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Net Income increased 40.9% to $54.2 million.
Record Diluted Earnings per Share of $0.88.

Total Revenues of $647.7 million.

Center Gross Profit of $162.1 million increased 2.8%.

Dividend payments of $0.25 per share for the year. :
Company has now paid dividends in 21 consecutive quarters. :
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Our Customers

Middle-income working Americans: Banked and Empfloyed“

Advance America US. Census
Customers@ 2000®
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cost of Short-term Credit Alternatives

Fees and APR for 14 day transaction  Median

: - Median Median Fee per
Product Size Fee $100

$45  1,173%

Cash Advance
from Advance America
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FORWARD-LOOKING STATEMENTS

The matters discussed in this Annual Report on Form 10-K that are forward-looking statements
are based on current management expectations that involve substantial risks and uncertainties, which
could cause actual results to differ materially from the results expressed in, or implied by, these
forward-looking statements. These statements can be identified by the fact that they do not relate
strictly to historical or current facts. They use words such as “expect,” “intend,” “plan,” “believe,”
“project,” “anticipate,” “may,” “will,” “should,” “would,” “could,” “estimate,” “continue,” and other
words and terms of similar meaning in conjunction with a discussion of future operating or financial
performance. You should read statements that contain these words carefully, because they discuss our
future expectations, contain projections of our future results of operations or of our financial position,
or state other “forward-looking” information.

The factors listed in “Item 1A. Risk Factors,” as well as any cautionary language in this Annual
Report, provide examples of risks, uncertainties, and events that may cause our actual results to differ
materially from the expectations we describe in our forward-looking statements. Although we believe
that our expectations are based on reasonable assumptions, actual results may differ materially from
those in the forward-looking statements as a result of various factors, including, but not limited to, =
those described in “Item 1A. Risk Factors.”

Forward-looking statements speak only as of the date of this Annual Report. Except as required
under federal securities laws and the rules and regulations of the U.S. Securities and Exchange
Commission, we do not have any intention, and do not undertake, to update any forward-looking
statements to reflect events or circumstances arising after the date of this Annual Report, whether as a
result of new information, future events, or otherwise. As a result of these risks and uncertainties,
readers are cautioned not to place undue reliance on the forward-looking statements included in this
Annual Report or that may be made elsewhere from time to time by, or on behalf of, us. All forward-
looking statements attributable to us are expressly qualified by these cautionary statements.



PART 1
ITEM 1. BUSINESS.
Overview

We are the largest non-bank provider of cash advance services in the United States, as measured
by the number of centers operated. As of December 31, 2009, we operated 2,553 centers in 32 states in -
the United States, 21 centers in the United Kingdom, and 13 centers in Canada, and had 71 limited
licensees in the United Kingdom. Cash advances are typically small-denomination, short-term,
unsecured advances that are due on the customer’s next payday. We do not franchise any of our
centers in the United States or Canada and do not provide pawn lending, title lending, or similar
services.

In 2005, we began to expand the manner in which we offered cash advance services, primarily in
response to increasing legislative and regulatory restrictions, and to offer certain complimentary
products and services. For example, in 2005, we started offering a fee-based credit services package to
assist customers in trying to improve their credit and in obtaining an extension of consumer credit
through a third-party lender. During 2006, we began offering installment loans directly to customers in
Illinois and prepaid debit cards in most of our centers as an agent of a bank regulated by the U.S.
Office of Thrift Supervision (“OTS”). In the fall of 2007, we began selling money orders and providing
money transfer services as an agent of a registered money transmitter. In 2008, we began offering small
loans to customers in Ohio and open-ended lines of credit to customers in Virginia and implemented
an online application process. In the first quarter of 2010, we will cease offering new lines of credit to
customers in Virginia. In the future we intend to expand our product and service offerings.

We focus primarily on providing cash advance services to middle-income working individuals. The
table below shows selected demographics of the customers we serve:

Customers (1) U.S. Census 2000

AVErage age (YEAIS) . . . oo v i e ittt e 48 36
Median householdincome . .......... ... .. .. .. ... ... .. ..... $50,000 $41,994
Percentage homeowners (2) . ......... ... .. ... i, 69% 66%
Percentage with high school degrees . .......................... 91% 81%

(1) Based on 100,000 of our randomly selected customers across selected states, weighted by
percentage of composition in each state, who performed transactions between December 1, 2008
and November 30, 2009.

(2) Percentage homeowners includes homeowners and probable homeowners.

Our goal is to attract customers by offering straightforward, rapid access to short-term funding,
while providing high-quality, professional customer service. We believe that our products and services
represent a competitive source of liquidity to the customer relative to other alternatives, which typically
include overdraft privileges or bounced check protection, late bill payments, checks returned for
insufficient funds, and short-term collateralized loans.

Our centers, which we design to have the appearance of mainstream financial institutions, are
typically located in middle-income shopping areas with high retail activity. As of December 31, 2009, we
operated 2,465 centers under the “Advance America” brand and 122 centers under the “National Cash
Advance” brand.



The following table presents key operating data for our business:

Year Ended December 31,

2007 2008 2009

Number of centers open at end of period . ................ 2,832 2,797 2,587
Number of customers served—all credit products (thousands) . . 1,524 1,419 1,316
Number of cash advances originated (thousands) (1) ......... 11,979 11,762 10,860
Aggregate principal amount of cash advances originated

(thousands) (1) ... ... v i $4,317,980 $4,296,493  $3,922,195
Average amount of each cash advance originated (1) . ........ $ 361 § 366 $ 361
Average charge to customers for providing and processing a cash

advance (1) ...t $ 55 % 55 % 53
Average duration of a cash advance (days) (1,2) ............ 16.5 16.8 17.6
Average number of lines of credit outstanding during the period

(thousands) (3) ... ...t 24 10 24
Average amount of aggregate principal on lines of credit _

outstanding during the period (thousands)(3) ............ $ 10377 $ 6,946 $ 10,945
Average principal amount on each line of credit outstanding

during the period (3) ... ..ot $ 429 $ 672 $ 410
Number of installment loans originated (thousands) (4) ....... 31 32 35
Aggregate principal amount of installment loans originated

(thousands) (4) . .. oviv it $ 12,997 § 14,841 $ 15992
Average principal amount of each installment loan

originated (4) . .. . oot $ 417 $ 462 $ 453

(1) Excludes lines of credit and installment loans.
(2) Excludes the impact of extended payment plans.

(3) We offered lines of credit in Pennsylvania from June 2006 through July 2007. We began offering
lines of credit in Virginia in November 2008 and will cease offering new lines of credit to
customers in Virginia in March 2010.

(4) The installment loan activity reflects loans we originated as the lender in Illinois.

Our Industry

The cash advance services industry is part of the broader consumer finance industry. In contrast to
more traditional consumer credit options, cash advance services typically involve providing customers
small-denomination, short-term, and unsecured cash advances. We believe our industry developed in
the early 1990s in response to changes in the availability of short-term consumer credit alternatives
from traditional banking institutions. The high charges associated with having insufficient funds in one’s
bank account, as well as overdraft fees and other late/penalty fees charged by financial institutions and
merchants, helped create customer demand for cash advance services. We believe customers value cash
advance services as a simple, quick, and confidential way to meet short-term cash needs between
paydays while avoiding the potentially higher costs and negative credit consequences of other
alternatives.

Because of the relatively low cost of entry and the regulatory safe harbor that many state statutes
provide for cash advance services, our industry experienced significant growth during the late 1990s and
early 2000s. However, due to market saturation and to federal and state legislative and regulatory
challenges, we believe the cash advance services industry has largely stopped growing in number of
centers in the United States. Additionally, in response to the emergence of our industry, traditional



banking institutions, other consumer credit providers, and retailers have introduced products and
services that are designed to compete more directly with cash advance services.

Competitive Strengths

Market Leader with Economies of Scale. 'With 2,553 centers located in 32 states as of
December 31, 2009, we are the largest non-bank provider of cash advance services in the United States,
as measured by the number of centers operated, with approximately twice as many centers as the next
largest non-bank provider of cash advance services. We believe our size provides us with a leadership
position in the industry, allows us to leverage our brand name, and enables us to benefit from
economies of scale and to enter favorable relationships with landlords, strategic vendors, and other
suppliers. We have centralized most center support functions, including marketing and advertising,
accounting and finance, treasury management, human resources, regulatory compliance, information
technology support, and customer support systems.

Continued Focus on Government Affairs. 'We have experience with the legislative and regulatory
environment in all of the states in which we operate as well as at the federal level. We are a founding
member of the Community Financial Services Association of America (“CFSA”), an industry trade
group composed of our company and more than 100 other companies engaged in the cash advance
services industry. Our internal government affairs team, together with the CFSA, seeks to encourage
favorable legislation that permits us to operate profitably within a balanced regulatory framework. In
2009, 2008, and 2007, cash advance legislation we supported was adopted in two states, five states, and
10 states, respectively. Our approach is to continue to work with policymakers and grassroots
organizations to provide a predictable and favorable legislative environment for the cash advance
services industry.

Center-Level Controls. 'We believe that our management information systems, our cash
management systems, and our internal compliance systems are critical to our success. We employ a
proprietary point-of-sale system used to record transactions in our centers. This information is recorded
daily and analyzed at our centers and at our headquarters. We also employ a third-party cash
reconciliation software system to balance and monitor cash receipts and disbursements.

Customer Satisfaction. 'We believe our customers value our safe and convenient locations and the
courtesy with which they are treated by our employees. Our cash advance services are cost-competitive
and easy to understand. We post our rates and fees on the walls of our stores and our customer
documents fully outline the terms of the transaction. The advance process is simple, reliable, and
transparent for our customers. We believe our customer service distinguishes us from our competitors
and that our customers are more likely to repay advances in a timely manner and return to us the next
time the need arises for a cash advance.

Geographical Diversification of Our Centers. 'With centers located in 32 states as of December 31,
2009, we believe we have developed a significant presence throughout the United States. We now also
operate centers in Canada and the United Kingdom. This geographic diversification helps mitigate the
risk and possible financial impact of unfavorable legislative changes or the economic environment of a
particular region and allows us to take advantage of competitive opportunities in those markets. For
the year ended December 31, 2009, California, Florida, and Texas, which accounted for approximately
11.5%, 11.0%, and 10.9%, respectively, of our total revenues, were the only states that accounted for
more than 10% of our total revenues.

Business Strategy

Maintain Position as the Market Leader. A principal component of our strategy is being a leading
provider of cash advance services in each market where we operate. We believe that by continuing to



offer the convenience of multiple locations, as well as exceptional customer service, we will maintain a
high level of customer satisfaction. In general, we believe that new market opportunities in the United
States have decreased and we have adjusted our roll-out of new centers accordingly. In the United
States, we opened 40 centers in 2008 and five centers in 2009. We currently expect to open
approximately 50 centers during 2010. We may consider opportunities to acquire cash advance
companies or businesses in select markets.

Improve Profitability of Existing Centers. As the competitive environment has shifted away from
new center openings, we are now focusing on opportunities to improve the profitability of our existing
centers, including by selectively consolidating centers. We believe we can combine certain centers that
are near each other and maintain the majority of the customers and revenues of both centers while
reducing operating costs. We may also attempt to acquire new customers from competitors who are
exiting certain markets where we operate and therefore increase the average number of customers per
center. By selectively consolidating centers and increasing the average number of customers served per
center, we hope to reduce operating costs and increase center gross profit. -

Continue to Drive Center Operating Performance. 'We strive to have all of our centers match the
operating performance of the best centers in their market. To do this, our employees are evaluated and
compensated, in part, based on their achievement of operational goals, which we adjust each year to
account for the continued improvement in our business. The three key metrics we reward are:

(1) maintaining a high level of compliance with applicable laws and regulations; (2) meeting stated
growth objectives; and (3) meeting loss targets. We believe that by focusing on these specific goals and
tying them to employee compensation, we can improve operating performance in all our centers.

Support Improvement of the Legislative and Regulatory Environment. ~As of December 31, 2009,
32 states had specific laws that permitted cash advances or related services that we believe offer a-
regulatory framework that balances consumer interests while allowing profitable cash advance
operations. We remain committed to working with policymakers and grassroots organizations to
facilitate the implementation of a balanced, viable, and predictable regulatory framework that protects
the interests of the customers we serve while allowing us to operate profitably in every state.

Further Expand Our Product and Service Offerings. While our primary focus will continue to be on
cash advance services, we are actively exploring complementary product and service offerings to take
advantage of our brand name and national footprmt Over the last three years, we began to offer
prepaid debit cards and money transfer services as an agent for third-party vendors. We believe these
products increase customer satisfaction and enhance revenue.

Expand Distribution Channels. During 2008, we began accepting online cash advance applications
through Advance America websites, where customers may either (1) apply for cash advances from us,
and come to a center to complete their transactions; or (2) apply for cash advances from third-party
lenders that will be deposited directly to their bank account. We expect to continue to grow this
distribution channel to attract new customers.

Our Services -

Cash Advance Services

Our primary business is offering cash advance services, which include cash advances, installment
loans, and lines of credit. However, we continue to expand our cash advance services and to offer
additional complimentary products and services.

In most states where we operate, we originate cash advance services under the authority of state-
specific enabling statutes. The particular cash advance services offered in any given location may
change from time to time depending upon changes in state law and federal law. Additionally, where



permitted by applicable law, we may assume the responsibility of serving as an agent to a regulated
lender. In Texas, where we operate as a credit services organization (“CSO”), the cash advances made
by a third-party lender are governed by Texas law. Online cash advances made by third-party lenders
are governed by the laws of the state where the customer resides.

The permitted size of a cash advance varies by jurisdiction and ranges from $50 to $5,000.
However, our typical cash advance ranges from $50 to $1,000. The finance charges on cash advance
services we currently offer also vary by jurisdiction and range up to 22% of the amount of a cash
advance.

Additional fees that we may charge and collect include origination fees, annual participation fees,
fees for returned checks, late fees, and other fees as permitted by applicable law. Currently, none of
the cash advance services we offer include annual participation fees. Origination fees on cash advance
services we currently offer range from $15 to $30, but future cash advance services may have higher or
lower origination fees depending on applicable state law. Fees for returned checks or electronic debits
that are denied for non-sufficient funds (“NSF”) vary by state and range up to $30 and late fees vary
by state and range up to $50. For the years ended December 31, 2009 and 2008, total NSF fees
collected were approximately $3.2 million and $3.3 million, respectively, and total late fees collected
were approximately $769,000 and $373,000, respectively. In Texas and online, the third-party lender may
charge NSF fees and late fees in accordance with applicable law.

A customer may obtain a cash advance in one of three ways: (1) by visiting one of our centers in
person and completing an application; (2) by visiting our website, beginning the application process
online, then visiting one of our centers in person to complete the application and receive a cash
advance from us; or (3) by visiting our website, completing an application online and receiving a cash
advance from a third-party lender that is directly deposited into the customer’s bank account.

Each new customer must provide us with certain personal information such as his or her name,
address, phone number, proof of identification, employment information or source of income, bank
account, and references. This information is entered into our information system and, where applicable,
that of the third-party lender. The customer’s identification, proof of income and/or employment, .and
proof of bank account are verified. In jurisdictions where we provide the cash advance, we determine
whether to approve a cash advance and the size of a cash advance, based primarily on a customer’s
income. We do not perform credit checks through consumer reporting agencies. In the future, we may
consider other criteria in evaluating loans. If a third-party lender provides the advance, such as in Texas
and online, the applicable third-party lender decides whether to approve the cash advance and
establishes all of the underwriting criteria and terms, conditions, and features of the customer
agreements.

After the documents presented by the customer have been reviewed for completeness and
accuracy, copied for record-keeping purposes and the cash advance has been approved, the customer
enters into an agreement governing the terms of the cash advance. The customer then provides a
personal check or an Automated Clearing House (“ACH”) authorization, which enables electronic
payment from the customer’s account, to cover the amount of the cash advance plus charges for
applicable fees and/or interest and/or the balance due under the agreement and makes an appointment
to return on a specified due date, typically his or her next payday, to repay the cash advance plus the
applicable charges. However, in some states, customers are not required to provide us with a personal
check or ACH authorization, and payment cycles may vary depending upon state law and service type.
At the specified due date, the customer is required to make the applicable payment, usually payment in
full of the cash advance plus fees and interest, if applicable. Payment is usually made in person, in cash
at the center where the cash advance was initiated or issued unless the cash advance was completed on
the internet, in which case the customer makes payment by ACH authorization.



Upon payment in full, the customer’s check is returned and/or his or her ACH authorization is
deemed to be revoked. If the customer does not repay the outstanding amount in full on or before the
due date, we will seek to collect from the customer the outstanding amount and any applicable fees,
including late and NSF fees due, and may deposit the customer’s personal check or initiate the
electronic payment from the customer’s bank account.

Other Products

We offer alternative products and services to our customers where permissible under applicable
law. For instance, in Ohio we currently offer check cashing services at state authorized rates. We may
also offer the products or services of a third party that we market, process, and/or service at our
centers pursuant to an agreement with the third party. For instance, we currently offer pre-paid debit
cards and money orders, money transmission and bill payment services. Our Advance America branded
pre-paid Visa debit card is issued by a bank regulated by the U.S. Office of Thrift Supervision
(“OTS”). The card allows a cardholder to load cash onto the card and use the card wherever VISA
debit cards are accepted. We are compensated under an agreement with the bank based on a number
of factors related to the bank’s revenue from purchases and subsequent cardholder activity, such as
charges for loads, ATM withdrawals, account maintenance/plan charges, and point of sale purchases. In
the third and fourth quarters of 2007, we began selling money orders and providing money transfer
services and bill payment services as an agent of a licensed third-party money transmitter. We are
compensated by the money transmitter based upon the number and value of money transfers, money
orders, and bill payments made by our centers.

Payment Plans

In most states, a customer may qualify for an extended payment plan (“Payment Plan”). Generally,
the terms of our Payment Plans conform to the CFSA Best Practices for extended payment plans.
Certain states have specified their own terms and eligibility requirements for Payment Plans. Typically,
a customer may enter into a Payment Plan for no additional fee once every twelve months and the
Payment Plan will call for scheduled payments that coincide with the customer’s next four paydays. In
some states, a customer may enter into a Payment Plan more frequently. We do not engage in
collection efforts while a customer is enrolled in a Payment Plan. If a customer misses a scheduled
payment under a Payment Plan, we may resume our normal collection procedures. We do not offer a
Payment Plan for installment loans or lines of credit. Nor does the third-party lender in Texas offer a
Payment Plan for advances to its customers. The third-party internet lenders offer Payment Plans as
required by state law.

Collection Procedures

Repayment terms vary depending upon state law, the type of cash advance service offered, and
whether the cash advance was completed online or in one of our centers. Generally, as part of the
closing process, we explain the customer’s repayment obligations and establish the expectation that the
customer will pay us in cash on or before the due date in accordance with their agreement with us. The
day before the due date, we generally call the customer to confirm their payment.

If a customer does not pay the amount due, our center management has the discretion to either
commence past-due collection efforts, which typically may proceed for up to 14 days in most states, or
deposit the customer’s personal check or debit their bank account in accordance with their ACH
authorization. If center management decides to commence past-due collection efforts, employees
typically contact the customer by telephone or in person to obtain a payment or a promise to pay and,
in cases where we hold a check, attempt to exchange the customer’s check for a cashier’s check, if
funds are available.



If, at the end of this past-due collection period or Payment Plan, the center has been unable to
collect the amount due, the customer’s check is deposited or their ACH authorization is processed.
Additional collection efforts are not required if the customer’s deposited check or ACH debit clears. If
the customer’s check or ACH debit does not clear and is returned because of non-sufficient funds in
the customer’s account or because of a closed account or a stop-payment order, we begin additional
collection efforts. These additional collection efforts are carried out by center employees and typically
include contacting the customer by telephone or in person to obtain payment or a promise to pay and
attempting to exchange the customer’s check for a cashier’s check, if funds become available. We also
send out a series of collection letters, which are automatically distributed from a central location based
on a set of pre-determined criteria.

In the case of cash advances in the form of lines of credit, if a customer fails to make payment
when due in accordance with the terms of their agreement with us, center management may close the
line of credit, accelerate the maturity date and take the steps outlined above or work with the customer
to bring his or her payments current. If we close the line of credit and accelerate the maturity date, we
stop charging interest on the outstanding amount and begin collection efforts as described above.

Seasonality

Our business is seasonal due to the impact of fluctuating demand for cash advance services and
fluctuating collection rates throughout the year. Demand has historically been higher in the third and
fourth quarters of each year, corresponding to the back-to-school and holiday seasons, and lowest in
the first quarter of each year, corresponding to our customers’ receipt of income tax refunds.

Credit Facility

We depend on borrowings under our revolving credit facility to fund our products and services and
our other liquidity needs. Our day-to-day balances under our revolving credit facility, as well as our
cash balances, vary because of seasonal and day-to-day requirements resulting from making and
collecting cash advances. Our borrowings under our revolving credit facility will also increase as the
demand for cash advances increases during our peak periods such as the back-to-school and holiday
seasons. Conversely, our borrowings typically decrease during the tax refund season when cash receipts
from customers peak and customer demand for new cash advances decreases.
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Center Operations
Centers

We operate the largest network of cash advance centers in the United States. The following table
illustrates the composition of our center network by geographic area as of the specified dates:

As of December 31,

State 2007 2008 2009
Alabama . . . o s e e e e e e s 145 144 142
PN 670 17: N RO 56 53 48
Arkansas (1) . ..ot viiii e 30 — —
Califormia . . v e e e e e e e e e 286 290 282
ColoTadO . .ot e e e e e e 72 68 62
DElaWarE . . o ot ot e e s 15 16 16
FIOTIda « . e e e e e e e e e 261 257 241
Idaho . ottt e e e e e 11 10 7
THHNOIS  « v vttt ot it et et it et e e e s 81 80 65
INAIana . ... oot e e e e et e 117 113 100
OWA . v ot et ettt et e e e e e e e e 36 35 34
| 2N T V- T 59 59 53
Kentucky . .... .ot e 42 44 44
LouiSiana . .. v v v it e e e 85 85 84
Michigan . ...... ...t 150 152 151
MISSISSIPPE « v« v v v i e s 61 61 61
MESSOULL « v o v v e v et et ettt tee et enn e 90 91 86
MONEANA . . v v v e ettt ettt et et e e e e 7 5 2
Nebraska . ... v i ittt ittt et et ei e 24 24 22
Nevada............. e e e e e e e e e e 14 14 13
New Hampshire (2) . ... vviv i 24 24 —_
New Mexico (1) ... 10 — —
NorthDakota .............covvu.. N 8 8 6
ONE0 . . ottt e e e i e, 244 244 181
Oklahoma............ccvvuvunn e e 65 68 67
RhodeIsland . ... .. ...ttt 18 21 21
South Carolina . ... vt vttt it it e e et e 136 138 140
South Dakota .. ..ottt i ettt e 12 12 11
TEINESSCE & v v v v v it ittt ettt et e 63 63 62
i 1 e 1S OO 256 252 244
L8 7:Y N 6 6 6
Virginia (3) . . oo oot e 150 151 139
Washington . . . ...t 103 102 91
WISCONSIM & - & v v v ettt et e ettt ettt eananen 66 67 62
WYOmIng ... ..o v e 10 10 10

Total United States. ... ... ov i oottt i 2,813 2,767 2,553
Canada . . o s s e e e e e 7 10 13
United Kingdom ... ..... ..ot 12 20 21

Total . . o ot e e e 2,832 2,797 2,587

(1) We closed all of our centers in Arkansas and New Mexico during 2008.
(2) We closed all of our centers in New Hampshire during 2009.
(3) We intend to close approximately 60 centers in Virginia during the first quarter of 2010.
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Our domestic and international revenues and long-lived assets for the three years ended
December 31, 2007, 2008, and 2009 are as follows (in thousands):

Domestic . International
. 2007 2008 2009 2007 2008 2009
Revenues ........... $708,832  $673,567 $644,496 $ 725 $2,869 $3,180
Long-lived assets. . . . .. $183,136 $171,525 $155,823 $5,815 $5,991 $7,011

Internal Compliance Audit

We have a staff of internal regulatory auditors based throughout the United States whose function
is to monitor compliance by our centers with applicable federal and state laws and regulations, the
CFSA Best Practices, and our internal policies and procedures. The auditors conduct periodic
unannounced audits of our centers. They typically spend one to two days in each center, although the
time may vary if a more extensive investigation is needed. The auditors typically review customer files,
reports, held checks, cash controls, and compliance with state specific legal requirements and
disclosures. Upon completion of an audit, the auditor will conduct an exit interview with the center
personnel and/or the divisional director and discuss issues found during the review. As part of the
internal audit program, reports for management regarding audit results are prepared to help identify
compliance issues that need to be addressed and areas for further training.

Competition

We believe our principal competition for short-term credit customers in the United States are
merchants who accept late payments, and banks and credit unions that provide overdraft services and
bounced check protection for their account holders. We believe the credit provided and fees generated
by the cash advance service industry are small in comparison to the overall short-term credit market.
The cash advance services industry provides services that are designed to be simple, affordable, and
convenient alternatives to merchant late fees, penalties, and overdraft service fees.

Within the cash advance services industry, we believe that the principal competitive factors are
customer service, location, convenience, speed, and confidentiality. Historically, cash advance services
have been highly competitive due to low barriers to entry and the regulatory safe harbor that many
state statutes provided. We believe the industry has begun to mature and that the number of
competitors is contracting. However, we believe that competition remains high even as our industry
matures and consolidates.

The cash advance services industry is highly fragmented. In April 2009, Stephens, Inc. estimated
that there were approximately 22,300 outlets (including our own centers) in the United States. Our
network of 2,553 centers in the United States as of December 31, 2009 represents the largest network
of such centers in the United States. We believe that our two largest cash advance company
competitors, Check ‘n Go and Check into Cash, have approximately 1,100 and 1,000 cash advance
centers, respectively. We also believe that QC Holdings, Inc. has over 550 locations in the United
States. There are also several banks and credit unions that provide cash advance services to their
customers as an alternative or in addition to overdraft services. The remaining competitors are
primarily smaller chains and single-unit operators. We also compete with businesses offering cash
advances and short-term loans over the internet as well as by phone.

We also compete with other companies that offer cash advance services as an ancillary financial
product to complement their primary business of cashing checks, selling money orders, providing pawn
lending, title lending, money transfer services or offering similar financial services. These competitors
include Dollar Financial Corp., ACE Cash Express, Inc., Cash America International, Inc., and
Rent-A-Center, Inc.
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Lastly, traditional banking institutions, other consumer credit providers, and retailers have
introduced products and services that are designed to compete more directly with cash advance
services.

Marketing and Advertising

The goal of our marketing strategy is to maximize revenues by attracting new customers and cross-
selling all of our products and services to existing customers. We utilize the results of data analysis
from our customer database to target prospects who have characteristics similar to the customers we
serve.

Our mass media advertising (primarily through television, direct mail, radio, internet and the
yellow pages) increases awareness, acceptance, and, ultimately, the use of our products and services. We
utilize marketing promotions at our centers with high-impact, consumer-relevant, point-of-purchase
materials such as brochures, flyers, and posters. Local marketing also includes attendance at, or
sponsorship of, community events such as food drives, voter registration programs, and other events.

Our advertising expenditures fluctuate from quarter to quarter based on our perception of market
opportunities and customer needs.

Information Systems

We employ a proprietary point-of-sale system that is used to record transactions in our centers.
The point-of-sale system is also used at our headquarters to develop information for management. We
also employ a third-party cash reconciliation software system to reconcile bank accounts and monitor
cash receipts and disbursements.

The point-of-sale system is designed to facilitate customer service and speed the dissemination of
information for cash flow purposes. This system records and monitors the details of every transaction,
reduces the risk of transaction errors, and provides automated, integrated transactions that are
designed to ensure standardization and compliance with applicable state and federal regulations.

Transaction data gathered by our point-of-sale system is integrated into our management
information system, general ledger, and cash reconciliation software. Our point-of-sale system and cash
reconciliation software systems allow us to:

* monitor daily revenue, deposits, and disbursements on a company, state, and center basis;

» monitor and manage daily exception reports, which record cash shortages, late deposits, unusual
disbursements, and other items;

» determine, on a daily basis, the amount of cash needed at each center, enabling centralized
treasury personnel to maintain an optimum amount of cash in each location; and

* facilitate compliance with regulatory requirements and company policies and procedures.

We maintain and test a disaster recovery plan for our critical networked systems, the
documentation for which is hosted on a third-party vendor website. Our back-up data tapes are housed
by a third party at an off-site location. We also own back-up computer equipment and real-time data
storage that is housed at an off-site facility to provide us with access to needed systems in the event of
an emergency that disables our headquarters’ equipment.

Security

~ Security and loss prevention play a critical role in the daily operations of our centers. Each center
is provided with 24-hour third-party monitoring. Physical security provided to each center includes
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digital safes, wired hold-up alarm buttons, and secure locking systems. Additionally, most of our centers
are equipped with 24-hour security cameras.

Because our business requires us to maintain a significant supply of cash in each of our centers, we
are subject to the risk of cash shortages resulting from employee and third-party theft and errors. Cash
shortages from employee and third-party theft and errors were approximately $1.7 million (0.27% of
total revenues) in 2009, $2.1 million (0.31% of total revenues) in 2008, and $2.4 million (0.34% of total
revenues) in 2007.

Human Resources

Our North American operations are divided into zones, regions, and divisions, which we believe
allows for a more effective management process. A zone has approximately 650 to 1,000 centers and
includes centers in more than one state. We currently have three North American zones, each with a
zone director responsible for the operations, administration, staffing, and general supervision of the
centers in his or her zone. Regions include 13 to 162 centers organized into two to 12 divisions and are
supervised by regional directors who report to a zone director. Divisions include five to 21 centers and
are supervised by divisional directors who report to a regional director. Determination of region and
division alignment is usually based upon geographic considerations. Our three zones in North America
currently include 24 regions and 190 divisions. Our 21 centers in the United Kingdom represent a
separate zone with its own zone director.

A typical center is staffed with a manager and an assistant manager. Managers are responsible for
the daily operations of the center. As volume increases, additional personnel, called customer service
representatives, are added. Our policy is to add a customer service representative once a center has
approximately 350 advances outstanding at one time. Thereafter, one additional customer service
representative is added for every 100 to 150 additional outstanding advances at a particular center.

Employees

We currently have approximately 6,100 employees, including approximately 5,700 center employees,
185 divisional directors, 22 regional directors, three state directors, four zone directors, and 233
corporate employees and support personnel.

We consider our employee relations to be satisfactory. Our employees are not covered by a
collective-bargaining agreement and we have never experienced any organized work stoppage, strike, or
labor dispute.

Intellectual Property and Other Proprietary Rights

We use a number of trademarks, logos, and slogans in our business. AARC, Inc., one of our
subsidiaries, owns all of our intellectual property and has entered into a trademark license agreement
with each of our operating subsidiaries to use this intellectual property. Unauthorized use of our
intellectual property by third parties may damage our brand and our reputation and could result in a
loss of customers. It may be possible for third parties to obtain and use our intellectual property
without our authorization. Third parties have in the past infringed or misappropriated our intellectual
property or similar proprietary rights. For example, competitors of ours have used our name and other
trademarks of ours on their websites to advertise their financial services. We believe infringements and
misappropriations will continue to occur in the future.

Other

Advance Amefica, Cash Advance Centers, Inc. is a Delaware corporation that was incorporated on
August 11, 1997. Our principal executive offices are located at 135 North Church Street, Spartanburg,
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South Carolina 29306. Our telephone number at that location is (864) 342-5600. We maintain an
internet website at http://www.advanceamerica.net. We make available free of charge on our website our
Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934 as soon as reasonably practicable after we electronically file such material with,
or furnish it to, the U.S. Securities and Exchange Commission (the “SEC”). Information on our
website is not incorporated by reference into this Annual Report. The SEC also maintains a website
that contains reports, proxy and information statements, and other information regarding us at
www.sec.gov. In addition, any materials we file with the SEC may be read and copied at the SEC’s
Public Reference Room at 100 F Street, N.E., Washington, D.C. 20549. Information on the operation
of the Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330.

Government Regulation

Our products and services are subject to extensive state, federal, and foreign regulation. The
regulation of our industry is intended primarily for the protection of consumers rather than investors in
our common stock and our creditors and is constantly changing as new regulations are introduced at
the foreign, federal, state, and local level and existing regulations are repealed, amended, and modified.
This evolving regulatory landscape creates various uncertainties and risks for the operation of our
business, any of which could have a material adverse effect on our business, prospects, results of
operations, and financial condition. See “Item 1A. Risk Factors” and “Item 3. Legal Proceedings.”

Federal Regulatlon

Various anti-cash advance leglslatlon has been proposed or introduced in the U.S. Congress.
Congressional members continue to receive pressure from consumer advocates and other industry
opposition groups to adopt such legislation. In 2008 and 2009, bills were introduced in Congress that
would have placed a federal cap of 36% on the effective annual percentage rate (“APR”) on all
consumer loan transactions. Another bill would have placed a 15-cent-per-dollar borrowed ($.15/$1.00)
cap on fees for cash advances, banned rollovers (payment of a fee to extend the term of a cash advance
or other short-term financing), and required us to offer an extended payment plan that would severely
restrict our cash advance product. Recently, other bills have been introduced to create a federal
Consumer Finance Protection Agency (“CFPA”), which would regulate and impose restrictions on a
variety of consumer finance transactions. Any federal legislative or regulatory action that severely
restricts or prohibits cash advance and similar services, if enacted, could have a material adverse impact
on our business, prospects, results of operations, and financial condition. Any federal law that would
impose a national 36% APR limit on our services, if enacted, would likely eliminate our ability to
continue our current operations.

Our products and services are subject to a variety of federal laws and regulations, such as the
Truth-in-Lending Act (“TILA”), the Equal Credit Opportunity Act (“ECOA”), the Fair Credit ‘
Reporting Act (“FCRA”), the Fair Debt Collection Practices Act (“FDCPA”), the Gramm-Leach-Bliley
Act (“GLBA”), the Bank Secrecy Act, the Money Laundering Control Act of 1986, the Money
Laundering Suppression Act of 1994, and the Uniting and Strengthening America by Providing
Appropriate Tools Required to Intercept and Obstruct Terrorism Act (the “PATRIOT Act”), and the
regulations promulgated under each. Among other things, these laws require disclosure of the principal
terms of each transaction to every customer, prohibit misleading advertising, protect against
discriminatory lending practices, and proscribe unfair credit practices. TILA and Regulation Z, adopted
under TILA, require disclosure of, among other things, the pertinent elements of consumer credit
transactions, including the dollar amount of the finance charge and the charge expressed in terms of an
annual percentage rate (“APR”).
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Our marketing efforts and the representations we make about our advances also are subject to
federal and state unfair and deceptive practices statutes. The Federal Trade Commission (“FTC”)
enforces the Federal Trade Commission Act and the state attorneys general and private plaintiffs
enforce the analogous state statutes.

State Regulation

Our business is regulated under a variety of enabling state statutes, including payday loan, deferred
presentment, check-cashing, money transmission, small loan, and credit services organization state laws,
all of which are subject to change and which may impose significant costs or limitations on the way we
conduct or expand our business. As of December 31, 2009, we operated in 32 states because we believe
it is attractive to operate in those states due to specific legislation that enables us to offer economically
viable products. We do not currently conduct business in the remaining states or in the District of
Columbia because we do not believe it is economically attractive to operate in these jurisdictions due to
specific legislative restrictions, such as interest rate ceilings, an unattractive population density, or
unattractive location characteristics. However, we may open centers in any of these states or the
District of Columbia if we believe doing so may become economically attractive because of a change in
any of these variables. Despite the lack of specific laws, other laws may permit us to offer products and
services in these states.

The scope of state regulation, including the fees and terms of our products and services, varies
from state to state. Most states with laws that specifically regulate our products and services establish
allowable fees and/or interest and other charges to consumers. In addition, many states regulate the
maximum amount, maturity, and renewal or extension of cash advances or loans. The terms of our
products and services vary from state to state in order to comply with the laws and regulations of the
states in which we operate.

The states with laws that specifically regulate our products and services typically limit the principal
amount of a cash advance or loan and set maximum fees and interest rates that customers may be
charged. Some states also limit a customer’s ability to renew a cash advance and require various
disclosures to consumers. State statutes often specify minimum and maximum maturity dates for cash
advances and, in some cases, specify mandatory cooling-off periods between transactions. Our collection
activities regarding past due amounts are subject to consumer protection laws and state regulations
relating to debt collection practices. In addition, some states restrict the advertising content of our
marketing materials.

During the last few years, legislation has been adopted in some states that prohibits or severely
restricts our products and services. For example, legislation became effective in 2007 in both Oregon
and New Mexico that limited fees and interest on cash advances and other consumer loan products. As
a result, we determined that it was not economically viable to continue operating in those states and
closed all of our centers in Oregon and New Mexico in 2007 and 2008, respectively. Many similarly
restrictive bills recently have been introduced. In 2008, bills that would severely restrict or effectively
prohibit our products and services if adopted as law were introduced in 21 states. In addition, some
states, such as Arizona and Mississippi, have sunset provisions in their current cash advance laws that
require renewal by these state legislatures at periodic intervals. In 2008, in Ohio and New Hampshire,
legislation passed that effectively prohibits cash advances in those states. As a result, we decided to
close all of our centers in New Hampshire in early 2009. In Ohio, we now offer a small loan product to
customers; however, this small loan product will not be as profitable to us as the former cash advance
product. In 2009, legislation went into effect in Virginia that changed the loan terms for cash advance
services. In response, we offered a revised cash advance product and an open-ended line of credit
product to customers in Virginia. However, a subsequent Virginia Corporation Commission ruling limits
our ability to offer the open-ended lines of credit in Virginia effective March 1, 2010. As a result, we
have decided to consolidate a number of our centers in Virginia, and the cash advance product we now
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offer in Virginia may not be as profitable to us as the cash advance product we offered there prior to
January 1, 2009. Laws prohibiting our products and services or making them unprofitable could be
passed in any other state at any time or existing enabling laws could expire or be amended.

Statutes authorizing our products and services typically provide the state agencies that regulate -
banks and financial institutions with significant regulatory powers to administer and enforce the law. In
most states, we are required to apply for a license, file periodic written reports regarding business
operations, and undergo comprehensive state examinations to ensure that we comply with applicable
laws. Under statutory authority, state regulators have broad discretionary power and may impose new
licensing requirements, interpret or enforce existing regulatory requirements in different ways or issue
new administrative rules, even if not contained in state statutes, that impact the way we conduct
business and may force us to terminate or modify our operations in particular states. Regulators may
also impose rules that are generally adverse to our industry.

In some cases, we rely on the interpretations of the staff of state regulatory bodies with respect to
the laws and regulations of their respective jurisdictions. These staff interpretations generally are not
binding legal authority and may be subject to challenge in administrative or judicial proceedings.
Additionally, as the staff of state regulatory bodies change, it is possible that the interpretations of
applicable laws and regulations also may change and negatively affect our business.

Additionally, state attorneys general and banking regulators are scrutinizing our products and
services and taking actions that could require us to modify, suspend or cease operations in their
respective states. For example, in March 2008, the Arkansas Attorney General demanded that our
Arkansas subsidiary immediately cease offering deferred presentment transactions. As a result, we
closed all of our centers in Arkansas in October 2008. Similarly, as a result of an adverse ruling in July
2007 in a case brought by the Pennsylvania Department of Banking, we closed all of our centers in
Pennsylvania. See “Item 3. Legal Proceedings.” Other actions could be taken against our industry in
the future by other state attorneys general and banking regulators requiring us to suspend or cease
operations in such jurisdictions and have a negative effect on our financial condition and prospects.

State-specific legislative or regulatory action can reduce our revenues and/or margins in a state,
cause us to temporarily operate at a loss in a state, or even cause us to cease or suspend our
operations in a state. From time to time, we may also choose to operate in a state even if legislation or
regulations cause us to operate at a loss in that state.

Local Regulation

In addition to state and federal laws and regulations, our business is subject to various local rules
and regulations such as local zoning regulations. These local rules and regulations are subject to change
and vary widely from state to state and city to city.

Foreign Reguiation

In the United Kingdom, consumer lending is governed by the Consumer Credit Act of 1974, which
was amended by the Consumer Credit Act of 2006, and related rules and regulations. Our subsidiaries
in the United Kingdom must maintain licenses from the Office of Fair Trading, which is responsible for
regulating consumer credit and competition, for policy and for consumer protection. The United
Kingdom also has rules regarding the presentation, form and content of loan agreements, including
statutory warnings and the layout of financial information. In Canada, the Canadian Parliament
amended the federal usury law to transfer jurisdiction and the development of laws and regulation of
our industry to the respective provinces. To date, eight provinces have proposed substantive regulation
of our industry. In general, the proposed regulations require lenders to be licensed, set maximum fees,
and regulate collection practices. However, the proposed regulations may undergo significant additional
revisions.
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Environmental, Health and Safety Matters

We are subject to general provisions of federal laws and regulations to ensure a safe and healthful
work environment for employees. In addition, we comply with those state laws that require a written
health and safety program or other mandated safety requirements. To reduce the possibility of physical
injury or property damage resulting from robberies, our Loss Prevention department has established
operational procedures, conducts periodic safety training and awareness programs for employees, hires
security guards as needed, and regularly monitors the marketplace for new technology or methods of
improving workplace safety. '

Other than standard cleaning products, we do not use chemicals or other agents governed by
federal, state, or local environmental laws in conducting business operations. Based upon these
measures, we believe that our centers are in substantial compliance with all applicable environmental,
health and safety requirements.

ITEM 1A. RISK FACTORS.
Risks Related to Our Business and Industry

Our business is highly regulated. Changes in applicable laws and regulations, or our failure to comply with
existing laws and regulations, could have a material adverse effect on our business, prospects, results of
operations, and financial condition.

Our business is subject to numerous foreign, federal, state, and local laws and regulations, which
are subject to change and which may impose significant costs, limitations, or prohibitions on the way we
conduct or expand our business. These regulations govern or affect, among other things, interest rates
and other fees, check cashing fees, lending practices, recording and reporting of certain financial
transactions, privacy of personal consumer information, and collection practices. As we develop new
product and service offerings, we may become subject to additional federal, state, and local regulations.
State and local governments may also seek to impose new licensing requirements or interpret or
enforce existing requirements in new ways. In addition, changes in current laws and future laws or
regulations may restrict or eliminate our ability to continue our current methods of operation or
expand our operations, such laws are regularly proposed, introduced or adopted at the state and
federal level. Changes in laws or regulations, or our failure to comply with applicable laws and
regulations, may have a material adverse effect on our business, prospects, results of operations, and
financial condition.

A federal law that imposes a national cap on our fees and interest would likely eliminate our ability to
continue our current operations.

Various anti-cash advance legislation has been proposed or introduced in the U.S. Congress.
Congressional members continue to receive pressure from consumer advocates and other industry
opposition groups to adopt such legislation. In 2008 and 2009, bills were introduced in Congress that
would have placed a federal cap of 36% on the effective annual percentage rate (“APR”) on all
consumer loan transactions. Another bill would have placed a 15-cent-per-dollar borrowed (8.15/$1.00)
cap on fees for cash advances, banned rollovers (payment of a fee to extend the term of a cash advance
or other short-term financing), and required us to offer an extended payment plan that severely
restricts our cash advance product. Recently, other bills have been introduced to create a federal
Consumer Finance Protection Agency (“CFPA”), which would regulate and impose restrictions on a
variety of consumer finance transactions. Any federal legislative or regulatory action that severely
restricts or prohibits cash advance and similar services, if enacted, could have a material adverse impact
on our business, prospects, results of operations and financial condition. Any federal law that would
impose a national 36% APR limit on our services, if enacted, would likely eliminate our ability to
continue our current operations.

18



Our industry is regulated under federal law and subject to federal and state unfair and deceptive practices
statutes. Qur failure to comply with these regulations and statutes could have a material adverse effect on
our business, prospects, results of operations, and financial condition.

Although states provide the primary regulatory framework under which we offer advances, certain
federal laws also impact our business. See “Item 1. Business—Federal Regulation.” We must comply
with the federal Truth-in-Lending Act and Regulation Z adopted under that Act. Additionally, we are
subject to the Equal Credit Opportunity Act, the Fair Debt Collection Practices Act, the Fair Credit
Reporting Act and the Gramm-Leach-Bliley Act. We are also subject to the Bank Secrecy Act, the
Money Laundering Control Act of 1986, the Money Laundering Suppression Act of 1994, and the
PATRIOT Act. Any failure to comply with any of these federal laws and regulations could have a
material adverse effect on our business, prospects, results of operations, and financial condition.

Our marketing efforts and the representations we make about our products and services also are
subject to federal and state unfair and deceptive practices statutes. The FTC enforces the Federal
Trade Commission Act and the state attorneys general and private plaintiffs enforce the analogous state
statutes. If we are found to have violated any of these statutes, that violation could have a material
adverse effect on our business, results of operations, and financial condition.

Our industry is highly regulated under state law. Changes in state laws and regulations, or our failure to
- comply with existing laws and regulations, could have a material adverse effect on our business, prospects,
results of operations, and financial condition.

Our business is regulated under a variety of enabling state statutes, including cash advance,
deferred presentment, check cashing, money transmission, small loan and credit services organization
laws, all of which are subject to change and which may impose significant costs, limitations or
prohibitions on the way we conduct or expand our business. As of December 31, 2009, we operated in
32 states. Currently, we do not conduct business in the remaining states or in the District of Columbia
because we do not believe it is economically attractive to operate in these jurisdictions due to specific
legislative restrictions, such as interest rate ceilings, an unattractive population density or unattractive
location characteristics. However, we may open centers in any of these states or the District of
Columbia if we believe doing so may become economically attractive because of a change in any of
these variables.

During the last few years, legislation has been introduced or adopted in some states that prohibits
or severely restricts our products and services. In 2009, bills that would severely restrict or effectively
prohibit cash advances if adopted as law were introduced in four states. Such new or modified
legislation could have a material adverse impact on our results of operations. For example, in January
2010 bills that implemented a state-wide database went into effect in South Carolina and Washington.
Likewise, Kentucky will implement a state-wide database in the first quarter of 2010. In response to
legislation in Virginia, we developed an open-ended line of credit product and made changes to our
cash advance product. However, a subsequent Virginia Corporation Commission ruling limits our ability
to offer the open-ended line of credit product in Virginia effective March 1, 2010. As a result, we have
decided to consolidate a number of our centers in Virginia, and the cash advance product we now offer
in Virginia may not be as profitable for us as the cash advance product we offered there prior to 2009.
As a result of legislation in New Hampshire that became effective in January 2009, we concluded that
operating in that state was no longer economically viable and closed all of our New Hampshire centers
in 2009. In addition, some states, such as Arizona and Mississippi, have sunset provisions in their cash
advance laws that require renewal of the laws by state legislatures at periodic intervals. If no further
action is taken, Arizona’s current cash advance law will expire on June 30, 2010 and Mississippi’s
current cash advance law will expire in 2012.

Laws prohibiting cash advances and similar products and services or making them less profitable,
or even unprofitable, could be passed in any other state at any time or existing enabling laws could
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expire or be amended, any of which would have a material adverse effect on our business, prospects,
results of operations, and financial condition. For instance, in November 2008, a new Ohio law became
effective that capped interest rates on cash advances and limited the number of advances a customer
may take in any one year. In response to this legislation, we now offer a small loan product that is not
as profitable as our former cash advance product, which could have a material adverse effect on our
business, prospects, results of operations, and financial condition.

Statutes authorizing cash advance and similar products and services typically provide the state
agencies that regulate banks and financial institutions with significant regulatory powers to administer
and enforce the law. In most states, we are required to apply for a license, file periodic written reports
regarding business operations, and undergo comprehensive state examinations to ensure that we comply
with applicable laws. Under statutory authority, state regulators have broad discretionary power and
may impose new licensing requirements, interpret or enforce existing regulatory requirements in
different ways or issue new administrative rules, even if not contained in state statutes, that affect the
way we do business and may force us to terminate or modify our operations in particular states. They
may also impose rules that are generally adverse to our industry. Any new licensing requirements or
rules, or new interpretations of existing licensing requirements or rules, or failure to follow licensing
requirements or rules could have a material adverse effect on our business, prospects, results of
operations, and financial condition.

In some cases, we rely on the interpretations of the staff of state regulatory bodies with respect to
the laws and regulations of their respective jurisdictions. These staff interpretations generally are not
binding legal authority and may be subject to challenge in administrative or judicial proceedings.
Additionally, as the staff of state regulatory bodies change, it is possible that their interpretations of
applicable laws and regulations also may change to the detriment of our business. As a result, our
reliance on staff interpretations could have a material adverse effect on our business, results of
operations, and financial condition.

Additionally, state attorneys general and banking regulators are scrutinizing cash advances and
other alternative financial products and services and taking actions that require us to modify, suspend
or cease operations in their respective states. For example, as a result of an adverse ruling in July 2007
in a case brought by the Pennsylvania Department of Banking, we suspended our operations and
subsequently closed all of our centers in Pennsylvania. See “Item 7. Financial Statements and
Supplementary Data—Note 12. Commitments and Contingencies.” The closures in Pennsylvania have
had an adverse effect on our results of operations and financial condition. Also, in March 2008, the
Attorney General of Arkansas distributed letters to 60 companies operating under the Check Cashers
Act. The letter demanded that we cease and desist offering deferred presentment transactions within
the State of Arkansas. As a result, we agreed to close all of our centers in Arkansas in October 2008
and the Arkansas Attorney General agreed not to bring suit against us. Similar or additional actions
could have a material adverse effect on our business, prospects, results of operations, and financial
condition.

Our industry is subject to various local rules and regulations. Changes in these local regulations could have
a material adverse effect on our business, prospects, results of operations, and financial condition.

In addition to state and federal laws and regulations, our business can be subject to various local
rules and regulations such as local zoning regulations. Any actions taken in the future by local zoning
boards or other local governing bodies to require special use permits for, or impose other restrictions
on providers of cash advance and similar services could have a material adverse effect on our business,
results of operations, and financial condition.

From time to time, we may also choose to operate in a location even if applicable legislation or
regulations cause us to lose money on our operations in that location. For example, we currently
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operate at a loss in Canada. Any similar actions or events could have a material adverse effect on our
business, prospects, results of operations, and financial condition.

Our foreign operations are subject to additional laws and regulations. Our inability to operate in the United
Kingdom or Canada in compliance with applicable laws and regulations could have a material adverse
effect on our business, prospects, results of operations, and financial condition.

In the United Kingdom, consumer lending is governed by the Consumer Credit Act of 1974, which
was amended by the Consumer Credit Act of 2006, and related rules and regulations. Our subsidiaries
in the United Kingdom must maintain licenses from the Office of Fair Trading, which is responsible for
regulating consumer credit and competition, for policy-making, and for consumer protection. The
United Kingdom also has strict rules regarding the presentation, form, and content of loan agreements,
including statutory warnings and the layout of financial information. Our non-compliance with these
rules could render a loan agreement unenforceable. Our inability to obtain and maintain the required
licenses or to comply with the applicable rules or regulations in the United Kingdom could limit our
expansion opportunities and/or could result in a material adverse effect on our business, results of
operations, and financial condition.

In Canada, the Canadian Parliament amended the federal usury law to transfer jurisdiction and the
development of laws and regulation of our industry to the respective provinces. To date, four provinces
have proposed substantive regulation of our industry. In general, the proposed regulations require
lenders to be'licensed, set maximum fees and regulate collection practices. However, the proposed
regulations may undergo significant additional revisions. Our expansion in Canada may be limited due
to this uncertain regulatory landscape. We are currently operating at a loss in Canada in anticipation of
expanding operations after regulations are adopted. Further, our inability to comply with new
regulations may have a material adverse effect on our business, prospects, results of operations, and
financial condition.

" Our inability to effectively, efficiently, and profitably introduce or manage new products or alternative
methods for conducting business could have a material adverse effect on our business, prospects, results of
operations, and financial condition.

In 2007, we began selling money orders and providing money transfer services. We also began
offering prepaid debit cards in 2007 as an agent of a bank regulated by the U.S. Office of Thrift
Supervision. In 2008, we began offering open-ended lines of credit to customers in Virginia and small
loans to customers in Ohio. In 2009, we began offering cash advances pursuant to the Ohio Second
Mortgage Act. We also intend to introduce additional products and services in the future. For example,
we modified our product in the State of Washington in response to new legislation effective in 2010.

In order to offer new or modified products and services, we need to comply with additional
regulatory and licensing requirements. Each modification, new product or service, and alternative
method of conducting business is subject to risk and uncertainty and requires significant investment in
time and capital, including additional marketing expenses, legal costs, and other incremental start-up
costs. Due to our lack of experience in offering alternative products and services, we cannot assure that
we will be able to successfully introduce any new products or services or do so in a timely or profitable
manner. We also may fail to modify or test adequately our point-of-sale system, collection procedures,
customer contracts, monitoring, and other operations prior to offering a new product, nor can we
ensure compliance with applicable regulations. Any such noncompliance could result in fines,
suspensions, or legal actions against us and could have a material adverse effect on our business,
prospects, results of operations, and financial condition. Furthermore, we cannot predict the demand or
loss experience for new products or services, nor do we know if we will be able to offer these new
products or services in an efficient manner or on a profitable basis. Our failure to do so, or low
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customer demand or high loss experience for any of these new services or products, could have a
material adverse effect on our business, prospects, results of operations, and financial condition.

Current and future litigation, regulatory proceedings, and other legal proceedings against us and our
officers and directors could have a material adverse effect on our business, prospects, results of operations,
and financial condition.

Our business is subject to lawsuits, regulatory proceedings, and other legal proceedings, including
government investigations, that generate adverse publicity, cause us to incur substantial expenditures,
and could significantly impair our business and/or force us to cease doing business in one or more
states. See “Item 3. Legal Proceedings.” Our officers and directors are often also named in these
lawsuits or subject to these matters. Our amended and restated certificate of incorporation, our bylaws,
and indemnification agreements provide that our officers and directors are entitled to have us
indemnify them for damages and advance expenses incurred in defending against these lawsuits and
proceedings, including in connection with their responding to a pending investigation, and defending
against any related enforcement proceedings, by the U.S. Securities and Exchange Commission into
alleged improper trading by third parties in our securities. Accordingly, we may also incur significant
expenditures in connection with matters involving our current or former officers and directors. Any of
these lawsuits, regulatory proceedings, or other legal matters could have a material adverse effect on
our business, prospects, results of operations, and financial condition.

We, and our officers and directors, are likely to be subject to further litigation and proceedings in
the future. The consequences of an adverse ruling in any current or future litigation or proceeding
could cause us to have to refund fees and/or interest collected, refund the principal amount of
advances, pay treble or other multiple damages, pay monetary penalties and/or modify or terminate our
operations in particular states. We also may be subject to adverse publicity as a result of litigation and
investigations. Defense of any lawsuits or proceedings, even if successful, and responding to
investigations requires substantial time and attention on the part of our management personnel that
otherwise would be spent on other aspects of our business, and requires the expenditure of significant
amounts for legal fees and other related costs. Settlement of lawsuits also may result in significant
payments and modifications to our operations. Further, actions against our officers and directors may
impair our ability to obtain, renew, or maintain various licenses that are necessary for us to conduct
business. Any of these events could have a material adverse effect on our business, prospects, results of
operations, and financial condition.

We currently lack product and business diversification; as a result, our revenues and earnings may be
disproportionately negatively impacted by external factors and may be more susceptible to fluctuations than
more diversified companies.

Our primary business activity is offering cash advance services. If we are unable to maintain our
cash advance services business and/or diversify our operations, our revenues and earnings could decline.
Our current lack of product and business diversification could inhibit our opportunities for growth,
reduce our revenues and profits, and make us more susceptible to earnings fluctuations than many of
our competitors who are more diversified and provide other services such as pawn lending, title
lending, or other similar services. External factors, such as changes in laws and regulations, new
entrants, and enhanced competition, could also make it more difficult for us to operate as profitably as
a more diversified company could operate. Any internal or external change in our industry could result
in a decline in our revenues and earnings, which could have a material adverse effect on our business,
prospects, results of operations, and financial condition.
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Adverse economic conditions may significantly and adversely affect our busmess, prospects, results of
operations, financial condition, and access to liquidity.

The current global economic crisis may adversely affect our business in several ways. For example,
the rise in unemployment levels will likely reduce the number of customers who qualify for our
products and services, which in turn may reduce our revenues. Similarly, reduced consumer confidence
and spending may decrease the demand for our products. Also, we are unable to predict how the
widespread loss of jobs, housing foreclosures, and general economic uncertainty may affect our loss
experience. Our methodology for establishing our provision for doubtful accounts is based in large part
on our historic loss experience. If customer behavior changes as a result of current economic
conditions, our provision may be inadequate. Additionally, because we rely on our credit facility to fund
customer advances, conditions in the credit markets could cause our access to liquidity to be restrained
or even eliminated as a result of a default by our lenders, a failure by us to comply with covenants
under our credit agreement or our inability to renew, extend or modify our existing credit facility. If we
are unable to maintain access to external sources of liquidity, our ability to finance our current
operations or future dividends would be impaired. Lastly, given the unprecedented nature of the
current economic crisis, our business may be adversely affected in ways that we are unable to
anticipate. :

The concentration of our revenues in certain states could adversely affect us.

We operated centers in 33 states during the year ended December 31, 2009, and our five largest
states (measured by total revenues) accounted for approximately 48% of our total revenues. While we
believe we have a diverse geographic presence, for the near term we expect that significant revenues
will continue to be generated by certain states, largely due to the currently prevailing economic,
demographic, regulatory, competitive and other conditions in those states. For example, during 2009,
California, Florida, and Texas each accounted for more than 10% of our total revenues. Changes to
prevailing economic, demographic, regulatory, or any other conditions in the markets in which we
operate could lead to a reduction in demand for our products and services, a decline in our revenues
or an increase in our provision for doubtful accounts that could result in a deterioration of our
financial condition. A regulatory change similar to recent changes in Ohio and New Hampshire, for
example, or an action by a state regulator similar to those in Pennsylvania and Arkansas, in any one of
our larger states may have a material adverse affect on our business, prospects, results of operations,
and financial condition.

Competition in our industry could cause us to lose market share or reduce our interest and fees, possibly
resulting in a decline in our revenues and earnings.

The industry in which we operate has low barriers to entry and is highly fragmented and very
competitive. We believe that the market may become even more competitive as the industry matures
and/or consolidates. We compete primarily with services provided by traditional financial institutions,
such as overdraft protection, and with other cash advance providers, small loan providers, credit unions,
short-term consumer lenders, other financial service entities, and other retail businesses that offer
consumer loans or other products and services that are similar to ours. We also compete with
companies offering cash advances and short-term loans over the internet as well as by phone. Some of
these competitors have larger local or regional customer bases, more locations and substantially greater
financial, marketing, and other resources than we have. As a result of this increasing competition, we
could lose market share or we may need to reduce our interest and fees, possibly resulting in a decline
in our revenues and earnings.
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We depend to a substantial extent on borrowings under our revolving credit facility to fund our liquidity
needs, including cash dividends.

We have an existing revolving credit facility that allows us to borrow up to $270.0 million, assuming
we are in compliance with a number of covenants and conditions, including, but not limited to, a senior
leverage limitation of two times trailing twelve month EBITDA, as defined in the credit agreement and
which was, as of December 31, 2009, approximately $111.4 million. Because we typically use
substantially all of our available cash generated from our operations to repay borrowings on our
revolving credit facility on a current basis, we have limited cash balances and we expect that a
substantial portion of our liquidity needs, including any amounts to pay future quarterly cash dividends
on our common stock, will be funded primarily from borrowings under our revolving credit facility.
While we had approximately $127.5 million of unused borrowings under this facility as of December 31,
2009, the senior leverage covenant restricted our additional availability to $75.7 million. Due to the
seasonal nature of our business, our borrowings are historically the lowest during the first calendar
quarter and increase during the remainder of the year. If our existing sources of liquidity are
insufficient to satisfy our financial needs, we may need to raise additional debt or equity in the future.
If we are unable to do so, our ability to pay future dividends or finance our current operations. or
potential growth will likely be impaired.

Media reports and public perception of cash advances and similar loans as being predatory or abusive
could materially adversely affect our business, prospects, results of operations, and financial condition.

Consumer advocacy groups, certain media reports, and many regulators and elected officials
advocate for governmental and regulatory action to prohibit or severely restrict our products and
services. The consumer groups and media reports typically focus on the cost to a consumer and
typically characterize our products and services as predatory or abusive toward consumers. If this
negative characterization of advances becomes widely accepted by consumers, demand for our products
and services could significantly decrease, which could materially adversely affect our business, results of
operations, and financial condition. Negative perception of our products and services could also result
in increased regulatory scrutiny and litigation, encourage restrictive local zoning rules, make it more
difficult to obtain government approvals necessary to open new centers and cause industry trade
groups, such as the CFSA, to promote policies that cause our business to be less profitable. In addition,
media coverage and public statements that assert some form of corporate wrongdoing can lower
morale, make it more difficult for us to attract and retain qualified personnel and directors, divert
management attention, and increase expenses. These trends could materially adversely affect our
business, prospects, results of operations, and financial condition.

The provision for doubtful accounts may increase and net income may decrease if we are unable to collect
customers’ personal checks or Automated Clearing House (“ACH”) authorizations.

We may not be able to collect customers’ checks or Automated Clearing House (“ACH”)
authorizations because of non-sufficient funds in the customers’ bank accounts, because of closed
accounts, because of stop-payment orders or because of a variety of other reasons, including applicable
law preventing us from doing so. For the years ended December 31, 2009 and 2008, we deposited
customers checks or presented an Automated Clearing House (“ACH”) authorization for approximately
5.9% and 5.9%, respectively, of all the customer checks and ACHs we received and we were unable to
collect approximately 70% and 75%, respectively, of these deposited customer checks or presented
ACHs. Total charge-offs, net of recoveries, for the years ended December 31, 2009 and 2008 were
approximately $130.4 million and $138.3 million, respectively. If the number of customer checks that we
deposit or ACHs that we present increases, or the percentage of the customers’ checks or ACHs that
we charge-off increases, our provision for doubtful accounts will increase and our net income will
decrease.
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If our estimates of losses are not adequate, our provision for doubtful accounts would increase. This would
result in a decline in our future earnings, which could have a material adverse effect on our business,
prospects, results of operations, and financial condition.

We maintain an allowance for doubtful accounts for estimated losses. We also maintain an accrual
for third-party lender losses for loans and certain related fees that are not paid by the customers for all
loans that are processed by us for the third-party lender in Texas. To estimate the appropriate
allowance for doubtful accounts and accrual for third-party lender losses, we consider total amounts
outstanding, historical charge-offs, our current collection patterns, and the current economic trends in
the markets we serve.

At December 31, 2009, the total of our allowance for doubtful accounts and accrual for third-party
lender losses decreased to $57.6 million from $63.4 million at December 31, 2008. This amount,
however, is an estimate. If our actual losses are greater than our allowance for doubtful accounts and
accrual for third-party lender losses, our provision for doubtful accounts would increase. This could
result in a decline in our future earnings, which could have a material adverse effect on our business,
prospects, results of operations, and financial condition.

We have a significant amount of goodwill which is subject to periodic review and testing for impairment.

A significant portion of our total assets at December 31, 2009 is comprised of goodwill. Under
generally accepted accounting principles, goodwill is subject to periodic review and testing to determine
if it is impaired. These tests require projections of future cash flows. Unfavorable trends in our industry
and unfavorable events or disruptions to our operations can affect these projections and estimates.
Significant impairment charges, although not affecting cash flow, could have a material impact on our
operating results and financial position.

The extent to which customers use extended payment plans may have a material adverse effect on our
business, prospects, results of operations, and financial condition.

We allow customers who cannot timely repay their advances to qualify for extended payment plans.
The ability of a customer to defer payment increases the average duration of a cash advance, which
may in turn affect our revenues, loss experience, and provision for doubtful accounts. If more
customers use extended payment plans, our results of operations and financial condition may worsen.

The expansion of our operations into Canada and the United Kingdom may contribute materially to
increased costs and negatively affect our business, prospects, results of operations, and financial condition.

We have devoted significant management time and financial resources to expanding our operations
outside of the United States. Our international operations have increased the complexity of our
organization and the administrative, operating, and legal cost of operating our business. Penetrating
new markets will likely require additional marketing expenses and incremental start-up costs. We may
decide to reduce fees, or even temporarily operate centers at a loss, in order to build brand recognition
and establish a foothold in these new markets. For example, in Canada, we have opened 13 centers
that are currently not profitable in anticipation of more favorable provincial legislation. Ultimately, the
expansion of our international operations may prove to be unprofitable. Additionally, as a foreign
business we are subject to local regulations, tariffs, and labor controls to which other domestic
businesses are not subject. Our financial results also may be negatively affected by tax rates in the
United Kingdom and Canada or as a result of withholding requirements and tax treaties with those
countries. Moreover, if political, regulatory or economic conditions deteriorate in the United Kingdom
and Canada, our ability to expand and maintain our international operations could be impaired or the
costs of doing so could increase, either of which could further erode our business, prospects, results of
operations, and financial condition. Ultimately, it remains unclear if we will be able to operate on a
profitable basis outside the United States.
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We may incur substantial additional debt, which could adversely affect our business, results of operations,
and financial condition by limiting our ability to obtain financing in the future and react to changes in our
business.

We may incur substantial additional debt in the future. As of December 31, 2009, our total debt
was approximately $146.3 million, $1.4 million in outstanding letters of credit had been issued pursuant
to our credit facility, and our stockholders’ equity was approximately $212.6 million. The total
availability under our current credit facility is $270.0 million, which we may borrow at any time, subject
to compliance with certain covenants and conditions. Due to the seasonal nature of our business, our
total debt is historically the lowest during the first calendar quarter and then increases during the
remainder of the year. If we incur substantial additional debt, it could have important consequences to
our business. For example, it could:

* require us to dedicate a substantial portion of our cash flow from operations to payments on our
debt obligations, which will reduce our funds available for dividends, working capital, capital
expenditures, the development of new or replacement products and services, or further
geographic expansion;

* limit our operational flexibility through restrictive covenants that will likely limit our ability to
explore certain business opportunities, dispose of assets, and take other actions;

* limit our flexibility in planning for, or reacting to, changes in our business;

* limit our ability to borrow additional funds in the future, if we need them, due to applicable
financial and restrictive covenants in our debt instruments;

 make us vulnerable to interest rate increases, because a majority of our borrowings are, and will
continue to be, at variable rates of interest; and

* place us at a-disadvantage compared-to our competitors that have proportionately less debt.

The terms of our debt limit our ability to incur additional debt but do not prohibit us from
incurring additional debt. When debt levels increase, the related risks that we now face will also
increase.

If we fail to generate sufficient cash flow from future operations to meet our debt service
obligations, we may need to seek refinancing of all or a portion of our indebtedness or obtain
additional financing in order to meet our obligations with respect to our indebtedness. We cannot
assure you that we will be able to refinance any of our indebtedness or obtain additional financing on
satisfactory terms or at all.

We depend on loans and cash management services from banks to operate our business.

We depend on borrowings under our revolving credit facility to fund our products and services,
capital expenditures to build new centers, and other needs. If our current or potential credit banks
decide not to lend money to companies in our industry, we could face higher borrowing costs,
limitations on our ability to maintain or expand our business as well as possible cash shortages, any of
which could have a material adverse effect on our business, prospects, results of operations, and
financial condition. Certain banks have notified us and other companies in the cash advance and check-
cashing industries that they will no longer maintajn bank accounts for these companies due to
reputational risks and increased compliance costs of servicing money services businesses and other cash
intensive industries. If one of our larger depository banks request that we close our bank accounts or
put other restrictions on how we use their services, we could face higher costs of managing our cash
and limitations on our ability to maintain or expand our business, both of which could have a material
adverse effect on our business, prospects, results of operations, and financial condition.
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We use an electronic check conversion process to electronically present most of our past due
checks to the customers’ bank accounts. This process uses either the Automated Clearing House
(“ACH”) or the VISA Point-of-Sale (“VISA POS”) network. We depend on our banks to settle our
ACH transactions and on VISA and certain participating financial institutions to operate the VISA
POS system. If our banks decide to no longer process our ACH transactions due to increased credit
risk or other reasons, or if a financial institution were to exit the VISA POS payment network or if
VISA stopped supporting this network, our ability to collect on past due accounts could be adversely
affected and our cost of collections could increase. :

We rely on g limited number of third-party lenders in connection with offering certain of our cash advance
services.

In Texas, where we operate as a CSO, and with respect to our online business, we facilitate loans
made to our customers by unrelated third-party lenders. There are a limited number of lenders that
make these types of cash advances and we compete with others in our industry for their services. If we
lose the services of our current third-party lenders, or these lenders lose their ability or become
unwilling to make cash advances, and we are unable to find replacement third-party lenders, we may be
forced to modify or discontinue our operations-as a CSO in Texas and our online business, which could
have a material adverse effect on our results of operations and financial condition.

Our business is seasonal in nature, which causes our revenues, collection rates, and earnings to fluctuate,

Our business is seasonal due to the impact of fluctuating demand for our products and services
and fluctuating collection rates throughout the year. Demand has historically been highest in the third
and fourth quarters of each year, corresponding to the back-to-school and holiday seasons, and lowest
in the first quarter of each year, corresponding to our customers’ receipt of income tax refunds.
Typically, our provision for doubtful accounts and allowance for doubtful accounts are lowest as a
percentage of revenues in the first quarter of each year, corresponding to our customers’ receipt of
income tax refunds, and increase as a percentage of revenues for the remainder of each year. This
seasonality requires us to manage our cash flows over the course of the year. If our revenues or
collections were to fall substantially below what we would normally expect during certain periods; our
ability to service our debt, pay dividends on our common stock, and meet our other liquidity
requirements may be adversely affected, which could have a material adverse effect on our business,
prospects, results of operations, and financial condition.

In addition, our quarterly results have fluctuated in the past and are likely to continue to fluctuate
in the future because of the seasonal nature of our business. Therefore, our quarterly revenues and
results of operations are difficult to forecast, which in turn could cause our quarterly results to not
meet the expectations of securities analysts or investors. Our failure to meet expectations could cause a
material drop in the market price of our common stock.

Because we maintain a significant supply of cash in our centers, we may be subject to cash shortages due
to employee and third-party theft and errors. We also may be subject to liability as a result of crimes at our
centers. : .

Because our business requires us to maintain a significant supply of cash in each of our centers, we
are subject to the risk of cash shortages resulting from employee and third-party theft and errors.
Although we have implemented various programs to reduce these risks, maintain insurance coverage
for theft and provide security for our employees and facilities, we cannot assure you that employee and
third-party theft and errors will not occur. Cash shortages from employee and third-party theft and
errors were approximately $1.7 million (0.27% of total revenues) in 2009, $2.1 million (0.31% of total
revenues) in 2008, and $2.4 million (0.34% of total revenues) in 2007. The extent of these cash
shortages could increase as we expand the nature and scope of our products and services. Theft and

27



errors could lead to cash shortages and could adversely affect our business, prospects, results of
operations and financial condition. It is also possible that crimes such as armed robberies may be
committed at our centers. We could experience liability or adverse publicity arising from such crimes.
For example, we may be liable if an employee, customer, or bystander suffers bodily injury, emotional
distress, or death. Any such event may have a material adverse effect on our business, prospects, results
of operations, and financial condition.

Any disruption in the availability of our information systems could adversely affect operations at our
centers.

We rely upon our information systems to manage and operate our centers and business. Each
center is part of an information network that is designed to permit us to maintain adequate cash
inventory, reconcile cash balances on a daily basis and report revenues and expenses to our
headquarters. Our back-up systems and security measures could fail to prevent a disruption in our
information systems. Any disruption in our information systems could adversely affect our business,
prospects, results of operations, and financial condition.

Our centralized headquarters functions are susceptible to disruption by catastrophic events, which could
have a material adverse effect on our business, prospects, results of operations, and financial condition.

Our headquarters building is located in Spartanburg, South Carolina. Our information systems and
administrative and management processes are primarily provided to our zone and regional management
and to our centers from this centralized location, and they could be disrupted if a catastrophic event,
such as a tornado, power outage, or act of terror, destroyed or severely damaged our headquarters.
Any of these catastrophic events could have a material adverse effect on our business, prospects, results
of operations, and financial condition.

In addition, our ability to maintain or further expand our business depends on a number of factors,
some of which are beyond our control, including:

¢ the prevailing laws and regulatory environment of each jurisdiction in which we operate or seek
to operate, which are subject to change at any time;

* our ability to obtain and maintain any regulatory approvals, government permits or licenses that
may be required;

* our ability to identify, implement and manage new products and services that are compatible
with our business;

* the degree of competition in existing markets;

* our ability to maintain current customers and attract new customers;

* our ability to compete for expansion opportunities in suitable locations;
* our ability to recruit, train, and retain qualified personnel;

* our ability to adapt our infrastructure and systems to accommodate new or replacement products
and services; and

* our ability to maintain adequate financing for our expansion plans.

We cannot assure you that our systems, procedures, controls, and existing personnel will be
adequate to support new or replacement products and services. Our new international operations
increase the complexity of our organization, our administrative costs, and the regulatory risks we face
and, therefore, could destabilize our business, prospects, results of operations, and financial condition.
Our results of operations depend substantially on the ability of our officers and key employees to
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manage changing business conditions and unpredictable regulations and to implement and improve our
technical, administrative, financial control, and reporting systems. In addition, we cannot assure you
that we will be able to implement our business strategy profitably in geographic areas or product lines
we do not currently serve.

Regular turnover among our managers and employees at our centers makes it more difficult for us to
operate our centers and increases our costs of operations, which could have an adverse effect on our
business, prospects, results of operations, and financial condition.

As of December 31, 2009, the annual turnover among our center managers was approximately 29%
and among our other center employees was approximately 67%. Approximately 34% of the turnover
occurs in the first six months following the hire date of our center managers and employees. This
turnover increases our cost of operations and makes it more difficult to operate our centers. The
average tenure of our center managers is 3.8 years and for our other center employees is 1.6 years. If
we are unable to retain our employees in the future, our business, prospects, results of operations, and
financial condition could be adversely affected.

Risks Related to Our Common Stock
Dividends on our common stock may be reduced or discontinued.

We are not required to pay any dividends. Any determination to pay dividends, and the amounts
of any dividends, is at the sole discretion of our Board of Directors and will depend on a number of
factors, including: regulatory and other restrictions on the ability of our operating subsidiaries to
distribute cash to us, our net income, results of operations and cash flows and our other cash needs;
our financial position and capital requirements; general business conditions and the outlook for our
company; general stock market conditions, including our stock price and our perception of the value of
a regular dividend to our stockholders; and any legal, tax, regulatory and other factors our Board of
Directors deems relevant. Also, our revolving credit facility restricts our ability to pay dividends
depending on the absence of any default or event of default, our net income, the ratio of our
consolidated senior funded debt to our consolidated EBITDA, our consolidated fixed charge coverage
ratio and the maintenance of our net worth covenant (which terms and ratios are determined under
our revolving credit facility). Our Board of Directors may at any time modify or revoke our dividend
policy.

We can redeem your common stock if you are or if you become a disqualified person.

Federal and state laws and regulations applicable to providers of cash advance services or other
financial products or services that we may introduce in the future may now or in the future restrict
direct or indirect ownership or control of providers of such products or services by disqualified persons
(such as convicted felons). Our certificate of incorporation provides that we may redeem shares of your
common stock to the extent deemed necessary or advisable, in the sole judgment of our Board of
Directors, to prevent the loss of, or to secure the reinstatement or renewal of, any license or permit
from any governmental agency that is conditioned upon some or all of the holders of our common
stock possessing prescribed qualifications or not possessing prescribed disqualifications. The redemption
price will be the average closing sale price per share of our common stock during the 20-trading-day
period ending on the second business day preceding the redemption date fixed by our Board of
Directors. At the discretion of our Board of Directors, the redemption price may be paid in cash, debt,
or equity securities or a combination of cash and debt or equity securities.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.
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ITEM 2. PROPERTIES.

~ Our average center size is approximately 1,500 square feet. We try to locate our centers in highly
visible, accessible locations. Our centers, which we design to have the appearance of a mainstream
financial institution, are typically located in middle-income shopping areas with high retail activity.
Other tenants in these shopping areas typically include grocery stores, discount retailers, and national
quick service restaurants. All of our centers are leased, with typical lease terms of three years with an
option to renew at the end of the lease term. Our leases usually require that we pay all maintenance
costs, insurance costs, and property taxes.

See “Item 1. Business—Center Operations—Centers” for a listing of the number of centeis we
operated in various jurisdictions as of December 31, 2009. '

We own our corporate headquarters in Spartanburg, South Carolina. Our headquarters building,
which is approximately 75,000 square feet, and related land are subject to a mortgage payable to a
lender, the principal amount of which was approximately $4.6 million at December 31, 2009. The
mortgage is payable in 180 monthly installments of approximately $66,400, including principal and
interest, and bears interest at a fixed rate of 7.30% over its term. The mortgage matures on June 10,
2017. The carrying amount of our corporate headquarters (land, land improvements, and building) was
approximately $4.7 million and $4.6 million at December 31, 2008 and 2009, respectively.

We believe that our facilities, equipment, furniture and fixtures, and aircraft are in good condition
and well maintained, and that our offices are sufficient to meet our present needs.

ITEM 3. LEGAL PROCEEDINGS.

We are involved in a number of active lawsuits, including lawsuits filed by private litigants and
those matters arising out of actions taken by state regulatory authorities. We are also involved in
various other legal proceedings with state and federal regulators. In addition, we are obligated to
advance expenses, and, in certain circumstances, indemnify for damages, incurred by certain of our
current or former officers and directors in responding to inquiries, or defending against claims or
proceedings that have arisen by reason of the fact that such person is or was an officer or director of
the Company. Under certain circumstances, we may also be obligated to defend and indemnify other
parties against whom claims have been asserted. Unless otherwise stated below, we are vigorously
defending against these actions and will, when management believes appropriate in consideration of
ongoing litigation expenses and other factors, evaluate reasonable settlement opportunities. The amount
of losses and/or the probability of an unfavorable outcome, if any, cannot be reasonably estimated for
these legal proceedings unless otherwise stated below. Accordingly, except as otherwise specified below,
no accrual has been recorded for any of these matters as of December 31, 2009.

Brenda McGinnis v. Advance America Servicing of Arkansas, Inc. et al.

On February 27, 2007, Brenda McGinnis filed a putative class action in the Circuit Court of Clark
County, Arkansas alleging violations of the Arkansas usury law, the Arkansas Deceptive Trade Practices
Act, and a 2001 class action settlement agreement entered into by our prior subsidiary in Arkansas.
The complaint alleged that our subsidiary made usurious loans under the Arkansas Check Cashers Act
and sought compensatory damages in an amount equal to twice the interest paid on the deferred
presentment transactions made from 2001 to present (which could total approximately $21.4 million for
deferred presentment transactions made during that time, or approximately $87 million in damages for
all transactions originated, processed, and serviced during that time) as well as a declaration that the
contracts are void, enforcement of the 2001 class action settlement agreement, attorneys’ fees, and
costs.
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On September 23, 2009, we entered into a settlement agreement with the class representatives in
connection with the litigation. Pursuant to the terms of the settlement agreement, the case has been
dismissed and we have been released from any and all claims and liability in connection with deferred
presentment transactions entered into in Arkansas pursuant to the Arkansas Check Casher’s Act. The
settlement agreement does not involve an admission of wrongdoing or liability. The court has approved
the settlement agreement, and the settlement has become final and the case has been dlsmlssed
pending any appeals made prior to March 22, 2010.

We took a charge against earnings during the year ended December 31, 2009 of approximately
$5.7 million to cover the estimated costs of settlement.

Kerri Stone v. Advance America, Cash Advance Centers, Inc. et al.

On July 16, 2008, Kerri Stone filed a putative class action complaint in the Superior Court of
California in San Diego against us and our California subsidiary. We removed the case to the United
States District Court for the Southern District of California. The amended complaint alleges violations
of the California Deferred Deposit Transaction Law and the California Unfair Competition Law, and
seeks an order requiring us to disgorge and/or make restitution of all amounts obtained as a result of
our allegedly illegal conduct and pay three times the amount of damages the class members actually
incurred, the loan principal, reasonable attorney’s fees and costs of suit, and injunctive relief, and
punitive damages. The parties are engaged in discovery.

Betts and Reuter v. McKenzie Check Advance of Florida, LLC et al.

We and our subsidiary, McKenzie Check Advance of Florida, LLC (“McKenzie”), are defendants
in a putative class action lawsuit commenced by former customers, Wendy Betts and Donna Reuter, on
January 11, 2001, and a third named class representative, Tiffany Kelly, in the Circuit Court of Palm
Beach County, Florida. This putative class action alleges that McKenzie, by and through the actions of
certain officers, directors, and employees, engaged in unfair and deceptive trade practices and violated
Florida’s criminal usury statute, the Florida Consumer Finance Act, and the Florida Racketeer
Influenced and Corrupt Organizations Act. The suit seeks unspecified damages, and we could be
required to refund fees and/or interest collected, refund the principal amount of cash advances, pay
multiple damages, and pay other monetary penalties. Ms. Reuter’s claim has been held to be subject to
binding arbitration, which we expect to proceed in parallel with this case. However, the trial court has
denied our motion to compel arbitration of Ms. Kelly’s claims, the substituted named plaintiff, and we
have appealed that decision.

Reuter and Betts v. Advance America, Cash Advance Centers of Florida, Inc. et al.

A second Florida lawsuit was filed on August 24, 2004, in the Circuit Court of Palm Beach County
by former customers Gerald Betts and Ms. Reuter against us and our Florida subsidiary, Advance
America, Cash Advance Centers of Florida, Inc., and certain officers and directors. The allegations,
relief sought, and our defenses in this lawsuit are nearly identical to those alleged in the first Betts and
Reuter lawsuit described above. A hearing before the Florida Supreme Court on the issue of arbitration
is expected to be scheduled in the fourth quarter of 2010.

Hooper and Vaughn v. Advance America, Cash Advance Centers of Missouri, Inc.

On March 10, 2008, Trishia Hooper and Josephine Vaughn filed a putative class action lawsuit in
the United States District Court for the Western District of Missouri against our subsidiary Advance
America, Cash Advance Centers of Missouri, Inc. The action alleges that the arbitration clause and
class action waiver in our subsidiary’s customer loan agreements are unconscionable, that our
subsidiary’s practices violate the Missouri statutes governing unfair and deceptive trade practices,
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interest rates, loan renewals, debt reduction, and consideration of borrower’s ability to repay. The
lawsuit seeks certification as a class action, unspecified monetary damages, a declaratory judgment that
the arbitration clause and class action waiver is unconscionable, and injunctive relief.

Kucan et al. v. Advance America, Cash Advance Centers of North Carolina, Inc. et al.

On July 27, 2004, John Kucan, Welsie Torrence, and Terry Coates, each of whom was a customer
of Republic Bank & Trust Company (“Republic”), the lending bank for whom we previously marketed,
processed, and serviced cash advances in North Carolina, filed a putative class action lawsuit in the
General Court of Justice for the Superior Court Division for New Hanover County, North Carolina
against us and Mr. William M. Webster IV, Chairman of our Board of Directors and our former Chief
Executive Officer, alleging, among other things, that the relationship between our North Carolina
subsidiary and Republic was a “rent a charter” relationship and therefore Republic was not the “true
lender” of the cash advances it offered. The lawsuit also claims that the cash advances were made,
administered and collected in violation of numerous North Carolina consumer protection laws. The
lawsuit seeks an injunction barring the subsidiary from doing business in North Carolina, the return of
the principal amount of the cash advances made to the plaintiff class since August 2001, the return of
any interest or fees associated with those advances, treble damages, attorneys’ fees and other
unspecified costs. We sought to enforce the arbitration provisions in the customer agreements and in
June 2009, the trial court granted class certification and ruled that the arbitration clause is
unenforceable. We are appealing this ruling,

North Carolina Commissioner of Banks Order

On February 1, 2005, the Commissioner of Banks of North Carolina initiated a contested case
against our North Carolina subsidiary for alleged violations of the North Carolina Consumer Finance
Act. In December 2005, the Commissioner of Banks ordered that the our subsidiary immediately cease
and desist operating. In accordance with the Commissioner of Banks’ order, our subsidiary ceased all
business operations on December 22, 2005. We have appealed the Commissioner’s order to the
Superior Court of North Carolina.

Pennsylvania Department of Banking v. NCAS of Delaware, LLC

On September 27, 2006, the Pennsylvania Department of Banking filed a lawsuit in the
Commonwealth Court of Pennsylvania alleging that our Delaware subsidiary, NCAS of Delaware, LLC,
was providing lines of credit to borrowers in Pennsylvania without a license required under
Pennsylvania’s financial licensing law and charging interest and fees in excess of the amounts permitted
by Pennsylvania’s usury law. In July 2007, the court determined that certain aspects of our Choice Line
of Credit required our subsidiary to be licensed under Pennsylvania’s Consumer Discount Company Act
(“CDCA’) and enjoined us from continuing our lending activities in Pennsylvania for so long as the
CDCA violations continued and from collecting monthly participation fees. We appealed to the
Pennsylvania Supreme Court and, in May 2008, the Pennsylvania Supreme Court upheld the lower
court’s ruling. The Pennsylvania Department of Banking subsequently amended its complaint to add the
Pennsylvania Attorney General as a plaintiff and us as a defendant. The amended complaint also seeks
to perfect a claim for alleged violations of the state’s usury law by seeking unspecified damages,
including disgorgement of profits earned in Pennsylvania, treble actual damages, and restitution, which
could total approximately $135 million, plus civil penalties of $1,000 for each violation of the
Pennsylvania Consumer Protection Law and an additional $2,000 for violations against customers over
the age of 60 and attorneys’ fees and costs. The matter is proceeding before the trial court.
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Sharlene Johnson, Helena Love and Bonny Bleacher v. Advance America, Cash Advance Centers, Inc. et al.

On August 1, 2007, Sharlene Johnson, Helena Love, and Bonny Bleacher filed a putative class
action lawsuit in the United States District Court, Eastern District of Pennsylvania against us and two
of our subsidiaries alleging that we provided lines of credit to borrowers in Pennsylvania without a
license required under Pennsylvania law and with interest and fees in excess of the amounts permitted
by Pennsylvania law. The complaint seeks, among other things, a declaratory judgment that the monthly
participation fee charged to customers with a line of credit is illegal, an injunction prohibiting the
collection of the monthly participation fee, and the payment of damages equal to three times the
monthly participation fees paid by customers since June 2006, which could total approximately
$135 million in damages, plus attorneys’ fees and costs. In January 2008, the trial court entered an
order compelling the purported class representatives to arbitrate their claims on an individual basis,
unless determined otherwise by the arbiter. All parties appealed that order and the appeal has been
stayed pending a decision from the United States Supreme Court in Stolt-Nielsen S.A. v. AnimalFeeds
International Corp., which is a case involving the enforceability of arbitration clauses.

Raymond King and Sandra Coates v. Advance America, Cash Advance Centers of Pennsylvania, LLC

On January 18, 2007, Raymond King and Sandra Coates, who were customers of BankWest Inc.,
the lending bank for which we previously marketed, processed, and serviced cash advances in
Pennsylvania, filed a putative class action lawsuit in the United States District Court, Eastern District of
Pennsylvania alleging various causes of action, including that our Pennsylvania subsidiary made illegal
cash advance loans in Pennsylvania in violation of Pennsylvania’s usury law, the Pennsylvania Consumer
Discount Company Act, the Pennsylvania Unfair Trade Practices and Consumer Protection Law, the
Pennsylvania Fair Credit Extension Uniformity Act, and the Pennsylvania Credit Services Act. The
complaint alleges that BankWest Inc. was not the “true lender” and that our Pennsylvania subsidiary
was the “lender in fact.” The complaint seeks compensatory damages, attorneys’ fees, punitive
damages, and the trebling of any compensatory damages. In January 2008, the trial court entered an
order compelling the purported class representatives to arbitrate their claims on an individual basis,
unless determined otherwise by the arbiter. All parties appealed that order and the appeal has been
stayed pending a decision from the United States Supreme Court in Stolt-Nielsen S.A. v. AnimalFeeds
International Corp. :

Clerk v. NCAS of Delaware, LLC, d/b/a Advance America, Cash Advance Centers, Inc., et al.

On April 21, 2009, Yulon Clerk filed a putative class action lawsuit in the Court of Common Pleas
of Philadelphia County, Pennsylvania, against our subsidiaries Advance America, Cash Advance Centers
of Pennsylvania, Inc. and NCAS of Delaware, LLC, as well as BankWest, Inc., and other unrelated
lenders and banks. The complaint alleged that the practices of our subsidiaries and BankWest, Inc.
violated the Pennsylvania Consumer Discount Protection Act, the Pennsylvania Loan Interest Protection
Law, and Pennsylvania Consumer Protection Laws. The complaint sought certification of a class of
individuals for the alleged violations, a declaration that all loans made to class members are
unenforceable, injunctive relief, and monetary damages. The complaint repeated allegations asserted in
other putative class actions filed in Pennsylvania that have been stayed in favor of mandatory individual
arbitrations. We removed the case to the United States District Court for the Eastern District of
Pennsylvania and filed a motion to compel arbitration and stay the underlying action’s proceedings. In
August 2009, the District Court issued an order severing the claims against the individual defendants.
On September 21, 2009, plaintiffs filed three separate complaints, seeking the same relief as the
April 21, 2009 complaint, against Advance America, Cash Advance Centers of Pennsylvania, Inc.,
NCAS of Delaware, LLC, and BankWest, Inc., whose defense we are handling pursuant to an
indemnification agreement. The case against our Pennsylvania subsidiary was subsequently dismissed by
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consent of the parties on November 11, 2009. Motions to stay and to compel individual arbitration have
been filed in the other cases.

Class Actions Against South Carolina Subsidiary

Eight separate putative class actions have been filed in South Carolina against our subsidiary
Advance America, Cash Advance Centers of South Carolina, Inc., and several other unaffiliated
defendants. John and Rebecca Morgan filed a complaint on August 27, 2007 in the Horry County
Court of Common Pleas; Margaret Horne filed a complaint on September 6, 2007 in the Spartanburg
County Court of Common Pleas; Tawan Smalls filed a complaint on September 10, 2007 in the
Charleston County Court of Commons Pleas; Chadric and Lisa Wiley filed a complaint on
September 27, 2007 in the Richland County Court of Common Pleas; Mildred Weaver filed a complaint
on September 27, 2007 in the Darlington County Court of Common Pleas; Lisa Johnson and Gilbert
Herbert filed a complaint on October 2, 2007 in the Georgetown County Court of Common: Pleas;
Kimberly Kinney filed a complaint on October 12, 2007 in the Marion County Court of Common Pleas;
and Carl G. Ferrell filed a complaint on October 30, 2008 (collectively, the “South Carolina
Claimants”). The allegations and relief sought are similar in each case. Plaintiffs allege that our South
Carolina subsidiary violated the South Carolina Deferred Presentment Services Act and the Consumer
Protection Code by failing to perform a credit check and evaluate a customer’s ability to repay the
advance. Each complaint seeks an injunction to prohibit us from continuing our operations, the return
of fees and interest, unspecified actual damages, punitive damages, and attorneys’ fees and costs. Each
of the lawsuits have been joined to ongoing litigation in the South Carolina state court system pursuant
to an order of the South Carolina Supreme Court consolidating all cases brought against the industry.
In December 2009, a group of industry defendants, including us, reached an agreement in principle,
subject to reaching a definitive agreement and obtaining court approval, for the settlement and release
of all claims brought by the South Carolina Claimants. We incurred a charge of approximately
$0.9 million to cover the estimated costs of that settlement.

Other Matters

We are also involved in other litigation and administrative proceedings that are incidental to our
business, including, without limitation, regulatory enforcement matters, individual consumer claims,
contractual disputes, employee claims for workers’ compensation, wrongful termination, harassment,
discrimination, payment of wages due, and customer claims relating to collection practices and
violations of state and/or federal consumer protection laws.

SEC Investigation

On July 22, 2009, we were informed that Kenneth E. Compton, our President and Chief Executive
Officer, received a “Wells Notice” from the staff of the United States Securities and Exchange
Commission (the “SEC”). We understand that the staff intends to recommend that the SEC file a civil
injunctive action against Mr. Compton alleging that he violated Section 17(a) of the Securities Act-of
1933 and Section 10(b) of the Securities Exchange Act of 1934 and Rule 10b-5 thereunder in
connection with alleged insider trading involving less than a material amount of losses avoided by third
parties selling our stock during 2007. We did not receive a Wells Notice and do not believe that we are
a subject of this investigation; however, we are obligated to advance expenses incurred by Mr. Compton
in connection with th1s matter.
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PART 11

ITEM 4. 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 (the “NYSE”) under the symbol
“AEA.” The following table sets forth the quarterly high and low sales prices of our common stock as
reported by NYSE as well as the quarterly cash dividend declared per share for 2008 and 2009:

Sales Prices Cash
High Low Dividend

2008:

Quarter ended March 31,2008 .. .................. $10.31 $5.70 $ 0.125
Quarter ended June 30,2008 ..................... 9.58 491 0.125
Quarter ended September 30,2008 ................. 620 244 0.125
Quarter ended December 31,2008 ................. 3.04 1.11 0.0625
2009:

Quarter ended March 31,2009 ......... e $ 244 $0.80 $0.0625
Quarter ended June 30,2009 ............ .. .. ..., 510 161 0.0625
Quarter ended September 30,2009 ................. 633 3.60 0.0625
Quarter ended December 31,2009 ................. 6.70 456 0.0625

We are not required to pay any dividends. Any determination to pay dividends, and the amounts
of any dividends, will be at the sole discretion of our Board of Directors and will depend on a number
of factors, including: our subsidiaries’ payment of dividends to us; our net income, results of operations
and cash flows and our other cash needs; our financial position and capital requirements; general
business conditions and the outlook for our company; general stock market conditions, including our
stock price and our perception of the value of a regular quarterly dividend to our stockholders; in
addition to any legal, tax, regulatory and any other factors our Board of Directors deems relevant. In
addition, our revolving credit facility restricts our ability to pay dividends depending on the absence of
any default or event of default, our net income, the ratio of our consolidated senior funded debt to our
consolidated EBITDA, our consolidated fixed charge coverage ratio, and the maintenance of our net
worth covenant (which terms and ratios are determined under our revolving credit facility). Our Board
of Directors may at any time modify or revoke our dividend policy.

On February 17, 2010, our Board of Directors declared a quarterly cash dividend of $0.0625 per
common share, payable on March 5, 2010, to stockholders of record on February 23, 2010.
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PERFORMANCE GRAPH

The following graph compares the change in the cumulative value of $100 invested for the period
beginning on December 31, 2004 and ending on December 31, 2009, in: (1) our Common Stock;
(2) the Standard & Poor’s 500 Index; (3) the NASDAQ Other Financial Index; and (4) the NYSE
Financial Sector Index. The values of each investment are based upon the share price appreciation and
reinvestment of dividends, on an annual basis.

Comparison of Cumulative Return vs.
S&P 500, NASDAQ Other Financial, and NYSE Financial Sector Indices
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Advance America,
Cash Advance Standard & Poors 500 NASDAQ Other NYSE Financial Sector
Centers,Inc. (AEA) Index (S&P 500) Financial Index (IXFN) Index (NYK.ID)
12/31/04 . ......... $100.00 $100.00 $100.00 $100.00
12/30/05 . ......... $ 55.65 $103.00 $111.94 $106.71
12/29/06 .. ....... . $ 67.67 $117.03 $131.46 $127.47
123107 .......... $ 48.80 $121.16 $132.09 $110.76
12/31/08 ... . ...... $ 10.18 $ 74.53 $ 70.75 $ 51.35
12/31/09 ... ....... $ 32.19 $ 92.01 $ 9257 $ 63.00
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The following table sets forth information about our stock repurchases for the three months ended
December 31, 2009:

Total Number of Approximate Dollar
Shares Purchased as Value of Shares That
Total Number Average Part of Publicly May Yet Be
of Shares Price Paid Announced Plans Purchased Under the
Period (1) Purchased (2) per Share or Programs Plans or Programs (3)
October 1 to October 31 .......... 10,454 $4.99 — —
November 1 to November 30....... — — — —
December 1 to December 31 ....... 2,119 6.17
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(1) Based on trade date.

(2) This column includes 12,573 shares surrendered by employees to satisfy their tax obligations with
respect to the vesting of shares of restricted stock awarded pursuant to the Company’s 2004
Omnibus Stock Plan.

(3) In July 2008, we completed our stock repurchase program, which was initially adopted on May 4,
2005 and subsequently extended on August 16, 2006 and on February 13, 2008. Except as noted
above, we did not repurchase any stock during the three months ended December 31, 2009.

See “Item 11. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters,” for information about our equity compensation plans and about holders of our
common stock.
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ITEM 5. SELECTED FINANCIAL DATA.

The following tables set forth our summary consolidated financial information and other financial
and statistical data for the periods ended and as of the dates indicated. The financial information for
the years ended December 31, 2009, 2008, and 2007, and as of December 31, 2009 and 2008, has been
derived from our audited financial statements included elsewhere in this report. The financial
information for the years ended December 31, 2006 and 2005, and as of December 31, 2007, 2006 and
2005 has been derived from our audited financial statements not included in this report. Certain
amounts below in 2005, 2006, and 2007 include the consolidation of a variable interest entity—see
“Item 7. Financial Statements and Supplementary Data—Note 16. Transactions with Variable Interest
Entities.” The historical selected financial information may not be indicative of our future performance
and should be read in conjunction with the information contained in “Item 6. Management’s Discussion
and Analysis of Financial Condition and Results of Operations” and the consolidated financial
statements and related notes in “Item 7. Financial Statements and Supplementary Data.”

Consolidated Financial Information

Statement of Operations Data:

Revenues:
Fees and interest charged to customers .. ..
Marketing, processing and servicing fees (1) .

Total revenues . ................... e

Center expenses:
Salaries and related payroll costs .. .......
Provision for doubtful accounts ..........
Occupancy costs . ..o vvv v iininn ...
Center depreciation expense . ...........
Advertising expense . .................
Other center expenses . . . . .............

Total center expenses . ..................

Center grossprofit . . ...................
Corporate and other expenses (income):
General and administrative expenses . .. ...
Legal settlements .. ..................
Corporate depreciation expense . ... ......
Interest expense . .......... ... ...
Interestincome. .................. ...
(Gain)/loss on disposal of property and
equipment. .. ... i
Loss on impairment of assets. . ..........

Income before income taxes . .............
Income tax expense ....................

Income before income of consolidated variable
interestentity . . .......... .. ...
Income of consolidated variable interest entity .

Netincome .. ..ottt iieneennn

Year ended December 31,

2005 2006 2007 2008 2009

(Dollars in thousands, except per share data
and other financial data)

$529,953  $659,876  $709,557 $676,436 $647,676
100,113 12,418 — — —

630,066 672,294 709,557 676,436 647,676

171,092 185,938 199,416 196,951 185,599
115,060 120,855 140,245 135,857 124,575
80,540 87,276 96,847 100,315 94,370
14,902 16,233 17,200 16,698 13,174
24,137 20,375 26,770 20,304 22,232
52,712 54,986 59,340 48,652 45,606

458,443 485,663 539,818 518,777 485,556

171,623 186,631 169,739 157,659 162,120

51,758 53363 59,410 68568 56,526
— — 1,950 6,427
4483 3,661 3162 3,033 2714
4,331 7,129 11,059 11,188 6241
(351) (538) (317) (128)  (238)

715 960 3,189 551 (50)
2,918 _— 314 486 2,987

107,769 122,056 92,922 72,011 87,513
43,776 48,858 37,831 33,540 33,310

63993 73,198 55091 38471 54,203
(1,003)  (3,047) (706) — —

$ 62,990 $ 70,151 §$ 54,385 $ 38471 § 54,203
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Year ended December 31,
Consolidated Financial Information (Continued) 2005 2006 2007 2008 2009

(Dollars in thousands, except per share data
and other financial data)

Per Share Data:
Net income per common share:

Basic............ i $ 076 $ 087 $ 070 $ 0.60 $ 0.89

Diluted .......... ... ... ... .... $ 076 $ 087 $ 070 $ 0.60 $ 0.88
Cash dividends paid per common share ... $ 038 $ 044 § 050 § 044 $ 025
Weighted average number of shares

outstanding:

Basic................ ... . ..., 83,124 80,889 77,923 64,233 60,868

Effect of dilutive options and unvested

restricted stock . . . ............... —_ 28 12 — 799

Diluted .. ...... ... ... ... 83,124 80,917 77,935 64,233 61,067
Balance Sheet Data (at end of period): .
Cash and cash equivalents . ............ $ 27259 $ 67245 $ 28251 § 16,017 $ 38,189
Advances and fees receivable, net ....... 193,468 237,725 221,480* 220,115 204,234
Goodwill ............... ... ....... 122,586 122,627 127,286 126,661 127,031
Total assets . . ... v iiiin i 436,388 525,092 471,698 447,010 446,151
Totaldebt............ ... ... ... ... 44,621 111,050 147,980 194,952 146,276
Total stockholders’ equity ............. 303,025 299,897 250,291 171,259 = 212,613

Cash Flow Data:
Cash flows provided by operating activities . § 189,382 §$ 186,125 § 184,496 § 186,227 $182,087

Cash flows used in investing activities . . . . . (139,880)  (156,216) (113,216) (125,674) (93,001)
Cash flows (used in) provided by financing
activities . . ... .. o i L (40,467) 10,077  (110,310)  (72,164) (66,884)

(1) We previously marketed, processed and serviced installment loans made by lending banks under
our agency business model, which we discontinued in 2006.
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Consolidated Financial Information Year ended December 31,
(Continued) 2005 2006 2007 2008 2009

Other Financial and Statistical

Data:
Number of centers open at end

ofperiod................ 2,604 2,853 2,832 2,797 2,587
Number of customers served—all

credit products (thousands). . . 1,534 1,494 1,524 1,419 1,316
Number of cash advances

originated (thousands) (1) ... 11,620 11,539 11,979 11,762 10,860
Aggregate principal amount of

cash advances originated

(thousands) (1) ........... $3,943,815 $4,082,865 $4,317,980 $4,296,493 $3,922,195
Average amount of each cash
advance originated (1) . ... .. $ 339 § 353§ 361 $ 366 $ 361

Average charge to customers for
providing and processing a

cash advance (1) .......... $ 55§ 55§ 55§ 55 § 53
Average duration of a cash :
advance (days) (1,2) ........ 15.8 16.2 16.5 16.8 17.6

Average number of lines of

credit outstanding during the

period (thousands) (3) ...... — 20 24 10 24
Average amount of aggregate

principal on lines of credit

outstanding during the period

(thousands) (3) ........... — $ 893 $§ 10377 $ 6,946 $§ 10,945
Average principal amount on

each line of credit outstanding

during the period 3) . ... ... — § 448 $ 429 $ 672 $ 410
Number of installment loans
originated (thousands) (4) . .. 68 29 31 32 35

Aggregate principal amount of

installment loans originated

(thousands) (4) ........... $ 34541 $§ 13905 $§ 12,997 § 14841 § 15992
Average principal amount of

each installment loan

originated (4) ............ $ 508 $ 486 $ 417 $ 462 $ 453

(1) Excludes lines of credit and installment loans.
(2) - Excludes the impact of extended payment plans.

(3) We offered lines of credit in Pennsylvania from June 2006 through July 2007. We began
offering lines of credit in Virginia in November 2008 and will cease offering new lines of
credit to customers in Virginia in March 2010.

(4) For the year ended December 31, 2006, the installment loan activity reflects loans we
originated as agent for lending banks in Arkansas and Pennsylvania and loans we originated
directly as the lender in Illinois. The loans originated as an agent contained fixed payment
terms and no discounts for early repayment. These originations ceased during 2006. For 2007
through 2009 the installment loan activity reflects loans we originated as the lender in Illinois
only.
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ITEM 6. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

The following discussion of our financial condition and results of operations should be read in
conjunction with our consolidated financial statements and the related notes in “Ttem 7. Financial
Statements and Supplementary Data.” This discussion contains forward-looking statements that involve risks
and uncertainties. Our actual results could differ materially from those anticipated by these forward-looking
statements. Please see “Item 1A. Risk Factors” and “Forward-Looking Statements” for discussions of the
uncertainties, risks, and assumptions associated with these Statements.

Overview

Headquartered in Spartanburg, South Carolina, we are the largest non-bank provider of cash
advance services in the United States as measured by the number of centers operated. Our centers
provide short-term, unsecured cash advances that are typically due on the customers’ next payday. As
of December 31, 2009, we operated 2,553 centers in 32 states in the United States, 21 centers in the
United Kingdom, and 13 centers in Canada.

Our industry has been significantly affected by increasing regulatory challenges. Legislation that
negatively impacts cash advances services, whether through preclusions, interest rate ceilings, fee
reductions, mandatory extensions of term length, limits on the amount or term of our products and
services, or limits on consumers’ use of our products and services could materially and adversely affect
our business. We are very active in monitoring and evaluating regulatory initiatives in all of the states
and are closely involved with the efforts of the Community Financial Services Association of America
(“CFSA).

Cash Advance Services

Our primary business is offering cash advance services, which include cash advances, installment
loans, and lines of credit. However, we continue to expand our cash advance services and to offer
additional complimentary products and services.

In most states where we operate, we originate cash advance services under the authority of state-
specific enabling statutes that allow for cash advances ranging from single and installment closed-end
terms to revolving lines of credit with open-ended terms. The particular cash advance services offered
in any given location may change from time to time depending upon changes in state law and federal
law. Additionally, where permitted by applicable law, we may assume the responsibility of servicing as
an agent to a regulated lender. In Texas, where we operate as a Credit Services Organization (“CSQ”),
we offer a fee-based credit services package to assist customers in trying to improve their credit and in
obtaining an extension of consumer credit through a third-party lender. Under the terms of our
agreement with this lender, we process customer applications and are contractually obligated for all
losses. The permitted size of a cash advance varies by jurisdiction and ranges from $50 to $5,000.
However, our typical cash advance ranges from $50 to $1,000. The finance charges on cash advance
services currently offered also vary by jurisdiction and range up to 22% of the amount of the cash
advance.

Online cash advances made by third-party lenders are governed by the laws of the state where the
customer resides. We receive revenue based on a percentage of the net fees, defined as advance fees
less a provision for doubtful accounts and a cost of capital charge, but otherwise are not contractually
obligated for losses.

Additional fees that we may charge and collect include origination fees, annual participation fees,
fees for returned checks, late fees, and other fees as permitted by applicable law. Currently, none of
the cash advance services we offer include annual participation fees. Origination fees on cash advance
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services currently offered by us range from $15 to $30, but future cash advance services may have
higher or lower origination fees depending on applicable state law. Fees for returned checks or
electronic debits that are declined for non-sufficient funds (“NSF”) vary by state and range up to $30,
and late fees vary by state and range up to $50. For the years ended December 31, 2009 and 2008, total
NSF fees collected were approximately $3.2 million and $3.3 million, respectively, and total late fees
collected were approximately $769,000 and $373,000, respectively. In Texas and online, the third-party
lender charge NSF fees and late fees in accordance with applicable law.

A customer may obtain a cash advance in one of three ways: (1) by visiting one of our centers
in-person and completing an application; (2) by visiting our website, beginning the application process
online, then visiting one of our centers in person to complete the application and receive a cash
advance; or (3) by visiting our website, completing an application online and receiving a cash advance
from a third-party lender that is directly deposited in the customer’s bank account.

Each new customer must provide us with certain personal information such as his or her name,
address, phone number, proof of identification, employment information or source of income, bank
account, and references. This information is entered into our information system and, where applicable,
that of the third-party lender. The customer’s identification, proof of income and/or employment and
proof of bank account are verified. In jurisdictions where we provide the cash advance, we determine
whether to approve a cash advance and the size of a cash advance based primarily on a customer’s
income. We do not perform credit checks through consumer reportirig agencies. In the future, we may
consider other criteria in evaluating loans. When a third-party lender provides the cash advance, such
as in Texas and online, the applicable third-party lender decides whether to approve a cash advance and
establishes all of the underwriting criteria and terms, conditions and features of the customer '

agreements.

After the documents presented by the customer have been reviewed for completeness and
accuracy, copied for record-keeping purposes and the cash advance has been approved, the customer
enters into an agreement governing the terms of the cash advance. The customer then provides a
personal check or an Automated Clearing House (“ACH”) authorization, which enables electronic
payment from the customer’s account, to cover the amount of the cash advance plus charges for
applicable fees and/or interest and/or the balance due under the agreement, and makes an appointment
to return on a specified due date, typically his or her next payday, to repay the advance plus the
applicable charges. However, in some states, customers are not required to provide us with a personal
check or ACH authorization, and payment cycles may vary depending upon state law and type of
service. At the specified due date, the customer is required to make the applicable payment, usually
payment in full of the cash advance plus fees and interest if applicable. Payment is usually made in
person, in cash at the center where the cash advance was initiated or issued unless the cash advance
was completed on the internet, in which case the customer makes payment by ACH authorization.

Upon payment in full, the customer’s check is returned and/or his or her ACH authorization is
deemed to be revoked. If the customer does not repay the outstanding advance or loan in full on or
before the due date, we will seek to collect from the customer the amount of the advance or loan and
any applicable fees, including late and NSF fees due, and may deposit the customer’s personal check or
initiate the electronic payment from the customer’s bank account.

Other Products

We may offer alternative products and services to our customers where permissible under
applicable law. For instance, in Ohio we currently offer check cashing services at state authorized rates.
We may also offer the products or services of a third party that we market, process and/or service at
our centers pursuant to an agreement with the third party. For instance, we currently offer pre-paid
debit cards and money orders, money transmission, and bill payment services. Our Advance America
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branded pre-paid Visa debit card is issued by a federally chartered bank and regulated by the Office of
Thrift Supervision. The card allows a cardholder to load cash onto the card and use the card wherever
VISA debit cards are accepted. We are compensated under an agreement with the bank based on a
number of factors related to the bank’s revenue from purchases and subsequent cardholder activity,
such as charges for loads, ATM withdrawals, account maintenance/plan charges and purchases. In the
third and fourth quarters of 2007, we began selling money orders, providing money transfer services
and bill payment services as an agent of a licensed third-party money transmitter. We are compensated
by the money transmitter based upon the number and value of money transfers, money orders and bill
payments made by our centers. '

Approval Process

Although there are numerous differences under the various enabling regulations, the application
and approval process, underwriting criteria, delivery method, repayment and collection practices,
customer and market characteristics and underlying economics of our pr1n01pa1 products and services
generally are substantially similar in most jurisdictions.

In order for a new customer to be approved for a cash advance, he or she is required to have a
bank account and a regular source of income, such as a job. To obtain a cash advance, a customer

typically:

» completes an application and presents the required documentation: usually proof of
identification, a pay stub or other evidence of income and a bank statement;

* enters into an agreement governing the terms of the cash advance, including the customer’s
agreement to repay the amount advanced in full on or before a specified due date (usually the
customer’s next payday), and our agreement to defer the presentment or deposit of the
customer’s check or Automated Clearing House (“ACH”) authorization until the due date;

* writes a personal check or provides an ACH authorization to cover the amount advanced plus
charges for applicable fees and/or interest; and

» makes an appointment to return on the specified due date to repay the amount advanced plus
the applicable charges and to reclaim his or her check.

In jurisdictions where we provide cash advances, we determine whether to approve the cash
advance to our customers. We require proof of identification, bank account and income source, as
described above, and we primarily consider the customer’s income in determining the amount of the
cash advance. In the future we may consider other criteria in evaluating loans. When a third-party
lender provides the cash advance, such as in Texas and online, the applicable third-party lender decides
whether to approve a cash advance and establishes all of the underwriting criteria and terms,
conditions, and features of the customer agreements.

Payment Plans

In most states, a customer may qualify for an extended payment plan (“Payment Plan”). Generally,
the terms of our Payment Plans conform to the CFSA Best Practices for extended payment plans.
Certain states have specified their own terms and eligibility requirements for Payment Plans. Typically,
a customer may enter into a Payment Plan for no additional fee once every twelve months and the
Payment Plan will call for scheduled payments that coincide with the customer’s next four paydays. In
some states, a customer may enter into a Payment Plan more frequently. We do not engage in
collection efforts while a customer is enrolled in a Payment Plan. If a customer misses a scheduled
payment under a Payment Plan, we may resume our normal collection procedures. We do not offer a
Payment Plan for installment loans or lines of credit. Nor does the third-party lender in Texas offer a
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Payment Plan for advances to its customers. The third-party internet lenders offer Payment Plans as
required by state law.

Collection Process

Repayment terms vary depending upon state law, the type of cash advance service offered, and
whether the cash advance was completed online or in one of our centers. Generally, as part of the
closing process, we explain the customer’s repayment obligations and establish the expectation that the
customer will pay us in cash on or before the due date in accordance with their agreement with us. The
day before the due date, we generally call the customer to confirm their payment.

If a customer does not pay the amount due, our center management has the discretion to either
commence past-due collection efforts, which typically may proceed for up to 14 days in most states, or
deposit the customer’s personal check or debit their bank account in accordance with their ACH
authorization. If center management decides to commence past-due collection efforts, employees
typically contact the customer by telephone or in person to obtain a payment or a promise to pay and,
in cases where we hold a check, attempt to exchange the customer’s check for a cashier’s check, if
funds are available.

If, at the end of this past-due collection period or Payment Plan, the center has been unable to
collect the amount due, the customer’s check is deposited or their ACH authorization is processed.
Additional collection efforts are not required if the customer’s deposited check or ACH debit clears. If
the customer’s check or ACH debit does not clear and is returned because of non-sufficient funds in
the customer’s account or because of a closed account or a stop-payment order, we begin additional
collection efforts. These additional collection efforts are carried out by center employees and typically
include contacting the customer by telephone or in person to obtain payment or a promise to pay and
attempting to exchange the customer’s check for a cashier’s check, if funds become available. We also
send out a series of collection letters, which are automatically distributed from a central location based
on a set of pre-determined criteria.

In the case of cash advances in the form of lines of credit, if a customer fails to make payment
when due in accordance with the terms of their agreement with us, center management may close the
line of credit, accelerate the maturity date, and take the steps outlined above or work with the
customer to bring his or her payments current. If we close the line of credit and accelerate the maturity
date, we stop charging interest on the outstanding amount and begin collection efforts as described
above.
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Selected Operating Data

The following table presents key operating data for our business:

Year Ended December 31,

2007 2008 2009

Number of centers open atend of period . ................ 2,832 2,797 2,587
Number of customers served—all credit products (thousands) . . 1,524 1,419 1,316
Number of cash advances originated (thousands) (1) ......... 11,979 11,762 10,860
Aggregate principal amount of cash advances originated

(thousands) (1) . ...t e $4,317,980 $4,296,493  $3,922,195
Average amount of each cash advance originated (1) ......... $ 361 $ 366 $ 361
Average charge to customers for providing and processing a cash

advance (1) .. .ov i v i $ 55 % 55 % 53
Average duration of a cash advance (days) (1,2) ............ 16.5 16.8 17.6
Average number of lines of credit outstanding during the period

(thousands) (3) ... ..t 24 10 24
Average amount of aggregate principal on lines of credit

outstanding during the period (thousands) 3) ............ $ 10377 $§ 6946 $ 10945
Average principal amount on each line of credit outstanding

during the period (B) ... . ..ot $ 429 § 672 $ 410
Number of installment loans originated (thousands) (4) ....... 31 32 35
Aggregate principal amount of installment loans originated

(thousands) (4) .. ...ttt $ 12997 $ 14841 § 15992
Average principal amount of each installment loan

originated (4) . ... v vt $ 417 § 462 $ 453

(1) Excludes lines of credit and installment loans.
(2) Excludes the impact of extended payment plans.

(3) We offered lines of credit in Pennsylvania from June 2006 through July 2007. We began offering
lines of credit in Virginia in November 2008 and will cease offering new lines of credit to
customers in Virginia in March 2010.

(4) The installment loan activity reflects loans we originated as the lender in Illinois.

Revenues and Expenses

Our revenues consist of fees and/or interest paid to us directly by our customers. Our expenses
relate primarily to the operation of our centers. These expenses include salaries and related payroll
costs, occupancy expense related to our leased centers, center depreciation expense, advertising
expense, and other center expenses that consist principally of costs related to center closings,
communications, delivery, supplies, travel, bank charges, various compliance and collection costs, and
costs associated with theft. :

Provision for Doubtful Accounts, Allowance for Doubtful Accounts, and Accrual for Third-Party Lender
Losses

Our provision for doubtful accounts and accrual for third-party lender losses are primarily based
upon models that analyze specific portfolio statistics and also reflect, to a lesser extent, management’s
judgment regarding overall accuracy. The analytical models take into account several factors including
the number of transactions customers complete, and charge-off and recovery rates. Additional factors,
such as changes in state laws, center closings, length of time centers have been open in a state, relative
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mix of new centers within a state, and other relevant factors are also evaluated to determine whether
the results from the analytical models should be revised.

The provision for doubtful accounts decreased from 20.1% of revenues or $135.9 million for the
year ended December 31, 2008 to 19.2% of revenues or $124.6 million for the same period in 2009.
This decrease is due to an increase in non-lending revenues, improved ACH collections, and an
increase in the sale of receivables during the year ended December 31, 2009. During the years ended
December 31, 2008 and 2009, we received proceeds from the sale of receivables in the amount of
$0.6 million and $3.4 million, respectively. During the year ended December 31, 2008 the provision
included a charge related to the suspension of operations in Arkansas and New Hampshire of
approximately $1.1 million and $0.5 million, respectively.

Income Taxes

The effective income tax rate as a percentage of income before income taxes was 46.6% and
38.1% for the year ended December 31, 2008 and 2009, respectively. The decrease in the effective tax
rate in the current period is primarily due to a reduction in state taxes as a result of claims filed for
recovery of income taxes recognized in prior years and a significant decrease in nondeductible lobbying
expenditures and other discrete items for the year ended December 31, 2009.

Changes in Legislation

During the last few years, legislation that prohibits or severely restricts our products and services
has been introduced or adopted in a number of states and at the federal level, and we expect that
trend to continue in other states for the foreseeable future. Legislation was adopted in New Hampshire
in 2008 that effectively prohibits us from offering cash advances to consumers in that state. As a result,
in February 2009, we decided to close all of our centers in New Hampshire. In Virginia, a 2009 law
prompted us to make changes to our cash advance product and to offer an open-ended line of credit
product. However, a subsequent Virginia Corporation Commission ruling limits our ability to offer the
open-ended line of credit product in Virginia effective March 1, 2010. As a result, we have decided to
consolidate a number of our centers in Virginia, and the cash advance product we now offer in Virginia
may not be as profitable for us as the cash advance product we offered there prior to 2009. On
January 1, 2010, a law became effective in the State of Washington that places a number of restrictions
on our cash advance product including limiting the number of cash advances a customer may take to
eight advances in any one year, and we expect that our revenues and profits in Washington will be
significantly reduced. If we are unable to operate profitably in Washington, we may cease operating in
that state. New laws in each of South Carolina and Kentucky will become effective during the first half
of 2010 that will, among other things, implement in each state a statewide database to monitor the
number of loans made to customers within that state. Further, legislation permitting cash advances in
Arizona and Mississippi is scheduled to expire in 2010 and 2012, respectively. This legislation may not
be renewed or could be modified in a manner that affects our operations negatively. We are regularly
refining our cash advance services and developing new products and services or operations to-address
recent or anticipated legislative and regulatory changes. Some of these legislative and regulatory
changes may result in our discontinuing operations in a state, while other changes may result in less
significant short-term or long-term changes, interruptions in revenues, and lower operating margins. We
generally cannot estimate what effect, if any, operational changes we make in response to legislative
and regulatory changes may have on our financial results until we are able to develop legal and
financially-viable alternative products and services.

Operations in Ohio

On November 24, 2008, the State of Ohio capped interest rates on cash advance loans and limited
the number of cash advances a customer may take in any one year. As a result of this legislation, we
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began offering small loans pursuant to the Ohio Small Loan Act and check-cashing services. The small
loan product and check cashing services generate less revenue than our former cash advance product
and, as a result, we have closed some of our centers in Ohio. In the third quarter of 2009, we began
instead to offer cash advances pursuant to the Ohio Second Mortgage Act.

During the year ended December 31, 2009, we closed 63 centers in Ohio and scheduled another
four centers for closure in 2010. The estimated cost to close these centers, including an impairment
charge of approximately $1.0 million, is approximately $2.3 million, of which $2.1 million was
recognized in the year ended December 31, 2009. The remainder of these cost are expected to be
recognized during the year ended December 31, 2010. For the year ended December 31, 2009, these
amounts are included in the income statement as an increase in other center expenses of $1.0 million, a
loss on impairment of fixed assets of $1.0 million, and an increase in center salaries and related payroll
costs of $0.1 million.

For the years ended December 31, 2007, 2008, and 2009, 9.5%, 8.1%, and 5.8%, respectively, of
our total revenues were generated from our operations in Ohio. The following is a summary of
financial information for our operations in Ohio for those years (in thousands):

2007 2008 2009
TOtal FEVENUES - « « v v vt i e e et e e e et $67,551 $54,881 $37,878
Total center €Xpenses . .. .. ... 48,815 45,335 36,252
Center gross profit (loss) ...................... $18,736  $ 9,546 $ 1,626

Operations in Virginia

A Virginia law that went into effect in January 2009 has substantially changed the loan terms for
cash advance services in Virginia, and severely restricted viable operations for short-term lenders. Since
the law went into effect, we continued to offer cash advances in Virginia, but in conformance with the
new regulations and we also offered an open-ended line of credit product. However, a subsequent
Virginia Corporation Commission ruling limits our ability to offer the open-ended lines of credit
product in Virginia effective March 1, 2010. As a result, we have decided to consolidate centers in
Virginia.

During the year ended December 31, 2009, we closed 12 centers in Virginia and scheduled another
58 centers for closure in the first quarter of 2010. We anticipate the cost to close these centers,
including an impairment charge of approximately $0.5 million, will range from $1.8 million to
$4.1 million, of which $0.8 million was recognized in the year ended December 31, 2009. The
remainder of the costs are expected to be recognized during the year ended December 31, 2010. For
the year ended December 31, 2009, these amounts are included in the income statement as an increase
in other center expenses of $0.2 million, a loss on disposal of property and equipment of $0.1 mllhon
and a loss on impairment of fixed assets of $0.5 million.

If it is not economically viable for us to continue operations in Virginia and we decide to close our
remaining Virginia centers, our estimated closing costs, including severance, center tear-down costs,
lease termination costs, and the write-down of fixed assets would range from $2.6 million to
$7.1 million, and the collectability of advances and fees receivable in Virginia most likely would be
impaired. As of December 31, 2009, the net advances and fees receivable balance in Virginia was
approximately $12.3 million. At this time we are not able to determine the amount of goodwill
impairment, if any, that would result from the cessation of operations in Virginia.
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For the years ended December 31, 2007, 2008, and 2009, 6.8%, 7.5%, and 7.8%, respectively, of
our total revenues were generated from our operations in Virginia. The following is a summary of
financial information for our operations in Virginia for those years (in thousands):

2007 2008 2009
Total revenues . ... ...t e $48,441  $50,607 $50,638
Total center expenses. . . . ......v i, 30,643 34,401 45,376
Center gross profit (Ioss) ..............cc.. ... $17,798 $16,206 $ 5,262

Operations in Arizona

Legislation permitting cash advances in Arizona is scheduled to expire on June 30, 2010. If the law
is not renewed or extended and it is not economically viable for us to continue operations in Arizona
and we decide to close our remaining Arizona centers, we estimate the range of closing costs, including
severance, center tear-down costs, lease termination costs, and the write-down of fixed assets would
range from $1.4 million to $4.2 million, and the collectability of advances and fees receivable in
Arizona most likely would be impaired. As of December 31, 2009, the net advances and fees receivable
balance in Arizona was approximately $4.2 million. At this time we are not able to determine the
amount of goodwill impairment, if any, that would result from the cessation of operations in Arizona.

For the years ended December 31, 2007, 2008, and 2009, 2.2%, 2.4%, and 2.4%, respectively, of
our total revenues were generated from our operations in Arizona. The following is a summary of
financial information for our operations in Arizona for those years (in thousands): is

2007 2008 2009
Total revenues . . .. ... vt $15,696 $16,267 $15,694
Total center expenses. .. ..............couu... 12,140 11,863 10,590
Center gross profit (loss) .. .................... $ 3,556 §$ 4404 $ 5104

Operations in Washington

In the State of Washington a law became effective on January 1, 2010, that limits the number of
cash advances a customer may take in any one year, limits the advance amount that can be taken out
at any one time, and implements a statewide database to monitor the number of loans. We believe this
law will negatively impact our revenue and profitability in that state, and we may close or consolidate
some or all of our centers in Washington.

During the year ended December 31, 2009, we closed 11 centers in Washington and have
scheduled another nine centers for closure in 2010. We anticipate the cost to close these centers,
including an impairment charge of approximately $0.1 million, is approximately $0.4 million, of which
$0.1 million was recognized in the year ended December 31, 2009. The remainder of the costs are
expected to be recognized in the year ended December 31, 2010. For the year ended December 31,
2009, these amounts are included in the income statement as a loss on impairment of fixed assets of
$0.1 million.

If we decide to close our Washington centers, our estimated closing costs, including severance,
center tear-down costs, lease termination costs, and the write-down of fixed assets would range from
$2.5 million to $9.0 million, and the collectibility of advances and fees receivable in Washington most
likely would be impaired. As of December 31, 2009, the net advances and fees receivable balance in
Washington was approximately $9.0 million. At this time we are not able to determine the amount of
goodwill impairment, if any, that would result from cessation of our operations in Washington.
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For the years ended December 31, 2007, 2008, and 2009, 3.4%, 4.0%, and 4.1%, respectively, of
our total revenues were generated from our operations in Washington. The following is a summary of
financial information for our operations in Washington for those years (in thousands):

2007 2008 2009
TOtal TEVEMUES & + v v v oo e et e et e it et s $23,792 $27,205 $26,637
Total center eXpenses . . . ... ov v v et 21,973 23,153 19,996
Center gross profit (loss) ............... e $ 1,819 $ 4,052 $ 6,641

Changes in Other States

A new law in South Carolina became effective January 1, 2010 that will, among other things,
implement a statewide database to monitor the number of loans made to customers within that state.
We believe this law will negatively impact our revenue and profitability in South Carolina. Although we
expect this law to have a negative impact on our operations in South Carolina, we expect our
operations to remain economically viable in that state.

For the years ended December 31, 2007, 2008, and 2009, 4.6%, 5.1%, and 5.3%, respectively, of
our total revenues were generated from our operations in South Carolina. The following is a summary
of financial information for our operations in South Carolina for those years (in thousands):

2007 2008 © 2009
TOtal TEVEIUES « &+ v v oot e ettt er e en e ieeeas $32,898 $34,817 $34,582
Total center eXpenses . . . .o vvv vttt e 27,107 25,881 23,847
Center gross Profit (I0SS) . . . «vvvvreenreeneennn. $ 5791 $ 8936 $10,735

A new law in Kentucky will become effective in the first half of 2010 that will, among other things,
implement a statewide database to monitor the number of loans made to customers within that state.
We believe this law will negatively impact our revenue and prof1tab111ty in Kentucky. Although we
expect this law to have a negative impact on our operatlons in Kentucky, we expect our operatlons to
remain economically viable in that state.

For the years ended December 31, 2007, 2008, and 2009, 1. 2%, of our total revenues were
generated from our operations in Kentucky. The following is a summary of financial information for
our operations in Kentucky for the years ended December 31, 2007, 2008, and 2009 (in thousands):

2007 2008 2009
TOtal TEVEIUES . o v v oo v et et ettt et $8,862 $8,254 $8,000
Total center €Xpenses .. ....... ... 7,348 6,169 6,208
Center gross profit (1oss) ..............coouiiin.n $1,514 $2,085 $1,792

Closings and Scheduled Closings

During 2009, we closed 220 centers, including all of our 24 centers in New Hampshire, and
identified approximately 100 centers, including 58 in Virginia, for closure in the year ended
December 31, 2010. The impairment charge related to these centers was approximately $3.0 million,
which represents the write-down of the undepreciated costs of the fixed assets. We estimate the cost to
close these centers, including the impairment charge, will range from $8.2 million to $11.3 million, of
which approximately $6.7 million was recognized during the year ended December 31, 2009. These
amounts are included in the income statement as a $3.2 million increase in other center expenses,
$0.3 million in loss on disposal of property and equipment, $3.0 million in loss on impairment of assets,
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$0.4 million increase in center salaries and related payroll costs, and a decrease in occupancy cost of
$0.2 million.

Closing of Operations in Pennsylvania. As a result of the lending bank for Pennsylvania ceasing to
originate advances and loans, we began offering the Advance America Choice-Line of Credit
(“Choice-Line”) in Pennsylvania in 2006. The Choice-Line product allowed customers access to up to
$500 in credit for a monthly participation fee plus interest on outstanding loan balances. On July 31,
2007, we announced that an unfavorable ruling was issued by the Commonwealth Court of Pennsylvania
directing our subsidiary operating in Pennsylvania to immediately suspend its operations. See “Item 3.
Legal Proceedings.” During the third and fourth quarters of 2007, we closed all of our remaining
centers in Pennsylvania and recorded closing costs for severance, lease termination, and write-off of the
undepreciated costs of fixed assets and other closing costs in these centers totaled approximately
$2.2 million. Additionally, we recorded a charge of approximately $6.3 million for the write down of
receivables. The cessation of our Pennsylvania operations did not result in any impairment of goodwill.

The following is a summary of financial information for our operations in Pennsylvania for the
years ended December 31, 2007, 2008, and 2009 (in thousands):

2007 2008 2009

Total TEVENUES . . ..o vttt e $25,760 $ — $ —
Total center eXpenses . .............outieteennannn.. 25,028 19 49
Center gross profit (10ss). .. .......... ..o .. $ 732 $(19) $(49)

Closing of Operations in Oregon. Legislation in Oregon became effective in 2007 that limits fees
and interest on all consumer loans. As a result of this legislation, we determined that it was no longer
economically viable for us to continue to operate in Oregon and we closed all of our remaining Oregon
centers in the fourth quarter of 2007. During the third and fourth quarters of 2007, we recorded closing
costs for severance, lease termination, and write-off of the undepreciated costs of fixed assets and other
closing costs in these centers which totaled approximately $1.4 million. Additionally, we recorded a
charge of approximately $0.5 million for the write-down of receivables. The cessation of our Oregon
operations did not result in any impairment of goodwill.

The following is a summary of financial information for our operations in Oregon for the years
ended December 31, 2007, 2008, and 2009 (in thousands):

2007 2008 2009

Total revenues . .. ..ottt e $486 $ 9 $——_
Total center Xpenses . .. ...... vttt 7,291 126 —
Center gross profit (Ioss) . ....................... .. $(2455) $(117) $—

Closing of Operations in New Mexico. Legislation in New Mexico became effective in 2007 that
limits fees and interest on all consumer loans and gives borrowers a 130 day interest-free and fee-free
extension. As a result of this legislation, we determined that it was not economically viable for us to
continue operating in New Mexico. As a result, we closed our remaining nine centers in New Memco in
August 2008. The closing costs associated with closing our operations in New Mexico were
approximately $0.1 million. These costs are included in the income statement as an increase in other
center expenses of $0.1 million. The cessation of our New Mexico operations did not result in any
impairment of goodwill.
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The following is a summary of financial information for our operations in New Mexico for the
years ended December 31, 2007, 2008, and 2009 (in thousands):

2007 2008 w
TOtal TEVEIUES .+« v v v vt e ettt et et e et $1,904 $219 $—
Total center EXPenSESs . . . . o vt i v v vt e 1,876 879 7
Center gross profit (10ss) . . .......coovvviin.. $ 28 $(660) $(7)

Closing of Operations in Arkansas. In March 2008, we received a letter from the Arkansas
Attorney General demanding that we stop offering deferred presentment transactions under the
Arkansas Check Cashers Act. In response, we complied with the Attorney General’s demands and
began offering consumer loans at interest rates below the applicable Arkansas usury cap. In September
2008, we received a notice from the Arkansas State Board of Collections that the Board had
determined that consumer lenders who accept account withdrawal authorizations would be deemed by
the Board to be engaged in the business of making deferred presentment transactions. During this
same time, we were in discussions with the Arkansas Attorney General to address certain items
regarding our operations in Arkansas. The Attorney General agreed that if we discontinued our
operations in Arkansas, he would not bring suit against us. Although we believe we have always
operated in compliance with Arkansas law, we concluded that avoiding potentially costly litigation in
this circumstance was in the best interest of our stockholders. As a result, we closed all 30 of our
centers in Arkansas on or before October 31, 2008. The costs associated with closing our Arkansas
operations were approximately $1.8 million, including $1.1 million due to the write-down of receivables.
These costs are included in the 2008 income statement as increases of $1.1 million in the provision for
doubtful accounts, $0.4 million in other center expenses, $0.2 million in center salaries and related
payroll costs, and $0.1 million in loss on disposal of property and equipment. The cessatlon of our
Arkansas operations did not result in any impairment of goodwill.

‘The following is a summary of financial information for our operations in Arkansas for the years
ended December 31, 2007, 2008, and 2009 (in thousands):

2007 2008 2009
Total revenues .. ... e $6,207 $3,864 $ —
Total center EXpenses . ... ... covviv i i oin, 4,635 6,881 129
Center gross profit (loss) .... .. e $1,572  $(3,017) $(129)

Closing of Operations in New Hampshire. Legislation in New Hampshire became effective in 2009
that effectively prohibits the offering of cash advances in New Hampshire. As a result of this
legislation, we :determined that it was not economically viable for us to continue operating in New
Hampshire. As a result, we closed all of our 24 centers in New Hampshire in 2009. The costs
associated with closing our New Hampshire operations was approximately $1.3 million, including
$0.5 million due to the write-down of receivables. Approximately $0.7 million of these expenses were
recognized during 2008, including a $0.5 million increase in the provision for doubtful accounts and
$0.2 million loss on impairment of assets. The remaining $0.6 million was recognized during 2009 and
are included in the income statement as an increase of $0.5 million in other center expenses and
$0.1 million in center salaries and related payroll costs The cessation of our New Hampshire operations
did not result in any impairment of goodwill.
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The following is a summary of financial information for our operations in New Hampshire for the
years ended December 31, 2007, 2008, and 2009 (in thousands):

2007 2008 2009

Total revenues . ...........o i, $7,959 $8,124 $ 130
Total center eXpenses .. ..........iii i 4067 4,710 1,126
Center gross profit (Ioss) . ....................... $3,892 $3,414 $ (996)

Acquisitions in the United Kingdom

During the year ended December 31, 2008, we acquired two centers in the United Kingdom for an
aggregate purchase price, including transaction-related costs, of approximately $0.8 million in cash and
an increase in goodwill of approximately $0.7 million.

During the year ended December 31, 2007, we completed four acquisitions in the United Kingdom
consisting of a total of 12 centers and 85 limited licensees for an aggregate purchase price, including
transaction-related costs, of apprommately $5.5 million in cash and an increase in goodwill of
approximately $4.7 million. -

New Centers

We opened 209, 49, and 10 centers in the years ended December-31, 2007, 2008 and 2009,
respectively. The capital cost of opening a new center varies depending on the size and type of center, -
but typically averages approximately $47,000. This capital cost includes leasehold improvements,
signage, fixtures, furniture, computer equipment, and a security system. In addition, the typical center
that has been operating for at least 24 months requires average working capital of apprommately
$86,000 to fund the center’s advance portfolio.

Of the 554 North American centers we opened in 2006, 2007, and 2008, 461 centers remain open
as of December 31, 2009. Of these, 422 have reached the point where, for at least one month, the
center generated sufficient revenues to cover the center’s expenses exclusive of corporate overhead (the
“Breakeven Point”). The amount of time that it takes for a center to reach this Breakeven Point is
affected by a number of factors including, but not limited to, the time of the year the center opens, the
seasonal nature of the business and the regulatory environment of the state in which the center is
opened. It is not uncommon for a center that has reached the Breakeven Point to temporarily drop
below that point and then again exceed the Breakeven Point. Given the relatively fixed nature of most
center expenses, the main determinant of the Breakeven Point for a given center is the number of
advances outstanding. '

On average, the 422 centers reached the Breakeven Point between their eleventh and fourteenth
month of operations and- had, on average, approximately 109 advances outstanding at that time. ,
Cumulative operating losses to break even for these centers averaged approximately $58,000 per center.
We have experienced a general trend of an increase in the time it takes a center to reach the
Breakeven Point and, consequently, an increase in the cumulative operating losses to break even.

The remaining 39 centers opened in 2006, 2007, and 2008 and still open have yet to reach the
Breakeven Point. These 39 centers are, on average, appr0x1mately 28 months old at December 31,
2009. At December 31, 2009, a seasonally high point in advances outstanding, these centers had, on
average, approximately 130 advances outstanding. Cumulative operating losses to date for these centers
averaged approximately $190,000 per center.

52



Closed Centers and Scheduled Center Closings

We closed 242 centers during 2007 (including 99 in Pennsylvania and 53 in Oregon), 86 centers
during 2008 (including 30 in Arkansas and 10 in New Mexico), and 220 centers during 2009 (including
24 in New Hampshire and 63 in Ohio). In addition, we have scheduled approximately 100 centers for
closing during the year ended December 31, 2010. The expenses related to closing centers typically
include the undepreciated costs of fixtures and signage that cannot be moved and reused at another
center, moving costs, severance payments and any lease cancellation costs. We recorded expenses
related to center closures and scheduled center closings of approximately $13.8 million, $4.3 million,
and $6.7 million in 2007, 2008, and 2009, respectively. The costs are included in the income statements
for the years ended 2007, 2008, and 2009 as shown below.

Year ended December 31,

2007 2008 2009
‘ a (amounts in thousands)
Salaries and related payrollcosts .. ........ ... ... .. $ 88 §$ 562 $ 374
Provision for doubtful accounts ................... 6,787 1,592 —
Occupancy costs . . ... ovv v SN e (203) a7 - (219)
Other center EXPenses . . . . . vt ivnvnn s 3,487 1,290 3,183 -
Loss on disposal of property and equipment . ......... 2,577 403 337

Loss on impairment of assets. .. .................. 314 486 2,987
' $13,820 $4,256 $6,662

Principles of Consolzdatton

Our consolidated financial statements include the accounts of Advance America, Cash Advance
Centers, Inc. and all of our wholly-owned subsidiaries. For the year ended December 31, 2007, our
consolidated financial statements also include the accounts of a variable interest entity (the subsidiary
of our prev1ous third-party lender in Texas related to our CSO operations in that state) for which we
were the primary beneficiary—see “Item 7. Financial Statements and Supplementary Data—Note 16.
Transactions with Variable Interest Entities.” All significant intercompany balances and transactions
have been eliminated.

Seasonality

Our business is seasonal due to the impact of fluctuating demand for advances and fluctuating
collection rates throughout the year. Demand has historically been highest in the third and fourth
quarters of each year, correspondmg to the back-to-school and holiday seasons, and lowest in the first
quarter of each year, corresponding to our customers’ receipt of income tax refunds. Our provision for
doubtful accounts and allowance for doubtful accounts are historically lowest as a percentage of

revenues in the first quarter of each year, corresponding to customers’ receipt of income tax refunds,
and i increase as a percentage of revenues for the remainder of each year.

Critical Accounting Polieies and Use of Estimates

The preparation of our financial statements, in conformity with genefally accepted accounting
principles (“GAAP”) in the Umted States requlres us to make estlmates and assumptions that affect
of the financial statements and the reported amounts of revenues and expenses during the reporting
period. In applying the accounting principles, we must often make estimates and assumptions regarding
expected outcomes or uncertainties. As might be expected, the actual results or outcomes are generally
different than the estimated or assumed amounts. These differences are usually minor and are included
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in our consolidated financial statements as soon as they are known. Estimates, judgments, and
assumptions are continually evaluated based on available information and experience. Because of the
use of estimates inherent in the financial reporting process, actual results could differ from those
estimates.

Actual results related to the estimates and assumptions made in preparing our consolidated
financial statements will emerge over periods of time, such as estimates, and assumptions underlying
the determination of the allowance for doubtful accounts, accrual for third-party lender losses, legal
settlements, and regulatory loss.contingencies. These estimates and assumptions are monitored and
periodically adjusted as circumstances warrant. These amounts may be adjusted based on higher or
lower actual loss experience. Although there is greater risk with respect to the accuracy of these
estimates and assumptions because of the period over which actual results may emerge, such risk is
mitigated by the ability to make changes to these estimates and assumptions over the same period.

We believe that the following critical accounting policies affect the more significant estimates and
assumptions used in the preparation of our financial statements.

Provision for Doubtful Accounts, Allowance foi Doubtful Accounts, and Accrual for Third-Party Lender
Losses

We believe the most significant estimates made in the preparation of our accompanying
consolidated financial statements relate to the determination of an allowance for doubtful accounts for
estimated probable losses on advances we make directly to customers and an accrual for third-party
lender losses for estimated probable losses on loans and certain related fees for loans that we process
for the third-party lender in Texas. See “Off-Balance Sheet Arrangement with Third-Party Lender” in
this section. Our advances and fees receivable, net on our balance sheet do not include the advances
and interest receivable for loans processed by us for the third-party lender in Texas because these loans
are owned by the third-party lender.

The provision for doubtful accounts decreased from 20.1% of revenues or $135.9 million for the
year ended December 31, 2008 to 19.2% of revenues or $124.6 million for the same period in 2009.
This decrease is due to an increase in non-lending revenues, improved ACH collections, and an
increase in the sale of receivables during the year ended December 31, 2009. During the years ended
December 31, 2008 and 2009, we received proceeds from the sale of receivables in the amount of
$0.6 million and $3.4 million, respectively. During the year ended December 31, 2008, the provision
included a charge related to the suspension of operations in Arkansas and New Hampshire of
approximately $1.1 million and $0.5 million, respectively.

The allowance for doubtful accounts and accrual for third-party lender losses are primarily based
upon financial models that analyze specific portfolio statistics and also reflect, to a lesser extent,
management’s judgment regarding overall accuracy. The analytical models take into account several
factors including the number of transactions customers complete and charge-off and recovery rates.
Additional factors such as new products, changes in state laws, center closings, length of time centers
have been open in a state, relative mix of new centers within a state, and other relevant factors are also
evaluated to determine whether the results from the analytical models should be revised.

We record the allowance for doubtful accounts as a reduction of advances and fees receivable, net
on our balance sheet. We record the accrual for third-party lender losses as a current liability on our
balance sheet. We charge the portion of advances and fees deemed to be uncollectible against the
allowance for doubtful accounts and credit any subsequent recoveries (including sales of debt without
recourse) to the allowance for doubtful accounts.
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Unpaid advances and the related fees and/or interest are generally charged off 60 days after the
date a customer’s check was returned, the ACH was rejected by the customer’s bank; or the default
date, unless the customer has paid at least 15% of the total of his or her loan plus all applicable fees,
or 15% of the outstanding balance and related interest and fees for our line of credit and installment
loan products. Unpaid advances, installment loans, or lines of credit customers who file for bankruptcy
are charged off upon receipt of the bankruptcy notice. Although management uses the best information
available to make evaluations, future adjustments to the allowance for doubtful accounts and accrual
for third-party lender losses may be necessary if conditions differ substantially from our assumptions
used in assessing their adequacy.

Our business experiences cyclicality in receivable balances from both the time of year and the day
of the week. Fluctuations in receivable balances result in a corresponding impact on the allowance for
doubtful accounts, accrual for third-party lender losses, and provision for doubtful accounts.

Our receivables are traditionally lower at the end of the first quarter, correspondmg to tax refund
season, and reach their highest level during the last week of December.

In addition to the seasonal fluctuations, the receivable balances can fluctuate throughout a week,
generally being at their highest levels on a Wednesday or Thursday and at their lowest levels on a
Friday. In general, receivable balances decrease approximately 4% to 7% from a typical Thursday to a
typical Friday. The year 2008 began on a Tuesday and ended on a Wednesday The year 2009 began
and ended on a Thursday.

To the extent historical credit experience is not indicative of future performance or other
assumptions used by management do not prevail, our loss experience could differ significantly, resuiting
in either higher or lower future provisions for doubtful accounts. As of December 31, 2009, if the
estimated rates used in calculating our allowance for doubtful accounts and third-party lender losses
were 5% higher or lower, it would have increased or decreased our provision for doubtful accounts by
approximately $2.9 million.

Intangible Assets

As a result of our acquisition of the National Cash Advance group of affiliated companies in
October 1999, we recorded approximately $143.0 million of goodwill. During 2007 and 2008, we
completed six acquisitions in the United ngdom resulting in additional goodwill of approximately
$5.4 million. As of December 31, 2009, the carrying value of goodwill was $127.0 million due to the
amortization of goodwill prior to the adoption of ASC 350-20-35, “Goodwill—Subsequent
Measurement”, and the change in the exchange rate for our United Kingdom assets. Due to the
significance of goodwill and the reduction of net income that would occur if goodwill were impaired,
we assess the impairment of our long-lived and intangible assets annually, during the fourth quarter of
each year, or whenever events or changes in circumstances indicate that the carrying value may not be
recoverable. Factors that could trigger an impairment review include significant underperformance -
relative to historical or projected future cash flows, significant changes in the manner of use of the
acquired assets or the strategy of the overall business, and significant negative industry trends. A.
reporting unit is an operating segment, or under certain circumstances, a component of an operating
segment that constitutes a business. Our reporting units consist of multiple state-based operations and
therefore the cessation of operations in any particular state does not imply .that goodwill for the
relevant reporting unit will be impaired. When estimated future cash flows are less than the carrying
value of the net assets and related goodwill, an impairment test is performed to measure and recognize
the amount of the impairment loss, if any. Impairment losses, which are limited to the carrying value of
goodwill, represent the excess of the carrying amount of a reporting unit’s goodwill over the implied
fair value of that goodwill. In determining the estimated future discounted cash flows, we consider
current and projected future levels of income, as well as business trends, prospects, and market and
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economic conditions. Impairment tests involve the use of judgments and estimates related to the fair
market value of the business operations with which goodwill is associated, taking into consideration
both historical operating performance and anticipated financial position and future earnings. We
believe that the estimates of future cash flows and fair value are reasonable. Changes in estimates of
those cash flows and fair value, however, could affect the evaluation, and any impairment would lower
our net income.

We have approximately $4.4 million of goodwill in our United Kingdom operations. As of
December 31, 2009, these operations have cumulatively generated negative cash and have not reached
break-even at the center gross profit level. Our expansion efforts in the United Kingdom began in the
third quarter of 2007. Our goodwill impairment model projects future positive cash flows sufficient to
support the goodwill and long-lived asset base in our United Kingdom operations. If the United
Kingdom operations continue to generate negative cash flow and do not break-even an impairment
charge related to its goodwill is possible.

We cannot predict the occurrence of certain events that might adversely affect the carrying value
of our goodwill. Should the operations of the businesses with which goodwill is associated incur
significant adverse changes in business, clients, adverse actions by regulators, unanticipated competition,
loss of our revolving line of credit, and/or changes in technology or markets, some or all of our
recorded goodwill could be impaired.

Litigation Accrual

In view of the inherent difficulty of predicting the outcome of litigation and regulatory matters,
particularly where the claimants seek very large or indeterminate damages or where the matters present
novel legal theories or involve a large number of parties, we cannot state with confidence what the
eventual outcome of pending matters will be, what the timing of the ultimate resolution of these
matters will be, or what the eventual loss, fines, or penalties related to each pending matter may be or
the extent to which such amounts may be recoverable under our insurance policies.

In accordance with applicable accounting guidance, we establish reserves for litigation -and
regulatory matters when those matters present loss contingencies that are both probable and estimable.
When loss contingencies are not both probable and estimable, we do not establish reserves. In some of
the matters described in “Item 3. Legal Proceedings” loss contingencies are not both probable and
estimable in the view of management, and accordingly, reserves have not been established for those
matters. Based on current knowledge, management does not believe that loss contingencies, if any,
arising from pending litigation and regulatory matters, including the litigation and regulatory matters
described in this Annual Report on Form 10-K, will have a material adverse effect on our consolidated
financial position or liquidity, but may be material to the our results of operations for any particular
reporting period. ‘

Accrued Workers’ Compensation Expenses

Accrued liabilities in our December 31, 2008 and 2009 financial statements include accruals of
approximately $4.9 million and $5.0 million, respectively, for workers’ compensation. The costs of both
reported claims and claims incurred but not reported, up to specified deductible limits, are estimated
based on historical data, projected payroll numbers and other information. We review estimates and
periodically update our estimates and the resulting reserves and any necessary adjustments are reflected
in"earnings currently. To the extent historical claims are not indicative of future claims, there are
changes in payroll numbers, workers’ compensation loss development factors change, or other
assumptions used by management do not prevail, our expense and related accrued liabilities could
increase or decrease.
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Income Taxes

We use certain assumptions and estimates in determining income taxes payable or refundable for
the current year, deferred income tax liabilities and assets for events recognized differently in our
financial statements and income tax returns, and income tax expense. Determining these amounts
requires analysis of certain transactions and interpretation of tax laws and regulations. We exercise
considerable judgment in evaluating the amount and timing of recognition of the resulting income tax
liabilities and assets. These judgments and estimates are re-evaluated on a continual basis as regulatory
and business factors change.

No assurance can be given that neither our tax returns nor the income tax reported on our
Consolidated Financial Statements will be adjusted as a result of adverse rulings by the U.S. Tax Court,
changes in the tax code, or assessments made by the Internal Revenue Service (“IRS”). We are subject
to potential adverse adjustments, including but not limited to, an increase in the statutory federal or
state income tax rates, the permanent nondeductibility of amounts currently considered deductible
either now or in future periods, and the dependence on the generation of future taxable income,
including capital gains, in order to ultimately realize deferred income tax assets.

Consolidation of Variable Interest Entity

In connection with our CSO operations in Texas, we entered into an agreement with an
unaffiliated third-party lender in 2005. We determined that the third-party lender was a variable
interest entity (“VIE”) under Accounting Standards Codification (“ASC”) 815-10-65 “Variable Interest
Entities” and that we were the primary beneficiary of this VIE. As a result, we consolidated the lender
for the year ended December 31, 2007. During the fourth quarter of 2007, we terminated our CSO
agreement with this lender and entered into an agreement with another unaffiliated third-party lender
with substantially similar terms and conditions as the agreement with our former lender. The current
lender is also a VIE but we have determined that we are not the primary beneficiary of this VIE and
have not consolidated our current lender as of December 31, 2008 or 2009 or for the years ended
December 31, 2007, 2008, and 2009. See “Item 7. Financial Statements and Supplementary Data— .
Note 16. Transactions with Variable Interest Entities” for the impact of consolidating our former lender
on our results of operations and financial condition.

Accounting for Stock-Based Employee Compensation

In 2004, we adopted ASC 718, “Stock Compensation”. Accordingly, we measure the cost of our
stock-based employee compensation at the grant date based on fair value and recognize such cost in
the financial statements over each award’s requisite service period. As of December 31, 2009, the total
compensation expense not yet recognized related to nonvested stock awards under our stock-based
employee compensation plans is approximately $4.8 million. The weighted average period over which
this expense is expected to be recognized is approximately 3.2 years. See “Item 7. Financial Statements
and Supplementary Data—Note 11. Stock-Based Compensation Plans” for a description of our
restricted stock and stock option awards and the assumptions used to calculate the fair value of such
awards, including the expected volatility assumed in valuing our stock option grants.
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Results of Operations

Year Ended December 31, 2008 Compared to the Year Ended December 31, 2009

The following tables set forth our results of operations for the year ended December 31, 2008
compared to the year ended December 31, 2009:

Total Revenues . . ..........
Center Expenses:
Salaries and related payroll
CoSts . ...............
Provision for doubtful
accounts .............
Occupancy costs . ........
Center depreciation expense
Advertising expense. . . . ...
Other center expenses . . . ..

Total center expenses . . ..

Center gross profit . . . .
Corporate and Other Expenses
(Income):
General and administrative
exXpenses. ........ I
Legal settlements .. ........
Corporate depreciation
CXPENSE . .. ............
Interest expense . . .........
Interest income ...........
(Gain)/loss on disposal of
property and equipment .- .
Loss on impairment of assets .

Total corporate and other
EXpenses . . ... ... ...

Income before income taxes . .
Income tax expense ........

Netincome.............

Year Ended December 31,

Variance
2008 2009 Favorable/(Unfavorable)
% Total % Total
Dollars Revenues Dollars Revenues Dollars %
(Dollars in thousands, except center information)
$676,436  100.0%  $647,676.  100.0%  (28,760)  (4.3)%
196,951 29.1% 185,599 28.7% 11,352 5.8%
135,857 20.1% 124,575 19.2% 11,282 8.3%
100,315 14.8% 94,370 14.6% 5,945 5.9%
16,698 2.5% 13,174 2.0% 3,524 21.1%
20,304 3.0% 22,232 3.4% (1,928)  (95)%
48,652 7.2% 45,606 7.1% - 3,046 6.3%
518,777 76.7% 485,556 75.0% 33,221 6.4%
157,659 23.3% 162,120 25.0% 4,461 2.8%
68,568 10.1% 56,526 8.7% 12,042 17.6%
1,950 0.3% 6427  L0%  (4477) (229.6)%
3,033 0.4% 2,714 0.4% 319 10.5%
11,188 1.7% 6,241 1.0% 4,947 44.2%
(128) —_ (238) — 110 85.9%
551 0.1% 610) ER— 601 109.1%
486 — 2,987 0.4% (2,501) (514.6)%
85,648 12.6% 74,607 11.5% 11,041 12.9%
72,011 10.7% 87,513 13.5% 15,502 21.5%
33,540 5.0% 33,310 5.1% 230 0.7%
$ 38,471 5.7% 54,203 8.4% 15,732 40.9%
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Year Ended
December 31,

2008 2009

Center Information:

Number of centers open at beginning of period .................... ... ... 2,832 2,797
Opened .. ..ovvieiie i JE N 49 10
Acquired . ..o e e 2 —
CloSEd . o v v i e e e e e (86) (220)

Number of centers open atend of period ... ........ ... ... .. . 2,797 2,587

Weighted average number of centers open during the period ................... 2,848 2,698

Number of customers served—all credit products (thousands) . .. ................ 1,419 1,316

Number of cash advances originated (thousands) (1) .. ........... ... .. ... .... 11,787 10,860

Aggregate principal amount of cash advances originated (thousands) (1) ........... $4,296,493  $3,922,195

Average amount of each cash advance originated(1) ........... ... ... .. ... $ 366 $ 361

Average charge to customers for providing and processing a cash advance (1) . ....... $ 55 $ 53

Average duration of a cash advance (days) (1,2) .. ....... ... ... 16.8 17.6

Average number of lines of credit outstanding during the period (thousands) (3) . ... .. 10 24

Average amount of aggregate principal on lines of credit outstanding during the period
(thousands) (3) . . v v vt e $ 6946 $ 10945

Average principal amount on each line of credit outstanding during the period (3) .... $§ 672 § 410

Number of installment loans originated (thousands) (4) . ...................... 32 35

Aggregate principal amount of installment loans originated (thousands) (4) ......... $ 14841 $ 15,992

$ 462 $ 453

Average principal amount of each installment loan originated (4) .. ..............

(1) Excludes lines of credit and installment loans.

(2) Excludes the impact of extended payment plans.

(3) We began offering lines of credit in Virginia in November 2008 and will cease offering new lines of credit to

customers in Virginia in March 2010.

(4) The installment loan activity reflects loans we originated as the lender in Illinois.

Year Ended December 31,

2008 2009 Variance
% Total % Total Favorable/(Unfavorable)
Dollars Revenues Dollars Revenues  Dollars %
. (Dollars in thousands)
Per Center (based on weighted average number of
centers open during the period):
Center TEVENUES .« o v v v v e oo ee e ee e e $237.5 100.0%  $240.1 1000% $ 2.6 1.1%
Center expenses:
Salaries and related payroll costs . . .......... 692  291% 688  28.7% 04 0.6%
Provision for doubtful accounts . ............ 477  201% 46.2 19.2% 1.5 3.1%
Occupancy Costs . .. ..vvvv vt 352  14.8% 350 14.6% 0.2 0.6%
Center depreciation expense . . ... .......... 5.9 2.5% 4.9 2.0% 1.0 16.9%
Advertising expense . . . ... ..o 7.1 3.0% 8.2 3.4% (1.1) (15.5)%
Other center expenses .. ................. 171 7.2% 16.9 7.1% 0.2 1.2%
Total center expenses . . ................ 1822  76.7% 180.0  75.0% 22 1.2%
Center gross profit . .. .................... $ 553 233% §$ 601 25.0% 4.8 8.7%

Revenue Analysis

Total revenues decreased approximately $28.8 million in 2009. Total revenues for the 2,527 centers
opened prior to January 1, 2008 and still open as of December 31, 2009 decreased $5.0 million, from
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$635.0 million in 2008 to $630.0 million in 2009. Total revenues for the 60 centers opened after
January 1, 2008 and still open as of December 31, 2009 increased $5.3 million, from $2.3 million in
2008 to $7.6 million in 2009. Total revenues for the remaining 306 centers that closed represented a
decrease of approximately $29.1 million for 2009 compared to 2008. Of this decrease, appr0x1mately
$0.2 million, $3.9 million, and $8.0 million were due to the closure of our centers in New Mexico,
Arkansas, and New Hampshire, respectively.

Changes in legislation have had a significant impact on our revenues in Ohio. In Ohio, our
revenue has decreased by $17.1 million, or 31.2%, for the year ended December 31, 2009, as compared
to 2008.

Center Expense Analysis

Salaries and related payroll costs. The decrease in salaries and related payroll costs in 2009 was
due primarily to a reduction in the number of centers open during the year ended December 31, 2009
as compared to the same period in 2008. We averaged approximately 2.00 and 1.94 full-time equlvalent
field employees, including district directors, per center during 2008 and 2009, respectively.

Provision for doubtful accounts. As a percentage of total revenues, the provision for doubtful
accounts decreased to 19.2% for the years ended December 31, 2009 from 20.1% in 2008. This
decrease is due to an increase in non-lending revenues, improved ACH collections, and an increase in
the sale of receivables during the year ended December 31, 2009. During the years ended
December 31, 2008 and 2009, we received proceeds from the sale of receivables in the amount of »
$0.6 million and $3.4 million, respectively. During the year ended December 31, 2008, the provision
included a charge related to the suspension of operations in Arkansas and New Hampshire of
approximately $1.1 million and $0.5 million, respectively.

Occupancy costs and center depreciation expense. The decrease in occupancy costs and center
depreciation expense in 2009 was due primarily to a decrease in the number of centers opened as
compared to 2008. In addition, depreciation contlnues to decrease as centers age and property and
equipment become fully depreciated.

Advertising expense.  Advertising expense increased in 2009 compared to 2008 due primarily to an
increase in direct marketing advertising.

Other center expenses. The decrease in other center expenses in 2009 was due primarily to a
decrease in the number of centers opened as compared to 2008. This was partially offset by an increase
in center closing cost related to the closing of 220 centers in 2009 as compared to 86 centers in 2008.

Corporate and Other Expense (Income) Analysis

General and administrative expenses. The decrease in general and administrative expenses in 2009
was due primarily to: ' ‘

* lower expenses of approximately $9.5 million in public and government relations primarily due:
to a reduction in trade association dues, consulting fees, and public relation expenditures;

. * lower expenses of approximately $1.6 million related to personnel, consulting; and other costs
associated with new product development and management;

* lower expenses of approximately $1.0 million related to our field operations; and

* lower expenses of approximately $0.6 million related to our personnel, accounting fees, and
other expenses associated with our operations in the United Kingdom;
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The decrease was partially offset by:

* an increase in information technology expenses of approximately $0.9 million related to
consulting fees; and

* an increase in professional fees of approximately $0.4 million incurred in connection with the
recovery of income taxes recognized in prior periods.

In addition, we received approximately $1.4 million in insurance proceeds related to the
reimbursement of legal expenses recognized in prior periods that reduced legal expenses during the
year ended December 31, 2009. This was offset by higher legal expenses during the period.

Legal settlements. The amounts reflected as legal settlements relate to charges during the year
ended December 31, 2009 of approximately $5.7 million for the settlement of the McGinnis class-action
litigation in Arkansas, approximately $0.9 million for the proposed settlement in the consolidated class-
action litigation in South Carolina, and approximately $0.4 million for the settlement of the King and
Strong class-action litigation in Georgia. Offsetting these amounts are approx1mately $0.6 million in
insurance reimbursements related to the King and Strong class-action litigation in Georgia. For the year
ended December 31, 2008, the amount relates to charges accrued of approximately $1.95 million for
the settlement of the King and Strong class-action litigation in Georgia.

Interest expense. The decrease in interest expense for the year ended December 31, 2009, as’
compared to 2008 was due to a decrease in the average interest rates and the average outstanding.
balance during the period.

(Gain)/loss on disposal of property and equipment. The favorable change in this item for the year -
ended December 31, 2009 compared to 2008 was primarily due to insurance proceeds of approx1mately
$0 5 mllhon being recognized during the period.

o Loss on impairment of assets. Loss on impairment of assets for the year ended December 31 2009
and 2008 represents the write-down of the undepreciated costs of certain fixed assets in our centers
identified for closure. :

Income tax expense. The decrease in income tax expense for the year ended December 31, 2009
as compared to 2008 was primarily due to a reduction in state taxes as a result of claims filed for
recovery of income taxes recognized in prior years, and to significantly reduced nondeductible lobbying
expenditures and other discrete items.
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Year Ended December 31, 2007 Compared to the Year Ended December 31, 2008

The following tables set forth our results of operations for the year ended December 31, 2007
compared to the year ended December 31, 2008:

Total Revenues . . ..........
Center Expenses: '
Salaries and related payroll
COStS . ..o iin ..
Provision for doubtful
accounts .............
Occupancy costs . ........
Center depreciation expense
Advertising expense. . . . ...
Other center expenses . . . . .

Total center expenses . . . .

Center gross profit . . . .
Corporate and Other Expenses
(Income):
General and administrative
EXPenses . . .. ...
Legal settlements . . ........
Corporate depreciation
EXPENnSe . .. ............
Interest expense . . .........
Interest income ...........
Loss on disposal of property
and equipment ..........
Loss on impairment of assets .

Total corporate and other
EXPENSes . ... ... ..

Income before income taxes . .
Income tax expense ........

Income before income of
consolidated variable
interest entity .. .........

Income of consolidated
variable interest entity . . . . .

Netincome.............

Year Ended December 31,

Variance Favorable/

2007 2008 (Unfavorable)
% Total % Total
Dollars Revenues - Dollars Revenues Dollars %
(Dollars in thousands, except center information)

$709,557 100.0%  $676,436 100.0% $(33,121) 4.7%

- 199416 28.1% 196,951 29.1% 2,465 1.2%

140,245 19.8% 135,857 20.1% 4,388 ' 3.1%
96,847 13.6% 100,315 14.8% (3,468) (3.6)%

17,200 2.4% 16,698 2.5% 502 2.9%

26,770 3.8% 20,304 3.0% 6,466 24.2%

59,340 8.4% 48,652 7.2% 10,688 18.0%

539,818 76.1% . 518,777 76.7% 21,041 3.9%
169,739 23.9% 157,659 23.3% (12,080) (7.1)%
59,410 8.4% 68,568 10.1% (9,158) (15.4)%
— — 1,950 0.3% (1,950)  (100.0)%

3,162 0.5% 3,033 0.4% 129 4.1%
11,059 1.6% 11,188 1.7% (129)  (12)%
(317) — (128) — (189)  (59.6)%

3,189 0.4% 551 0.1% 2,638 82.7%
314 — 486 — (172)  (54.8)%
76,817 10.9% 85,648 12.6% (8,831) (11.5)%
92,922 13.0% 72,011 10.7%  (20911)  (225)%

37,831 5.3% 33,540 5.0% 4,291 11.3%
55,091 7.7% 38,471 57%  (16620)  (30.2)%
(706) (0.1)% — — 706 (100.0)%
$ 54,385 7.6% $ 38,471 5.7% $(15,914) (29.3)%
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Center Information:

Number of centers open at beginning of period ......................
Opened . ... e e e e
Acquired .. ... e
Closed .... .t P

Weighted average number of centers open during the period.............
Number of customers served—all credit products (thousands) . ...........
Number of cash advances originated (thousands) (1)...................
Aggregate principal amount of cash advances originated (thousands) (1) .. ..
Average amount of each cash advance originated (1) ..................
Average charge to customers for providing and processing a cash advance (1)
Average duration of a cash advance (days) (1,2) . .....................
Average number of lines of credit outstanding during the period

(thousands) (3) . .. oo i i it e
Average amount of aggregate principal on lines of credit outstanding during

the period (thousands) (3) . .. ... .o i
Average principal amount on each line of credit outstanding during the

period () . . . o i e e e
Number of installment loans originated (thousands) (4) ................
Aggregate principal amount of installment loans originated (thousands) (4) . .
Average principal amount of each installment loan originated (4) .........

(1) Excludes lines of credit and installment loans.

(2) Excludes the impact of extended payment plans.

Year Ended December 31,

2007 2008
2853 2,832
209 49
12 2
(242) (86)
2832 2797
2,884 2,848
1.524 1.419
11.979 11,787

$4317,980  $4,296.493
$ 361 $ 366
$ 55§ 55
165 16.8
2% 10
$ 10377 $ 6,946
$ 429 $ 672
31 32
$ 12997 § 14841
$ 417 $ 462

(3) We offered lines of credit in Pennsylvania from June 2006 through July 2007. We began offering
lines of credit in Virginia in November 2008 and we will cease offering new lines of credit to

customers in Virginia in March 2010.

(4) The installment loan activity reflects loans we originated as the lender in Illinois.
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Year Ended December 31,

Variance
2007 2008 Favorable/

% Total % Total (Unfavorable)
Dollars Revenues Dollars Revenues Dollars %

(Dollars in thousands)

Per Center (based on weighted average number of
centers open during the period):

Center TEVENMUES . . . . v v v i e et e et e $246.0 100.0% $237.5 100.0% $(85) (B.35)%
Center expenses:
Salaries and related payroll costs . .............. 69.1 28.1% 69.2 291%  (0.1) (0.1)%
" Provision for doubtful accounts . ............... 48.6 19.8% 47.7 20.1% 0.9 1.9%
Occupancy CostS. . ..ot 33.6 13.6% 352 148%  (1.6) (4.8)%
Center depreciationexpense . ................. 6.0 2.4% 5.9 2.5% 0.1 1.7%
AdVertising eXpense . . .. .. ...t 9.3 3.8% 7.1 3.0% 22 239%
Other center expenses . ..................... 20.6 8.4% 17.1 7.2% 35 17.0%
Total center eXpenses. . . ... 187.2 76.1% 1822 76.7% 5.0 2.7%
$ 58.8 23.9% § 553 233% $(3.5) (6.0)%

Center gross profit ........... ... ... . ......

Revenue Analysis

Total revenues decreased approximately $33.1 million in 2008. Total revenues for the 2,525 centers
opened prior to January 1, 2007 and still open as of December 31, 2008 decreased $12.5 million, from
$652.8 million in 2007 to $640.3 million in 2008. Total revenues for the 272 centers opened after
January 1, 2007 and still open as of December 31, 2008 increased $20.7 million, from $7.9 million in ’
2007 to $28.6 million in 2008. Total revenues for the remaining 328 centers that closed represented a
decrease of approximately $41.3 million for 2008 compared to 2007. Of this decrease, approximately
$25.8 million and $4.8 million was due to the closing of our operations in Pennsylvania and Oregon,
respectively, during 2007. In addition, the decrease was affected by approximately $2.3 million and
$1.7 million due to the closing of our operations in Arkansas and New Mexico, respectively, during
2008.

Center Expense Analysis

Salaries and related payroll costs. The decrease in salaries and related payroll costs in 2008 was
due primarily to a reduction in the number of centers open during the year ended December 31, 2008
as compared to the same period in 2007. We averaged approximately 2.06 and 2.00 full-time equivalent
field employees, including district directors, per center during 2007 and 2008, respectively.

Provision for doubtful accounts. As a percentage of total revenues, the provision for doubtful
accounts increased to 20.1% in 2008 from 19.8% in 2007. In both periods, the provision was reduced by
the bulk sales of certain customer debt, the proceeds of which were approximately $0.6 million in 2008
compared to $6.8 million in 2007. Excluding the sales of debt in both periods, the provision as a
percentage of total revenues decreased to 20.2% in 2008 from 20.7% in 2007. In 2008, the provision
includes approximately $1.6 million in charges related to the closure of operations in Arkansas and
New Hampshire. In 2007, the provision includes approximately $6.8 million in charges related to the
suspension and subsequent closure of operations in Pennsylvania and Oregon.

Occupancy costs and center depreciation expense. The increases in occupancy costs and center
depreciation expense in 2008 were due primarily to higher rents and repair and maintenance charges.
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Advertising expense. Advertising expense decreased in 2008 compared to 2007 due primarily to a
decrease in spending in New Mexico, Arkansas, and New Hampshire, as well as a decrease in spending
on direct mail drops and broadcast.

Other center expenses. The decrease in other center expenses in 2008 was due primarily to a
decrease in center closing costs, a decrease in expense related to the ramp up of our prepaid card in
2007, a decrease in bank charges, a decrease in center legal expense, a decrease in cash short, and a
decrease in expenses related to a previously consolidated variable interest entity.

Corporate and Other Expense (Income) Analysis

General and administrative expenses. The increase in general and administrative expenses in 2008
was due primarily to:

. highér expenses of approximately $10.5 million in our public and government relations
department due primarily to costs related to our support of ballot initiatives in Arizona and
Ohio and grassroots campaigns in Virginia;

* an increase of approximately $1.7 million of expenses related to personnel, accounting and, other
costs (excluding legal fees) associated with the expansion of our operations in the United:
Kingdom; and

* an increase in legal fees of approximately $0.8 million.
The increase was partially offset by: k

* a decrease of approximately $1.3 million in expenses related to personnel, consulting fees, and
other costs associated with new product development and management;

* a decrease of approximately $0.9 million in expenses related to a reduction in other professional
fees and personnel in the accounting department;

* a decrease of approximately $0.9 million in expenses related to personnel and consulting fees in
. the human resource department;

* a decrease of approximately $0.8 million in expenses related to reduced headcount in our real
estate and construction departments; and

* a decrease of approximately $0.6 million in expenses related to reduced headcount in our field
operations departments.

Legal settlements. The amounts reflected as legal settlements relate to the settlement of the King
and Strong class-action litigation in Georgia for $1.95 million during the year ended December 31,
2008,

Interest expense. The increase in interest expense for the year ended December 31, 2008
compared to the same period in 2007 was due to an increase in the average outstanding balance of our
revolving credit facility during the year ended December 31, 2008. This increase was partially offset by
a decrease in weighted average interest rates as compared to the prior year.

Loss on disposal of property and equipment. The decrease in loss on disposal of property and
equipment for the year ended December 31, 2008 compared to the same period in 2007 was primarily
due to fewer centers closing in 2008.

Loss on impairment of assets. Loss on impairment of assets in the year ended December 31, 2008
and 2007 represents the write-down of the undepreciated costs of certain fixed assets in our centers
identified for closure.
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Income Tax Expense. The decrease in income tax expense for the year ended December 31, 2008
compared to the same period in 2007 was due to the decline in net income for 2008 as compared to
2007. This decrease in total income tax expense was partially offset by an increase in our effective
income tax rate to 46.6% for 2008 from 40.7% for 2007. This increase in effective income tax rate is
largely due to an increase in our nondeductible lobbying expenses. '

Liquidity and Capital Resources

The following table presents a summary of cash flows for the years ended December 31, 2007,
2008, and 2009: \

2008 vs. 2007 2009 vs. 2008
Variance Variance
2007 2008 2009 Dollars % Dollars %
Cash flows provided by (used in): .
Operating activities. . ... ... .. $ 184,496 $ 186,227 $182,087 $ 1,731 09% $ (4,140) (2.2)%
Investing activities .......... (113,216) (125,674) (93,001) (12,458) (11.0)% 32,673 26.0%
Financing activities . . ........ (110,310)  (72,164) (66,884) 38,146 34.6% 5280 13%
Effect of exchange rate changes
on cash and cash equivalents . 36 (623) (30) (659) (1,830.6)% 593 95.2%
Net increase (decrease) in cash
and cash equivalents......... (38,994) (12,234) 22,172 26,760 68.6% 34,406 281.2%
Cash and cash equivalents,
beginning of period ......... 67,245 28,251 16,017 (38,994) (58.0)% (12,234) (43.3)%
Cash and cash equivalents, end of ’
period . ... ... . L $ 28251 $ 16,017 $ 38,189 $(12,234) (43.3)% $ 22,172 138.4%

Our principal sources of cash are from operations and from borrowings under our revolving credit
facility. See “Certain Contractual Cash Commitments—Long-Term Debt Obligations” in this section for
a detailed description of our revolving credit facility. We anticipate that our primary uses of cash will
be to provide working capital, finance capital expenditures, meet debt service requirements, fund
advances, finance center openings, fund acquisitions, and pay dividends on our common stock.

We borrow under our $270.0 million revolving credit facility to fund our advances and to meet our
other liquidity needs. Our day-to-day balances under our revolving credit facility, as well as our cash
balances, vary because of seasonal and day-to-day requirements resulting from making and collecting
advances. For example, if a month ends on a Friday (a typical payday), our borrowings and our cash
balances will be high compared to a month that does not end on a Friday. This is because a substantial
portion of the advances will be repaid in cash on that day but sufficient time will not yet have passed
for the cash to reduce the outstanding borrowings under our revolving credit facility. Our borrowings
under our revolving credit facility will also increase as the demand for advances increases during our
peak periods such as the back-to-school and holiday seasons. Conversely, our borrowings typically
decrease during the tax refund season when cash receipts from customers peak or the customer
demand for new advances decreases. Advances and fees receivable, net decreased approximately
$15.9 million, or 7.2%, to $204.2 million at December 31, 2009, compared to $220.1 million at
December 31, 2008.

In July 2008, we completed the stock repurchase program that our Board of Directors approved on
May 4, 2005, and twice extended, once on August 16, 2006 and again on February 13, 2008, for a total
of $225.0 million in authorized repurchases.
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During the years ended December 31, 2008 and 2009, we repurchased 11,921,948 and 16,960
shares, respectively, of our common stock at a cost of approximately $89.0 million and $76,700,
respectively. During the years ended December 31, 2008 and 2009, these amounts include 10,686 and
16,960 shares of our common stock, respectively, that were surrendered by employees to satisfy their
tax obligations with respect to the vesting of restricted stock awarded pursuant to our 2004 Omnibus
Stock Plan. Based on the average of the high and low stock price on the dates of surrender, the shares
surrendered in 2008 and 2009 had an aggregate value of approximately $46,600 and $76,700,
respectively.

Although our revolving credit facility places restrictions on our capital expenditures and
acquisitions, we believe that these restrictions do not currently prohibit us from pursuing our strategy
or limit our current level of operations. Cash that is restricted due to certain states’ regulatory liquidity
requirements is not included in cash and cash equivalents. Instead, the restricted cash is shown on our
consolidated balance sheet as a non-current asset under the line item “Restricted cash.” Historically,
these restrictions have not had an impact on our ability to meet our liquidity needs for operations.
However, our ability to make dividends to our stockholders and repurchases of our common stock has
been, and in the future may be, restricted under our revolving credit facility.

Cash Flows from Operating Activities

Net cash provided by operating activities in 2009 as compared to 2008 decreased approximately
2.2% to $182.1 million. The decrease in operating cash flows was attributable to the net change of
$21.1 million in non-cash expense items. This was partially offset by a increase in net income of
$15.7 million and an increase in operating assets and liabilities of $1.2 million. The decrease in
non-cash expenses was primarily due to a decrease in the allowance for doubtful accounts of
$11.2 million, a change in deferred income taxes of approximately $7.5 million, and a decrease in
depreciation expense of $3.8 million, which was partially. offset by an increase in loss on impairment of
assets of approximately $2.5 million. The increase in operating assets and liabilities is primarily due to a
decrease in deferred revenue of approximately $6.9 million and a decrease in accrued liabilities of
approximately $4.9 million, partially offset by an increase in accounts payable of approximately
$4.0 million.

Net cash provided by operating activities in 2008 as compared to 2007 increased approximately
0.9% to $186.2 million. The increase in operating cash flows was attributable to the net change of
$28.5 million in operating assets and liabilities. This was partially offset by a decrease in net income of
$15.9 million and a decrease in non-cash expense items of $10.9 million. The increase in operating
activities was primarily due to an increase in income taxes payable, net of approximately $16.6 million,
a decrease in fees receivable of approximately $8.8 million, an increase in deferred revenue of
approximately $4.8 million, and an increase in accrued liabilities of approximately $3.2 million. This was
partially offset by a decrease in accounts payable of approximately $3.7 million. The decrease in
non-cash operating expense was primarily due to a decrease in the provision for doubtful accounts of
approximately $4.4 million, a decrease in deferred income taxes, net of approximately $2.7 million and
a decrease in the loss on disposal of property and equipment of approximately $2.6 million.

Cash Flows from Investing Activities

Net cash used in investing activities in 2009 as compared to 2008 decreased approximately 26.0%
to $93.0 million. The decrease was primarily related to decreases in advances receivable of
$27.4 million and a decrease in purchases of property and equipment of approximately $4.9 million.

Net cash used in investing activities in 2008 as compared to 2007 increased approximately 11.0% to
$125.7 million. The increase was primarily related to decreases in advances receivable of $25.1 million.
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This was partially offset by a decrease in acquisitions of $4.4 million, and purchases of property and
equipment of $7.0 million. .

Cash Flows from Financing Activities

Net cash used in financing activities in 2009 as compared to 2008 decreased 7.3% to $66.9 million.
During the period, we repaid $48.8 million under the revolving credit facility and paid $15 3 mllhon in
dividends. :

Net cash used in financing activities in 2008 as compared to 2007 decreased 34.6% to
$72.2 million. During the period, we had net borrowings under the revolving credit facility of
approximately $47.5 million. Uses of cash during 2008 included purchases of treasury stock of
$89.0 million and payment of dividends of $28.3 million.

Capital Expenditures

For the years ended December 31, 2007, 2008, and 2009, we spent $16.7 mllhon, $9.7 million, and
$4.8 million, respectively, on capital expenditures. Capital expenditures included expenditures for new
centers opened, center remodels, and computer equipment replacements in our centers and at our
corporate headquarters. ‘ ,

Off-Balance Sheet Arrahgement with Third-Party Lender

In Texas, where we operate as a CSO, we offer a fee-based credit services package to assist
customers in trying to improve their credit and in obtaining an extension of consumer credit through a
third-party lender. Under the terms of our agreement with this lender, we process customer
applications and are contractually obligated to reimburse the lender for the full amount of the loans
and certain related fees that are not collected from the customers. As of December 31, 2008 and 2009,
the third-party lender’s outstanding advances and interest receivable (which were not recorded on our
balance sheet) totaled approximately $18.2 million and $19.7 million, respectively, which is the amount
we would be obligated to pay the third-party lender if these amounts were to become uncollectible.
Additionally, if these advances were to become uncollectible, we would also be required to pay the
third-party lender all related NSF fees and late fees on these advances.

Because of our economic exposure. for losses related to the third-party lender’s advances and:
interest receivable, we have established an accrual for third-party lender losses to reflect our estimated
probable losses related to uncollectible third-party lender advances. The accrual for third-party lender
losses that was reported on our balance sheet at December 31, 2008 and 2009 was approximately .
$4.0 million and $4.5 million, respectively, and was established on a basis similar to the allowance for
doubtful accounts. If actual losses on the third-party lender’s advances are materially greater than our
accrual for third-party lender losses, our business, results of operations, and financial condition could
be adversely affected. See “Item 7. Financial Statements and Supplementary Data—Note 16.
Transactions with Variable Interest Entities.”
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Certain Contractual Cash Commitments .

Our principal future contractual obligations and commitments as of December 31, 2009, including
periodic interest payments, included the following (dollars in thousands):

Payment due by period

2011 and 2013 and 2015 and
Contractual Cash Obligations Total 2010 2012 2014 thereafter
Long-term debt obligations: ,
Revolving credit facility . ... ... $141,058 § — $ — $141,058 $ —
Mortgage payable . .......... 4,590 477 1,065 1,232 1,816
Note payable. .............. 628 374 254 — —
Interest payable on long-term debt
obligations ................ 1,399 331 531 361 176
Operating lease obligations (1) ... 136,716 58,949 66,433 10,510 824
Purchase obligations . .......... 8,203 5,426 2,777 — —

Total..................... $292,594  $65,557 $71,060 $153,161 $2,816

(1) Includes leases for centers, aircraft hangar space, security equipment and fax/copier equipment.

Long-Term Debt Obligations

In March 2008, we entered into an amendment and restatement of our prior credit facility with a
syndicate of banks. As amended and restated, our revolving credit facility now provides us with a
$270.0 million revolving line of credit, including the ability to issue up to $25.0 million in letters of
credit. Our revolving credit facility matures on March 24, 2013. We have the option to increase the
revolving credit facility by an additional $95.0 million upon receipt of sufficient commitments from
lenders in the lending syndicate and other eligible lenders as defined in the credit agreement. Any
portion of our revolving credit facility that is repaid may be borrowed again subject to any limitations
based on financial covenants. In July 2008, we amended our credit facility to modify the consolidated
net worth test to reduce the requirement by the cost of repurchases of common stock made after
January 1, 2008. '

As of December 31, 2009, we had $141.1 million outstanding on the revolving portion of our credit
facility and approximately $1.4 million of commitments under outstanding letters of credit, leaving
approximately $127.5 million available for future borrowings under this credit facility, subject to
additional limitations based on certain financial covenants. As of December 31, 2009, the senior
leverage covenant restricted that additional availability to approximately $75.7 million.

In general, our borrowings under our revolving credit facility bear interest, at our option, at a base
rate plus an applicable margin or a LIBOR-based rate plus an applicable margin. The base rate equals
the greater of: (i) the prime rate set by Bank of America, the administrative agent under the revolving
credit facility; and (ii) the sum of the federal funds rate plus 0.50%. The applicable margin is
determined each quarter by a pricing grid based on our total leverage ratio of consolidated debt to
consolidated earnings before interest, taxes, depreciation, and amortization (“EBITDA”) as defined in
the credit agreement. The base rate applicable margin ranges from 1.50% to 2.25% based upon our
total leverage ratio. The LIBOR-based applicable margin ranges from 2.50% to 3.25% based upon our
total leverage ratio. As of December 31, 2009, the applicable margin for the prime-based rate was
1.75% and the applicable margin for the LIBOR-based rate was 2.75%.

The applicable rate is chosen when we request a draw down under the revolving credit facility and
is based on the forecasted working capital requirements and the required notice period for each type of
borrowing. LIBOR-based rates can be selected for one-, two-, three-, or six-month terms. In the case of

69



a base rate loan, we must notify the bank on the requested date of any required borrowing and in the
case of a LIBOR-based loan, we must notify the bank three business days prior to the date of the
requested borrowing. Base rate loans are variable, and the rates on those loans are changed whenever
the underlying rate changes. LIBOR-based loans bear interest for the term of the loan at the rate set at
the time of borrowing for that loan.

Our obligations under the revolving credit facility are guaranteed by each of our domestic
subsidiaries. Our borrowings under the revolving credit facility are collateralized by substantially all of
our assets and the assets of our subsidiaries. In addition, our borrowings under the revolving credit
facility are secured by a pledge of all of the capital stock, or similar equity interests, of our domestic
subsidiaries and 65% of the voting capital stock, or similar equity interests, of our foreign subsidiaries.
Our revolving credit facility contains various financial covenants that require, among other things, the
maintenance of minimum net worth, maximum leverage and senior leverage, minimum fixed charge
coverage and maximum charge-off ratios. The maximum leverage allowed under the revolving credit
facility is three and one half times trailing twelve month EBITDA, as defined in the credit agreement.
The maximum senior leverage allowed under the revolving credit facility is two times trailing twelve
month EBITDA as defined in the credit agreement. Our trailing twelve month EBITDA, as defined in
the credit agreement, as of December 31, 2009 was approximately $111.4 million. The charge-off ratio,
as defined in the revolving credit facility, limits the average of actual charge-offs incurred during each
fiscal month to a maximum of 4.50% of the average amount of adjusted transaction receivables
outstanding at the end of each fiscal month during the prior twelve consecutive months. At
December 31, 2009, our charge off ratio was 3.86% and was calculated based on average monthly
charge-offs of $10.9 million and average transaction receivables of $281.7 million, and we had
charge-offs of $36.7 million during the three months ended December 31, 2009. We could have charged
off an additional $21.5 million for the three months ended December 31, 2009 within the limits of this
covenant. The revolving credit facility contains customary covenants, including covenants that restrict
our ability to, among other things (i) incur liens, (ii) incur certain indebtedness (including guarantees
or other contingent obligations), (iii) engage in mergers and consolidations, (iv) engage in sales,
transfers, and other dispositions of property and assets (including sale-leaseback transactions), (v) make
loans, acquisitions, joint ventures, and other investments, (vi) make dividends and other distributions to,
and redemptions and repurchases from, equity holders, (vii) prepay, redeem, or repurchase certain
debt, (viii) make changes in the nature of our business, (ix) amend our organizational documents, or
amend or otherwise modify certain of our debt documents, (x) change our fiscal quarter and fiscal year
ends, (xi) enter into transactions with our affiliates, and (xii) issue certain equity interests. The
revolving credit facility contains customary events of default, including events of default resulting from
(i) our failure to pay principal when due or interest, fees, or other amounts after three or more
business days, (ii) covenant defaults, (iii) our material breach of any representation or warranty,

(iv) cross defaults to any other indebtedness in excess of $1.0 million in the aggregate, (V) bankruptcy,
insolvency, or other similar proceedings, (vi) our inability to pay debts, (vii) monetary judgment
defaults in excess of $1.0 million in the aggregate, (viii) customary ERISA defaults, (ix) actual or -
asserted invalidity of any material provision of the loan documentation or impairment of a material
portion of the collateral, and (x) a change of control. A breach of a covenant or an event of default
could cause all amounts outstanding under the revolving credit facility to become immediately due and
payable. We were in compliance with all financial covenants at December 31, 2009. See “Liquidity and
Capital Resources” in this section for a description of how we utilize the revolving credit facility to
meet our liquidity needs. .

We borrow under our revolving credit facility to fund our advances and our other liquidity needs.
Our day-to-day balances under our revolving credit facility, as well as our cash balances, vary because
of seasonal and day-to-day requirements resulting from making and collecting advances. For example, if
a month ends on a Friday (a typical payday), our borrowings and our cash balances will be high
compared to a month that does not end on a Friday. This is because a substantial portion of the
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advances will be repaid in cash on that day but sufficient time will not yet have passed for the cash to
reduce the outstanding borrowings under our revolving credit facility. Our borrowings under our
revolving credit facility will also increase as the demand for advances increases during our peak periods
such as the back-to-school and holiday seasons. Conversely, our borrowings typically decrease during
the tax refund season when cash receipts from customers peak or the customer demand for new
advances decreases.

United Kingdom Overdraft Facility. In October 2008, our United Kingdom operations entered into
an overdraft facility. The maximum available borrowings under the facility were GBP 400,000, which is
equivalent to approximately $637,000 at December 31, 2009. The interest rate on any borrowings under
this facility was the Bank of England base rate plus 1.75%. This facility expired and was not renewed
during the fourth quarter of 2009,

Mortgage Payable. Our corporate headquarters building and related land are subject to a
mortgage, the principal amount of which was approximately $5.0 million and $4.6 million at
December 31, 2008 and 2009, respectively. The mortgage is payable to an insurance company and is
collateralized by our corporate headquarters building and related land. The mortgage is payable in
180 monthly installments of approximately $66,400, including principal and interest, and bears interest
at a fixed rate of 7.30% over its term. The mortgage matures on June 10, 2017. The carrying amount of
our corporate headquarters (land, land improvements, and building) was approximately $4.7 million and
$4.6 million at December 31, 2008 and 2009, respectively.

Operating Lease Obligations

We lease all of our centers from third-party lessors under operating leases. These leases typically
have initial terms of three to five years and may contain provisions for renewal options, additional
rental charges based on revenue, and payment of real estate taxes and common area charges. In
addition, we lease aircraft hangar space, and certain security and office equipment. The lessor under
the aircraft hangar space lease is a company controlled by or affiliated with Mr. George D. Johnson,
Jr., our former Chairman and a significant stockholder. In addition, on July 13, 2009, the Company
entered into a one-year Aircraft Dry Lease Agreement with Carabo Capital, LLC, an entity of which
the Company’s current Chairman is a member. Under the Aircraft Dry Lease, the Company may use
Carabo’s aircraft from time to time in exchange for one dollar, standard usage expenses, and the
Company’s fulfillment of its obligations under the Aircraft Dry Lease. See “Item 7. Financial
Statements and Supplementary Data—Note 13. Related Party Transactions.”

Purchase Obligations

We enter into agreements with vendors to purchase furniture, fixtures, and other items used to
open new centers and for marketing agreements. These purchase commitments typically extend for a
period of two to three months after the opening of a new center, up to one year for marketing
agreements, and three to four years for telephone and internet service agreements. As of December 31,
2009, our purchase obligations totaled approximately $8.2 million.

Impact of Inflation

We believe our results of operations are not dependent upon the levels of inflation.

Impact of New Accounting Pronouncements

See “Item 7. Financial Statements and Supplementary Data. Note 1. Description of Business and
Significant Accounting Policies.” of the Consolidated Financial Statements for the impact of new
accounting pronouncements.
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FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes forward-looking statements. All statements other than
historical information or statements of current condition contained in this Annual Report, including
statements regarding our future financial performance, our business strategy, and expected
developments in our industry, are forward-looking statements. The words “expect,” “intend,” “plan,”
“believe,” “project,” “anticipate,” “may,” “will,” “should,” “would,” “could,” “estimate,” “continue,”
and similar expressions are intended to identify forward-looking statements.

We have based these forward-looking statements on management’s current views and expectations.
Although we believe that the current views and expectations reflected in these forward-looking
statements are reasonable, those views and expectations, and the related statements, are inherently
subject to risks, uncertainties, and other factors, many of which are not under our control and may not
even be predictable. These risks, uncertainties, and other factors could cause the actual results,
performance or achievements to differ materially from any future results, performance or achievements
expressed or implied by the forward-looking statements. These risks, uncertainties, and factors include,
but are not limited to:

* the extent to which federal, state, local, and foreign governmental regulation of cash advance
services, consumer lending, and related financial products and services limits or prohibits the
operation of our business;

e our ability to continue to generate sufficient cash flow to satisfy our liquidity needs and future
cash dividends;

* current and future litigation and regulatory proceedings against us and our officers and
directors;

* our ability to find growth opportunities and to identify and successfully implement new product
and service offerings;

* the effect of the current adverse economic conditions on our revenues and loss rates;
* the possible impairment of goodwill;

* the fragmentation of our industry and competition from various other sources providing similar
financial products, or other alternative sources of credit, to consumers;

« the adequacy of our allowance for doubtful accounts, accrual for third-party lender losses and
estimates of losses;

* the availability of adequate financing;

» the effect of extended repayment plans on our revenues, loss experience, provision for doubtful
accounts, and results of operations;

e our ability to operate on a profitable basis in Canada and the United Kingdom;

* our relationship with the banks that are party to our revolving credit facility and that provide
certain services that are needed to operate our business;

e theft and employee errors; and
 the other matters set forth under “Item 1A. Risk Factors” above.

We expressly disclaim any obligation to update or revise any of these forward-looking statements,
whether because of future events, new information, a change in our views or expectations, or otherwise.
We make no prediction or statement about the performance of our shares of common stock.
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You are cautioned not to rely unduly on any forward-looking statements. These risks and
uncertainties are discussed in more detail elsewhere in this Annual Report, including under “Item 1A.
Risk Factors,” “Item 1. Business,” and this Item 6.

ITEM 6A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

We have no market-risk-sensitive instruments entered into for trading purposes, as defined by
GAAP.

Interest Rate Risk

We are exposed to interest rate risk on our revolving credit facility. Our variable interest expense
is sensitive to changes in the general level of interest rates. We may from time to time enter into
interest rate swaps, collars, or similar instruments with the objective of reducing our volatility in
borrowing costs. We do not use derivative financial instruments for speculative or trading purposes. We
had no derivative financial instruments outstanding as of December 31, 2008 and 2009. The weighted
average interest rate on our $189.8 million of variable interest debt as of December 31, 2008 was
approximately 4.17%. The weighted average interest rate on our $141.1 million of variable interest debt
as of December 31, 2009 was approximately 3.13%.

We had total interest expense of $11.1 million, $11.2 million, and $6.2 million for the years ended
December 31, 2007, 2008, and 2009, respectively. The estimated change in interest expense froma
hypothetical 200 basis-point change in applicable variable interest rates would have been approximately
$1.4 million in 2007, $3.4 million in 2008, and $3.0 million in 2009.

Foreign Currency Exchange Rate Risk

The expansion of our operations to the United Kingdom and Canada in 2007 has exposed us to
shifts in currency valuations. We may, from time to time, elect to purchase financial instruments as
hedges against foreign exchange rate risks with the objective of protecting our results of operations in
the United Kingdom and Canada against foreign currency fluctuations. We had no such financial
instruments outstanding as of December 31, 2008 and 2009.

As currency exchange rates change, translation of the financial results of our United Kingdom and
Canadian operations into United States dollars will be impacted. Changes in exchange rates have
resulted in cumulative translation adjustments decreasing our net assets at December 31, 2008 and 2009
by approximately $2.6 million and $1.9 million, respectively. These cumulative translation adjustments
are included in accumulated other comprehensive loss as a separate component of stockholders’ equity.
Due to the immateriality of our operations in the United Kingdom and Canada, a change in foreign
currency exchange rates is not expected to have a significant impact on our consolidated financial
position, results of operations or cash flows.
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Advance America, Cash Advance Centers, Inc.

In our opinion, the accompanying consolidated balance sheets and the related consolidated
statements of income, of stockholders’ equity and of cash flows present fairly, in all material respects,
the financial position of Advance America, Cash Advance Centers, Inc. and its subsidiaries at
December 31, 2009 and December 31, 2008, and the results of their operations and their cash flows for
each of the three years in the period ended December 31, 2009 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, 2009, 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 Management’s Report on Internal Control Over Financial Reporting appearing
under Item 8A. 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. 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 the 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 inteinal 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.

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
Charlotte, North Carolina
March 5, 2010
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- Advance America, Cash Advance Centers, Inc.
Consolidated Balance Sheets
December 31, 2008 and December 31, 2009

(in thousands, except per share data)

2008 2009
Assets
Current assets . ,
Cash and cash equivalents . ............coiiiiinenenraneneneanan. $ 16,017 $ 38,189
Advances and fees receivable, net . .. ... ... . e i e 220,115 204,234
Deferred InCOME tAXES + o vt v v v vt v vt e tnie et e tn ettt 13,008 19,145
Other CUITENE @SSEES . « v v v v vt vt ittt ettt et e eneaonsaensan 15,721 17,383
Total current assetS. . .v v v v v e v i P Y S .. 264,861 278,951
Restricted cash ... v v vttt i i i e e e e e i 4,633 4,366
Property and equipment, net ................. e . 46,091 31,839
GOOAWIIL .ttt ot ettt e e 126,661 127,031
L@ 0T i L= - O 4,764 3,964
TOtA] ASSEES v v ettt e e e e $ 447,010 $ 446,151
Liabilities and Stockholders’ Equity
Current liabilities ,
Accounts payable . . . . ... e $ 13977 $ 13,562
Accrued Habilities . . ..o v vt i e e e e e v 33,917 31,432
INCOmMe taxes PAYAbIE . . . .o v vttt e e e e e 1,625 11,400
Accrual for third-party lenderlosses ............. ... i 3,960 4,528
Current portion of long-termdebt .. ........... ... .. .. .. .. 545 851
Total current Habilities . . ... oo v vt i i e e 54,024 61,773
Revolving credit facility . . ... e 189,817 141,058
Long-term debt. .. ... ... . e e 4,590 4,367
Deferred INCOME TaXeS . « v v vttt et ittt ettt et ettt 22,311 23,349
Deferred TEVENUE . . . . v ot e oottt et ettt e ettt 4,791 2,717
Other liabilities . . . . .. ... ... i i e .. 218 274
Total liabilities .. ... .. e e e 275,751 233,538
Commitments and contingencies (Note 12) '
Stockholders’ equity :
Preferred stock, par value $.01 per share, 25,000 shares authorized; no shares
issued andoutstanding .. ..., . . e — —
Common stock, par value $.01 per share, 250,000 shares authorized; 96,821
shares issued and 61,087 and 61,614 outstanding as of December 31, 2008
and 2009, respectively . . . o oo v i e 968 968
Paid in capital . . . ... ..o e e 288,635 290,146
Retained earnings . . ... ... .ot i e 143,961 182,765
Accumulated other comprehensive loss. .. ... oo (2,585) (1,934)
Common stock in treasury (35,734 and 35,207 shares at cost at December 31,
2008 and 2009, respectively) . ... ... (259,720)  (259,332)
Total stockholders’ equity . .......... .o 171,259 212,613
Total liabilities and stockholders’ equity . . ......... .. ... $ 447,010 $ 446,151

The accompanying notes are an integral part of these consolidated financial statements.
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Advance America, Cash Advance Centers, Inc.
Consolidated Statements of Income
Years Ended December 31, 2007, 2008, and 2009

(in thousands, except per share data)

2007 2008 2009
TOLAl FEVEIUES . . . o o o v ot ottt et ettt eaae e s $709,557 $676,436 $647,676
Center Expenses: ‘
Salaries and related payroll costs . ..... ... 199,416 196,951 185,599
Provision for doubtful accounts . . . .......... .. ... 140,245 135,857 124,575
OCCUPANCY COSES v v v vt v v et eeee oo a e e en e 96,847 100,315 94,370
Center depreciation €Xpense . . . . ....c.ovvv et 17,200 16,698 13,174
Advertising €Xpense . . ... .ot e 26,770 20,304 22,232
Other center expenses ......... e e 59,340 48,652 45,6006
Total CENnter EXPENSES . . . v v e vt v vttt 539,818 518,777 485,556
Center gross profit . ....... ... .. .. i 169,739 157,659 162,120
Corporate and Other Expenses (Income):
General and administrative €Xpenses . ............voeeennn 59,125 68,291 55,363
General and administrative expenses with related parties . . .. ... ... 285 277 1,163
Legal settlements . .............cotinriniintiann., — 1,950 6,427
Corporate depreciation eXpense . . ... ..oouvevne . 3,162 3,033 2,714
INterest EXPEMSE . . v v v v e e 11,059 11,188 6,241
INterest INCOME .+« o v v v v e et e e it i et e e (317 (128) (238)
(Gain)/loss on disposal of property and equipment .............. 3,189 551 (50)
Loss on impairment of assets . . .. ....... .. .. o i 314 486 2,987
Income before InCOME taxes . .. .o v v i v e e ie i ieine e 92,922 72,011 87,513
INCOME tAX EXPEMSE « « o v v v v vt e eaeeieommcs e e s 37,831 33,540 33,310
Income before income of consolidated variable interest entity . . . 55,091 38,471 54,203
Income of consolidated variable interest entity ................. (706) — —
NEtIICOME - v oot ettt ettt et et et e et e $ 54,385 $ 38,471 $ 54,203
Net income per common share:
BaSiC & ot e e e $ 070 $ 060 $ 0.89
Diluted ..o e e $ 070 $§ 060 $ 0.88
Dividends declared per common share .. .............. ... ... $ 050 $ 044 $ 025
Weighted average number of shares outstanding:
BasiC v vttt e e e e s 77,923 64,233 60,868
Diluted . ..o s 77,935 64,233 61,667

The accompanying notes are an integral part of these consolidated financial statements.
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Advance America, Cash Advance Centers,

Inc.

Consolidated Statements of Stockholders’ Equity
Years Ended December 31, 2007, 2008, and 2009

(in thousands, except per share data)

Common

Stock Accumulated

Other

Common Stock In

Par Paid In Retained Comprehensive Treasury
Shares Value Capital Earnings Loss Shares. Amount Total

Balances, December 31,2006 . .......... 96,821 $968 $285,382 $118,258 $ - (17,287) $(104,711) $299,897
Comprehensive income:

Netincome ..........covvvvnnn.. — — — 54385 — — — 54385

Foreign currency translation. . . .. ...... - - — — (75) — - (75)
Total comprehensive income . . ... ....... 54,310
Dividends paid ($0.50 per share) .. ....... - - —  (38,839) — — —  (383839)
Dividends payable .................. —_ = — (15) - — — (15)
Purchases of treasury stock . . .. ......... —_— - — — — (6,513)  (67,016) (67,016)
Issuance of restricted stock . . . .......... — - — — — 40 — —
Forfeitures of restricted stock . .......... —_ - 383 — — (121) (383) —
Vesting of restricted stock issued from treasury

stock . ... S —_ - (676) — — — 676 —
Amortization of restricted stock . . .. ... ... - - 948 — — — — 948
Stock option expense . . .............. —_ = 907 — — —_ — 907
Issuance of common stock to director in lieu

ofcash ........................ —_ - 55 — — -7 44 99
Balances, December 31,2007 ........... 96,821 968 286,999 133,789 (75) (23,874) (171,390) 250,291
Comprehensive income:

Netincome . ...........ovuuv..... — — — 38471 —_ — — 38471

Foreign currency translation. . . .. ...... —_ = — — (2,510) — —  (2,510)
Total comprehensive income . . .. ........ 35,961
Dividends paid ($0.44 per share) . ........ - — —  (28251) — — —  (28251)
Dividends payable . ................. - — — (48) — — — (48)
Purchases of treasury stock . . . .. ........ —_ - — — — (11,922)  (88,962) (88,962)
Issuance of restricted stock . . . . ......... — - — — — 42 — —
Vesting of restricted stock issued from treasury

stock . ... — - (490) — — — 490 —
Amortization of restricted stock . . .. ... ... - = 862 — —_ — — 862
Stock option expense .. .............. —- = 1,309 — — — — 1,309
Issuance of common stock to director in lieu

ofcash ........................ — - (45) — — 20 142 97
Balances, December 31,2008 . .......... 96,821 968 288,635 143,961 (2,585) (35,734) (259,720) 171,259
Comprehensive income:

Netincome ..................... — — — 54,203 — — — 54203

Foreign currency translation . . . .. ...... — - — — 651 — — 651
Total comprehensive income . ........... 54,854
Dividends paid ($0.25 per share) . ........ - - —  (15,296) — — —  (15,296)
Dividends payable . ................. — - — (103) — — — (103)
Purchases of treasury stock . . . ... ....... — - — — — 17 (76) (76)
Issuance of restricted stock . . . . ......... —_ - —_ — — 570 — —
Vesting of restricted stock issued from treasury

Stock ... - — (433) — — — 433 —
Forfeitures of restricted stock . .......... - — — — — (30) — —
Amortization of restricted stock . . .. ... ... — - 759 — —_ — — 759
Stock option expense . . .............. —_ — 1,209 — — — — 1,209
Issuance of common stock to director in lieu

ofcash ............. ... ... ... — - (24) — — 4 31 7
Balances, December 31,2009 . .......... 96,821 $968 $290,146 $182,765 $(1,934) (35,207) $(259,332) $212,613

The accompanying notes are an integral part of these consolidated financial statements.
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Advance America, Cash Advance Centers, Inc.
Consolidated Statements of Cash Flows
Years Ended December 31, 2007, 2008, and 2009

(in thousands)

2007 2008 2009
Cash flows from operating activities .
NELINCOME « « v v v v e et et e e et e et et s e $ 54385 $ 38,471 § 54,203
Adjustments to reconcile net income to net cash provided by
operating activities, net of acquisitions
Income of consolidated variable interest entity . . .............. 706 — —
Depreciation and amortization . ..............cooii 20,362 19,781 15,925
Non-cash interest EXpense . . . .« vvv v e v v enee e e 1,009 704 647
Provisions for doubtful accounts ..............c ... 140,245 135,857 124,575
Deferred INCOME taXeS . .. v oottt it i 5,126 2,411 (5,099)
- (Gain)/loss on disposal of property and equipment .. ........... 3,189 551 - (50)
Loss on impairment of assets . ............ .. . i 314 486 2,987
Amortization of restricted stock ... ... ...l 948 862 759
Stock OPtioN EXPEnSe . . ..o vt vt i 907 1,309 1,209
Common stock issued to director in liewof cash. . ............. 99 97 7
Changes in operating assets and liabilities :
Feesreceivable, net. . ... .o oo (27,821) = (19,060) (19,038)
Other Current assets . .. ... .vvv vttt uiunueeenneeenns (1,583) (2,453)  (1,647)
Other @SSeLS . o v vt vt ettt e 511 162 168
Accounts payable . ......... i e 2,039 - (L,672) 2,353
Accrued liabilities . .. ... .. (957) 2,305 (2,613)
Deferred revenue ... ... v i ittt i e e — 4,791 (2,074)
Income taxes payable . ........... . .. (14,983) 1,625 9,775
Net cash provided by operating activities. . .. ............. 184,496 186,227 182,087
Cash flows from investing activities
Changes in advances receivable . ................ ... ... ... (91,178) (116,317) (88,868)
Changes in restricted cash ............ .. ... .. ... ... (255) 1,068 267
Acquisitions of business, net of cash acquired .................. (5,128) (769) —
Proceeds from sale of property and equipment ................. 36 74 446
Purchases of property and equipment . .. ..................... (16,691) (9,730)  (4,846)
Net cash used in investing activities .................... (113,216) (125,674) (93,001)

The accompanying notes are an integral part of these consolidated financial statements.
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Advance America, Cash Advance Centers, Inc.
Consolidated Statements of Cash Flows (Continued)
Years Ended December 31, 2007, 2008, and 2009

(in thousands)

2007 2008 2009
Cash flows from financing activities
(Payments on)/Proceeds from revolving credit facility, net ......... 37,467 47,515  (48,759)
Decrease in non-controlling interest of variable interest entity . ... .. (33,246) — —
Payments on mortgage payable . . . ........ ... .. ... .., (384) (413) (444)
Payments on long-termdebt . . ....... ... ... ... .. L. (51 — —
Payments on note payable . ................. ... . . ... ... .. (153) (130) (224)
Proceeds from note payable .. ............ .. .. ..., eeen = 751
Payments of financing costs . ............. ... .. ... ... ... .. (150) (1,622) -
Purchases of treasury stock . ............ ... ... ... ... . ... .. (67,016)  (88,962) (76)
Payments of dividends . .............. ... ... .. ... . ... ..... (38,839) (28,251) (15,296)
Changes in book overdrafts ............................... (7,938) (301) (2,836)
Net cash used in financing activities .................... (110,310)  (72,164) (66,884)
Effect of exchange rate changes on cash and cash equivalents ... ... 36 (623) (30)
Net increase (decrease) in cash and cash equivalents . .. ... .. (38,994)  (12,234) 22,172
Cash and cash equivalents, beginning of period . ................ 67,245 28,251 16,017
Cash and cash equivalents, end of period ..................... $ 28,251 § 16,017 $ 38,189
Supplemental disclosures of cash flow information:
Cash paid during the period for:
Interest, net of amounts capitalized .................... $ 989 $ 10,530 $ 5,849
Income taxes . . .. ..ottt 49,545 28,665 30,799
Supplemental schedule of non-cash investing and financing activity:
Property and equipment purchases included in accounts payable
and accrued eXpenses. . . . ... 966 99 72
Restricted stock dividends payable .. ..................... 15 48 103
Net assets acquired through acquisitions of business .......... 740 61 —

The accompanying notes are an integral part of these consolidated financial statements.
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Advance America, Cash Advance Centers, Inc.
Notes to Consolidated Financial Statements
December 31, 2007, 2008, and 2009

1. Description of Business and Significant Accounting Policies
Basis of Presentation, Principles of Consolidation, and Description of Business

The accompanying consolidated financial statements include the accounts of Advance America,
Cash Advance Centers, Inc. (“‘AACACI”) and its wholly owned subsidiaries (collectively, the
“Company”). For the year ended December 31, 2007, the Company’s consolidated financial statements
also include the accounts of a variable interest entity for which the Company was the primary
beneficiary—see Note 16. All significant intercompany balances and transactions have been eliminated.

At December 31, 2009, the Company operated 2,553 centers throughout the United States under
the brand names Advance America (“Advance America”) and National Cash Advance (“National
Cash”) and 21 centers in the United Kingdom and 13 centers in Canada under the brand name
National Cash. In each jurisdiction, separate wholly owned subsidiaries own the centers operating as
Advance America and as National Cash. Historically, the Company has conducted business in most
states under the authority of a variety of enabling state statutes including cash advance, deferred
presentment, check-cashing, small loan, credit service organization, and other state laws whereby
advances are made directly to customers. The Company’s operations in the United Kingdom are
conducted in accordance with applicable English law. The Company’s operations in Canada are
conducted in accordance with applicable Canadian federal and provincial law.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and short-term investments with original
maturities of three months or less. The carrying amount of cash and cash equivalents is the estimated
fair value at December 31, 2008 and 2009. The Company invests excess funds in certificates of deposit
and in overnight sweep accounts with commercial banks, which in turn invest these funds in short-term,
interest-bearing reverse repurchase agreements, or overnight Eurodollar deposits. Due to the
short-term nature of these investments, the Company does not take possession of the securities, which
are instead held by the financial institution. The market value of the securities held pursuant to these
arrangements approximates the carrying amount. Deposits in excess of $250,000 are not insured by the
FDIC.

Restricted Cash

Restricted cash includes cash in certain money market accounts and certificates of deposit.
Restricted cash is restricted due to certain states’ liquidity requirements.

Revenue Recognition

Revenues can be characterized as fees and/or interest depending on the Company’s business
operations and product offerings under enabling regulations. Revenue is recognized on a constant-yield
basis ratably over the term of each advance.

In Virginia, the Company offers a line of credit product with a 25-day billing cycle. Customers are
not charged interest on any outstanding borrowings during a billing cycle if they have a zero balance at
the close of business on their billing cycle end date. Revenue for this product is recorded when fees
and interest are charged to the customer’s account and therefore revenue is not recognized on a
ratable basis.
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Advance America, Cash Advance Centers, Inc.
Notes to Consolidated Financial Statements (Continued)
December 31, 2007, 2008, and 2009

1. Description of Business and Significant Accounting Policies (Continued)

The Company has entered into a long-term services contract for which the Company receives
advance payments. These advance payments are recorded as deferred revenue and recognized as
revenue over the life of the contract, subject to certain terms and conditions.

Advances and Fees Receivable, Net

The Company segregates its accounts receivable into advances receivable, fees and interest
receivable, returned item receivables, and other receivables. Advances receivable and fees and interest
receivable include advances that have not been repaid. Returned item receivables include advances for
which the customer’s personal check has been deposited and the check has been returned due to
non-sufficient funds in the customers’ accounts, closed accounts, or other reasons. Other receivables
primarily include miscellaneous receivables. Advances and fees receivable, net, do not include the
advances and interest receivable for loans processed by the Company for the current third-party lender
in Texas since these loans are owned by the third-party lender. Advances and fees and interest
receivable are carried at cost less unearned revenues and the allowance for doubtful accounts.

Allowance for Doubtful Accounts and Accrual for Third-Party Lender Losses

The allowance for doubtful accounts represents management’s estimated probable losses for
advances made directly to customers and is recorded as a reduction of advances and fees receivable;
net, on the Company’s balance sheet. The accrual for third-party lender losses represents management’s
estimated probable losses for loans and certain related fees for loans that are processed by the
Company for its current third-party lender in Texas (see Note 16) and is recorded as a current liability
on the Company’s balance sheet. ‘ '

The allowance for doubtful accounts and the accrual for third-party lender losses are primarily
based upon models that analyze specific portfolio statistics and also reflect, to a lesser extent,
management’s judgment regarding overall accuracy. The analytical models take into account several
factors including the number of transactions customers complete and charge-off and recovery rates.
Additional factors such as changes in state laws, center closings, length of time centers have been open
in a state, relative mix of new centers within a state, and other relevant factors are also evaluated to
determine whether the results from the analytical models should be revised. :

The Company has charged the portion of advances and fees deemed to be uncollectible against the
allowance for doubtful accounts and credited any subsequent recoveries (including sales of debt) to the
allowance for doubtful accounts.

Unpaid advances and the related fees and/or interest are generally charged off 60 days after the
date a customer’s check was returned, the Automated Clearing House (“ACH”) was rejected by the
customer’s bank, or the default date, unless the customer has paid at least 15% of the total of his or
her loan plus all applicable fees, or 15% of the outstanding balance and related interest .and fees for
our line of credit and installment loan products. Unpaid advances, installment loans, or lines of credit
customers who file for bankruptcy are charged off upon receipt of the bankruptcy notice.

Management believes that the allowance for doubtful accounts and accrual for third-party lender.
losses are adequate. Management’s ongoing evaluation of the adequacy of the allowance for doubtful
accounts and accrual for third-party lender losses is based on its evaluation of the advances and loans
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outstanding, historical experience and such other factors that, in management’s judgment, deserve
consideration in estimating probable losses.

Property and Equipment

Property and equipment, including improvements that significantly extend useful lives, are recorded
at cost. Cost includes major expenditures for improvements and replacements that extend useful lives
and interest costs associated with significant capital expenditures. Maintenance and repairs are
expensed when incurred. Depreciation is calculated for financial reporting purposes using the
straight-line method over the estimated useful lives of the assets as follows: building, 40 years; aircraft,
20 years; land improvements, seven years; leasehold improvements, office equipment and furniture,
typically 3 to 5 years; and software, 3 to 5 years. When property and equipment are sold or otherwise
disposed of, the cost and related accumulated depreciation are removed from the accounts, and the
resulting gains or losses are included in income. '

The carrying value of property and equipment is reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount of assets may not be recoverable. The
Company assesses recoverability by determining whether the net book value of assets will be recovered
through projected undiscounted future cash flows. If the Company determines that the carrying value
of assets may not be recoverable, it measures any impairment based on the projected discounted future
cash flows or estimated sale proceeds to be provided from the assets as compared to the carrying value.
The Company recorded in 2007 an impairment of assets expense of approximately $0.3 million to write
off the undepreciated costs of underperforming centers identified for future closure. The Company
recorded in 2008 an impairment of assets expense of approximately $0.5 million to write off the
undepreciated costs of underperforming centers identified for future closure. The Company recorded in
2009 an impairment of assets expense of approximately $3.0 million to write off the undepreciated costs
of underperforming centers identified for future closure.

The Company accounts for internally developed software costs in accordance with Accounting
Standards Codification (“ASC”) 350-40, “Internal Use Software”, which requires the capitalization of
certain costs incurred in connection with developing or obtaining software for internal use. The
Company capitalizes internal use software if that software meets the following criteria:

» The software is acquired, internally developed or modified solely to meet the Company’s internal
needs; and

* No substantive plan exists or is being developed to market the software externally.

If these two criteria are met, the Company will capitalize labor costs of full-time and temporary

employees working directly on the development or modification of internal use software and hardware
and software purchased specifically for the internal use software. Capitalized costs are depreciated over
the estimated useful lives of 3 to 5 years when the software is complete and ready for its intended use.

Cash Overdrafts

The Company has included in accounts payable book overdrafts of $5.2 million and $2.4 million at
December 31, 2008 and 2009, respectively.
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Operating Leases

The Company’s center leases typically have a lease term of three years and contain lessee renewal
options and cancellation clauses in the event of regulatory changes. Because of the economic penalties
associated with relocating its centers, combined with the loss of customers and additional capital
requirements, the Company typically renews its leases for one or more option periods. Accordingly, the
Company amortizes its leasehold improvements over the shorter of their economic lives, which are
generally five years, or the lease term that considers renewal periods that are reasonably assured.

Concentration of Risk

During the year ended December 31, 2009, the Company operated in 33 states in the United
States. For the years ended December 31, 2007, 2008, and 2009, total revenues within the Company’s
five largest states (measured by total revenues) accounted for approximately 47%, 48%, and 48%,
respectively, of the Company’s total revenues. The states that represent the Company’s five largest
states (measured by total revenues) change from time to time.

Advertising Costs

Advertising costs are expensed when incurred.

Pre-opening Costs

New center pre-opening costs are expensed when incurred.

Center Closing Costs

Center closing costs represent management’s estimate of severance payments, costs to clean and
vacate the premises, losses related to the write-off of leasehold improvements and signage, and lease
cancellation expense related to closing a center. A liability for severance payments is recognized when
management: (i) decides to close a center and this plan is unlikely to change; (ii) determines that an
employee cannot be relocated to another center; and (iii) informs the employee of the termination and
the benefits that will be paid. The severance liability is recognized at the time the termination is
communicated to the employee or, if the employee is required to continue service in order to receive
the benefit, ratably until the center closes. Costs to terminate the lease are recorded at the earlier of
the date the lease is terminated or the lease’s cease-use date. All other expenses are recorded when
incurred.

Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and
liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying value of existing assets and liabilities and their respective tax bases and for
operating loss and tax credit carryforwards. Deferred tax assets and liabilities are measured using
enacted tax rates expected to apply to taxable income in the years in which the related temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized in the period that includes the enactment date.
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Derivative and Hedging Activities

The Company has occasionally used derivative financial instruments for the purpose of managing
exposufe to adverse fluctnations in interest rates. While these instruments are subject to fluctuations in
value, such fluctuations are generally offset by the change in value of the underlying exposures being
hedged. The Company does not enter into any derivative financial instruments for speculative or
trading purposes. The Company had no derivative financial instruments outstanding as of December 31,
2008 and 2009.

Earnings per Share

Basic earnings per share is computed by dividing net income by the weighted average number of
common shares outstanding for the period excluding unvested restricted stock. Diluted earnings per
share is computed by dividing net income by the weighted average number of common shares
outstanding for the period, after adjusting for the dilutive effect of unvested restricted stock and stock
options. At December 31, 2007, 2008, and 2009, 22,277, 241,363, and 172,268, respectively, unvested
shares of restricted stock were not included in the computation of diluted earnings per share because
the effect of including them would be anti-dilutive. At December 31, 2007, 2008, and 2009, options to
purchase 1,230,000, 1,582,500, and 1,555,000 shares of common stock, respectively, that were
outstanding at those dates were not included in the computation of diluted earnings per share because
the effect of including them would be anti-dilutive.

The following table presents the reconciliation of the denominator used in the calculation of basic
and diluted earnings per share for the years ended December 31, 2007, 2008, and 2009 (in thousands):

2007 2008 2009

Reconciliation of denominator:
Weighted average number of common shares

outstanding—basic . . . ... ... oo oo oo 77,923 64,233 60,868
Effect of dilutive unvested restricted stock .......... . 10 — 433
Effect of dilutive outstanding stock options . . .. ...... 2 — 366

Weighted average number of common shares
outstanding—diluted . ......... ... . ... . L. 77,935 64,233 61,667

Stock-Based Compensation Plans

The Company’s stock-based compensation plans include the 2004 Omnibus Stock Plan which was
approved by the Company’s Board of Directors in 2004 and a Nonqualified Stock Option Agreement
and a Restricted Stock Agreement, both of which are between the Company and the Company’s
President and Chief Executive Officer and were approved by the Company’s Board of Directors
in 2005.

Under the Company’s stock-based compensation plans, the Company has granted shares of
restricted stock and options to purchase the Company’s common stock. In 2004, the Company adopted
ASC 718, “Stock Compensation”. As required by ASC 718, the Company uses the fair value method of

85



Advance America, Cash Advance Centers, Inc.
Notes to Consolidated Financial Statements (Continued)
December 31, 2007, 2008, and 2009

1. Description of Business and Significant Accounting Policies (Continued)

accounting for compensation cost for its restricted stock and stock options. Accordingly, compensation
cost was measured at the grant date based on the fair value of the awards and is being recognized over
each award’s respective service period. See Note 11 for the impact of these stock-based compensation
plans on the Company’s results of operations and financial condition as well as other disclosures
required by ASC 718. \ ‘

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the amounts reported in the financial statements and related
notes to the financial statements. Actual results could differ from these estimates. Significant estimates
include the determination of the allowance for doubtful accounts, accrual for third-party lender losses,
accounting for income taxes, self-insurance accruals for workers” compensation, and fair value of
goodwill under required impairment analysis.

Risks and Uncertainties

The Company’s future operations involve a number of risks and uncertainties. Factors that could
affect the Company’s future operating results and cause actual results to differ materially from
expectations include, but are not limited to: application of laws and regulations to the Company’s
business, as more fully disclosed in Note 2; the Company’s ability to manage credit risk; continued
access to revolving credit facilities; and interest rate fluctuation on variable rate debt. The Company
manages these risks through political and legal efforts, continual evaluation of advance loss experience
and, occasionally, entering into interest rate hedging instruments, respectively.

Fair Value of Financial Instruments

For certain of the Company’s financial instruments, including cash and cash equivalents, advances,
and fees receivable, the carrying amounts approximate fair value due to their short maturities.

Treasury Stock

The Company’s Board of Directors periodically authorizes the repurchase of common stock. The
Company’s repurchases of shares of common stock are recorded as “Common stock in treasury” and
result in a reduction of stockholders’ equity. When treasury shares are reissued, the Company uses an
average cost method. Gains on sales of treasury stock not previously accounted for as constructively
retired are credited to paid in capital. Losses on sales of treasury stock are charged to additional paid
in capital to the extent that previous net “gains” from sales or retirements are included therein,
otherwise to retained earnings. ‘ C

Business Segment

ASC 280, “Segment Reporting” established standards for reporting information about operating
segments. Operating segments are defined as components of an enterprise about which separate
financial information is available that is evaluated regularly by the chief operating decision maker, or
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group, in deciding how to allocate resources and in assessing performance. For purposes of disclosure
required by ASC 280, the Company operates in one segment, retail financial services.

Foreign Currency Translation and Transactions

The Company operates centers in the United Kingdom and Canada. The financial statements of
these foreign businesses have been translated into United States dollars. All balance sheet accounts
were translated at the respective current exchange rate as of the balance sheet date and all income
statement accounts were translated at the respective average exchange rate for the period. The
resulting translation adjustments, as well as exchange rate gains and losses on intercompany balances of
a long-term investment nature, are included in accumulated other comprehensive loss, a separate
component of stockholders’ equity. Gains or losses resulting from foreign currency transactions are
included in general and administrative expenses. Accumulated other comprehensive loss of $75,000 at
December 31, 2007 consisted of approximately $124,000 of foreign currency translation adjustments, net
of related tax of $49,000. Accumulated other comprehensive loss of $2.6 million at December 31, 2008
consisted of approximately $2.7 million of foreign currency translation adjustments, net of related tax of
approximately $0.1 million. Accumulated other comprehensive loss of $1.9 million at December 31,
2009 consisted of approximately $2.0 million of foreign currency translation adjustments, net of related
tax of approximately $0.1 million.

Litigation Accrual

In view of the inherent difficuity of predicting the outcome of litigation and regulatory matters,
particularly where the claimants seek very large or indeterminate damages or where the matters present
novel legal theories or involve a large number of parties, the Company cannot state with confidence
what the eventual outcome of pending matters will be, what the timing of the ultimate resolution of
these matters will be, what the eventual loss, fines or penalties related to each pending matter may be,
or the extent to which such amounts may be recoverable under the Company’s insurance policies.

In accordance with applicable accounting guidance, the Company establishes reserves for litigation
and regulatory matters when those matters present loss contingencies that are both probable and
estimable. When loss contingencies are not both probable and estimable, the Company does not
establish reserves. In some of the matters described in Note 12, loss contingencies are not both
probable and estimable in the view of management, and accordingly, reserves have not been established
for those matters. Based on current knowledge, management does not believe that loss contingencies, if
any, arising from pending litigation and regulatory matters, including the litigation and regulatory
matters described in Note 12, will have a material adverse effect on the consolidated financial position
or liquidity of the Company, but may be material to the Company’s results of operations for any
particular reporting period.

Recently Issued Accounting Pronouncements

In June 2009, the Financial Accounting Standards Board (“FASB”) issued ASC 105-10-05,
“Generally Accepted Accounting Principles” (“ASC 105-10-05"), which establishes the Accounting
Standards Codification (“Codification” or “ASC”) as the single source of authoritative U.S. generally
accepted accounting principles (“GAAP”) recognized by the FASB to be applied by nongovernmental
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entities. Rules and interpretive releases of the Securities and Exchange Commission (“SEC”) under
authority of federal securities laws are also sources of GAAP for SEC registrants. The Codification
supersedes all existing non-SEC accounting and reporting standards.

The FASB will no longer issue new standards in the form of Statements, FASB Staff Positions, or
Emerging Issues Task Force Abstracts. Instead, it will issue Accounting Standards Updates which will
serve to update the Codification, provide background information about the guidance, and provide the
basis for conclusions on changes to the Codification.

The ASC is not intended to change GAAP but does change the way the guidance is organized and
presented. The adoption of ASC 105-10-05 had no impact on the Company’s financial position or
results of operations.

In December 2007, the FASB issued ASC 805-10-65, “Business Combinations” (“ASC 805-10-65”).
ASC 805-10-65 modifies the accounting for business combinations and requires, with limited exceptions,
the acquirer in a business combination to recognize 100 percent of the assets acquired, liabilities
assumed, and any non-controlling interest in the acquiree at the acquisition-date fair value. In addition,
ASC 805-10-65 requires the expensing of acquisition-related transaction and restructuring costs and
requires that certain contingent assets and liabilities acquired, as well as contingent consideration, be
recognized at fair value. ASC 805-10-65 also modifies the accounting for certain acquired income tax
assets and liabilities. ASC 805-10-65 is effective for acquisitions consummated on or after January 1,
2009. The adoption of ASC 805-10-65 did not have a material impact on the Company’s financial
position or results of operations.

In December 2007, the FASB issued ASC 810-10-65 (“ASC 810-10-65"), “Noncontrolling Interests
in Consolidated Financial Statements—an amendment to ARB No. 517, which establishes accounting
and reporting standards for a noncontrolling interest in a subsidiary and for the deconsolidation of a
subsidiary. ASC 810-10-65 clarifies that a noncontrolling interest in a subsidiary, which is sometimes
referred to as minority interest, is an ownership interest in the consolidated entity that should be
reported as a component of equity in the consolidated financial statements. Among other requirements,
ASC 810-10-65 requires consolidated net income to be reported at amounts that include the amounts
attributable to both the parent and the noncontrolling interest. It also requires disclosure, on the face
of the consolidated income statement, of the amounts of consolidated net income attributable to the
parent and to the noncontrolling interest. ASC 810-10-65 is effective for fiscal years beginning after
December 15, 2008. The adoption of ASC 810-10-65 did not have a material impact on the Company’s
financial position or results of operations.

In April 2009, the FASB issued ASC 825-10-65, “Interim Disclosures about Fair Value of Financial
Instruments” (“ASC 825-10-65”). ASC 825-10-65 amends the disclosure requirements in SFAS No. 107,
“Disclosures about Fair Value of Financial Instruments”, and APB Opinion No. 28, “Interim Financial
Reporting”, to require disclosures about the fair value of financial instruments, including disclosure of
the method and significant assumptions used to estimate the fair value of financial instruments, in
interim financial statements as well as in annual financial statements. The Company has adopted the
disclosure requirements of ASC 825-10-65, with no material impact on the Company’s financial position
or results of operations.
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In May 2009, the FASB issued ASC 855-10-05 through ASC 855-10-55, “Subsequent Events”
(collectively, ASC “855-10”"), which establishes general standards of accounting for disclosure of events
that occur after the balance sheet date but before the financial statements are issued or are available to
be issued. ASC 855-10-25, “Recognition,” requires an entity to recognize, in the financial statements,
subsequent events that provide additional information regarding conditions that existed at the balance
sheet date. Subsequent events that provide information about conditions that did not exist at the
balance sheet date shall not be recognized in the financial statements under ASC 855-10. ASC 855-10
was effective for interim and annual reporting periods on or after June 15, 2009. The Company
adopted ASC 855-10 during the second quarter of 2009, and its application had no material impact on
the Company’s financial position or results of operations. The Company evaluated subsequent events
through the date the accompanying financial statements were issued.

In June 2009, the FASB issued ASC 810-30, “Variable Interest Entities.” ASC 810-30 changes how
a reporting entity determines whether an entity that is insufficiently capitalized or is not controlled
through voting (or similar rights) should be consolidated. The determination of whether a reporting
entity is required to consolidate another entity is based on, among other things, the other entity’s
purpose and design and the reporting entity’s ability to direct the activities of the other entity that most
significantly impact the other entity’s performance. ASC 810-30 will be effective for a reporting entity’s
first fiscal year beginning after November 15, 2009. Management does not presently believe ASC-810-30
will have a material impact on the Company’s financial position or results of operations.

Reclassifications

Certain previously reported amounts have been reclassified to conform to the current presentation.
Legal settlements have previously been included in the accompanying consolidated statements of
income in general and administrative expense but are now included in a separate line item for all
periods presented.

2. Regulatory Requirements

The Company’s business is regulated under numerous state laws and regulations, which are subject
to change and which may impose significant costs or limitations on the way the Company conducts or
expands its business. As of December 31, 2009, the Company operated in 32 states because the
Company believes it is attractive to operate in those states, due to specific legislation that enables it to
offer economically viable products.

The Company does not currently conduct business in the remaining states or in the District of
Columbia because the Company does not believe it is currently economically attractive to offer its
current products and services in these jurisdictions due to specific legislative restrictions such as interest
rate ceilings, an unattractive population density or unattractive location characteristics. However, the
Company may open centers in any of these states or the District of Columbia if the Company believes
doing so may become economically attractive because of a change in those variables. Despite the lack
of specific laws, other laws may permit the Company to offer products and services in these states.
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The scope of state regulation, including the fees and terms of the Company’s products and
services, varies from state to state. Most states with laws that specifically regulate the Company’s
products and services establish allowable fees and/or interest and other charges to consumers. In
addition, many states regulate the maximum amount, maturity and renewal or extension of cash
advances or loans. State statutes often specify minimum and maximum maturity dates for cash advances
and, in some cases, specify mandatory cooling-off periods between transactions.

State statutes authorizing our products and services typically provide the state agencies that
regulate banks and financial institutions with significant regulatory powers to administer and enforce
the law. Under statutory authority, state regulators have broad discretionary power and may impose
new licensing requirements, interpret or enforce existing regulatory requirements in different ways, or
issue new administrative rules. In addition, when the staff of state regulatory bodies change, it is
possible that the interpretations of applicable laws and regulations may also change.

The Company’s centers are individually licensed under these state laws. Certain states have
minimum net worth or minimum asset level requirements for each company conducting business in the
state as a provider of cash advances or similar short-term consumer credit.

Although states provide the primary regulatory framework under which the Company offers cash
advance setvices, certain federal laws also impact the business. The Company’s cash advance services:
are subject to federal laws and regulations, including the Truth-in-Lending Act (“TILA”), the Equal
Credit Opportunity Act (“ECOA”), the Fair Credit Reporting Act (“FCRA”), the Fair Debt Collection
Practices Act (“FDCPA”), the Gramm-Leach-Bliley Act (“GLBA”), the Bank Secrecy Act, the Money
Laundering Control Act of 1986, the Money Laundering Suppression Act of 1994, and the Uniting and
Strengthening America by Providing Appropriate Tools Required to Intercept and Obstruct Terrorism
Act (the “PATRIOT Act”) and the regulations promulgated under each. Among other things, these
laws require disclosure of the principal terms of each transaction to every customer, prohibit misleading
advertising, protect against discriminatory lending practices, proscribe unfair credit practices and
prohibit creditors from discriminating against credit applicants on the basis of race, sex, age or marital
status. The GLBA and its implementing regulations generally require the Company to protect the -
confidentiality of its customers’ nonpublic personal information and to disclose to the Company’s
customers its privacy policy and practices.

The Company’s marketing efforts and the representations it makes about advance services also are
subject to federal and state unfair and deceptive practices statutes. The Federal Trade Commission
(“FTC”) enforces the Federal Trade Commission Act and the state attorneys general and private
plaintiffs enforce the analogous state statutes. These statutes generally prohibit unfair or deceptive
conduct. The FTC has not initiated any formal actions against the Company.

Additionally, various anti-cash advance legislation has been proposed or introduced in the U.S.
Congress. Congressional members continue to receive pressure from consumer advocates and other
industry opposition groups to adopt such legislation. In 2002 and 2009, bills were introduced in
Congress that would have placed a federal cap of 36% on the effective annual percentage rate (“APR”)
on all consumer loan transactions. Another bill would have placed a 15-cent-per-dollar borrowed
($.15/$1.00) cap on fees for cash advances, banned rollovers (payment of a fee to extend the term of a
cash advance or other short-term financing), and required us to offer an extended payment plan that
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severely restricts our cash advance product. Recently, other bills have been introduced to create a
federal Consumer Finance Protection Agency (“CFPA’), which would regulate and impose restrictions
on a variety of consumer finance transactions.

The Company’s subsidiaries in the United Kingdom must maintain licenses from the Office of Fair
Trading, which is responsible for regulating consumer credit and competition, for policy and for
consumer protection. The United Kingdom also has rules regarding the presentation, form and content
of loan agreements, including statutory warnings and the layout of financial information. In Canada,
the Company’s subsidiaries will need to operate in compliance with pending provincial legislation.

Violations of the statutes and regulations described above may result in actions for damages,
claims for refund of payments made, certain fines and penalties, injunctions against certain practices,
and the potential forfeiture of rights to repayment of loans.

3. Advances and Fees Receiyable, Net

Advances and fees receivable, net, consisted of the following (in thousands):

’ 2008 2009

Advances receivable . ... ... e $215,577 $200,110
Fees and interest receivable . . .. .. ... ... .. .. .. . . ... 33,633 34,497
Returned items receivable . .. ...... ... . .. i 42,996 36,255
Other...................... e 3,751 6,112
Allowance for doubtful accounts ...................... (59,441)  (53,031)
Unearned reVenUES . . . ... .o oo viiiiiie i (16,401)  (19,709)

Advances and fees receivable, net . . . ................. $220,115  $204,234

4. Allowance for Doubtful Accounts and Accrual for Third-Party Lender Losses

Changés in the allowance for doubtful accounts were as follows (in thousands):

2007 2008 2009
Beginning balance. .. ......... ... ... ... $ 57396 $ 61,306 §$ 59,441
Provision for doubtful accounts . ............ 140,245 136,484 124,007
Charge-offs ..........cccivinvnn. (165,716)  (162,932) (153,881)
Recoveries . ..o v i it it it i 33,859 24,583 23,464
Transfer to accrual for third-party lender losses . (4,587) — —
Acquired .......c.oii i 109 — —
Ending balance. ... ........... ... . ... $ 61,306 $ 59,441 $ 53,031
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Changes in the accrual for third-party lender losses were as follows (in thousands):

2007 2008 2009

Beginning balance ............... ... ... . ..., $ — $4,587 $3,960
Provision for doubtful accounts . ................... 4,587 (627) 568
Endingbalance.............. .. .ciiiiuiiinnn.. $4,587 $3,960 $4,528

The total changes in the allowance for doubtful accounts, and the accrual for third-party lender
losses were as follows (in thousands):

2007 2008 2009
Beginning balance. ... ................... $ 57,396 $ 65893 $ 63,401
Provision for doubtful accounts ............. 140,245 135,857 124,575
Charge-offs ........... ... ... ... ...... (165,716)  (162,932) (153,881)
Recoveries . ... coviv it et 33,859 24,583 23,464
Acquired ........ ... .. .., 109 — —
Ending balance......................... $ 65893 $ 63,401 $ 57,559

5. Other Current Assets

Other current assets consisted of the following (in thousands):

December 31, December 31,

2008 2009

Prepaidrent. .. ... $ 6,745 $ 6,287
Prepaid income taxes . ............... ... 1,568 3,637
Prepaid insurance . .. ......cov vttt 2,848 2,874
Prepaid taxes and licenses . . . ..................... 1,430 1,558
Prepaid workers compensation loss fund ............. 321 346
Other ... .. ... . 2,809 2,681

Total ... . e $15,721 $17,383
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6. Property and Equipment, Net

Property and equipment, net, consisted of the following (in thousands):

2008 2009

Land and land improvements ....................... $ 1,479 $§ 1,479
Leasehold improvements. . .. ............ ... ... ..., 50,086 44,018
Office furniture and equipment . . ... ................. 80,884 78,010
Software ... .. e e e 11,101 11,858
Building. . .. ... 5,293 5,293
Adrcraft .. ... ... 2,790 2,790
Construction in progress . . .. ...t i 771 585

Property and equipment ................ ... .. ... 152,404 144,033
Less accumulated depreciation ...................... (106,313)  (112,194)

Property and equipment, net .. .............c.... ... $ 46,091 § 31,839

7. Goodwill

Goodwill represents the excess cost over the fair value of assets acquired. During the year ended
December 31, 2009 the Company made no acquisitions. During the year ended December 31, 2008, the
Company completed two acquisitions in the United Kingdom consisting of a total of two centers for an
aggregate purchase price, including transaction-related costs, of approximately $0.8 million in cash and
an increase in goodwill of approximately $0.7 million. During the year ended December 31, 2007, the
Company completed four acquisitions in the United Kingdom consisting of a total of 12 centers and 85
limited licensees for an aggregate purchase price, including transaction-related costs, of approximately
$5.5 million in cash and an increase in goodwill of approximately $4.7 million.

The Company tests its goodwill for impairment annually as of September 30, or if there is a
significant change in the business environment. Estimated cash flows and related goodwill are grouped
at the reporting unit level. A reporting unit is an operating segment, or under certain circumstances, a
component of an operating segment that constitutes a business. When estimated future cash flows are
less than the carrying value of the net assets and related goodwill, an impairment test is performed to
measure and recognize the amount of the impairment loss, if any. Impairment losses, which are limited
to the carrying value of goodwill, represent the excess of the carrying amount of a reporting unit’s
goodwill over the implied fair value of that goodwill. In determining the estimated future cash flows,
the Company, considers current and projected future levels of income, as well as business trends,
prospects, market and economic conditions. Impairment tests involve the use of judgments and
estimates related to the fair market value of the business operations with which goodwill is associated,
taking into consideration both historical operating performance and anticipated financial position and
future earnings. The results of the 2007, 2008, and 2009 tests indicated there was no impairment.

The Company has approximately $4.4 million of goodwill in its United Kingdom operations. As of
December 31, 2009, these operations have cumulatively generated negative cash flow and have not
reached break-even at the center gross profit level. The Company’s expansion efforts in the United
Kingdom began during the third quarter of 2007. The goodwill impairment model projects future
positive cash flows sufficient to support the goodwill and long-lived asset base. If the United Kingdom
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operations continue to generate negative cash flow and do not break-even an impairment charge
related to its goodwill is possible.

8. Accrued Liabilities

Accrued liabilities consisted of the following (in thousands):

2008 2009

Employee compensation .. ............. ... ... ... .. .... $13,533  $ 9,191
Legal fines and settlements . . . ......................... 2,600 6,666
Workers” compensation . . . ...ttt 4,851 4,996
Straight-line rent accrual . . .. ........ ... .. .. ... ..... - 3,011 2,142
Deferred revenue . . . ... ..o v v e 1,830 1,709
Center cloSing COSES . . . .ottt ittt e e e 871 817
AdVertiSing . ...ttt e 584 770
Legalfees .. ... i 1,128 547
Accounting and taX. .. ... ...t e 1,158 528
Property, sales and franchise taxes. . . ................ e 558 519
Construction in Progress . . .o v vt v i v vt i et 99 72
Severance ....... e e 374 41
COther .. 3,320 3,434
Total ........... e e e e e e 1$33,917  $31,432

9. Revolving Credit Facilify and Long-Term Debt
Revolving Credit Facility

In March 2008, the Company amended and restated its prior revolving credit facility with a
syndicate of banks. This credit facility now provides the Company with a $270.0 million revolving line
of credit, which amount includes the ability to issue up to $25.0 million in letters of credit. This
revolving credit facility matures on March 24, 2013. The Company has the option to incréase the
revolving credit facility by an additional $95.0 million, subject to compliance with the credit agreement’s
covenants and conditions and upon receipt of sufficient commitments from lenders in the lending
syndicate. :

The credit facility is collateralized by substantially all of the Company’s assets and contains various
financial covenants that require, among other things, the maintenance of a minimum net worth and
certain leverage and fixed charge coverage ratios and also restricts the encumbrance of assets and the
creation of indebtedness. A breach of a covenant or an event of default could prohibit the Company
from accessing otherwise available borrowings, or could cause all amounts outstanding under the
revolving credit facility to become due and payable. The Company was in compliance with all financial
covenants at December 31, 2009.
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In general, the Company’s borrowings under the revolving credit facility bear interest, at the
Company’s option, at a base rate plus an applicable margin or a LIBOR-based rate plus an applicable
margin. The base rate equals the greater of: (i) the prime rate set by Bank of America; and (ii) the
sum of the federal funds rate plus 0.50%. The applicable margin is determined each quarter by a
pricing grid based on the Company’s total leverage ratio of consolidated debt to consolidated EBITDA.
The base rate applicable margin ranges from 1.50% to 2.25% based upon the Company’s total leverage
ratio. The LIBOR-based applicable margin ranges from 2.50% to 3.25% based upon the Company’s
total leverage ratio. As of December 31, 2009, the applicable margin for the prime-based rate was
1.75% and the applicable margin for the LIBOR-based rate was 2.75%.

As of December 31, 2009, the Company had $141.1 million outstanding on the revolving portion of
the credit facility and $1.4 million of letters of credit outstanding. Borrowings under the revolving
credit facility are subject to compliance with certain covenants and conditions.

In connection with this amended and restated credit facility, the Company incurred approximately
$1.6 million in loan origination costs during the year ended December 31, 2008 that were capitalized in
other assets and are being amortized over the remaining term of the credit facility.

The weighted average interest rate was 4.17% and 3.13% at December 31, 2008 and 2009,
respectively.

Total commitment fees paid were $1.2 million, $0.4 million, and $0.3 million for the years ended
December 31, 2007, 2008, and 2009, respectively.

The carrying value of the credit facility approximated its fair value at December 31, 2008 and 2009.

Long-Term Debt

Long-term debt consisted of the following (in thousands):

2008 2009
Mortgage payable . ....... ... ... ... e $5,034  $4,590
Notepayable . .. .. ... i 101 628
Total long-term debt . . ......... ... ... i 5,135 5,218
Less current portion . ........ ... ... (545)  (851)
Long-termdebt ........ ... ... i $4,590 4,367

The Company owns its headquarters building and related land subject to a mortgage. The
mortgage is payable to an insurance company and is secured by the Company’s corporate headquarters
building and related land. The mortgage is payable in 180 monthly installments of approximately
$66,400, including principal and interest, and bears interest at a fixed rate of 7.30% over its term. The
mortgage matures on June 10, 2017. The carrying amount of the corporate headquarters (land, land
improvements, and building) was $4.7 million and $4.6 million at December 31, 2008 and 2009,
respectively.
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The increase in the note payable during the year ended December 31, 2009 relates to the purchase
of additional software and equipment during the fourth quarter of 2009.

The fair value of the long-term debt is estimated using a discounted cash flow analysis and was
approximately $5.8 million and $5.9 million at December 31, 2008 and 2009, respectively.

Interest expense consisted of the following (in thousands):

2007 2008 2009
Interest expense:

Mortgage payable . .......... ...t $ 411 $§ 382 § 351
Credit facility ........... ... ... . ... ... 7,012 10,076 5,190
Amortization of deferred financing costs . ......... 1,009 704 647
Interest expense of consolidated variable interest

entity . . . . 2,517 — —
Other . ... ... . . e 110 26 53
Total interest €Xpense . . .. .ot vi e e $11,059 $11,188 $6,241

Revolving credit facility and long-term debt maturities for the next five years and thereafter are
(in thousands):

2000 . L e e e $ 851
2000 L e e 767
1 552
2003 L e 141,652
2004 L e e 639
Thereafter. . . .. o e e e e e 1,815

TOtal .. $146,276

10. Income Taxes

Income tax expense consisted of the following (in thousands):

2007 2008 2009
Current
Federal ..... ... . . $25,915 $27,606 $36,536
State .. 6,743 3,416 1,968
32,658 31,022 38,504
Deferred. .. ... ... . . e 5,173 2,518 (5,194)
Total .. ..o $37,831 $33,540 $33,310
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A reconciliation of the statutory federal income tax rate and the Company’s effective income tax
rate follows:

2007 2008 2009

Statutory income taxrate . ........ ... ... 0. 350% 350% 35.0%
State income taxes, Net . .. ...ttt e 4.3 4.6 2.2
Nondeductible Lobbying Expense . ................... — 5.1 1.8
Other . ... e e 1.4 1.9 (9

Effective income taxrate .......... ..t iinnnenn 4_(2._7_% @% gﬁi%

The tax effects of temporary differences that give rise to significant portions of deferred tax assets
and deferred tax liabilities are (in thousands):

2008 2009
Deferred tax assets
Accrued EXPeNSeS . . . v vt e $ 8,008 $ 12,187
Baddebts ........ ... i 5,230 8,094
Net operating loss carryforwards ... .................. 2,247 3,641
State credit carryforwards . ............ . ... .., 1,495 1,663
Other . ... e i 439 620
Valuation allowance ............. ... ..., (1,556)  (3,436)
Total deferred tax assets . .. .........covvvrennn.. 15,863 22,769
Deferred tax liabilities
Goodwill . ... (19,176)  (22,166)
Depreciation . ....... ... ... i (4,000)  (2,655)
Prepaid expenses .. ........ ... i (1,334)  (1,494)
Book versus tax basis difference for aircraft . . ........... (656) (658)
Total deferred tax liabilities ..................... (25,166)  (26,973)
Net deferred tax liability ....................... $ (9,303) §$ (4,204)

As of December 31, 2008 and 2009, the Company had net operating loss carryforwards for state
income tax purposes totaling approximately $1.1 million and $0.9 million, respectively, which will begin
to expire in 2014. A valuation allowance of $0.8 million has been recorded at December 31, 2009
because management believes it is more likely than not that the entire deferred tax asset related to
state net operating loss carryforwards will not be realized. As of December 31, 2008 and 2009, the
Company had credit carryforwards for state income tax purposes totaling approximately $1.5 million
and $1.7 million, respectively, which will begin to expire in 2011. Additionally, as of December 31, 2008
and 2009, the Company had foreign net operating losses in the United Kingdom and Canada totaling
approximately $1.1 million and $2.7 million, respectively. A full valuation allowance has been recorded
at December 31, 2008 and 2009 because management believes it is more likely than not that the entire
deferred tax asset related to the foreign net operating loss carryforwards will not be realized.
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The Company accounts for income taxes using the asset and liability method described in FASB
ASC 740-10 “Income Taxes,” the objective of which is to establish deferred tax assets and liabilities for
the temporary differences between the financial reporting and the tax bases of the Company’s assets
and liabilities at enacted tax rates expected to be in effect when such amounts are realized or settled. A
valuation allowance related to deferred tax assets is recorded when it is more likely than not that some
portion or all of the deferred tax assets will not be realized. The Company adopted FASB ASC 740-10
“Income Taxes” (Prior authoritative literature: FASB interpretation No. 48 “Accounting for Uncertainty
in Income Taxes,” an interpretation of FASB Statement 109) on January 1, 2007. As a result of the
implementation of FASB ASC 740-10, the Company recognized no adjustments to the January 1, 2007
balance of retained earnings. At the adoption date, the Company did not have any unrecognized tax
benefits and did not have any interest or penalties accrued. As of December 31, 2008 and
December 31, 2009, the Company had $0.0 million and $0.7 million of total gross unrecognized tax
benefits including interest, respectively. Of this total, approximately $0.0 million and $0.7 million,
respectively, represents the amount of unrecognized tax benefits that are permanent in nature and, if
recognized, would affect the annual effective tax rate.

A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows (in
thousands):

Unrecognized tax benefits balance at January 1, 2009 .................. $ —
Gross increases for tax positions of prioryears . . ......... ... oL 605
Gross increases for tax positions of current year . ............ ... ... ... —
Settlements . . .. ... —_
Lapse of statute of limitations .......... ... ... ... . .. . —

Unrecognized tax benefits balance at December 31,2009................ $605

The Company’s continuing practice is to recognize interest and penalties related to income tax
matters in income tax expense. As of December 31, 2009, the Company had approximately $90,000
accrued for gross interest. The Company has determined that it is possible that the total amount of
unrecognized tax benefits related to various state examinations will significantly increase or decrease
within twelve months of the reporting date. However, at this time, a reasonable estimate of the range
of possible change cannot be made until further correspondence has been conducted with the state
taxing authorities.

The Company is subject to U.S. income taxes, as well as various other foreign, state and local
jurisdictions. With few exceptions, the Company is no longer subject to U.S. federal, state and local, or
non-U.S. income tax examinations by tax authorities for years before the tax year ended September 30,
2005, although carryforward attributes that were generated prior to 2005 may still be adjusted upon
examination by the taxing authorities if they either have been used or will be used in a future period.
The income tax returns for the years 2005 through 2008 are under examination by a state tax authority
which has completed its examinations and issued a proposed assessment for tax years 2005 through
2008. In consideration of the proposed assessment, the total gross unrecognized tax benefit was
increased by $0.7 million in 2009. At this time, it is too early to predict the final outcome on this tax
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issue and any future recoverability of this charge. Until the tax issue is resolved, the Company expects
to accrue approximately $42,000 per year for interest.

11. Stock-Based Compensation Plans

In 2004, the Company adopted ASC 718 “Stock Compensation”. Accordingly, the Company
measures the cost of its stock-based employee compensation at fair value on the grant date and
recognizes such cost in the financial statements on a straight-line basis over the requisite service period
of the awards, which is generally the vesting period.

The Company’s 2004 Omnibus Stock Plan provides for the granting of restricted stock, stock
options, and other stock awards to certain directors, officers, and other key employees of the Company.
Additionally, during 2005, the Company granted stock options and shares of restricted stock to its
President and Chief Executive Officer under a Nonqualified Stock Option Agreement and a Restricted
Stock Agreement, respectively. Both of these agreements are separate from the Company’s 2004
Omnibus Stock Plan.

Restricted stock grants under the Company’s stock-based compensation plans generally vest in
equal annual installments over three, five, or eight years from the date of grant. Stock option grants
under the Company’s stock-based compensation plans are generally exercisable in equal annual
installments over three, five, or eight years from the date of grant and generally expire ten years after
the date of grant.

The grant date fair value of all shares of restricted stock was based -on the market value of the
Company’s common stock on the dates of grant. These amounts are being expensed ratably over each
award’s respective vesting period.

All stock options were granted with an exercise price equal to the market value of the Company’s
common stock on the dates of grant. The Company estimated the fair value of stock options on the
date of grant using the Black-Scholes option pricing model using the following assumptions:

* Expected term—The expected term represents the period during which the Company’s stock
options are expected to be outstanding. The Company based its determination of the expected
term by giving consideration to the contractual terms of the stock option awards, vesting
schedules, expectations of future employee behavior, and published academic research regarding
exercise behavior. For the options granted in the first quarter of 2009, the Company assumed
that the options would be exercised on their first available exercise date because the high
dividend rate on the grant date relative to the strike price would make immediate exercise the
likely behavior.

* Expected volatility—The expected volatility represents the amount by which the price of the
underlying shares has fluctuated or is expected to fluctuate during the expected term. The
Company based its estimated volatility on its historical stock price volatility and the stock price
volatility of other public companies in its industry, which the Company believes is representative
of its expected future volatility over the expected term of its options.

* Expected dividends—The Company used its historic dividend yield as an estimate for its expected
dividend yield as of the 2007 and 2008 stock option grant date. The Company assumed this
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dividend yield was continuous over the life of the option in its Black-Scholes option pricing
model. For the 2009 stock option grants, the Company used its current dividend rate of $0.0625
per share per quarter and assumed discreet quarterly dividend dates consistent w1th past
practices over the life of the options.

* Risk-free rate—The Company used risk-free interest rates for periods within the expected terms
of the options based on the U.S. Treasury yield curve in effect at each option grant date.

To estimate each stock option’s weighted-average fair value on the grant dates, the following
weighted-average assumptions were used in the Black-Scholes option pricing model for all stock options
granted during the years ended December 31, 2007, 2008, and 2009:

2007 2008 2009

Expected term (YEars). . . . oo oo v it it it 495 542 2.00

Expected volatility ............ .. ..o i 46% 48% 66%
Expected dividends (yield) ............. .. ... L 35% 4.1% 21.9%
Risk-free rate . . .. ..o oo i i 3.91% 2.93% 1.03%

The weighted-average grant-date fair values of options granted during the years ended
December 31, 2007, 2008, and 2009 were $3.51 per option, $2.70 per option, and $0.12 per option,
respectively, and are being expensed ratably over each award’s respective vesting period.

The following table provides certain information with respect to stock options outstanding and
exercisable at December 31, 2009 under the Company’s stock-based compensation plans:

Outstanding Exercisable
Number of stockoptions. . . .................... 2,074,500 853,498
Range of eXercise prices . . ...........c.ovuuuu... $1.14-$14.70  $8.48-$14.70
Weighted-average exercise price . ................ $ 918 $ 12.44
Aggregate intrinsic value (in thousands)............ $ — 3 —
Weighted-average remaining contractual term (years) . . 7.18 6.37
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A summary of the Company’s authorized and available shares, activity, and the weighted average
stock option exercise prices under its stock based compensation plans follows:

Outstanding Weighted Average

Restricted Stock Available Stock Option

o Authorized Stock Options For Grant Exercise Price
Outstanding at December 31, 2006 . .. 5,200,000 589,044 1,280,000 - 3,330,956 $12.61
Authorized ........... ... .. ... — — — — —
Granted ........... 0. — 40,000 457,500 (497,500) 10.69
Exercised ..................... — — — — —
Canceled. ......... ...t —  (121,056)  (260,000) 381,056 12.21
Outstanding at December 31, 2007 . .. 5,200,000 507,988 1,477,500 3,214,512 12.08
Authorized ............... .. ... — — — — —
Granted .......... ... ... .. — 42,000 152,500 (194,500) 8.52
Exercised .. ....vvvirninannn.. — — — — —
Canceled............ T — — (47,500) 47,500 9.88
Outstanding at December 31, 2008 ... 5,200,000 549,988 1,582,500 3,067,512 11.81
Authorized .................... — — — — —
Granted .........cciii — 570,476 539,500 (1,109,976) 1.14
Exercised ........ ... ... — — — — —_
Canceled. ......... ..ot — (73,791)  (47,500) 121,291 5.46
Outstanding at December 31, 2009 . .. 5,200,000 1,046,673 2,074,500 2,078,827 $ 9.18

A summary of the Company’s restricted stock activity and the weighted average grant date fair
values follows: S

Weighted Average

‘ Shares Fair Value
Nonvested at December 31,2006 ... . ..........c.... 420,800 $12.99
Granted . ... it e e e e 40,000 11.67
Vested ..o e (73,077) 13.10
Forfeited. . . oo v i e e e e (121,056) 14.44
Nonvested at December 31,2007 ... ............... 266,667 12.10
Granted . ... i e e e e 42,000 8.65
Vested .o e (67,304) 12.28
Forfeited. . . ..o v it e e — —
Nonvested at December 31,2008 .......... S 241,363 10.30
Granted .. ...t e e e 570,476 1.18
Vested ..o e e e (59,095) 11.74
Forfeited. . . .o oo it i i e et e e (30,001) 4.95
Nonvested at December 31,2009 . ................. 722,743 $ 3.10
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The total grant date fair value of restricted shares vested during the years ended December 31,
2007, 2008, and 2009 was approximately $1.0 million, $0.8 million, and $0.7 million, respectively, and
the total market value of these shares on the dates vested was approximately $0.7 million, $0.2 million,
and $0.2 million, respectively.

A summary of the stock-based compensation cost included in general and administrative expenses
in the accompanying consolidated statements of income for the years ended December 31, 2007, 2008,
and 2009 follows (in thousands):

2007 2008 2009
Restricted stock . ........ ... $ 948 § 862 $ 759
Stockoptions . .. ... e 907 1,309 1,209
Total stock-based compensation expense . ........... $1,855 $2,171 $1,968

As of December 31, 2009, the total compensation cost not yet recognized related to nonvested
stock awards under the Company s plans is approximately $4.8 million. The weighted average penod
over which this expense is expected to be recognized is approximately 3.2 years.

12. Commitments and Contingencies

The Company is involved in a number of active lawsuits, including lawsuits filed by private litigants
and those matters arising out of actions taken by state regulatory authorities. The Company is also
involved in various other legal proceedings with state and federal regulators. In addition, the Company
is obligated to advance expenses, and, in certain circumstances, indemnify for damages, incurred by
certain of its current or former officers and directors in responding to inquiries, or defending against
claims or proceedings that have arisen by reason of the fact that such person is or was an officer or
director of the Company. Under certain circumstances, the Company may also be obligated to defend
and indemnify other parties against whom claims have been asserted. Unless otherwise stated below,
the Company is vigorously defending against these actions and will, when management believes
appropriate in consideration of ongoing litigation expenses and other factors, evaluate reasonable
settlement opportunities. The amount of losses and/or the probability of an unfavorable outcome, if
any, cannot be reasonably estimated for these legal proceedings unless otherwise stated below.
Accordingly, except as otherwise specified below, no accrual has been recorded for any of these matters
as of December 31, 2009.

Brenda McGinnis v. Advance America Servicing of Arkansas, Inc. et al.

On February 27, 2007, Brenda McGinnis filed a putative class action in the Circuit Court of Clark
County, Arkansas alleging violations of the Arkansas usury law, the Arkansas Deceptive Trade Practices
Act, and a 2001 class action settlement agreement entered into by the Company’s prior subsidiary in
Arkansas. The complaint alleged that the Company’s current subsidiary made usurious loans under the
Arkansas Check Cashers Act and sought compensatory damages in an amount equal to twice the
interest paid on the deferred presentment transactions made from 2001 to present which could total
approximately $21.4 million for deferred presentment transactions made during that time or
approximately $87 million in damages for all transactions originated, processed, and serviced during
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that time) as well as a declaration that the contracts are void, enforcement of the 2001 class action
settlement agreement, attorneys’ fees, and costs.

On September 23, 2009, the Company and the class representatives entered into a settlement
agreement in connection with the litigation. Pursuant to the terms of the settlement agreement, the
case has been dismissed and we have been released from any and all claims and liability in connection
with deferred presentment transactions entered into in Arkansas pursuant to the Arkansas Check
Casher’s Act. The settlement agreement does not involve an admission of wrongdoing.or liability. The
court has approved the settlement agreement and the settlement has become final and the case has
been dismissed pending any appeals made prior to March 22, 2010.

The Company took a charge against earnings during the year ended December 31, 2009 of
approximately $5.7 million to cover the estimated costs of settlement.

Kerri Stone v. Advance America, Cash Advance Centers, Inc. et al.

On July 16, 2008, Kerri Stone filed a putative class action complaint in the Superior Court of
California in San Diego against the Company and its California subsidiary. Defendants removed the
case to the United States District Court for the Southern District of California. The amended
complaint alleges violations of the California Deferred Deposit Transaction Law and the California
Unfair Competition and seeks an order requiring Defendants to disgorge and/or make restitution of all
amounts obtained as a result of their allegedly illegal conduct and pay three times the amount of
damages the class members actually incurred, the loan principal, reasonable attorney’s fees and costs of
suit, and injunctive relief and punitive damages. The parties are engaged in discovery.

Betts and Reuter v. McKenzie Check Advance of Florida, LLC et al.

The Company and the Company’s subsidiary, McKenzie Check Advance of Florida, LLC
(“McKenzie”), are defendants in a putative class action lawsuit commenced by former customers,
Wendy Betts and Donna Reuter, on January 11, 2001, and a third named class representative, Tiffany
Kelly, in the Circuit Court of Palm Beach County, Florida. This putative class action alleges that
McKenzie, by and through the actions of certain officers, directors, and employees, engaged in unfair
and deceptive trade practices and violated Florida’s criminal usury statute, the Florida Consumer
Finance Act, and the Florida Racketeer Influenced and Corrupt Organizations Act. The suit seeks
unspecified damages, and the named defendants could be required to refund fees and/or interest
collected, refund the principal amount of cash advances, pay multiple damages, and pay other monetary
penalties. Ms. Reuter’s claim has been held to be subject to binding arbitration, which the Company
expects to proceed in parallel with this case. However, the trial court has denied the defendants’
motion to compel arbitration of Ms. Kelly’s claims, the substituted named plaintiff, and the Company
has appealed this decision.

Reuter and Betts v. Advance America, Cash Advance Centers of Florida, Inc. et al.

A second Florida lawsuit was filed on August 24, 2004, in the Circuit Court of Palm Beach County
by former customers Gerald Betts and Ms. Reuter against the Company, the Company’s Florida
subsidiary, Advance America, Cash Advance Centers of Florida, Inc., and certain officers and directors.
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The allegations, relief sought, and the Company’s defenses in this lawsuit are nearly identical to those
alleged in the first Betts and Reuter lawsuit described above. A hearing before the Florida Supreme
Court on the issue of arbitration is expected to be scheduled in the fourth quarter of 2010.

Hooper and Vaughn v. Advance America, Cash Advance Centers of Missouri, Inc.

On March 10, 2008, Trishia Hooper and Josephine Vaughn filed a putative class action lawsuit in
the United States District Court for the Western District of Missouri against the Company’s Missouri
subsidiary, Advance America, Cash Advance Centers of Missouri, Inc. The action alleges that the
arbitration clause and class action waiver in the Company’s subsidiary’s customer loan agreements are
unconscionable, that the Company’s subsidiary’s practices violate the Missouri statutes governing unfair
and deceptive trade practices, interest rates, loan renewals, debt reduction, and consideration of
borrower’s ability to repay. The lawsuit seeks certification as a class action, unspecified monetary
damages, a declaratory judgment that the arbitration clause and class action waiver is unconscionable,
and injunctive relief.

Kucan et al. v. Advance America, Cash Advance Centers of North Carolina, Inc. et al.

On July 27, 2004, John Kucan, Welsie Torrence, and Terry Coates, each of whom was a customer
of Republic Bank & Trust Company (“Republic”), the lending bank for whom the Company previously
marketed, processed, and serviced cash advances in North Carolina, filed a putative class action lawsuit
in the General Court of Justice for the Superior Court Division for New Hanover County, North
Carolina against the Company and Mr. William M. Webster IV, Chairman of the Company’s Board of
Directors and the Company’s former Chief Executive Officer, alleging, among other things, that the
relationship between the Company’s North Carolina subsidiary and Republic was a “rent a charter”
relationship and therefore Republic was not the “true lender” of the cash advances it offered. The
lawsuit also claims that the cash advances were made, administered, and collected in violation of
numerous North Carolina consumer protection laws. The lawsuit seeks an injunction barring the
subsidiary from continuing to do business in North Carolina, the return-of the principal amount of the
cash advances made to the plaintiff class since August 2001, the return of any interest or fees
associated with those advances, treble damages, attorneys’ fees, and other unspecified costs. The
Company sought to enforce the arbitration provisions in the customer agreements in June 2009, the
trial court granted class certification and ruled that the arbitration clause is unenforceable. The
Company is appealing this ruling.

North Carolina Commissioner of Banks Order

On February 1, 2005, the Commissioner of Banks of North Carolina initiated a contested case
against the Company’s North Carolina subsidiary for alleged violations of the North Carolina Consumer
Finance Act. In December 2005, the Commissioner of Banks ordered that the Company’s North
Carolina subsidiary immediately cease and desist operating. In accordance with the Commissioner of
Banks’ order, the Company’s North Carolina subsidiary ceased all business operations on December 22,
2005. The Company has appealed the Commissioner’s order to the Superior Court of North Carolina.

104



Advance America, Cash Advance Centers, Inc.
Notes to Consolidated Financial Statements (Continued)
December 31, 2007, 2008, and 2009

12. Commitments and Contingencies (Continued)
Pennsylvania Department of Banking v. NCAS of Delaware, LLC

On September 27, 2006, the Pennsylvania Department of Banking filed a lawsuit in the
Commonwealth Court of Pennsylvania alleging that the Company’s Delaware subsidiary, NCAS of
Delaware, LLC, was providing lines of credit to borrowers in Pennsylvania without a license required
under Pennsylvania’s financial licensing law and charging interest and fees in excess of the amounts
permitted by Pennsylvania’s usury law. In July 2007, the court determined that certain aspects of the
Company’s Choice Line of Credit required the Company to be licensed under Pennsylvania’s Consumer
Discount Company Act (“CDCA”) and enjoined the Company from continuing its lending activities in
Pennsylvania for so long as the CDCA violations continued and from collecting monthly participation
fees. The Company appealed to the Pennsylvania Supreme Court and, in May 2008, the Pennsylvania
Supreme Court upheld the lower court’s ruling. The Pennsylvania Department of Banking subsequently
amended its complaint to add the Pennsylvania Attorney General as a plaintiff and the Company as a
defendant. The amended complaint also seeks to perfect a claim for alleged violations of the state’s
usury law by seeking unspecified damages, including disgorgement of profits earned in Pennsylvania,
treble actual damages, and restitution, which, under certain circumstances, could total approximately
$135 million, plus civil penaities of $1,000 for each violation of the Pennsylvania Consumer Protection
Law and an additional $2,000 for violations against customers over the age of 60, and attorneys’ fees
and costs. The matter is proceeding before the trial court.

Sharlene Johnson, Helena Love and Bonny Bleacher v. Advance America, Cash Advance Centers, Inc. et al.

On August 1, 2007, Sharlene Johnson, Helena Love, and Bonny Bleacher filed a putative class
action lawsuit in the United States District Court, Eastern District of Pennsylvania against the
Company and two of its subsidiaries alleging that they provided lines of credit to borrowers in
Pennsylvania without a license required under Pennsylvania law and with interest and fees in excess of
the amounts permitted by Pennsylvania law. The complaint seeks, among other things, a declaratory
judgment that the monthly participation fee charged to customers with a line of credit is illegal, an
injunction prohibiting the collection of the monthly participation fee, and payment of damages equal to
three times the monthly participation fees paid by customers since June 2006, which could total
approximately $135 million in damages, plus attorneys’ fees and costs. In January 2008, the trial court
entered an order compelling the purported class representatives to arbitrate their claims on an
individual basis, unless determined otherwise by the arbiter. All parties appealed that order and the
appeal has been stayed, pending a decision from the United States Supreme Court in Stolt-Nielsen S.A.
v. AnimalFeeds International Corp., which is a case involving the enforceability of arbitration clauses.

Raymond King and Sandra Coates v. Advance America, Cash Advance Centers of Pennsylvania, LLC

On January 18, 2007, Raymond King and Sandra Coates, who were customers of BankWest Inc.,
the lending bank for which the Company previously marketed, processed, and serviced cash advances in
Pennsylvania, filed a putative class.action lawsuit in the United States District Court, Eastern District of
Pennsylvania alleging various causes of action, including that the Company’s Pennsylvania subsidiary
made illegal cash advance loans in Pennsylvania in violation of Pennsylvania’s usury law, the
Pennsylvania Consumer Discount Company Act, the Pennsylvania Unfair Trade Practices and Consumer
Protection Law, the Pennsylvania Fair Credit Extension Uniformity Act, and the Pennsylvania Credit
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Services Act. The complaint alleges that BankWest Inc. was not the “true lender” and that the
Company’s Pennsylvania subsidiary was the “lender in fact.” The complaint seeks compensatory
damages, attorneys’ fees, punitive damages, and the trebling of any compensatory damages. In January
2008, the trial court entered an order compelling the purported class representatives to arbitrate their
claims on an individual basis, unless determined otherwise by the arbiter. All parties appealed that
order and the appeal has been stayed pending a decision from the United States Supreme Court in
Stolt-Nielsen S.A. v. AnimalFeeds International Corp.

Clerk v. NCAS of Delaware, LLC, d/bla Advance America, Cash Advance Centers, Inc., et al.

On April 21, 2009, Yulon Clerk filed a putative class action lawsuit in the Court of Common Pleas
of Philadelphia County, Pennsylvania, against the Company’s subsidiaries, Advance America, Cash
Advance Centers of Pennsylvania, Inc., and NCAS of Delaware, LLC, as well as BankWest, Inc., and
other unrelated lenders and banks. The complaint alleged that the practices of the Company’s
subsidiaries and BankWest, Inc. violated the Pennsylvania Consumer Discount Protection Act, the
Pennsylvania Loan Interest Protection Law, and Pennsylvania Consumer Protection Laws. The
complaint sought certification of a class of individuals for the alleged violations, a declaration that all
loans made to class members are unenforceable, injunctive relief, and monetary damages. The
complaint repeated allegations asserted in other putative class actions filed in Pennsylvania that have
been stayed in favor of mandatory individual arbitrations. The Company removed the case to the
United States District Court for the Eastern District of Pennsylvania and filed a motion to compel
arbitration and stay the underlying action’s proceedings. In August 2009, the District Court issued an
order severing the claims against the individual defendants. On September 21, 2009, plaintiffs filed
three separate complaints seeking the same relief as the April 21, 2009 complaint against Advance
America, Cash Advance Centers of Pennsylvania, Inc., NCAS of Delaware, LLC, and BankWest, Inc.,
whose defense the Company is handling pursuant to an indemnification agreement. The case against
the Company’s Pennsylvania subsidiary was subsequently dismissed by consent of the parties on
November 11, 2009. Motions to stay and to compel individual arbitration have been filed in the other
cases.

Class Actions Against South Carolina Subsidiary

Eight separate putative class actions have been filed in South Carolina against the Company’s
subsidiary Advance America, Cash Advance Centers of South Carolina, Inc. and several other
unaffiliated defendants. John and Rebecca Morgan filed a complaint on August 27, 2007 in the Horry
County Court of Common Pleas; Margaret Horne filed a complaint on September 6, 2007 in the
Spartanburg County Court of Common Pleas; Tawan Smalls filed a complaint on September 10, 2007 in
the Charleston County Court of Commons Pleas; Chadric and Lisa Wiley filed a complaint on
September 27, 2007 in the Richland County Court of Common Pleas; Mildred Weaver filed a complaint
on September 27, 2007 in the Darlington County Court of Common Pleas; Lisa Johnson and Gilbert
Herbert filed a complaint on October 2, 2007 in the Georgetown County Court of Common Pleas;
Kimberly Kinney filed a complaint on October 12, 2007 in the Marion County Court of Common Pleas;
and Carl G. Ferrell filed a complaint on October 30, 2008 (collectively the “South Carolina
Claimants”). The allegations and relief sought are similar in each case. Plaintiffs allege that the
Company’s South Carolina subsidiary violated the South Carolina Deferred Presentment Services Act
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and the Consumer Protection Code by failing to perform a credit check and evaluate a customer’s
ability to repay the advance. Each complaint seeks an injunction to prohibit the Company from
continuing its operations, the return of fees and interest, unspecified actual damages, punitive damages,
and attorneys’ fees and costs. Each of the lawsuits have been joined to ongoing litigation in the South
Carolina state court system pursuant to an order of the South Carolina Supreme Court consolidating
all cases brought against the industry. In December 2009, a group of industry defendants, including the
Company, reached an agreement in principle, subject to reaching a definitive agreement and obtaining
court approval, for the settlement and release of all claims brought by the South Carolina Claimants.
The Company incurred a charge of approximately $0.9 million to cover the estimated costs of that
settlement.

‘Other Matters

The Company is also involved in other litigation and administrative proceedings that are incidental
to its business, including, without limitation, regulatory enforcement matters, individual consumer
claims, contractual disputes, employee claims for workers’ compensation, wrongful termination,
harassment, discrimination, payment of wages due, and customer claims relating to collection practices
and violations of state and/or federal consumer protection laws.

SEC Investigation

On July 22, 2009, the Company was informed that Kenneth E. Compton, its President and Chief
Executive Officer, received a “Wells Notice” from the staff of the United States Securities and
Exchange Commission (the “SEC”). The Company understands that the staff intends to recommend
that the SEC file a civil injunctive action against Mr. Compton alleging that he violated Section 17(a)
of the Securities Act of 1933 and Section 10(b) of the Securities Exchange Act of 1934 and Rule 10b-5
thereunder in connection with alleged insider trading involving less than a material amount of losses
avoided by third parties selling Company stock during 2007. The Company did not receive a Wells
Notice and does not believe it is a subject of this investigation; however, the Company is obligated to
advance expenses incurred by Mr. Compton in connection with this matter.

Changes in Legislation
Ohio LegislationA

On November 24, 2008, the State of Ohio capped interest rates on cash advance loans and limited
the number of cash advances a customer may take in any one year. As a result of this legislation, the
Company began offering small loans pursuant to the Ohio Small Loan Act and check-cashing services.
The small loan product and check cashing services generate less revenue than the Company’s former
cash advance product and, as a result, the Company has closed some of its centers in Ohio. In the third
quarter of 2009, the Company began offering cash advances pursuant to the Ohio Second Mortgage -
Act.
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During the year ended December 31, 2009, the Company closed 63 centers in Ohio and scheduled
four centers for closure in 2010. The estimated cost to close these centers, including an impairment
charge of approximately $1.0 million, is approximately $ 2.3 million, of which $2.1 million was
recognized in the year ended December 31, 2009. For the year ended December 31, 2009, these
amounts are included in the income statement as an increase in other center expenses of $1.0 million, a
loss on impairment of fixed assets of $1.0 million, and an increase in center salaries and related payroll
costs of $0.1 million.

Virginia Legislation

A Virginia law that went into effect in January 2009 has substantially changed the loan terms for
cash advance services in Virginia, and severely restricted viable operations for short-term lenders. Since
the law went into effect the Company continued to offer cash advances in Virginia, but in conformance
with the new regulations and also offered an open-ended line of credit product. However, a subsequent
Virginia Corporation Commission ruling limits the Company’ ability to offer the open-ended lines of
credit product in Virginia effective March 1, 2010. As a result, the Company has decided to consolidate
its centers in Virginia.

During the year ended December 31, 2009, the Company closed 12 centers in Virginia and
scheduled another 58 centers for closure in the first quarter of 2010. The Company anticipates the cost
to close these centers, including an impairment charge of approximately $0.5 million, will range from
$1.8 million to $4.1 million, of which $0.8 million was recognized in the year ended December 31, 2009.
The remainder of the costs are expected to be recognized in year ended December 31, 2010. For the
year ended December 31, 2009, these amounts are included in the income statement as an increase in
other center expenses of $0.2 million, a loss on disposal of property and equipment of $0.1 million, and
a loss on impairment of fixed assets of $0.5 million.

If the Company closes all of its centers in Virginia the estimated closing costs, including severance,
center tear-down costs, lease termination costs, and the write-down of fixed assets will range from
$2.6 million to $7.1 million, and the collectability of advances and fees receivable in Virginia most likely
would be impaired. As of December 31, 2009, the net advances and fees receivable balance in Virginia
was approximately $12.3 million. At this time the Company is unable to determine the amount of
goodwill impairment, if any, that would result from the cessation of operations in Virginia.

Washington Legislation

In the State of Washington, a law became effective on January 1, 2010 that limits the number of
cash advances a customer may take in any one year, limits the advance amount that can be taken out
at any one time, and implements a statewide database to monitor the number of loans. The Company
believes this law will negatively impact its revenue and profitability. The Company complied with the
new law when it became effective on January 1, 2010. The Company may close or consolidate some or
all of its centers in Washington if it does not continue to be economically viable to operate all of its
centers.

During the year ended December 31, 2009, the Company closed 11 centers in Washington and
scheduled another nine centers for closure in 2010. The estimated cost to close these centers, including
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an impairment charge of approximately $0.1 million, is approximately $0.4 million, of which $0.1 million
was recognized in the year ended December 31, 2009. For the year ended December 31, 2009, these
amounts are included in the income statement as a loss on impairment of fixed assets of $0.1 million.

If the Company closes all of its centers in Washington, the estimated closing costs, including
severance, center tear-down costs, lease termination costs, and the write-down of fixed assets would
range from $2.5 million to $9.0 million, and the collectibility of advances and fees receivable in
Washington most likely would be impaired. As of December 31, 2009, the net advances and fees
receivable balance in Washington was approximately $9.0 million. At this time the Company is not able
to determine the amount of goodwill impairment, if any, that would result from the cessation of
operations in Washington.

South Carolina and Kentucky Legislation

A new law in South Carolina became effective January 1, 2010 that will, among other things,
implement a statewide database to monitor the number of loans made to customers within that state.
We believe this law will negatively impact our revenue and profitability in South Carolina. Although we
expect this law to have a negative impact on our operations in South Carolina, we expect our
operations to remain economically viable in that state.

A new law in Kentucky will become effective in the first half of 2010 that will, among other things,
implement a statewide database to monitor the number of loans made to customers within that state.
We believe this law will negatively impact our revenue and profitability in Kentucky. Although we
expect this law to have a negative impact on our operations in Kentucky, we expect our operations to
remain economically viable in that state.

Other Commitments and Contingencies

The Company is self-insured for certain elements of its employee benefits, including workers’
compensation, but limits its liability through stop-loss insurance. Self-insurance liabilities are based on
claims filed and estimates of claims incurred but not reported.

Substantially all center locations and certain office equipment are leased from third-party lessors
under operating leases. Total rent expense in 2007, 2008, and 2009 was $66.5 million, $67.2 million, and
$63.2 million, respectively. As of December 31, 2009, minimum future lease commitments under the
operating leases having non-cancelable lease terms in excess of one year are (in thousands):

Operating

_ Lease

2000 .. e e e e e e $ 58,949
200 . e e e e 41,998
2002 L e e e e 24,435
2003 L e e e e 8,525
1 1,985
Thereafter. . ... e e e e e 824
Operating lease obligations . . . .. .....covvt i $136,716
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The Company enters into agreements with vendors to purchase furniture, fixtures, and other items
used to open new centers and for marketing agreements. These purchase commitments typically extend
for a period of two to three months after the opening of a new center, up to one year for marketing
agreements, and three to four years for telephone and internet service agreements. As of December 31,
2009, the Company’s purchase obligations totaled approximately $8.2 million.

At December 31, 2009, the Company had approximately $2.2 million in unfunded commitments' to
lend to customers in Virginia under the line of credit product.

Under the terms of the Company’s agreement with its current third-party lender in Texas, the
Company is contractually obligated to reimburse the lender for the full amount of the loans and certain
related fees that are not collected from the customers—see Note 16.

13. Related Party Transactions

In January 2009, the Company entered into a one-year consulting arrangement with Mr. Tony S.
Colletti, a member of the Board of Directors, for his support of government relations initiatives on the
Company’s behalf in Illinois and Washington, D.C. Included in general and administrative expenses, for
the year ended December 31, 2009, are payments of approximately $274,000 related to this consulting
arrangement. In addition, in connection with his appointment to the Board of Directors in February
2009, Mr. Colletti was granted 15,000 shares of restricted stock with a fair market value of $16,650 and
a three-year vesting period. During the year ended December 31, 2009, approximately $5,000 was
included in general and administrative expense related to the amortization of this restricted stock grant.

On July 13, 2009, the Company entered into a one-year Aircraft Dry Lease Agreement with
Carabo Capital, LLC, an entity of which the Company’s current Chairman is a Member. Under the
Aircraft Dry Lease, the Company may use Carabo’s aircraft from time to time in exchange for one
dollar, standard usage expenses, and the Company’s fulfiliment of its obligations under the Aircraft Dry
Lease. For the year ended December 31, 2009, the Company paid Carabo Capital, LLC approximately
$20,000 in operating expenses in connection with the use of this aircraft by the Company ] Chalrman
for Company business.

In addition, under a time-share arrangement, the Company’s current Chairman and former
Chairman have used the Company’s aircraft for private purposes in exchange for the Company’s use of
an identical aircraft owned by the Company’s former Chairman and formerly owned, in part, by the
Company’s current Chairman. Included in accounts receivable at December 31, 2009 is approximately
$4,000 net receivable related to this arrangement.

The Company has entered into operating leases for aircraft hangar space and office space with
companies controlled by or affiliated with the Company’s former Chairman and members of his family.
Additionally, companies controlled by the Company’s current Chairman and/or former Chairman or in
which they had ownership interests, provided pilots, fuel and other operating services for the
Company’s aircraft.

The Company’s former Chairman has a brother who is a partner of a law firm that provided the
Company certain routine legal services during 2007, 2008, and 2009.
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The Company pays rent of $350 per month for office space used by the Company’s current
Chairman at an office building owned by the Company’s former Chairman.

The Company incurred costs and expenses of approximately $640,000 for the year ended
December 31, 2009, for the advancement of the expenses incurred by certain of the Company’s officers
and directors in connection with their responses to requests for information and subpoenas as part of
an investigation by the United States Securities and Exchange Commission (“SEC”) into alleged insider
trading by third parties in the Company’s securities. These costs were incurred by the Company
pursuant to indemnification agreements between the Company and certain officers and directors, which
agreements require the Company to advance expenses, and may require the Company to indemnify
those persons for damages, incurred by them in responding to the pending SEC investigation or
defending against any related enforcement proceedings, including the “Wells Notice” issued by the SEC
to the Company’s Chief Executive Officer on July 22, 2009.

Expenses related to all transactions with related parties consisted of the following (in thousands):

2007 2008 2009

ARrCraft. .. .o $183 $194 $ 168
Consulting . ........c.v i — — 274
Centerleases. ... ...ttt 53 5 —
Office and warehouse space leases .. .................. 61 51 1
Legal ...ttt e 41 32 720

Total . oo e e $338 $282 §1,163

14. Capital Stock

The Company’s Amended and Restated Certificate of Incorporation authorizes 250 million shares
of par value $.01 per share of common stock and 25 million shares of par value $.01 per share
preferred stock. Each share of common stock is entitled to one vote.

In July 2008, the Company completed the repurchase of its common stock under its stock
repurchase program that the Company’s Board of Directors approved on May 4, 2005, and twice
extended, once on August 16, 2006, and again on February 13, 2008, for a total of $225.0 million in
authorized repurchases. The following table provides certain information with respect to the stock
purchased under the Company’s approved stock repurchase program and stock surrendered by
employees to satisfy their tax obligations with respect to the vesting of shares of restricted stock
awarded pursuant to the Company’s 2004 Omnibus Stock Plan (in thousands).

Year Ended Year Ended Year Ended
December 31, 2007 December 31, 2008 December 31, 2009
Shares Dollars Shares Dollars Shares Dollars
Stock Repurchase Program .......... 6,502  $66,900 11,911  $88915 - — $—
Omnibus Stock Plan ............... 11 116 11 47 17 76
Total. ..ot 6,513  $67,016 11,922 $88962 17 $76

111



Advance America, Cash Advance Centers, Inc.

Notes to Consolidated Financial Statements (Continued)
December 31, 2007, 2008, and 2009

15. Quarterly Financial Information (unaudited)

Quarterly financial information for the years ended December 31, 2009 and 2008 is presented

below ($ in thousands, except per share data):

2009
Three months ended,

March 31 June 30 Sept 30 Dec 31 Total Year
Total revenues .. ........ovvviivnnnn..n $156,393  $150,124 $167,920 $173,239 $647,676
Total center expenses . . ................. 111,994 125,464 124,642 123,456 485,556
Center gross profit . . . .................. 44,399 24,660 43,278 49,783 162,120
Total corporate and other expenses . . ....... 18,683 15,975 22,562 17,387 74,607
Income before income taxes .............. 25,716 8,685 20,716 32,396 87,513
Income tax expense .................... 10,573 2,043 8,135 12,559 33,310
Netincome . ........cviiinn... $ 15143 $ 6,642 $ 12,581 § 19,837 $ 54,203

Net income per common share ’
—basic........ . e $ 025 $ o011 $§ 021 $ 033 $§ 089
—diluted ......... ... .. .. $ 025 $ 011 $ 020 $ 032 $ 088

2008
Three months ended,
March 31 June 30 Sept 30 Dec 31 Total Year
Total revenues . .............c.covn... $165,456 $162,142 $173,861 $174,977 $676,436
Total center expenses . .. ................ 119,641 126,248 136,432 136,456 518,777
Center grossprofit . . ................... 45,815 35,894 37,429 38,521 157,659
Total corporate and other expenses . . ....... 20,152 19,393 22,285 23,818 85,648
Income before income taxes . ............. 25,663 16,501 - 15,144 14,703 72,011
Income tax expense . ................... 10,859 7,227 6,689 8,765 33,540
Netincome ..........c.oouuunnn. ... $14804 $ 9274 $§ 8455 § 5938 $ 38471
Net income per common share

—basiC. ... $ 021 $§ 014 $ 014 $ 010 $ 0.60
—diluted ......... ... ... ... ... $ 021 $ 014 $ 014 $ 010 $ 0.60

16. Transactions with Variable Interest Entities

The Company conducts business in Texas through a wholly owned subsidiary registered as a Credit
Services Organization (“CSO”) under Texas law. In connection with operating as a CSO, the Company
entered into a credit services organization agreement with an unaffiliated third-party lender in 2005.
The agreement governed the terms by which the Company referred customers in Texas to that lender,
on a non-exclusive basis, for a possible extension of credit, processed loan applications and committed
to reimburse the lender for any loans or related fees that were not collected from such customers.

During the fourth quarter of 2007, the Company terminated its agreement with this lender (the

“former lender”) and entered into a new agreement with another unaffiliated third-party lender (the
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“current lender”) with substantially similar terms and conditions as the CSO Agreement with the
former lender.

The Company had determined that the former lendér was a variable interest entity (“VIE”) under
ASC 815-10-65 Variable Interest Entities” and had also determined that the Company was the primary
beneficiary of this VIE. As a result, the Company consolidated the former lender into the Company’s
financial statements for the year ended December 31, 2007 (for the period in 2007 prior to the CSO
Agreement termination date).

The Company has determined that the current lender is also a VIE but that the Company is not
the primary beneficiary of this VIE. Therefore, the Company has not consolidated the current lender in
2008 or 2009.

The impact of the consolidation of the former lender on the Company’s consolidated statements of
income for the year ended December 31, 2007 (for the period prior to the termination date) was to
increase (decrease) the following income statement accounts as follows (in thousands):

2007
TOtal TEVEMUES « « v v v v e e e e e e e e $ 3,508
Provision for doubtful accounts . ........... ... ... .. ... ... (1,132)
Other center eXpenses . . .. ..o v vttt in e e e 913
Interest EXpense . .. ... . ... e 2,517
Income tax EXPEnse . . . ..ot e 504
Income of consolidated variable interest entity . .................... 706

Under the terms of the Company’s agreement with its current third-party lender, the Company is
contractually obligated to reimburse the lender for the full amount of the loans and certain related fees
that are not collected from the customers. As of December 31, 2008 and 2009, the third-party lender’s
outstanding advances and interest receivable (which were not recorded on the Company’s balance
sheet) totaled approximately $18.2 million and $19.7 million, respectively, which is the amount the
Company would be obligated to pay the third-party lender if these amounts were to become
uncollectible. Additionally, if these advances were to become uncollectible, the Company would also be
required to pay the third-party lender all related NSF fees and late fees on these advances.

Because of the Company’s economic exposure for losses related to the third-party lender’s
advances and interest receivable, the Company has established an accrual for third-party lender losses
to reflect the Company’s estimated probable losses related to uncollectible third-party lender advances.
The accrual for third-party lender losses that was reported in the Company’s balance sheet at
December 31, 2008 and 2009 was approximately $4.0 million and $4.5 million, respectively and was
established on a basis similar to the allowance for doubtful accounts.

17. Loss on Impairment of Assets

During the year ended December 31, 2009, the Company closed approximately 220 centers,
including all of its 24 centers in New Hampshire, and identified approximately 100 other centers,
including 58 in Virginia, for closure in 2010. The impairment charge related to these centers was
approximately $3.0 million, which represents the write-down of the undepreciated costs of the fixed
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assets. The estimated cost to close these centers, including the impairment charge, is approximately
$8.2 million to $11.3 million, of which approximately $6.7 million was recognized during the year ended
December 31, 2009. These amounts are included in the income statement as a $3.2 million increase in
other center expenses, $0.3 million in loss on disposal of property and equipment, $3.0 million in loss
on impairment of assets, $0.4 million increase in center salaries and related payroll costs, and a
decrease in occupancy cost of $0.2 million.

18. Subsequent Events

On February 17, 2010, our Board of Directors declared a quarterly cash dividend of $0.0625 per
common share, payable on March 5, 2010, to stockholders of record on February 23, 2010.

On February 17, 2010, the Company announced that it will be closing 58 of its 139 centers in
Virginia due to the impact on profitability on the Company’s centers resulting from recent changes in
Virginia law. The Company estimates that the costs associated with consolidating its operations in
Virginia will range from $1.5 to $3.8 million, and anticipates that the majority of these charges will be
incurred during the first quarter of 2010. A charge of $0.5 million associated with these closings is
included in the income statement as a loss on impairment of fixed assets for the year ended
December 31, 2009.
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None.

ITEM 8A. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of our disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”)) as of December 31, 2009. Based upon this evaluation, our Chief Executive Officer and Chief
Financial Officer concluded that, as of December 31, 2009, our disclosure controls and procedures are
effective to ensure that information required to be disclosed by us in reports that we file or submit
under the Exchange Act is recorded, processed, summarized, and reported within the time periods
specified in the Securities and Exchange Commission rules and forms and such information is
accumulated and communicated to management, including our Chief Executive Officer and Chief
Financial Officer, as appropriate, to allow timely decisions regarding required disclosure.

Management’s Report on Internal Control over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over
financial reporting (as defined in Rule 13a-15(f) under the Securities Exchange Act of 1934). 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. Our 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 our transactions and
dispositions of our assets; (ii) provide reasonable assurance that transactions are recorded as necessary
to permit preparation of our financial statements in accordance with generally accepted accounting
principles in the United States of America, and that our receipts and expenditures are being made only
in accordance with authorizations of our management and directors of the Company; and (iii) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of our assets that could have a material effect on our 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.

Our management assessed the effectiveness of our internal control over financial reporting based
on the framework in Internal Control—Integrated Framework, issued by the Committee of Sponsoring
Organizations of the Treadway Commission. Based on this assessment, management concluded that our
internal control over financial reporting was effective as of December 31, 2009.

The effectiveness of the Company’s internal control over financial reporting as of December 31,
2009 has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting
firm, as stated in their report which appears in “Item 7. Financial Statements and Supplementary
Data.”

Additionally, as required by Section 303A.12(a) of the New York Stock Exchange (“NYSE”) Listed
Company Manual, the Registrant’s Chief Executive Officer filed a certificate with the NYSE on
June 10, 2009 reporting that he was not aware of any violation by us of the NYSE’s Corporate
Governance listing standards. The certifications of the President and Chief Executive Officer and the
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Executive Vice President and Chief Financial Officer under Section 302 of the Sarbanes-Oxley Act of
2002, regarding the quality of the Company’s disclosure in this 2009 Annual Report on Form 10-K,
have been filed as exhibits 31(i)(A) and 31(i)(B) hereto.

ITEM 8B. OTHER INFORMATION.

None.
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PART 111
ITEM 9. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.
Executive Officers

Our executive officers, their ages at March 5, 2010, and their positions with us are set forth below.
Our executive officers are elected by and serve at the discretion of our Board of Directors.

Name 1}5 Position
Kenneth E. Compton ............ 57 President and Chief Executive Officer
J. Patrick O’Shaughnessy.......... 44  Executive Vice President and Chief Financial Officer

Kenneth E. Compton has served as our President and Chief Executive Officer since August 26, 2005.
From February 1992 to February 2005, Mr. Compton was President of the Global Automotive Group
for Milliken & Company, an international textile and chemical manufacturer headquartered in
Spartanburg, South Carolina. In this capacity, Mr. Compton was responsible for the management and
operations of multiple manufacturing facilities worldwide. Prior to his role as President of the Global
Automotive Group, Mr. Compton held various management positions within Milliken & Company.

J. Patrick O’Shaughnessy has served as our Executive Vice President and Chief Financial Officer
since August 2007. Prior to joining the Company, Mr. O’Shaughnessy worked as an investment banker
focusing on financing and merger and acquisition transactions, with a concentration in the consumer
and industrial services industries, most recently as a partner at Thomas Weisel Partners LLC (“Thomas
Weisel”). Prior to joining Thomas Weisel, Mr. O’Shaughnessy spent much of his career at Donaldson,
Lufkin & Jenrette Securities Corporation (“DLJ”") and with Credit Suisse First Boston, where he
remained after its acquisition of DLJ until 2002,

Other Information

The information set forth under the captions “Election of our Board of Directors,” “Principal
Stockholders—Section 16(a) Beneficial Ownership Reporting Compliance” and “Corporate
Governance—Meeting and Committees of the Board of Directors—Audit Committee” in the proxy
statement for our 2010 annual meeting is incorporated herein by reference.

We have a Code of Business Conduct and Ethics that applies to all of our directors, officers and
employees, including our principal executive officer, principal financial officer, and principal accounting
officer. You can find our Code of Business Conduct and Ethics by going to the following website
address: htip://investors.advanceamerica.net and clicking “Code of Conduct.” We will post on our website
(http://www.advanceamerica.net) any amendments to the Code of Business Conduct and Ethics, as well
as any waivers that are required to be disclosed by the rules of either the U.S. Securities and Exchange
Commission (“SEC”) or the New York Stock Exchange. You can also obtain a printed copy of any of
the materials referred to above without charge by contacting us at the following address and requesting
a copy:

Advance America, Cash Advance Centers, Inc.
Attention: Corporate Secretary

135 North Church Street

Spartanburg, South Carolina 29306

Telephone: 864-342-5600
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ITEM 10. EXECUTIVE COMPENSATION.

Information contained under the captions “Executive and Director Compensation,”
“Compensation Committee Report” and “Corporate Governance—Meetings and Committees of the
Board of Directors—Compensation Committee Interlocks and Insider Participation” in the proxy
statement for our 2010 annual meeting is incorporated herein by reference.

ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS.
The information set forth under the caption “Principal Stockholders” in the proxy statement for
our 2010 annual meeting is incorporated herein by reference.
ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE.

The information set forth under the captions “Certain Transactions” and “Corporate
Governance—Independent Directors” in the proxy statement for our 2010 annual meeting is
incorporated herein by reference.

ITEM 13. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

~ Information contained under the caption “Appointment of Our Independent Registered Public
Accounting Firm” in the proxy statement for our 2010 annual meeting is incorporated herein by
reference.
PART IV
ITEM 14. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.
(a)(1) Financial Statements
The information required by this Item is included in “Item 7. Financial Statements and
Supplementary Data.”
(a)(2) Financial Statement Schedules

All schedules for which provision is made in the applicable accounting regulations of the SEC have
been omitted because they are not required under the related instructions, are not applicable, or the
information has been provided in the consolidated financial statements or the notes thereto, included in
“Item 7. Financial Statements and Supplementary Data.”

(a)(3) Exhibits:

The exhibits to this report are listed in the Exhibit Index included elsewhere herein. Included in
the exhibits listed are the following exhibits that constitute management contracts or compensatory
plans or arrangements of the Company:

10.2(a) 2004 Omnibus Stock Plan.

10.2(b) Form of Restricted Stock Agreement.

10.2(c) Form of Nonqualified Stock Option Agreement.
10.3 Form of Registration Rights Agreement.
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104

10.5

10.7

10.8
10.12
10.13
10.14

10.15

10.16
10.17
10.18

10.20

Nonqualified Stock Option Agreement between Advance America, Cash Advance
Centers, Inc. and Kenneth E. Compton, dated as of October 27, 2005.

Restricted Stock Agreement between Advance America, Cash Advance Centers, Inc. and
Kenneth E. Compton, dated as of October 27, 2005.

Advance America, Cash Advance Centers, Inc. Policy Regarding Receipt of Company Stock
in Lieu of Cash Director’s Fees.

Description of Compensation Arrangement for Non-executive Directors.
Summary of Terms of Arrangement for Personal Use of Aircraft by Kenneth E. Compton.
Description of 2007 Cash Bonus Arrangement for Named Executive Officers.

Separation Agreement and General Release between Advance America, Cash Advance
Centers, Inc. and John I. Hill, dated as of August 28, 2007.

Offer letter between Advance America, Cash Advance Centers, Inc. and Patrick
O’Shaughnessy, dated as of August 20, 2007.

Description of 2008 Cash Bonus Arrangement for Named Executive Officers.
Description of 2009 Cash Bonus Arrangement for Named Executive Officers.

Professional Services Agreement between Advance America, Cash Advance Centers, Inc. and
Tony S. Colletti d/b/a Colletti & Associates dated February 19, 2009.

Description of 2010 Cash Bonus Arrangements for Named Executive Officers.

(b) Exhibits

Exhibit :
Number Description
3()) Amended and Restated Certificate of Incorporation of the registrant (incorporated herein
by reference to Exhibit 3.1 to Advance America, Cash Advance Centers, Inc.’s Registration
Statement, on Form S-1, Registration No. 333-118227 (the “IPO Registration Statement™)).
3(ii) Amended and Restated Bylaws of the registrant effective as of October 24, 2007
(incorporated herein by reference to Exhibit 3.1 to Advance America, Cash Advance
Centers, Inc.’s Current Report on Form 8-K dated October 24, 2007).
4.1 Specimen common stock certificate (incorporated herein by reference to Exhibit 4.1 to the
IPO Registration Statement).

10.1(a) Amended and Restated Credit Agreement, dated as of March 24, 2008 (the “2008 Credit

Facility”) (incorporated herein by reference to Exhibit 10.1 to Advance America, Cash
~ Advance Centers, Inc.’s Quarterly Report on Form 10-Q for the quarter ended March 31,
2008).

10.1(b)  First Amendment, dated as of June 26, 2008, to the 2008 Credit Facility (incorporated
herein by reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s
Quarterly Report on Form 10-Q for the quarter ended June 30, 2008).

10.2(a) 2004 Omnibus Stock Plan (incorporated herein by reference to Exhibit 10.5(a) to the TPO
Registration Statement).

10.2(b) Form of Restricted Stock Agreement (incorporated herein by reference to Exhibit 10.5(b)

to the IPO Registration Statement).
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Exhibit
Number

Description

10.2(c)

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10,10

10.11

10.12

10.13

10.14

10.15

Form of Nonqualified Stock Option Agreement (incorporated herein by reference to
Exhibit 10.3 to Advance America, Cash Advance Centers, Inc.’s Current Report on
Form 8-K filed on November 3, 2005 (the “November 2005 8-K”)).

Form of Registration Rights Agreement (incorporated herein by reference to Exhibit 10.6
to the IPO Registration Statement).

Nonqualified Stock Option Agreement between Advance America, Cash Advance
Centers, Inc. and Kenneth E. Compton, dated as of October 27, 2005 (incorporated herein
by reference to Exhibit 10.1 to the November 2005 8-K).

Restricted Stock Agreement between Advance America, Cash Advance Centers, Inc. and
Kenneth E. Compton, dated as of October 27, 2005 (incorporated herein by reference to
Exhibit 10.2 to the November 2005 8-K).

Form of Indemnification Agreement (incorporated herein by reference to Exhibit 10.11 to
the TPO Registration Statement).

Advance America, Cash Advance Centers, Inc. Policy Regarding Receipt of Company Stock
in Lieu of Cash Director’s Fees (incorporated herein by reference to Exhibit 99.1 to
Advance America, Cash Advance Centers, Inc.’s Current Report on Form 8-K filed on
February 23, 2006).

Description of Compensation Arrangement for Non-executive Directors (incorporated
herein by reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s
Current Report on Form 8-K filed on October 29, 2009).

Aircraft Dry Lease by and between Advance America, Cash Advance Centers, Inc. and
Arizona, LLC, dated as of May 9, 2006 (incorporated herein by reference to Exhibit 10.2 to
Advance America, Cash Advance Centers, Inc.’s Current Report on Form 8-K filed on
November 22, 2006 (the “November 2006 8-K”)).

Aircraft Dry Lease by and between Advance America, Cash Advance Centers, Inc. and
Arizona, LLC, dated as of June 15, 2005 (incorporated herein by reference to Exhibit 10.3
to the November 2006 8-K).

Summary of Terms of Reciprocal Use Agreement by and between Advance America, Cash
Advance Centers, Inc. and Arizona, LLC (incorporated herein by reference to Exhibit 10.1
to the November 2006 8-K).

Summary of Terms of Arrangement for Personal Use of Aircraft by Kenneth E. Compton
(incorporated herein by reference to Exhibit 10.4 to the November 2006 8-K).

Description of 2007 Cash Bonus Arrangement for Named Executive Officers (incorporated
herein by reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s
Current Report on Form 8-K filed on February 26, 2007).

Separation Agreement and General Release between Advance America, Cash Advance
Centers, Inc. and John 1. Hill, dated as of August 28, 2007 (incorporated herein by
reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s Current
Report on Form 8-K filed on September 7, 2007).

Offer letter between Advance America, Cash Advance Centers, Inc. and Patrick
O’Shaughnessy, dated as of August 20, 2007 (incorporated herein by reference to
Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s Current Report on
Form 8-K filed on August 24, 2007).
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Exhibit
Number

Description

10.16

10.17

10.18

10.19

10.20

21.1
23.1
3131)(A)

31()(B)

321

322

Description of 2008 Cash Bonus Arrangement for Named Executive Officers (incorporated
herein by reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s
Current Report on Form 8-K filed on February 20, 2008).

Description of 2009 Cash Bonus Arrangement for Named Executive Officers (incorporated
herein by reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s
Current Report on Form 8-K filed on February 25, 2009).

Professional Services Agreement between Advance America, Cash Advance Centers, Inc.
and Tony S. Colletti d/b/a Colletti & Associates dated February 19, 2009 (incorporated
herein by reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s
Quarterly Report on Form 10-Q filed on May 11, 2009).

Aircraft Dry Lease by and between Advance America, Cash Advance Centers, Inc. and
Carabo Capital, LLC dated as of July 13, 2009 (incorporated herein by reference to
Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s Quarterly Report on
Form 10-Q filed on November 9, 2009)..

Description of 2010 Cash Bonus Arrangement for Named Executive Officers (incorporated
herein by reference to Exhibit 10.1 to Advance America, Cash Advance Centers, Inc.’s
Current Report on Form 8-K filed on February 19, 2010).

Subsidiaries of the registrant.
Consent of PricewaterhouseCoopers LLP.

Certification of Principal Executive Officer pursuant to Rules 13a-14(a) and 15d-14(a)
under the Securities and Exchange Act of 1934, as amended.

Certification of Principal Financial Officer pursuant to Rules 13a-14(a) and 15d-14(a) under
the Securities and Exchange Act of 1934, as amended.

Certification of Chief Executive Officer of Advance America, Cash Advance Centers, Inc.
pursuant to 18 U.S.C. Section 1350 (Adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002).

Certification of Chief Financial Officer of Advance America, Cash Advance Centers, Inc.
pursuant to 18 U.S.C. Section 1350 (Adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002).

(c) Financial Statement Schedules

None.
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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, on the 8" day of March, 2010.

indicated.

Signature

/s/ WILLIAM M. WEBSTER, IV

William M. Webster, IV

/s/ KENNETH E. COMPTON

Kenneth E. Compton

/s/ J. PATRICK O’SHAUGHNESSY

J. Patrick O’Shaughnessy

/s/ STEPHEN K. BENJAMIN

Stephen K. Benjamin

/s/ ROBERT H. CHAPMAN, III

Robert H. Chapman, III

/s/ ToNY S. COLLETTI

Tony S. Colletti

/s/ THOMAS E. HANNAH

Thomas E. Hannah

ADVANCE AMERICA,

CASH ADVANCE CENTERS, INC.

By: /s/ KENNETH E. COMPTON

Kenneth E. Compton
President and Chief Executive Officer

Pursuant to the requirement 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 and on the dates

Title

Chairman of the Board and Director

President and Chief Executive Officer
(Principal Executive Officer) and
Director

Executive Vice President and Chief
Financial Officer (Principal Financial
Officer and Principal Accounting Officer)
and Director

Director

Director

Director

Director

122

Date

March 8, 2010

March 8, 2010

March 8, 2010

March 8, 2010

March 8, 2010

March 8, 2010

March 8, 2010



Signature Title Date

/s/ DONOVAN A. LANGFORD, III

; Director March 8, 2010
Donovan A. Langford, III

/s/ W. OLIN NISBET

- Direcfor March 8, 2010
W. Olin Nisbet
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BOARD OF DIRECTORS

William M. Webster, IV

Chairman

Advance America, Cash
Advance Centers, Inc.

Kenneth E. Compton

President and Chief
Executive Officer

Advance America, Cash
Advance Centers, Inc

J. Patrick O’Shaughnessy

Executive Vice President and
Chief Financial Officer

Advance America, Cash
Advance Centers, Inc.

Robert H. Chapman, III (1)(3)
Chairman and

Chief Executive Officer
Inman Mills

Tony S. Colletti
Principal
Colletti & Associates

Gardner G. Courson (2)
Attorney
FSB Legal Counsel

Anthony T. Grant
Chief Executive Officer
Grant Business Strategies, Inc.

Thomas E. Hannah (2)(3)

Chief Executive Officer and
President

USLC, Southport Sourcing

Donovan A. Langford, III (1)(2)
Vice President
WMX, Inc.

W. Olin Nisbet (1)(3)
Partner
Lions Gate Capital, LLC

(1) Member of Audit Committee

(2) Member of Nominating and
Corporate Governance Committee

(3) Member of Compensation
Committee

MANAGEMENT TEAM

Kenneth E. Compton
President and
Chief Executive Officer

J. Patrick O’Shaughnessy
Executive Vice President and
Chief Financial Officer

W. Thomas Newell, Esq.
Vice President Legal &
Regulatory

Ladson F. Belcher

Senior Vice President
North American Field
Operations

Blair Biggerstaff
Vice President of
UK Operations

Richard A. Fadel, Jr.
Zone Executive

Jennifer G. Rodriguez
Zone Executive

George S. Leishman
Zone Executive

CORPORATE
HEADQUARTERS

Advance America, Cash
Advance Centers, Inc.
135 North Church Street
Spartanburg, SC 29306
www.advanceamerica.net

REGISTERED PUBLIC
ACCOUNTING FIRM

PricewaterhouseCoopers LLP
Charlotte, North Carolina

ANNUAL MEETING OF
STOCKHOLDERS

May 20, 2010; 9:00 AM EDT

Advance America, Cash
Advance Centers, Inc.

135 North Church Street

Spartanburg, SC 29306

TRANSFER AGENT AND
REGISTRAR

Our transfer agent, Wells Fargo
Bank, N.A.,, can assist you with
stock-related questions,
including stock certificates, stock
transfers, name change or
change of address.

Within the U.S.: 800-468-9716
Outside the U.S.: 651-450-4064

Or you may write to:

Advance America, Cash
Advance Centers, Inc.

c/o Wells Fargo Shareowner
Services

P. O..Box 64874

St. Paul, MN, 55164-0874

Or you may sign on to Share-
holder Online at:
www.shareowneronline.com

STOCK EXCHANGE
LISTING

Our common stock is listed on
the New York Stock Exchange
under the symbol AEA.

ADDITIONAL FINANCIAL
INFORMATION

For further information about
Advance America, Cash
Advance Centers, Inc.,
additional copies of this booklet,
our Form 10-K, or other
financial information without
charge, visit the Investor
Relations section of the
Advance America, Cash
Advance Centers, Inc. website at
www.advanceamerica.net and
click on “Information
Requests.”
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