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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
CHOICE HOTELS INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
(UNAUDITED, IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
REVENUES:
Royalty fees $ 81,18: $ 77,67C % 143,61: $ 136,21(
Initial franchise and relicensing fees 5,81¢ 4,72 11,53 8,46:
Procurement services 8,58¢ 8,02( 13,39¢ 12,79¢
Marketing and reservation 133,12. 103,76t 231,83! 193,37.
Other 3,44¢ 3,48¢ 7,02: 6,55¢
Total revenues 232,15¢ 197,66- 407,40: 357,40(
OPERATING EXPENSES:
Selling, general and administrative 33,12: 31,41 65,56( 58,09:
Depreciation and amortization 2,99¢ 2,332 5,68¢ 4,61(
Marketing and reservation 133,12. 103,76t 231,83! 193,37.
Total operating expenses 169,23¢ 137,51: 303,08( 256,07"
Operating income 62,91" 60,15: 104,32: 101,32!
OTHER INCOME AND EXPENSES, NET:
Interest expense 11,05% 10,71( 21,23¢ 20,88:
Interest income (277) (347) (623) (850
Other (gains) and losses (1,179 474) (1,640 (539)
Equity in net loss of affiliates 431 30 1,43¢ 65
Total other income and expenses, net 10,03¢ 9,91¢ 20,40¢ 19,56
Income from continuing operations before income
taxes 52,87¢ 50,23« 83,91 81,76:
Income taxes 17,06¢ 14,95t 26,50¢ 25,01
Income from continuing operations, net of income
taxes 35,81 35,27¢ 57,407 56,74¢
Income from discontinued operations, net of income
taxes = 121 — 1,762
Net income $ 3581 % 35,400 % 57,407 $ 58,51(
Basic earnings per share
Continuing operations $ 0.6z % 061 % 1.0 % 0.97
Discontinued operations — — — 0.0z
$ 06z $ 0.61 $ 1.0 $ 1.0C
Diluted earnings per share
Continuing operations $ 0.6z % 0.6C % 0.9¢ % 0.9¢
Discontinued operations — — — 0.0z
$ 06z $ 0.6C $ 09¢ % 0.9¢
Cash dividends declared per share $ 0198  § 0.18:  § 03¢ $ 0.37

The accompanying notes are an integral part oktheasolidated financial statements.
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CHOICE HOTELS INTERNATIONAL, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(UNAUDITED, IN THOUSANDS)

Three Months Ended

Six Months Ended

June 30, June 30,
2015 2014 2015 2014

Net income $ 35,811 % 35,400 $ 57,4007 $ 58,51(
Other comprehensive income (loss), net of tax:

Amortization of loss on cash flow hedge 21€ 21€ 431 431

Foreign currency translation adjustment 17t 50¢ (1,272 1,03(
Other comprehensive income (loss), net of tax 391 725 (841 1,461
Comprehensive income $ 36,20 $ 36,12 $ 56,56¢ $ 59,97:

The accompanying notes are an integral part oktheasolidated financial statements.
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CHOICE HOTELS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(UNAUDITED, IN THOUSANDS, EXCEPT SHARE AMOUNTS)

June 30, December 31,
2015 2014
ASSETS
Current assets
Cash and cash equivalents $ 230,65( $ 214,87¢
Receivables (net of allowance for doubtful accoaft$9,510 and $10,084, respectively) 118,98¢ 91,68:
Deferred income taxes 26,73¢ 23,86(
Income taxes receivable — 1,45¢
Investments, employee benefit plans, at fair value 174 214
Other current assets 21,03( 19,32:
Total current assets 397,57 351,41
Property and equipment, at cost, net 82,37t 77,30¢
Goodwill 65,81 65,81!
Franchise rights and other identifiable intangiphest 7,26¢ 8,91
Notes receivable, net of allowances 51,22¢ 40,44:
Investments, employee benefit plans, at fair value 18,27: 17,53¢
Deferred income taxes 19,72¢ 20,54¢
Other assets 60,32¢ 65,29¢
Total assets $ 702,59. $ 647,27!
LIABILITIES AND SHAREHOLDERS' DEFICIT
Current liabilities
Accounts payable $ 72,207 $ 57,12:
Accrued expenses 56,53’ 63,53(
Deferred revenue 70,40: 66,38:
Current portion of long-term debt 1,12¢ 12,34¢
Deferred compensation and retirement plan obligatio 174 62€
Income taxes payable 1,24z 8%
Total current liabilities 201,68t 200,09¢
Long-term debt 800,03! 782,08:
Deferred compensation and retirement plan obligatio 24,23" 23,98"
Other liabilities 62,10: 69,90
Total liabilities 1,088,06! 1,076,07
Commitments and Contingencies
Common stock, $0.01 par value, 160,000,000 shathor@zed; 95,065,638 shares issued at June 30,
2015 and December 31, 2014 and 57,608,088 and B7ABshares outstanding at June 30, 2015
and December 31, 2014, respectively 57¢ 573
Additional paid-in-capital 134,14 127,66:
Accumulated other comprehensive loss (7,817) (6,977
Treasury stock (37,457,550 and 37,727,918 sharasmat 30, 2015 and December 31, 2014,
respectively), at cost (979,21 (982,467)
Retained earnings 466,83t 432,39¢
Total shareholders’ deficit (385,46) (428,80
Total liabilities and shareholders’ deficit $ 702,59. $ 647,27!

The accompanying notes are an integral part oktheasolidated financial statements.
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CHOICE HOTELS INTERNATIONAL, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOW
(UNAUDITED, IN THOUSANDS)

Six Months Ended

CASH FLOWS FROM OPERATING ACTIVITIES:

Net income $

Adjustments to reconcile net income to net cashigeal by operating activities:

Depreciation and amortization

Gain on sale of assets

Provision for bad debts, net

Non-cash stock compensation and other charges

Non-cash interest and other (income) loss

Deferred income taxes

Equity (earnings) losses from unconsolidated jeeritures, net of distributions received
Changes in assets and liabilities:

Receivables

Advances to/from marketing and reservation ac#sitnet

Forgivable notes receivable, net

Accounts payable

Accrued expenses

Income taxes payable/receivable

Deferred revenue

Other assets

Other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Investment in property and equipment

Proceeds from sales of assets

Contributions to equity method investments
Distributions from equity method investments
Purchases of investments, employee benefit plans
Proceeds from sales of investments, employee ligiefis
Issuance of mezzanine and other notes receivable
Collections of mezzanine and other notes receivable
Other items, net

Net cash provided (used) by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Net borrowings pursuant to revolving credit fagilit
Proceeds from issuance of long term debt

Principal payments on long-term debt

Purchases of treasury stock

Dividends paid

Excess tax benefits from stock-based compensation
Proceeds from exercise of stock options

Net cash used by financing activities

Net change in cash and cash equivalents
Effect of foreign exchange rate changes on cash andsh equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period $

June 30,

2015 2014
57,407 $ 58,51(
5,68¢ 4,61(
(1,595) (2,849)
1,19 1,38:
5,39¢ 4,711
1,34( 71¢
(2,095 (9,279)
2,781 611
(28,85¢) (39,51¢)
3,72¢ 31,52:
(19,18¢) (6,69:2)
16,99( 8,31¢
(6,96¢) (5,247
2,45( 15,19¢
4,041 6,231
(5,15%) (1,102)
76¢ (1,299
37,93( 65,83
(14,554 (7,319
6,28: 12,21¢
(2,446) (6,946)
27C —
(1,736 (1,220
1,08: 641
(1,500) (2,223
3,56 9,74:
(261) (296€)
(9,290) 4,601
13,00( —
— 26
(6,169 (4,117
(6,242) (4,542)
(22,940) (21,95
4,61 1,31¢
5,69¢ 1,54
(12,04/) (27,72))
16,59¢ 42,71
(825) 1,03¢
214,87¢ 167,79!
230,65( $ 211,54.




Supplemental disclosure of cash flow information:

Cash payments during the period for:
Income taxes, net of refunds
Interest, net of capitalized interest

Non-cash investing and financing activities:
Dividends declared but not paid
Issuance of common stock pursuant to share basepgartsation plans
Investment in property and equipment acquired ooants payable

@ B

$
$
$

21,05:
19,80(

11,23
8,24¢
1,65¢

The accompanying notes are an integral part oktheasolidated financial statements.
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CHOICE HOTELS INTERNATIONAL, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

1. Company Information and Significant Accounting Polcies

The accompanying unaudited consolidated finant@éments of Choice Hotels International, Inc. anldsidiaries (together the "Company")
have been prepared by the Company pursuant tailkee and regulations of the Securities and Exch&@ugemission ("SEC"). These unaudi
consolidated financial statements include all adjiests that are necessary, in the opinion of managg to fairly present our financial
position and results of operations. Except as atiserdisclosed, all adjustments are of a normalmmaw) nature.

Certain information and footnote disclosures nolyniakluded in financial statements presented itcoagance with accounting principles
generally accepted in the United States of Amg{iGRAAP") have been omitted. The Company believesdisclosures made are adequate to
make the information presented not misleading.

The consolidated financial statements should be ireaonjunction with the consolidated financiatsiments for the year ended December 31
2014 and notes thereto included in the Company'mA®-K, filed with the SEC on March 2, 2015 (tH®-K"). Interim results are not
necessarily indicative of the entire year resltsinter-company transactions and balances betwewrice Hotels International, Inc. and its
subsidiaries have been eliminated in consolidation.

The preparation of consolidated financial stateméntonformity with GAAP requires management tdkemastimates and assumptions that
affect the reported amounts of assets and liasliind disclosures of contingent assets and tiabikt the date of the consolidated financial
statements and the reported amounts of revenuesxgetises during the reporting period. Actual testduld differ from those estimates.

Discontinued Operation:

In the first quarter of 2014, the Company's managerapproved a plan to dispose of the three Compamgd Mainstay Suites hotels. As a
result, the Company has reported the operatioasetto these three hotels as discontinued opasaiticthis Quarterly Report on Form 10-Q.
For additional information regarding discontinuggbations, see Note 18, Discontinued Operations.

Cash and Cash Equivalents

The Company considers all highly liquid investmegmnischased with a maturity of three months or &sbte date of purchase to be cash
equivalents. As of June 30, 2015 and December@4 2$7.3 million and $5.4 million , respectivedf,book overdrafts representing
outstanding checks in excess of funds on depasiinatuded in accounts payable in the accompanyamgolidated balance sheets.

The Company maintains cash balances in domestisbaihich at times, may exceed the limits of amsumsured by the Federal Deposit
Insurance Corporation. In addition, as of June2BA5 , the Company maintains cash balances of 8@libn in international banks and mor
market funds which do not provide deposit insurance

Recently Adopted Accounting Guidan:

In April 2014, the Financial Accounting Standardsad ("FASB") issued Accounting Standards UpdafeSU”) No. 2014-08 Presentation of
Financial Satements and Property, Plant, and Equipment: Reporting Discontinued Operations and Disclosures of Disposals of Components of

an Entity ("ASU No. 2014-08"). ASU No. 2014-08 changes thénition of a discontinued operation to include pthose disposals of
components of an entity that represent a strawduftthat has (or will have) a major effect oneamity's operations and financial results. ASU
No. 201+08 is effective for all disposals (or classificais as held for sale) of components of an entay dlecur within annual periods
beginning on or after December 15, 2014, and imtgeriods within those years. The Company adoptisddSU on January 1, 2015 and it did
not have a material impact on its financial statetsie

Future Adoption of Recently Announced Accounting @ance

In May 2014, the FASB issued ASU No. 2014-B8yenue From Contracts with Customers ("ASU 2014-09"), which impacts virtually all
aspects of an entity's revenue recognition. ASU204.4-09 supersedes the revenue recognition reqeires in Topic 605, Revenue
Recognition, as well as most industry-specific guicke, and significantly enhances comparabilityegEnue recognition practices across
entities and industries by providing a principleséd, comprehensive framework for addressing reveseognition issues. In order for a
provider of promised goods or services to recogaizeevenue the
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consideration that it expects to receive in exclediogthe promised goods or services, the prowstieuld apply the following five steps: (1)
identify the contract with a customer(s); (2) idgnthe performance obligations in the contrac), @8termine the transaction price; (4) allocate
the transaction price to the performance obligationthe contract; and (5) recognize revenue wbeag) the entity satisfies a performance
obligation. ASU No. 2014-09 also specifies the actimg for some costs to obtain or fulfill a corttravith a customer and provides enhanced
disclosure requirements. On July 9, 2015 the FAS®Bd/to defer ASU No. 2014-09 for one year, andhwiat deferral, the standard will be
effective for annual reporting periods beginninggaDecember 15, 2017, including interim periodthimi that reporting period, which will be
our 2018 first quarter. However, early adoptiopésmitted to the original effective date of Januhrg017. We are permitted to use either the
retrospective or modified retrospective method waeopting ASU No. 2014-09. We are still assesdiegpbtential impact that ASU No. 2014-
09 will have on our financial statements and disates.

In January 2015, the FASB issued ASU No. 2015H0dgme Statement - Extraordinary and Unusual Items (Subtopic 225-20) ("ASU No. 2015-
01"). ASU No. 20191 was issued changing the requirements for reqgpektraordinary and unusual items in the incoragestent. The upde

eliminates the concept of extraordinary items. presentation and disclosure guidance for itemsatetinusual in nature or occur infreque

will be retained and will be expanded to includaris that are both unusual in nature and infrequecturring. ASU No. 20184 is effectivi

for annual reporting periods beginning after Decemb5, 2015, including interim periods within thaporting period. Early adoption

permitted provided that the guidance is appliednftbe beginning of the fiscal year of adoption. Hdeption of this newly issued guidanc

not expected to have an impact to our consolidftaacial statements.

In February 2015, the FASB issued ASU No. 2015dihsolidation (Topic 810) ("ASU No. 2015-02"). ASU No. 20182 changes the analy
that a reporting entity must perform to determintgether it should consolidate certain types of legalties. This guidance must be apg
using one of two retrospective application methadd will be effective for fiscal years, and foranm periods within those fiscal ye:
beginning after December 15, 2015. Early adoptoparmitted. The Company is currently evaluating ithpact, if any, the adoption of t
newly issued guidance will have on its consoliddieancial statements.

In April 2015, the FASB issued ASU No. 2015-08terest - Imputation of Interest (Subtopic 835-30) ("ASU No. 2015-03"). ASU No. 2015-03
changes the presentation of debt issuance cosite financial statements to present such costsdaset deduction from the related debt
liability rather than as an asset. Amortizatiordebt issuance costs will continue to be reportedtasest expense. This standard is effective
annual reporting periods beginning after DecemBe2015, including interim periods within that retiag period. Early adoption is permitted
and the standard is to be applied on retrospebtigés. The Company currently does not believeAlsad No. 2015-03 will have a material
impact on its consolidated financial position, fesof operations, or cash flows.

In April 2015, the FASB issued ASU No. 2015-08tangibles-Goodwill - Internal Use Software (Subtopic 350-40) ("ASU No. 201505"). ASL
No. 201!-05 provides guidance to customers about whethéyual computing arrangement includes a softwarenieeor should be accoun
for as a service contract. The standard is effedtv annual reporting periods, including interieripds within those annual periods begini
after December 15, 2015. Early adoption is perhitted an entity can elect to adopt the amendmérergil) prospectively to all arrangeme
entered into or materially modified after the effee date or (2) retrospectively. The adoptionto$ hewly issued guidance is not expecte
have a material impact to our consolidated findrat@tements.

2. Other Current Assets

Other current assets consist of the following:

June 30, 2015 December 31, 2014

(in thousands)
Notes receivable, net of allowances (See Note 3) $ 2,08¢ $ 3,961
Prepaid expenses 16,56¢ 12,28(
Other current assets 2,37: 3,081
Total $ 21,03( % 19,32:
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3. Notes Receivable and Allowance for Loss

The Company segregates its notes receivable fgruhmses of evaluating allowances for credit lsssgween two categoridgezzanine and
Other Notes Receivable andForgivable Notes Receivable . The Company utilizes the level of security it iraghe various notes receivable as its
primary credit quality indicator (i.e. senior, sudlimated or unsecured) when determining the apfatepallowances for uncollectible loans
within these categories.

The Company considers loans to be past due anefauld when payments are not made when due. Altiolog Company considers loans t

in default if payments are not received on the diate, the Company does not suspend the accruatiesést until those payments are more tha
30 days past due. The Company applies paymentivedd®r loans on noaccrual status first to interest and then principake Company doe
not resume interest accrual until all delinquentrpants are received. For impaired loans, the Cosmnpagognizes interest income on a cash
basis.

The following table shows the composition of outesoreceivable balances:

June 30, 2015

December 31, 2014

(in thousands)

(in thousands)

Mezzanine Mezzanine
Forgivable & Other Forgivable & Other
Notes Notes Notes Notes
Credit Quality Indicator Receivable Receivable Total Receivable Receivable Total
Senior $ — 3 11,65 % 11,65 $ — 3 10,15: % 10,15
Subordinated — 46¢€ 46€ — 3,86: 3,86:
Unsecured 44,36( 3,79¢ 48,15¢ 32,37¢ 3,99¢ 36,37«
Total notes receivable 44,36( 15,91: 60,27: 32,37¢ 18,01( 50,38¢

Allowance for losses
on non-impaired loans 4,68¢ 1,48( 6,16¢ 3,661 1,54( 5,201
Allowance for losses

on receivables
specifically evaluated

for impairment — 78€ 78€ — 78¢€ 78¢€
Total loan reserves 4,68¢ 2,26¢ 6,95« 3,661 2,32¢ 5,981
Net carrying value ~ $ 39,67: $ 13,64t $ 53,317 $ 28,71t $ 15,68: $ 44,40:
Current portion, net  $ 164 $ 1,928 $ 208 ¢ 124 ¢ 3,831 $ 3,961
Long-term portion, net 39,50¢ 11,72 51,22¢ 28,59¢ 11,84" 40,44:

Total $ 39,67: $ 13,64 $ 53,317 $ 28,71t % 15,68 $ 44,40:

The Company classifies notes receivable due withimyear as other current assets in the Compaagsotidated balance sheets.

The following table summarizes the activity relatedhe Company’s Forgivable Notes Receivable aed2dnine and Other Notes Receivable
allowance for losses for the six months ended 30n@015 :

Forgivable Mezzanine
Notes & Other Notes

Receivable Receivable

(in thousands)

Beginning balance $ 3,661 % 2,32¢
Provisions 1,35: —
Recoveries (383) (60)
Write-offs (330 —
Other® 387 _

Ending balance

$ 4,68t $ 2,26¢

(1) Consists of default rate assumption changes
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Forgivable Notes Receivable

As of June 30, 2015 and December 31, 2014 , thmarized balance of the Company's forgivable notesivable totaled $44.4 million and
$32.4 million , respectively. The Company recordedallowance for credit losses on these forgivabtes receivable of $4.7 million and $3.7
million at June 30, 2015 and December 31, 2014peaetively. Amortization expense included in thecmapanying consolidated statements of
income related to the notes for the three montde@dune 30, 2015 and 2014 was $2.1 million an? dllion , respectively. Amortization
expense for the six months ended June 30, 2012@hwas $3.9 million and $2.4 million , respedive

Past due balances of forgivable notes receivaklasifollows:

30-89 days > 90 days Total Total
Past Due Past Due Past Due Current Notes Receivable

(in thousands)

As of June 30, 2015

Forgivable Notes  $ — $ 1,23t $ 1,23t $ 43,12: $ 44,36(
$ — $ 1,23t $ 1,23t $ 43,12: $ 44,36(
As of December 31, 2014
Forgivable Notes  $ — 3 1,227 $ 1,227 $ 31,15 $ 32,37¢
$ — 3 1,227 $ 1,227 $ 31,15: $ 32,37¢

Mezzanine and Other Notes Receival

The Company determined that approximately $0.8onilbf its mezzanine and other notes receivablewapaired at both June 30, 2015 and
December 31, 2014 , respectively. The Company decballowance for credit losses on these impawadd at both June 30, 2015 and
December 31, 2014 totaling $0.8 million . For thersonths ended June 30, 2015 and 2014 , the awenagzanine and other notes receivable
on non-accrual status was approximately $0.8 miliad $12.2 million , respectively. The Companyugtzed approximately $0 and $33
thousand of interest income on impaired loans duttie three and six months ended June 30, 20Epectvely, on the cash basis. The
Company recognized approximately $22 thousand &6di$usand of interest income on impaired loansduhe three and six months endec
June 30, 2014 . The Company provided loan reseme®n-impaired loans totaling $1.5 million at bdtme 30, 2015 and December 31, 2014

Past due balances of mezzanine and other notagakleeby credit quality indicators are as follows:

30-89 days > 90 days Total Total
Past Due Past Due Past Due Current Notes Receivable

(in thousands)

As of June 30, 2015

Senior $ — 3 — % — % 11,65 $ 11,65(
Subordinated — — — 46€ 46€
Unsecured — 47 47 3,74¢ 3,79¢

$ — % 47 $ 47  $ 15,86 % 15,91:

As of December 31, 2014

Senior $ — 3 — 3 — 9 10,15 $ 10,15:
Subordinated — — — 3,86: 3,86:
Unsecured — 47 47 3,94¢ 3,99¢

$ — 3 47 3 47 % 17,96 $ 18,01(

4. Marketing and Reservation Activities

The Companys franchise agreements require the payment oflilsadees, which include marketing and reservatimtem fees. The Compe
is obligated to use the marketing and reservatystesn revenues it collects from the current frasebs comprising its various hotel brands to
provide marketing and reservation services appatgtbd support the operation of the

10
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overall system. In discharging its obligation toyide sufficient and appropriate marketing and mest@n services, the Company has the right
to expend funds in an amount reasonably necessanysure the provision of such services, whetheobsuch amount is currently available tc
the Company for reimbursement. The franchise ageegsprovide the Company the right to advance nsawi¢he franchise system when the
needs of the system surpass the balances cureafatifable. As a result, expenditures by the Comparsypport of marketing and reservation
services in excess of available revenues are @éefemd recorded as an asset in the Company’s falastatements. Conversely, cumulative
marketing and reservation system revenues not eegokin the current period are deferred and recoadedlliability in the financial statements
and are carried over to the next fiscal year aqeded in accordance with the franchise agreenoenitlized to reimburse the Company for
prior year advances.

Under the terms of these agreements, the Compantghbaontractually enforceable right to assesscaliect from its current franchisees, fees
sufficient to pay for the marketing and reservasenvices the Company has procured for the beoifetite franchise system, including fees to
reimburse the Company for past services rendetteel Company has the contractual authority to reghaethe franchisees in the system ai
given point repay any deficits related to marketmgl reservation activities. The Company’s curfarichisees are contractually obligated to
pay any assessment the Company imposes on ithisaes to obtain reimbursement of such deficitndigas of whether those constituents
continue to generate gross room revenue and whethegt they joined the system following the defcoccurrence.

At June 30, 2015 and December 31, 2014 , cumulatimketing and reservation system fees billed edegexpenses by $35.7 million and
$44.3 million , respectively, with the excess refel as an other long-term liability in the accompag consolidated balance sheets.
Depreciation and amortization expense attributablmarketing and reservation activities for thee¢hand six and months ended June 30, 201
were $5.8 million and $11.2 million , respectiveepreciation and amortization expense attributeblaarketing and reservation activities for
the three and six months ended June 30, 2014 wieBandlllion and $8.0 million , respectively. Intsteexpense attributable to marketing and
reservation activities for the three and six momthded June 30, 2015 was $7 thousand and $16 titbusaspectively. Interest expense
attributable to marketing and reservation actisifier the three and six months ended June 30, @a$4$0.3 million and $1.0 million,
respectively.

5. Other Assets
Other assets consist of the following:

June 30, 2015 December 31, 2014

(in thousands)
Equity method investments $ 46,54. $ 50,60!
Deferred financing fees, net 7,37¢ 7,22¢
Land 2,711 4,011
Other assets 3,701 3,45
Total $ 60,32¢ $ 65,29¢

Equity Method Investments - Variable Interest Entities

Equity method investments include investments imtjeentures totaling $43.8 million and $47.1 nailiat June 30, 2015 and December 31,
2014 , respectively that the Company determindukbtoariable interest entities ("VIES"). These irtmeants relate to the Company's program ftc
offer equity support to qualified franchisees teelep and operate Cambria hotel & suites hotefgrimtegic markets. Based on an analysis of
who has the power to direct the activities that nsamificantly impact these entities performanod avho has an obligation to absorb losses o
these entities or a right to receive benefits fthese entities that could potentially be significianthe entity, the Company determined that it i
not the primary beneficiary of any of its VIEs. TBempany based its qualitative analysis on itsawwf the design of the entity, its
organizational structure including decision-makafglity and the relevant development, operating ag@ment and financial agreements.
Although the Company is not the primary beneficiafyhese VIESs, it does exercise significant infloe through its equity ownership and as a
result the Company's investment in these entisieecounted for under the equity method. For theethnd six months ended June 30, 2015,
the Company recognized losses totaling $0.6 mikind $1.8 million , respectively, from these invesnts. For the three and six months ende
June 30, 2014 , the Company recognized lossedmp®$22 thousand and $66 thousand , respectivel these investments.The Company's
maximum exposure to losses related to its investsnarVIEs is limited to its equity investmentsvasll as certain guarantees described in |
16 "Commitments and Contingencies" of these firarstatements.
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6. Deferred Revenui

Deferred revenue consists of the following:

June 30, December 31,
2015 2014
(in thousands)
Loyalty programs $ 62,54( $ 57,75
Initial, relicensing and franchise fees 5,72¢ 6,43¢
Procurement service fees 1,15¢ 1,93¢
Other 98C 25C
Total $ 70,40 $ 66,38:

7. Debt

Debt consists of the following at:

June 30, 2015 December 31, 2014

(in thousands)
$400 million senior unsecured notes with an effectnterest rate of 6.0% at June 30, 2015 and Dket

31,2014 $ 400,00 $ 400,00(

$250 million senior unsecured notes with an effecinterest rate of 6.19% less discount of $0.3ionil

and $0.4 million at June 30, 2015 and Decembe2B14, respectively 249,66¢ 249,63t

$350 million senior secured credit facility with affective interest rate of 2.19% and 2.17% at Rhe

2015 and December 31, 2014, respectively 136,75( 129,37!

Fixed rate collateralized mortgage plus a fair gadjustment of $1.1 million and $1.2 million ahé80,

2015 and December 31, 2014, respectively with teci¥e interest rate of 4.57% 10,35 10,66"

Economic development loans with an effective irgerate of 3.0% at June 30, 2015 and December &

2014 3,53¢ 3,53¢

Capital lease obligations due 2016 with an effecinterest rate of 3.18% at June 30, 2015 and

December 31, 2014 79z 1,14¢

Other notes payable 62 68
Total debt $ 801,15¢ $ 794,43:

Less current portion 1,12¢ 12,34¢
Total long-term debt $ 800,03! $ 782,08.

Senior Unsecured Notes Due 2022

On June 27, 2012 , the Company issued unsecuréat setes in the principal amount of $400 milliithe "2012 Senior Notes") at par, bear

a coupon of 5.75% with an effective rate of 6.0Vhe 2012 Senior Notes will mature on July 1, 2022h interest to be paid semi-annuadly
January F'and July ='. The Company used the net proceeds of this offedfter deducting underwriting discounts and cossions and othe
offering expenses, together borrowings under tha@amy's senior credit facility, to pay a speciatcdividend in 2012 totaling approximately
$600.7 million . The Company's 2012 Senior Notesgararanteed jointly, severally, fully and uncoiudially, subject to certain customary
limitations by certain of the Company’s domestibsidiaries.

Senior Unsecured Notes Due 2020

On August 25, 2010 , the Company issued unsecer@drsnotes in the principal amount of $250 milligine "2010 Senior Notes") at a
discount of $0.6 million , bearing a coupon of 34 &ith an effective rate of 6.19% . The 2010 Sehlotes will mature on August 28, 2020 ,
with interest to be paid semi-annually on Febrizgyand August 28. The Company used the net proceeds from the néfesaifter deducting
underwriting discounts and other offering expengesgpay outstanding
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borrowings and for other general corporate purposes Company's 2010 Senior Notes are guarantéstyjcseverally, fully and
unconditionally, subject to certain customary lmtibns by certain of the Company’s domestic subsigk.

Revolving Credit Facility

On July 25, 2012 , the Company entered into a $88n senior secured credit facility, comprisefdac$200 million revolving credit tranche
(the "Revolver") and a $150 million term loan traadqthe "Term Loan") with Deutsche Bank AG New Y@&lanch, as administrative agent,
Wells Fargo Bank, National Association, as admiatste agent and a syndication of lenders (the d€feacility"). The Credit Facility has a
final maturity date of July 25, 2016 , subject toaptional one -year extension provided certairddg@wns are met. Up to $25 million of the
borrowings under the Revolver may be used forigivé credit, up to $10 million of borrowings undkee Revolver may be used for swing line
loans and up to $35 million of borrowings under Revolver may be used for alternative currency dodime Term Loan requires quarterly
amortization payments (a) during the first two weam equal installments aggregating 5% of theioaigprincipal amount of the Term Loan per
year, (b) during the secoitwo years, in equal installments aggregating 7dd%he original principal amount of the Term Loaar gear, and (¢
during the one -year extension period (if exerdisequal installments aggregating 10% of the odbprincipal amount of the Term Loan.

As discussed in Note 19 "Subsequent Events," thepaay refinanced the Credit Facility on July 2112ith a new facility with a five year
term. As a result, the quarterly Term Loan amotittimapayments that would have been due over thetagtve months have been reflected
long-term liability.

The Credit Facility is unconditionally guarantegiintly and severally, by certain of the Comparddsnestic subsidiaries. The subsidiary
guarantors currently include all subsidiaries thaarantee the obligations under the Company's tndegoverning the terms of its 2010 and
2012 Senior Notes.

The Credit Facility is secured by first priorityeplges of (i) 100% of the ownership interests itaterdomestic subsidiaries owned by the
Company and the guarantors, (ii) 65% of the owriprstierests in (a) the top-tier foreign holdingygoany of the Company's foreign
subsidiaries, and (b) the domestic subsidiarydhats the top-tier foreign holding company of ther@any's foreign subsidiaries and (iii) all
presently existing and future domestic franchiseagents (the "Franchise Agreements") between ¢mep@ny and individual franchisees, but
only to the extent that the Franchise Agreementg lmegpledged without violating any law of the relatjurisdiction or conflicting with any
existing contractual obligation of the Companylar applicable franchisee. At the time that the maxn total leverage ratio is required to be
no greater than 4.0 to 1.0 (beginning of year thefCredit Facility), the security interest in faianchise Agreements will be released.

The Company may at any time prior to the final matudate increase the amount of the Credit Fadiit up to an additional $100 million to
the extent that any one or more lenders commietogha lender for the additional amount and cem#ier customary conditions are met. Suct
additional amounts may take the form of an incréaseolver or term loan.

The Company may elect to have borrowings undeCteglit Facility bear interest at a rate equal YolL(iBOR , plus a margin ranging fro200
to 425 basis points based on the Company's tatatdge ratio or (ii) a base rate plus a marginirenffom 100 to 32Bbasis points based on-
Company's total leverage ratio.

The Credit Facility requires the Company to pagadn the undrawn portion of the Revolver, caledain the basis of the average daily
unused amount of the Revolver multiplied by 0.3086gnnum.

The Company may reduce the Revolver commitmentamiépay the Term Loan in whole or in part at ime without penalty, subject to
reimbursement of customary breakage costs, if Any.Term Loan prepayments made by the Company bkadipplied to reduce the sched:
amortization payments in direct order of maturity.

Additionally, the Credit Facility requires that t®mpany and its restricted subsidiaries complj wérious covenants, including with respect
to restrictions on liens, incurring indebtednesakimg investments, paying dividends or repurchastogk, and effecting mergers and/or asset
sales. With respect to dividends, the Company noaymake any payment if there is an existing evéuliefault or if the payment would create
an event of default. In addition, if the Compartgtsl leverage ratio exceeds 4.50 to 1.00, the Gmy s generally restricted from paying
aggregate dividends in excess of $50.0 millionryeny calendar year.

The Credit Facility also imposes financial maintec&covenants requiring the Company to maintain:
» atotal leverage ratio of not more than 5.7%.@0 in year 1, 5.00 to 1.00 in year 2, 4.50 t®@4r0year 3 and 4.0® 1.00 thereafte
* a maximum secured leverage ratio of not mora th&0 to 1.00 in year 1, 2.25 to 1.00 in year.2020 1.00 in year 3 and 1.75 to 1.00
thereafter, and
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« aminimum fixed charge coverage ratio of noslgsn 2.00 to 1.00 in years 1 and 2, 2.25 to ih@@ar 3 and 2.5t 1.00 thereafte

The Credit Facility includes customary events dad#, the occurrence of which, following any ajppglble cure period, would permit the
lenders to, among other things, declare the praticarcrued interest and other obligations of then@any under the Credit Facility to be
immediately due and payable. At June 30, 2015 Cidrapany was in compliance with all financial coaets under the Credit Facility.

At June 30, 2015 , the Company had $123.8 millioden the Term Loan and $13.0 million outstandindarthe Revolver. At December 31,
2014, the Company had $129.4 million outstandindeunhe Term Loan and no amounts outstanding uheeRevolver.

Fixed Rate Collateralized Mortgage

On December 30, 2014, a court awarded the Comjidnyot an office building as settlement for a jpamtof an outstanding loan receivable for
which the building was pledged as collateral. Injoaction with the court award, the Company alssuaged the $9.5 million mortgage on the
property with a fixed interest rate of 7.26% . Thertgage which is collateralized by the office birib requires monthly payments of principal
and interest and matures in December 2020 withallaon payment due of $6.9 million . At the timfeagquisition, the Company determined
that the fixed interest rate of 7.26% exceeded etarkerest rates and therefore the Company inedetie carrying value of the debt by $1.2
million to record the debt at fair value. The faalue adjustment will be amortized over the renmajrterm of the mortgage utilizing the
effective interest method.

Economic Development Loans

The Company entered into economic development aggets with various governmental entities in confiomcwith the relocation of its
corporate headquarters in April 2013. In accordamitle these agreements, the governmental entitje=eal to advance approximately $4.4
million to the Company to offset a portion of therorate headquarters relocation and tenant impmewné costs in consideration of the
employment of permanent, full-time employees wittia jurisdictions. At June 30, 2015 , the Comphag been advanced approximately $3.!
million pursuant to these agreements and expectctive the remaining $0.9 million over the nestteal years, subject to annual
appropriations by the governmental entities. Thabeances bear interest at a rate of 3% per annum.

Repayment of the advances is contingent upon timep@oy achieving certain performance conditionstdPerance conditions are measured
annually on December 3"and primarily relate to maintaining certain levefsmployment within the various jurisdictionstlit Company

fails to meet an annual performance conditionGbepany may be required to repay a portion orfathe advances including accrued interes
by April 30" following the measurement date. Any outstandingaades at the expiration of the Company's 10 yeguocate headquarters
lease in 2023 will be forgiven in full. The advaasill be included in long-term debt in the Compamgonsolidated balance sheets until the
Company determines that the future performanceitiond will be met over the entire term of the agrent and the Company will not be
required to repay the advances. The Company acerntezsst on the portion of the advances thatieess to repay. The Company was in
compliance with all current performance conditiassof June 30, 2015 .
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8. Accumulated Other Comprehensive Income (Los

The following represents the changes in accumulatieelr comprehensive loss, net of tax, by compofwerihe six months ended June 30,
2015

Foreign
Loss on Cash Currency
Flow Hedge Items Total

(in thousands)
Beginning balance, December 31,

2014 $ (488) $ (2,087) $ (6,97)
Other comprehensive income (los
before reclassification — (1,272) (1,2772)

Amounts reclassified from
accumulated other comprehensive

income (loss) 431 — 431
Net current period other
comprehensive income (loss) 431 (1,277) (841)

Ending balance, June 30, 2015 $ (445) $ (3,359 $ (7,819

The amounts reclassified from accumulated othempeehensive income (loss) during the three and sirths ended June 30, 2015 were
reclassified to the following line items in the Cpamy's Consolidated Statements of Income.

Amount Reclassified from Affected Line Item in the
Accumulated Other Comprehensive  Consolidated Statement of Net
Component Income(Loss) Income
Three Months Six Months
Ended June 30, Ended June 30,
2015 2015

(in thousands)
Loss on cash flow hedge

Interest rate contract $ 21€ $ 431 Interest expense
— — Tax (expense) benefit
$ 21€ $ 431 Net of tax

9. Non-Qualified Retirement, Savings and Investment Plar

The Company sponsors two non-qualified retiremawirgs and investment plans for certain employeéssanior executives. Employee and
Company contributions are maintained in separaeggadcable trusts. Legally, the assets of the tngstein those of the Company; however,
access to the trusts' assets is severely restrithedtrusts cannot be revoked by the Company acguirer, but the assets are subject to the
claims of the Company's general creditors. The@pants do not have the right to assign or transbatractual rights in the trusts.

In 2002, the Company adopted the Choice Hotelgrat®mnal, Inc. Executive Deferred CompensatiomR1&DCP") which became effective
January 1, 2003. Under the EDCP, certain execofiigers may defer a portion of their salary intoierevocable trust. Prior to January 1,
2010, participants could elect an investment retdiither the annual yield of the Moody's Averdywmporate Bond Rate Yield Index plus 300
basis points, or a return based on a selectionaifadle diversified investment options. Effecti@nuary 1, 2010, the Moody's Average
Corporate Bond Rate Yield Index plus 300 basistgdsno longer an investment option for salaryed@ls made on compensation earned
December 31, 2009. The Company recorded currentomgdterm deferred compensation liabilities of $illion and $10.2 million , as of
June 30, 2015 and December 31, 2014 , respectiethted to these deferrals and credited investmaatns. Compensation expense is
recorded in SG&A expense on the Company's condelidstatements of income based on the change befeered compensation obligation
related to earnings credited to participants as agethanges in the fair value of diversified inwesnts. Compensation expense recorded in
SG&A related to the EDCP for the three months enhieg 30, 2015 and
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2014 was $0.1 million and $0.2 million , respedfv€ompensation expense recorded in SG&A relatettie EDCP for the six months ended
June 30, 2015 and 2014 was $0.3 million and $0ldomi, respectively.

The Company has invested the employee salary déferrdiversified long-term investments which eartended to provide investment returns
that partially offset the earnings credited to plagticipants. The diversified investments heldhie trusts totaled $5.3 million and $4.6 millian
of June 30, 2015 and December 31, 2014 , respbgtased are recorded at their fair value, basedwoted market prices. At June 30, 2015,
the Company expects $0.2 million of the assets inetlde trusts to be distributed to participantsimyithe next twelve months. These
investments are considered trading securities @ fore the changes in the fair value of the dified assets is included in other gains and
losses in the accompanying consolidated statenoéimsome. The Company recorded investment gaidylasses) related to the EDCP dul
the three months ended June 30, 2015 and 2014afdmately ( $42 thousand ) and $0.1 million petively. The Company recorded
investment gains related to the EDCP during thereixths ended June 30, 2015 and 2014 of approxir&Qel million in each six month
period. In addition, the EDCP Plan held share©ief@ompany's common stock with a market value d $@llion at both June 30, 2015 and
December 31, 2014 , which were recorded as a coemparf shareholders' deficit.

In 1997, the Company adopted the Choice Hotelgrat®mnal, Inc. Non-Qualified Retirement Savings amvestment Plan ("Non-Qualified
Plan"). The Non-Qualified Plan allows certain enygles who do not participate in the EDCP to defeoréion of their salary and invest these
amounts in a selection of available diversifiedesiment options. As of June 30, 2015 and Decenthe2®4 , the Company had recorded a
deferred compensation liability of $14.0 millionda$14.4 million , respectively, related to theséedmls. Compensation expense is recorded i
SG&A expense on the Company's consolidated statisnoémcome based on the change in the deferrmagbensation obligation related to
earnings credited to participants as well as chaingthe fair value of diversified investments. Tted increase (decrease) in compensation
expense recorded in SG&A related to the Non-Qualif’lan for the three months ended June 30, 204 2@1¥ was ( $0.4 million ) and $0.4
million , respectively. The net increase (decreasepmpensation expense recorded in SG&A relaigd Non-Qualified Plan for the six
months ended June 30, 2015 and 2014 was ( $0.@mjland $0.2 million , respectively.

The diversified investments held in the trusts wgt8.1 million at June 30, 2015 and December 3142(d are recorded at their fair value,
based on quoted market prices. These investmentasidered trading securities and thereforechlamges in the fair value of the diversified
assets is included in other gains and losses indbempanying consolidated statements of income.Gdmpany recorded investment gains
(losses) related to the Non-Qualified Plan durtmgthree months ended June 30, 2015 and 2014 ahapgtely ( $0.1 million ) and $0.3
million , respectively. The Company recorded inwestt gains (losses) related to the Non-QualifiethRluring the six months ended June 30,
2015 and 2014 of approximately ( $11 thousand )&hd million , respectively. In addition, the NQualified Plan held shares of the
Company's common stock with a market value of $ilBon and $1.3 million at June 30, 2015 and Deben81, 2014 , respectively, which
are recorded as a component of shareholders'tdefici

10. Fair Value Measurement:

The Company estimates the fair value of its finahicistruments utilizing a three-tier fair valuetadrchy, which prioritizes the inputs used in
measuring fair value. The following summarizesttitee levels of inputs, as well as the assetsttiga€ompany values using those levels of
inputs.
Level 1: Quoted prices in active markets for identicakésand liabilities. The Company’s Level 1 assetssist of marketable securities
(primarily mutual funds) held in the Company’s ED&# Non-Qualified Plan deferred compensation plans

Level 2: Observable inputs, other than quoted pricestivemarkets for identical assets and liabiliti®sch as quoted prices for similar
assets and liabilities; quoted prices in markeds$ éine not active; or other inputs that are obddevd he Company’s Level 2 assets consis
of money market funds held in the Company’s EDC® ldan-Qualified Plan deferred compensation plarmsthnse recorded in cash and
cash equivalents.

Level 3: Unobservable inputs, supported by little or naketdata available, where the reporting entitseiguired to develop its own
assumptions to determine the fair value of theumsént.

The Company's policy is to recognize transferaiah @mansfers out of the three levels of the falugaierarchy as of the end of each quarterly
reporting period. There were no transfers betwesrel 1, 2 and 3 assets during the three and sixtm@nded June 30, 2015 .
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As of June 30, 2015 and December 31, 2014 , thep@oynhad the following assets measured at fairevaiua recurring basis:

Fair Value Measurements at
Reporting Date Using

Total Level 1 Level 2 Level 3
Assets (in thousands)
As of June 30, 2015
Money market funds, included in cash and cash edgpits $ 50,001 $ — 9 50,00: $ —
Mutual funds® 17,27¢ 17,27t — —
Money market fund§’ 1,172 — 1,172 —
$ 68,44¢ % 17,278 $ 51,17: $ —
As of December 31, 2014
Money market funds, included in cash and cash edpiits  $ 50,00: $ — $ 50,00. $ —
Mutual funds® 16,40¢ 16,40¢ — —
Money market fund§’ 1,34¢ — 1,34¢ —
$ 67,75¢ $ 16,408 $ 51,34¢ $ —
(1) Included in Investments, employee benefit plansvaliue on the consolidated balance sh

Other Financial Instruments

The Company believes that the fair value of itgentrassets and current liabilities approximaté tteported carrying amounts due to the shor
term nature of these items. In addition, the irderates of the Company's Credit Facility adjusgrently based on current market rates;
accordingly its carrying amount approximates failue.

The Company estimates the fair value of notes vabé which approximate their carrying value, miilg an analysis of future cash flows and
credit worthiness for similar types of arrangemeBtsed upon the availability of market data, tbeea receivable have been classified as |

3 inputs. The primary sensitivity in these calciolas is based on the selection of appropriateésteand discount rates. For further informatior
on the notes receivables, see Note 3.

The fair value of the Company's $250 million an@@4nillion senior notes are classified as Leve$ 2hee significant inputs are observable in
an active market. At June 30, 2015 and Decembe2@®14 , the $250 million senior notes had an agprate fair value of $271.3 million and
$268.9 million , respectively. At June 30, 2015 &etember 31, 2014 , the $400 million senior nbte an approximate fair value of $435.0
million and $437.7 million , respectively.

Fair values estimated are made at a specific fioiine, are subjective in nature and involve utaiaties and matters of significant judgment.
Settlement of such fair value amounts may not lssipte and may not be a prudent management decision

11. Income Taxe!

The effective income tax rates from continuing @piens were 32.3% and 29.8% for the three momde@ June 30, 2015 and 2014 ,
respectively. The effective income tax rates framtmuing operations were 31.6% and 30.6% for then®nths ended June 30, 2015 and
2014 , respectively.

The effective income tax rates from continuing @piens for the three and six months ended Jun2Q@Ih and 2014 were lower than the U.S.
federal income tax rate of 35.0% due to the rengritinpact of foreign operations, partially offsgtdiate income taxes. The effective income
tax rate for the six months ended June 30, 2015uvéser reduced due to the settlement of uncettadrpositions.
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12. ShareBased Compensation and Capital Stoc

No stock options were granted during the three moatised June 30, 2015 and 2014 . The Company gr@rgBedillion and 0.7 million

options to certain employees of the Company airavédue of $6.2 million and $5.7 million for théxamonths ended June 30, 2015 and 2014 ,
respectively. The stock options granted by the Camghad an exercise price equal to the market pfitee Company's common stock on the
date of grant. The fair value of the options grdnt&s estimated on the grant date using the Blabtiol8s option-pricing model with the
following weighted average assumptions:

2015 Grants 2014 Grants
Risk-free interest rate 1.45% 1.5€%
Expected volatility 23.9% 25.01%
Expected life of stock option 4.6 year: 4.5 year
Dividend yield 1.22% 1.62%
Requisite service period 4 years 4 year
Contractual life 7 years 7 year:
Weighted average fair value of options granted @eion) $ 12.3¢ §$ 8.82

The expected life of the options and volatility Besed on historical data which is believed tongkcative of future exercise patterns or actual
volatility. Historical volatility is calculated basl on a period that corresponds to the expecteddéthe stock option. The dividend yield and
the risk-free rate of return are calculated ongtant date based on the then current dividendaradethe risk-free rate of return for the period
corresponding to the expected life of the stockosptCompensation expense related to the fair valubese awards is recognized straight-line
over the requisite service period based on thosedsithat ultimately vest.

The aggregate intrinsic value of the stock optiomtstanding and exercisable at June 30, 2015 wadg $3llion and $26.5 million,
respectively. The total intrinsic value of optiaercised during the three months ended June 36, ®@s approximately $0.1 million . There
were no options exercised during the three montde@ June 30, 2014 . The total intrinsic valuepifams exercised during the six months
ended June 30, 2015 and 2014 was approximatelyn$iflién and $1.3 million , respectively.

The Company received approximately $5.7 million &fdb million in proceeds from the exercise of Z32, and 58,749 employee stock
options during the six months ended June 30, 28852814 , respectively. The Company received apprabely $0.1 million in proceeds from
the exercise of 3,829 employee stock options dutieghree months ended June 30, 2015 .

Restricted Stocl
The following table is a summary of activity reldt® restricted stock grants:

Three Months Ended Six Months Ended
June 30, June 30,

2015 2014 2015 2014
Restricted share grants 20,65 17,26: 106,44! 147,05!
Weighted average grant date fair value per share $ 62.51 $ 4462 $ 63.2¢ % 46.4¢
Aggregate grant date fair value ($000) $ 1,292 $ 77C $ 6,731 $ 6,83:
Restricted shares forfeited 3,66¢ 2,96¢ 8,44: 4,29¢
Vesting service period of shares granted 12 =0k 12 o A2 04 42 o4

months month months month:
Fair value of shares vested ($000) 1,05¢ 93t 11,73¢ 8,20:

Compensation expense related to the fair valubasfe awards is recognized straight-line over theisée service period based on those
restricted stock grants that ultimately vest. Tdie Value of grants is measured by the market ppfdhe Company’s stock on the date of grant.
Restricted stock awards generally vest ratably tveservice period beginning with the first anndzgy of the grant date. Awards granted to
retirement eligible non-employee directors are gaized over the shorter of the requisite serviaggopeor the length of time until retirement
since the terms of the grant provide that the asvaiitl vest upon retirement.

18




Table of Contents

Performance Vested Restricted Stock Ur

The Company has granted performance vested restistdck units ("PVRSU") to certain employees. Tievalue is measured by the market
price of the Company's common stock on the datheofjrant. The vesting of these stock awards iirgent upon the Company achieving
performance targets at the end of specified pedoca periods and the employees' continued emplaymke performance conditions affect
the number of shares that will ultimately vest. Taege of possible stock-based award vesting iergdp between 0% and 200% of the initial
target. If minimum performance targets are notim¢hthen no awards will vest under the terms efarious PVRSU agreements.
Compensation expense related to these awardsognmieed over the requisite service period basetth@iCompany's estimate of the
achievement of the various performance targets.ddrapany has currently estimated that between @d.86% of the various award targets
will be achieved. Compensation expense is recodmiably over the requisite service period onltlorse PVRSUSs that ultimately vest.

The following table is a summary of activity reldt® PVRSU grants:

Three Months Ended Six Months Ended
June 30, June 30,

2015 2014 2015 2014
Performance vested restricted stock units grarttéatget 20,95¢ — 51,30¢ 24,67¢
Weighted average grant date fair value per share $ 57.21 $ — 3 60.9¢ $ 45.5¢
Aggregate grant date fair value ($000) $ 1,20C $ — 3 3,12¢ $ 1,12¢
Stock units forfeited — — — —
Requisite service period 36 -43 36 -43

months — month: 36 month

During the three months ended June 30, 2015 andl 204 PVRSU grants vested. During the six monttaed June 30, 2015, a total4#,32¢
PVRSU grants vested at a grant date fair valuel #hillion . These PVRSU grants were initially gted at a target of 38,476 units. However
since the Company achieved 110% of the targetddnpesnce conditions contained in the stock awardsatgd in prior periods, an additional
3,850 shares were earned and issued.

During the six months ended June 30, 2014 , a t6t28,886 PVRSU grants vested at a grant datevédire of $1.4 million . These PVRSU
grants were initially granted at a target of 18,68%s. However, since the Company achieved 155%efargeted performance conditions
contained in the stock awards granted in priorquks; an additional 10,251 shares were earned andds
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A summary of stock-based award activity as of BMe2015 and changes during the six months endeprasented below:

Performance Vested

Stock Options Restricted Stock Restricted Stock Units
Weighted
Weighted Average Weighted Weighted
Average Remaining Average Average
Exercise Contractual Grant Date Grant Date
Options Price Term Shares Fair Value Shares Fair Value
Outstanding at January :
2015 1,903,17 $ 33.0¢ 479,55¢ $ 40.1¢ 200,28t $ 38.2¢
Granted 498,91 $ 63.47 106,44! % 63.2¢ 51,30¢ $ 60.94
Performance based
leveraging® — 3 — — 3 — 3,85( $ 35.6(
Exercised/Vested (232,79) $ 24.4; (189,59) $ 39.1¢ (42,32¢) $ 35.6(
Expired — $ =
Forfeited (5,569 $  51.6¢ (8,447 $ 44.7: — % —
Outstanding at June 30,
2015 2,163,72 $ 40.92 4.4 year: 387,96 $ 46.8¢ 213,11¢ $ 44.2:
Options exercisable at
June 30, 2015 1,053,44 $ 29.11 2.7 year:

WPVRSU units outstanding have been increased by3j8Es due to the Company exceeding the targetgfdnmance conditions contained in PVRSUs
granted in prior periods during the six months ehdiene 30, 2015 .

The components of the Company’s pretax share-hamagensation expense and associated income tafitbamre as follows for the three and
six months ended June 30, 2015 and 2014 :

Three Months Ended Six Months Ended
June 30, June 30,
(in millions) 2015 2014 2015 2014
Stock options $ 0c ¢ 07 $ 1€ $ 1.1
Restricted stock 1.7 1.¢ 3.k 3.€
Performance vested restricted stock units 3 (0.8 0.€ (0.2)
Total $ ¢ 3 18 3 57 $ 4.
Income tax benefits $ 11 % 07 $ 21 $ 1.

During the three and six months ended June 30, 20f&Company revised its estimate of the progeatchievement of various performance
conditions that affect the number of PVRSUs that wliimately vest. As a result, previously recaggil shardsased compensation costs rel:
to these PVRSUSs has been decreased by $0.2 nmalidr$0.2 million for the three and six months endi@ake 30, 2015 .

During the three and six months ended June 30, 20felCompany revised its estimate of the progeatchievement of various performance
conditions that affect the number of PVRSUs that wliimately vest. As a result, previously recoggil shardsased compensation costs rel:
to these PVRSUSs has been decreased by $1.2 nalidr$1.0 million for the three and six months endi@ake 30, 2014 .

Dividends

The Company currently pays a quarterly dividendt®eommon stock of $0.195 per share, however gutadation of future dividends are
subject to the discretion of the board of direct@nsring the three and six months ended June 315 2¢he Company's board of directors
declared dividends totaling $0.195 and $0.39 paresbr approximately $11.2 million and $22.5 miiliorespectively, in the aggregate. During
the three and six months ended June 30, 2014Cdh®any's board of directors declared dividendsitag $0.185 and $0.37 per share or
approximately $10.8 million and $21.6 million , pestively, in the aggregate.
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In addition, during the six months ended June 8Q52and 2014 , the Company recorded dividendsingt&0.5 million and $0.4 million ,
respectively, related to previously declared dinidethat were contingent upon the vesting of peréorce vested restricted stock units.

Share Repurchases and Redemptic

No shares of common stock were purchased by the Compader the share repurchase program during tlee #hmd six months ended
June 30, 2015 and 2014 .

During the three and six months ended June 30, 20#&Company redeemed 296 and 102,753 sharesrwhon stock at a total cost of
approximately $19 thousand and $6.2 million , retipely, from employees to satisfy the option exge@rice and statutory minimum tax-
withholding requirements related to the exercisihgtock options and vesting of performance veststricted stock units and restricted stock
grants. During the three and six ended June 3@} 26He Company redeemed 302 and 94,745 sharesrohon stock at a total cost of
approximately $13 thousand and $4.5 million , retipely, from employees to satisfy the option exge@rice and statutory minimum tax-
withholding requirements related to the exercisihgtock options and vesting of performance veststricted stock units and restricted stock

grants. These redemptions were outside the shpwectease program.
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13. Earnings Per Share
The computation of basic and diluted earnings perraon share is as follows:

Three Months Ended Six Months Ended
June 30, June 30,
(In thousands, except per share amounts) 2015 2014 2015 2014
Computation of Basic Earnings Per Share:
Numerator:

Net income from continuing operations 35,81 % 35,27¢ 57,407 $  56,74¢

Net income from discontinued operations — 121 — 1,762

Net income 35,81 35,40( 57,407 58,51(

Income allocated to participating securities (243 (329 (419 (529

Net income available to common shareholders $ 3557( $ 35,07¢ % 56,99 $ 57,98
Denominator:

Weighted average common shares outstanding — basic 57,21 57,89: 57,10¢ 57,85(
Basic earnings per share - Continuing operations $ 0.6z $ 061 $ 1.0 $ 0.97
Basic earnings per share - Discontinued operations — — — 0.0z

$ 06z $ 061 $ 1.0C $ 1.0C
Computation of Diluted Earnings Per Share:
Numerator:

Net income from continuing operations $ 35,81 $ 3527¢ $ 57,400 $  56,74¢

Net income from discontinued operations — 121 — 1,762

Net income 35,81 35,40( 57,407 58,51(

Income allocated to participating securities (241) (322) (411 (521)

Net income available to common shareholders $ 3557 % 35,07¢ % 56,99¢ $ 57,98¢
Denominator:

Weighted average common shares outstanding — basic 57,21 57,89: 57,10¢ 57,85(

Diluted effect of stock options and PVRSUs 47€ 492 52t 491

Weighted average common shares outstanding —dilute 57,68¢ 58,38 57,63: 58,34
Diluted earnings per share - Continuing operations $ 0.6z $ 06C $ 0.9¢ $ 0.9¢
Diluted earnings per share - Discontinued operatios — — — 0.0z

$ 0.6z $ 06C $ 0.9¢ % 0.9¢

The Company's unvested restricted shares contfitsrio receive non-forfeitable dividends, and thresparticipating securities requiring the
two-class method of computing earnings per sh&B$"). The calculation of EPS for common stock shalwove excludes the income
attributable to the unvested restricted share asvizodn the numerator and excludes the dilutive ichpéthose awards from the denominator.

At June 30, 2015 and 2014 , the Company had 2lbm#énd 2.3 million outstanding stock options,mestively. Stock options are included in
the diluted earnings per share calculation usiegrasury stock method and average market prioésgthe period, unless the stock options
would be anti-dilutive. For the three and six ma¢imded June 30, 2015 , the Company excluded Uiemuf anti-dilutive stock options from
the diluted earnings per share calculation. Fothihee months ended June 30, 2014 , the Comparhydext0.7 million of anti-dilutive stock
options from the diluted EPS calculation. For tixensonths ended June 30, 2014 , the Company digxetide any anti-dilutive stock options
from the diluted EPS calculation.
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PVRSUs are also included in the diluted earningsshare calculation when the performance conditiange been met at the reporting date.
However, at June 30, 2015 and 2014 , PVRSUs tgt2lir8,119 and 222,385 , respectively, were excldided the computation since the
performance conditions had not been met.

14. Condensed Consolidating Financial Statemer

The Company’s 2010 and 2012 Senior Notes are gtegaiointly, severally, fully and unconditionallsybject to certain customary
limitations, by certain of the Company’s domestibsidiaries. There are no legal or regulatory i&fins on the payment of dividends to
Choice Hotels International, Inc. from subsidiatiest do not guarantee the Senior Notes. As atrebthie guarantee arrangements, the
following condensed consolidating financial statetseare presented. Investments in subsidiarieac®@unted for under the equity method of
accounting.

Choice Hotels International, Inc.

Condensed Consolidating Statement of Income
For the Three Months Ended June 30, 2015
(Unaudited, in thousands)

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
REVENUES:
Royalty fees $ 75560 $ 39,28( $ 10,54¢ % (44,210 $ 81,18:
Initial franchise and relicensing fees 5,62¢ — 192 — 5,81¢
Procurement services 8,44( — 14¢ — 8,58¢
Marketing and reservation 122,62 124,34. 3,951 (127,799 133,12.
Other 2,97: — 473 — 3,44¢
Total revenues 215,22¢ 163,62: 15,31« (162,009 232,15t
OPERATING EXPENSES:
Selling, general and administrative 36,70¢ 35,30° 5,32( (44,210 33,12:
Marketing and reservation 127,74 119,61 3,55¢ (127,799 133,12.
Depreciation and amortization 794 1,952 24¢ — 2,99t
Total operating expenses 165,24 156,87¢ 9,12¢ (162,009 169,23¢
Operating income 49,98 6,74¢ 6,19( — 62,91°
OTHER INCOME AND EXPENSES, NET:
Interest expense 10,94° 1 10¢ — 11,05°
Equity in earnings of consolidated subsidiari (10,539 24C — 10,29: —
Other items, net (259 (825) 6C — (1,019
Total other income and expenses, net 16C (584) 16¢ 10,29: 10,03¢
Income from continuing operations before
income taxes 49,82: 7,33( 6,021 (10,297 52,87¢
Income taxes 14,00¢ 3,20¢ (14¢) — 17,06¢
Income from continuing operations, net of
income taxes 35,811 4,12¢ 6,16¢ (20,299 35,811
Net income from discontinued operations, net ¢
income taxes — — — — —
Net income $ 35811 $ 4,12¢ % 6,16¢ $ (10,299 $ 35,81
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Income
For the Three Months Ended June 30, 2014
(Unaudited, in thousands)

REVENUES:
Royalty fees
Initial franchise and relicensing fees
Procurement services
Marketing and reservation
Other
Total revenues
OPERATING EXPENSES:
Selling, general and administrative
Marketing and reservation
Depreciation and amortization
Total operating expenses
Operating income
OTHER INCOME AND EXPENSES, NET:
Interest expense
Equity in earnings of consolidated subsidiaries
Other items, net
Total other income and expenses, net

Income from continuing operations before
income taxes

Income taxes

Income from continuing operations, net of
income taxes

Income from discontinued operations, net of
income taxes

Net income

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries Eliminations Consolidated
$ 71,090 $ 36,75¢ 12,36( $ (42,539 $ 77,67(
4,43¢ — 287 — 4,722
7,84z — 17¢ — 8,02(
92,28¢ 94,30: 5,03¢ (87,859 103,76t
3,34z 1 14z — 3,48¢
178,99¢ 131,06 18,00: (130,39) 197,66
37,13 33,50« 3,31z (42,539 31,41
96,23: 90,65¢ 4,73¢ (87,859 103,76t
75€ 1,41¢ 16C — 2,33
134,12! 125,57 8,20¢ (130,39) 137,51
44 87 5,48¢ 9,79¢ — 60,15:
10,70: 1 6 — 10,71(
(13,18¢) (12) — 13,19¢ —
(297) (450) (44) — (792)
(2,782 (460) (39 13,19¢ 9,91¢
47,65t 5,94« 9,83¢ (13,199 50,23«
12,25t 2,38( 32C — 14,95t
35,40( 3,56¢ 9,51¢ (13,199 35,27¢
— 121 — — 121
$ 35400 $ 3,68t 9,51¢ % (13,199 $ 35,40(
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Income

For the Six Months Ended June 30, 2015
(Unaudited, in thousands)

REVENUES:
Royalty fees
Initial franchise and relicensing fees
Procurement services
Marketing and reservation
Other
Total revenues
OPERATING EXPENSES:
Selling, general and administrative
Marketing and reservation
Depreciation and amortization
Total operating expenses
Operating income
OTHER INCOME AND EXPENSES, NET:
Interest expense

Equity in earnings of consolidated
subsidiaries

Other items, net
Total other income and expenses, ne

Income from continuing operations before
income taxes

Income taxes

Income from continuing operations, net of
income taxes

Income from discontinued operations, net of
income taxes

Net income

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
133,15 $ 70,52( % 21,70¢ % (81,76) $ 143,61
11,12( — 41% — 11,53:
13,10¢ — 29C — 13,39¢
210,86 214,72 7,57 (201,32) 231,83!
6,07¢ — 94¢ — 7,022
374,31} 285,24 30,927 (283,089 407,40:
75,40¢ 63,35¢ 8,55¢ (81,767 65,56(
219,77 206,42¢ 6,96: (201,32) 231,83!
1,56¢ 3,657 46(C — 5,68t
296,74 273,44 15,98( (283,08 303,08
77,57 11,80: 14,947 — 104,32:
20,97¢ 1 25€ — 21,23¢
(21,865 37¢ — 21,48’ —
(54€) (52¢) 24¢ — (82¢)
(1,439 (249 50z 21,48’ 20,40¢
79,00: 11,95 14,44¢ (21,487 83,91:
21,59¢ 5,49( (580) — 26,50¢
57,40° 6,462 15,02¢ (21,487 57,40°
57,4007 $ 6,46z $ 15,02t $ (21,487 $ 57,40
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Income

For the Six Months Ended June 30, 2014
(Unaudited, in thousands)

REVENUES:
Royalty fees
Initial franchise and relicensing fees
Procurement services
Marketing and reservation
Other
Total revenues
OPERATING EXPENSES:
Selling, general and administrative
Marketing and reservation
Depreciation and amortization
Total operating expenses
Operating income
OTHER INCOME AND EXPENSES, NET:
Interest expense

Equity in earnings of consolidated
subsidiaries

Other items, net
Total other income and expenses, ne

Income from continuing operations before
income taxes

Income taxes

Income from continuing operations, net of
income taxes

Income from discontinued operations, net of
income taxes

Net income

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries Eliminations Consolidated
124,08 $ 60,97 $ 22,88: % (71,73) $ 136,21(
8,01¢ — 44% — 8,46:
12,47: — 32t — 12,79¢
171,11( 168,20( 9,16¢ (155,10) 193,37:
6,29¢ 1 25¢ — 6,55¢
321,98 229,17! 33,07¢ (226,83)) 357,40(
67,71 55,59 6,51¢ (71,73) 58,09:
177,81° 161,60: 9,06( (155,10 193,37:
1,507 2,73¢ 36¢ — 4,61(
247,03 219,93 15,94¢ (226,839 256,07!
74,95( 9,24% 17,13( — 101,32!
20,87: 2 8 — 20,88:
(24,119 50 — 24,06¢ —
(725) (517 (76) — (1,319
(3,969 (46%) (68) 24,06¢ 19,56:
78,91¢ 9,71( 17,19¢ (24,069 81,76:
20,40¢ 4,18¢ 422 — 25,01«
58,51( 5,52¢ 16,77¢ (24,069 56,74¢
— 1,762 — — 1,762
58,51( $% 7,28¢ $ 16,77¢ $ (24,069 $ 58,51(
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Comprehensiviecome

For the Three Months Ended June 30, 2015
(Unaudited, in thousands)

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated

Net income $ 3581 $ 4,12¢  $ 6,16¢ $ (10,299 $ 35,81
Other comprehensive income (loss), net of ta

Amortization of loss on cash flow hedge 21€ — — — 21€

Foreign currency translation adjustment 17t — 17t a75) 17t
Other comprehensive income (loss), net of tax 391 — 17t (175) 391
Comprehensive income $ 36,20¢ $ 4,12¢ $ 6,34¢ $ (10,469 $ 36,20«
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Comprehensiviecome

For the Three Months Ended June 30, 2014
(Unaudited, in thousands)

Net income

Other comprehensive income (loss), net of tax:

Amortization of loss on cash flow hedge
Foreign currency translation adjustment
Other comprehensive income (loss), net of tax

Comprehensive income

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
$ 35400 $ 3,68 $ 9512 % (13,199 $ 35,40(
21€ — — — 21€
50¢ — 50¢ (50€) 50¢
728 — 50¢ (509) 72t
$ 36,12¢ $ 3,68 $ 10,02: % (3,70 $ 36,12¢
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Comprehensiviecome
For the Six Months Ended June 30, 2015

(Unaudited, in thousands)

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated

Net income $ 57,400 $ 6,46: $ 15,02t $ (21,48) $ 57,40"
Other comprehensive income (loss), net of ta

Amortization of loss on cash flow hedge 431 — — — 431

Foreign currency translation adjustment (1,272) — (1,277) 1,272 (1,272)
Other comprehensive income (loss), net of tax (841 — (1,272 1,27 (841
Comprehensive income $ 56,56¢ $ 6,46 $ 13,75 $ (20,21%) $ 56,56¢
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Comprehensiviecome
For the Six Months Ended June 30, 2014

(Unaudited, in thousands)

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated

Net income $ 5851 $ 7,28t $ 16,77¢ $ (24,069 58,51(
Other comprehensive income (loss), net of ta

Amortization of loss on cash flow hedge 431 — — — 431

Foreign currency translation adjustment 1,03( — 1,03( (1,030 1,03(
Other comprehensive income (loss), net of tax 1,461 — 1,03( (1,030 1,461
Comprehensive income $ 59,97 $ 7,28¢ $ 17,80¢ $ (25,099 $ 59,97
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Choice Hotels International, Inc.
Condensed Consolidating Balance Sheet
As of June 30, 2015

(Unaudited, in thousands)

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
ASSETS
Cash and cash equivalents $ 25,61: $ 29 205,00t — % 230,65(
Receivables, net 108,93: 1,971 8,08t — 118,98t¢
Other current assets 19,24¢ 39,87¢ 3,67¢ (14,867) 47,93¢
Total current assets 153,79! 41,87¢ 216,76¢ (14,867) 397,57
Property and equipment, at cost, net 32,69 35,69¢ 13,98¢ — 82,37:
Goodwill 60,62( 5,19: — — 65,81!
Franchise rights and other identifiable
intangibles, net 3,251 1,16¢ 2,84: — 7,26¢
Notes receivable, net of allowances 11,72 38,84¢ 65¢ — 51,22¢
Investments, employee benefit plans, at fair
value — 18,27 — — 18,27
Investment in affiliates 449,03: 28,67" — (477,709 —
Advances to affiliates 16,58 242,82. 7,05¢ (266,467) —
Deferred income taxes 10,63¢ 9,011 83 — 19,72¢
Other assets 7,37¢ 21,79: 31,16( — 60,32¢
Total assets $ 745,70¢ $ 443,35¢ 272,55¢ (759,03) $ 702,59:
LIABILITIES AND SHAREHOLDERS'
DEFICIT
Accounts payable $ 10,27¢ $ 58,90« 3,02¢ — % 72,20"
Accrued expenses 28,791 25,54 2,19¢ — 56,53°
Deferred revenue 7,59k 62,07" 73C — 70,40:
Current portion of long-term debt — 73C 394 — 1,12¢
Deferred compensation and retirement p
obligations — 174 — — 174
Other current liabilities — 16,10« — (14,867) 1,24z
Total current liabilities 46,67( 163,53: 6,34 (14,867) 201,68t
Long-term debt 786,41 3,59¢ 10,02( — 800,03!
Deferred compensation and retirement p
obligations — 24,22( 17 — 24,23’
Advances from affiliates 256,52 28¢€ 9,64¢ (266,467) —
Other liabilities 41,56 17,76¢ 2,77¢ — 62,10:
Total liabilities 1,131,171 209,40( 28,80¢ (281,329 1,088,06!
Total shareholders’ (deficit) equity (385,46 233,95¢ 243,75( (477,709 (385,46
Total liabilities and shareholders’
deficit 745,70¢ $ 443,35¢ 272,55t (759,03) $ 702,59:
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Choice Hotels International, Inc.
Condensed Consolidating Balance Sheet
As of December 31, 2014

(in thousands)

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated
ASSETS
Cash and cash equivalents $ 25,29( $ 25 % 189,56« — % 214.,87¢
Receivables, net 82,19t 1,19¢ 8,29 — 91,68:
Other current assets 25,15: 33,58t 1,87t (15,759 44,85«
Total current assets 132,63 34,80: 199,73: (15,759 351,41-
Property and equipment, at cost, net 25,30( 37,67¢ 14,33« — 77,30¢
Goodwill 60,62( 5,19: — — 65,81!
Franchise rights and other identifiable
intangibles, net 4,38( 1,47¢ 3,05z — 8,91
Notes receivable, net of allowances 11,84" 27,89¢ 69¢ — 40,44:
Investments, employee benefit plans, at fair
value — 17,53¢ — — 17,53¢
Investment in affiliates 424,60( 31,13¢ — (455,739 —
Advances to affiliates 15,67( 222,50( 7,79: (245,969 —
Deferred income taxes 9,41¢ 10,42¢ 69¢ — 20,54¢
Other assets 7,22¢ 23,89: 34,177 — 65,29¢
Total assets $ 691,70( $ 412,54. $ 260,48t (717,46() $ 647,27(
LIABILITIES AND SHAREHOLDERS'
DEFICIT
Accounts payable $ 15,58¢ $ 37,97 $ 3,56¢€ — % 57,12¢
Accrued expenses 28,71¢ 32,64¢ 2,162 — 63,53(
Deferred revenue 8,46’ 57,33¢ 57€ — 66,38
Current portion of long-term debt 11,25( 71¢ 381 — 12,34¢
Deferred compensation and retirement p
obligations — 62¢ — — 62¢
Other current liabilities — 15,84 — (15,75%) 8t
Total current liabilities 64,02¢ 145,14 6,68t (15,759 200,09¢
Long-term debt 767,76( 3,96¢ 10,35¢ — 782,08:
Deferred compensation and retirement p
obligations — 23,97¢ 9 — 23,98’
Advances from affiliates 237,97: 341 7,64¢ (245,969 —
Other liabilities 50,74« 16,11¢ 3,044 — 69,90
Total liabilities 1,120,50 189,54¢ 27,74% (261,72) 1,076,07
Total shareholders’ (deficit) equity (428,80)) 222,99t 232,74 (455,739 (428,80
Total liabilities and shareholders'
deficit 691,70( $ 412,54. $ 260,48t (717,46() $ 647,27(
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Cash Flows
For the Six Months Ended June 30, 2015
(Unaudited, in thousands)

Guarantor Non-Guarantor
Parent Subsidiaries Subsidiaries Eliminations Consolidated

Net cash provided (used) by operating

activities $ 2584 ¢ (5,39¢) $ 18,14. $ (657 $  37,93(
CASH FLOWS FROM INVESTING
ACTIVITIES:
Investment in property and equipment (11,35) (3,189 (16) — (14,559
Proceeds from sales of assets 29 4,661 1,59¢ — 6,28:
Contributions to equity method investments — (1,659 (787) — (2,446
Distributions from equity method investments — — 27C — 27C
Purchases of investments, employee benefit plans — (1,736 — — (1,739
Proceeds from sales of investments, employee
benefit plans — 1,087 — — 1,08i
Issuance of mezzanine and other notes receivable (1,500 — — — (1,500
Collections of mezzanine and other notes
receivable 3,561 — — — 3,56
Advances to and investment in affiliates — (35 — 35 —
Divestment in affiliates — 2,12z — (2,1272) —
Other items, net (261) — — — (261)

Net cash provided (used) by investing

activities (9,516 1,25¢ 1,06(C (2,087 (9,290
CASH FLOWS FROM FINANCING
ACTIVITIES:
Net borrowings pursuant to revolving credit
facility 13,00( — — — 13,00(
Principal payments on long-term debt (5,62%) (35€) (18¢) — (6,169)
Purchases of treasury stock (6,244 — — — (6,244
Dividends paid (22,940 — (657) 657 (22,940
Excess tax benefits from stock-based
compensation 11C 4,50z — — 4,61
Proceeds from contributions from affiliates — — 35 (35) —
Distributions to affiliates — — (2,129 2,12z —
Proceeds from exercise of stock options 5,69¢ — — — 5,69¢

Net cash provided (used) by financing

activities (16,009 4,147 (2,937) 2,744 (12,044
Net change in cash and cash equivalents 323 4 16,26¢ — 16,59¢
Effect of foreign exchange rate changes on cash
and cash equivalents — — (825) — (825)
Cash and cash equivalents at beginning of peri 25,29( 25 189,56 — 214,87¢
Cash and cash equivalents at end of period $ 2561 § 29 $ 205,00t $ — $ 230,65(
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Choice Hotels International, Inc.

Condensed Consolidating Statement of Cash Flows
For the Six Months Ended June 30, 2014
(Unaudited, in thousands)

Guarantor Non-Guarantor

Parent Subsidiaries Subsidiaries Eliminations Consolidated
Net cash provided (used) by operating activities $ 5313 $ (1,389 $ 14,74C $ (657 $ 65,83:
CASH FLOWS FROM INVESTING ACTIVITIES
Investment in property and equipment (1,799 (5,235 (282) — (7,319
Proceeds from sales of assets 27 12,18¢ — — 12,21¢
Equity method investments — (1,289 (5,669) — (6,946
Purchases of investments, employee benefit plans — (1,220 — — (1,220
Proceeds from sales of investments, employee henefi
plans — 641 — — 641
Issuance of mezzanine and other notes receivable (2,227) — — — (2,227)
Collections of mezzanine and other notes receivable 9,74: — — — 9,74:
Advances to and investments in affiliates (1,000 (4,847) — 5,84: —
Other items, net (296) — — — (296)
Net cash provided (used) in investing activities 4,45¢ 25C (5,945 5,84 4,601
CASH FLOWS FROM FINANCING ACTIVITIES:
Principal payments on long-term debt (3,750 (349 a3 — (4,112
Proceeds from the issuance of long-term debt — — 26 — 26
Proceeds from contributions from affiliates — — 5,84 (5,842 —
Purchases of treasury stock (4,549 — — — (4,549
Dividends paid (21,959 — (657) 657 (21,959
Excess tax benefits from stock-based compensation 29t 1,02¢ — — 1,31¢
Proceeds from exercise of stock options 1,543 — — — 1,54
Net cash provided (used) by financing activities (28,409 67= 5,19¢ (5,185 (27,72
Net change in cash and cash equivalents 29,17" (45¢) 13,99: — 42,71
Effect of foreign exchange rate changes on casltask
equivalents — — 1,03t — 1,03t
Cash and cash equivalents at beginning of period 9,78t 56¢ 157,44: — 167,79
Cash and cash equivalents at end of period $ 3896: $ 111§ 172,46¢ $ — $ 211,54
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15. Reportable Segment Informatior

Franchising: Franchising includes the Company's hotel franchisiperations consisting of its eleven brands. Téees brands are aggregated
within this segment considering their similar econocharacteristics, types of customers, distrdoutthannels and regulatory business
environments. Revenues from the franchising busimedude royalty fees, initial franchise and retising fees, marketing and reservation
system fees, procurement services revenue andfodimehising related revenue. The Company is ot#igjander its franchise agreements to
provide marketing and reservation services appatgfor the operation of its systems. These sesvdcenot represent separate reportable
segments as their operations are directly relatéde Company's franchising business. The reveragcesved from franchisees that are used to
pay for part of the Company's ongoing operatioesimluded in franchising revenues and are offgahb related expenses paid for marketing
and reservation activities to calculate franchigipgrating income.

SkyTouch Technology: SkyTouch Technology ("SkyTouch") is a division bétCompany that develops and markets cloud-bashddigy
products to hoteliers not under franchise agreesneith the Company.

The Company evaluates its segments based prinwaritiie results of the segment without allocatingomte expenses, income taxes or
indirect general and administrative expenses. Eduiearnings or losses from franchising relatadtjeentures is allocated to the Company's
franchising segment. Corporate and Other revendegpenses consist primarily of overhead sellimgegal and administrative costs such as
finance, legal, human resources and other genénaingstrative expenses that are not allocatededbmpany's two segments and activity
related to the ownership of a commercial officdding leased to a third party. As described in Nateertain interest expenses related to the
Company's marketing and reservation activitiesatioeated to the franchising segment. The Compam®g thot allocate the remaining interest
expense, interest income, other gains and lossesame taxes to its segments.

The following table presents the financial informoatfor the Company's segments:

Three Months Ended June 30, 2015 Three Months Ended June 30, 2014
(In SkyTouch Corporate & SkyTouch Corporate &
thousands) Franchising  Technology Other Consolidated Franchising  Technology Other Consolidated
Revenues $ 231,74 $ 22 % 18¢ $ 232,15t $ 197,59t $ 68 $ — $ 197,66
Operating
income

(loss) $ 76,57: $ (4,459 $ 9,197 $ 62,917 $ 7521 $(4360 $ (10,699 $ 60,15
Income

(loss) from

continuing

operations

before

income

taxes $ 76,14. $ (4,459 $ (18,809 $ 52,87¢ $ 7520 $ (4,360 $ (20,609 $ 50,23

Six Months Ended June 30, 2015 Six Months Ended June 30, 2014

(In SkyTouch Corporate & SkyTouch Corporate &
thousands) Franchising  Technology Other Consolidated Franchising  Technology Other Consolidated

Revenues $ 406,38 $ 492 $ 521 $ 407,40. $ 357,27¢ $ 121 $ — $ 357,40(
Operating

income

(loss) $ 134,03( $ (9,889 $ (19,82() $ 104,32: $ 129,42: $ (7,866 $ (20,2300 $ 101,32
Income

(loss) from

continuing

operations

before

income
taxes $ 132,59: $(9,889 $ (38,79) $ 83,91: $ 129,42. $ (7,866 $ (39,799 $ 81,76:

16. Commitments and Contingencie

The Company is not a party to any litigation ottiem litigation in the ordinary course of businéBse Company's management and legal
counsel do not expect that the ultimate outconmengfof its currently ongoing legal proceedingsjvraually or collectively, will have a
material adverse effect on the Company's finarmmaltion, results of operations or cash flows.
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Contingencies

On October 9, 2012, the Company entered into ddofrpayment guaranty with regards to a VIE's $1@l0on bank loan for the construction
of a hotel franchised under one of the Compangads in the United States. Under the terms ofithiéeld guaranty, the Company has agreed
to guarantee 25% of the outstanding principal lddnr a maximum exposure of $4.5 million and aedrand unpaid interest, as well as any
unpaid expenses incurred by the lender. The lingtgatranty shall remain in effect until the maximamount guaranteed by the Company is
paid in full. In addition to the limited guaranthhe Company entered into an agreement in whiclCtirapany guarantees the completion of the
construction of the hotel and an environmental indigy agreement which indemnifies the lending oitbn from and against any damages
relating to or arising out of possible environmégtantamination issues with regards to the property

On June 30, 2015, the VIE refinanced the constradtian into a mini-permanent loan with the sanmelée. In connection with the
refinancing, the Company entered into a limitedrpegt guaranty on substantially the same termseasriginal limited payment guaranty and
reaffirmed its obligations under the environmeiridemnity agreement. In addition, the completioamgnty was terminated.

On November 15, 2013, the Company entered intmiéeld payment guaranty with regards to a VIE's $46illion bank loan for the
construction of a hotel franchised under one ofGbenpany's brands in the United States. Underettmst of the limited guaranty, the Comp.
has agreed to unconditionally guarantee and besomety for the full and timely payment of the gudesd outstanding principal balance, as
well as any unpaid expenses incurred by the lefider.guarantee is limited to 25% of the outstangingcipal balance of the $46.2 million
loan due at any time for a maximum exposure of&dillion . The limited guaranty shall remain ifesft until the maximum amount
guaranteed by the Company is repaid in full. Théunity date of the VIE's loan is May 2017. In camgtion with this guaranty, the Company
has entered into a reimbursement and guaranty ragreéevith certain individuals that requires thememnburse the Company in an amount
equal to 75% of any payments made by the Compadgruhis limited payment guaranty.

The Company believes the likelihood of having tdfigen under the aforementiond limited payment gotgas was remote at June 30, 2015
and December 31, 2014 .

Commitments

The Company has the following commitments outstagdit June 30, 2015 :

» The Company provides financing in the form afjiwable promissory notes or cash incentives todhésees for property
improvements, hotel development efforts and otlhepgses. At June 30, 201%he Company had commitments to extend an addi
$49.3 million for these purposes provided certainditions are met by its franchisees, of which $@illion is expected to be
advanced in the next twelve months.

e The Company committed to make additional caitedtributions totaling $2.1 million to existingif ventures related to the
construction of various hotels to be operated uttteelCompany's Cambria hotel & suites brand. Tleesemitments are expected to
be funded in the next twelve months.

In the ordinary course of business, the Compangrsrimto numerous agreements that contain stamddednities whereby the Company
indemnifies another party for breaches of repregimts and warranties. Such indemnifications aa@tgid under various agreements, includin
those governing (i) purchases or sales of assdtssinesses, (ii) leases of real estate, (iinkéeg of trademarks, (iv) access to credit faeiiti
(v) issuances of debt or equity securities, angdgitain operating agreements. The indemnificatissued are for the benefit of the (i) buyers
in sale agreements and sellers in purchase agrégni@randlords in lease contracts, (iii) framses in licensing agreements, (iv) financial
institutions in credit facility arrangements, (\jderwriters in debt or equity security issuances @) parties under certain operating
agreements. In addition, these parties are alsergty indemnified against any third party clainsulting from the transaction that is
contemplated in the underlying agreement. Whileesofrthese indemnities extend only for the duratibthe underlying agreement, many
survive the expiration of the term of the agreenmergxtend into perpetuity (unless subject to alletatute of limitations). There are no
specific limitations on the maximum potential amoboahfuture payments that the Company could beireduo make under these indemnities,
nor is the Company able to develop an estimatheftaximum potential amount of future paymentsaonade under these indemnifications
as the triggering events are not subject to praldility. With respect to certain of the aforementd indemnities, such as indemnifications of
landlords against third party claims for the useeafl estate property leased by the Company, tinep@oy maintains insurance coverage that
mitigates potential liability.

36




Table of Contents
17. Transactions with Unconsolidated Joint Ventures

In May 2015, the Company entered into a promissotg with an individual who is a member of onelef Company’s unconsolidated joint
ventures. The Company initially advanced $1.5 onillio develop and operate a Cambria hotel & saitesmay provide up to $4.0 million
provided certain conditions are met. The promissmte initially matures on December 31, 2015 buy ima extended until April 30, 2018
provided certain conditions are met. The promissmtg bears interest at fixed rates and is payabigthly.

18. Discontinued Operations

In the first quarter of 2014, the Company's managerapproved a plan to sell the three Company-ovaogels operated under the MainStay
Suites brand and completed the disposal of thetsshaduring 2014. The Company determined thatdisigosal transaction met the definition
of a discontinued operation since the operatiomscash flows of this component has been eliminftad the on-going operations of the
Company and the Company will not have significaoritmuing involvement in the operations of the letdter the disposal transaction.

The operations related to these three Company-owotads were reported as a component of "CorpanadeOther” for segment reporting
purposes. The results of operations for the thnelesix months ended June 30, 2015 and 2014 ar@dimpany's financial position as of
June 30, 2015 and December 31, 2014 presentedse tbonsolidated Financial Statements reflect tthese Company-owned hotels as
discontinued operations. Summarized financial im@ation related to the discontinued operations f®ksws:

Three Months Ended June 30 Six Months Ended June 30,
2015 2014 2015 2014

(in thousands)

Revenues
Hotel operations $ — 3 111 % — $ 801
Total revenues — 111 — 801
Expenses
Hotel operations — 17C — 832
Total operating expenses — 17C — 832
Operating income (loss) — (59 — (32)
Gain on disposal of discontinued operati — 252 — 2,83t
Income from discontinued operations
before income taxes — 19z — 2,80z
Income taxes — 72 — 1,04(
Income from discontinued operations $ — $ 121 $ — $ 1,762

As of June 30, As of December 31,

2015 2014
(in thousands)

Total assets $ — 3 —
Accounts payable $ — $ 45
Income taxes payable — 994

Total liabilities $ — $ 1,03¢
Net assets (liabilities) of discontinued
operations $ — % (1,039
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19. Subsequent Events

On July 21, 2015, the Company refinanced its egs$350 million senior secured credit facility,neprised of a $200 million revolving credit
tranche and a $150 million term loan tranche bgémg into a new senior unsecured revolving cragieement (“Credit Agreement”), with
Deutsche Bank AG New York Branch, as administratigent.

The Credit Agreement provides for a $450 milliorsecured revolving credit facility (the “New Revoljewith a final maturity date ofuly 21
2020, subject to optional one -year extensionsaha be requested by the Company prior to eathediirst, second and third anniversaries of
the closing date of the New Revolver. The effectass of any such extensions is subject to the obo$¢he lenders under the Credit
Agreement and certain customary conditions. Up3® illion of borrowings under the New Revolver m@yused for alternative currency
loans and up to $15 million of borrowings under ew Revolver may be used for swing line loans.

The New Revolver is unconditionally guaranteedhtigiand severally, by certain of the Companglomestic subsidiaries, which are consid
restricted subsidiaries under the Credit AgreenEme. subsidiary guarantors currently include afissdiaries that guarantee the obligations
under the Company's Indenture governing the teffrits 6.75% senior notes due 2020 and its 5.70%ps@otes due 2020. If the Company
achieves and maintains an Investment Grade Ramdefined in the Credit Agreement, then the sidrgidjuarantees will at the election of
Company be released and the New Revolver will eagumaranteed.

The Company may at any time prior to the final matudate increase the amount of the New Revolyenfpto an additional $150 million to
the extent that any one or more lenders commietongha lender for the additional amount and cem#éirer customary conditions are met.

The Company currently may elect to have borrowimgder the New Revolver bear interest at a rateléqyg LIBOR plus a margin ranging
from 135 to 175 basis points based on the Compdatasleverage ratio or (ii) a base rate plus agimaranging from 35 to 75 basis points
based on the Company’s total leverage ratio. I1{Cbenpany achieves an Investment Grade Rating,tttee@ompany may elect to use a
different, ratings-based, pricing grid set forthtlie Credit Agreement.

The Credit Agreement requires the Company to pi@g @n the undrawn portion of the New Revolvercelgted on the basis of the average
daily unused amount of the New Revolver multiplisd0.20% per annum. If the Company achieves arsinvent Grade Rating and it elects tc
use the ratings-based pricing grid set forth inGhedit Agreement, then the Company will be reglileepay a fee on the total commitments
under the New Revolver, calculated on the baste@fctual daily amount of the commitments underNew Revolver (regardless of usage)
times a percentage per annum ranging from 0.10022%% (depending on the Company'’s senior unsedarggterm debt rating).

The Credit Agreement requires that the Companyitaréstricted subsidiaries comply with various @oants, including with respect to
restrictions on liens, incurring indebtedness, mgknvestments and effecting mergers and/or aaset.3Nith respect to dividends, the
Company may not declare or make any payment ietfeean existing event of default or if the paym®otld create an event of default. In
addition, if the Company’s total leverage ratio@ads 4.Qo 1.0, the Company is generally restricted fromipgaggregate dividends in exct
of $50 million in any calendar year.

The Credit Agreement imposes financial maintenaeenants requiring the Company to maintain a tetadrage ratio of not more than 4
1.0 and a consolidated fixed charge coverage o&ta least 2.5 to 1.0. If the Company achievesraathtains an Investment Grade Rating,
then the Company will not need to comply with tl@solidated fixed charge coverage ratio covenant.

The Credit Agreement includes customary eventetdudt, the occurrence of which, following any apable cure period, would permit the
lenders to, among other things, declare the pratcgrcrued interest and other obligations of tbex@any under the Credit Agreement to be
immediately due and payable.

The proceeds of the New Revolver are expected tesbd for general corporate purposes, includingingrcapital, debt repayment, stock
repurchases, dividends, investments and other fiednises set forth in the Credit Agreement.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

The following Management's Discussion and Analg§iBinancial Condition and Results of Operationd[P&A") is intended to help the
reader understand the consolidated financial cimmd#ind results of operations of Choice Hotelsrim&onal, Inc. and its subsidiaries (togethe
the "Company") contained in this report. MD&A iopided as a supplement to-and should be read ijurction with-our consolidated
financial statements and the accompanying notes.

Overview

We are primarily a hotel franchisor with franch&greements representing 6,376 hotels open andd@#& lunder construction, awaiting
conversion or approved for development as of JnQA15 , with 504,961 rooms and 49,617 rooms eetsely, in 50 states, the District of
Columbia and over 35 countries and territoriesidatthe United States. Our brand names include Gariifn®, Comfort Suites®, Quality®,
Clarion®, Ascend Hotel Collection®, Sleep Inn®, Bod_.odge®, Rodeway Inn®, MainStay Suites®, SuburBatended Stay Hotel®, and
Cambria hotel and suites® (collectively, the "Cleoizands").

The Company's domestic franchising operations anelucted through direct franchising relationshipélavits international franchise
operations are conducted through a combinatiorire€tdfranchising and master franchising relatiopshMaster franchising relationships are
governed by master franchising agreements whickrgdiy provide the master franchisee with the rightise our brands and sub-license the
use of our brands in a specific geographic regisoally for a fee.

Our business strategy is to conduct direct frameim those international markets where both fhésing is an accepted business model an
believe our brands can achieve significant scale elct to enter into master franchise agreemartteose markets where direct franchising is
currently not a prevalent or viable business modéien entering into master franchising relationshipe strive to select partners that have
professional hotel and asset management capabiiitigether with the financial capacity to invesbinlding the Choice brands in their
respective markets. Master franchising relatiorskypically provide lower revenues to the Compasiyhe master franchisees are responsible
for managing certain necessary services (suctaasrg, quality assurance, reservations and mangeto support the franchised hotels in the
master franchise area and therefore, retain arlpeyeentage of the hotel franchise fees to cdwar £xpenses. In certain circumstances, the
Company has and may continue to make equity inver#tisrin our master franchisees.

As a result of our use of master franchising retathips and international market conditions, teegkenues from international franchising
operations comprised 6% of our total revenuesHersix months ended June 30, 2015 , while reprieseapproximately 18% of hotels open at
June 30, 2015 . Therefore, our description of taadhise system is primarily focused on the doroegierations.

Our Company generates revenues, income and cash fiomarily from initial, relicensing and contimgj royalty fees attributable to our
franchise agreements. Revenues are also generated)fialified vendor arrangements and other soufides hotel industry is seasonal in
nature. For most hotels, demand is lower in Novertlireugh February than during the remainder ofyéser. Our principal source of revenues
is franchise fees based on the gross room reverfums franchised properties. The Company's frasefée revenues reflect the industry's
seasonality and historically have been lower infitts¢ and fourth quarters than in the second odthuarters.

With a focus on hotel franchising instead of owhgswe benefit from the economies of scale inheirethe franchising business. The fee anc
cost structure of our business provides opporemitid improve operating results by increasing timabrer of franchised hotel rooms and
effective royalty rates of our franchise contraetsulting in increased initial fee and relicensiagenue, ongoing royalty fees and procurement
services revenues. In addition, our operating tesan also be improved through our company-wittartsfrelated to improving property level
performance. The Company currently estimates, basets current domestic portfolio of hotels unftanchise, a 1% change in revenue per
available room ("RevPAR") or rooms under franchismild increase or decrease annual domestic roy@lgnues by approximately $2.8
million and a 1 basis point change in the Compagij&ctive royalty rate would increase or decremsaual domestic royalties by
approximately $0.7 million . In addition to theswenues, we also collect marketing and reservatistem fees to support centralized
marketing and reservation activities for the frasetsystem. The Company's hotel franchising businegently has relatively low capital
expenditure requirements.

The principal factors that affect the Company’stessare: the number and relative mix of franchisetel rooms in the various hotel lodging
price categories; growth in the number of hotelmsainder franchise; occupancy and room rates amthiey the hotels under franchise; the
effective royalty rate achieved; the level of fraise sales and relicensing activity; and our abititmanage costs. The number of rooms at
franchised properties and occupancy and room edtémse properties significantly affect the Compsinesults because our fees are based
upon room revenues or the number of rooms at fiaaedrhotels. The key industry standard for meaguristel-operating performance is
RevPAR, which is calculated by multiplying the pentage of occupied rooms by the average daily naierealized. Our variable overhead
costs associated with franchise system
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growth of our established brands have historidadlgn less than incremental royalty fees generabed fiew franchises. Accordingly,
continued growth of our franchise business shooabe us to realize benefits from the operatingdage in place and improve operating
results.

We are required by our franchise agreements tehesmarketing and reservation system fees we t¢dbesystem-wide marketing and
reservation activities. These expenditures, whidhuide advertising costs and costs to maintaircentral reservations and property
management systems, help to enhance awarenesscagase consumer preference for our brands. Graateeness and preference promotes
long-term growth in business delivery to our fraiseles and increases the desirability of our brémti®tel owners and developers, which
ultimately increases franchise fees earned by tirafany.

Our Company articulates its mission as a commitrteotr franchisees’ profitability by providing ofranchisees with hotel franchises that
strive to generate the highest return on investrakaty hotel franchise. We have developed an dpegraystem dedicated to our franchisees’
success that focuses on delivering guests to anclised hotels and reducing costs for our hoteleosv

We believe that executing our strategic prioritiesates value for our shareholders. Our Companysggon two key goals:

Profitable Growth. Our success is dependent on improving the perfocmahour hotels, increasing our system size Hingehdditional hotel
franchises, effective royalty rate improvement araintaining a disciplined cost structure. We attetnpmprove our franchiseesvenues an
overall profitability by providing a variety of pdoicts and services designed to increase businkgsrgido and/or reduce operating and
development costs for our franchisees. These ptedund services include national marketing campigraintaining a guest loyalty program,
a central reservation system, property and yieldagament systems, quality assurance standardsuatiflegl vendor relationships. We belie
that healthy brands, which deliver a compellingineton investment for franchisees, will enableausdll additional hotel franchises and raise
royalty rates over time. We have established mleltipands that meet the needs of many types oftgjuesd can be developed at various price
points and applied to both new and existing hofitss is intended to ensure that we have brandaldaifor creating growth in a variety of
market conditions. Improving the performance ofhioéels under franchise, growing the system thraadytitional franchise sales and
improving franchise agreement pricing while mainitag a disciplined cost structure are the keysrtdifable growth.

Maximizing Financial Returns and Creating Value for Shareholders. Our capital allocation decisions, including capgtilicture and uses of
capital, are intended to maximize our return orestgd capital and create value for our shareholiéesbelieve our strong and predictable «
flows create a strong financial position that pd®a us a competitive advantage. Currently, oumiassi does not require significant capital to
operate and grow. Therefore, we can maintain aalegiructure that generates high financial retams use our excess cash flow to increase
returns to our shareholders primarily through shapeirchases, dividends or investing in growth ofymities.

Historically, we have returned value to our shaléérs through share repurchases and dividend€98,Jour board of directors instituted a
share repurchase program which has generated stiktalue for our shareholders. Since the progganteption through June 30, 2015, we
have repurchased 46.7 million shares (includin® 83llion prior to the two-for-one stock split effied in October 2005) of common stock at ¢
total cost of $1.2 billion . Considering the effefthe two-for-one stock split, the Company hgarehased 79.7 million shares at an average
price of $14.55 per share. The Company did notlmage any shares of common stock under the sharechgse program during the six
months ended June 30, 2015 . At June 30, 2015hagd@pproximately 3.0 million shares remaining unbte current share repurchase
authorization. We currently believe that our cdelwv$ from operations will support our ability toroplete the current repurchase authorizatior
Upon completion of the current authorization, ooatul of directors will evaluate the advisabilityaafditional share repurchases.

The Company commenced paying quarterly dividend@00% and in 2012 the Company elected to pay aapmash dividend totaling
approximately $600 million. The Company currentlginiains the payment of a quarterly dividend orc@smon shares outstanding, howevel
the declaration of future dividends are subjedh#discretion of the board of directors. During thurth quarter of 2014, the Company's boar
of directors announced a 5% increase to the ghadetidend rate to $0.195 per common share outkten During the six months ended

June 30, 2015, we paid cash dividends totalingegmately $22.9 million . We expect to continuepay dividends in the future, subject to
declaration by our board of directors as well @arieibusiness performance, economic conditions)gdsin income tax regulations and other
factors. Based on the present dividend rate argtanding share count, we expect that aggregateahiregular dividends for 2015 would be
approximately $45.4 million .

The Company also allocates capital to growth opities in business areas that are adjacent or leongmtary to our core hotel franchising
business, which leverage our core competenciesi@nddditive to our franchising business model. fitheng and amount of these investments
are subject to market and other conditions andidecthe following:

40




Table of Contents

Our board of directors authorized a program whietmpts us to offer financing, investment and gugranipport to qualified franchisees as
well as allows us to acquire and resell real edtatecent franchise development for certain brandgrategic markets. As a result over the
several years, we expect to deploy capital purstaethtis program opportunistically to promote grbwf our emerging brands. The amount
timing of the investment in this program will bepgedent on market and other conditions and we géy@xpect to recycle these investments
within a five year period.

In March 2013, the Company announced the launehnew division, SkyTouch Technology ("SkyTouch"high develops and markets cloud-
based technology products for the hotel industryednjunction with continued launch of this neweliof business, the Company expects to
incur costs in excess of revenues earned as litsfludevelops SkyTouch's product offerings and itsviessales and marketing during 2015.

Notwithstanding investments in SkyTouch and otHtariaative growth strategies, the Company expectontinue to return value to
shareholders over time through a combination ofeshepurchases and dividends, subject to the disoref our board of directors as well as to
business performance, economic conditions, chaingasome tax regulations and other factors.

We believe these investments and strategic pegtitivhen properly implemented, will enhance oufitadaility, maximize our financial returns
and continue to generate value for our sharehaldées ultimate measure of our success will be cédl in the items below.

Results of Operation: Royalty fees, operating income, net income andelilearnings per share ("EPS") represent key measuts of these
value drivers. These measurements are primariyedrby the operations of our franchise system hackfore, our analysis of the Company's
operations is primarily focused on the size, penfonce and potential growth of the franchise sysiewell as our variable overhead costs.

Refer to MD&A heading "Operations Review" for adilital analysis of our results.

Liquidity and Capital Resources: Historically, the Company has generated significagh flows from operationsSince our business does not
currently require significant reinvestment of capitve typically utilize cash in ways that managaieelieves provide the greatest returns to
our shareholders which include share repurchasbsligiiends. However, we may determine to utiliaskcfor acquisitions and other
investments in the future. We believe the Compaog&h flow from operations and available finanaiagacity is sufficient to meet the
expected future operating, investing and financiagds of the business.

Refer to MD&A heading "Liquidity and Capital Resoas" for additional analysis.

Non-GAAP Financial Statement Measurements

The Company utilizes certain measures which daanform to generally accepted accounting principlesepted in the United States
("GAAP") when analyzing and discussing its resulith the investment community. This information shtbnot be considered as an alterne
to any measure of performance as promulgated UBA&P. The Company’s calculation of these measurdésnmay be different from the
calculations used by other companies and thereforaparability may be limited. We have includedeanciliation of these measures to the
comparable GAAP measurement below as well as asiores for reporting these non-GAAP measures.

Franchising Revenues: The Company utilizes franchising revenues, whiatiwe revenues from marketing and reservation sysigivities,

the SkyTouch division and revenue generated frarothinership of an office building that is leasea tihird-party, rather than total revenues
when analyzing the performance of the businesskéieng and reservation activities are excluded ffranchising revenues since the Comg

is contractually required by its franchise agreetsiém use the fees collected for marketing andrvesien activities; as such, no income or loss
to the Company is generated. Cumulative marketimthraservation system fees not expended are ratasla liability in the Company’s
financial statements and are carried over to thx¢fiszal year and expended in accordance wittrdmgchise agreements. Cumulative
marketing and reservation expenditures incurrezkoess of fees collected for marketing and resienvaictivities are deferred and recorded as
an asset in the Company’s financial statementgecayered in future periods. SkyTouch is a divisibthe Company that develops and
markets cloud-based technology products, includimgntory management, pricing and connectivityhtioct party channels, to hoteliers not
under franchise agreements with the Company. SkgfT operations are excluded from franchising reversirece those operations do not
reflect the Company's core franchising businesgdpresent an adjacent,

41




Table of Contents

complimentary line of business. This non-GAAP meassia commonly used measure of performance inolustry and facilitates
comparisons between the Company and its competitors

Calculation of Franchising Revenues

Three Months Ended June 30, Six Months Ended June 3C
(in thousands)

2015 2014 2015 2014
Total Revenues $ 232,15¢ $ 197,66: $ 407,40. $ 357,40
Adjustments:
Marketing and reservation system revenues (133,12) (103,76¢) (231,83)  (193,37)
SkyTouch and other (417) (69) (1,019 (127
Franchising Revenues $ 98,62 $ 93,83( $ 174,55. $ 163,90

Adjusted EBITDA: We also utilize adjusted earnings before intetages, depreciation and amortization ("Adjusted HBA") to analyze our
results which reflects earnings from continuingragiens excluding the impact of interest expens@rest income, provision for income taxes,
depreciation and amortization, other (gains) asdds and equity earnings of unconsolidated affsidiVe consider Adjusted EBITDA to be an
indicator of operating performance because wetuseneasure our ability to service debt, fund mxpenditures, and expand our business
We also use Adjusted EBITDA, as do analysts, lesydavestors and others, to evaluate companiesibedaexcludes certain items that can
vary widely across different industries or amongpanies within the same industry. For exampleyésteexpense can be dependent on a
company’s capital structure, debt levels and credihgs. Accordingly, the impact of interest expeion earnings can vary significantly among
companies. The tax positions of companies canvaspbecause of their differing abilities to taldvantage of tax benefits and because of the
tax policies of the jurisdictions in which they oate. As a result, effective tax rates and prowisa income taxes can vary considerably
among companies. Adjusted EBITDA also excludeset@ation and amortization because companies upliaductive assets of different ages
and use different methods of both acquiring andetgating productive assets. These differencesesuit in considerable variability in the
relative costs of productive assets and the degiieniand amortization expense among companiestiéudlly, Adjusted EBITDA is also
utilized as a performance indicator as it excluglpsity in earnings of unconsolidated affiliates atiter (gains) and losses which primarily
reflect the performance of investments held inGloenpany's non-qualified retirement, savings anéstment plans as well as the sale of asse
which can vary widely from period to period basedearket conditions.

Calculation of Adjusted EBITDA

Three Months Ended Six Months Ended June
June 30, 30,

(in thousands)
2015 2014 2015 2014

Income from continuing operations, net of incomeesa$ 35,81! $ 35,27¢ $ 57,407 $ 56,74¢

Income taxes 17,06¢ 14,95¢ 26,50¢ 25,01«
Interest expense 11,051 10,71( 21,23¢ 20,88:
Interest income (277) (347) (623) (850)
Other (gains) and losses (1,179 (479 (1,64 (539)
Equity in net loss of affiliates 431 30 1,43¢ 65
Depreciation and amortization 2,99t 2,332 5,68¢ 4,61(
Adjusted EBITDA $ 65,91: $62,48° $110,00¢ $105,93!
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Operations Review

Comparison of Operating Results for the Three-Monfteriods Ended June 30, 2015 and 2014

Summarized financial results for the three montited June 30, 2015 and 2014 are as follows:

(in thousands)
REVENUES:
Royalty fees
Initial franchise and relicensing fees
Procurement services
Marketing and reservation
Other
Total revenues
OPERATING EXPENSES:
Selling, general and administrative
Depreciation and amortization
Marketing and reservation
Total operating expenses
Operating income
OTHER INCOME AND EXPENSES, NET:
Interest expense
Interest income
Other (gains) and losses
Equity in net loss of affiliates
Total other income and expenses, net
Income from continuing operations before income tags
Income taxes
Income from continuing operations, net of income taes
Income from discontinued operations, net of incoméaxes
Net income
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2015 2014
81,18: $ 77,67(
5,81¢ 4,72:
8,58¢ 8,02(
133,12: 103,76t
3,44¢ 3,48¢
232,15 197,66
33,12: 31,41
2,99t 2,33:
133,12: 103,76t
169,23 137,51
62,91 60,15
11,05’ 10,71
(277) (347)
(1,179 (474
431 3C
10,03¢ 9,91¢
52,87¢ 50,23
17,06¢ 14,95t
35,81 35,27¢
— 121
35,81 $ 35,40(
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Results of Operations

The Company recorded income from continuing openatbefore income taxes of $52.9 million for theethmonth period ended June 30,
2015, a $2.6 million , or 5% crease from the same period of the prior yeae ifbrease in income from continuing operationiarily due
to a $2.8 million increase in operating income.

Operating income increased $2.8 million primariledo a $4.8 million or 5% increase in the Compafignchise revenues offset by a $1.7
million or 5% increase in SG&A expenses. Adjust&I DA for the three months ended June 30, 2015cased $3.4 million or 5% to $65.9
million . The key drivers of these fluctuations described in more detail below.

Franchising Revenues

Franchising revenues were $98.6 million for the¢hmonths ended June 30, 2015 compared to $93i8midr the three months ended
June 30, 2014, an increase of 5% . The increafsanohising revenues is primarily due to a $3.8iom or 5%increase in royalty revenues ¢
a $1.1 million or 23% increase in initial and relising fees.

Royalty Fees

Domestic royalty fees for the three months ende@ B0, 2015 increased $4.6 million to $75.8 millj@m increase of 6.4% compared to the
three months ended June 30, 2014 . The increasgaities is attributable to a combination of fastmcluding a 6.7% increase in RevPAR
partially offset by a 0.7% decline in the numbedofmestic franchised hotel rooms open and operafipstem-wide RevPAR increased due to
a combination of a 3.8% increase in average datlysrand a 170 basis point increase in occupatey. fhe effective royalty rate remained
unchanged at 4.28% for the three months ended3Wr015 and 2014 .

A summary of the Company's domestic franchisedlfi@jgerating information is as follows:

For the Three Months Ended June 30, For the Three Months Ended June 30,

2015* 2014* Change

Average Average Average

Daily Daily Daily

Rate Occupancy RevPAR Rate Occupancy RevPAR Rate Occupancy RevPAR
Comfort Inn $ 90.9: 69.50 $ 63.1€ $ 87.1¢ 67.6% $ 58.9¢ 4.2% 19C bps 7.2%
Comfort Suites 95.5¢ 71.% 68.6¢ 91.4¢ 70.4% 64.3¢ 4.5% 14C bps 6.7%
Sleep 82.2: 68.2% 56.11 78.4( 66.% 52.4: 4.%% 14C bps 7.C%
Quality 75.52 62.(% 46.8: 72.61 59.8% 43.3¢ 4.C% 22C bps 8.C%
Clarion 80.5¢ 60.8% 48.9¢ 78.3€ 57.(% 44.6¢ 2.8% 38C bps 9.€%
Econo Lodge 59.8¢ 56.6% 33.8i 58.12 54.% 31.9( 3.C% 17C bps 6.2%
Rodeway 59.92 58.4% 35.01 56.5¢ 56.7% 32.0¢ 5.8% 17C bps 9.2%
MainStay 78.5¢ 70.2% 55.32 76.3¢ 76.%% 58.2¢ 2.9% (590 bps (5.0%
Suburban 47.9¢ 78.€% 37.8¢ 45.72 75.(% 34.2] 4.5% 39C bps 10.5%
Ascend Hotel
Collection 129.0¢ 59.2% 76.41 122.01 60.1% 73.3: 5.7% (90) bps 4.2%

Total $  80.8¢ 64.1% $ 52.3¢ $ 77.9 63.0% $ 49.0¢ 3.8% 17C bps 6.7%

*QOperating statistics exclude Cambria hotel & ssigence the operating statistics are not repreteatsf a stabilized brand which the Comp
defines as having at least 25 units open and apgritr a twelve month period.

The number of domestic rooms on-line decreased@62ooms or 0.7% to 398,198 as of June 30, 2@ih #00,854 as of June 30, 2014 .
The total number of domestic hotels on-line incegdsy 0.3% to 5,230 as of June 30, 2015 from 5a&1@f June 30, 2014 . The decline in the
number of rooms in the domestic system primarifieots the Company's multi-year strategy to rejaterthe Comfort family of brands by
terminating under-performing hotels that no longeret the Comfort brand standards. Hotels terminated the Comfort brand family may be
repositioned to a more suitable brand within thenPany's family of brands or exit our franchise sgstWhile the total number of domestic
units on-line continues to grow, the unit growtls heen driven primarily by brands with lower averagom counts than the Comfort brand.
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A summary of domestic hotels and rooms on-lineuae330, 2015 and 2014 by brand is as follows:

June 30, 2015 June 30, 2014 Variance
Hotels Rooms Hotels Rooms Hotels Rooms % %
Comfort Inn 1,21¢ 93,90« 1,281 99,67¢ (6€) (5,775 (5.2% (5.8%
Comfort Suites 57t 44.,44° 59(C 45,66+ (15) (1,217 (2.5)% (2.7%
Sleep 377 27,207 e 27,15¢ 2 48 0.£% 0.2%
Quality 1,311 105,76: 1,251 102,85¢ 6C 2,90 4.£% 2.8%
Clarion 17t 24,58 18t 26,50: (10) (1,919 (5.9% (7.2%
Econo Lodge 85: 52,83t 84( 51,67¢ 13 1,157 1.5% 2.2%
Rodeway 481 26,54« 46C 25,36¢ 21 1,17¢ 4.€% 4.€%
MainStay 47 3,62¢ 42 3,30¢ 5 32t 11.¢% 9.8%
Suburban 62 6,95¢ 64 7,16¢ 2 (20%) (3.)% (2.9%
Ascend Hotel Collection 11C 9,40¢ 104 9,07¢ 6 332 5.8% 3.7%
Cambria hotel & suites 24 2,917 2C 2,40¢ 4 51z 20.C% 21.2%
Total Domestic Franchises 5,23( 398,19¢ 5,21z 400,85« 18 (2,65¢) 0.2% (0.)%

Domestic hotels open and operating increased tholdls during the three months ended June 30, 26d%ipared to a net increase of 1
domestic hotel open and operating during the threeths ended June 30, 2014 . Gross domestic fismeliditions increased from 67 for the
three months ended June 30, 2014 to 74 for the panted of 2015 . New construction hotels represeni9 of the gross domestic additions
during the three months ended June 30, 2G18&ompared to 11 new construction hotel openimgjse same period of the prior year. There \
55 gross domestic additions for conversion hotating both the three months ended June 30, 2012@bd . The timing of conversion hotel
openings are impacted by various factors includiregcomplexity of the property improvement plarguieed to be completed prior to opening
but typically open within three to four months afiee execution of a franchise agreement.

Net domestic franchise terminations decreased 66rnim the three months endJune 30, 2014 to 63 for the three months ended 3un2015.

International royalties declined $1.1 million fré#6.5 million for the three months ended June 30420 $5.4 million for the three months
ended June 30, 2015 despite a 1.0% increase muthber of rooms available primarily due to the niegaimpact of foreign currency
fluctuations in the various countries that we opeerlnternational rooms open and operating increb&®en 105,669 as of June 30, 2014 to
106,763 as of June 30, 2015 , however, the totalbeu of international hotels declined 1.2% from6D, &s of June 30, 2014 to 1,146 as of
June 30, 2015 .

Initial Franchise and Relicensing Fees

Domestic initial franchise fee revenue, includedhia initial franchise and relicensing fees captiarthe Company's statements of income,
generated from executed franchise agreements sente®l.0 million to $3.5 million for the three mstended June 30, 20ft6m $2.5 millior
for the three months ended June 30, 2014 . Domiedial fee revenue increased approximately 43%hase has been a 11% increase in
executed franchise agreements from 125 franchiseagents, representing 9,964 rooms, executed isett@nd quarter of 2014 compared to
139 franchise agreements, representing 11,601 reapwuted in the second quarter of 2015. In additievenue increased due to an increa
deferred revenue recognized in 2015 related tachige agreements containing developer incentivegetsas a decline in the percentage of
franchise agreements executed during the quartgaicing developer incentives. Revenues assocwithdagreements including incentives
deferred and recognized when the incentive critergamet or the agreement is terminated, whicheweres first.

During the second quarter of 2015, 30 of the exa@tagreements were for new construction hotel figes representing 2,695 rooms
compared to 29 contracts representing 2,080 roonthé three months ended June 30, 2014 . Convehnsitel executed franchise agreements
totaled 109 representing 8,906 rooms for the threrths ended June 30, 2015 compared to 96 agreznme@nésenting 7,884 rooms for the
same period a year ago. The increase in convedgials primarily reflect the Company's continuedifoon growing it€€omfort brands as we
as increased developer interest in the Qualitydparticularly from owners who are unwilling or iln@to meet the Company's increasing
brand and property standards required to operatetibtel within in the Comfort family of brands.
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A summary of executed domestic franchise agreenimnisand for the three months ended June 30, 2085014 is as follows:

Three Months Ended June 30, 2015 Three Months Ended June 30, 2014 % Change
New New New
Construction Conversion Total Construction Conversion Total Construction Conversion Total
Comfort Inn 9 13 22 7 5 12 29% 160% 83%
Comfort Suites 8 — 8 6 — 6 33% NM 33%
Sleep 4 = 4 1C 1 11 (60)% (100)% (64)%
Quality 1 46 47 2 38 4C (50)% 21% 18%
Clarion — 3 3 — 9 9 NM (67)% (67)%
Econo Lodge — 19 19 — 21 21 NM (10)% (10)%
Rodeway = 21 21 = 16 1€ NM 31% 31%
MainStay 2 — 2 1 1 2 100% (100)% —%
Suburban 1 1 2 — 2 2 NM (50)% —%
Ascend Hotel
Collection — 6 6 3 3 6 (100)% 100% —%
Cambria hotel &
suites 5 — 5 — — — NM NM NM
Total Domestic
System 3C 10¢ 13¢ 29 96 12t 3% 14% 11%

Relicensing fees include fees charged to the nemeoswof a franchised property whenever an ownersgmge occurs and the property
remains in the franchise system as well as feasnest|to renew expiring franchise contracts. Domeasficensing and renewal revenues
increased $0.1 million or 7% from $2.0 million fitve three months ended June 30, 2014 to $2.1 milliothe three months ended June 30,
2015 . The increase in revenues is due to a 138édre in the execution of domestic relicensingrandwal contracts partially offset by an
decline in the average fees per contract. Domediensing and renewal contracts increased fronm T%e second quarter of 2013185 for the
three months ended June 30, 2015 .

As of June 30, 2015 , the Company had 518 frandHisgels with 40,297 rooms under construction, imgiconversion or approved for
development in its domestic system as compare@3détels and 32,564 rooms at June 30, 2014 . Timbar of new construction franchised
hotels in the Company's domestic pipeline incre@88d to 321 at June 30, 2015 from 247 at June @Y 2 The number of conversion
franchised hotels in the Company's domestic pipélicreased by 21 hotels or 12% from 176 hotelsiag¢ 30, 2014 to 197 hotels at June 30,
2015 . The Company had an additional 95 franchiseels with 9,320 rooms under construction, awgitonversion or approved for
development in its international system as of BMe&2015 compared to 93 hotels and 8,382 roomsnat 30, 2014 . While the Company's
hotel pipeline provides a strong platform for grbwa hotel in the pipeline does not always resudtri open and operating hotel due to various
factors.
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A summary of the domestic franchised hotels pigglimhich includes hotels under construction, awgitionversion and approved for
development, at June 30, 2015 and 2014 by braasl fisllows:

Variance
June 30, 2015 June 30, 2014 Conversion New Construction Total
New New
Conversion Construction Total Conversion Construction Total Units % Units % Units %

Comfort Inn 38 64 10z 38 5C 88 — — % 14 28% 14 16 %
Comfort
Suites 3 76 79 1 47 48 2 20C % 29 62 % 31 65 %
Sleep 1 65 66 2 5€ 58 Q) (50)% 9 16 % 8 14%
Quality 54 5 5¢ 41 6 47 13 32% Q) A7% 12 26 %
Clarion 11 2 13 12 2 14 Q) (8)% — — % Q) (7%
Econo Lodge 24 4 28 33 2 35 (9) (27)% 2 10C % ) (20)%
Rodeway 34 3 37 31 2 33 3 1C% 1 50 % 4 12 %
MainStay 1 47 48 2 35 37 Q) (50)% 12 34% 11 30%
Suburban 6 12 18 7 14 21 (@) (14% 2 (14)% (©)) (14)%
Ascend Hotel
Collection 25 18 43 9 15 24 16 17€ % 3 20% 1¢ 79%
Cambria
hotel & suites — 25 25 — 18 18 — NM 7 39% 7 39%

197 321 51¢ 17€ 247 42% 21 12% 74 30% 95 22%

Sdlling, General and Administrative Expenses. The cost to operate the business is reflected i®/A@h the consolidated statements of income.
SG&A expenses were $33.1 million for the three rhergnded June 30, 2015, an increase of $1.7 mdlid% from the three months ended
June 30, 2014 .

SG&A expenses for the three months ended June03® &nd 2014 include approximately $4.3 million &2 million, respectively related to
the Company's SkyTouch division.

Excluding the SG&A expenses for the SkyTouch donsiSG&A for the three months ended June 30, 20&&ased $1.6 million or 6% from
the prior year. This increase in SG&A primarilylests general inflationary cost increases as wetldditional expenses related to an expar
of the Company's franchised hotel quality assurgmagram; increased variable franchise sales cosgtiem due to an 11% increase in
domestic executed franchise agreements; increasedtment in franchise sales personnel and increxhadvertising to support franchise s
and the launch of the Company's new brand iderfttigse cost increases were partially offset by.@ #illion decrease in compensation
related to the fluctuation in the fair value of @stments held in the Company's non-qualified bepétns.

Marketing and Reservations : The Company's franchise agreements require th@@at of franchise fees, which include marketind an
reservation system fees. The fees, which are pilimMzased on a percentage of the franchisees' gooss revenues, are used exclusively by
Company for expenses associated with providingchiese services such as central reservation ancggomanagement systems, loyalty
programs, national marketing and media advertisitng. Company is contractually obligated to expdmdrharketing and reservation system
fees it collects from franchisees in accordancé tie franchise agreements; as such, no net inootoss to the Company is generated.
Cumulative marketing and reservation fees not edpdrare deferred and recorded as a liability inGbmpany's financial statements and
carried over to the next fiscal year and expendextcordance with the franchise agreements. Coelyeimulative marketing and reservas
expenditures incurred in excess of fees billedrarketing and reservation activities are deferratirecorded as an asset in the Company's
financial statements and recovered in future pstiod

Total marketing and reservation system revenuagsased 28% from $103.8 million for the three momthded June 30, 2014$433.1 million
for the three months ended June 30, 2015 . Theaserin revenues was primarily due to improvecesys$ees resulting from RevPAR
increases and increasing revenues from the ChoieéeBes loyalty program resulting from the grovithprogram membership and increased
in average daily rate and the recognition of $7illon of previously deferred revenues compared $%15.8 million deferral of revenues to
future periods recorded in 2014.
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At June 30, 2015 and December 31, 2014 , cumulatimeketing and reservation system fees billed edegexpenses by $35.7 million and
$44.3 million , respectively, with the excess refftel as an other long-term liability in the accompag consolidated balance sheets.

Other (Gains) and Losses : Other (gains) and losses increased from a gat@b million for the three months ended June2Bd4 to a gain of
$ 1.2 million in the same period of the currentryg@marily due to a $1.3 million gain on the safean interest in an unconsolidated joint
venture partially offset by fluctuations in therfaalue of investments held in the Company's noalkijed employee benefit plans which
declined $0.6 million compared to the same peridith® prior year.

Equity in Net Loss of Affiliates: Losses recognized from unconsolidated joint vesturereased $0.4 million to $0.4 millidor the three montt
ended June 30, 2015. These losses are primarilywattble to the results of operations during tr@p up period of operations for several
recently opened hotel projects owned by unconsidipint ventures. These investments relate t@in@pany's program to offer equity
support to qualified franchisees to develop andatpeCambria hotel & suites in strategic markets.

Income Taxes : The Company’s effective income tax rates fromticwring operations were 32.3% and 29.8% for theghmonths ended June
30, 2015 and June 30, 2014, respectively. The efeetrcome tax rates for the three months endee 30, 2015 and 2014 were lower than thi
U.S. federal income tax rate of 35% due to themauyiimpact of foreign operations, partially offdey state income taxes.

Discontinued Operations: In the first quarter of 2014, the Company's managerapproved a plan to dispose of the three Compamgd
Mainstay Suites hotels. As a result, the Compasyreported the operations related to these thriedshas discontinued operations beginnin
the first quarter of 2014. Net income from discon&d operations was $0.1 million in the secondtguaf 2014 and primarily reflected a $0.3
million pre-tax gain on the sale of one of of theséels during the three months ended June 30,.2014

Operations Review
Comparison of Operating Results for the Six-Monttefods Ended June 30, 2015 and 2014

Summarized financial results for the six monthseshdune 30, 2015 and 2014 are as follows:

(in thousands) 2015 2014
REVENUES:
Royalty fees $ 143,61« $ 136,211
Initial franchise and relicensing fees 11,53 8,46:
Procurement services 13,39¢ 12,79¢
Marketing and reservation 231,83t 193,37.
Other 7,02¢ 6,55¢
Total revenues 407,40: 357,40(
OPERATING EXPENSES:
Selling, general and administrative 65,56( 58,09
Depreciation and amortization 5,68¢ 4,61(
Marketing and reservation 231,83! 193,37.
Total operating expenses 303,08( 256,07!
Operating income 104,32: 101,32!
OTHER INCOME AND EXPENSES, NET:
Interest expense 21,23¢ 20,88:
Interest income (629) (850
Other (gains) and losses (1,647 (539)
Equity in net loss of affiliates 1,43¢ 65
Total other income and expenses, net 20,40¢ 19,56
Income from continuing operations before income tags 83,91: 81,76:
Income taxes 26,50¢ 25,01«
Income from continuing operations, net of income taes 57,407 56,74¢
Income from discontinued operations, net of incoméaxes — 1,762

Net income $ 57,407 $ 58,51(




Results of Operations

The Company recorded income from continuing openatof $57.4 million for the six month period endeshe 30, 2015, a $0.7 million , or
1% increase from the same period of the prior yEae. increase in income from continuing operatipmsarily reflects a $3.0 million increase
in operating income and a $1.1 million increasethrer gains and losses partially offset by an iaseein the Company's effective income tax
rate from continuing operations from 30.6% for silemonth period ended June 30, 2014 to 31.6%hmisix month period ended June 30,
2015 and a $1.4 million increase in losses recaghfrom unconsolidated equity method investments.

Operating income increased $3.0 million as the Camgs franchising revenues increased by $10.6anithr 6% partially offset by an increase
in SG&A expenses of $7.5 million or 13% . AdjusteBITDA for the six months ended June 30, 2015 iaseel $4.1 million or 4% to $110
million . The key drivers of these fluctuations described in more detail below.

Franchising Revenues: Franchising revenues were $174.6 million for themsonths ended June 30, 2015 compared to $163li@mfibr thesix
months ended June 30, 2014 , an increase of 6% irEhease in franchising revenues is primarily tua $7.4 million or 5% increase in
royalty revenues, a $0.6 million or 5% increaspnocurement services revenues and a $3.1 milli@66t increase in initial franchising and
relicensing revenues.

Royalty Fees

Domestic royalty fees for the six months ended Bhe2015 increased $9.2 million to $133.6 millian increase of 7.4% compared to the si;
months ended June 30, 2014 . The increase in @yadtattributable to a combination of factorduing a 8.1% increase in RevPAR patrtially
offset by a 0.7% decrease in the number of domé&stichised hotel rooms open and
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operating and a 1 basis point decline in the effeebyalty rate from 4.30% to 4.29% . Systante RevPAR increased due to a combinatic
a 3.7% increase in average daily rates and a 26 paint increase in occupancy rates.

A summary of the Company's domestic franchisedifiaigerating information is as follows:

For the Six Months Ended June 30,

For the Six Months Ended June 30, 201¢ 2014~ Change

Average Average Average

Daily Daily Daily

Rate Occupancy RevPAR Rate Occupancy RevPAR Rate Occupancy RevPAR
Comfort Inn $ 87.3F 63.5% $ 55.4¢ $ 83.6¢ 61.2% $ 51.31 4.0% 22C bps 8.1%
Comfort Suites 93.0¢ 68.2% 63.4: 89.3¢ 65.7% 58.6¢ 4.2% 25C bps 8.1%
Sleep 79.6( 64.(% 50.9: 75.9¢ 61.2% 46.57 4.8% 27C bps 9.4%
Quality 73.1¢ 57.5% 42.0¢ 70.3i 54.&% 38.5i 4.C% 27C bps 9.C%
Clarion 78.2% 56.2% 44.07 75.01 53.(% 39.7¢ 4.2% 33C bps 10.9%
Econo Lodge 57.4i 52.4% 30.1: 55.7¢ 49.7% 27.72 3.1% 27C bps 8.7%
Rodeway 57.22 55.8% 31.9( 54.1¢ 53.2% 28.8¢ 5.€% 26C bps 10.€%
MainStay 76.2¢ 68.5% 52.2: 73.8( 70.6% 52.11 3.2% (21C) bps 0.2%
Suburban 47.2% 76.5% 36.1¢ 44.5: 72.€% 32.3¢ 6.1% 39C bps 11.€%
Ascend Hotel
Collection 122.7¢ 59.8% 73.4¢ 117.18 59.2% 69.3( 4.8% 60 bps 6.C%
Total $ 78.0¢ 60.2% $ 47.1f $ 75.2¢ 58.0% $ 43.67 3.7% 24C bps 8.1%

*QOperating statistics exclude Cambria hotel & ssigence the operating statistics are not repreteatsf a stabilized brand which the Comp
defines as having at least 25 units open and apgritr a twelve month period.

Domestic hotels open and operating increased mtéldiduring the six months ended June 30, 201%aozd to a net increase of 32 domestic
hotels open and operating during the six monthe@ddne 30, 2014 . Gross domestic franchise additieclined from 134 for the six months
ended June 30, 2014 to 130 for the same perio@18 2New construction hotels represented 33 ofitbes domestic additions during the six
months ended June 30, 2015 as compared to 19 nestrection hotel openings in the same period ofottiar year. Gross domestic additions
for conversion hotels during the six months endaw B0, 2015 decreased by 18 units to 97 from @d#hé six months ended June 30, 2014 .
The decline reflects the variability in timing obtel openings from period to period. The timingcohversion hotel openings are impacted by
various factors including the complexity of the pecty improvement plans required to be completéar po opening but typically open within
three to four months after the execution of thedtase agreement. The Company expects the numimewofranchise units that will open
during 2015 to increase from 302 hotels in 201356 hotels. The projected increase in gross opsrprignarily reflects an additional 26 new
construction openings as well as a 28 unit incrgasenversion openings. The increase in new coostm openings reflects the improving
hotel development environment which has resulteahimcrease in new construction executed franadgseements since 2012. New
construction hotels typically average 18 to 36 rherib open after the franchise agreement is exécute

Net domestic franchise terminations increased ft02 in thesix months ended June 30, 2014 to 121 for the simths ended June 30, 2015 .
The increase in net terminations primarily reflemtsincrease in the number of hotels removed franfranchise system for non-compliance
with Company's rules and regulations. As industiypdy growth continues to improve and return tddrisal average levels, the Company will
continue to execute its strategy to replace ors#ipa franchised hotels that do not meet branddsieds or are under-performing in their
market.

International royalties declined by $1.8 millionX5% from the six months ended June 30, 2014 td0%hdlion for the same period of 2015 .
International rooms open and operating increase%h 1o 106,763 as of June 30, 2015 from 105,669 dsre 30, 2014 . Despite the increase
in international rooms available, royalties dedlirses a result of unfavorable foreign currency flations in the countries in which we operate.
The total number of international hotels decline2Pd from 1,160 as of June 30, 2014 to 1,146 asmé 30, 2015 .
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Initial Franchise and Relicensing Fees

Domestic initial fee revenue, included in the &lifranchise and relicensing fees caption on the@my's statements of income, generated
from executed franchise agreements increased $i#li@mto $6.5 million for the six months ended &80, 2015 from $4.3 million for the six
months ended June 30, 2014 . Domestic initial éemue increased approximately 53% primarily duee 28% increase in the number of new
domestic executed franchise agreements and a déglthe percentage of franchise agreements exeduténg the current period containing
development incentives. Revenues associated witeagents including incentives are deferred andgrized when the incentive criteria are
met or the agreement is terminated, whichever cdirsts

New domestic franchise agreements executed isix months ended June 30, 2015 totaled 238 repirgelB8,131 rooms compared to 184
agreements representing 14,654 rooms executeé satine period of 2014 . During the six months erdded 30, 2015, 53 of the executed
agreements were for new construction hotel framshispresenting 4,182 rooms, compared to 48 castregresenting 3,493 rooms for the six
months ended June 30, 2014 . The increase in nestroation franchise agreements primarily reflectgadual improvement of the lending
environment for hotel construction and improvingdng fundamentals including an increasing RevPARrenment and low industry supply
growth which are typically a catalyst for increasedstruction of new hotels.

Conversion hotel executed franchise agreementetbis5 representing 13,949 rooms for the six noetided June 30, 2015 comparei36
agreements representing 11,161 rooms for the sanwd year ago. The increase in conversion geatgarily reflect the Company's
continued focus on growing its Ascend Hotel Colattand Comfort brands as well as increased deeelioperest in the Quality brand
particularly from owners who are unwilling or unatib meet the Company's increasing brand and pgsopndards required to operate their
hotel within in the Comfort family of brands.

A summary of executed domestic franchise agreenimsnibsand for the six months ended June 30, 208152844 is as follows:

Six Months Ended June 30, 2015 Six Months Ended June 30, 2014 % Change
New New New
Construction Conversion Total Construction Conversion Total Construction Conversion Total

Comfort Inn 13 20 33 1C 8 18 30% 150% 83%
Comfort Suites 13 2 15 7 — 7 86% NM 114%
Sleep 9 = 9 14 1 15 (36)% (100)% (40)%
Quality 3 75 78 3 48 51 —% 56% 53%
Clarion = 6 6 = 11 11 NM (45)% (45)%
Econo Lodge — 28 28 — 27 27 NM 4% 4%
Rodeway = 35 35 1 31 32 (100)% 13% 9%
MainStay 6 — 6 5 1 6 20% (100)% —%
Suburban 1 3 4 1 3 4 —% —% —%
Ascend Hotel
Collection 1 16 17 6 6 12 (83)% 167% 42%
Cambria hotel &
suites 7 — 7 1 — 1 600% NM 600%
Total Domestic
System 53 18E 23€ 48 13€ 184 10% 36% 29%

Relicensing fees include fees charged to the nemeoswof a franchised property whenever an ownersgmge occurs and the property
remains in the franchise system as well as feasinet|to renew expiring franchise contracts. Domeasficensing revenues increased $0.8
million or 22% from $3.8 million for the six montlended June 30, 2014 to $4.6 million for the siathe ended June 30, 2015 . The increase
in revenues is due to a 17% increase in the exatofidomestic relicensing and renewal contractsamincrease in the average fees per
contract. Domestic relicensing and renewal cordramireased from 158 in the six months ended JOn2@®L4 to 185 for the six months ended
June 30, 2015.

Procurement Services: Revenues increased $0.6 million or 5% from $12 anifor the six months ended June 30, 2014 to.41h3illion for

the six months ended June 30, 2015 . The increasyénues primarily reflects the implementatiomed brand programs as well as an
increased volume of business transacted with dgeelfendors and strategic alliance partners.
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Other Income: Revenue increased $0.5 million from the six mowthded June 30, 2014 to $7.0 million for the six therended June 30, 2015
The increase in other income is primarily due mtakincome earned from a commercial office buiidihat was acquired on December 30,
2014 and support and consulting fees earned bgdnepany’'s SkyTouch division, offset by a declinéeies charged to franchisees for non-
compliance with the Company's rules and regulations

Slling, General and Administrative Expenses. The cost to operate the business is reflected iR/AEh the consolidated statements of income.
SG&A expenses were $65.6 million for the six morghgled June 30, 2015 , an increase of $7.5 milidi8% from the six months ended
June 30, 2014.

SG&A expenses for the six months ended June 3@ aAd 2014 include approximately $9.7 million arfdS$million, respectively, related to
the Company's SkyTouch division. The increase peeses related to SkyTouch primarily reflects iasegl investment in the division's sales
and marketing efforts and product development.

Excluding the SG&A expenses for the SkyTouch donsiSG&A for the six months ended June 30, 201Eemmed $5.3 million from the prior
year. This increase in SG&A primarily reflects gealénflationary cost increases as well as add#él@xpenses related to an expansion o
Company's franchised hotel quality assurance pnogirecreased variable franchise sales compensdtierio a 29% increase in domestic
executed franchise agreements; increased invesiméanchise sales personnel; realized foreigmeruay exchange rate losses and increm
advertising to support franchise sales and theclawf the Company's new brand identity. These ioaseases were partially offset by a $0.5
million decrease in compensation related to thetdiation in the fair value of investments heldhie Company's non-qualified benefit plans.

Marketing and Reservations : The Company's franchise agreements require thmgat of franchise fees, which include marketind an
reservation system fees. The fees, which are pilyriaased on a percentage of the franchisees' gooss revenues, are used exclusively by
Company for expenses associated with providingchiese services such as central reservation ancegyomanagement systems, loyalty
programs, national marketing and media advertisitng. Company is contractually obligated to expdmdrharketing and reservation system
fees it collects from franchisees in accordancé tie franchise agreements; as such, no net inootoss to the Company is generated.
Cumulative marketing and reservation fees not edpdrare deferred and recorded as a liability inGbmpany's financial statements and
carried over to the next fiscal year and expendextcordance with the franchise agreements. Coglyeaumulative marketing and reservai
expenditures incurred in excess of fees billechfarketing and reservation activities are deferratir@corded as an asset in the Company's
financial statements and recovered in future psriod

Total marketing and reservation system revenuegsased 20% from $193.4 million for the six monthded June 30, 2014 to $231.8 million
for the six months ended June 30, 2015 . The isergarevenues was primarily due to improved sydtss resulting from RevPAR increases
and increasing revenues from the Choice Privilégygaty program resulting from the growth in progranembership and increase in average
daily rate and the recognition of $8.6 million a&piously deferred revenues in 2015 compared tb0al$million deferral of revenues to future
periods recorded in 2014.

At June 30, 2015 and December 31, 2014 , cumulatanketing and reservation system fees billed edegexpenses by $35.7 million and
$44.3 million , respectively, with the excess refftal as an other long-term liability in the accompag consolidated balance sheets.

Other (Gains) and Losses : Other (gains) and losses increased from a ga® & million for the six months ended June 30,£2@ila gain of
$1.6 million in the same period of the current y@amarily due to a $1.3 million gain on the safean interest in an unconsolidated joint
venture, offset by fluctuations in the fair valdarovestments held in the Company's non-qualifiegblwyee benefit plans.

Equity in Net Loss of Affiliates: Losses recognized from unconsolidated joint vesturereased $1.4 million to $1.4 million for the sionths
ended June 30, 2015. These losses are primarilywttble to the results of operations during tr@p up period of operations for several
recently opened hotel projects owned by unconsiipint ventures. These investments relate t@in@pany's program to offer equity
support to qualified franchisees to develop andatpeCambria hotel & suites in strategic markets.

Income Taxes: The Company’s effective income tax rates for incdroen continuing operations were 31.6% and 30.6#4He six months
ended June 30, 2015 and 2014, respectively. Thetafé income tax rates for the six months endea B0, 2015 and 2014 were lower than
the U.S. federal income tax rate of 35% due tad¢learring impact of foreign operations, partialffset by state income taxes. The effective
income tax rate for the six months ended June @05 2vas further reduced due to the settlement oértain tax positions.
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Discontinued Operations: In the first quarter of 2014, the Company's managempproved a plan to dispose of the three Compamgd
Mainstay Suites hotels. As a result, the Comparyreported the operations related to these thredshas discontinued operations beginnin
the first quarter of 2014. Net income from disconé&d operations was $1.8 million in the first sinnths of 2014 and primarily reflected a $
million pre-tax gain on the sale of the three hatel

Liquidity and Capital Resources
Operating Activities

During the six months ended June 30, 2015 and 2tdt4;ash provided by operating activities totaidd.9 million and $65.8 million ,
respectively. Operating cash flows declined $27illan primarily due to a $27.8 million decreasedash flows from marketing and
reservation activities and a $12.5 million incregmseet disbursements to franchisees for propenfyrovements and other purposes utilizing
forgivable notes receivable partially offset by timprovement in receivable collections and the tigndf payable disbursements.

Net cash provided by marketing and reservatiorvities totalec$3.7 million during the six months ended June 81,32compared to $31.5
million during the six months ended June 30, 20THe decline in cash provided by marketing andriedimn activities primarily reflects an
increase in advertising and promotional costs ppsett various brand programs as well as an exparmdithe Company's information
technology workforce to support improvements to@wenpany's various property management and caesatvation technologies that are
designed to deliver guests to our franchised hotels

In conjunction with brand and development prograims,Company provides financing to franchiseepfoperty improvements and other
purposes in the form of forgivable notes receivalblthe franchisee remains in the system in gdadding over the term of the promissory
note, the Company forgives the outstanding prindipéance and related interest. Since these fob{gviaotes are predominantly forgiven
ratably over the term of the promissory note rathan repaid, the Company classifies the relataghisce and collections of these notes as
operating activities. During the six months endeadeJ30, 2015 and 2014 , the Company's net advéoictsese purposes totaled $19.2 million
and $6.7 million , respectively. The timing and ambof these cash flows is dependent on variousfaincluding the implementation of
various development and brand incentive progranegsldvel of franchise sales as well as the timihigatel openings. At June 30, 2015, the
Company had commitments to extend an additionalZsd8llion for these purposes provided certain ¢ios are met by its franchisees, of
which $9.5 million is expected to be advanced artext twelve months.

Investing Activities

Cash utilized for investing activities totaled $@n8lion for the six months ended June 30, 2015 pared to net cash provided of $4.6 million
for the same period of 2014 . The increase in aéihed for investing activities for the six mostended June 30, 2015 primarily reflects the
following items:

During the six months ended June 30, 2015 and 264gital expenditures totaled $14.6 million and3#illion , respectively. The increase in
capital expenditures from 2014 primarily refleatri@ased spending on upgrades of our central reégemand yield management systems as
well as purchases of technology hardware.

During the six months ended June 30, 2015 , thegaomrealized proceeds from the sales of assetaigt$6.3 million related to the sale of a
parcel of land and an interest in an unconsolidptied venture that developed and operated a Canfimiel & suites. During the six months
ended June 30, 2014 , the Company realized proderdshe sale of assets totaling $12.2 milliorated to the sale of three company-owned
Mainstay hotels and a facility previously utilizad a call center.

During the six months ended June 30, 2015 and 2€1elCompany invested $2.4 million and $6.9 milliaespectively, in joint ventures
accounted for under the equity method of accounfilng Company's investment in these joint ventprasarily relate to ventures that either
support the Company's efforts to increase busidelbgery to its franchisees or promote growth of emerging brands.

During the six months ended June 30, 2015 and 2€ielCompany sold investments totaling $1.1 millkmd $0.6 million , respectively, and
utilized the proceeds to distribute participantediefd compensation balances from the Company'gjnalified retirement plans. The increase
in proceeds from the sale of investments primagfiects the timing of employee terminations argirtdeferred compensation distribution
elections.

From time to time, our board of directors authaigpecific transactions and general programs whéchit us to provide financing, investm:
and guarantees and similar credit support to qedlifanchisees, as well as to acquire and resallgstate to incent franchise development.
Since 2006, we have engaged in these financialstpptivities to encourage acceleration of thenghoof our Cambria hotel & suites brand,
primarily in strategic markets and locations. Other next
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three to five years, depending on market and atbeditions, we expect to continue to deploy capitaupport of this brand and expect our
investment to range between $250 million to $35Maniover that time period. The annual pace ofifatfinancial support activities will
depend upon market and other conditions includingray others, our franchise sales results, the @mvient for new construction hotel
development and the hotel lending environment. $dyiport of the Cambria brand’s growth is expecbeldet primarily in the form of joint
venture investments, forgivable key money loansissenortgage loans, including development loanszzanine lending, and through the
operation of a land-banking program. With respedaiur lending and joint venture investments, weegelty expect to recycle these loans and
investments within a five year period. At June 3015, the Company had approximately $60 milliorstariding pursuant to these financial
support activities.

Financing Activities
Financing cash flows relate primarily to the Comypatborrowings, open market treasury stock repuehaacquisition of shares in connection
with the exercise or vesting of equity awards, divilends.

Debt

Senior Unsecured Notes due 2022

On June 27, 2012, the Company issued unsecurear sertés with a principal amount of $400 millioh€t"2012 Senior Notes") at par, bearing
a coupon of 5.75% with an effective rate of 6% e PI012 Senior Notes will mature on July 1, 2022thnterest to be paid semi-annually on
January F'and July ¥'. The Company utilized the net proceeds of thierirify, after deducting underwriting discounts aachmissions and
other offering expenses, together with borrowingdar the Company's senior credit facility, to papacial cash dividend in 2012 totaling
approximately $600.7 million. The Company's 201Ri8eNotes are guaranteed jointly, severally, fahd unconditionally, subject to certain
customary limitations by certain of the Companyméstic subsidiaries.

The Company may redeem the 2012 Senior Notes apiisn at a redemption price equal to the greaftéa) 100% of the principal amount of
the notes to be redeemed and (b) the sum of tlseprgalues of the remaining scheduled principdliaterest payments from the redemption
date to the date of maturity discounted to the mgateon date on a semi-annual basis at the Treaatey plus 50 basis points.

Senior Unsecured Notes due 2020

On August 25, 2010, the Company issued unsecuradrsetes with a principal amount of $250 milliithe "2010 Senior Notes") at a
discount of $0.6 million, bearing a coupon of 5.704th an effective rate of 6.19%. The 2010 Senioted will mature on August 28, 2020,
with interest on the 2010 Senior Notes to be paidisannually on February 2&nd August 28. The Company used the net proceeds from th
offering, after deducting underwriting discountslaher offering expenses, to repay outstandingolmongs and other general corporate
purposes. The Company's 2010 Senior Notes arergearhjointly, severally, fully and unconditionalubject to certain customary
limitations, by certain of the Company’s domestibsidiaries.

The Company may redeem the 2010 Senior Notes apiisn at a redemption price equal to the greaftéa) 100% of the principal amount of
the notes to be redeemed and (b) the sum of tiseprgalues of the remaining scheduled principdliaterest payments from the redemption
date to the date of maturity discounted to the mgaion date on a semi-annual basis at the Treaateyplus 45 basis points.

Old Senior Secured Credit Facility

On July 25, 2012, the Company entered into a $38®msenior secured credit facility, comprisedao$200 million revolving credit tranche
(the "Revolver") and a $150 million term loan treadthe "Term Loan") with Deutsche Bank AG New Y®&tanch, as administrative agent,
Wells Fargo Bank, National Association, as admiatste agent, and a syndication of lenders (thel'Ciedit Facility"). The Old Credit
Facility had a final maturity date of July 25, 20%6bject to an optional one-year extension, pedicertain conditions were met. Up to $25
million of the borrowings under the Revolver wevaitable to be used for letters of credit, up t@ $dillion of borrowings under the Revolver
were available for swing line loans and up to $3%ion of borrowings under the Revolver were avhiato be used for alternative currency
loans. The Term Loan required quarterly amortizapayments (a) during the first two years, in edustallments aggregating 5% of the
original principal amount of the Term Loan per yda) during the second two years, in equal instaiits aggregating 7.5% of the original
principal amount of the Term Loan per year, andi(g)ng the one-year extension period (if exerdisedual installments aggregating 10% of
the original principal amount of the Term Loan.
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The Old Credit Facility was unconditionally guareed, jointly and severally, by certain of the Comps domestic subsidiaries. The subsid
guarantors included all subsidiaries that guaratite®bligations under the Company's Indenture gung the terms of its 2010 and 2012
Senior Notes.

The Old Credit Facility was secured by first priggpledges of (i) 100%f the ownership interests in certain domestic lidnses owned by th
Company and the guarantors, (ii) 65% of the owriprstierests in (a) the top-tier foreign holdingrguany of the Company's foreign
subsidiaries, and (b) the domestic subsidiarydhats the top-tier foreign holding company of ther@any's foreign subsidiaries and (iii) all
domestic franchise agreements (the "Franchise Ageats") between the Company and individual fraredss but only to the extent that the
Franchise Agreements may be pledged without viadadiny law of the relevant jurisdiction or confiieg with any existing contractual
obligation of the Company or the applicable frasebi

The Company could reduce the Revolver commitmediaarprepay the Term Loan in whole or in part at ame without penalty, subject to
reimbursement of customary breakage costs, if any.

Additionally, the Old Credit Facility required thtite Company and its restricted subsidiaries comyily various financial maintenance
covenants, as well as covenants with respect toatesns on liens, incurring indebtedness, makimgestments, paying dividends or
repurchasing stock, and effecting mergers and&etasles.

At June 30, 2015, the Company was in complian¢k all covenants under the Old Credit Facility.

At June 30, 2015 , the Company had $123.8 milliotstanding under the Term Loan and $13.0 milliotstamnding under the Revolver. At
December 31, 2014, the Company had $129.4 milligetanding under the Term Loan and no amountsandstg under the Revolver.

New Unsecured Credit Agreement

On July 21, 2015, the Company refinanced the O&HIEFacility by entering into a $450 million senimsecured revolving credit agreement
among the Company and Deutsche Bank AG New York@&raas administrative agent, Wells Fargo Bankiddat Association as syndicati
agent and swing line lender, and a syndicatioewdérs (the “New Credit Agreement”).

The New Credit Agreement provides for a $450 millimsecured revolving credit facility (the “New Réxer”) with a final maturity date of
July 21, 2020, subject to optional one-year extarssihat can be requested by the Company pricadb ef the first, second and third
anniversaries of the closing date of the New ReaolVhe effectiveness of any such extensions igsuto the consent of the lenders under th
New Credit Agreement and certain customary conaiti®Jp to $35 million of borrowings under the Neenv@lver may be used for alternati
currency loans and up to $15 million of borrowingsler the New Revolver may be used for swing loans.

The New Revolver is unconditionally guaranteedhtigiand severally, by certain of the Companglomestic subsidiaries, which are consid
restricted subsidiaries under the New Credit AgremtimThe subsidiary guarantors currently includswabsidiaries that guarantee the
obligations under the Company’s Indenture govertirggterms of its 5.75% senior notes due 2022 &6l 70% senior notes due 2020. If the
Company achieves and maintains an Investment GRatirg, as defined in the New Credit Agreementn tite subsidiary guarantees will at
the election of the Company be released and the Riawolver will not be guaranteed.

The Company may at any time prior to the final matudate increase the amount of the New Revolyenfpto an additional $150 million to
the extent that any one or more lenders commietongha lender for the additional amount and cem#irer customary conditions are met.

The Company currently may elect to have borrowimgder the New Revolver bear interest at a rateléqyg LIBOR plus a margin ranging
from 135 to 175 basis points based on the Compdatasleverage ratio or (ii) a base rate plus agimaranging from 35 to 75 basis points
based on the Company’s total leverage ratio. I1{Cbenpany achieves an Investment Grade Rating,tttee@ompany may elect to use a
different, ratings-based, pricing grid set forttttie New Credit Agreement.

The New Credit Agreement requires the Company yogpfee on the undrawn portion of the New Revolealgculated on the basis of the
average daily unused amount of the New Revolvetiptield by 0.20% per annum. If the Company achiese$nvestment Grade Rating and it
elects to use the ratings-based pricing grid s¢h io the New Credit Agreement, then the Compailyb& required to pay a fee on the total
commitments under the New Revolver, calculatedherbisis of the actual daily amount of the commitiiender the New Revolver
(regardless of usage) times a percentage per aramging from 0.10% to 0.25% (depending on the Camijsasenior unsecured long-term
debt rating).
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The New Credit Agreement requires that the Comantyits restricted subsidiaries comply with varioagenants, including with respect to
restrictions on liens, incurring indebtedness, mgknvestments and effecting mergers and/or aaset.aNith respect to dividends, the
Company may not declare or make any payment ietfeean existing event of default or if the paym®otild create an event of default. In
addition, if the Company'total leverage ratio exceeds 4.0 to 1.0, the Gomys generally restricted from paying aggregataldnds in exces
of $50 million in any calendar year.

The New Credit Agreement imposes financial maimeracovenants requiring the Company to maintaoia leverage ratio of not more than
4.5 to 1.0 and a consolidated fixed charge coverati of at least 2.5 to 1.0. If the Company aebgand maintains an Investment Grade
Rating, then the Company will not need to complghviie consolidated fixed charge coverage raticeoant.

The New Credit Agreement includes customary evehtefault, the occurrence of which, following aayplicable cure period, would permit
the lenders to, among other things, declare theejprl, accrued interest and other obligation$ief@ompany under the New Credit Agreen
to be immediately due and payable.

The proceeds of the New Revolver are expected tesbd for general corporate purposes, includingingrcapital, debt repayment, stock
repurchases, dividends, investments and other germnises set forth in the New Credit Agreement.

Fixed Rate Collateralized Mortgage

On December 30, 2014, a court awarded the Comgiidanyot an office building as settlement for a pamtof an outstanding loan receivable for
which the building was pledged as collateral. Injoaction with the court award, the Company alsuaged the $9.5 million mortgage on the
property with a fixed interest rate of 7.26%. Thertgage which is collateralized by the office binfgirequires monthly payments of principal
and interest and matures in December 2020 withallaon payment due of $6.9 million. At the timeaafjuisition, the Company determined
that the fixed interest rate of 7.26% exceeded etarkerest rates and therefore the Company inedetie carrying value of the debt by $1.2
million to record the debt at fair value. The faalue adjustment will be amortized over the renmajrterm of the mortgage utilizing the
effective interest method.

Economic Development Loans

The Company entered into economic development aggets with various governmental entities in confiomcwith the relocation of its
corporate headquarters in April 2013. In accordamitle these agreements, the governmental entitje=eal to advance approximately $4.4
million to the Company to offset a portion of therorate headquarters relocation and tenant impmewné costs in consideration of the
employment of permanent, full-time employees witthia jurisdictions. At June 30, 2015 , the Complhag been advanced approximately $3.!
million pursuant to these agreements and expectctive the remaining $0.9 million over the nestteal years, subject to annual
appropriations by the governmental entities. Thabeances bear interest at a rate of 3% per annum.

Repayment of the advances is contingent upon timep@oy achieving certain performance conditionstdPerance conditions are measured
annually on December 3"and primarily relate to maintaining certain levefsmployment within the various jurisdictionstlit Company

fails to meet an annual performance conditionGbepany may be required to repay a portion orfate advances including accrued interes
by April 30" following the measurement date. Any outstandingaades at the expiration of the Company's 10 yeguocate headquarters
lease in 2023 will be forgiven in full. The advassill be included in long-term debt in the Compamgonsolidated balance sheets until the
Company determines that the future performanceitiond will be met over the entire term of the agrent and the Company will not be
required to repay the advances. The Company actrtezest on the portion of the advances thateels to repay. The Company was in
compliance with all current performance conditiassof June 30, 2015 .

Dividends

The Company currently maintains the payment ofatguly dividend on its common stock outstandin@f195 per share, however, the
declaration of future dividends are subject todtseretion of our board of directors. In Decemb@t £, the Company's board of directors
increased the quarterly dividend rate to $0.195spare, beginning with the dividend payable in dap2015, representing a 5% increase fron
previous quarterly declarations. The Company'stqudsrdividend rate declared during the six morghded June 30, 20X8mained unchang:
from the previous quarterly declaration.

During the six months ended June 30, 2015 , thegaompaid cash dividends totaling $22.9 million e 8kpect to continue to pay dividends
in the future, subject to the declaration of ouatoof directors as well as to future businessqoarénce,
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economic conditions, changes in income tax reguiatand other factors. Based on the present didiceie and outstanding share count, we
expect that aggregate annual regular dividend2d@b would be approximately $45.4 million .

Share Repurchases

The Company did not repurchase any shares of iitsramn stock under the share repurchase programgdiiminsix months ended June 30,
2015 . Since the program's inception through JUn€@15 , we have repurchased 46.7 million shanetu¢ling 33.0 million prior to the two-
for-one stock split effected in October 2005) ofnznon stock at a total cost of $1.2 billion . Coesidg the effect of the two-for-one stock
split, the Company has repurchased 79.7 milliomeshat an average price of $14.55 per share. 8ared 30, 2015 , the Company had
approximately 3.0 million shares remaining underdhrrent share repurchase authorization.

During the six months ended June 30, 2015 , thegaomredeemed 102,753 shares of common stoclogdlabst of approximately $6.2
million from employees to satisfy the option exsecprice and statutory minimum tax-withholding rieginents related to the exercising of
stock options and vesting of performance vesteiicesd stock units and restricted stock grantesehredemptions were outside the share
repurchase program.

Other items

Approximately $205 million of the Company's caskl @ash equivalents at June 30, 2015 pertains tstuibdited earnings of the Company's
consolidated foreign subsidiaries. Since the Comipantent is for such earnings to be reinvestethieyforeign subsidiaries, the Company has
not provided additional U.S. income taxes on tle@meunts. While the Company has no intention tdzetihese cash and cash equivalents
domestic operations, any change to this policy deesult in the Company incurring additional Urg&dme taxes on any amounts utilized
domestically.

The Company believes that cash flows from operatanmd available financing capacity are adequanestet the expected future operating,
investing and financing needs of the business.

Off Balance Sheet Arrangements

On October 9, 2012, the Company entered into ddafrpayment guaranty with regards to a VIE's $b@lllon bank loan for the construction
of a hotel franchised under one of the Companyads in the United States. Under the terms ofithigeld guaranty, the Company has agreed
to guarantee 25% of the outstanding principal ldor a maximum exposure of $4.5 million and aedrand unpaid interest, as well as any
unpaid expenses incurred by the lender. The lingtgatanty shall remain in effect until the maximamount guaranteed by the Company is
paid in full. In addition to the limited guaranthhe Company entered into an agreement in whiclCtimapany guarantees the completion of the
construction of the hotel and an environmental ¢y agreement which indemnifies the lending tusibn from and against any damages
relating to or arising out of possible environmégtamtamination issues with regards to the property

On June 30, 2015, the VIE refinanced the constindban into a mini-permanent loan with the sanmelég. In connection with the
refinancing, the Company entered into a limitedrpegt guaranty on substantially the same termseasrtginal limited payment guaranty and
reaffirmed its obligations under the environmeimtdemnity agreement. In addition, the completioamnty was terminated.

On November 15, 2013, the Company entered intmidgd payment guaranty with regards to a VIE's 348illion bank loan for the
construction of a hotel franchised under one ofGbenpany's brands in the United States. Underettms of the limited guaranty, the Comp.
has agreed to unconditionally guarantee and besomety for the full and timely payment of the gudesed outstanding principal balance, as
well as any unpaid expenses incurred by the lefider. guarantee is limited to 25% of the outstangingcipal balance of the $46.2 million
loan due at any time for a maximum exposure of&idillion. The limited guaranty shall remain inetf until the maximum amount
guaranteed by the Company is repaid in full. Théumityr date of the VIE's loan is May 2017. In comgtion with this guaranty, the Company
has entered into a reimbursement and guarantyragreaevith certain individuals that requires themmgimburse the Company in an amount
equal to 75% of any payments made by the Compadgruhis limited payment guaranty.

The Company believes the likelihood of having tof@en under the aforementiond limited payment gotgas was remote at June 30, 2015
and December 31, 2014 .
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Critical Accounting Policies

Our accounting policies comply with principles geally accepted in the United States. We have desdrbelow those policies that we believe
are critical and require the use of complex judgneersignificant estimates in their application.diibnal discussion of these policies is
included in Note 1 to our consolidated financiaktsiments as of and for the year ended Decemb&034,included in our Annual Report on
Form 10-K.

Revenue Recognition

We recognize continuing franchise fees, includiogpity, marketing and reservations system feesnveaened and realizable from our
franchisees. Franchise fees are typically baseslmercentage of gross room revenues or the nunilbetel rooms of each franchisee.
Franchise fees based on a percentage of grossrev@amues are recognized in the same period thatitherlying gross room revenues are
earned by our franchisees. Our estimate of thevatiae for uncollectible royalty fees is charge®®&A expense and our estimate of the
allowance for uncollectible marketing and reseaystem fees is charged to marketing and resemvaxpenses.

Initial franchise and relicensing fees are recogehjin most instances, in the period the relateddnise agreement is executed because the
initial franchise and relicensing fees are non-ndable and the Company is not required to prowidel services to the franchisee prior to
hotel opening. We defer the initial franchise aelicensing fee revenue related to franchise agratsmwehich include incentives until the
incentive criteria are met or the agreement is itrgaed, whichever occurs first.

The Company recognizes procurement services regsdmuma qualified vendors when the services aregoeréd or the product delivered,
evidence of an arrangement exists, the fee is fixedbterminable and collectability is reasonatsisused. We defer the recognition of
procurement services revenues related to certdiontfees and recognize them over a period coomding to the Company’s estimate of the
life of the arrangement.

Marketing and Reservation Revenues and Expenses

The Company's franchise agreements require the guatyofi certain marketing and reservation systers, f@hich are used exclusively by the
Company for expenses associated with providingcfiese services such as national marketing, mediartising, central reservation systems
and technology services. The Company is contragtoaligated to expend the marketing and resemagigstem fees it collects from
franchisees in accordance with the franchise agee&snas such, no net income or loss to the Comigaggnerated. In accordance with our
contracts, we include in marketing and reservatigpenses an allocation of costs for certain a@sjisuch as human resources, facilities, leg:
and accounting, required to carry out marketing rias@rvation activities.

The Company records marketing and reservation systgenues and expenses on a gross basis sinCeitiygany is the primary obligor in the
arrangement, maintains the credit risk, establisheprice and nature of the marketing or resesmadervices and retains discretion in supplier
selection. In addition, net advances to and redesdrom the franchise system for marketing anémegtion activities are presented as cash
flows from operating activities.

Marketing and reservation system fees not expeird#te current year are recorded as a liabilitthin Company's balance sheet and are ce
over to the next fiscal year and expended in acourd with the franchise agreements or utilizeepay previous advances. Marketing and
reservation expenses incurred in excess of revearga®corded as an asset in the Company's bataeet, with a corresponding reduction in
costs, and are similarly recovered in subsequearsy&nder the terms of the franchise agreemdmesCompany may advance capital and i
costs as necessary for marketing and reservatiit@s and recover such advances through futees.fThe Company believes that any credi
risk associated with cost advances for marketirtgragervation system activities is mitigated dueupcontractual right to recover these
amounts from a large geographically dispersed gaddanchisees. However, our ability to recovevattes may be adversely impacted by
certain factors, including, among others, declinegke ability of our franchisees to generate rexenat properties they franchise from us, Ic
than expected franchise system growth, an extepeddd of occupancy or room rate declines or aidedh the number of hotel rooms in our
franchise system. If these factors exist it coekuit in the generation of insufficient funds toaeer marketing and reservation advances as
well as meet the ongoing marketing and reservatesds of the overall system.

The Company evaluates the recoverability of manigesind reservation costs incurred in excess of @tive marketing and reservation systern
revenues earned on a periodic basis. The Compdhsesdrd a reserve when, based on current infdomatnd events, it is probable that it will
be unable to recover the cumulative amounts adebfozenarketing and reservation activities accogdim the contractual terms of the
franchise agreements. These advances are constddsedinrecoverable if
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the expected net, undiscounted cash flows from eteagk and reservation activities are less tharc#tieying amount of the asset.

Choice Privileges is our frequent guest incentivakating program. Choice Privileges enables mentioegarn points based on their spending
levels with our franchisees and, to a lesser dedineeugh participation in affiliated partners' grams, such as those offered by credit card
companies. The points, which we accumulate and wadhe members' behalf, may be redeemed foraiteemmodations or other benefits.

We provide Choice Privileges as a marketing prog@fmanchised hotels and collect a percentageajram members' room revenue from
franchises to operate the program. Revenues agerdéfin an amount equal to the estimated fairevafithe future redemption obligation. The
Company develops an estimate of the eventual reti@mfates and point values using various actuanethods. These judgmental factors
determine the required liability attributable tastanding points. Upon redemption of points, thenPany recognizes the previously deferred
revenue as well as the corresponding expensengletithe cost of the awards redeemed. Revenuwgass of the estimated future redemg
obligation are recognized when earned to reimbtimsé&ompany for costs incurred to operate the prgincluding administrative costs,
marketing, promotion and performing member services

Valuation of Intangibles and Long-Lived Assets

The Company evaluates the potential impairmentrgpgrty and equipment and other long-lived asgethjding franchise rights and other
definite-lived intangibles, whenever an event dreotcircumstances indicates that the Company magaable to recover the carrying value of
the asset. When indicators of impairment are ptesecoverability is assessed based on net, undaised expected cash flows. If the net,
undiscounted expected cash flows are less thacatinging amount of the assets, an impairment chiarggcorded for the excess of the carn
value over the fair value of the asset. We estirtfadair value of intangibles and long lived asg@imarily using undiscounted cash flow
analysis. Significant management judgment is inedlin evaluating indicators of impairment and dep#lg any required projections to test
for recoverability or estimate the fair value ofasset. Furthermore, if management uses diffem@jegtions or if different conditions occur in
future periods, future-operating results could lzerially impacted.

The Company evaluates the impairment of goodwil ademarks with indefinite lives on an annualsas during the year if an event or
other circumstance indicates that the Company roayp@ able to recover the carrying amount of tlseiadn evaluating these assets for
impairment, the Company may elect to first assesditative factors to determine whether it is migkely than not that the fair value of the
reporting unit or the indefinite lived intangibleset is less than its carrying amount. If the asgioh is that it is not more likely than not thia¢
fair value of the asset is less than its carryialy®, then no further testing is required. If toedusion is that it is more likely than not thiag t
fair value of the asset is less than its carryialy®, then a two-step impairment test is perforfoedjoodwill. The Company may elect to
forego the qualitative assessment and move diréztlye two-step impairment test for goodwill ahd fair value determination for indefinite-
lived intangibles. The Company determines thevfaiue of its reporting units and indefinite-livettangibles using income and market
methods.

Valuation of Investmentsin Ventures

The Company evaluates an investment in a venturiefaairment when circumstances indicate that #reying value may not be recoverable,
for example due to loan defaults, significant unpkeformance relative to historical or projecte@@ing performance, and significant nege
industry or economic trends. When there is indsathat a loss in value has occurred, the Compuaalpates the carrying value compared to
the estimated fair value of the investment. Falueas based upon internally developed discoungesth low models, thirgharty appraisals, ar

if appropriate, current estimated net sales prae@®dn pending offers. If the estimated fair vaisiéess than carrying value, management use
its judgment to determine if the decline in vals®iher-than-temporary. In determining this, thenany considers factors including, but not
limited to, the length of time and extent of theliee, loss of values as a percentage of the inafjcial condition and near-term financial
projections, the Company's intent and ability tooreer the lost value and current economic conditiior declines in value that are deemed
other-than-temporary, impairments are charged toiregs.

Loan Loss Reserves

The Company segregates its notes receivable fgruhmses of evaluating allowances for credit lsssgween two categories: Mezzanine anc
Other Notes Receivable and Forgivable Notes Reblivahe Company utilizes the level of securitigas in the various notes receivable as it:
primary credit quality indicator (i.e. senior, sudlimated or unsecured) when determining the apatepallowances for uncollectible loans
within these categories.
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Mezzanine and Other Notes Receivables

The Company has provided financing to franchiseesipport of the development of properties in sg@t markets. The Company expects the
owners to repay the loans in accordance with the Bgreements, or earlier as the hotels matureapithl markets permit. The Company
estimates the collectability and records an allaveaior loss on its mezzanine and other notes rabkiwhen recording the receivables in the
Company’s financial statements. These estimatestated quarterly based on available information.

The Company considers a loan to be impaired whasedon current information and events, it is potdbthat the Company will be unable to
collect all amounts due according to the contrddtrans of the loan agreement. All amounts due @ting to the contractual terms means that
both the contractual interest payments and theactotal principal payments of a loan will be coléztas scheduled in the loan agreement. Tt
Company measures loan impairment based on thempnesieie of expected future cash flows discountateloan’s original effective interest
rate or the estimated fair value of the collatefal. impaired loans, the Company establishes afapigopairment reserve for the difference
between the recorded investment in the loan angrieent value of the expected future cash flowth@estimated fair value of the collateral.
The Company applies its loan impairment policy wndlially to all mezzanine and other notes recewaibithe portfolio and does not aggregate
loans for the purpose of applying such policy. irgpaired loans, the Company recognizes interesinigcon a cash basis. If it is likely that a
loan will not be collected based on financial drestbusiness indicators it is the Company’s pdicgharge off these loans to SG&A expenses
in the accompanying consolidated statements ofhirecim the quarter when it is deemed uncollectiBecoveries of impaired loans are
recorded as a reduction of SG&A expenses in thetguaeceived.

The Company assesses the collectability of itsoserates receivable by comparing the market vafubeounderlying assets to the carrying
value of the outstanding notes. In addition, thenBany evaluates the property’s operating performatie borrower’'s compliance with the
terms of the loan and franchise agreements, andlated personal guarantees that have been prbidéhe borrower. For subordinated or
unsecured receivables, the Company assesses fiertyt® operating performance, the subordinatedtgauailable to the Company, the
borrower’'s compliance with the terms of the load &nanchise agreements, and the related persoashigiees that have been provided by the
borrower.

The Company considers loans to be past due angfaultl when payments are not made when due. Altidiog Company considers loans t

in default if payments are not received on the diate, the Company does not suspend the accruatienést until those payments are more tha
30 days past due. The Company applies paymentveeder loans on noaccrual status first to interest and then principak Company doe
not resume interest accrual until all delinquentrpants are received.

Forgivable Notes Receivable

In conjunction with brand and development prograiims,Company may provide financing to franchiseegpfoperty improvements and other
purposes in the form of forgivable promissory natésch bear interest at market rates. Under thesmigsory notes, the franchisee promist
repay the principal balance together with intevgstn maturity unless certain conditions are matubhout the term of the promissory note.
The principal balance and related interest areifergratably over the term of the promissory néthe franchisee remains in the system in
good standing. If during the term of the promissaoie, the franchisee exits our franchise systeis 0ot operating their franchise in
accordance with our quality or credit standards,Glompany may declare a default under the pronyissate and commence collection efforts
with respect to the full amount of the then-curreatstanding principal and interest.

In accordance with the terms of the promissory s\dtee initial principal balance and related ins¢igre ratably reduced over the term of the
loan on each anniversary date until the outstandingunts are reduced to zero as long as the fregehémains within the franchise system
and operates in accordance with our quality anddstandards. As a result, the amounts recordad asset on the Company's consolidated
balance sheet are also ratably reduced since thardgmforgiven no longer represent probable fum@nomic benefits to the Company. The
Company records the reduction of its recorded ashetugh amortization and marketing and resemmaigense on its consolidated statemen
of income. Since these forgivable promissory not¢egivable are predominately forgiven ratably aherterm of the promissory note rather
than repaid, the Company classifies the issuandealiection of these notes receivable as operatutigities in its consolidated statement of
cash flows.

The Company fully reserves all defaulted notesdidition to recording a reserve on the estimatealectible portion of the remaining notes.
For those notes not in default, the Company catesllan allowance for losses and determines theatki collectibility on these forgivable
notes based on the historical default rates fosghosecured notes that are not forgiven but gréreal to be repaid. The Company records
debt expense in SG&A and marketing and reservatystem expenses in the accompanying consolidatzhstnts of income in the quarter
when the note is deemed uncollectible.
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Sock Compensation.

The Company’s policy is to recognize compensatimst celated to share-based payment transactiahe ifinancial statements based on the
fair value of the equity or liability instrumentssued. Compensation expense related to the faie vdlshare-based awards is recognized ovel
the requisite service period based on an estinfdteose awards that will ultimately vest. The Compastimates the shabased compensatis
expense for awards that will ultimately vest upoeception of the grant and adjusts the estimatdafesbased compensation for those awards
with performance and/or service requirements thinwet be satisfied so that compensation coseégnized only for awards that ultimately
vest.

Income Taxes.

Income taxes are recorded using the asset anditliabethod of accounting for income taxes. Defdricome taxes reflect the net tax effect o
temporary differences between the carrying amooiéssets and liabilities for financial reportingrposes and the amounts used for income
tax purposes. A valuation allowance is provideddeierred tax assets if it is more likely than sth assets will be unrealized. Deferred U.S.
income taxes have not been recorded for tempoitieyehces related to investments in certain faresgbsidiaries and corporate affiliates. The
temporary differences consist primarily of undistiied earnings that are considered permanentlyasied in operations outside the U.S. If
management’s intentions change in the future, dedeiaxes may need to be provided. With respeghéertain income tax positions, a tax
liability is recorded in full when management detares that the position does not meet the mordyliken not threshold of being sustained or
examination. A tax liability may also be recogniZeda position that meets the more likely thantho¢shold, based upon management's
assessment of the positisrprobable settlement value. The Company recotdseist and penalties on unrecognized tax benafitse provisiol
for income taxes.

New Accounting Standards

See Footnote No. 1 of the Notes to our Financiale®tents for information related to our adoptiom@fv accounting standards in 2015 and fo
information on our anticipated adoption of recefglyued accounting standards.

FORWARD-LOOKING STATEMENTS

Certain matters discussed in this quarterly repomstitute forward-looking statements within theamiag of the Private Securities Litigation
Reform Act of 1995. Generally, our use of wordehsas "expect,” "estimate," "believe," "anticipatshould", "will," "forecast,” "plan”,"
project,” "assume" or similar words of futurity méy such forward-looking statements. These fadv®oking statements are based on
management's current beliefs, assumptions and &tjmers regarding future events, which in turntaased on information currently available
to management. Such statements may relate tocginnjs of the Company's revenue, earnings and 6itigncial and operational measures,
Company debt levels, ability to repay outstandimdebtedness, payment of dividends, and future tipesa among other matters. We cautior
you not to place undue reliance on any such for-looking statements. Forward-looking statementaatoguarantee future performance and
involve known and unknown risks, uncertainties atiter factors.

Several factors could cause actual results, peeoom or achievements of the Company to differ rredhgfrom those expressed in or
contemplated by the forward-looking statementschSisks include, but are not limited to, changegéneral, domestic and foreign economic
conditions; foreign currency fluctuations; opangtrisks common in the lodging and franchising stdes; changes to the desirability of our
brands as viewed by hotel operators and custortleasiges to the terms or termination of our condradth franchisees and our relationships
with our franchisees; our ability to keep pace viitiprovements in technology utilized for marketengd reservations systems and other
operating systems; our ability to grow our franehégstem; exposures to risks relating to developmeivities; fluctuations in the supply and
demand for hotels rooms; our ability to realizeé@pated benefits of acquired businesses; the lefvatceptance of alternative growth
strategies we may implement; cyber security and begach risks; operating risks associated witri@tional operations; the outcome of
litigation; and our ability to effectively managardandebtedness. These and other risk factordiaceissed in detail in the Risk Factors sectior
of the Company's Form 1R-for the year ended December 31, 2014, filed withSecurities and Exchange Commission on Mar@025. We
undertake no obligation to publicly update or re\asy forward-looking statement, whether as a tefulew information, future events or
otherwise, except as required by law.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

The Company is exposed to market risk from changegerest rates and the impact of fluctuationfomeign currencies on the Company's
foreign investments and operations. The Companyagesiits exposure to these market risks througmtrétoring of its available financing
alternatives including in certain circumstancesube of derivative financial instruments. We asoaubject to risk from changes in debt and
equity prices from our non-qualified retirementisgg plan investments in debt securities and comshock, which have a carrying value of
$18.4 million and $17.8 million at June 30, 2018 &ecember 31, 2014 , respectively which we acctrrds trading securities. The
Company will continue to monitor the exposure iasth areas and make the appropriate adjustmentarkstroonditions dictate.

At June 30, 2015 , the Company had $136.8 millibvasiable interest rate debt instruments outstagdit an effective rate of 2.2% . A
hypothetical change of 10% in the Company’s effecinterest rate from June 30, 2015 levels woutdease or decrease annual interest



expense by $0.3 million . The Company expectsfinarce its fixed and variable long-term debt ohligns prior to their scheduled maturities.

The Company does not presently have any derivétia@cial instruments.

ITEM 4. CONTROLS AND PROCEDURES

Managemen's Evaluation of Disclosure Controls and Procedures

The Company has a disclosure review committee whasabership includes the Chief Executive Offic€HKO") and Chief Financial Officer
("CFO"), among others. The disclosure review corteals procedures are considered by the CEO andi€pErforming their evaluations of
the Company’s disclosure controls and procedurdsraassessing the accuracy and completeness Goimpany’s disclosures.

Our management, with the participation of our CE@ &FO have evaluated the effectiveness of outadisee controls and procedures, as !
term is defined in Rule 13a-15(e) and 15d-15(e)unikde Securities Exchange Act of 1934, as amer{tiesl;Exchange Act”), as of the end of
the period covered by this quarterly report as iregiby Rules 13a-15(b) or 18d(b) under the Exchange Act. Our management, dinaduour
CEO and CFO, does not expect that our disclosurgas and procedures or our internal control direancial reporting will prevent all errors
and all fraud. A control system, no matter how wdelsigned and operated, can provide only reasamadi@bsolute, assurance that the contro
system’s objectives will be met.
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An evaluation was performed under the supervisihwith the participation of the Company’s CEO &1, of the effectiveness of the
design and operation of the Company'’s disclosurgrots and procedures. Based on that evaluatienCtimpany’s management, including the
CEO and CFO, concluded that the Company’s discosantrols and procedures were effective as of 30n2015.

Changes in internal control over financial reportip

There have been no changes in the Comainyérnal control over financial reporting thatored during the quarter ended June 30, 201t
materially affected, or is reasonably likely to erélly affect the Company’s internal control ofieancial reporting.

PART Il. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The Company is not a party to any litigation ottiem litigation in the ordinary course of businéBse Company's management and legal
counsel do not expect that the ultimate outconmengfof its currently ongoing legal proceedingsjvraually or collectively, will have a
material adverse effect on the Company's finarmmaltion, results of operations or cash flows.

ITEM 1A. RISK FACTORS

There have been no material changes in our rigkf®from those disclosed in Part I, Item 1A to Aunual Report on Form 1R-for the fisca
year ended December 31, 2014 filed on March 2, 21addition to the other information set forthtims report, you should carefully consic
the factors discussed in Part I, "ltem 1A. RisktBeg' in our Annual Report on Form 10-K for the yeaded December 31, 2014, which could
materially affect our business, financial conditmrfuture results. The risks described in our AairiReport on Form 18-are not the only risk
facing our Company. Additional risks and unceriasnot currently known to us or that we curreulem to be immaterial also may materi
adversely affect our business, financial conditiod/or operating results.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

Issuer Purchases of Equity Securities

The following table sets forth purchases and redimmp of Choice Hotels International, Inc. commesck made by the Company during the
six months ended June 30, 2015 :

Total Number of Shares Maximum Number of

Total Number of Purchased as Part of Shares that may yet be

Shares Purchased Average Price Publicly Announced Purchased Under the Plans
Month Ending or Redeemed Paid per Share Plans or Programst?:?) or Programs, End of Period
January 31, 2015 19,24¢ $ 54.7¢ — 3,000,001
February 28, 2015 69,93’ 62.1: — 3,000,001
March 31, 2015 13,27 62.3¢ — 3,000,001
April 30, 2015 29¢€ 62.6¢ — 3,000,001
May 31, 2015 — — — 3,000,001
June 30, 2015 — — — 3,000,001
Total 102,75 $ 60.7¢ — 3,000,001

(1) The Company’s share repurchase program whaaliyiapproved by the board of directors on Jubel®98. The program has no fixed
dollar amount or expiration date.

(2 During the six months ended June 30, 2016 (bmpany redeemed 102,753 shares of common stookeimployees to satisfy the
option price and minimum tax-withholding requirerterelated to the exercising of options and vestingestricted stock and
performance vested restricted stock unit grantes&éhiedemptions were not part of the board repsechathorization.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. MINE SAFETY DISCLOSURES

None.

ITEM 5. OTHER INFORMATION

None.

61






Table of Contents

ITEM 6. EXHIBITS
Exhibit Number and Description

Exhibit

Number Description

3.01(a) Restated Certificate of IncorporatiéiChoice Hotels Franchising, Inc. (renamed Choiogel$ International, Inc.)
3.02(b) Amendment to the Restated Certificht@aoorporation of Choice Hotels International, Inc

3.03(c) Amended and Restated Bylaws of Choioteld International, Inc.

3.04(d) Amendment to the Amended and Restajgai of Choice Hotels International, Inc.

10.01(d) Amendment to the Choice Hotels Intdomal, Inc. 2006 Long-Term Incentive Plan.

31.1* Certification of Chief Executive OfficBursuant to Rule 13a-14(a) or Rule 15d-14(a)

31.2* Certification of Chief Financial Officétursuant to Rule 13a-14(a) or Rule 15d-14(a)

32* Certifications of Chief Executive Officend Chief Financial Officer pursuant to 18 U.S.Cctim 1350
101.INS* XBRL Instance Document

101.SCH* XBRL Taxonomy Extension Schema Documen

101.CAL* XBRL Taxonomy Calculation Linkbase Dguoent

101.DEF* XBRL Taxonomy Extension Definition libase Document

101.LAB* XBRL Taxonomy Label Linkbase Document

101.PRE* XBRL Taxonomy Presentation Linkbaseioent

* Filed herewith

(&) Incorporated by reference to the identicalutoent filed as an exhibit to Choice Hotels Inteioral, Inc.'s Registration Statement on
Form S-4, filed August 31, 1998 (Reg. No. 333-62543

(b) Incorporated by reference to the identicalutoent filed as an exhibit to Choice Hotels Inteioral, Inc.'s Current Report on Form 8-K
filed May 1, 2013.

(c) Incorporated by reference to the identicalutoent filed as an exhibit to Choice Hotels Inteioral, Inc.'s Current Report on Form 8-K
filed February 16, 2010.

(d) Incorporated by reference to the identicalutoent filed as an exhibit to Choice Hotels Inteioral, Inc.'s Current Report on Form 8-K
filed April 29, 2015.
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causseddiport to be signed on its behalf by the
undersigned thereunto duly authorized.

CHOICE HOTELS INTERNATIONAL, INC.

August 5, 2015 By: /s/DAvVID L. WHITE

David L. White
Senior Vice President, Chief Financial Officer & Treasurer
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Exhibit 31.1
CERTIFICATION

I, Stephen P. Joyce, certify that:
1. | have reviewed this quarterly report on Foi®AQ of Choice Hotels International, Ir

2. Based on my knowledge, this quarterly repoetsdaot contain any untrue statement of a matex@ldr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlyprep

3. Based on my knowledge, the financial statememis other financial information included in thisarterly report, fairly present in
all material respects the financial condition, itssaf operations and cash flows of the registeembf, and for, the periods preser
in this quarterly report;

4, The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as

defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(@) Designed such disclosure controls and proesjar caused such disclosure controls and proesdobe designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this quarterly
report is being prepared;

(b) Designed such internal control over finanoggdorting, or caused such internal control oveatdicial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and preséntais quarterly report
our conclusions about the effectiveness of thel@isece controls and procedures, as of the endeopéhiod covered
by this quarterly report based on such evaluato;

(d) Disclosed in this quarterly report any chaigthe registrant's internal control over finanaigborting that occurred
during the registrant's most recent fiscal quéttes registrant's fourth fiscal quarter in the casan annual report)
that has materially affected, or is reasonablylyite materially affect, the registrant's intercahtrol over financial
reporting;

5. The registrant's other certifying officer anglalve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the
equivalent functions):

(@ All significant deficiencies and material weakses in the design or operation of internal cbotrer financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize and
report financial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aisatifole in the
registrant's internal control over financial rejagt

August 5, 2015 /S/ STEPHEN P. JOYCE
Stephen P. Joyce
President and Chief Executive Officer




Exhibit 31.2
CERTIFICATION

[, David L. White, certify that:
1. | have reviewed this quarterly report on Foi®AQ of Choice Hotels International, Ir

2. Based on my knowledge, this quarterly repoetsdaot contain any untrue statement of a matex@ldr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlyprep

3. Based on my knowledge, the financial statememis other financial information included in thisarterly report, fairly present in
all material respects the financial condition, itssaf operations and cash flows of the registeembf, and for, the periods preser
in this quarterly report;

4, The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%(nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd &ave:

(@) Designed such disclosure controls and proesjar caused such disclosure controls and proesdobe designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihigh this quarterly
report is being prepared;

(b) Designed such internal control over finanoggdorting, or caused such internal control oveatdicial reporting to be
designed under our supervision, to provide readeradsurance regarding the reliability of financegorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registsatisclosure controls and procedures and preséntais quarterly report
our conclusions about the effectiveness of thel@isece controls and procedures, as of the endeopéhiod covered
by this quarterly report based on such evaluato;

(d) Disclosed in this quarterly report any chaigthe registrant's internal control over finanaigborting that occurred
during the registrant's most recent fiscal quéttes registrant's fourth fiscal quarter in the casan annual report)
that has materially affected, or is reasonablylyite materially affect, the registrant's intercahtrol over financial
reporting;

5. The registrant's other certifying officer anglalve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant's auditors and thataumnmittee of the registrant's board of direct@ispersons performing the
equivalent functions):

(@ All significant deficiencies and material weakses in the design or operation of internal cbotrer financial
reporting which are reasonably likely to adversafgct the registrant's ability to record, processnmarize and
report financial information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aisatifole in the
registrant's internal control over financial rejagt

August 5, 2015 /s/IDAVID L. WHITE
David L. White
Senior Vice President, Chief Financial Officer & Treasurer




Exhibit 32

WRITTEN STATEMENT
OF
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

The undersigned hereby certify that the Quartedpdt on Form 10-Q for the quarter ended June @05 #led by Choice Hotels Internation
Inc. with the Securities and Exchange Commissitly iomplies with the requirements of Section 13{a)15(d) of the Securities Exchange

Act of 1934 and that information contained in tepart fairly presents, in all material respects, fihancial condition and results of operations
of the issuer.

August 5, 2015 IS/ STEPHEN P. JOYCE

Stephen P. Joyce
President and Chief Executive Officer

August 5, 2015 /S/ DAVID L. WHITE
David L. White
Senior Vice President, Chief Financial Officer & Treasurer




