17,217
7,354
4,804

We acquire internal-use software in the normal course of business. In conjunction with acquisitions (see Note 4), we
also acquired certain other amortizable intangible assets. The following intangible assets were acquired during the years

indicated:
2008 2007 2006
Weighted- Weighted- Weighted-
average average average
amortization amortization amortization
(in thousands) Amount period Amount period Amount period
Internal-use software.......... $ 39418 3 years $ 17,394 4 years $ 18,984 3 years
Customer lists/
relationships.........ccoeeene 19,292 11 years _ _ 4,200 5 years
Trade names..........c..cc.cu.ee. 1,016 9 years — — 1,400 5 years
(01115 U 900 3 years — — J— —
Acquired intangibles....$ 60,626 6 years $ 17,394 4 years $ 24,584 4 years
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Goodwill — As of December 31, 2008, goodwill was comprised of the following:

(in thousands)

Acquisition of New England Business Service, Inc. (NEBS) in June 2004 .......... $ 492,082
Acquisition of Designer Checks, Inc. in February 2000 ..........cco.covvvvrvrrrveennne. 77,970
Acquisition of Hostopia.com Inc. in August 2008 (see Note 4) ......cccceveereennene. 68,555
Acquisition of the Johnson Group in October 2006 (see Note 4)".............cco....... 7,320
Acquisition of Direct Checks in December 1987.........cccocccvevnenvineincccncncnnene. 4,267
Acquisition of Logo Design Mojo, Inc. in April 2008 (see Note 4)"................... 1,336
Acquisition of Dots and Pixels, Inc. in July 2005 ........cccocecrevrennineineccnencnene. 856
Acquisition of All Trade Computer Forms, Inc. in February 2007 (see Note 4)... 658
GOOAWILL ...t $ 653,044
™ This goodwill is deductible for income tax purposes.
Changes in goodwill were as follows:
Small
Business Direct
(in thousands) Services Checks Total
Balance, December 31, 2006 ..........ccceeeeeeeeeeeieeeeeeeee e, $ 507,935 $ 82,237 $ 590,172
Sale of industrial packaging product line (see Note 4) ............... (5,864) — (5,864)
Adjustment to NEBS acquisition income tax receivable and
deferred INCOME tAXES .....ccccvereerrieeeriieeeereeesreeeesreeeerreee e, 915) — 915)
Acquisition of All Trade Computer Forms, Inc. (see Note 4)..... 711 — 711
Adoption of FIN No. 48 (see NOte 9) ...ccceeevveereeinieenieenieennenn, 576 — 576
Currency translation adjustment ...........cc..ceceeverieeneeneeneeneenn, 243 — 243
Balance, December 31, 2007 .......cooiiuviiieeeeeeciieeeee e, 502,686 82,237 584,923
Acquisition of Hostopia.com Inc. (see Note 4).........c.ccccceeeuennn. 68,555 — 68,555
Acquisition of Logo Design Mojo, Inc. (see Note 4).................. 1,359 — 1,359
Adjustment to NEBS acquisition uncertain tax positions ........... (1,436) — (1,436)
Currency translation adjustment ...........c.cceevvveerveeenieeniieenieennen, (357) — (357)
Balance, December 31, 2008 ........cccooviiieeeieeiiieeeeee e, $ 570,807 $ 82,237 $ 653,044

Fair value measurements — On January 1, 2007, we adopted SFAS No. 157, Fair Value Measurements. This standard
addresses how companies should measure fair value when they are required to use a fair value measure for recognition or
disclosure purposes under generally accepted accounting principles (GAAP) in the United States. In February 2008, the FASB
issued FSP No. FAS 157-2, Effective Date of FASB Statement No. 157, which delays the effective date of SFAS No. 157 for
nonfinancial assets and nonfinancial liabilities, except for items that are recognized or disclosed at fair value in the financial
statements on a recurring basis. Because we adopted SFAS No. 157 on January 1, 2007, the delay outlined in FSP No. FAS 157-2
does not apply to us.

On a recurring basis, we measure at fair value a long-term investment in a domestic mutual fund using quoted prices in
active markets for identical assets. This is considered a Level 1 fair value measurement under SFAS No. 157. This investment had
a fair value of $1.9 million as of December 31, 2008 and $3.0 million as of December 31, 2007. Further information regarding
this investment is provided in our long-term investments policy in Note 1.
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As of July 31 of each year we complete the annual impairment analysis of indefinite-lived intangibles and goodwill. We
completed an additional analysis as of December 31, 2008, based on the continuing impact of the economic downturn on our
expected operating results. Information regarding the methodology used to determine the fair value of these assets is provided in
the impairment of non-amortizable intangibles and goodwill policy in Note 1. Also during 2008, we measured the net assets of
discontinued operations at fair value (see Note 5). Information regarding these nonrecurring fair value measurements completed
as of December 31, 2008 and July 31, 2007 was as follows:

Fair value measurements using

Fair value Quoted prices in Significant
as of active markets Significant other unobservable
measurement for identical observable inputs
(in thousands) date assets (Level 1) inputs (Level 2) (Level 3)
2008:
Indefinite-lived trade
DAMNE ..o $ 24296 $ — S — 3 24,296
Amortizable NEBS®
trade name (see Note 7)... 25,845 — — 25,845
Goodwill" .......cooveeeenen. 1,306,718 — — 1,306,718
Discontinued operations.... 678 — 678 —
2007:
Indefinite-lived trade
NAIMES. .. 74,503 — — 74,503
Goodwill” ......coovveernen. 2,494,281 — — 2,494,281

O Fair value represents the fair value of reporting units to which goodwill is assigned. Because the fair value of each of our reporting units was greater than its
carrying value, the implied fair value of goodwill was not required to be calculated.

During 2008, we recorded impairment charges related to our indefinite-lived trade names. See Note 7 for further
discussion of these impairment charges. Also, see Note 18 for discussion of market risks related to goodwill and our
indefinite-lived trade name.

Other non-current assets — Other non-current assets as of December 31 were comprised of the following:

(in thousands) 2008 2007
Contract acquisition costs (net of accumulated
amortization of $99,502 and $82,976,

TESPECHIVELY) .ottt $ 37,706 $ 55,516
Deferred advertising COStS ........ccceverererererennennes 20,189 24,148
OhET v 21,980 28,246

Other non-current assets ..........c..oceeeeereerveenenns $ 79875 $ 107,910

See Note 18 for a discussion of market risks related to contract acquisition costs. Changes in contract acquisition costs
were as follows:

(in thousands) 2008 2007 2006

Balance, beginning of year ........c..cccceeeeneennenne. $ 55,516 $ 71,721 $ 93,664
AAAIONS™ ..o 8.808 11,984 14,633
AMOItiZation .......cc.eveeeeeeeiiiiieeeeeeeeccieeeeeeeeeeeas (26,618) (28,189) (36,576)

Balance, end of year ......cc..cccceevvevienienieneencnnne. $ 37,706 $ 55,516 $ 71,721

(D Contract acquisition costs are accrued upon contract execution. Cash payments made for contract acquisition costs were $9,008 in 2008, $14,230 in 2007
and $17,029 in 2006.

65



Accrued liabilities — Accrued liabilities as of December 31 were comprised of the following:

(in thousands) 2008 2007
CUStOMET TEDALES ......ceveevveereeereereeereereeeeere e, $ 29,113  $ 20,397
Cash held for cusStomers............coeeeveeeireeeieeeeeeenenn, 26,078 23,285
Restructuring (see NOte 6).....cc.cevevvereerereeneeneenuennen 20,379 5,050
Employee profit sharing and pension..................... 15,061 39,995
Wages, including vacation...........cccceceveveererueneenen 12,176 16,960
INEETESE oot 5,394 5,414
Other ..c.veeviceieiieececeeee e 34,398 38,874

Accrued liabilities..........cceeeeeeeereeesrecresieerenen, $ 142,599 $ 149,975

Supplemental cash flow disclosures — Cash payments for interest and income taxes were as follows for the years ended
December 31:

(in thousands) 2008 2007 2006
INterest Paid ......ccooveveeeriereiriereiieeeeereeeeereeens $ 50,441 $ 57,077 $ 57,035
Income taxes paid ......cc..coeeevueeiinienienieneeneenne. 59,997 89,944 74,891

As of December 31, 2008, we had accounts payable of $2.0 million related to capital asset purchases. These amounts were
reflected in property, plant and equipment and intangibles in our consolidated balance sheet as of December 31, 2008, as we did
receive the assets as of that date. The payment of these liabilities will be included in purchases of capital assets on the
consolidated statements of cash flows when these liabilities are paid. As of December 31, 2007, we had accounts payable of $3.9
million related to capital asset purchases.

Marketable securities purchased and sold during 2007 consisted primarily of investments in tax-exempt mutual funds.
The funds were comprised of variable rate demand notes, municipal bonds and notes, and commercial paper. The cost of
these investments equaled their fair value due to the short-term duration of the underlying investments. No realized or
unrealized gains or losses on marketable securities were generated during 2007. Purchases of and proceeds from sales of
available for sale marketable securities were $1,057.5 million for 2007. We did not hold marketable securities during 2008 or
2006.

During 2008, we completed the sale of our Flagstaff, Arizona facility, which was closed in August 2008. Proceeds from
the sale were $4.2 million, resulting in a pre-tax gain of $1.4 million. During 2007, we completed the sale of the assets of our
Small Business Services industrial packaging product line for $19.2 million, realizing a pre-tax gain of $3.8 million (see Note 4).
During 2006, we completed the sale of three Financial Services facilities which were closed in 2004 and one Small Business
Services facility which was closed prior to our acquisition of NEBS in June 2004. Proceeds from these sales were $9.2 million in
total, resulting in a net pre-tax gain of $4.6 million.

For 2007, other investing activities reported on the consolidated statement of cash flows was primarily comprised of

cash proceeds of $1.6 million from a mortgage note receivable, benefits of $1.2 million received under life insurance policies
and cash proceeds of $1.1 million received from the sale of miscellaneous fixed assets.
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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.

(in thousands, except per share amounts) 2008 2007 2006
Earnings per share — basic:
Income from continuing operations...................... $ 105,872 $ 145,117 $ 100,838
Weighted-average shares outstanding.................. 50,905 51,436 51,001
Earnings per share — basic ..........cceceevrirrerereirrrnennnn, $ 208 $ 282 % 1.98

Earnings per share — diluted:

Income from continuing operations...................... $ 105,872 $ 145,117 $ 100,838
Re-measurement of share-based awards

classified as liabilities ...........cccceeevveeereeecreerneennn, (367) (10) (584)
Income available to common shareholders .......... $ 105,505 $ 145,107 $ 100,254
Weighted-average shares outstanding.................. 50,905 51,436 51,001

Dilutive impact of options, restricted stock units,
unvested restricted stock and employee stock

purchase plan .........cccecevevieniniiiininiieieeee, 445 496 229
Weighted-average shares and potential dilutive

shares outstanding..........coceeevveveereenieneenieneeneeneenns 51,350 51,932 51,230

Earnings per share — diluted ..........ccccoevevereinrrnnnne, $ 205 $ 279 % 1.96

Weighted-average antidilutive options excluded
from calculation ...........ccceeeveeeieieeieeciecreecneenn, 3,505 2,124 3,028

Earnings per share amounts for continuing operations, discontinued operations and net income, as presented on the
consolidated statements of income, are calculated individually and may not sum due to rounding differences.

Note 4: Acquisitions and disposition

2008 acquisitions — In June 2008, we entered into a definitive agreement to acquire all of the common shares of
Hostopia.com Inc. (Hostopia) in a cash transaction for $99.4 million, net of cash acquired. The transaction closed on August
6, 2008, and we utilized availability under our existing lines of credit to fund the acquisition. Hostopia is a provider of web
services that enable small businesses to establish and maintain an internet presence. It also provides email marketing, fax-to-
email, mobility synchronization and other services and is included in our Small Business Services segment. Hostopia’s
operating results are included in our consolidated results of operations from the acquisition date. The allocation of the
purchase price based upon the fair values of the assets acquired and liabilities assumed resulted in goodwill of $68.6 million.
We believe this acquisition resulted in the recognition of goodwill as Hostopia provides a unified, scaleable services delivery
technology platform which we expect to utilize as we strive to obtain a greater portion of our revenue from annuity-based
business services. We plan to use Hostopia’s technology architecture as the primary delivery platform for these business
services offerings.
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The following illustrates our allocation of the Hostopia purchase price to the assets acquired and liabilities assumed:

(in thousands)

Cash and cash equivalents ...........c.cocecceeeerenveinnencnns $ 23,747
Other CUITent aSSetS........covveeerereereeeireeereeereeereeeereeenn, 5,011
Intangibles........cooevevmecirinieineiceeeeees 35,000
GOOAWILL ...ttt 68,555
Other NON-CUITENt ASSELS ......c.eeeeveeeereeereeereeerreeereenn, 4,104
Current Habilities .........ccceeevereeriercierieieeieseeie e (3,583)
Non-current liabilities..........ccceevreiereeceecierieseeienn, (9,737)
Total purchase price ..........ccoceceveeeeereeineeneecnne, 123,097
Less: cash acquired (23,747)
Purchase price, net of cash acquired $ 99,350

Acquired intangible assets included internal-use software valued at $17.9 million with useful lives ranging from 3 to 5
years, customer lists/relationships valued at $16.2 million with a useful life of 12 years and a trade name valued at $0.9 million
with a useful life of 10 years. The software and trade name assets are being amortized using the straight-line method, while the
customer lists/relationships are being amortized using an accelerated method.

We also acquired the assets of PartnerUp, Inc. (PartnerUp), Logo Design Mojo, Inc. (Logo Mojo) and Yoffi Digital Press
(Yoffi) during 2008 for an aggregate cash amount of $5.5 million. The PartnerUp transaction includes contingent compensation
payments through 2012 based on PartnerUp’s revenue and operating margin, provided the sellers remain employed by the
company. PartnerUp is an online community that is designed to connect small businesses and entrepreneurs with resources and
contacts to build their businesses. Logo Mojo is a Canadian-based online logo design firm and Yoffi is a commercial digital
printer specializing in custom marketing material. The results of all three businesses are included in Small Business Services from
their acquisition dates. The allocation of the purchase price based upon the fair values of the assets acquired and liabilities
assumed resulted in tax deductible goodwill of $1.4 million related to the Logo Mojo acquisition. We believe this acquisition
resulted in goodwill primarily due to Logo Mojo’s web-based workflow which we are incorporating into our processes and which
we expect will increase our product offerings for small businesses. The assets acquired consisted primarily of internal-use
software which is being amortized on the straight-line basis over 3 years.

As our 2008 acquisitions are immaterial to our operating results both individually and in the aggregate, pro forma results of
operations are not provided.

2007 acquisition — In February 2007, we acquired all of the common stock of All Trade Computer Forms, Inc. (All
Trade) for cash of $2.3 million, net of cash acquired. All Trade is a custom form printer based in Canada and is included in
our Small Business Services segment. The acquisition was funded using availability on our existing credit facilities. All
Trade’s operating results are included in our consolidated results of operations from the acquisition date. The allocation of the
purchase price to the assets acquired and liabilities assumed resulted in goodwill of $0.7 million. We believe this acquisition
resulted in goodwill due to All Trade’s expertise in custom printing which we expected to help us expand our core printing
capabilities and product offerings for small businesses.

2007 disposition — In January 2007, we completed the sale of the assets of our Small Business Services industrial
packaging product line for $19.2 million, realizing a pre-tax gain of $3.8 million. This sale had an insignificant impact on diluted
earnings per share because the effective tax rate specifically attributable to the gain was higher since the goodwill written-off is
not deductible for tax purposes. This product line generated approximately $51 million of revenue in 2006. The disposition of this
product line did not qualify to be reported as discontinued operations in our consolidated financial statements.

2006 acquisition — On October 25, 2006, we acquired the assets of the Johnson Group and its affiliated companies for
$16.5 million, net of cash acquired. The Johnson Group provides prepress, printing, mailing and fulfillment, and finishing
services and is included in our Small Business Services segment. The acquisition was funded using availability on our existing
credit facilities. The Johnson Group’s operating results are included in our consolidated results of operations from the
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acquisition date. The allocation of the purchase price to the assets acquired and liabilities assumed resulted in goodwill of
$7.3 million, which is deductible for tax purposes. We believe this acquisition resulted in the recognition of goodwill
primarily because of the opportunities it provided to expand our business in the custom, full color, digital and web-to-print
space with our small business customers. Amortizable customer lists of $4.2 million are being amortized over five years using
accelerated methods and amortizable trade names of $1.4 million are being amortized over five years on the straight-line
basis. Other assets acquired consisted primarily of trade accounts receivable and property, plant and equipment.

Note 5: Discontinued operations

Discontinued operations in 2008 and 2007 consisted of our Russell & Miller (R&M*™) retail packaging and signage
business. We evaluate our businesses and product lines periodically for strategic fit within our operations. In December 2008,
we determined that this non-strategic business met the criteria to be classified as discontinued operations in our consolidated
financial statements. Based on the estimated fair value of this business, we reduced the carrying value of its long-lived assets
and inventories and recorded a pre-tax charge of $3.4 million, which was included in net loss from discontinued operations in
our 2008 consolidated statement of income. On January 31, 2009, we completed the sale of this business for cash proceeds of
$0.3 million plus a note receivable. Our estimate of fair value is considered a Level 2 fair value measurement under SFAS No.
157, Fair Value Measurements, as it was based upon the estimated realizable proceeds from the sale less selling costs. Assets
of discontinued operations are included in our Small Business Services segment and consisted of the following at December
31:

(in thousands) 2008 2007
Trade accounts receivable .........cccovvevevveiveneeenennen. $ 852 $ 1,419
Inventories and SUPPLES ........cccevveerveeerecreneneneenes 36 2,361
Other CUITEeNt aSSELS.......ccerrerrerrerrerrerrerrenrensensensennens 120 155
Property, plant, equipment and intangibles............ — 608
GOOAWIL ..c.iviiisiieiieiceeeseeee e — 371
Other non-current assets — 1,862
Accounts payable and accrued liabilities ............... (330) (836)
Net assets of discontinued operations............... $ 678 $ 5,940

In addition to the R&M business, discontinued operations in 2006 also included the rental income and expenses
associated with a building located in the United Kingdom related to NEBS European businesses which were sold in December
2004. The building was sold in the second quarter of 2006 for $3.0 million, resulting in a pre-tax gain of $0.5 million.

Revenue and income from discontinued operations were as follows:

(in thousands) 2008 2007 2006
REVENUE.......oiieeeeiiieeceeeeeee et $ 14,378 $ 17,482 $ 20,368
Loss from operations ............ceceeeeereerreeervencseneenn, $ (3,031) $ (2,360) $ (226)
(Loss) gain on diSposal ........ccceeveereenienieneenieneenenen, (3,416) — 543
Income tax benefit (EXPEnse)........ccoueveeeeeeeeeennenns 2,209 758 (201)
Net (loss) income from discontinued
OPEIATIONS..cnveeriereiienieeieeie et eeeeaneas $ (4,238) $ (1,602) $ 116

Note 6: Restructuring charges

2008 restructuring charges — During 2008, we recorded net restructuring charges of $28.3 million. Of this amount, $24.0
million related to accruals for employee severance, while the remainder included other expenses related to our restructuring
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activities, including the write-off of spare parts, the acceleration of employee share-based compensation expense, equipment
moves, training and travel. Our restructuring accruals for severance benefits related to the closing of six manufacturing facilities
and two customer call centers, as well as employee reductions within our business unit support and corporate shared services
functions, primarily sales, marketing and fulfillment. These actions were the result of the continuous review of our cost structure
in response to the impact a weakened U.S. economy continues to have on our business, as well as our previously announced cost
reduction initiatives. The restructuring accruals included severance benefits for 1,399 employees. One of the customer call centers
was closed during the third quarter of 2008 and one manufacturing facility was closed in December 2008. Three of the
manufacturing facilities and the remaining call center are expected to close in the first half of 2009, while the remaining two
manufacturing facilities are expected to close in the second half of 2009.

The majority of the employee reductions are expected to be completed by the end of 2009. As such, we expect most of the
related severance payments to be fully paid by the first half of 2010, utilizing cash from operations. The net restructuring charges
included the reversal of $2.4 million of previously recorded restructuring accruals as fewer employees received severance benefits
than originally estimated. The severance charges, net of reversals, were reflected as restructuring charges within cost of goods
sold of $11.4 million and restructuring charges within operating expenses of $12.6 million in the 2008 consolidated statement of
income.

The other costs related to our restructuring activities were expensed as incurred. We recorded a $3.0 million write-off
during 2008 of the carrying value of spare parts used on our offset printing presses. During a third quarter review of our cost
structure, we made the decision to expand our use of digital printing technology. As such, a portion of the spare parts kept on
hand for use on our offset printing presses was written down to zero, as these parts have no future use or market value. The spare
parts were included in other non-current assets in our consolidated balance sheet and the write-down was included in restructuring
charges within cost of goods sold in our 2008 consolidated statement of income. The other restructuring costs were reflected as
restructuring charges within cost of goods sold of $0.5 million and restructuring charges within operating expenses of $0.8 million
in the 2008 consolidated statement of income.

2007 restructuring charges — During 2007, we recorded net restructuring charges of $4.3 million related to accruals for
employee severance benefits for employee reductions across various functional areas resulting from our cost reduction initiatives.
The restructuring accruals included severance benefits for 217 employees. These employee reductions were substantially
completed during 2008, with severance payments expected to be fully paid by mid-2009, utilizing cash from operations. The net
restructuring charges included the reversal of $2.6 million of previously recorded restructuring accruals due to fewer employees
receiving severance benefits than originally estimated, as well as the re-negotiation of operating lease obligations. The
restructuring charges, net of reversals, were reflected as a $0.4 million reduction of restructuring charges within cost of goods sold
and an increase of $4.7 million in restructuring charges within operating expenses in the 2007 consolidated statement of income.
In addition, we recorded accruals for employee severance benefits of $0.2 million which reduced the gain recognized on the sale
of our industrial packaging product line (see Note 4) in the 2007 consolidated statement of income.

2006 restructuring charges — During 2006, we recorded net restructuring charges of $12.4 million. Of this amount, $10.9
million related to accruals for employee severance, while the remainder included other expenses related to our restructuring
activities, including equipment moves, training and travel. Our restructuring accruals for severance benefits related to employee
reductions within our shared services functions of sales, marketing, customer care, fulfillment, information technology, human
resources and finance, as well as the closing of our Financial Services customer service call center located in Syracuse, New
York. The Syracuse facility was closed in January 2007 and the other employee reductions were substantially completed in the
fourth quarter of 2007. These actions were the result of our cost reduction initiatives. The restructuring accruals included
severance payments for 551 employees, the majority of which were paid in 2007 utilizing cash from operations. The net
restructuring charges included the reversal of $0.2 million of previously recorded restructuring accruals. The severance charges,
net of reversals, were reflected as restructuring charges within cost of goods sold of $1.1 million and restructuring charges within
operating expenses of $9.8 million in the 2006 consolidated statement of income. The other restructuring costs were reflected as
restructuring charges within cost of goods sold of $0.8 million and restructuring charges within operating expenses of $0.7 million
in the 2006 consolidated statement of income.

Acquisition-related restructuring — In conjunction with the NEBS acquisition in June 2004, we recorded restructuring
accruals of $30.2 million related to NEBS activities which we decided to exit. The restructuring accruals included severance
benefits and $2.8 million due under noncancelable operating leases on facilities which were vacated as we consolidated
operations. The severance accruals included payments due to 701 employees. All severance benefits were fully paid by the
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end of 2007 and the remaining payments due under the operating lease obligations will be paid through early 2009, utilizing

cash from operations.

Restructuring accruals of $20.4 million as of December 31, 2008 and $5.1 million as of December 31, 2007 are
reflected in accrued liabilities in our consolidated balance sheets. As of December 31, 2008, 975 employees had not yet
started to receive severance benefits. By company initiative, our restructuring accruals were as follows:

NEBS
2004 acquisition 2006 2007 2008
(in thousands) initiatives related initiatives initiatives initiatives Total
Balance, December 31, 2005 ......... $ 10 $ 6,533 $ — $ — 3 — $ 6,543
Restructuring charges .................. T 438 10,701 T T 11,139
Restructuring reversals ................ - — (229) - o (229)
Payments, primarily severance..... (10) (5,146) (1,086) - _ (6,242)
Balance, December 31, 2006......... — 1,825 9,386 - - 11,211
Restructuring charges .................. — —_ 158 6,928 - 7,086
Restructuring reversals ................ — (656) (1,415) (562) - (2,633)
Payments, primarily severance..... — (1,133) (7,804) (1,677) _ (10,614)
Balance, December 31, 2007 ......... — 36 325 4,689 - 5,050
Restructuring charges .................. - — 5 253 26,134 26,392
Restructuring reversals - @))] 27 (843) (1,531) (2,402)
Payments, primarily severance..... _ (16) (108) (3,764) 4,773) (8,661)
Balance, December 31, 2008 ......... $ — $ 19 $ 195 $ 335 $ 19,830 $ 20,379
Cumulative amounts:
Restructuring charges .................. $ 5,850 $ 30,243 $ 10,864 $ 7,181 $ 26,134 $ 80,272
Restructuring reversals (531) (840) (1,671) (1,405) (1,531) (5,978)
Payments, primarily severance..... (5,319) (29,384) (8,998) (5,441) 4,773) (53,915)
Balance, December 31, 2008 ....... $ — $ 19 $ 195 $ 335 $ 19,830 $ 20,379

71



The components of our restructuring accruals, by segment, were as follows:

Operating
lease
Employee severance benefits obligations
Small Small
Business Financial Direct Business
(in thousands) Services Services Checks Corporate“) Services Total
Balance, December 31, 2005 ....... $ 3,835 $ — $ 10 $ — $ 2,698 $ 6,543
Restructuring charges 2,754 3,261 128 4,949 47 11,139
Restructuring reversals .............. @) (165) — (60) — (229)
Payments........ccccoeveeeeneenieniennene (4,281) (393) (10) (408) (1,150) (6,242)
Balance, December 31, 2006 ....... 2,304 2,703 128 4,481 1,595 11,211
Restructuring charges ................ 2,625 1,049 — 3,412 — 7,086
Restructuring reversals .............. (233) “471) (142) (1,236) (551) (2,633)
Inter-segment transfer................ 633 378 32 (1,043) — —
Payments.........cccoeveeruenrenieniennene (3,328) (2,706) (18) (3,554) (1,008) (10,614)
Balance, December 31, 2007 ....... 2,001 953 — 2,060 36 5,050
Restructuring charges ................ 7,076 3,579 341 15,187 209 26,392
Restructuring reversals .............. (637) 405) 2) (1,357) (@))] (2,402)
Inter-segment transfer................ 378 739 61 (1,178) — —
Payments.........cccocveeeenvenieniennene (4,844) (1,249) (249) (2,303) (16) (8,661)
Balance, December 31, 2008 ....... $ 3,974 $ 3,617 $ 151 $ 12,409 $ 228 $ 20,379
Cumulative amounts:
Restructuring charges ................ $ 39,448 $ 10,285 $ 3,051 $ 24,361 $ 3,127 $ 80,272
Restructuring reversals ... (1,057) (1,465) (242) (2,662) (552) (5,978)
Inter-segment transfer................ 1,011 1,117 93 (2,221) — —
Payments........ccccoceverenienienennnne. (35,428) (6,320) (2,751) (7,069) (2,347) (53,915)
Balance, December 31, 2008 .....$ 3,974 $ 3,617 $ 151 $ 12,409 $ 228 $ 20379

™ As discussed in Note 17: Business segment information, corporate costs are allocated to our business segments. As such, the net Corporate restructuring
charges are reflected in the business segment operating income presented in Note 17 in accordance with our allocation methodology.

Note 7: Asset impairment charges

We completed the annual impairment analysis of goodwill and indefinite-lived assets during the third quarter of 2008.
As a result of this analysis, we recorded non-cash asset impairment charges of $9.3 million related to the two indefinite-lived
trade names in our Small Business Services segment due to the impact of the economic downturn on our expected operating
results and the broader effects of recent U.S. market conditions on the fair value of the assets. We completed an additional
impairment analysis as of December 31, 2008, based on the continuing impact of the economic downturn on our expected
operating results. As a result, we recorded an additional asset impairment charge of $0.3 million related to the NEBS® trade
name during the fourth quarter of 2008, bringing the carrying value of this asset to $25.8 million as of December 31, 2008.
The impairment analysis completed as of December 31, 2008, indicated no additional impairment of our other indefinite-lived
trade name, the Safeguard® trade name, which had a carrying value of $24.0 million as of December 31, 2008. Because of the
further deterioration in our expected operating results, we determined that the NEBS trade name no longer has an indefinite
life, and thus, will be amortized over its estimated economic life of 20 years on the straight-line basis beginning in 2009. In
addition to the impairment of indefinite-lived trade names, we also recorded an impairment charge of $0.4 million during the
third quarter of 2008 related to an amortizable trade name. This impairment resulted from a change in our branding strategy.
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See Note 2 for further information regarding the fair value measurements completed during 2008, as well as Note 18 for a
related discussion of market risks.

In June 2006, we determined that a software project intended to replace major portions of our existing order capture,
billing and pricing systems would not meet our future business requirements in a cost-effective manner. Therefore, we made the
decision to abandon the project. Accordingly, we wrote down the carrying value of the related internal-use software to zero during
the second quarter of 2006. This resulted in a non-cash asset impairment loss of $44.7 million, of which $26.4 million was
allocated to the Financial Services segment and $18.3 million was allocated to the Small Business Services segment.

Note 8: Derivative financial instruments

During 2004, we entered into $225.0 million of forward starting interest rate swaps to hedge, or lock-in, the interest rate on
a portion of the debt we issued in October 2004 (see Note 13). The termination of the lock agreements in 2004 yielded a deferred
pre-tax loss of $17.9 million. During 2002, we entered into two forward rate lock agreements to effectively hedge the annual
interest rate on $150.0 million of the $300.0 million notes issued in December 2002 (see Note 13). The termination of the lock
agreements in December 2002 yielded a deferred pre-tax loss of $4.0 million. These losses are reflected, net of tax, in
accumulated other comprehensive loss in our consolidated balance sheets and are being reclassified ratably to our statements of
income as increases to interest expense over the term of the related debt.

Note 9: Income tax provision

The components of the income tax provision for continuing operations were as follows:

(in thousands) 2008 2007 2006
Current tax provision:
FEA@IAL ..ot $ 47714 $ 60,454 $ 74,357
SEALE eevveveerierierieeieeeeee e 7,380 9,164 4,968
TOtal...ocveevieeeeieeeeeeeeeee e 55,094 69,618 79,325
Deferred tax (benefit) provision........c..ceceeveevenee. (790) 5,280 (37,375)
Provision for inCOme taxes .......coeevvevevvveerenenn. $ 54,304 $ 74,898 $ 41,950
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The effective tax rate on pre-tax income from continuing operations differed from the U.S. federal statutory tax rate of
35% as follows:

2008 2007 2006
Income tax at federal statutory rate..................... 35.0% 35.0% 35.0%
State income tax expense, net of federal income
taX DENETIt.....evieiieieieieeeeeeeeee e 2.7% 2.7% 0.4%
Change in unrecognized tax benefits, including
interest and penalties.........ooevveveereereerieneeneeneeneenen, 1.1% 0.2% —
Change in tax contingencies'" ...............cccoo.errrvune, — — 0.7%
Deferred income tax adjustment(z) .......................... — — (3.5%)
Qualified production activity deduction................. (1.7%) (1.8%) (1.6%)
Receivables for prior year tax returns™ ................ (1.5%) (1.4%) —
OLhET ...ttt (1.7%) (0.7%) (1.6%)
Income tax provision ........c..coceceveeereervecrencnne. 33.9% 34.0% 20.49%

D During 2006, accruals related to unresolved tax contingencies more than offset net accrual reversals of $1.5 million related to settled issues, primarily
resulting from the expiration of the statute of limitations in various state income tax jurisdictions.

@ During 2006, we reduced our provision for income taxes $5.0 million for the true-up of certain deferred income tax balances. As this item was not
material to our current or prior periods, we recorded a one-time, discrete benefit to our provision for income taxes for the year ended December 31, 2006.

© Relates to amendments to prior year income tax returns claiming refunds primarily associated with the funding of medical costs through our voluntary
employee beneficiary association (VEBA) trust, as well as state income tax credits and related interest.

On January 1, 2007, we adopted FASB Interpretation (FIN) No. 48, Accounting for Uncertainty in Income Taxes. This
standard defines the threshold for recognizing the benefits of tax return positions in the financial statements as “more-likely-
than-not” to be sustained by the taxing authorities based solely on the technical merits of the position. If the recognition
threshold is met, the tax benefit is measured and recognized as the largest amount of tax benefit that in our judgment is greater
than 50% likely to be realized. The total amount of unrecognized tax benefits as of January 1, 2007 was $16.2 million,
excluding accrued interest and penalties. As of January 1, 2007, $4.7 million of interest and penalties was accrued, excluding
the tax benefits of deductible interest. Interest and penalties recorded for uncertain tax positions were included in our
provision for income taxes in the consolidated statements of income prior to the adoption of FIN No. 48, and we continue this
classification subsequent to the adoption of FIN No. 48. Prior to the adoption of FIN No. 48, we established reserves for
income tax contingencies when, despite our belief that the tax return positions were fully supportable, certain positions were
likely to be challenged. We adjusted these reserves in light of changing facts and circumstances, such as the closing of a tax
audit. Our effective tax rate for 2006 included the impact of reserve provisions and changes to reserves, as well as related
interest and penalties. Our reserve for contingent tax liabilities totaled $8.9 million as of December 31, 2006.
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A reconciliation of the beginning and ending amount of unrecognized tax benefits, excluding accrued interest and
penalties, is as follows:

(in thousands)

Balance, January 1, 2007 ......cooceiriiiiiiiiieniee ettt $ 16,202
Additions for tax positions of current year...........c.cocecereereeenennnn 898
Additions for tax positions of prior years...........ccccceeervecereeenenen 979
Reductions for tax positions of prior years..........ccccocecerecerrecenennne (1,159)
SELUEIMENLS ......eeveeeieiieieeieteeteetere et e ste e e e e seeeseeee e esessnenseens (2,131)
Lapse of statutes of HMitations..............cccoeueveeieeieiicnennicccenenes (394)

Balance, December 31, 2007 .....ccuvvviveiieieieeeeeeeeeeeeeeeeeeee e 14,395
Additions for tax positions of current year...........cccocecerveereeenennnn 975
Additions for tax positions of prior years...........ccccceeervecereeenenen 3,136
Reductions for tax positions of prior years..........ccccocecervecereeenennen (2,845)
SELEIMENLS ......eeeveeeieiieiieiee et ete e et e st e sae e eeeseesee e essessnenseens (2,291)
Lapse of statutes of limitations ...........coecereeerenereneenecneenencnnene (1,913)

Balance, December 31, 2008.........ooooveiiiiieieeieieeeeeeee et eeeeee s $ 11,457

If the unrecognized tax benefits as of December 31, 2008 were recognized in our consolidated financial statements, $6.9
million would affect our effective tax rate. Accruals for interest and penalties, excluding the tax benefits of deductible interest,
were $4.0 million as of December 31, 2008 and $4.8 million as of December 31, 2007. Our income tax provision included
expense for interest and penalties of $0.2 million in 2008 and $0.9 million in 2007.

The statute of limitations for federal tax assessments for 2004 and prior years has closed, with the exception of 2000. Our
federal income tax returns for 2005 through 2008 remain subject to Internal Revenue Service examination. In general, income tax
returns for the years 2004 through 2008 remain subject to examination by major state and city jurisdictions. In the event that we
have determined not to file income tax returns with a particular state or city, all years remain subject to examination by the tax
jurisdiction.

Within the next 12 months, it is reasonably possible that our unrecognized tax benefits will change in the range of a
decrease of $5.8 million to an increase of $0.6 million as we attempt to settle certain federal and state tax matters or as federal
and state statutes of limitations expire. We are not able to predict what, if any, impact these changes may have on our
effective tax rate.

The ultimate outcome of tax matters may differ from our estimates and assumptions. Unfavorable settlement of any

particular issue would require the use of cash and could result in increased income tax expense. Favorable resolution would
result in reduced income tax expense.
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Tax-effected temporary differences which gave rise to deferred tax assets and liabilities at December 31 were as
follows:

2008 2007
Deferred Deferred
Deferred tax Deferred tax

(in thousands) tax assets liabilities tax assets liabilities
GOOAWIll ....oeiiiieeiiiciiecie e $ — $ 26,627 $ — 21,793
Intangible assets.........ceeceervieriieeriiienieirieeniees — 26,657 — 24,326
Deferred advertising COStS ........cccceveereeerueeeennen. — 7,664 — 9,800
Property, plant and equipment............ccoceeeueene — 781 2,840 —
Employee benefit plans...........ccceccevverieneennenee. 44,164 — 33,106 —
Reserves and accruals..........cccoooeoveininiieneeeennnnn, 13,393 - 10,959 -
Interest rate lock agreements (see Note 8)......... 4,535 — 5,279 —
Federal benefit of state uncertain tax positions.. 4,080 - 4,982 -
INVENLOTIES ... 3,168 - 2,137 -
AL Other . .c..viiiiieciiicieeee e 4,445 2,953 4,995 3,040
Total deferred taxes .......cccceeeeeeeeeecnneeeeeeeneennn, 73,785 64,682 64,298 58,959
Valuation allowance ...........cccecceveervieeennveeennee. (769) — (632) —
Net deferred taxes......cceeeeevveeeecveeeeccieeeeennenn. $ 73,016 $ 64,682 $ 63,666 $ 58,959

Deferred U.S. and state income taxes have not been recognized on unremitted earnings of our foreign subsidiaries, as
these amounts are intended to be reinvested indefinitely in the operations of those subsidiaries.

The valuation allowances primarily relate to Canadian operating loss carryforwards which we do not expect to fully
realize. As of December 31, 2008, we had Canadian operating loss carryforwards of $3.4 million which expire at various
dates between 2010 and 2015. We also had state net operating loss carryforwards of $2.2 million which expire at various
dates up to 2029.

Note 10: Share-based compensation plans

Our employee share-based compensation plans consist of our employee stock purchase plan and our stock incentive
plan. Effective April 30, 2008, our shareholders approved a new stock incentive plan, simultaneously terminating our
previous plan. Under the new plan, 4.0 million shares of common stock were reserved for issuance, with 3.7 million shares
remaining available for issuance as of December 31, 2008. Under the plan, full value awards such as restricted stock,
restricted stock units and share-based performance awards reduce the number of shares available for issuance by a factor of
2.29, or if such an award were forfeited or terminated without delivery of the shares, the number of shares that again become
eligible for issuance would be multiplied by a factor of 2.29. We currently have non-qualified stock options, restricted stock
units and restricted share awards outstanding under our current and previous plans. See the employee share-based
compensation policy in Note 1 for our policies regarding the recognition of compensation expense for employee share-based
awards.

The following amounts were recognized in our consolidated statements of income for share-based compensation awards:

(in thousands) 2008 2007 2006
StOCK OPLIONS ....eovvieneieieeie et $ 4296 $ 2,766 $ 2,025
Restricted shares and restricted stock units......... 4,987 10,425 3,379
Employee stock purchase plan...........c..ccccceeeeee. 400 342 787
Total share-based compensation expense ........... $ 9,683 $ 13,533 $ 6,191
Income tax benefit ...........ccocevveveivviiiiriinennne $ 3475 $ 4,709 $ 1,826
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As of December 31, 2008, the total compensation expense for unvested awards not yet recognized in our consolidated
statements of income was $8.1 million, net of the effect of estimated forfeitures. This amount is expected to be recognized over a
weighted-average period of 1.2 years.

Non-qualified stock options — All options allow for the purchase of shares of common stock at prices equal to the stock’s
market value at the date of grant. Options become exercisable beginning one year after the grant date, with one-third vesting each
year over three years. Options may be exercised up to seven years following the date of grant. In the case of qualified retirement,
death, disability or involuntary termination without cause, options vest immediately and the period over which the options can be
exercised is shortened. Employees forfeit unvested options when they voluntarily terminate their employment with the company,
and they have up to three months to exercise vested options before they are cancelled. In the case of involuntary termination with
cause, the entire unexercised portion of the award is cancelled. All options vest immediately upon a change of control, as defined
in the award agreement. The following weighted-average assumptions were used in the Black-Scholes option pricing model in
determining the fair value of stock options granted:

2008 2007 2006
Risk-free interest rate (%) ......ccccceveevveeeercrveeennnnn. 3.0 4.8 4.6
Dividend yield (%) .....cccccooveeuercienienieecicenenee. 3.8 4.4 42
Expected volatility (%) .......cccoevvevvereeneeneenenne. 33.2 26.1 22.1
Weighted-average option life (years)..........c..c...... 4.6 4.5 4.7

The risk-free interest rate for periods within the expected option life is based on the U.S. Treasury yield curve in effect at
the grant date. Expected volatility is based on the historical volatility of our stock. Prior to January 1, 2008, we utilized the
simplified method to determine the expected option life, based upon the vesting and original contractual terms of the option.
Beginning in 2008, we utilized a more detailed calculation of the expected option life based on our historical option exercise data.
This change did not have a significant impact on the compensation expense recognized for stock options granted in 2008.

Information regarding options issued under the current and all previous plans was as follows:

Weighted-
Aggregate average
Weighted- intrinsic remaining
Number of average exercise value (in  contractual
option shares price thousands) term (years)

Outstanding at December 31, 2005....... 2,960,385 $ 38.46

(€571 1117 E 795,700 25.83

Exercised .....cccooevviieeeiiiiieeiieeeeeeea (295,485) 19.19

Forfeited or expired .......ccccecvevuvennennne. (393,642) 36.53
Outstanding at December 31, 2006....... 3,066,958 37.27

(€521 1117 E 914,425 32.73

Exercised .....ccccooevviieeeiiiiieeiiee e (425,777) 31.36

Forfeited or expired .......ccccecvevvennenee. (271,377) 37.89
Outstanding at December 31, 2007....... 3,284,229 36.85

(€571 1177 E 662,164 22.15

Exercised .....ccccoeevviieeeiiiieeiiee e (19,164) 20.24

Forfeited or expired .......ccccecveveennennee. (821,834) 38.05
Outstanding at December 31, 2008....... 3,105,395 33.50 $ 2 3.2
Exercisable at December 31, 2006 ....... 2,265244  $ 40.46
Exercisable at December 31, 2007 ....... 1,988,907 40.78
Exercisable at December 31, 2008 ....... 1,977,119 37.43 $ — 1.9
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The weighted-average grant-date fair value of options granted was $4.92 per share for 2008, $6.01 per share for 2007 and
$4.17 per share for 2006. The intrinsic value of a stock award is the amount by which the fair value of the underlying stock
exceeds the exercise price of the award. The total intrinsic value of options exercised was $0.1 million for 2008, $3.5 million for
2007 and $2.1 million for 2006.

Restricted stock units — Certain employees have the option to receive a portion of their bonus payment in the form of
restricted stock units. When employees elect this payment method, we provide an additional matching amount of restricted stock
units equal to one-half of the restricted stock units earned under the bonus plan. These awards vest two years from the date of
grant. In the case of approved retirement, death, disability or change of control, the units vest immediately. In the case of
involuntary termination without cause or voluntary termination, employees receive a cash payment for the units earned under the
bonus plan, but forfeit the company-provided matching amount.

In addition to awards granted to employees, non-employee members of our board of directors can elect to receive all or a
portion of their fees in the form of restricted stock units. Directors are issued shares in exchange for the units upon the earlier of
the tenth anniversary of February 1* of the year following the year in which the non-employee director ceases to serve on the
board or such other objectively determinable date pre-elected by the director.

Each restricted stock unit is convertible into one share of common stock upon completion of the vesting period.
Information regarding our restricted stock units was as follows:

Weighted-
Aggregate average
Weighted- intrinsic remaining
Number of average grant value (in  contractual
units date fair value thousands) term (years)
Outstanding at December 31, 2005....... 126,101 $ 35.68
Granted ........ccceeeeeveeeeeiiie e 15,938 22.38
VESEEA et (20,307) 35.44
Forfeited .........coooevvvieeeiiiiiiiiiieeeeeee, (41,875) 35.23
Outstanding at December 31, 2006....... 79,857 3331
Granted ........cceeeeevieeeriiie e 10,743 3471
VESEEA et ee e (37,490) 34.53
Outstanding at December 31, 2007....... 53,110 32.73
Granted ..........cooveevvieeeeeeeiiiiieee e, 102,991 23.42
VeESted ... (10,720) 25.79
Outstanding at December 31, 2008....... 145,381 26.65 $ 2,175 3.8

Of the awards outstanding as of December 31, 2008, 47,495 restricted stock units were classified as liabilities in our
consolidated balance sheet at a value of $0.7 million. As of December 31, 2008, these units had a fair value of $14.96 per unit and
a weighted-average remaining contractual term of 1.1 years.

The total intrinsic value of restricted stock units vesting was $0.1 million for 2008, $1.1 million for 2007 and $0.4 million
for 2006. We made cash payments to settle share-based liabilities of $2,000 in 2008, $0.1 million in 2007 and $0.5 million in
2006.

Restricted shares — We currently have two types of restricted share awards outstanding. Certain of these awards have a set
vesting period at which time the restrictions on the shares lapse. The vesting period on these awards currently ranges from two to
three years. We have also granted performance-accelerated restricted shares. The restrictions on these awards lapse three years
from the grant date. However, if the performance criteria are met, the restrictions on one-half of the awards will lapse one year
from the grant date. For both types of restricted share awards, the restrictions lapse immediately in the case of qualified
retirement, death or disability. In the case of involuntary termination without cause or a change of control, restrictions on a pro-
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rata portion of the shares lapse based on how much of the vesting period has passed. In the case of voluntary termination of
employment or termination with cause, the remaining restricted shares are forfeited.

Information regarding unvested restricted shares was as follows:

Weighted-

Number of average grant

shares date fair value
Unvested at December 31, 2005 .......c..ccocceveeneniennnen. 82,883 $ 40.70
Granted .......oooeeveereenieniieieeieeeeeeeeee e 401,630 25.51
VEStEA .ttt (20,958) 36.90
FOrfeited .....cooueveenieniiiiiiicietetceececc e (85,462) 28.99
Unvested at December 31, 2000..........ccccceveeneeuennnen. 378,093 27.52
Granted .......oooveveereenieniieieeeeeseeeeee e 250,150 33.00
VEStEA ittt (87,133) 29.09
FOrfeited .....cooueveenieniiiiiieciecetceecec e (36,977) 30.10
Unvested at December 31, 2007 .......cccccocveveeneeniennnene 504,133 20.78
Granted .......oooveveereenienieieeieeeeeeeeee e 242,993 22.08
VEStEA .niiiieiiiiiieeete et (245,331) 30.46
FOrfeited .....cooueveenieniiiiiiicieeeseceecece e (48,866) 27.48
Unvested at December 31, 2008..........cccccoveeneeiennnene 452,929 25.53

The total fair value of restricted shares vesting was $5.2 million for 2008, $3.3 million for 2007 and $0.4 million for 2006.

Employee stock purchase plan — During 2008, 156,157 shares were issued under this plan at prices of $20.69 and $12.16.
During 2007, 90,452 shares were issued under this plan at prices of $25.44 and $32.10. During 2006, 180,277 shares were issued
under this plan at prices of $22.76 and $14.45.

Note 11: Employee benefit plans

Profit sharing, defined contribution and 401(k) plans — We maintain a profit sharing plan, a defined contribution pension
plan and a plan established under section 401(k) of the Internal Revenue Code to provide retirement benefits for certain
employees. These plans cover substantially all full-time and some part-time employees. Employees are eligible to participate in
the plans on the first day of the quarter following their first full year of service. We also provide cash bonus programs under
which employees may receive an annual cash bonus payment based on our annual operating performance.

Contributions to the profit sharing and defined contribution plans are made solely by Deluxe and are remitted to the
plans’ respective trustees. Benefits provided by the plans are paid from accumulated funds of the trusts. In 2008, 2007 and
2006, contributions to the defined contribution pension plan equaled 4% of eligible compensation. Contributions to the profit
sharing plan vary based on the company’s performance. Under the 401(k) plan, employees under the age of 50 could
contribute up to the lesser of $15,500 or 50% of eligible wages during 2008. Employees 50 years of age or older could make
contributions of up to $20,500 during 2008. Beginning on the first day of the quarter following an employee’s first full year of
service, we match 100% of the first 1% of wages contributed by employees and 50% of the next 4% of wages contributed. All
employee and employer contributions are remitted to the plans’ respective trustees and benefits provided by the plans are paid
from accumulated funds of the trusts. Payments made under the cash bonus programs vary based on the company’s
performance and are paid in cash directly to employees.

Employees are provided a broad range of investment options to choose from when investing their profit sharing,

defined contribution and 401(k) plan funds. Investing in our common stock is not one of these options, although funds
selected by employees may at times hold our common stock.
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Expense recognized in the consolidated statements of income for these plans was as follows:

(in thousands) 2008 2007 2006
Profit sharing/cash bonus plans ..........c..ccc....... $ 623 $ 23,081 $ 3,825
Defined contribution pension plan..........c..c........ 11,614 10,761 11,313
401(K) plan.....ceeeeeeeeeeeeeeeeeeceeee e 7,936 6,426 6,976

Deferred compensation plan — We have a non-qualified deferred compensation plan that allows eligible employees to
defer a portion of their compensation. Participants can elect to defer up to a maximum of 100 percent of their base salary plus
up to 50 percent of their bonus for the year. The compensation deferred under this plan is credited with earnings or losses
measured by the mirrored rate of return on phantom investments elected by plan participants, which are similar to the
investments available in our defined contribution pension plan. Each participant is fully vested in all deferred compensation
and earnings. A participant may elect to receive deferred amounts in one payment or in monthly installments upon termination
of employment or disability. Our total liability under this plan was $3.9 million as of December 31, 2008 and $7.1 million as
of December 31, 2007. These amounts are reflected in accrued liabilities and other long-term liabilities in the consolidated
balance sheets. We fund this liability through investments in company-owned life insurance policies. These investments are
included in long-term investments in the consolidated balance sheets and totaled $14.1 million as of December 31, 2008 and
$13.2 million as of December 31, 2007.

Voluntary employee beneficiary association trust — We have formed a VEBA trust to fund employee and retiree
medical costs and severance benefits. Contributions to the VEBA trust are tax deductible, subject to limitations contained in
the Internal Revenue Code. VEBA assets primarily consist of fixed income investments. We made contributions to the VEBA
trust of $36.1 million in 2008 and $34.1 million in 2007. Our liability for incurred but not reported medical claims exceeded
the prepaid balance in the VEBA trust by $1.2 million as of December 31, 2008 and $3.1 million as of December 31, 2007.
These amounts are reflected in accrued liabilities in our consolidated balance sheets.

Note 12: Pension and other postretirement benefits

We have historically provided certain health care benefits for a large number of retired employees. Employees hired prior
to January 1, 2002 become eligible for benefits if they attain the appropriate years of service and age prior to retirement.
Employees hired on January 1, 2002 or later are not eligible to participate in our retiree health care plan. In addition to our retiree
health care plan, we also have a supplemental executive retirement plan (SERP) in the United States and a pension plan which
covers certain Canadian employees, both of which were acquired as part of the NEBS acquisition in 2004. We also had a
Canadian SERP plan which was settled during 2008.

On January 1, 2007, we adopted the measurement date provision of SFAS No. 158, Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans. SFAS No. 158 requires companies to measure the funded status of a plan as of
the date of its year-end balance sheet. We historically used a September 30 measurement date. To transition to a December 31
measurement date, we completed plan measurements for our postretirement benefit and pension plans as of December 31, 2006.
In accordance with SFAS No. 158, postretirement benefit expense for the period from October 1, 2006 through December 31,
2006, as calculated based on the September 30, 2006 measurement date, was recorded as an increase to accumulated deficit of
$0.7 million, net of tax, as of January 1, 2007. Additionally, we adjusted our postretirement assets and liabilities to reflect the
funded status of the plans, as calculated based on the December 31, 2006 measurement date. This adjustment, along with the
postretirement benefit expense for the period from October 1, 2006 through December 31, 2006, resulted in an increase in other
comprehensive loss of $0.1 million, net of tax, as of January 1, 2007. Postretirement benefit expense reflected in our 2007
consolidated statement of income is based on the December 31, 2006 measurement date.

In July 2006, we adopted an amendment to our postretirement benefit plan. The amendment limits the total amount we will
pay toward retiree medical costs. The limit was set at 150% of the average cost per retiree in 2006. Medical costs incurred above
the pre-determined limit will be paid by retirees. We expect the cap will be reached between 2011 and 2013. We completed a
plan re-measurement as of July 31, 2006 to calculate the impact of this plan amendment. This change reduced our accumulated
postretirement benefit obligation by $29.5 million. This amount is being recognized as a reduction of our postretirement benefit
expense over a period of 22 years, the average remaining life of plan participants.
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Obligations and funded status — The following table summarizes the change in benefit obligation, plan assets and
funded status during 2008 and 2007:

Postretirement

(in thousands) benefit plan Pension plans

Change in benefit obligation:

Benefit obligation, December 31, 2006............ $ 119,478  $ 9,901
SEIVICE COSLurirrinuiiiieiiiireeiieeerireeeeireeeeireeeenes 156 222
INterest COSt.....covviirriiieeeieeiciieeeee e, 7,011 514
Actuarial 1oss (gain) — Net.....c.cccceveeervuveeneeennnn 15,775 (185)
Benefits paid from plan assets, the VEBA

trust (see Note 11) and company funds ......... (10,779) (557)
Change in measurement date ............c..c....... 1,664 338
Currency translation adjustment ..................... — 1,095

Benefit obligation, December 31, 2007 ............ 133,305 11,328
SEIVICE COSturirriniiiieiiiieeeiiieeerireeeeireeeeireeeeaes 94 —
INterest COSt.....covviuriiiieeiieeicieeeee et 7,955 497
Actuarial (gain) 0SS — N€t.....cccceeveerrivieneennn (1,945) 248
Benefits paid from plan assets, the VEBA

trust (see Note 11) and company funds ......... (10,936) (543)
Settlement ........ccceeecveeeeiieeeiieeiee e — (902)
Medicare Part D reimbursements.................... 692 —
Currency translation adjustment ..................... — (1,367)

Benefit obligation, December 31, 2008............. $ 129,165 9,261

Change in plan assets:

Fair value of plan assets, December 31, 2006... $ 88,243 5,999
Actual return on plan assets .......c..ccoceeveennenne. 14,504 109
Company contributions..........cccccecveveereenneenne. — 463
Benefits and expenses paid........c..cceceeveennennne. — (234)
Currency translation adjustment ..................... — 1,025

Fair value of plan assets, December 31, 2007... 102,747 7,362
Actual loss on plan assets ..........coceeveereennenne. (34,019) (113)
Company contributions..........ccccceceeveereenueenne. — 299
Benefits and expenses paid........cc.ccoceeveennennne. — (219)
Settlement .........ccveeeeevieiiiiiieeeiee e — (902)
Currency translation adjustment ..................... — (1,215)

Fair value of plan assets, December 31, 2008  $ 68,728 5,212

Funded status, December 31, 2007 .................... $ (30,558) $ (3,966)

Funded status, December 31, 2008.................... $ (60,437) $ (4,049)

Plan assets of our postretirement medical plan do not include the assets of the VEBA trust discussed in Note 11. Plan
assets consist only of those assets invested in a trust established under section 401(h) of the Internal Revenue Code. These
assets can be used only to pay retiree medical benefits, whereas the assets of the VEBA trust may be used to pay medical and
severance benefits for both active and retired employees.
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Amounts recognized in the consolidated balance sheets as of December 31 were as follows:

Postretirement benefit

plan Pension plans
(in thousands) 2008 2007 2008 2007
Other non-current assets .............cceeeuveenn. $ — 3 — 3 — 3 178
Accrued liabilitieS...........cvvvvvvvveeveeeeninnnnns — — 1,126 324
Other non-current liabilities..................... 60,437 30,558 2,923 3,820

Amounts included in other comprehensive loss that have not been recognized as components of postretirement benefit

expense were as follows:

Postretirement benefit

plan Pension plans
(in thousands) 2008 2007 2008 2007
Unrecognized prior service credit............ $ (36,062) $ (40,021) $ — S —
Unrecognized net actuarial loss................ 128,062 96,732 825 492
Tax effect.....ccevierereeeceeeeeeeees (34,403) (20,924) (261) (162)
Amount recognized in accumulated
other comprehensive loss, net of tax.... § 57,597 $ 35,787 $ 564 $ 330

The unrecognized prior service credit for our postretirement benefit plan resulted from a 2003 curtailment and other
plan amendments. These changes resulted in a reduction of the accumulated postretirement benefit obligation. This reduction
was first used to reduce any existing unrecognized prior service cost, then to reduce any remaining unrecognized transition
obligation. The excess is the unrecognized prior service credit. The prior service credit is being amortized on the straight-line
basis over a weighted-average period of 16 years. Unrecognized actuarial gains and losses are being amortized over the
average remaining service period of plan participants, which is currently 8.2 years. The unrecognized net actuarial loss for our
postretirement benefit plan resulted from experience different from that assumed or from changes in assumptions. This

amount was comprised of the following as of December 31:

(in thousands) 2008 2007
Return on plan assets ........cceceeeerierenenenenenene $ 51,004 $ 9,148
Claims eXPErienCe......ccoueevueeueerenreneenieenieenieennes 20,733 23,938
Health care cost trend .......cccoeeeeeeeeeeveieieeeieeenn 19,161 21,242
Discount rate assumption...........ceceecvereeneenneenne. 13,007 19,105
Other ..ueoiieiieie et 24,157 23,299

Unrecognized net actuarial 10SS ........ccccceeenenne $ 128,062 $ 96,732

Amounts included in accumulated other comprehensive loss as of December 31, 2008 which we expect to recognize in

postretirement benefit expense during 2009 are as follows:

Postretirement Pension
(in thousands) benefit plan plans
Prior service credit........c.ccoeveeeiiiiciieeciieeiieeieens $ (3,959) $ —
Net actuarial 10SS .......vvvvvvveeveeeeieieieerieeveeeeeeeeeennns 14,042 1,190
TOtal oo $ 10,083 § 1,190
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As of December 31, 2008 and 2007, the United States SERP plan and the Canadian pension plan had accumulated
benefit obligations in excess of plan assets, as follows:

(in thousands) 2008 2007
Projected benefit obligation.........cc.ccccccevenenennen. $ 9,261 $ 10,448
Accumulated benefit obligation...........cccceeevueenee. 9,261 10,448
Fair value of plan assets........cccccceevieeveennieeneennnn. 5,212 6,304

Net pension and postretirement benefit expense — Net pension and postretirement benefit expense for the years ended
December 31 consisted of the following components:

Postretirement benefit plan Pension plans

(in thousands) 2008 2007 2006 2008 2007 2006
SEIVICE COSteuriiinriiirieerieeereeeereeeaeens $ 94 $ 156 $ 1,000 $ — 3 223 $ 209
Interest CoSt.....coovvuvriereeeeeiiiiiieeee e 7,955 7,011 7,338 497 514 473
Expected return on plan assets............ (8,732) (8,264) (7,690) (265) (262) (300)
Amortization of prior service credit.... (3,959) (3,959) (2,841) — — —
Amortization of net actuarial losses.... 9,477 9,857 9,992 8 7 9

Total periodic benefit expense........ 4,835 4,801 7,799 240 482 391
Settlement 10SS .......ccceveeeervereerireeeenen, — — — 221 — —

Net periodic benefit expense........... $ 4835 $ 4,801 $ 7,799 $ 461 $ 482 $ 391

Actuarial assumptions — In measuring benefit obligations as of December 31, the following discount rate assumptions
were used:

Postretirement benefit plan Pension plans
2008 2007 2008 2007
DiSCOUNE FALE ....evveveneieveeiieiecrierenerieienens 6.60% 6.20% 4.06% - 6.60% 4.43% - 6.20%

The discount rate assumption is based on the rates of return on high-quality, fixed-income instruments currently
available whose cash flows match the timing and amount of expected benefit payments. In determining the discount rate, we
utilize the Hewitt Top Quartile and the Citigroup Pension Discount yield curves to discount each cash flow stream at an
interest rate specifically applicable to the timing of each respective cash flow. The present value of each cash flow stream is
aggregated and used to impute a weighted-average discount rate. In previous years, we also considered Moody’s high quality
corporate bond rates when selecting our discount rate. However, as the number of bonds included in this index fell
significantly during 2008 and those bonds do not match the timing of our expected cash flows as well, we no longer utilize
these rates.

In measuring net periodic benefit expense for the years ended December 31, the following assumptions were used:

Postretirement benefit plan Pension plans
2008 2007 2006 2008 2007 2006
Discount rate.........cccecevvevecrrennnen. 6.20% 5.75% 5.50% 443% -620% 4.43%-5.75%  4.50% -5.50%
Expected return on plan assets...... 8.50% 8.75% 8.75% 4.50% 4.50% 6.25%
Rate of compensation increase...... — — — — — 3.50%

In determining the expected long-term rate of return on plan assets, we first study historical markets. We then use this
data to estimate future returns assuming that long-term historical relationships between equity and fixed income investments
are consistent with the widely accepted capital market principle that assets with higher volatility generate a greater return over
the long run. We evaluate current market factors such as inflation and interest rates before we determine long-term capital
market assumptions. We also review historical returns to check for reasonableness and appropriateness.
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In measuring the benefit obligation for our postretirement medical plan, the following assumptions for health care cost

trend rates were used:

2008

2007 2006

Participants Participants Participants
under age 65 over age 65 under age 65 over age 65

Participants Participants
under age 65 over age 65

Participants

Health care cost trend rate

assumed for next year................ 7.50% 8.50% 8.25% 9.25% 9.00% 10.00%
Rate to which the cost trend

rate is assumed to decline (the

ultimate trend rate).................... 5.25% 5.25% 5.25% 5.25% 5.25% 5.25%
Year that the rate reaches the
ultimate trend rate ....................... 2012 2014 2012 2014 2012 2014

Assumed health care cost trend rates have a significant effect on the amounts reported for health care plans. A one-
percentage-point change in assumed health care cost trend rates would have the following effects:

One- One-
percentage- percentage-
point point
(in thousands) increase decrease
Effect on total of service and interest cost............... $ 151 % (135)
Effect on benefit obligation ..........ccccceceereeneenennnene 2,633 (2,353)

Plan assets — The allocation of plan assets by asset category as of the measurement date was as follows:

Postretirement benefit

plan Pension plans
2008 2007 2008 2007
EQqUity SECUTITHES. ..cveeveriiriienieeieeieeieerenieeieene 69% 79% — 7%
Debt SECULILIES ...eeuveenieriiriiiiieieeiceieeeeieeeene 31% 21% 100% 86%
Cash and cash equivalents .........c.cccoceeveeneenennne. — — — 7%
Total 100% 100% 100% 100%

Our postretirement health care plan and the Canadian pension plans have assets that are intended to meet long-term
obligations. In order to meet these obligations, we employ a total return investment approach which considers cash flow needs
and balances long-term projected returns against expected asset risk, as measured using projected standard deviations. Risk
tolerance is established through careful consideration of projected plan liabilities, the plan’s funded status, projected liquidity
needs and current corporate financial condition.

For our postretirement health care plan, we adopted new asset allocation targets in September 2007 based on our
liability and asset projections. This allocation of plan assets is 80% equity securities and 20% fixed income securities. In
January 2009, the assets were re-balanced to these allocation percentages. Within the equity securities category, the allocation
is: 59% large capitalization equities, 29% international equities and 12% small and mid-capitalization equities. Through most
of 2007 our allocation of plan assets was 76% equity securities and 24% fixed income securities. Within the equity securities
category, the allocation was: 42% large capitalization equities, 33% small and mid-capitalization equities and 25%
international equities. Plan assets are not invested in real estate, private equity or hedge funds and are not leveraged beyond
the market value of the underlying investments. Investment risk is measured and monitored on an ongoing basis through
quarterly investment portfolio reviews, annual liability measurements and periodic asset/liability studies.
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We froze the assets of our Canadian pension plan on July 1, 2006 and this plan is expected to be fully settled in 2009.
As such, its assets as of December 31, 2008 and 2007 were invested in fixed income investments. The investments utilized by
this plan conform to our Statement of Investment Policies & Procedures and are overseen by an investment committee. The
committee reviews our policies and liability structure annually and reviews the performance of plan assets on a quarterly
basis. In December 2007, we decided to terminate the Canadian SERP plan. Benefits due under this plan were fully settled in
2008. As of December 31, 2007, one-half of the assets of this plan were held by the Canada Revenue Agency in a refundable
non-interest bearing account and one-half of the assets were invested in a global equity fund.

The plan assets of our postretirement benefit and pension plans are valued at fair value using quoted market prices.
Investments, in general, are subject to various risks, including credit, interest and overall market volatility risks. During 2008,
the equity and bond markets saw a significant decline in value. As such, the fair values of our plan assets decreased
significantly during the year. See Note 18 for a discussion of market risks related to our plan assets.

Cash flows — We are not contractually obligated to make contributions to the assets of our postretirement medical
benefit plan, and we do not anticipate making any such contributions during 2009. However, we do anticipate that we will pay
net retiree medical benefits of $10.6 million during 2009.

We have fully funded the United States SERP obligation with investments in company-owned life insurance policies.
The cash surrender value of these policies is included in long-term investments in the consolidated balance sheets and totaled
$5.6 million as of December 31, 2008 and $5.3 million as of December 31, 2007. We plan to pay pension benefits of $6.4
million during 2009, including final settlement of the Canadian pension plan. We plan to make contributions of $0.8 million
to the Canadian pension plan during 2009.

The following benefit payments are expected to be paid during the years indicated:

Pension
Postretirement benefit plan plans
Gross Expected Net
benefit Medicare benefit Gross benefit
(in thousands) payments subsidy payments payments
2009 ettt $ 11,600 $ 1,000 $ 10,600 $ 6,392
2070 ettt 12,200 1,100 11,100 320
20T Tt 12,600 1,100 11,500 310
2012t 13,000 1,300 11,700 310
2013 e 13,100 1,400 11,700 300
2014 — 2018 i 64,300 7,500 56,800 1,460

Note 13: Debt

Debt outstanding as of December 31 was as follows:

(in thousands) 2008 2007
5.0% senior, unsecured notes due December 15, 2012, net of discount....... $ 299,250 $ 299,062
5.125% senior, unsecured notes due October 1, 2014, net of discount ........ 274,646 274,584
7.375% senior, unsecured notes due June 1, 2015.........cceevvveevieeieeiieeineenn, 200,000 200,000
Long-term portion of capital lease Obligation ...........cccceceevevererererenenennne — 1,440
Long-term portion of debt ...........ccoecirieieinieinieircinceeeeececeieeas 773,896 775,086
Amounts drawn on credit faCIlities.........cueeeveeeieeeeieeereeeeree e eveeans 78,000 67,200
Capital lease obligation due within ONe Year..........cccocecevueeeeerreuineinecnnencns 1,440 1,754
Short-term portion of debt..........ceceveviririnininirinr e 79,440 68,954
01721 G o USSP $ 853,336 $ 844,040
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Our senior, unsecured notes include covenants that place restrictions on the issuance of additional debt, the execution
of certain sale-leaseback agreements and limitations on certain liens. Discounts from par value are being amortized ratably as
increases to interest expense over the term of the related debt.

In May 2007, we issued $200.0 million of 7.375% senior, unsecured 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. We may also redeem up to 35% of the notes at a price equal to 107.375% of the principal amount plus
accrued and unpaid interest using the proceeds of certain equity offerings completed before June 1, 2010. 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 to repay amounts drawn on our credit facility and to invest in
marketable securities. On October 1, 2007, we liquidated all of the marketable securities and used the proceeds, along with an
advance on our credit facilities, to repay $325.0 million of unsecured notes plus accrued interest. The fair value of the notes
issued in May 2007 was $106.0 million as of December 31, 2008, based on quoted market prices.

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 144 A 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 NEBS in 2004. The fair value of these notes was $96.3 million as of
December 31, 2008, based on quoted market prices.

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. The fair value of these notes was $173.3 million as of December 31, 2008, based on quoted market prices.

Our capital lease obligation bears interest at a rate of 10.4% and is due in 2009. We also have operating leases on
certain facilities and equipment. As of December 31, 2008, future minimum lease payments under our capital obligation and
noncancelable operating leases with an initial term in excess of one year were as follows:

Capital Operating

(in thousands) lease leases
2009 .. s $ 1,503  § 9,119
20710 e — 6,465
20T i — 2,852
2012 it — 792
2013 e s — 167
2014 and thereafter..........ccoeeevveenvieenieenieenen. — —

Total minimum lease payments....................... 1,503 $ 19,395
Less portion representing interest..................... (63)

Present value of minimum lease payments ..... $ 1,440
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Total future minimum lease payments under capital and noncancelable operating leases have not been reduced by
minimum sublease rentals due under noncancelable subleases. As of December 31, 2008, minimum future sub-lease rentals
were $1.5 million for our capital lease and $0.4 million for operating leases.

The composition of rent expense the years ended December 31 was as follows:

(in thousands) 2008 2007 2006

Minimum rentalsS.........cccoeeeeeieeeeeineeeeieeeeeeieeeens $ 9,811 $ 9,143 $ 11,024

Sublease rentals .........cccceeevieeeeciiieeniiee e, (2,028) (2,058 ) (2,200)
Net rental EXpense......eeveerverveeererveeereriereenenss $ 7,783 $ 7,085 $ 8,824

Depreciation of the asset under our capital lease is included in depreciation expense in the consolidated statements of
cash flows. The balance of the leased asset as of December 31 was as follows:

(in thousands) 2008 2007

Buildings and building improvements.................... $ 11,574 $ 11,574

Accumulated depreciation............coceceveereeerienennns, (10,823) (9,821)
Net assets under capital lease .........c.cocecerueennenn, $ 751 $ 1,753

As of December 31, 2008, we had two committed lines of credit totaling $500.0 million. Effective February 5, 2009, we
terminated the $225.0 million line of credit, which was due to expire in July 2009. The credit agreement governing the line of
credit contains customary covenants regarding limits on the levels of subsidiary indebtedness, as well as requiring a ratio of
earnings before interest and taxes to interest expense of 3.0 times, as measured quarterly on an aggregate basis for the preceding
four quarters. We would have remained in compliance with this debt covenant even if our reported pre-tax earnings for 2008 had
been $52 million lower than reported. As such, we do not consider it likely that we will violate this debt covenant in 2009. The
daily average amount outstanding under our lines of credit during 2008 was $82.6 million at a weighted-average interest rate of
3.05%. As of December 31, 2008, $78.0 million was outstanding at an average interest rate of 0.91%. During 2007, the daily
average amount outstanding under our lines of credit was $45.5 million at a weighted-average interest rate of 5.57%. As of
December 31, 2007, $67.2 million was outstanding at an average interest rate of 5.62%. As of December 31, 2008, amounts were
available for borrowing under our committed lines of credit as follows:

Total Expiration Commitment

(in thousands) available date fee
Five year line of credit........cccoevveneenccncncnnne. $ 275,000 July 2010 175%
Five year line of credit........cccoevveneenccncncnnne. 225,000 July 2009 225%

Total committed lines of credit........ccoeeveuveennne. 500,000
Amounts drawn on credit facilities..................... (78,000)
Outstanding letters of credit.........coccccveverveneenennee (10,835)

Net available for borrowing as of
December 31, 2008.......ccccovveeerieecreeereennen. $ 411,165

Absent certain defined events of default under our debt instruments, and as long as our ratio of earnings before interest,
taxes, depreciation and amortization 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.

Note 14: Other commitments and contingencies

Indemnifications — In the normal course of business we periodically enter into agreements that incorporate general
indemnification language. These indemnifications encompass such items as product or service defects, including breach of
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security, intellectual property rights, governmental regulations and/or employment-related matters. Performance under these
indemnities would generally be triggered by our breach of the terms of the contract. In disposing of assets or businesses, we
often provide representations, warranties and/or indemnities to cover various risks including, for example, unknown damage
to the assets, environmental risks involved in the sale of real estate, liability to investigate and remediate environmental
contamination at waste disposal sites and manufacturing facilities, and unidentified tax liabilities and legal fees related to
periods prior to disposition. We do not have the ability to estimate the potential liability from such indemnities because they
relate to unknown conditions. However, we have no reason to believe that any likely liability under these indemnities would
have a material adverse effect on our financial position, annual results of operations or annual cash flows. We have recorded
liabilities for known indemnifications related to environmental matters.

Environmental matters — We are currently involved in environmental compliance, investigation and remediation
activities at some of our current and former sites, primarily printing facilities of our Financial Services and Small Business
Services segments which have been sold over the past several years. Remediation costs are accrued on an undiscounted basis
when the obligations are either known or considered probable and can be reasonably estimated. Remediation or testing costs
that result directly from the sale of an asset and which we would not have otherwise incurred, are considered direct costs of
the sale of the asset. As such, they are included in our assessment of the carrying value of the asset.

Accruals for environmental matters were $8.3 million as of December 31, 2008 and December 31, 2007, primarily
related to facilities which have been sold. These accruals are included in accrued liabilities and other long-term liabilities in
the consolidated balance sheets. Accrued costs consist of direct costs of the remediation activities, primarily fees which will
be paid to outside engineering and consulting firms. Although recorded accruals include our best estimates, our total costs
cannot be predicted with certainty due to various factors such as the extent of corrective action that may be required, evolving
environmental laws and regulations and advances in environmental technology. Where the available information is sufficient
to estimate the amount of the liability, that estimate is used. Where the information is only sufficient to establish a range of
probable liability and no point within the range is more likely than any other, the lower end of the range is used. We do not
believe that the range of possible outcomes could have a material effect on our financial condition, results of operations or
liquidity.

As of December 31, 2008, substantially all costs included in our environmental accruals were covered by an
environmental insurance policy which we purchased during 2002. The insurance policy does not cover properties acquired
subsequent to 2002. However, costs included in our environmental accruals for such properties were minor as of December
31, 2008. As such, we do not anticipate any significant net cash outlays for environmental matters in 2009. The policy covers
up to $12.9 million of remediation costs, of which $4.1 million had been paid through December 31, 2008. The insurance
policy also covers up to $10.0 million of third-party claims through 2032 at certain owned, leased and divested sites, as well
as any new conditions discovered at certain owned or leased sites through 2012. We consider the realization of recovery
under the insurance policy to be probable based on the insurance contract in place with a reputable and financially-sound
insurance company. As our environmental accruals include our best estimates of these costs, we have recorded receivables
from the insurance company within other current assets and other non-current assets based on the amounts of our
environmental accruals for insured sites.

Self-insurance — We are self-insured for certain costs, primarily workers’ compensation claims and medical and dental
benefits. The liabilities associated with these items represent our best estimate of the ultimate obligations for reported claims
plus those incurred, but not reported. The liability for workers’ compensation, which totaled $5.6 million as of December 31,
2008 and $9.9 million as of December 31, 2007, is accounted for on a present value basis. The difference between the
discounted and undiscounted workers” compensation liability was $0.1 million as of December 31, 2008 and $0.8 million as
of December 31, 2007. We record liabilities for medical and dental benefits payable for active employees and those
employees on long-term disability. Our liability for active employees is not accounted for on a present value basis as we
expect the benefits to be paid in a relatively short period of time. Our liability for those employees on long-term disability is
accounted for on a present value basis and in accordance with SFAS No. 112, Employers’ Accounting for Postemployment
Benefits. Our total liability for these medical and dental benefits totaled $5.7 million as of December 31, 2008 and $8.5
million as of December 31, 2007. The difference between the discounted and undiscounted medical and dental liability was
$1.0 million as of December 31, 2008 and December 31, 2007.
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Our self-insurance liabilities are estimated, in part, by considering historical claims experience, demographic factors
and other actuarial assumptions. The estimated accruals for these liabilities, portions of which are calculated by third party
actuarial firms, could be significantly affected if future events and claims differ from these assumptions and historical trends.

Litigation — We are party to legal actions and claims arising in the ordinary course of business. We record accruals for
legal matters when the expected outcome of these matters is either known or considered probable and can be reasonably
estimated. Our accruals do not include related legal and other costs expected to be incurred in defense of legal actions. Based
upon information presently available, we believe that it is unlikely that any identified matters, either individually or in the
aggregate, will have a material adverse effect on our annual results of operations, financial position or liquidity.

Litigation of income tax matters is accounted for under the provisions of FIN No. 48, Accounting for Uncertainty in
Income Taxes. Further information can be found in Note 9: Income tax provision.

Note 15: Common stock purchase rights

In February 1988, we adopted a shareholder rights plan under which common stock purchase rights automatically
attach to each share of common stock we issue. The rights plan is governed by a rights agreement between us and Wells Fargo
Bank, National Association, as rights agent. This agreement most recently was amended and restated as of December 20,
2006 (Restated Agreement).

Pursuant to the Restated Agreement, upon the occurrence of certain events, each right will entitle the holder to
purchase one share of common stock at an exercise price of $100. The exercise price may be adjusted from time to time upon
the occurrence of certain events outlined in the Restated Agreement. In certain circumstances described in the Restated
Agreement, if (i) any person becomes the beneficial owner of 20% or more of the company’s common stock, (ii) the company
is acquired in a merger or other business combination or (iii) upon the occurrence of other events, each right will entitle its
holder to purchase a number of shares of common stock of the company, or the acquirer or the surviving entity if the company
is not the surviving corporation in such a transaction. The number of shares purchasable at the then-current exercise price will
be equal to the exercise price of the right divided by 50% of the then-current market price of one share of common stock of
the company, or other surviving entity, subject to adjustments provided in the Restated Agreement. The rights expire
December 31, 2016, and may be redeemed by the company at a price of $.01 per right at any time prior to the occurrence of
the circumstances described above. The Restated Agreement requires an independent director review of the plan at least once
every three years.

Note 16: 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 6.5 million shares remained available for purchase under this authorization
as of December 31, 2008. We repurchased 1.1 million shares during 2008 for $21.8 million and 0.4 million shares during 2007
for $11.3 million. No shares were repurchased in 2006.

On December 31, 2006, we adopted the recognition provisions of SFAS No. 158, Employers’ Accounting for Defined
Benefit Pension and Other Postretirement Plans. This standard requires companies to recognize the overfunded or
underfunded status of a defined benefit postretirement plan as an asset or liability on the balance sheet and to recognize
changes in that funded status in the year in which the change occurs through comprehensive income. The adoption of SFAS
No. 158 resulted in an increase in accumulated other comprehensive loss of $33.4 million, net of tax, as of December 31,
2006.
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Accumulated other comprehensive loss as of December 31 was comprised of the following:

(in thousands) 2008 2007 2006
Postretirement and defined benefit pension plans:
Unrealized prior service credit ...........cccvveenenee. $ 22858 % 25305 $ 28,398
Unrealized net actuarial 10SS€S ...........cccevvrevenenne. (81,019) (61,422) (61,993)
Fourth quarter plan contribution — — (47)
Postretirement and defined benefit pension
plans, net of taX.......coecveveeneeneiencrneeees (58,161) (36,117) (33,642)
Loss on derivatives, net of taX ...........cccceevevveeeuennnn. (7,498) (8,881) (11,162)
Unrealized gain on securities, net of tax................. — — 242
Currency translation adjustment..........c.occcceveenneee. 705 5,952 2,689
Accumulated other comprehensive loss............ $  (64954) $  (39,046) $ (41,873)

Note 17: Business segment information

We operate three reportable business segments: Small Business Services, Financial Services and Direct Checks. Small
Business Services sells business checks, printed forms, promotional products, web services, marketing materials and related
services and products to small businesses and home offices through direct response marketing, financial institution referrals,
independent distributors, the internet and sales representatives. Financial Services sells personal and business checks, check-
related products and services, customer loyalty, retention and fraud monitoring and protection services, and stored value gift cards
to financial institutions. 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 Europe. No single customer accounted for more than 10% of revenue in 2008, 2007
or 2006.

The accounting policies of the segments are the same as those described in Note 1. We allocate corporate costs 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 reported in that segment’s results. Due to our shared services
approach to 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 primarily 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 and deferred
income taxes. Depreciation and amortization expense related to corporate assets which was allocated to the segments was $31.9
million in 2008 and 2007 and $18.9 million in 2006.

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.
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The following is our segment information as of and for the years ended December 31:

Reportable business segments

Small
Business Financial Direct
(in thousands) Services Services Checks Corporate Consolidated
Revenue from external customers:  2008..... $ 851,060 $ 430,018 $ 187,584 $ — 3 1,468,662
2007..... 921,657 457,292 209,936 — 1,588,885
2006..... 949,492 458,118 211,727 — 1,619,337
Operating income: 2008..... 90,078 65,540 53,616 — 209,234
2007..... 132,821 74,305 62,778 — 269,904
2006..... 87,009 46,613 64,922 — 198,544
Depreciation and amortization 2008..... 49,947 9,664 4,349 — 63,960
expense: 2007..... 52,830 9,936 4,794 — 67,560
2006..... 62,879 14,548 7,108 — 84,535
Asset impairment charges: 2008..... 9,942 — — — 9,942
2007.... — — — — —
2006..... 18,285 26,413 — — 44,698
Total assets: 2008..... 785,555 47,872 100,535 285,023 1,218,985
2007..... 750,483 66,475 102,452 291,345 1,210,755
2006..... 784,815 90,075 105,041 287,201 1,267,132
Capital asset purchases: 2008..... — — — 31,865 31,865
2007..... — — — 32,286 32,286
2006..... — — — 41,012 41,012
Revenue by product for each year was as follows:
(in thousands) 2008 2007 2006
CRECKS .vveevieeeeeeetee et 960,837 $ 1,045,008 $ 1,041,523
Other printed products, including forms...... 328,990 374,138 366,691
Accessories and promotional products ........ 109,773 118,181 122,635
Packaging supplies, services and other........ 69,062 51,558 88,488
TOtal TEVENUE ..o 1,468,662 $ 1,588,885 $ 1,619,337
The following information is based on the geographic locations of our subsidiaries:
(in thousands) 2008 2007 2006
Revenue from external customers:
United States.......cceevveeeeeeeieeeieeeieeeeneeenns 1,397,759 $ 1,517,322 $ 1,550,507
Foreign, primarily Canada...........ccccc...... 70,903 71,563 68,830
TOtal TEVENUE ... 1,468,662 $ 1,588,885 $ 1,619,337
Long-lived assets:
United States......cccvvevveeeeeeeeeeeeeeeeeeeneeenns 1,036,140 $ 1,005,145 $ 1,052,257
Foreign, primarily Canada...............cc..c..... 15,759 13,665 12,758
Total long-lived assets .........ccoeevuerueenne. 1,051,899 $ 1,018,810 $ 1,065,015
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Note 18: Market risks

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

Economic conditions — As discussed in Note 7, during 2008, we recorded impairment charges related to trade names in
our Small Business Services segment. Our impairment analysis indicated no impairment of goodwill. However, due to the
ongoing uncertainty in market conditions, which may continue to negatively impact our market value and expected operating
results, we will continue to monitor whether additional impairment analyses are required with respect to the carrying value of
the Safeguard indefinite-lived trade name, as well as goodwill, primarily relating to one reporting unit whose fair value
exceeded its carrying value of $76.9 million by $2.7 million as of December 31, 2008. The calculated fair values of our other
reporting units exceeded their carrying values by amounts between $26 million and $391 million as of December 31, 2008.
The fair value of the Safeguard trade name exceeded its carrying value of $24.0 million by $0.3 million as of December 31,
2008.

In completing our goodwill impairment analysis, we test the appropriateness of our reporting units’ estimated fair
values by reconciling the aggregate reporting units’ fair values with our market capitalization. The aggregate fair value of our
reporting units included a 25% control premium, which is an amount we estimate a buyer would be willing to pay in excess of
the current market price of our company in order to acquire a controlling interest. The premium is justified by the expected
synergies, such as expected increases in cash flows resulting from cost savings and revenue enhancements. Our fair value
calculation was based on a closing stock price of $14.96 per share as of December 31, 2008. Both before and after December
31, 2008, our common stock traded at prices lower than this closing price. If such a decline in our stock price occurs in the
future for a sustained period, it may be indicative of a further decline in our fair value and would likely require us to record an
impairment charge for a portion of the $40.2 million of goodwill allocated to one of our reporting units. Accordingly, we
believe that a non-cash goodwill impairment charge related to this reporting unit and/or further impairment charges related to
our indefinite-lived trade name are reasonably possible in the future.

The credit agreement governing our committed line of credit requires us to maintain a ratio of earnings before interest
and taxes to interest expense of 3.0 times, as measured quarterly on an aggregate basis for the preceding four quarters.
Significant impairment charges in the future could impact our ability to comply with this debt covenant, in which case our
lenders could demand immediate repayment of amounts outstanding under our line of credit. We would have remained in
compliance with this debt covenant even if our reported pre-tax earnings for 2008 had been $52 million lower than we
reported. As such, we do not consider it likely that we will violate this debt covenant in 2009.

Postretirement and pension plans — The plan assets of our postretirement benefit and pension plans are valued at fair value
using quoted market prices. Investments, in general, are subject to various risks, including credit, interest and overall market
volatility risks. During 2008, the equity markets saw a significant decline in value. As such, the fair values of our plan assets
decreased significantly during the year. Our plan assets and liabilities were re-measured at December 31, 2008, in accordance
with SFAS No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans. The unfunded status
of our plans increased by $30.0 million from December 31, 2007, due in large part to the decrease in the fair values of plan assets.
This affected the amounts reported in the consolidated balance sheet as of December 31, 2008. It also contributes to an expected
increase in postretirement benefit expense of approximately $8 million in 2009. If the equity and bond markets continue to
decline, the funded status of our plans could continue to 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 plans,
although our obligation is limited to funding benefits as they become payable.

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 any of the following were to occur:

e  We could lose a significant contract, which would have a negative impact on our results of operations.

e We may be unable to recover the value of any related unamortized contract acquisition cost and/or accounts
receivable. Contract acquisition costs, which are treated as pre-paid product discounts, are sometimes utilized in
our Financial Services segment when signing or renewing contracts with our financial institution clients and
totaled $37.7 million as of December 31, 2008. These amounts are recorded as non-current assets upon contract

92



execution and are amortized, generally on the straight-line basis, as reductions of revenue over the related contract
term. In most situations, the contract requires a financial institution to reimburse us for the unamortized contract
acquisition cost if it terminates its contract with us prior to the end of the contract term. Our contract acquisition
costs are comprised of amounts paid to individual financial institutions, many of which are smaller and would not
have a significant impact on our consolidated financial statements if they were deemed unrecoverable. However,
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.

e If one or more of our financial institution clients is taken over by a financial institution that is not one of our
clients, we could lose significant business. In the case of a cancelled contract, we may be entitled to collect a
contract termination payment. However, if a financial institution fails, we may be unable to collect that termination
payment. We have no indication at this time that any significant contract terminations are expected.

e [f one or more of our larger clients were to consolidate with a financial institution that is not one of our clients, our
results of operations could be positively impacted if we retain the client, as well as obtain the additional business
from the other party in the consolidation.

e If two of our financial institution clients consolidate, the increase in general negotiating leverage possessed by the
consolidated entities sometimes results in new contracts which are not as favorable to us as those historically
negotiated with the clients individually.

e  We could generate non-recurring conversion revenue. Conversions are driven by the need to replace obsolete
checks after one financial institution merges with or acquires another. However, we presently do not have specific
information that indicates that we should expect to generate significant income from conversions.

Deferred compensation plan — We have a non-qualified deferred compensation plan that allows eligible employees to
defer a portion of their compensation. The compensation deferred under this plan is credited with earnings or losses measured by
the mirrored rate of return on phantom investments elected by plan participants, which are similar to the investments available in
our defined contribution pension plan. As such, our liability for this plan fluctuates with market conditions. During 2008, we
reduced our deferred compensation liability by $1.5 million due to losses on the underlying investments elected by plan
participants. The carrying value of this liability, which was $3.9 million as of December 31, 2008, may change significantly in
future periods if volatility in the equity markets continues.
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DELUXE CORPORATION

SUMMARIZED QUARTERLY FINANCIAL DATA (UNAUDITED)
(in thousands, except per share amounts)

2008 Quarter Ended
March 31 June 30" September 30" December 31%
ReVENUE .....ccvevieieeiecieceeeeeeee e $ 377,077 $ 363,992 $ 362,714 $ 364,879
Gross Profit.......cccceeeeeereeieneneneneneees 234,139 226,832 212,624 228,554
NEt INCOME....oovvieviiiiiiiiiiieeeeeeeeeeeeeeeeeeeaaaes 27,317 32,617 13,760 27,940
Earnings per share:
0.53 0.64 0.27 0.55
0.53 0.63 0.27 0.55
0.25 0.25 0.25 0.25
2007 Quarter Ended
March 31% June 30 September 30 December 31
REVENUE .....ccvevieiieieeie e 399,432 $ 395312 $ 384,385 $ 409,756
Gross profit... 253,120 255,481 243,815 261,865
Net iNCOME.......c.eevvrerieeriereeeeereereereeenns 35,228 35,975 32,160 40,152
Earnings per share:
BaSIC.eiiviiiieiieieeieeeet e 0.69 0.70 0.62 0.78
Diluted......ccovvevieiieiesieceee e 0.68 0.69 0.62 0.77
Cash dividends per share ........c...ccccoueenee 0.25 0.25 0.25 0.25

During the fourth quarter of 2008, our Russell & Miller retail packaging and signage business met the criteria to be
classified as discontinued operations in our consolidated financial statements. As such, revenue and gross profit for prior
periods reflect the reclassification of the results of this business to discontinued operations.

2008 second quarter results include net pre-tax restructuring charges of $2.0 million related to our cost reduction initiatives. Results also
include a $1.1 million reduction in income tax expense for discrete items, primarily adjustments to uncertain tax positions.

2008 third quarter results include net pre-tax restructuring charges of $21.6 million related to our cost reduction initiatives, as well as
asset impairment charges of $9.7 million related to trade names in our Small Business Services segment. Results also include a $1.8 million
reduction in income tax expense for discrete items, primarily related to the settlement of amounts due to us under a tax sharing agreement
related to the spin-off of our eFunds business in 2000, as well as receivables related to amendments to prior year tax returns.

© 2008 fourth quarter results include net pre-tax restructuring charges of $5.1 million related to our cost reduction initiatives, as well as an
asset impairment charge of $0.3 million related to a trade name in our Small Business Services segment.

#2007 first quarter results include income tax expense of $1.2 million for discrete items, primarily the non-deductible write-off of
goodwill related to the sale of our industrial packaging product line, partially offset by the final settlement of an uncertain tax position.

2007 third quarter results include net pre-tax restructuring charges of $2.1 million related to our cost reduction initiatives. Results also
include a $1.3 million reduction in income tax expense for discrete items, primarily the reconciliation of our 2006 federal income tax return
to our 2006 income tax provision.

©® 2007 fourth quarter results include net pre-tax restructuring charges of $2.7 million related to our cost reduction initiatives. Results also

include a $1.8 million reduction in income tax expense for discrete items, primarily adjustments to receivables related to amendments to
prior year income tax returns.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

Disclosure Controls and Procedures — As of the end of the period covered by this report (the Evaluation Date), we
carried out an evaluation, under the supervision and with the participation of management, including the Chief Executive Officer
and the Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures (as
defined in Rule 13a-15(e) of the Securities Exchange Act of 1934, as amended (the 1934 Act)). Based upon that evaluation, the
Chief Executive Officer and the Chief Financial Officer concluded that, as of the Evaluation Date, our disclosure controls and
procedures were effective to ensure that information required to be disclosed in the reports that we file or submit under the
Exchange Act is (i) recorded, processed, summarized and reported within the time periods specified in applicable rules and
forms, and (ii) accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial
Officer, to allow timely decisions regarding required disclosure.

Internal Control Over Financial Reporting — There were no changes in our internal control over financial reporting
identified in connection with our evaluation during the quarter ended December 31, 2008, which have materially affected, or
are reasonably likely to materially affect, our internal control over financial reporting.

Management’s Report on Internal Control over Financial Reporting — Management of Deluxe Corporation is
responsible for establishing and maintaining adequate internal control over financial reporting. Internal control over financial
reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles in the
United States of America.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Management assessed the effectiveness of our internal control over financial reporting as of December 31, 2008. In
making this assessment, it used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway
Commission (COSO) in Internal Control — Integrated Framework. Based on this assessment we have concluded that, as of
December 31, 2008, our internal control over financial reporting was effective based on those criteria. The attestation report on
our internal control over financial reporting issued by PricewaterhouseCoopers LLP appears in Item 8 of this report.

Item 9B. Other Information.

None.
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PART III

Except where otherwise noted, the information required by Items 10 through 14 is incorporated by reference from our
definitive proxy statement, to be filed with the Securities and Exchange Commission within 120 days of our fiscal year-end,
with the exception of the executive officers section of Item 10, which is included in Part I, Item 1 of this report.

Item 10. Directors, Executive Officers and Corporate Governance.

See Part I, Item 1 of this report “Executive Officers of the Registrant.” The sections of the proxy statement entitled
“Item 1: Election of Directors,” “Board Structure and Governance—Audit Committee Expertise; Complaint-Handling
Procedures,” “Board Structure and Governance—Meetings and Committees of the Board of Directors—Audit Committee,”
“Stock Ownership and Reporting—Section 16(a) Beneficial Ownership Reporting Compliance” and “Board Structure and
Governance—Code of Ethics and Business Conduct” are incorporated by reference to this report.

The full text of our Code of Ethics and Business Conduct (Code of Ethics) is posted on the Investor Relations page of
our website at www.deluxe.com under the “Corporate Governance” caption. We intend to satisfy the disclosure requirement
under Item 5.05 of Form 8-K regarding an amendment to, or waiver from, a provision of the Code of Ethics that applies to our
principal executive officer, principal financial officer, principal accounting officer or controller or persons performing similar
functions by posting such information on our website at the address and location specified above.

Item 11. Executive Compensation.

The sections of the proxy statement entitled “Compensation Committee Report,” “Executive Compensation,” “Director
Compensation” and “Board Structure and Governance—Compensation Committee Interlocks and Insider Participation” are
incorporated by reference to this report.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters.

The section of the proxy statement entitled “Stock Ownership and Reporting—Security Ownership of Certain
Beneficial Owners and Management” is incorporated by reference to this report.
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The following table provides information concerning all of our equity compensation plans as of December 31, 2008:

Equity Compensation Plan Information

Number of securities
to be issued upon
exercise of

Weighted-average
exercise price of

Number of securities
remaining available
for future issuance

under equity
compensation plans

(excluding securities

outstanding options,  outstanding options, reflected in the first
Plan category warrants and rights warrants and rights column)
Equity compensation plans
approved by shareholders 3,250,776 $32.00" 7,939,983
Equity compensation plans not
approved by shareholders None None None
Total 3,250,776 $32.00 7,939,983

M Includes awards granted under our 2008 Stock Incentive Plan and our previous stock incentive plans adopted in 2000, as amended, and in 1994. The
number of securities to be issued upon exercise of outstanding options, warrants and rights includes outstanding stock options of 3,105,395 and restricted
stock unit awards of 145,381.

@ Includes 4,201,191 shares reserved for issuance under our Amended and Restated 2000 Employee Stock Purchase Plan. Of the total available for future
issuance, 3,738,792 shares remain available for issuance under our 2008 Stock Incentive Plan. Under this plan, full value awards such as restricted stock,

restricted stock units and share-based performance awards reduce the number of shares available for issuance by a factor of 2.29, or if such an award were
forfeited or terminated without delivery of the shares, the number of shares that again become eligible for issuance would be multiplied by a factor of 2.29.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

None of our directors or officers, nor any known person who beneficially owns, directly or indirectly, five percent of
our common stock, nor any member of the immediate family of any of the foregoing persons has any material interest, direct
or indirect, in any transaction since January 1, 2008 or in any presently proposed transaction which, in either case, has
affected or will materially affect us. None of our directors or officers is indebted to us.

The sections of the proxy entitled “Board Structure and Governance—Board Oversight and Director Independence”
and “Board Structure and Governance—Related Party Transaction Policy and Procedures” are incorporated by reference to
this report.

Item 14. Principal Accounting Fees and Services.

The sections of the proxy statement entitled “Fiscal Year 2008 Audit and Independent Registered Public Accounting
Firm—Fees Paid to Independent Registered Public Accounting Firm” and “Fiscal Year 2008 Audit and Independent
Registered Public Accounting Firm—Policy on Audit Committee Pre-Approval of Accounting Firm Fees and Services” are
incorporated by reference to this report.
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PART IV
Item 15. Exhibits, Financial Statement Schedules.

(a) Financial Statements and Schedules

The financial statements are set forth under Item 8 of this Annual Report on Form 10-K. Financial statement schedules
have been omitted since they are either not required or are not applicable, or the required information is shown in the
consolidated financial statements or notes.

(b) Exhibit Listing

The following exhibits are filed as part of or are incorporated in this report by reference:

Exhibit Method of
Number Description Filing
1.1 Purchase Agreement, dated September 28, 2004, by and among us and J.P. *

Morgan Securities Inc. and Wachovia Capital Markets, LLC, as
representatives of the several initial purchasers listed in Schedule 1 of the
Purchase Agreement (incorporated by reference to Exhibit 1.1 to the Current
Report on Form 8-K filed with the Commission on October 4, 2004)

2.1 Agreement and Plan of Merger, dated as of May 17, 2004, by and among us, *
Hudson Acquisition Corporation and New England Business Service, Inc.
(incorporated by reference to Exhibit (d)(1) to the Deluxe Corporation
Schedule TO-T filed with the Commission on May 25, 2004)

2.2 Agreement and Plan of Merger, dated as of June 18, 2008, by and among us, *
Deluxe Business Operations, Inc., Helix Merger Corp. and Hostopia.com Inc.
(excluding schedules which we agree to furnish to the Commission upon
request) (incorporated by reference to Exhibit 2.1 to the Current Report on
Form 8-K filed with the Commission on June 23, 2008)

3.1 Articles of Incorporation (incorporated by reference to the Annual Report on *
Form 10-K for the year ended December 31, 1990)

3.2 Bylaws (incorporated by reference to Exhibit 3.2 to the Current Report on *
Form 8-K filed with the Commission on October 23, 2008)

4.1 Amended and Restated Rights Agreement, dated as of December 20, 2006, by *
and between us and Wells Fargo Bank, National Association, as Rights Agent,
which includes as Exhibit A thereto, the Form of Rights Certificate
(incorporated by reference to Exhibit 4.1 to the Current Report on Form 8-K
filed with the Commission on December 21, 2006)

4.2 First Supplemental Indenture dated as of December 4, 2002, by and between *
us and Wells Fargo Bank Minnesota, N.A. (formerly, Norwest Bank
Minnesota, National Association), as trustee (incorporated by reference to
Exhibit 4.1 to the Form 8-K filed with the Commission on December 5, 2002)
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4.4

4.5

4.6

4.7

4.8

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Indenture, dated as of April 30, 2003, by and between us and Wells Fargo
Bank Minnesota, N.A. (formerly Norwest Bank Minnesota, National
Association), as trustee (incorporated by reference to Exhibit 4.8 to the
Registration Statement on Form S-3 (Registration No. 333-104858) filed with
the Commission on April 30, 2003)

Form of Officer’s Certificate and Company Order authorizing the 2014 Notes,
series B (incorporated by reference to Exhibit 4.9 to the Registration
Statement on Form S-4 (Registration No. 333-120381) filed with the
Commission on November 12, 2004)

Specimen of 5 1/8% notes due 2014, series B (incorporated by reference to
Exhibit 4.10 to the Registration Statement on Form S-4 (Registration No. 333-
120381) filed with the Commission on November 12, 2004)

Indenture, dated as of May 14, 2007, by and between us and The Bank of
New York Trust Company, N.A., as trustee (including form of 7.375% Senior
Notes due 2015) (incorporated by reference to Exhibit 4.1 to the Current
Report on Form 8-K filed with the Commission on May 15, 2007)

Registration Rights Agreement, dated May 14, 2007, by and between us and
J.P. Morgan Securities Inc., as representative of the several initial purchasers
listed in Schedule I to the Purchase Agreement related to the 7.375% Senior
Notes due 2015 (incorporated by reference to Exhibit 4.2 to the Current
Report on Form 8-K filed with the Commission on May 15, 2007)

Specimen of 7.375% Senior Notes due 2015 (included in Exhibit 4.6)

2008 Annual Incentive Plan (incorporated by reference to Appendix A of our
definitive proxy statement filed with the Commission on March 13, 2008)**

2008 Stock Incentive Plan (incorporated by reference to Appendix B of our
definitive proxy statement filed with the Commission on March 13, 2008)**

First Amendment to Deluxe Corporation Non-employee Director Stock and
Deferral Plan**

Amended and Restated 2000 Employee Stock Purchase Plan (incorporated by
reference to Exhibit 10.18 to the Annual Report on Form 10-K for the year
ended December 31, 2001)**

Deluxe Corporation Deferred Compensation Plan (2008 Restatement)™**

Deluxe Corporation Deferred Compensation Plan Trust (incorporated by
reference to Exhibit 4.3 to the Form S-8 filed January 7, 2002)**

Deluxe Corporation Executive Deferred Compensation Plan for Employee
Retention and Other Eligible Arrangements (incorporated by reference to
Exhibit 10.24 to the Quarterly Report on Form 10-Q for the quarter ended
June 30, 2000)**

Filed
herewith

Filed
herewith
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10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

Deluxe Corporation Supplemental Benefit Plan (incorporated by reference to
Exhibit (10)(B) to the Annual Report on Form 10-K for the year ended
December 31, 1995)**

First Amendment to the Deluxe Corporation Supplemental Benefit Plan (2001
Restatement) (incorporated by reference to Exhibit 10.19 to the Annual
Report on Form 10-K for the year ended December 31, 2001)**

Description of modification to the Deluxe Corporation Non-Employee
Director Retirement and Deferred Compensation Plan (incorporated by
reference to Exhibit 10.10 to the Annual Report on Form 10-K for the year
ended December 31, 1997)**

Description of Non-employee Director Compensation Arrangements, updated
April 30, 2008 (incorporated by reference to Exhibit 10.1 to the Quarterly
Report on Form 10-Q for the quarter ended June 30, 2008)**

Form of Severance Agreement entered into between Deluxe and the following
executive officers: Anthony Scarfone, Terry Peterson, Richard Greene, Lynn
Koldenhoven, Pete Godich, Julie Loosbrock, Malcolm McRoberts, Tom
Morefield and Laura Radewald (incorporated by reference to Exhibit 10.17 to
the Annual Report on Form 10-K for the year ended December 31, 2000)**

Form of Executive Retention Agreement entered into between Deluxe and the
following executive officers: Anthony Scarfone and Richard Greene
(incorporated by reference to Exhibit 10.19 to the Annual Report on Form 10-
K for the year ended December 31, 2000)**

Form of Executive Retention Agreement between Deluxe and Lee Schram
(incorporated by reference to Exhibit 99.2 to the Current Report on Form 8-K
filed with the Commission on April 17, 2006)**

Form of Executive Retention Agreement, dated as of August 8, 2007, by and
between Deluxe and Lee J. Schram (incorporated by reference to Exhibit 99.1
to the Current Report on Form 8-K filed with the Commission on August 10,
2007)**

Form of Executive Retention Agreement entered into between Deluxe and
each Senior Vice President (incorporated by reference to Exhibit 99.2 to the
Current Report on Form 8-K filed with the Commission on August 10,
2007)**

Form of Executive Retention Agreement entered into between Deluxe and
each Vice President designated as an executive officer (incorporated by
reference to Exhibit 99.3 to the Current Report on Form 8-K filed with the
Commission on August 10, 2007)**

Form of Addendum to Executive Retention and Severance Agreements
Relating to Section 409A of the Internal Revenue Code™**

Form of Agreement for Awards Payable in Restricted Stock Units
(incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K
filed with the Commission on January 28, 2005)**

Filed
herewith
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10.20

10.21

10.22

10.23

10.24

10.25

10.26

10.27

10.28

10.29

10.30

12.1

21.1

23.1

Form of Agreement for Awards Payable in Restricted Stock Units (rev.
12/08)**

Form of Non-employee Director Non-qualified Stock Option Agreement
(incorporated by reference to Exhibit 10.19 to the Annual Report on Form 10-
K for the year ended December 31, 2004)**

Form of Agreement as to Award of Restricted Common Stock (Non-
Employee Director Grants) (incorporated by reference to Exhibit 10.1 to the
Current Report on Form 8-K filed with the Commission on October 27,
2006)**

Form of Non-Employee Director Restricted Stock Award Agreement (ver.
4/07) (incorporated by reference to Exhibit 10.1 to the Quarterly Report on
Form 10Q for the quarter ended March 31, 2007)**

Form of Non-qualified Stock Option Agreement (incorporated by reference to
Exhibit 10.21 to the Annual Report on Form 10-K for the year ended
December 31, 2004)**

Form of Non-qualified Stock Option Agreement (as amended February 2006)
(incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K
filed with the Commission on February 21, 2006)**

Form of Restricted Stock Award Agreement (Two-Year Retention Term)
(incorporated by reference to Exhibit 10.3 to the Current Report on Form 8-K
filed with the Commission on February 21, 2006)**

Form of Non-Qualified Stock Option Agreement (version 2/07) (incorporated
by reference to exhibit 10.28 to the Annual Report on Form 10-K for the year
ended December 31, 2006)**

Form of Performance Accelerated Restricted Stock Award Agreement
(version 2/07) (incorporated by reference to Exhibit 10.29 to the Annual
Report on Form 10-K for the year ended December 31, 2006)**
Employment Agreement dated as of April 10, 2006, between Deluxe and Lee
Schram (incorporated by reference to Exhibit 99.1 to the Current Report on
Form 8-K filed with the Commission on April 17, 2006)**

Offer letter, dated as of September 15, 2006, between Deluxe and Richard S.
Greene (incorporated by reference to Exhibit 10.1 to the Quarterly Report on
Form 10-Q for the quarter ended September 30, 2006)**

Statement re: Computation of Ratios

Subsidiaries of the Registrant

Consent of Independent Registered Public Accounting Firm

Filed
herewith

Filed
herewith

Filed
herewith

Filed
herewith
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24.1 Power of Attorney Filed

herewith

31.1 CEO Certification of Periodic Report pursuant to Section 302 of the Filed
Sarbanes-Oxley Act of 2002 herewith

31.2 CFO Certification of Periodic Report pursuant to Section 302 of the Sarbanes- Filed
Oxley Act of 2002 herewith
32.1 CEO and CFO Certification of Periodic Report pursuant to Section 906 of the Furnished
Sarbanes-Oxley Act of 2002 herewith

*Incorporated by reference

**Denotes compensatory plan or management contract

Note to recipients of Form 10-K: Copies of exhibits will be furnished upon written request and payment of
reasonable expenses in furnishing such copies.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

DELUXE CORPORATION
Date: February 18, 2009 By: _/s/ Lee Schram

Lee Schram
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities indicated on February 18, 2009.

Signature Title

By _/s/Lee Schram Chief Executive Officer
Lee Schram (Principal Executive Officer)

By _/s/ Richard S. Greene Senior Vice President, Chief Financial Officer
Richard S. Greene (Principal Financial Officer)

By _/s/ Terry D. Peterson Vice President, Investor Relations and Chief Accounting
Terry D. Peterson Officer

(Principal Accounting Officer)

*k

Ronald C. Baldwin Director
*

Charles A. Haggerty Director
*

Isaiah Harris, Jr. Director
*

Don J. McGrath Director
*

Cheryl E. Mayberry McKissack Director
*

Neil J. Metviner Director
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*k

Stephen P. Nachtsheim

*k

Mary Ann O’Dwyer

*k

Martyn R. Redgrave

*By: /s/ Lee Schram

Lee Schram
Attorney-in-Fact

Director

Director

Director
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EXHIBIT INDEX

Exhibit No. Description

10.3 First Amendment to Deluxe Corporation Non-employee Director Stock
and Deferral Plan

10.5 Deluxe Corporation Deferred Compensation Plan (2008 Restatement)

10.18 Form of Addendum to Executive Retention and Severance Agreements
Relating to Section 409A of the Internal Revenue Code

10.20 Form of Agreement for Awards Payable in Restricted Stock Units (rev.
12/08)

12.1 Statement re: Computation of Ratios

21.1 Subsidiaries of the Registrant

23.1 Consent of Independent Registered Public Accounting Firm

24.1 Power of Attorney

31.1 CEO Certification of Periodic Report pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

31.2 CFO Certification of Periodic Report pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

32.1 CEO and CFO Certification of Periodic Report pursuant to Section 906

of the Sarbanes-Oxley Act of 2002
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