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PART 1
Item 1. Business.

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

COMPANY OVERVIEW

Our vision is to be the best at helping small businesses and financial institutions grow. Through our various businesses
and brands, we help small businesses and financial institutions better grow, operate and protect their businesses. We
employ a multi-channel strategy to provide a suite of life-cycle driven solutions to our customers. We use printed and
electronic marketing, a direct sales force, financial institution and telecommunication client referrals, purchased search
results from online search engines, and independent distributors and dealers to promote and sell a wide range of
customized products and services. Over the past 24 months, our Small Business Services segment has provided
products and services to over four million small business customers and our Direct Checks segment has provided
products and services to more than eight million consumers. Through our Financial Services segment, we provide
products and services to approximately 5,700 financial institution clients. Our product and service offerings are
comprised of the following:

Checks — We remain one of the largest providers of checks in the United States, both in terms of revenue and the
number of checks produced. Checks account for the majority of the revenue in our Financial Services and Direct
Checks segments and represented 45.4%, 47.2% and 48.3% of our Small Business Services segment's revenue in
2012, 2011 and 2010, respectively.

Forms — Our Small Business Services segment is a leading provider of printed forms to small businesses including
deposit tickets, billing forms, work orders, job proposals, purchase orders, invoices and personnel forms. This segment
also offers computer forms compatible with accounting software packages commonly used by small businesses.

Forms sold by our Financial Services and Direct Checks segments include deposit tickets and check registers.

Accessories and other products — Small Business Services provides products which are designed to supply small
business owners with the customized documents necessary to efficiently manage their business including envelopes,
office supplies, stamps and labels, as well as retail packaging supplies. Our Financial Services and Direct Checks
segments offer checkbook covers and stamps.

Marketing solutions — All three of our segments offer products and services that help small businesses and/or financial
institutions promote their businesses and acquire customers. Our Small Business Services segment offers services
such as web design, hosting and other web services, logo design, search engine optimization and marketing, social
media marketing, and digital printing services designed to fulfill the sales and marketing needs of small businesses, as
well as products such as business cards, greeting cards, postcards, brochures and apparel. Financial Services offers
various customer acquisition programs and marketing communications services, while Direct Checks provides
package insert programs under which companies' marketing materials are included in our check packages.

Other services — All three of our segments provide fraud protection and security services. In addition, our Small
Business Services segment offers payroll services, and Financial Services provides financial institution profitability
and risk management services.
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Revenue, by product and service category, as a percentage of consolidated revenue for the years ended December 31

was as follows:

Checks, including contract settlements
Marketing solutions, including services
Forms

Accessories and other products

Other services

Total revenue

2012
58.7
13.6
13.2
9.2
53
100.0

%
%
%
%
%
%

2011
61.5
10.6
13.8
9.0
5.1
100.0

%
%
%
%
%
%

2010
63.9
9.0
13.9
8.8
44
100.0
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BUSINESS SEGMENTS

Our business segments are generally organized by type of customer and reflect the way we manage the company.
Additional information concerning our segments appears under the caption “Note 16: Business segment information” of
the Notes to Consolidated Financial Statements appearing in Item 8 of this report.

Small Business Services

Small Business Services operates under various brands including Deluxe®, NEBS®, Safeguard®, McBee®,
PsPrint®, Stephen-Fossler, Hostopia®, Logo Mojo®, Aplus.netSM, MerchEngines.comSM and OrangeSodaSM. This is
our largest segment in terms of revenue and operating income and we are concentrating on profitably growing this
segment. Small Business Services strives to be a leading supplier to small businesses by providing personalized
products and services that help them grow, operate and protect their businesses. This segment sells products and
services to small businesses in North America and portions of South America and Europe.

The majority of Small Business Services products are distributed through more than one channel. Our primary
channels are direct response advertising via mail and the internet, referrals from financial institutions and
telecommunications clients, Safeguard distributors, a network of independent local dealers, and a direct sales force
which focuses on major accounts. These efforts are supplemented by the account development efforts of an outbound
telemarketing group. We continue to shift a portion of our advertising to the internet as our customers are increasingly
using the internet to procure products and services. Customer service for initial order support, product reorders and
routine service is provided by a network of call center representatives located throughout the United States and
Canada.

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

Acquire new customers by leveraging customer referrals that we receive from our Financial Services segment's
financial institution clients and our telecommunications clients, as well as from other marketing initiatives, including
internet and direct mail solicitations;

€xpand sales of higher growth marketing solutions and other services;

Increase our share of the amount small businesses spend on the types of products and services in our portfolio through
increased brand awareness and improved customer segmentation and analytics; and

Continue to optimize our cost and expense structure.

We continue to invest in several key enablers to achieve our strategies and reposition Small Business Services as not
just a provider of business checks and printed forms, but also a provider of higher growth marketing solutions and
other services. These key enablers include strengthening our portfolio of products and services, attracting new
customers, improving our use of technology, growing our distributor and major accounts networks, and enhancing
brand awareness and positioning.

We continue to refresh portions of our existing product offerings and have improved some of our newer service
offerings, which we believe creates a more valuable suite of products and services. We have also identified
opportunities to expand sales to our existing customers and to acquire new customers. Continued investment in our
e-commerce platforms increases our opportunities to market and sell on-line. Also important to our growth are the
small business customer referrals we receive through our Deluxe Business Advantage® program, which provides a fast
and simple way for financial institutions to offer expanded personalized service to small businesses. Our relationships
with financial institutions are important in helping us more deeply serve unique customer segments such as
contractors, retailers and professional services firms.
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In recent years, we have acquired companies which allow us to expand our marketing solutions and other services
offerings, including additional web services, web-to-print capabilities and internet marketing services. We expect
sales of these higher growth products and services will continue to represent an increasing portion of our revenue.
Specifically, during May 2012, we acquired OrangeSoda, Inc., a provider of internet marketing services specializing
in search, mobile and social media campaign strategies for small businesses, and in July 2011, we acquired PsPrint,
LLC a web-to-print solutions company that provides online print marketing and promotional services for small
businesses.

During the past several years, we have increased our investment in promoting and strengthening the Deluxe brand to
increase brand awareness and loyalty. During 2012, we examined our marketing strategies, held focus groups, looked
at large research studies, and shadowed small business owners while they worked. Through these efforts, we learned
that the primary motivator for today's small business owner has shifted from business growth to personal satisfaction.
This insight formed the basis of our new brand awareness campaign, the redesign of our Deluxe.com website and
updated training for our call center sales representatives. In late 2012, we implemented our new “Work Happy”
advertising campaign intended to encourage small business owners to view us as a business partner who can provide
many of the key elements they need to operate and promote their business, so the owners can focus instead on doing
what they love and “Work Happy.”
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As in our other two business segments, we continue our efforts within Small Business Services to simplify processes,
eliminate complexity and lower costs. During 2012, we closed our Rockford, Illinois printing facility and consolidated
the work into other facilities. During 2011, we closed our Crystal Lakes, Illinois business products fulfillment center,
moving its operations into another facility, and in 2010, we closed our Colorado Springs, Colorado customer call
center, moving the work to other facilities.

Financial Services

Financial Services' products and services are sold through multiple channels, including a direct sales force, to financial
institution clients nationwide, such as banks, credit unions and financial services companies. Our check supply
relationships with financial institutions are generally formalized through contracts which usually range in duration
from three to six years. As part of our check programs, we provide enhanced services such as customized reporting,
file management and expedited account conversion support. Consumers and small businesses typically submit their
check order to their financial institution, which then forwards the order to us. We process the order and ship it directly
to the consumer or small business. Financial Services produces a wide range of check designs, with many consumers
preferring one of the dozens of licensed or cause-related designs we offer, including Disney®, Warner Brothers®,
Garfield®, Harley-Davidson®, NASCAR®, PGA TOUR®, Thomas Kinkade®, Susan G. Komen for the Cure® and
National Arbor Day Foundation®.

Our strategies within Financial Services are as follows:

Optimize core check revenue streams and acquire new clients;
€xpand sales of higher growth marketing solutions and other services that differentiate us from the competition; and
Continue to optimize our cost and expense structure.

We continue to focus on client retention and on acquiring new clients. We added a new large financial institution
client in the first quarter of 2012 and in the third quarter of 2010. We are also advancing our marketing solutions and
other services offerings with customer acquisition, risk management, and other new services. During April 2011, we
acquired Banker's Dashboard, LLC, which provides online financial management tools that provide banks with a
comprehensive daily view of their financial picture. In March 2010, we purchased substantially all of the assets of
Cornerstone Customer Solutions, LLC, a full-service, marketing solutions provider specializing in the development
and execution of analytics-driven direct marketing programs. We also continue to leverage our Deluxe Business
Advantage program which is designed to maximize financial institution business check programs. It offers the
products and services of our Small Business Services segment to the small business customers of financial institutions
through a number of service level options. The revenue from the products and services sold through this program is
reflected in our Small Business Services segment.

In our efforts to expand beyond check-related products, we deliver several marketing solutions and other services
offerings, including:

Marketing solutions — a variety of strategic and tactical marketing solutions which help financial institutions acquire
new customers, deepen existing customer relationships and retain customers, including Cornerstone SolutionsSM,
analytics-driven direct marketing programs, and SwitchAgentSM, a proprietary service allowing consumers to easily
switch from one financial institution to another.

Banker's Dashboard® — online financial management tools that provide financial institutions with a comprehensive
daily view of their financial picture.

Deluxe ProventSM — a comprehensive suite of identity protection services.

Deluxe Detect® — a new account applicant screening tool.
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We expect providing products and services that differentiate us from the competition will help partially offset the
impacts of the decline in check usage and the competitive pricing pressures we are experiencing in our check
programs. As such, we also continue to focus on accelerating the pace at which we introduce new products and
services.

As in our other two business segments, Financial Services continues to simplify processes, eliminate complexity and
lower costs. During 2011, we closed our Financial Services customer call center located in Phoenix, Arizona, moving
the work to other facilities.

Direct Checks

Direct Checks is the nation's leading direct-to-consumer check supplier, selling under various brand names including
Checks Unlimited®, Designer® Checks, Checks.com, Check Gallery®, The Styles Check Company®, and Artistic
Checks®, among others. Through these brands, we sell our products and services directly to consumers using direct
response marketing.

We use a variety of direct marketing techniques to acquire new customers, including newspaper inserts, in-package
advertising, statement stuffers and co-op advertising. We also use search engine marketing and search engine
optimization

5
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strategies to direct traffic to our websites, which include: checksunlimited.com, designerchecks.com, checks.com,
4checks.com, checkgallery.com, styleschecks.com, and artisticchecks.com, among others.

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

Our strategies within Direct Checks are as follows:

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

In April 2010, we acquired Custom Direct, Inc., a provider of direct-to-consumer checks. We have leveraged this
acquisition to build a best-in-class, direct-to-consumer check experience. Additionally, we continue to identify
opportunities to lower our cost and expense structure in all functional areas, particularly in the areas of marketing and
fulfillment. We continue to actively market our products and services through targeted advertising, including a
continued focus on the internet channel. We continue to explore avenues to increase sales to existing customers. One
example is our EZShield™ offering, a check protection service that provides reimbursement to consumers for losses
resulting from forged signatures or endorsements and altered checks.

As in our other two business segments, Direct Checks continues to simplify processes, eliminate complexity and
lower costs. During 2012, we consolidated our Little Rock, Arkansas and Joppa, Maryland call centers into our
Colorado Springs call center and closed our Joppa, Maryland printing facility, moving the production to other
facilities.

MANUFACTURING AND FULFILLMENT

We continue to focus on improving the customer experience by providing excellent service and quality, reducing costs
and increasing productivity. We accomplish this by embedding lean operating principles in all processes while
emphasizing a culture of continuous improvement. Under this approach, employees work together to produce
products, rather than working on individual tasks in a linear fashion. Because employees assume more ownership of
the end product, the results are improved productivity and lower costs.

We have demonstrated our commitment to innovative technology solutions by implementing a fully automated flat
check delivery package, for which we have a patent pending, to mitigate the effect of postal rate increases. We also
continue to sponsor “sustainability” initiatives which encompass environmentally friendly practices. We have aligned
with suppliers that promote sustainable business practices and we continually seek opportunities to eliminate wasted
material, reduce cycle times and use more environmentally friendly materials. More than 90% of our check and form
paper is purchased from Forest Stewardship Council certified supplier mills, our vinyl checkbook covers are produced
utilizing a minimum of 85% post-industrial recycled material and we use environmentally friendly janitorial supplies.
Our sustainability initiatives have also benefited our results of operations over the past several years as we focused on
reducing our consumption of water, electricity and natural gas and improved our transportation efficiency. During
2012, we reduced solid waste sent to landfills by 25% and the green power that we purchased amounted to more than
65% of our annual U.S. electricity needs. We produce nearly all of our checks for financial institution clients and
direct-to-consumer customers using renewable energy.
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The expertise we have developed in logistics, productivity and inventory management has allowed us to reduce the
number of production facilities while still meeting client requirements. During 2012, we closed our Rockford, Illinois
and Joppa, Maryland fulfillment facilities, relocating the operations and assets of those facilities to existing locations.
During 2011, we closed our Crystal Lakes, Illinois business products fulfillment center and moved its operations into
another facility. During 2010, we completed the expansion of our use of digital printing processes and during 2011,
the acquisition of PsPrint, LLC, a web-to-print solutions company, enhanced our web-to-print capabilities.

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

11
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INDUSTRY OVERVIEW
Checks

According to a Federal Reserve study released in December 2010, the most recent information available,
approximately 27.5 billion checks were written in 2009. According to this study, checks are no longer the largest
single non-cash payment method in the United States, being surpassed by the debit card. Checks written account for
approximately 25% of all non-cash payment transactions, which is a reduction from the Federal Reserve Study
released in December 2007 when checks accounted for approximately 35% of all non-cash payment transactions. The
Federal Reserve estimates that checks written declined approximately 6.1% percent per year between 2006 and 2009.
We expect that the number of checks written will continue to decline. However, we cannot predict the rate at which
this decline will continue in the long-term. In addition, we believe that turmoil in the financial services industry
between 2009 and 2011 had a negative impact on our check volumes, as some of our clients experienced higher than
normal customer attrition. However, our Financial Services check order decline rates did return to pre-recessionary
levels in 2012.

Small Business Customers

The Small Business Administration's Office of Advocacy defines a small business as an independent business having
fewer than 500 employees. In 2010, the most recent period for which information is available, it was estimated that
there were approximately 27.9 million small businesses in the United States. This represented approximately 99.7% of
all employer firms. According to the same survey, small businesses employ almost half of all private sector employees
and generated 64% of net new jobs created over the past 18 years. According to the Small Business Branch of
Industry Canada, there are just over one million small businesses in Canada with employees, and 98% of businesses in
Canada have fewer than 100 employees.

The small business market is impacted by general economic conditions and the rate of small business formations. The
index of small business optimism published by the National Federation of Independent Business (NFIB) was 93.9 in
January 2012 and ended the year at 88.0, the second lowest index since March 2010, and 70% of small business
owners characterize the current period as a bad time to expand. The NFIB's December 2012 report also showed that
45% of business owners believe conditions will be worse in six months, while only 11% expect an improvement.
Forward labor market indicators are also weak, and small business owners' view of the future does not foresee much
improvement in economic growth. On a positive note, according to the most recent estimates of the Small Business
Administration's Office of Advocacy, there was a slight increase in the number of small businesses created in 2011, as
compared to 2010, the most recent information available. We believe small businesses are more likely to be
significantly affected by economic downturns than larger, more established companies. During a sluggish economy, it
may be more difficult for small businesses to obtain credit and small businesses may choose to spend their limited
funds on items other than our products and services. Over the past four years, we believe the economy negatively
impacted our operating results and/or our growth opportunities, and we expect the economic environment will
continue to be challenging in 2013.

The business checks and forms portion of the markets serviced by Small Business Services has been declining, and we
expect this trend to continue. In addition to the decrease in the use of checks due to the availability of alternative
payment methods, continual technological improvements also provide small business customers with alternative
means to enact and record business transactions. For example, off-the-shelf business software applications, electronic
transaction systems and mobile applications have been designed to replace pre-printed business forms products.

Financial Institution Clients

12



Edgar Filing: DELUXE CORP - Form 10-K

Checks are most commonly ordered through financial institutions, including banks, credit unions and other financial
services companies. As such, several developments related to financial institutions have affected the check printing
portion of the payments industry:

Financial institutions seek to maintain the profits they have historically generated from their check programs, despite

the decline in check usage. This continues to put significant pricing pressure on check printers.

When financial institutions consolidate through mergers and acquisitions, often the newly combined entity seeks to

reduce costs by leveraging economies of scale in purchasing, including its check supply contracts. This results in

check providers competing intensely on price in order to retain not only their previous business with one of the

financial institutions, but also to gain the business of the other financial institution in the merger/acquisition.
Financial institution mergers and acquisitions can also impact the duration of our contracts. Normally, the

. length of our supply contracts with financial institutions ranges from three to six years. However, contracts
may be renegotiated or bought out mid-term due to a consolidation of financial institutions.

Banks, especially larger ones, may request pre-paid product discounts in the form of cash incentives payable at the

beginning of a contract. These contract acquisition payments negatively impact check producers' cash flows at the

beginning of these contracts.
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Turmoil in the financial services industry, which began in late 2008, led to increases in bank failures and
consolidations. To the extent any financial institution failures and consolidations impact large portions of our
customer base, this could have a significant impact on our financial institution check programs.

Consumer Direct Mail Response Rates

Direct Checks and portions of Small Business Services have, at times, been impacted by reduced consumer response
rates to direct mail advertisements. Our own experience indicates that declines in our customer response rates may be
attributable to the decline in check usage, the gradual obsolescence of standardized forms products and a general
decline in direct mail response rates due, in part, to increasing utilization of e-commerce by both consumers and small
businesses. We continually evaluate our marketing techniques in order to utilize the most effective and affordable
advertising media, and we continue to shift a greater portion of our advertising investment to the internet.

Competition

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

In the small business forms and supplies industry, the competitive factors influencing a customer's purchase decision
are breadth of product line, speed of delivery, product quality, price, convenience, customer service and past
experience with the supplier. Our primary competitors are office product superstores, local printers, business forms
dealers and internet-based suppliers. Local printers provide personalization and customization and offer a local
relationship, but typically have a limited variety of products and services, as well as limited 