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TOWN SPORTS INTERNATIONAL HOLDINGS, INC.
FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains “forwacabking” statements within the meaning of SectioA 27 the Securities Act of
1933 and Section 21E of the Securities Exchangeft®34, including, without limitation, statememégarding our future expectations
regarding the sale of the property located at B&&tStreet, New York, future financial results amdfprmance, potential sales revenue, legal
contingencies and tax benefits and contingenciestze existence of adverse litigation and otheksti uncertainties and factors set forth
under Iltem 1A., entitled “Risk Factors”, of this uml Report on Form 10-K and in our reports andudwents filed with the Securities and
Exchange Commission (“SEC”). You can identify thémevard-looking statements by the use of worddhag“outlook”, “believes”,
“expects”, “potential”, “continues”, “may”, “will”,“should”, “seeks”, “approximately”, “predicts”, fitends”, “plans”, “estimates”,
“anticipates”or the negative version of these words or otherpgamable words. These statements are subject tougarisks, and uncertaintit
many of which are outside our control, including tavel of market demand for our services, comipetjppressure, the ability to achieve
reductions in operating costs and to continue tiegirate club acquisitions, the ability to close shée of the property located at East'86
Street, New York, environmental initiatives, theoligation of Federal and state tax laws and regnat and other specific factors discussed
herein and in other SEC filings by us. We belieheg &all forward-looking statements are based osarable assumptions when made;
however, we caution that it is impossible to preditual results or outcomes or the effects ofsjiskicertainties or other factors on
anticipated results or outcomes and that, accolglioge should not place undue reliance on thedersents. Forward-looking statements
speak only as of the date they were made, and dertake no obligation to update these statemenighinof subsequent events or
developments. Actual results may differ materifiym anticipated results or outcomes discussedynfarward-looking statement.

PART |

ltem 1. Business

In this Annual Report, unless otherwise statecherdontext otherwise indicates, references to “T8parts”, “TSI”, “the Company”,
“we”, “our” and similar references refer to Town@{s International Holdings, Inc. and its subsiiisy references to “TSI Holdings” refers to
Town Sports International Holdings, Inc., and referes to “TSI, LLC” refer to Town Sports Internaad, LLC, our wholly-owned operating
subsidiary.

General

We are the largest owner and operator of fithagisscin the Northeast and Mid-Atlantic regions af thnited States (“U.S.”) and the
third largest fitness club owner and operator e thS., in each case based on the number of dhshst December 31, 2013, the Company,
through its subsidiaries, operated 162 fithessscluimer our four key regional brand names; “NewkY®ports Clubs” (NYSC), “Boston
Sports Clubs” (BSC), “Philadelphia Sports ClubsS®) and “Washington Sports Clubs” (WSC). As of Deber 31, 2013, these clubs
collectively served approximately 497,000 membiduding approximately 41,000 members under osirieted student and teacher
membership programs. We owned and operated aotolfl8 clubs under the “New York Sports Clubs” litarame within a 120-mile radius
of New York City as of December 31, 2013, includBiglocations in Manhattan where we are the larfifestss club owner and operator. We
owned and operated 29 clubs in the Boston regicieuour “Boston Sports Clubs” brand name, 16 cltlve of which are partly-owned) in
the Washington, D.C. region under our “Washingtporg Clubs” brand name and six clubs in the Philadia region under our
“Philadelphia Sports Clubs” brand name as of Deaarli, 2013. In addition, we owned and operateektlstubs in Switzerland as of
December 31, 2013. We employ localized brand ndoresur clubs to create an image and atmosphersigtent with the local community
and to foster recognition as a local network ofliggéitness clubs rather than a national chain.
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We develop clusters of clubs to serve densely @pdimajor metropolitan regions and we service poghlations by clustering clubs
near the highest concentrations of our target ousts’ areas of both employment and residence. (Dbsare located for maximum
convenience to our members in urban or suburbasactose to transportation hubs or office or reeters. Our members include a wide
age demographic covering the student market tadtiege mature market. Our members generally hamearnncome levels of between
$50,000 and $150,000. We believe that this “midigasegment is the broadest of the market. Our igdal be the most recognized health
club network in each of the four major metropolitegions that we serve. We believe that our styatéglustering clubs provides significant
benefits to our members and allows us to achieatesgfic operating advantages. In each of our mariet have developed clusters by
initially opening or acquiring clubs located in tre central urban markets of the region and Hranching out from these urban centers to
suburbs and neighboring communities.

We currently offer three principal types of memibgps in our clubs, “Passport,” which offers accisall clubs at all times, “Core,”
which offers access to a single home club atmks, and “Restricted” memberships, which is a falblyrpriced, restricted month-to-month
membership offering access to a single home cluinglall operating hours except 4:30pm to 7:30prmonkiay through Thursday, otherwis
usage fee applies. Members, excluding restricteilnees, can elect to commit to a minimum contraciopleof one year in order to benefit
from reduced joining fees. Alternatively, our memghéps are available on a month-to-month basiss&meembership types are described in
further detail in the Sales discussion that follows

Over our 40-year history since 1973, we have dpesgand refined our club formats, which allowsaisdst-effectively construct and
efficiently operate our fitness clubs in the diéiat real estate environments in which we operate fithessenly clubs average approximats
21,000 square feet, while our multi-recreationabslaverage approximately 37,000 square feet. Gheegate average size of our clubs is
approximately 26,000 square feet. Our clubs typjidave an open fithess area to accommodate casbolar and strength-training
equipment, as well as special purpose rooms fargfitness classes and other exercise programseaéleto provide a broad array of high-
quality exercise programs and equipment that apellpo and effective, promoting a quality exercisparience for our members. When
developing clubs, we carefully examine the potémtiambership base and the likely demand for supgteah offerings such as swimming,
basketball, children’s programs, tennis or squash provided suitable real estate is availableyileadd one or more of these offerings to
our fitness-only format. For example, a multi-retienal club in a family market may include Spdttabs for Kids programs, which can
include swim lessons and sports camps for children.

As the fitness industry continues to see a riggojpularity of private studio offerings, we interaddffer our own private studio brand
called the Boutique Fitness Experience (“BFX Stldaith our first unit opening in the first half &014 with expectations to open a total of
two to four BFX Studio units during 2014. This terdimension luxury studio brand will take advantafjéhe rise in consumer demand for
studio experiences. Our BFX Studio will includeethrunique offerings: Ride Republic, which is indogeling, Private Sessions for personal
training and Master Class for certain group exerclasses. Our BFX Studio will be staffed with hagiiber instructors in each of the three
core offerings and the studios will be designedpeal to all ages and all experience levels ofopetitan, active healthy lifestylers. We
estimate that this studio concept will require agpnately 7,500 to 10,000 square feet of spaceippglio which compares to the
approximately 26,000 square feet aggregate aveiagef our traditional clubs.

Industry Overview

According to the most recent information releasgdhe International Health, Racquet and Sports@ls&ociation (“IHRSA”), total
U.S. fitness club industry revenues increasedcatngpound annual growth rate of 3.1% from $18.7dwilin 2007 to $21.8 billion in 2012,
with a 1.9% increase from 2011 to 2012. Total WitS8ess club memberships increased at a compoumgishgrowth rate of 3.9% from
41.5 million in 2007 to 50.2 million in 2012, with2.3% decline from 2011 to 2012 after reachingl&time high of 51.4 million members in
2011. Although memberships declined in 2012 conmpsre011, revenue increased slightly due, in
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part, to the impact of non-membership revenue perdace from niche and studio concepts. Accordin@dHRSA, the fithess industry is
witnessing a shift in the exercise and prefereride=alth club members. The club landscape now esteeyond the traditional, full-service
fitness centers as studio concepts including boxinga, Pilates, group cycling, barre, boot can@wessFit, and personal training, also shape
the market.

According to the IHRSA, participation in health lsfuhas been growing over the past five years viti Billion Americans utilizing a
health club in 2008, as compared to 58.5 millionekicans utilizing a health club in 2012. Currenipproximately 17% of the total U.S.
population belongs to a health club, leaving roompiossible substantial growth in the industry artticating a significant opportunity to
convert these non-members to members. In 201Z3uwhege number of days per year that health clubbmees visited clubs was down 3.4%
to 99.0 days after reaching an all time high of.hGfays in 2011.

According to the IHRSA, demographic trends have@éeldrive the growth experienced by the fithessisry over the past decade. The
average age of a health club member in 2012 wa®&8& old and more than one-third of health clulnivers were between the ages of 18
and 34 years old. The greatest membership growttheipast few years has been in the demographipgrges 18 to 34, which has grown
31.4% from 2008 to 2012 and in the group ages 3Bltavhere membership grew 6.1% from 2008 to 20h2se two age groups made up
approximately 70.0% of total U.S. health club mermsbe 2012. The industry has also benefited froeaging “baby boomer” and
“Eisenhower” generations as they place greater asiplon their health, including a focus on fitness.

According to the Centers for Disease Control arel@ntion, during the period from 1990 through 20ttere was a dramatic increase
in obesity in the U.S. and rates remain high. Ste¢é®alence of obesity continues to remain higlosgthe country in 2012, with no state with
a prevalence of obesity less than 20.0%. In 201&tdtes had a prevalence of 25% or more and ft®eé states had a prevalence of 30% or
more. As healthcare costs continue to rise in tl&,lome of the focus on combating obesity andrattseases is being directed at
prevention. Both government and medical researsishawn that exercise and other physical activdlyga critical role in preventing obes
and other health conditions, thereby reducing heate costs for treating obesity related sicknesses

As the focus on exercise and overall healthy Kfiestcontinue to impact the health club industrg,lvelieve that we are well positioned
to benefit from these dynamics as a large opevaitbrrecognized brand names, leading regional niatkares and an established operating
history.

Competitive Strengths
We believe the following competitive strengths imstrumental to our success:

Strong market position with leading brandsBased on number of clubs, we are the thirdelstr§itness club owner and operator in the
U.S. and the largest fitness club owner and openatihe Northeast and Midtlantic regions of the U.S. We are the largestd#ts club owne
and operator in our New York, Boston and WashingEa€. regions, and the fourth largest owner arefator in our Philadelphia region. v
attribute our positions in these markets in pathtostrength of our localized owner and operatanth names, which foster recognition as a
local network of quality fitness clubs.

Regional clustering strategy provides significaahgfits to members and corporationsBy operating a network of clubs in a
concentrated geographic area, the value of our raeships is enhanced by our ability to offer memlaexsess to any of our clubs, which
provides the convenience of having fithess clulzs aemember’s workplace and home. This is alsmafiig¢o our corporate members, as
many corporations have employees that will takeaathge of multiple gym locations. Approximately 288, or 45%, of our members
currently have a Passport Membership, includingoouporate and group Passport Memberships, andibe¢hese memberships offer
enhanced privileges and greater convenience, thiegrgte higher monthly dues than
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our Core Membership in each respective region. &ediclustering also allows us to provide speaallities to all of our members within a
local area, such as swimming pools and squashistand basketball courts, without offering theneagry location. In the year ended
December 31, 2013, 40% of all club usage was by lmeesrvisiting clubs other than their home clubs.

Regional clustering strategy designed to enhangemees and achieve economies of scaléVe believe our regional clustering strat
allows us to enhance revenue and earnings growgrdwiding high-quality, conveniently located fisgefacilities on a cost-effective basis.
We believe that potential new entrants would neeektablish or acquire a large number of clubsrimtagket to compete effectively with us.
Our clustering strategy also enables us to actéesaomies of scale with regard to sales, marketingshasing, general operations and
corporate administrative expenses and reducesapitat spending needs. Regional clustering alsuiges the opportunity for members who
relocate within a region to remain members of dubg, thus aiding in member retention.

Expertise in site selection and development proced&/e believe that our expertise in site selecind development provides an
advantage over our competitors given the complakastate markets in the metropolitan areas in lwhie operate and the relative scarcity of
suitable sites. Before opening or acquiring a nkeds,ave undertake a rigorous process involving dgmraphic and competitive analysis,
financial modeling, site selection and negotiatibthease and acquisition terms to ensure that @npiad location meets our criteria for a ma
club. We believe our flexible club formats are walited to the challenging real estate environmiendsir markets. We currently have 162
clubs under operation that can easily adapt ammbrekto the changing demands of our customers. flehibility allows us to compete agail
private studios with unique specialty offeringsdsapting the space and formats in our own clulbsateh the offerings provided by these
private studios. An example of the use of thisifiéity is evidenced in the installation of our UXFaining zones within our clubs which was
introduced in 2012 as part of our UXF launch. Tthaéning zone features an array of innovative eougipt designed to maximize the
member’s experience and support growth in persiwaiaing. As of December 31, 2013, UXF training esihave been installed in 126 clubs.

Expertise of senior managementWe believe that our senior management’s ingiuestpertise, particularly that of our Chief Exewati
Officer, Robert Giardina, our President, Chief Gpieig Officer and Chief Financial Officer, Daniealagher, and our Senior Vice President,
Chief Information Officer, Paul Barron, provideswih a competitive advantage. Mr. Giardina hagegive knowledge of the fitness
industry and over 30 years of experience with toem@any. Mr. Giardina was appointed President aridf@&xecutive Officer in March 2010
and now serves as Chief Executive Officer. He aatly joined the Company in 1981 and served asidRrasand Chief Operating Officer
from 1992 to 2001, and as Chief Executive Officenf January 2002 through October 2007. Mr. Gallagdieed the Company in February
of 1999 as Vice President—Finance and served aSdhgany’s Chief Financial Officer since April 2008r. Gallagher was recently
promoted to President and Chief Operating Offioefanuary 2014. Prior to joining the Company, Mall&her’s experience included
management roles at large public accounting fimekiding Coopers & Lybrand and PricewaterhouseCopér. Barron joined the
Company in February 2011 as Chief Information @fficPrior to joining the Company, Mr. Barron’s expace included a vice president role
at Newmarket International, a leading software canypfor hospitality sales automation and priottattas a vice president of IT solutions at
Starwood Hotels and Resorts. We believe that Mardina, Mr. Gallagher and Mr. Barron are highletded and innovative executives who
have strong strategic skills and leadership cajpiaisilto lead the Company and execute its stragegie
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Business Strategy
In the long-term, we seek to maximize our net mangbewth, revenues, earnings and cash flows usiadallowing strategies:

Build and acquire new clubs. We plan to expand our club base through bogigdeng and building clubs and through selective
acquisitions. During 2013, we completed the actjaisiof the Fitcorp clubs in Boston, which includiage clubs and four managed sites. We
also completed an acquisition of a single club @mnlattan. In 2014, our expected club openings@reantrated in the urban markets in our
New York and Boston regions, with plans to opemlgined five to six NYSC and BSC clubs in 2014. &l&o plan to open two to four ne
BFX Studio units. This will bring our total unit@wth to seven to 10 units when including the BFXdst units. We expect to fund our club
expansion with cash on hand or through internadlyagated cash flows and, if needed, we can ubliweowings under our revolving credit
facility.

Build on our new Boutique Fithess Experience stadiocept. We plan to open a distinctive luxury studio brandhe first half of
2014. This three-product luxury studio brand waké advantage of the rise in consumer demanduddicsexperiences. Our BFX Studio will
include three unique offerings: Ride Republic, vihig indoor cycling, Private Sessions for persarahing and Master Class for certain
group exercise classes. Each BFX Studio is expéotbd approximately 7,500 to 10,000 square fegtcaist approximately $1.5 million to
$2.25 million per studio.

Grow ancillary and other non-membership revenuesVe intend to grow our ancillary and other noennbbership revenues through a
continued focus on increasing the additional valdded services that we provide to our members Bsweapitalizing on the opportunities
for other non-membership revenues such as in-auvbréising and retail sales. Over the past fivayeae have expanded the range of
ancillary club services provided to members. Nomxiership revenues have increased from $85.2 miliod7.5% of revenues for the year
ended December 31, 2009, to $97.1 million, or 2006%&venues for the year ended December 31, Z04r3onal training revenue, in
particular, increased 16.5% over this fiyear period and increased as a percentage ofréatahue from 11.7% in 2009 to 14.1% in 2013.
long-term goal is to generate approximately 20%ew€nue from personal training. Our personal trgjrofferings have expanded beyond the
prepaid personal training sessions and now aldodecsingle or multsession personal training membership productsinatly introduced ir
2011 and expanded in 2012 and 2013. We have afsmndrd our fee-based class offering to generaiéi@aud revenue. These offerings
include our Ultimate Fitness Experience (“UXF")sdaintroduced in 2012. In addition, our fee-base@lEGroup Training programs include
offerings such as Pilates Reformer Technique, Tebaly Resistance Exercise (“TRX”) and Kettlebedlsd our Signature Classes which
include VBarre and Pilates Tower. We also offerr&€lubs for Kids programs at select clubs. In£0ge plan to remain focused on
increasing our ancillary programs with continuegbiovements in training and hiring and building orcilary programs such as our personal
training membership product. These sources of langiind other nomembership revenues generate incremental profitsminimal capita
investment and assist in attracting and retainiegivers.

Retain members by focusing on the member experien@air Company’s mission is “Improving Lives ThghuExercise.” We enact
our mission through our “Ten Essentials,” whichypde a clear road map for how we want our club®ék and how we want to serve our
members. This is the core of our member experistrategy and allows us to crystallize how we engagestaff to deliver a superior mem|
experience. We tailor the hours of each club toneds of the specific member demographic utilizagh club and offer a variety of
ancillary services, including personal trainingoup classes, Small Group Training, Sports Club¥fds programs, and the XpressLine
strength workout which is an eight-station totatipaircuit workout designed to be used in 22 miswtad accommodates all fithess levels.
We offer a variety of different sports facilitias @ach regional cluster of clubs; modern, varied&all-maintained exercise and fithess
equipment; and an assortment of additional amenitiduding access to babysitting, sports massadee-shops. Through hiring,
developing and training a qualified and diverserntéhat is passionate about fithess and health;taiaing and enhancing our programs and
services; and continually increasing our attent@mmdividual member needs, we expect to demorestrat commitment to increase the
quality of the member experience, and thereby asze
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net membership. To further ensure the member exqpegiremains at a high quality, we provide membereys to help analyze the areas we
can improve upon as well as the areas in whiclmémbers are satisfied overall.

Provide state-of-the-art fithess equipment andisesr  To help members develop and maintain a hetiféstyle, train for athletic
events or lose weight, each of our clubs has & lartpy of cardiovascular machines and resistaaggrig equipment and free weights.
Exercise equipment is positioned to allow for eamyement from machine to machine, facilitating avamient and efficient workout.
Equipment in these areas is generally arrangeahig parallel rows that are labeled by muscle gradpch allows members to conveniently
customize their exercise programs and reduce doventiuring their workouts. We have technicians wdteise and maintain our equipment
on a timely basis. In addition, we have personalig television screens on most pieces of cardimvar equipment. Most clubs have
between one and three studios used for exercissadaincluding at least one large studio usethfist group exercise classes, a cycling
studio and a mind and body studio used for yogaRilades classes. We offer a large variety of griimess classes at each club and these
classes generally are at no additional cost taovmmbers. The volume and variety of activities aheaub allow each member to enjoy the
club, whether customizing their own workout or gEpiating in group activities and classes.

Marketing

Our marketing campaign, which we believe has irswdawareness of our brand names, is directedryarketing department, which
directly reports to the Chief Executive Officer.i§team develops advertising strategies to conael ef our regionally branded networks as
the premier network of fitness clubs in its regi@ur marketing team’s goal is to focus on growing membership base, achieving broad
awareness of our regional brand names and be ftoprnal”. We are organized to enable close collabonabetween our marketing, sales,
fitness and operations staff, which helps to aéifforts around operational objectives and new pcodevelopment while ensuring a primary
focus on the member experience.

Brand awareness and preference is aided by a nushlsertors, including visibility of multiple rethliocations and associated signage
across each region, word-of-mouth recognition a&fierrals generated by our membership base of appately 497,000 as of December 31,
2013, a 40-year operating history and continuakatibing investment. All of these factors providsteng foundation for our ongoing
marketing and advertising efforts.

Our regional concentration and clustering stratgates economies of scale in our marketing andréiding investments which
increase their overall efficiency and effectiven&dsistering enables broader reach and higher émegyufor regional advertising campaigns
that typically include a mix of traditional medizcluding radio, newspapers, magazines, out-of-hangesome television. Geo-targeted and
behaviorally targeted digital media, such as pa#tch, email blasts, online banners and video,edisas other emerging new media vehicles
are also utilized. These broader market effortdatstered by local marketing plans and tacticdctvinclude direct mail, local sponsorships
and co-promotions, as well as community relations @utreach and street-level lead generation dieviOptimization of marketing mix
through measurement and modeling of the effectisgioé various media investments and formats coesina be a priority.

Our advertising and marketing message is designéditd our brand while creating an approachabtsgmlity that is attractive to
prospective members and allows them to feel comiftetwith our brand. In contrast to most healtb@dvertising, we generally forego
depicting images of hard bodies, facilities and g@guoipment. Advertisements generally feature oreatiogans that use current events to
communicate the serious approach we take towaresfitin a provocative and/or humorous tone. Wewelhis approach is easily
communicated and understood and makes our produet approachable for all consumers regardlesseif tiealth club experience.

Promotional marketing campaigns will typically fesd opportunities to participate in a variety ofusaadded services such as personal
training, Small Group Training and youth centerpdrts activities. We also may offer reduced joiniegs to encourage enroliment.
Additionally, we sponsor member referral incentpregrams periodically and other types of memberagpgtion, acquisition activities and
internal promotions to enhance loyalty and to er@gel more members to take advantage of our ancilawices.
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We engage in public relations, sponsorships andiagipevents to promote our brand image across etwvark, regionally and in our
local communities. We have been featured in natibraadcast channels and television shows, su&oasl Morning America, The Today
Show, Fox & Friends, CNN, MSNBC, CNBC, Fox News @hal, ESPN, The Steve Harvey Show and Access Hotigivand major
newspapers, such as The New York Times, USA Tadéashington Post, Boston Globe, The Wall Streetdimuand Crain’s; and seen in
magazines, such as Fitness, Self, Shape, New Yadakine, Women'’s Health, Marie Claire and Prevenitiagazines.

Our philosophy of giving back to our communitieslides sponsoring company-wide and local charitafitats. Our club management
teams and staff are also encouraged to organizeragaje in charitable activities. These events banefited organizations such as the
HealthCorps, ALS Therapy Development Institute, Muar Dystrophy Association, American Cancer Sggi8usan G. Komen Race for the
Cure, Wounded Warrior Project, No Kid Hungry, adhae many smaller local and specific charitiestsas: Boston Children’s Hospital,
Josephine’s Garden for Pediatric Cancer, North RmckSoccer Association, and The Theatre Offensioston and Verrazano Babe Ruth
League.

Sales

We sell our memberships through four channelsctisales at the club level; through our corporatgroup sales division; through «
online website; and through our call center whighimtroduced in September 2010 principally to reawtto former members and to handle
specific campaigns. We are constantly reviewingopossible opportunities to sell memberships tiindine call center. We employ over 400
“in-club” membership sales consultants who are responsibief® membership sales in and around their designatb locations. Each cl
generally has either two or three membership salasultants. These consultants report directiheoctub general manager, who, in turn,
reports to a business director. Additional incestibased compensation represents a majority ofdimpensation for the membership sales
consultants. Membership sales consultants musessfidly complete an in-house four week traininggpam through which they learn our
sales strategy and gain valuable hands-on experiémour New York, Boston and Washington regidhsse trainings primarily occur in our
three sales academies which were introduced in $0211. All membership sales consultants hiredvemiking within these regions attend
these training centers where a full time salesitngimanager is available to them. These acadesnielosted within “working clubs” and the
membership sales consultants all have the opptyttmliearn and experience the entire sales prdéesa prospecting to after care) and
product knowledge in what we consider a live bytesuised environment. There are assessments thvattjie training and the membership
sales consultants must pass the course prior hg Iselected and placed in a club. Both the in-hioustub and sales academy training allows
us to achieve consistency in our selling processc&ssful completion of our training program alleesh membership sales consultant to be
consistently trained and exit the training prognaith a high level of brand standard selling skidich will assist them in achieving their
targeted sales objectives.

Our corporate and group sales division consistgpfoximately 21 full-time employees located thiemgt our markets, who
concentrate on building long-term relationshipshviidtcal and regional companies and large groupgdate and group members accounted
for approximately 18% of our total membership basef December 31, 2013. We offer numerous progtamseet our corporate and group
clients’ needs. We have developed our club levahteand systems to allow our corporate and graaptslthe opportunity to join at their
convenience at their local club, online or throwgin call center. Standard & Poors, New York UniitgrRalph Lauren, Con Edison, Viacom
and Citibank are among just a few of the many tdi¢imat are currently enrolled in our corporate rbership program. We believe this focus
on relationship building, providing the corporatelaroup member with options for enroliment and dustering strategy will continue to
lead to new group participation in the future. Gogte and group membership sales are typically wodbr our higher priced Passport
Memberships at a discount to our standard ratdsamitporations sometimes subsidizing the costseshberships provided to their
employees. During 2013, as a means of continuingdw our corporate and group sales division, wadhed the Fitcorp Private Fitness
Center Division in June 2013 under the
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leadership of Gary Klencheski who joined TSI ag p&the Fitcorp acquisition in May 2013. The Fitgd’rivate Fithess Center Division is
responsible for managing private fithness centerbéoh large and small corporations, colleges aridarsities, and private clubs. We curre
manage eight fitness facilities comprised of thrawersity fithess clubs, four managed sites whighe acquired as part of the Fitcorp
acquisition and one new managed site which wasdaddeng the fourth quarter of 2013 under the é§fof our Fitcorp Private Fitness Cer
Division.

We also sell individual memberships online at wwwisportsclubs.corfor our standard membership types and the weblsibeemables
us to sell memberships for pre-established corpaatl group programs. The website also allows @mibers to give us direct feedback
about our service levels and enables prospectivebaes to sign up for our popular 30 days for 30astslweb trial membership. The online
sales channel offers a high degree of conveniasroeustomers who know and trust our brand and doetuire up-front interaction with a
membership sales consultant to make their decisioaddition, selling online significantly reducesr cost of sale. Members who joined
online accounted for approximately 1.9% of membigsskold in 2013. The web site also provides infation about club locations, program
offerings, exercise class schedules and sales pimmsoJob seekers can also begin the employme@ifitafion process through the site and
investors can access financial information anduess.

We believe that clustering clubs allows us to semberships based upon the opportunity for mentbarslize multiple club locations
near their workplace and their home. As of Decen3ieR013, we currently offer the following thrggés of memberships:

» The Passport Membership is our higher priced meshiigand entitles members to use any of our chulasy region at any time and
our Regional Passport Membership, offered in oulO/d8d PSC regions, entitles members to use anyraflobs within one region.
These membership plans provide the conveniencawnhd) fitness clubs near a member’s workplace amdeh The current list price
of a commit Regional Passport and Passport Memipsrglenerally ranges from $69.99 per month to 8 month, excluding
passport restricted members, corporate and grompbmies and premium memberships available at a iraried number of clubs.
Our corporate and group memberships are sold ap&adlemberships and averaged approximately $6mpath for those sold in
the year ended December 31, 2013. The Passport dtehip, excluding our passport restricted memiscribed below, and
including our corporate and group members, was lglapproximately 226,000 members, or 45% of otal tmembers as of
December 31, 2013. In addition, we have a Pas§erhium Membership at two select clubs, which idekia greater array of
member services and facilities, with list pricesrently ranging from $105.99 per month to $115.88 month. Further, our Boston
Racquet Club, offers a higher level Premium Memierihat includes an exclusive Squash memberstapadole only at this club,
with pricing ranging from $135.00 to $170.00 permtip

» The Core Membership was introduced on Novembef®10Q2nd enables members to use a specific clulydirae. The current list
price of a commit Core membership generally rarigea $39.99 per month to $89.99 per month basedunspecific facilities and
services, the market area of enroliment and leafithe membership contract. Core members can #sbte pay a per visit fee
ranging from $9.50 to $12.00 per visit to use hame clubs. The Core Membership, excluding our cestricted members descrit
below, was held by approximately 152,000 member8166 of our members as of December 31, 2

» The Restricted Membership is a favorably-pricedtrieted-use month-to-month only membership. InilA2010, this membership
was introduced to students and we extended the ewmsimp to teachers and first responders in Aprdll28nd September 2011,
respectively. Usage fees ranging from $9.50 toG1Per visit are applied if a restricted memberades to use a club from 4:30pm
to 7:30pm, Monday through Thursday. The restri@adsport Membership is currently listed at $39 &9mponth and the restricted
Core Membership is currently listed at $29.99 penth. Additional groups may also be offered a retstd membership at times
through our call center. The Restricted Memberstap held by
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approximately 41,000 restricted members, or 8%uofreembers as of December 31, 2013. Approximatéds 8f these restricted
members are comprised of our restricted studenteather membershig

Prior to November 1, 2010, we also offered The Géénbership, which is no longer offered to new mersbThis membership
enables members to use a specific club at anydimeany of our clubs during off-peak times. Goldwhbers can elect to pay a per visit fee
ranging from $9.50 to $12.00 per visit to use nomk clubs during peak hours. This membership wikhbyeapproximately 78,000
members, or 16% of our members as of December®B.2

We offer both “month-to-month” and “commit” membhkiig options. A member may cancel a month-to-mongimimership at any time
with 30-days notice. Under the commit model, new membemsnaibto a one year membership. In 2013 and 201%; 80d 89%, respective
of our newly enrolled members opted for a commitrthership. As of December 31, 2013, approximate®b 20 our members had originat
under a month-to-month non-commit membership artd BAd originated under a commit membership. Whemtambers’ commit period is
over, they retain membership as a month-to-montminee until they choose to cancel. As of Decembe2813, approximately 72% of our
total members were on a month-to-month basis. ileugethat members prefer to have the flexibiliychoose between committing for one
year or to join under the mot-to-month, non-commit membership.

Prior to the implementation of our rate lock guaeanand maintenance fee in May 2011, we have hdatlyrincreased our existing
member dues annually by between 1% and 3% on awgratine with increases in the cost of living.Ntay 2011, we implemented a
combined rate lock guarantee and maintenance feditd all members agree at the time of enrolim&hts fee, which is currently $39.99, is
collected annually in January and is recognizemi@mbership revenue over the subsequent 12 montiddetiowing collection. In January
2013 and January 2012, we collected approximafely fillion and $3.5 million, respectively, relatedthis new fee. In 2013, membership
dues increases were applied to approximately 10&tomembership base (for those members joiniray poithe May 2011 rate lock
guarantee) resulting in an overall dues increasppfoximately less than 1% on these members.

In joining a club, a new member signs a memberabieement that typically obligates the member ogree-time joining fees, an
annual rate lock guarantee and maintenance feenanthly dues on an ongoing basis. Joining fedeateld for new monthly electronic fur
transfer, or EFT, members averaged approximatedy $57 and $55 per member for the years ended Dmeredd, 2013, 2012 and 2011,
respectively. Monthly EFT of individual membersldpes on a per-member basis, including the effeptahotions and memberships with
reduced dues, averaged approximately $59, $58 3@@& month for the years ended December 31, Z2 and 2011, respectively.
Currently, 97.0% of our members pay their memberslies through EFT, with EFT membership revenustitoting approximately 73.5%
of consolidated revenue for the year ended DeceBihe2013. Substantially all other membership darespaid in full in advance. Our
membership agreements call for monthly dues toolleated by EFT based on credit card or bank adcdebit authorization contained in the
agreement. During the first week of each monthreeeive the EFT dues for that month after the paysare initiated by a third-party EFT
processor. Discrepancies and insufficient fundilents are researched and resolved by our in-hacsmunt services department.

Usage

Our suburban clubs are generally open 5:00 AM t6A®M on weekdays and 7:00 AM to 7:00 PM on wedkewhile our urban clubs
are generally open 5:30 AM to 11:00 PM on weekdays 8:00 AM to 9:00 PM on weekends. We generalhysier our peak usage times to
be between 6:00 AM and 8:30 AM and 4:30 PM and PBDon weekdays. Our hours of business are basedage patterns at each
individual club. Our total club usage, based onrthmber of member visits, was 29.1 million and 28illion member visits for
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the years ended December 31, 2013 and 2012, rasgecin the year ended December 31, 2013, apprately 40% of total usage or club
visits was to members’ non-home clubs, indicatheg bur members take advantage of our networkutifsclOur memberships plans allow for
club members to elect to pay a per visit fee ragfiom $9.50 to $12.00 to use non-home clubs, stibjepeak and non-peak hourly
restrictions depending on the membership typehéraggregate, approximately $2.1 million and $2IRan of usage fees were generated in
2013 and 2012, respectively, and are reported mimeeship dues in our consolidated statements aftipas.

Non-Membership Revenue

The table below presents non-membership revenupaoemts as a percentage of total revenue for thesyaded December 31, 2009
through 2013.

For the Years Ended December 31, ($ in thousand

2013 % 2012 % 2011 % 2010 % 2009 %
Total revenue $470,22! 100.(% $478,98. 100.(% $466,94: 100.% $462,38° 100.(% $485,39: 100.(%
Non-Membership Revenue:
Personal training revenue( 66,367 14.1% 65,64, 13.7% 62,39¢ 13.% 60,87¢ 13.2% 56,97 11.7%
Other ancillary club revenue( 24, 72( 5.2% 29,89 6.2%  28,29° 6.1% 24,68¢ 5.2%  23,53¢ 4.€%
Fees and Other
revenue(3 598t 1.2% 5,80¢ 1.2% 4,89( 1.C% 4,761 1.C% 4,661 1.(%
Total nor-membershifrevenue $ 97,07 20.6% $101,34: 21.2% $ 95,58 20.2% $ 90,32( 19.2% $ 85,16¢ 17.52%

(1) Personal training revenue in the year endeceBer 31, 2010 includes $2,697 related to unuséagpired sessions in three
jurisdictions, of which $570 is related to expigksions that would have been recognized in 2

(2) Other ancillary club revenue primarily consistsSofiall Group Training, Signature Classes, Sportb<far Kids, and racquet spor

(3) Fees and other revenue primarily consist ofaléncome, marketing revenue and management Téesyear ended December 31, 2013
includes $424 for the correction of an accountirgrerelated to out of period rental incon

Club Format and Locations

Our clubs are generally located in middle- or uppeome residential, commercial, urban and suburighborhoods within major
metropolitan areas that are capable of supportiaglevelopment of a cluster of clubs. Our clubgslfy have high visibility and are easily
accessible. In the New York metropolitan, Bostorasington, D.C. and Philadelphia markets, we haeated clusters of clubs in urban
areas and their commuter suburban areas alignadowitoperating strategy of offering our target rbens the convenience of multiple
locations close to where they live and work, remgat use privileges, and standardized facilitied services.

Approximately 66% of our existing clubs are fitnesdy clubs and the remaining clubs are multi-ratiomal. Our fithess-only clubs
generally range in size from 15,000 to 25,000 sgjfeet and average approximately 21,000 square@eetmulti-recreational clubs generally
range in size from 25,000 to 65,000 square fedh ane club being approximately 200,000 square fetet average multi-recreational club
size is approximately 37,000 square feet. Membpsstur each club generally range from 2,000 to @ @mbers at maturity. Our newly
introduced BFX Studio will begin to open in thesfihalf of 2014. The BFX Studio will generally ranfyjom 7,500 to 10,000 square feet and
will consist of three spaces including a cyclingdsd, group exercise studio and a personal traiaieg.
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Our existing club base consists of clubs which aeehdeveloped and constructed as well as clubsawe &cquired. Over the past five
years from January 1, 2009 to December 31, 20130nstructed six new clubs while closing or relowatl6 clubs. Currently, 57 of o
clubs, or approximately 35% of our existing clulsdéawere from acquisitions of privately owned stnghd multi-club businesses. In the year
ended December 31, 2013, we acquired six clubslased four clubs, ending the year with 162 tokabs under operation. This compares to
no club openings or closings during the year efidiecember 31, 2012. In both 2013 and 2012, we gdgoagled certain existing clubs and
plan to continue to do so in 2014.

To identify potential new club opportunities, wegage in detailed trade area analyses and selgutimesses. Target areas are ident
based upon population demographics, psychograpghaéc and commuting patterns, availability ofes and competitive market informati
As part of our club growth strategy we also evayadtential targeted acquisitions of both singldand multiple club operators in our core
markets that would complement our existing clubvogk. In addition, we evaluate growth opportunitiesecondary markets located near
existing markets. In the future, we may exploreasgion opportunities in other markets in the Un&t share similar demographic
characteristics to those in which we currently aparWe currently have four signed leases in placcelub openings expected in 2014 in our
Boston and New York regions. We are currently tangeto open a combined four to six NYSC and BSbsland two to four new BFX
Studio units in 2014. This will bring our total eeqgied unit growth in 2014 to six to 10 units whedluding the BFX Studio units. We expect
construction cost for the traditional clubs to pp@ximately $2.5 million per club and the BFX Stuis expected to be approximately $1.5
million to $2.25 million per studio.

Our facilities include a mix of state-of-the-artd@mvascular equipment from some of the best manturfars including Life Fitness
Cybex® , Preco? , Star Tr& , Hamnmer , Wood®ay actu@® . At certain locations, additional amenities also offered, including
swimming pools, racquet and basketball courts, bidtinyg services, and prehops. Personal training services are offered &ications for ar
additional charge. In addition, in our continuirfépets to provide our members with the best toald aquipment to take advantage of the
latest exercise techniques, in 2012 we began fi out clubs with a new UXF training zone which svMarther rolled out to the majority of
our existing club base in 2013 with 126 clubs itsthwith the UXF zones as of December 31, 2013 WIXF training zone is a training area
within the club that features an array of innovataquipment designed to maximize the member’s warkiche UXF training zone is
approximately 600 to 800 square feet with AstroTladring, a TRX suspension training frame and éetg of functional training equipment.
The UXF training zone is open to members for frelé guided workouts and UXF feeased workout programs. The UXF training zonese
used by our personal trainers for their persoréhimg sessions with our members. Our fee-basegrpnes offered at many of our clubs,
include personal training, Small Group Trainingildten’s programs, and other signature classe®tiamg adult members such as VBarre and
Pilates Tower. We also offer our Xpressline strengbrkout at all of our clubs which is provided foge to our members. Xpressline is an
eight-station total-body circuit workout designedbe used in 22 minutes and to accommodate adidfititevels.

Our clubs also feature personal entertainment ufiits units are typically mounted on or near indii’l pieces of cardiovascular
equipment and are equipped with a flat-panel catoeen for television viewing. We believe our mermshgefer the flexibility to view and
listen to the programs of their choice during thairdiovascular workout.

Club Services and Operations

Our clubs are structured to provide an enhancedlmaesxperience through effective execution of qarating plan. Our club and
support team members are the key to deliverinduedanember experience and our operations are izeghto maximize their overall
effectiveness. Our club operations include:

Management. We believe that our success is largely depamaethe selection and development of our team neesalur
management structure is designed to strike the biglance between consistent execution of
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operational excellence and nurturing a leader’sxcifyp for entrepreneurial decision making. Our téag and development system allows for
all club positions to receive training on the késneents of their role as well as development trejrfor growth. We believe a critical
component to our growth is our ability to leveragiernally-developed management talent.

Functional Support. Functional teams provide technical expertise support designed to drive the member experiendeevenue
growth in specific areas of our clubs’ services)uding sales and marketing, fithess and ancilgogramming, learning and development, as
well as facility management and member service.

Driving excellence in fitness and ancillary prograimg is critical to our success. Members receivintnoductory one-hour assessment
session with a fithess manager who helps to dewelogstomized routine that supports the memberieds goals. This initial assessment
session includes a 30-minute workout evaluatioomodlpressure and heart rate measurement, body sitiop@nalysis, cardio, strength and
endurance testing, and movement screening. Memlierslect to receive personal training can beffiefin one-on-one coaching and
guidance, with refreshed programs that evolve asrtembers achieve their fithess goals. All of émeks clubs offer our personal training
membership products where members can select fioackage of one, four, eight, 12 or 16 personalitrg sessions per month. These
sessions must be used in each respective monttatheégsued. Members who purchase this product ¢otom six month period. Members
can also purchase prepaid single sessions or sadfiion packages which are sold at a premium tpettsmnal training membership product.
The personal training membership product providembers with a certified personal trainer who wawlith the member to create an
individualized goal-based program. Our fithess teane trained to provide superior fitness solutionaddress member needs. We believe the
qualifications of the personal training staff h&dpensure that members receive a consistent Iévpladity service throughout our clubs and
that our personal training programs provide valeahlidance to our members as well as a signifisamtce of incremental revenue for us.
believe that members who participate in persomaitng programs typically have a longer membersifép

Our commitment to providing a quality exercise aigrece to our members also includes group exepizgramming. Our instructors
teach a variety of classes, including dance, cgcktrength conditioning, boxing, yoga, Pilates atep classes. Instructors report through
local club management and are further supporte@dipnal managers responsible for ensuring comgigta class content, scheduling,
training and instruction. We also provide Small Grdraining offerings to our members, which arelfeased programs that have smaller
groups, with a maximum of four to eight membersgass, and provide more focused and typically naokeanced classes. Our fee-based
offerings also include our newly launched UXF césssas well as our signature classes, includingriéBand Power Pilates Tower.

In addition to group exercise, we offer a varietyncillary programming for children under our Ssa€lubs for Kids brand. As of
December 31, 2013, Sports Clubs for Kids was beffeyed in 36 locations throughout our New York 8pclubs, Boston Sports Clubs and
Philadelphia Sports Clubs regions. Our Sports Clab&ids programming positions our multi-recreatib clubs as family clubs, which we
believe provides us with a competitive advantagepdhding upon the facilities available at a loggt®ports Clubs for Kids programming «
include traditional youth offerings such as day pansports camps, swim lessons, hockey and sazagués, gymnastics, dance, and birthday
parties. It also can include non-competitive “letoplay” sports programs.

Our facilities and equipment management teams edtecdted to ensuring our clubs and fitness equipm@enoperating at the highest
standard of performance for our members. Local seara deployed to provide on-site support to cagreeded.

Our club support and member services groups axtcasrdinating point for all departments, supparéxcellence in program executi
and ensuring consistency of policies and procedaresss the entire organization that support thebee experience.
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Employee Compensation and Benefits

We provide performance-based incentives to our g@mant. Senior management compensation, for exampled to our overall
performance. Departmental directors, businesstireand club level managers can achieve bonusgsaimeeting specific revenue and
member retention targets. We offer our employee®ws benefits including health, dental and disgbihsurance; pre-tax healthcare,
commuting and dependent care accounts; free gymbersinip; and a 401(k) plan. We believe the avditglnf employee benefits provides
us with a strategic advantage in attracting argintg quality managers and staff, program instuscand professional personal trainers and
that this strategic advantage in turn translatesarmore consistent and highrality workout experience for those members wlil@atsuch
services.

Centralized Information Systems

Our information technology department and its sgigs are led by our Senior Vice President, Cimfsfrination Officer, Paul Barron.
The year ended December 31, 2013 was the secondfyaahree year program to replace the currespretary Club Management system
that is used to process new memberships, bill mesnbkeck-in members and to track and analyze sal@snembership statistics, the
frequency and timing of member workouts, cross-cltilization, member life, value-added services dathographic profiles by member.
During 2013, we converted the clubs to the newfquiat for all club related activities with the extem of processing new memberships and
collecting membership dues, which continues toreegssed under the legacy Club Management system.

In 2013, we introduced “My Club” as our first memlself service web and mobile site which gives members the freedom of
managing their own schedules and booking into essnveniently online. In 2014, we will enhands #xperience and increase the self
service capabilities for our members who book thkisses online.

We intend to complete the final phase of the mygtr program to replace the legacy Club Managesystém over the next two years.
The final phase will allow for the processing ofmigerships in the new system with the objectiveaeehthis completed by the end of the
year. Once this phase is completed, we would tleein a position to remove our current legacy Clulnlgement system and focus
managing a single Club Management system.

Information Technology

We recognize the value of enhancing and extendiegises of information technology (“ITif) virtually every area of our business. (
IT strategy is aligned to support our businesdesgraand operating plans. We maintain an ongoimgprehensive multi-year program to
replace or upgrade key systems and to optimize eeformance.

In 2013, we upgraded several business applicatinddT infrastructure components. Of note was tgrade of our Oracle Financials
application to a higher and more robust versiomghith a new and more resilient hardware platfoive. continue to leverage our
investment made in our Virtual Server infrastruetaiowing IT to consolidate and better managescassociated with the provision of server
resources to our internal end users.

In the fourth quarter of 2013, we started the migreof our data and voice network from a traditibprivate network and fixed voice
line service to an internet based Virtual PrivasawWwbrk and Cloud IP Voice service. This migratias lalready been completed in more than
half of our clubs and in our call center and wal @tompleted in the remainder of our clubs during42d’ he migration to an internet based
Virtual Private Network and a cloud based IP Vaieevice will allow us to take full advantage of igplications and content hosted in the
cloud and not be subject to the limited bandwiddues we had with the traditional network design.
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We continuously implement infrastructure changesdmommodate growth, provide network redundancigebmanage
telecommunications and data costs, increase efti@e in operations and improve management obatippnents of our technical
architecture, including disaster recovery. Improeets in the IT infrastructure will continue to bade in the future in order to better serve
our business needs.

Intellectual Property

We have registered various trademarks and servackswvith the U.S. Patent and Trademark Officduiiog, NEW YORK SPORTS
CLUBS and NYSC, WASHINGTON SPORTS CLUBS and WSC, BOSTON SPORTS CLUBS and BSC PHILADELPHIA SPORTS
CLUBS and PSC, UXF, SPORTS CLUBS FOR KIDSC OMPANIESGETFIT.COM, BFX STUDIO, RIDE REPUBLIC, MAST ER
CLASS, andPRIVATE SESSIONS.We continue to register other trademarks and semviarks. We believe that our rights to these
properties are adequately protected.

Competition

The fitness club industry is highly competitive azahtinues to become more competitive. The numbkealth clubs in the U.S. has
increased from 29,636 in 2007 to 30,500 in 2018eban the most recent information available adngrth the IHRSA. In each of the
markets in which we operate, we compete with ofitreess clubs, physical fitness and recreationéilifees.

We consider the following groups to be our primeoynpetitors in the health and fithess industry:

» commercial, multi-recreational and fitness-onlyiokaincluding, among others, Equinox Holdings,. Jndfetime Fitness, Inc.,
Crunch, New York Health and Racquet, LA Fitnessimational LLC, Sports Club/LA, 24 Hour Fitness \Idaride, Inc., Bally Total
Fitness Holding Corporation, G¢s Gym International, Inc., Retro Fitness, Snapdsisn Anytime Fitness and Planet Fitni

* private studios, including, among others, Flywh&elul Cycle, Barry’s Bootcamp and Cross-Fit, ad a®lother private studios
offering cycling, yoga or Pilate

» the YMCA and similar nc-profit organizations
» physical fithess and recreational facilities estlitdd by local governments, hospitals and busiise

» exercise and small fithess clubs; racquet, termdsagher athletic club
* amenity gyms in apartments, condominiums and offi

» weigh-reducing salons
» country clubs; an
« the hom-use fitness equipment indust

The principal methods of competition include pricend ease of payment, required level of memberstractual commitment, level
and quality of services, training and quality opstvisory staff, size and layout of facility ancheenience of location with respect to acce:
transportation and pedestrian traffic.

Competitive Position Measured by Number of Clubs

Number of
Market Clubs Position
Boston metropolitan 29 Leading owner and operat
New York metropolitar 10¢ Leading owner and operat
Philadelphia metropolita 6 #3 owner and operator, #2 in urban ce
Washington, D.C. metropolite 16 #3 owner and operator, #1 in urban ce
Switzerland 3 Local owner and operator on
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We consider our traditional service offerings tatéhe mid-tier of the value/service propositiordalesigned to appeal to a large
portion of the population who utilize fithess fatiéls. The number of competitor clubs that offenés pricing and a lower level of service h
continued to grow in our markets over the last j@ars. These clubs have attracted, and may cortnaigract, members away from both our
fitness-only clubs and our multi-recreational clubs

We also face competition from club operators offgricomparable or higher pricing with higher levafiservice. Larger outer-suburban
family fitness centers, in areas where suitableastte is more likely to be available, could alempete effectively against our suburban
formats.

Also, we face competition from the rising popubkaidind demand for private studios offering nichetloue experiences. As a means of
growing and expanding our business, we are plarioitgunch our own private studio concept, the BFiXdio, set to open in the first half of
2014. This three-dimension luxury studio brand ke advantage of the rise in consumer demanstdidio experiences and will have a
higher membership pricing point versus our tradaioclubs.

We also compete with other entertainment and rbteiinesses for the discretionary income in ogeisdemographics. There can be no
assurance that we will be able to compete effelgtivethe future in the markets in which we oper&empetitors, who may include
companies that are larger and have greater resotirae us, may enter these markets to our detriffibese competitive conditions may limit
our ability to increase dues without a materiaslwmsmembership, attract new members and attrattetain qualified personnel. Additional
consolidation in the fitness club industry couldui¢ in increased competition among participangstigularly large multi-facility operators
that are able to compete for attractive acquisitiandidates and/or newly constructed club locati®hss increased competition could incre
our costs associated with expansion through bathisitions and for real estate availability for ngwonstructed club locations.

We believe that our market leadership, experiemceoperating efficiencies enable us to providecthesumer with a superior produci
terms of convenience, quality service and afforiitgbWe believe that there are barriers to entrpur metropolitan areas, including
restrictive zoning laws, lengthy permit processes a shortage of appropriate real estate, whickdatiscourage any large competitor from
attempting to open a chain of clubs in these markédwever, such a competitor could enter thes&etamore easily through one, or a se
of, acquisitions. These barriers of entry are sigamt in our four metropolitan regions; howevdmey are not as challenging in our surroun
suburban locations.

Seasonality of Business

Seasonal trends have a limited effect on our olvieusiness. Generally, we experience greater meshlpegrowth at the beginning of
each year and experience an increased rate of mehibattrition during the summer months. In additiduring the summer months, we
experience a slight increase in operating expetseso our outdoor pool and summer camp operatgarerally matched by seasonal
revenue recognition from season pool membershigsamp revenue.

Government Regulation

Our operations and business practices are subjéetieral, state and local government regulatiahénvarious jurisdictions in which
our clubs are located, including general rulesragdlations of the Federal Trade Commission, statelocal consumer protection agencies
and state statutes that prescribe certain formgemndsions of membership contracts and that gotlegradvertising, sale, financing and
collection of such memberships as well as statd@oal health regulations.

Statutes and regulations affecting the fitnesssirgthave been enacted in jurisdictions in whichcelduct business and other states
into which we may expand in the future have adoptrechay adopt similar
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legislation. Typically, these statutes and regafeiprescribe certain forms and provisions of mesiiie contracts, afford members the right
to cancel the contract within a specified time peffter signing or in certain circumstances, sagfor medical reasons or relocation to a
certain distance from the nearest club, requiresmmow of funds received from pre-opening saldb@posting of a bond or proof of financial
responsibility and may establish maximum pricesni@mbership contracts and limitations on the tefeoatracts. The specific procedures
and reasons for cancellation vary due to diffetawgs in the respective jurisdictions, but in eat$tance, the canceling member is entitled
refund of unused prepaid amounts. In addition, sd\&tates have proposed legislation that wouldhipibthe automatic rollover of
membership once a member’'s commitment period expik& are also subject to numerous other typesdafrél and state regulations
governing the sale of memberships. These laws egulations are subject to varying interpretatiops imumber of state and federal
enforcement agencies and courts. We maintain iakeeview procedures to comply with these requinetsiand believe that our activities are
in substantial compliance with all applicable stasiirules and decisions.

The tax treatment of membership dues varies bg.sBtme states in which we operate require sates tae collected on membership
dues and personal training sessions. Several attees in which we operate have proposed singilalegislation. These taxes have the effect
of increasing the payments by our members, whichdcinpede our ability to attract new members aluice members to cancel their
membership.

Changes in any statutes, rules or regulations doaveé a material adverse effect on our financiabt@mn and results of operations.

Employees

On December 31, 2013, we had approximately 7,80@laraes, of whom approximately 3,400 were empldydietime. Approximately
430 of those employees were corporate and othbrstipport personnel. We are not a party to angcitiMe bargaining agreement with our
employees. We operate with an open door policyeammdurage and welcome the communication of our @yepk’ ideas, suggestions and
concerns, and believe this strengthens our empl@tattons. We have never experienced any sigmifitzbor shortages or had any difficulty
in obtaining adequate replacements for departingl@eyaes. We consider our relations with our empésy® be good.

Available Information

We make available through our web sitehdtp://investor.mysportsclubs.conm the “Investor Relations — SEC Filings&ction, free ¢
charge, all reports and amendments to those refiledor furnished pursuant to Section 13(a) ofd)®f the Securities Exchange Act of
1934, as amended (the “Exchange Act”), as sooaasonably practicable after we electronically §ileh material with, or furnish it to, the
Securities and Exchange Commission (the “SEC”). aSianally, we may use our web site as a channdistibution of material company
information. Financial and other material infornoatiregarding the Company is routinely posted onaruessible at
http://investor.mysportsclubs.comih addition, you may automatically receive enaddérts and other information about us by enroliingr
email by visiting the “E-mail Alerts” section atttp://investor.mysportsclubs.com/

The foregoing information regarding our website #adontent is for convenience only. The contdriw website is not deemed to be
incorporated by reference into this report nor $thittbe deemed to have been filed with the SEC.

Item 1A. Risk Factors

Investors should carefully consider the risks dibsat below and all other information in this AnniRéport on Form 10-K. The risks
and uncertainties described below are not the onlgs that we face. Additional risks and uncertamtiot presently known to us or that we
currently deem immaterial may also impair our besis and operations. If any of the following risktually occur, our business, financial
condition, cash flows or results of operations cobé materially adversely affected.
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Risks Related to Our Business
We may be unable to attract and retain members,ahhiould have a negative effect on our business.

The performance of our clubs is highly dependenbamability to attract and retain members, andweg not be successful in these
efforts. Most of our members hold monthstmnth memberships and accordingly, most membersaacel their club membership at any t
without penalty. In addition, we experience atritand must continually engage existing membersasinact new members in order to
maintain our membership levels and ancillary sal&gre are numerous factors that have in the pasteuld in the future lead to a decline in
membership levels or that could prevent us fromeasing our membership, including a decline inahility to deliver quality service at a
competitive cost, the presence of direct and irtlicempetition in the areas in which the clubslacated, the public’s interest in fithess clubs
and general economic conditions. In order to imeeaembership levels, we may from time to timerdfe&er membership rates and joining
fees. Any decrease in our average membershipeatesiuctions in joining fees may adversely impactresults of operations.

Negative economic conditions, including increasedmployment levels and decreased consumer confidéage in the past
contributed to and in the future could lead to digant pressures and declines in economic groimtiuding reduced consumer spending.
depressed economic and consumer environment, censwand businesses may postpone spending in resgotighter credit, negative
financial news and/or declines in income or asaktas, which could have a material negative effedthe demand for our services and
products and such decline in demand may contintlesasconomy continues to struggle and disposabtane declines. Other factors that
could influence demand include increases in fudl@her energy costs, conditions in the residengial estate and mortgage markets, labor
and healthcare costs, access to credit, consumédence and other macroeconomic factors affeatorgsumer spending behavior. We
believe the challenges to the global economy dufiegpast several years have adversely affectebusimess and our revenues and profits
and continuing challenges may result in additi@thlerse effects. As a result of these factors, neeship levels might not be adequate to
maintain our operations at current levels or peth@texpansion of our operations.

In addition, to the extent our corporate clients adversely affected by negative economic conditithey may decide, as part of
expense reduction strategies, to curtail or cacio®l membership benefits provided to their respeatimployees. Any reductions in corporate
memberships may lead to membership cancellatiomeasannot assure that employees of corporatermessowill choose to continue their
memberships without employer subsidies. A decimmémbership levels may have a material adversetesh our business, financial
condition, results of operations and cash flows.

Low consumer confidence levels, increased compmtitind decreased spending could negatively impactfmancial position and
result in club closures and fixed asset and goodwiipairments.

In the year ended December 31, 2013, we closedcfabs, while in 2012 we did not have any club ales. We recognized $714,00C
fixed asset impairments in the year ended DeceR®ibe2013 compared to $3.4 million of fixed assgbainments in the year ended
December 31, 2012. The $3.4 million of fixed assgtairments in 2012 included $3.2 million relatediked asset write-offs at four clubs
sustaining damages from Hurricane Sandy. Whileethere no goodwill impairments in 2013 and 2012 haee experienced goodwill
impairments in the past, in part due to decreasemimership. Some of our past club closures and mmeaits were due, in large part, to the
economic and consumer environment, and increagegetition in areas in which our clubs operateh& €conomic and consumer
environment were to deteriorate or not improvef @ra are unable to improve the overall competifiesition of our clubs, our operating
performance may experience declines and we maytoaedognize additional impairments of our fixedets and goodwill and may be
compelled to close additional clubs. In additioe, @annot ensure that we will be able to replacecédiiye revenue lost from these closed
clubs from our other club operations.
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Our geographic concentration heightens our exposuoeadverse regional developments.

As of December 31, 2013, we operated 108 fithagssdh the New York metropolitan market, 29 fitnekss in the Boston market, 16
fitness clubs in the Washington, D.C. market, &nes clubs in the Philadelphia market and thiteeds clubs in Switzerland. Our geogray
concentration in the Northeast and Mid-Atlanticioeg and, in particular, the New York metropolitea, heightens our exposure to adverse
developments in these areas, including those tetateconomic and demographic changes in thesenggtompetition and severe weathe
other unforeseen events, such as hurricanes. Bon@g, in the year ended December 31, 2012, asu#t of flooding and power outages
caused by Hurricane Sandy, 131 clubs were closedotober 29, 2012, with one club that closed peently, 16 clubs that remained closed
for over a week and one club that was closed fer awear and recently reopened in December 20&3alinot predict the impact that any
future severe weather events will have on ourtghtii avoid wide-spread or prolonged club closufass such events affecting the areas in
which we operate might result in a material advef§ect on our business, financial condition, ctisivs and results of operations in the
future.

The level of competition in the fitness club indugtcould negatively impact our revenue growth ancbfitability.

The fitness club industry is highly competitive azahtinues to become more competitive. In each@htarkets in which we operate,
we compete with other fitness clubs, private stsdidysical fithess and recreational facilitieabbshed by local governments, hospitals and
businesses for their employees, amenity and condomiclubs, the YMCA and similar organizations atada certain extent, with racquet
and tennis and other athletic clubs, country clwesght reducing salons and the home-use fithespeent industry. We also compete with
other entertainment and retail businesses for g@eationary income in our target demographics.rifight not be able to compete effectively
in the future in the markets in which we operatempetitors include companies that are larger ane lgaeater resources than us and also
may enter these markets to our detriment. Thesgettive conditions may limit our ability to increa dues without a material loss in
membership, attract new members and attract anthrgtalified personnel. Additionally, consolidatim the fitness club industry could
result in increased competition among participgmasticularly large multi-facility operators thakaable to compete for attractive acquisition
candidates or newly constructed club locationgeiwe increasing costs associated with expansiaur both acquisitions and lease
negotiation and real estate availability for neadynstructed club locations.

The number of competitor clubs that offer lowercprgy and a lower level of service continue to giowur markets. These clubs have
attracted, and may continue to attract, membery &ween both our fithess-only clubs and our multtmeational clubs, particularly in the
current consumer environment. Furthermore, smaherless expensive weight loss facilities presemrapetitive alternative for consumers.

We also face competition from competitors offerammnparable or higher pricing with higher levelssefvice or offerings. Larger outer-
suburban, multi-recreational family fitness cent@rsaareas where suitable real estate is moreylifeebe available, also compete against our
suburban, fithess-only models.

We also face competition from the increased pofiyland demand for private studios offering groupreise classes. The prevalenc
these smaller studios may compete against our awdiostype offerings, such as cycling, Yoga anéites, as well as our new BFX Studio, as
consumers may opt to use these competing studiodfitbtheir fithess needs.

In addition, large competitors could enter the arbmrkets in which we operate to open a chainud<in these markets through one
a series of, acquisitions.

Our trademarks and trade names may be infringedsappropriated or challenged by others.

We believe our brand names and related intellepiiegderty are important to our continued success S@&k to protect our trademarks,
trade names and other intellectual property byasieg our rights under

18



Table of Contents

applicable trademark and copyright laws. If we wieréail to successfully protect our intellectuabperty rights for any reason, it could have
an adverse effect on our business, results of tipesaand financial condition. Any damage to oyutation could cause membership leve
decline and make it more difficult to attract newmbers.

If we are unable to identify and acquire suitablées for new clubs, our revenue growth rate and fite may be negatively impacted.

To successfully expand our business over the leng,twe must identify and acquire sites that meetsie selection criteria. In additi
to finding sites with the right geographical, demayghic and other measures we employ in our selegtiocess, we also need to evaluate the
penetration of our competitors in the market. Weefaompetition from other health and fithess ceoparators for sites that meet our criteria
and as a result, we may lose those sites or wel cmuforced to pay higher prices for those sitewel are unable to identify and acquire sites
for new clubs on attractive terms, our revenuewtinaate and profits may be negatively impacteddifidnally, if our analysis of the
suitability of a site is incorrect, we may not li#eato recover our capital investment in develognd building the new club.

The opening of new clubs by us in existing marketay negatively impact our comparable club revenuewth and our operating
margins.

We currently operate clubs throughout the NorthaadtMid-Atlantic regions of the United Statesthe case of existing markets, our
experience has been that opening new clubs macasiome memberships away from other clubs alrepdyated by us in those markets and
diminish their revenues. In addition, as a resfiftew club openings in existing markets and becaler clubs will represent an increasing
proportion of our club base over time, our matuud cevenue increases may be lower in future psribdn in the past.

Another result of opening new clubs is that oubaperating margins may be lower than they have bésorically while the clubs
build a membership base. We expect both the addifigpre-opening expenses and the lower revenuenas characteristic of newly opened
clubs to affect our club operating margins at these clubs.

We may experience prolonged periods of losses inreaently opened clubs.

Upon opening a club, we typically experience atidhperiod of club operating losses. Enrolimewinirpre-sold memberships typically
generates insufficient revenue for the club tdatiit generate positive cash flow. As a resulteavrclub typically generates an operating loss
in its first full year of operations and substaltyiéower margins in its second full year of opéoat than a club opened for more than
24 months. These operating losses and lower mangihsegatively impact our future results of op@ras. This negative impact will be
increased by the initial expensing of pre-openiostg, which include legal and other costs assatiatth lease negotiations and permitting
and zoning requirements, as well as depreciatidnaamortization expenses, which will further negalfnimpact our results of operations. We
may, at our discretion, accelerate or expand ampto open new clubs, which may adversely affesatlts from operations.

We are subject to government regulation, and chasde these regulations could have a negative effetour financial condition and
results of operations.

Our operations and business practices are subjéetiéral, state and local government regulaticthénvarious jurisdictions in which
our clubs are located, including, but not limitedtie following:

» general rules and regulations of the Federal T€atamission
 rules and regulations of state and local consunr@egtion agencie!
 state statutes that prescribe certain forms andgions of membership contrac

19



Table of Contents

 state statutes that govern the advertising, sal@nding and collection of membershi
» federal and state laws and regulations governinggy and security of information; ai
» state and local health regulatic

Any changes in such laws or regulations could tzameaterial adverse effect on our financial conditimd results of operations.

We could be subject to claims related to healthsafety risks at our clubs.

Use of our clubs poses some potential health etysatks to members or guests through physicattiexeand use of our services and
facilities, including exercise equipment. Claimghtibe asserted against us for injury sufferecobygleath of members or guests while
exercising at a club. We might not be able to sssfedly defend such claims. As a result, we migiitbe able to maintain our general liabi
insurance on acceptable terms in the future or taiaira level of insurance that would provide adégeaverage against potential claims.

Depending upon the outcome, these matters mayaaneterial effect on our consolidated financialiffas, results of operations and
cash flows.

Security and privacy breaches may expose us talitgtand cause us to lose customers.

Federal and state law requires us to safeguardumtomers’ financial information, including credérd information. Although we have
established security procedures and protocol, detucredit card industry compliance proceduregratect against identity theft and the t
of our customers’ financial information, our setydnd testing measures may not prevent securigdires and breaches of our customers’
privacy may occur, which could harm our business.é¢xample, a significant number of our users mtevis with credit card and other
confidential information and authorize us to Hiléir credit card accounts directly for our produants services. Typically, we rely on
encryption and authentication technology licensethfthird parties to enhance transmission secafigonfidential information. Advances in
computer capabilities, new discoveries in the figldryptography, inadequate facility security tmer developments may result in a
compromise or breach of the technology used by psdtect customer data. Any compromise of our sgcor noncompliance with privacy
or other laws or requirements could harm our reartaor financial condition and, therefore, our imess. In addition, a party who is able to
circumvent our security measures or exploit inade@s in our security measures, could, among etifiects, misappropriate proprietary
information, cause interruptions in our operationgxpose members to computer viruses or othewmtisns. Actual or perceived
vulnerabilities may lead to claims against us. i@ éxtent the measures we have taken prove teshffigient or inadequate, we may become
subject to litigation or administrative sanctiom$iich could result in significant fines, penalt@sdamages and harm to our reputation.

Loss of key personnel and/or failure to attract ametain highly qualified personnel could make it medifficult for us to develop our
business and enhance our financial performance.

We are dependent on the continued services ofemioismanagement team, including our Chief Exeeutdficer, Robert Giardina, our
President, Chief Operating Officer and Chief Firiah©fficer, Daniel Gallagher, and our Senior VReesident, Chief Information Officer,
Paul Barron. We believe the loss of such key persbeould have a material adverse effect on usoandinancial performance. Currently,
do not have any lontgerm employment agreements with our executive efficand we may not be able to attract and retdfitient qualified
personnel to meet our business needs.

Terrorism and the uncertainty of armed conflicts médave a material adverse effect on clubs and operating results.

Terrorist attacks, such as the attacks that ocdunrdlew York City and Washington, D.C. on Septemblk 2001, and other acts of
violence or war may affect the markets in whichaperate, our operating
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results or the market on which our common stoattesa Our geographic concentration in the majoegiin the Northeast and Mid-Atlantic
regions and, in particular, the New York City an@sNington, D.C. areas, heightens our exposureytswieh future terrorist attacks, which
may adversely affect our clubs and result in aeks® in our revenues. The potential near-termangitérm effect these attacks may have
our members, the markets for our services and dr&enfor our common stock are uncertain; howetbasiy occurrence can be expected to
further negatively affect the U.S. economy gengraiid specifically the regional markets in which egerate. The consequences of any
terrorist attacks or any armed conflicts are unistatlle; and we may not be able to foresee evbatscould have an adverse effect on our
business.

Disruptions and failures involving our informatiorsystems could cause customer dissatisfaction angeaskly affect our billing and
other administrative functions.

The continuing and uninterrupted performance ofinformation systems is critical to our success. We a fullyintegrated informatio
system to process new memberships, bill membeeskéh members and track and analyze sales and menijpstalistics, the frequency a
timing of member workouts, cross-club utilizatiomember life, value-added services and demograpbfidgs by member. This system also
assists us in evaluating staffing needs and progffenings. We believe that, without investing mhancements, this system was approaching
the end of its life cycle. Thus, in 2011, we betanprocess of replacing this system with a newesyshrough a multi-year phase in
implementation program which is expected to be deted over the next two years. Correcting any gisoms or failures that affect our
proprietary system or the new system, as it isémanted, could be difficult, time-consuming andexgive because we would need to use
contracted consultants familiar with our system.

Any failure of our current system could also cause¢o lose members and adversely affect our busines results of operations. Our
members may become dissatisfied by any systemspdiisn or failure that interrupts our ability togwide our services to them. Disruptions
failures that affect our billing and other admirasive functions could have an adverse effect aroperating results.

Infrastructure changes are being undertaken tonawmaate our growth, provide network redundancyteb@hanage
telecommunications and data costs, increase effi@e in operations and improve management ofatippnents of our technical
architecture. Fire, floods, earthquakes, power, idescommunications failures, break-ins, acteaforism and similar events could damage
our systems. In addition, computer viruses, el@itrbreak-ins or other similar disruptive problecasild also adversely affect our sites. Any
system disruption or failure, security breach dreotdamage that interrupts or delays our operationl cause us to lose members, damage
our reputation, and adversely affect our businasisrasults of operations.

Our growth could place strains on our managementgloyees, information systems and internal controlhich may adversely impact
our business.

Future expansion will place increased demands omaministrative, operational, financial and othesources. Any failure to manage
growth effectively could seriously harm our busmebo be successful, we will need to continue tprisme management information systems
and our operating, administrative, financial andoamting systems and controls. We will also neeiaim new employees and maintain close
coordination among our executive, accounting, fogamarketing, sales and operations functions. & hescesses are time-consuming and
expensive, increase management responsibilitiesliaed management attention.

Our cash and cash equivalents are concentrated isnaall number of banks.

Our cash and cash equivalents are held, primamilg,small number of commercial banks. These dépasé not collateralized. In the
event these banks become insolvent, we would bel@mna recover most of our cash and cash equivatdgposited at the banks. Cash and
cash equivalents held in a small number of comrakbzinks as of December 31, 2013 totaled $72.9omilDuring 2013, in any one month,
this amount has been as high as approximately $8&i6n.
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Regulatory changes in the terms of credit and dedstd usage, including any existing or future recatbry requirements, could have an
adverse effect on our business.

Our business relies heavily on the use of creditdebit cards in sales transactions. Regulatorpgdsto existing rules or future
regulatory requirements affecting the use of cradit debit cards or the fees charged could impacténsumer and financial institutions who
provide card services. This may lead to an adviempact on our business if the regulatory changssltrén unfavorable terms to either the
consumer or the banking institutions.

Because of the capital-intensive nature of our bness, we may have to incur additional indebtednesgssue new equity securities and,
if we are not able to obtain additional capital, pability to operate or expand our business mayitmpaired and our results of
operations could be adversely affected.

Our business requires significant levels of capadinance the development of additional sitesnfewv clubs and the construction of our
clubs. If cash from available sources is insuffitier unavailable due to restrictive credit marketsf cash is used for unanticipated needs,
we may require additional capital sooner than gudted. In the event that we are required or chtmsaise additional funds, we may be
unable to do so on favorable terms or at all. Farrttore, the cost of debt financing could signifitbaimcrease, making it cost-prohibitive to
borrow, which could force us to issue new equitgusities. If we issue new equity securities, erigtshareholders may experience additional
dilution or the new equity securities may have tsglpreferences or privileges senior to those aftieng holders of common stock. If we
cannot raise funds on acceptable terms, we malanable to execute our current growth plans, takamtage of future opportunities or
respond to competitive pressures. Any inabilitydise additional capital when required could havadverse effect on our business plans
operating results.

We may incur rising costs related to constructiohreew clubs and maintaining our existing clubs. ¥We are not able to pass these cost
increases through to our members, our returns may ddversely affected.

Our clubs require significant upfront investmefibur investment is higher than we had plannedmag need to outperform our
operational plan to achieve our targeted return.céfeot assure that we can offset cost increasagtgasing our membership dues and
other fees and improving profitability through cefficiencies.

We may be required to remit unclaimed property tates for unused, expired personal training sesson

We recognize revenue from personal training sessasrthe services are performed (i.e., when theoses trained). Unused personal
training sessions expire after a set, disclosegaf time after purchase and are not refundabledeemable by the member for cash. The
State of New York has informed us that it is coasitg whether we are required to remit the amoeceived by us for unused, expired
personal training sessions to the State of New “asrkinclaimed property. As of December 31, 2013hadeapproximately $14.3 million of
unused and expired personal training session$iithhot been recognized as revenue and was recasdégferred revenue. We do not
believe that these amounts are subject to the asokat or abandoned property laws of any jurisolictincluding the State of New York.
However, it is possible that one or more of thesisglictions may not agree with our position and/rolaim that we must remit all or a port
of these amounts to such jurisdiction. This cowddeha material adverse effect on our cash flows.

Our growth and profitability could be negatively ipacted if we are unable to renew or replace our @mt club leases on favorable
terms, or at all, and we cannot find suitable altexte locations.

We currently lease substantially all of our fitheksb locations pursuant to long-term leases (gulyet5 to 20 years, including option
periods). During the next five years, or the peffimin January 1, 2014 through December 31, 201&ave leases for 24 club locations that
are due to expire without any renewal options, ofvarhich expire in 2014, and 48 club locations thit due to expire with renewal options.
For leases with renewal options, several of theowige for our unilateral option to renew for adaiital rental periods at
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specific rental rates (for example, based on tmswmer price index or stated renewal terms alrsatlin the leases) or based on the fair
market rate at the location. Our ability to negtetifavorable terms on an expiring lease or to natgpfavorable terms on leases with renewal
options, or conversely for a suitable alternatation, could depend on conditions in the real estadrket, competition for desirable
properties and our relationships with current arabpective landlords or may depend on other fadtatsare not within our control. Any or
all of these factors and conditions could negagivlpact our revenue, growth and profitability.

Failure to complete the sale of the property at E&6th Street in New York may negatively impact réce of our common stock.

We have announced the entry into an agreementltousgroperty located at East 86th Street in Néwk for a price of approximately
$82 million, subject to adjustment, and we expketdale to close on or about March 31, 2014. lareeunable to close the sale of the
property on such terms, we may be unable to ideottier potential purchasers for such propertysitralar price or on terms acceptable to
us, which may negatively impact the price of oumawon stock.

There can be no guarantee that we will continuedeclare dividends on our common stock.

In November 2013, we initiated a quarterly cashd#imd payment on our common stock. Any determinatibocontinue to declare cash
dividends on our common stock will be based prityanbon our financial condition, including availéityi of cash-on-hand, results of
operations, debt repayment requirements and bssaagstal requirements, including capital expendiand acquisitions, the board of
directors’ continuing determination that the deatemm of dividends are in the best interests ofsiackholders and are in compliance with all
laws and agreements applicable to dividend progr&arisexample, the ability of our subsidiaries]uning TSI, LLC, to make distributions
us is limited by the terms of our existing seniecuwed credit facility, as described below. Accoglly, our ability to obtain cash to declare
dividends is subject, in part, to such limitatitmthe event we do not declare a quarterly dividenat stock price could be adversely affected.

Risks Related to Our Leverage and Our Indebtedness

On November 15, 2013, TSI, LLC entered into a $3T0illion senior secured credit facility (“2013 SenCredit Facility”). The 2013
Senior Credit Facility consists of a $325.0 milliemm loan facility (“2013 Term Loan Facility”), dra $45.0 million revolving loan facility
(“2013 Revolving Loan Facility”). The 2013 Term Lo&acility matures on November 15, 2020, and tHEBZRevolving Loan Facility
matures on November 15, 2018.

We may be negatively affected by economic condgionthe U.S. and key international markets.

We must maintain liquidity to fund our working ctgj service our outstanding indebtedness and éaémvestment opportunities.
Without sufficient liquidity, we could be forced ¢uirtail our operations or we may not be able tspe new business opportunities. The
principal sources of our liquidity are funds genedafrom operating activities, available cash aashcequivalents and borrowings under our
$45.0 million 2013 Revolving Loan Facility. If oaurrent resources do not satisfy our liquidity riegments, we may have to seek additional
financing.

Economic conditions, both domestic and foreign, miigct our financial performance. Prevailing eamimconditions, including
unemployment levels, inflation, availability of dig energy costs and other macro-economic facésrsyell as uncertainty about future
economic conditions, adversely affect consumer dipgrand, consequently, our business and resutipefations.
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Our leverage may impair our financial condition, @hwe may incur significant additional debt.

We currently have a substantial amount of debtofA8ecember 31, 2013, our total outstanding codatdid debt was $325.0 million. In
addition, as of December 31, 2013, we had $42.0omibf unutilized borrowings, net of $3.0 milliaf letters of credit, under our 2013
Revolving Loan Facility. Our substantial debt cobh#ize important consequences, including:

» making it more difficult for us to satisfy our opditions with respect to our outstanding indebtesit
 increasing our vulnerability to general adversenecoic and industry condition

* limiting our ability to obtain additional financing fund future working capital, capital expendésir acquisitions of clubs and other
general corporate requiremer

* requiring a substantial portion of our cash floanfr operations for the payment of interest on ot,dehich is variable on our 2013
Revolving Loan Facility and partially variable onr®2013 Term Loan Facility, and/or principal punsut excess cash flow
requirements and reducing our ability to use oshdbow to fund working capital, capital expendésrand acquisitions of new clubs
and general corporate requireme!

* increasing our vulnerability to interest rate flumtions in connection with borrowings under our2&Enior Credit Facility, some of
which are at variable interest rat

* limiting our ability to refinance our existing inbieedness on favorable terms, or at all;
« limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhioh we operate

These limitations and consequences may placeais@npetitive disadvantage to other less-leverageatpetitors.

If new debt is added to our and our subsidiariestent debt levels, the related risks that we &g turrently face could intensify.

The current debt under the 2013 Senior Credit Faigilhas a floating interest rate and an increaseiimterest rates may negatively
impact our financial results.

Interest rates applicable to our debt are expdoctéidctuate based on economic and market factmtsare beyond our control. In
particular, the unhedged portion of $165.0 milliohpur outstanding debt under our 2013 Senior iCFeatility has a floating interest rate.
Any significant increase in market interest rates] in particular the short-term Eurodollar ratesuld result in a significant increase in
interest expense on our debt, which could negatimepact our net income and cash flows.

The Company may be unsuccessful in its efforts tieetively hedge against interest rate changes am eariable rate debt .

In its normal operations, the Company is exposeadddket risk relating to fluctuations in intereatas. In order to minimize the negat
impact of such fluctuations on the Company’s césivg, the Company may enter into derivative finaheistruments, such as interest rate
swaps. The Company’s current interest rate swamgement is with one financial institution and agv&160.0 million of our current $325.0
million outstanding term loan principal balancewtihe swap expiring on May 15, 2018. We are exptsededit risk if the counterparty to
the agreement is not able to perform on its olibgat Additionally, a failure on our part to effeely hedge against interest rate changes may
adversely affect our financial condition and resolt operations. We are required to record thaasteaate swap at its fair value. Changes in
interest rates can significantly impact the valatf the instrument resulting in non-cash changesir financial position.
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Covenant restrictions under our indebtedness mawitiour ability to operate our business and, in $uan event, we may not have
sufficient assets to settle our indebtedness.

Our 2013 Senior Credit Facility and the agreemesitted thereto contain, among other things, cavisntiiat may restrict our ability to
finance future operations or capital needs or gage in other business activities and that may atngar ability and the ability of our
restricted subsidiaries to:

 incur debt;

» pay dividends or make distributior

* purchase or redeem stou

* make investments and extend cre

» engage in transactions with affiliate

e engage in sa-leaseback transactior

* consummate certain asset sa

 effect a consolidation or merger or sell, trangdfease or otherwise dispose of all or substantalllipf our assets; ar

 create liens on our asse

The 2013 Senior Credit Facility provides for a fin&l covenant in the situation where the utiliaatof the revolving loan commitmer
(other than letters of credit up to $5,500,000r8t me outstanding) exceeds 25% of the commitmlarguch event, our subsidiaries are
required to maintain a total leverage ratio of ne@ager than 4.50:1.00. Our subsidiaries were rgjestito this covenant as of December 31,

2013 since their total revolving loan commitmentfer than letters of credit outstanding, did nateed 25% of the total revolver. This
covenant may require us to take action to reduc@ebt or act in a manner contrary to our busioégsctives.

Events beyond our control, including changes inegaineconomic and business conditions, may affectbility to meet certain
financial ratios under the 2013 Senior Credit FgcilWe may be unable to meet those tests ancetidels may decide not to waive any fai
to meet those tests. A failure to satisfy thests tesuld limit our ability to obtain funds to paividiends or cause a default under the 2013
Senior Credit Facility. If an event of default undee 2013 Senior Credit Facility occurs, the lesdmuld elect to declare all amounts
outstanding thereunder, together with accruedésteto be immediately due and payable. If any sweimt should occur, we might not have
sufficient assets to pay our indebtedness and augeaither obligations, which would have a matealerse effect on our business, financial
condition and results of operations.

Iltem 1B. Unresolved Staff Comments
None

Item 2. Properties

We own our 151 East 86th Street, New York locatighich houses a fitness club and a retail tenaitgbnerated approximately
$2.0 million of rental income for us for the yeaided December 31, 2013.

On December 24, 2013 we announced the entry inegegement to sell the property located at 151 &3tst Street, New York to an
affiliate of Stillman Development International, CLfor a price of $82 million, subject to certairjusiments. The transaction is subject to
various closing conditions, and the parties exfleztransaction to be completed on or about Malgi2314. In connection with the sale of
the property, we will continue to operate our NYB&alth and fitness club at this location underaadewith the purchaser of the
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property. After a period of not less than two ye#rs purchaser, upon prior notice, may exercgeght to terminate the lease in order to
commence the demolition of the premises and theently adjacent property under which the purchassrentered into a long-term ground
lease, and the construction of a new high-riseirngk property. The parties have agreed to enteraimew lease for a health and fitness club
space to be located at the same location as thentditness club following completion of developmef the new high-rise building.

We lease the remainder of our fithess clubs putdodong-term leases (generally 15 to 20 yeaxdudiing options). In the next five
years, or the period from January 1, 2014 througbenber 31, 2018, we have leases for 24 club wathat are due to expire without &
renewal options, two which are due to expire in£2Gind 48 club locations that are due to expiré wvahewal options. Renewal options
include terms for rental increases based on thewroar price index, fair market rates or statedwahéerms already set in the lease
agreements.

We lease approximately 26,400 square feet of offiiEce in New York City and have smaller regiorifites in Fairfax, VA and
Boston, MA, for administrative and general corperpiirposes.

We lease approximately 82,000 square feet in ElrdsfdY for the operation of a centralized laundagifity for New York Sports Cluk
offering towel service, and for construction andipqent storage. This space also serves as cogpaffate space. Total square footage
related to the laundry facility is 42,000 and taqliare footage related to the corporate officeveanghouse space is 40,000.

The following table provides information regardiogr club locations:

Date Opened or Managemen

Location Address Assumed

New York Sports Clubs:
Manhattar 151 East 86th Stre January 197
Manhattar 61 West 62nd Stre: July 1983
Manhattar 614 Second Avenu July 1986
Manhattar 151 Reade Stre: January 199
Manhattar 1601 Broadwa! September 199
Manhattar 349 East 76th Stre April 1994
Manhattar 248 West 80th Stre: May 1994
Manhattar 502 Park Avenu February 199!
Manhattar 117 Seventh Avenue Sol March 199k
Manhattar 303 Park Avenue Sou December 199
Manhattar 30 Wall Stree May 1996
Manhattar 1635 Third Avenu October 199¢
Manhattar 575 Lexington Avenu November 199t
Manhattar 278 Eighth Avenur December 199
Manhattar 200 Madison Avenu February 199°
Manhattar 2162 Broadwa November 199
Manhattar 633 Third Avenue April 1998
Manhattar 217 Broadway March 199¢
Manhattar 23 West 73rd Stret April 1999
Manhattar 34 West 14th Stres July 199¢
Manhattar 503-511 Broadway July 1999
Manhattar 1372 Broadwa) October 199¢
Manhattar 300 West 125th Stre May 2000
Manhattar 19 West 44th Stre¢ August 200(
Manhattar 128 Eighth Avenu December 200
Manhattar 2527 Broadwa August 2001
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Date Opened or Managemen

27

Location Address Assumed
Manhattar 3 Park Avenut August 2001
Manhattar 10 Irving Place November 200:
Manhattar 230 West 41st Stre November 200:
Manhattar 1221 Avenue of the Americi January 200:
Manhattar 200 Park Avenu December 200
Manhattar 232 Mercer Stree September 200
Manhattar 225 Varick Stree August 200¢
Manhattar 885 Second Avenu February 200°
Manhattar 301 West 145th Stre October 200°
Manhattar 1400 5th Avenus December 200
Manhattar 75 West End Avenu April 2013
Manhattar 28-30 Avenue A Future opening
Bronx, NY 1601 Bronxdale Avenu November 200°
Brooklyn, NY 110 Boerum Plac October 198t
Brooklyn, NY 1736 Shore Parkwe June 199¢
Brooklyn, NY 179 Remsen Stre May 2001
Brooklyn, NY 324 Ninth Stree August 2002
Brooklyn, NY 1630 E 15th Stre¢ August 2007
Brooklyn, NY 7118 Third Avenus May 2004
Brooklyn, NY 439 86th Stree April 2008
Brooklyn, NY 242 Bedford Avenu Future opening
Brooklyn, NY 147 Greenpoint Avenu Future opening
Queens, NY 69-33 Austin Stree April 1997
Queens, NY 153-67 A Cross Island Parkwe June 199¢
Queens, NY 285€-2861 Steinway Stres February 200:
Queens, NY 8000 Cooper Avenu March 2007
Queens, NY 99-01 Queens Bouleval June 200°
Queens, NY 39-01 Queens Bl December 200
Staten Island, N 300 West Service Roz June 199¢
Scarsdale, N\ 696 White Plains Roa October 199!
Mamaroneck, NY 124 Palmer Avenu January 199
Crotor-on-Hudson, NY 420 South Riverside Driv January 199
Larchmont, NY 15 Madison Avenu December 199
Nanuet, NY 58 Demarest Mill Roa May 1998
Great Neck, NY 15 Barstow Roa July 198¢
East Meadow, N\ 625 Merrick Avenue January 199
Commack, NY 6136 Jericho Turnpik January 199!
Oceanside, N\ 2909 Lincoln Avenue May 1999
Long Beach, NY 265 East Park Avent July 1999
Garden City, NY 833 Franklin Avenut May 2000
Huntington, NY 350 New York Avenut February 200:
Syosset, NY 49 Ira Roac March 2001
West Nyack, NY 3656 Palisades Center Dri February 200:
Woodmere, NY 158 Irving Stree March 200z
Hartsdale, NY 208 E. Hartsdale Avent September 200
Somers, NY Somers Commons, 80 Routt February 200!
Port Jefferson Station, N 200 Wilson Stree July 2005
White Plains, NY 4 City Centel September 200
Hawthorne, NY 24 Saw Mill River Roac January 200!
Dobbs Ferry, NY 50 Livingstone Avenu June 200¢
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Date Opened or Managemen

Location Address Assumed
Smithtown, NY 5 Browns Roa December 200
Carmel, NY 1880 Route ¢ July 2007
Hicksville, NY 100 Duffy Avenue November 200!
New Rochelle, NY Trump Plaza, Huguenot Stre March 200¢
Deer Park, NY 455 Commack Avenu March 200¢
Garnerville, NY 20 W. Ramapo Roa October 201:
Stamford, CT 106 Commerce Roe January 199
Danbury, CT 38 Mill Plain Roac January 199
Stamford, CT 1063 Hope Stree November 199!
Greenwich, C1 6 Liberty Way May 1999
Westport, CT 427 Post Road, Ea January 200:
West Hartford, C1 65 Memorial Roa November 200°
Princeton, N. 301 North Harrison Stre: May 1997
Matawan, N. 450 Route 3« April 1998
Marlboro, NJ 34 Route 9 Nortl April 1998
Ramsey, N. 1100 Route 17 Nort June 199¢
Mahwah, N¢ 7 Leighton Placi June 199¢
Springfield, NJ 215 Morris Avenug August 199¢
Colonia, NJ 1250 Route 2 August 199¢
Somerset, N 120 Cedar Grove Lar August 199¢
Hoboken, N. 59 Newark Stree October 199¢
West Caldwell, N. 913 Bloomfield Avenu April 1999
Jersey City, N. 147 Two Harborside Financial Cen June 200:
Newark, NJ 1 Gateway Cente October 200:
Ridgewood, N. 129 S. Broad Stre: June 200:
Westwood, N. 35 Jefferson Avenu June 200«
Livingston, NJ 39 W. North Field Rd February 200!
Princeton, N. 4250 Route 1 Nort April 2005
Hoboken, N. 210 14th Stree December 200
Englewood, N. 34-36 South Dean Stre December 200
Clifton, NJ 202 Main Avenug March 2007
Montclair, NJ 56 Church Stree January 200:
Butler, NJ 1481 Route 2! January 200!
East Brunswick, N. 300 State Route 1 March 200¢
Bayonne, N. 550 Route 440 Nort December 201

Boston Sports Clubs:

Boston, MA 1 Bulfinch Place August 199¢
Boston, MA 201 Brookline Avenut June 200(
Boston, MA 361 Newbury Stree November 200:
Boston, MA 350 Washington Stre February 200:
Boston, MA 505 Boylston Stree January 200!
Boston, MA 560 Harrison Avenu February 200l
Boston, MA 695 Atlantic Avenue October 200t
Boston, MA One Beacon Stre May 2013
Boston, MA 197 Clarendon Stre: May 2013
Boston, MA 800 Boylston Stree May 2013
Boston, MA 100 Summer Stres May 2013
Boston, MA 540 Gallivan Roa Future opening
Allston, MA 15 Gorham Stree July 1997
Weymouth, MA 553 Washington Stre May 1999
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Date Opened or Managemen

Location Address Assumed
Wellesley, MA 140 Great Plain Avent July 200C
Andover, MA 307 Lowell Stree July 200C
Lynnfield, MA 425 Walnut Stree July 200C
Lexington, MA 475 Bedford Avenu July 200C
Franklin, MA 750 Union Stree July 200C
Cambridge, MA 625 Massachusetts Aven January 200

West Newton, MA
Waltham, MA
Watertown, MA
Newton, MA
Somerville, MA
Medford, MA
Westborough, M#£
Woburn, MA
Wayland, MA
Providence, R
Providence, R
Washington Sports Clubs:
Washington, D.C
Washington, D.C
Washington, D.C
Washington, D.C
Washington, D.C
Washington, D.C
Washington, D.C
Washington, D.C
Washington, D.C
North Bethesda, MI
Silver Spring, MD
Bethesda, ML
Alexandria, VA
Fairfax, VA
West Springfield, VA
Clarendon, VA
Philadelphia Sports Clubs:
Philadelphia, P#£
Philadelphia, P£
Chalfont, PA
Philadelphia, P£
Ardmore, PA
Radnor, PA
Swiss Sports Clubs
Basel, Switzerlan
Zurich, Switzerlanc
Basel, Switzerlan
BFX Studio:
Manhattar

1359 Washington Stre
840 Winter Stree

311 Arsenal Stree
135 Wells Avenu

1 Davis Squar

70 Station Landin
1500 Union Stree
300 Presidential Wa
Wayland Town Cente
131 Pittman Stree

10 Dorrance Stre¢

214 D Street, S.|

1835 Connecticut Avenue, N.W
2251 Wisconsin Avenue, N.\
1211 Connecticut Avenue, N.'
1345 F Street, N.V

1990 K Street, N.V

783 Seventh Street, N.'

3222 M Street, N.V

14th Street, N.\

10400 Old Georgetown Ro:
8506 Fenton Stre:

6800 Wisconsin Avenu

3654 King Stree

11001 Lee Highwa

8430 Old Keene Mil

2700 Clarendon Bouleva

220 South 5th Stre:

2000 Hamilton Stree

One Highpoint Drive
1735 Market Stree

34 W. Lancaster Avent
555 East Lancaster Aven

St. Johanr-Vorstadt 41
Glarnischstrasse &
Gellerstrasse 23

555 Sixth Avenut
29

November 200:
November 200:
January 200!
August 200¢
December 200
December 200
September 200
December 200
Future opening
December 200
January 200!

January 198
January 199I
May 1994

July 200C
August 200z
February 200:
October 200¢
February 200!
June 200¢
June 199¢
November 200!
November 200°
June 199¢
October 199¢
September 200
November 200:

January 199!
July 199¢
January 200!
October 200(
March 200z
December 200

August 1987
August 1987
August 2001

Future opening
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Iltem 3. Legal Proceedings

On or about March 1, 2005, in an action styled B&®uz, et al v. Town Sports International, d/b&nNyork Sports Club, plaintiffs
commenced a purported class action against TSI, ihltle Supreme Court, New York County, seekingaithpvages and alleging that TSI,
LLC violated various overtime provisions of the N&aerk State Labor Law with respect to the paymdnwages to certain trainers and
assistant fitness managers. On or about June 08, &t same plaintiffs commenced a second pumaetéss action against TSI, LLC in the
Supreme Court of the State of New York, New Yorku@ty, seeking unpaid wages and alleging that TBC kiolated various wage payment
and overtime provisions of the New York State Labaw with respect to the payment of wages to alvN@rk purported hourly employees.
On September 17, 2010, TSI, LLC made motions tmidis the class action allegations of both lawdoitplaintiffs’ failure to timely file
motions to certify the class actions. The courhggd the motions on January 29, 2013, dismissiegldiss action allegations in both lawsuits.
On March 4, 2013, plaintiffs served notice of thiatent to appeal that dismissal. The court hagestéhe remaining, individual claims in each
action pending resolution of the plaintiffs’ appeBhe appeal has been fully briefed and the paetigect that oral arguments on the motion
will be held in April 2014.

On September 22, 2009, in an action styled TowntSpoternational, LLC v. Ajilon Solutions, a divis of Ajilon Professional Staffir
LLC (Supreme Court of the State of New York, Newk €ounty, 602911-09), TSI, LLC brought an actiorthe Supreme Court of the State
of New York, New York County, against Ajilon forireong other things, breach of contract seeking, @nubher things, money damages, in
connection with Ajilon’s failure to design and dedi to TSI, LLC a new sports club enterprise manag# system known as GIMS.
Subsequently, on October 14, 2009, Ajilon brougbbanterclaim against TSI, LLC alleging breach ofittact, asserting, among other thir
failure to pay outstanding invoices in the aggregahount of approximately $2.9 million. Followinguay trial, a jury verdict was rendered
on January 28, 2013, that awarded TSI, LLC damagagst Ajilon in the amount of approximately $&lion, plus interest, and also
awarded Ajilon damages against TSI, LLC in the amt@f approximately $214,000, plus interest. Attee Court granted Ajilon’s motion to
set aside the part of the jury verdict that hadatd the bulk of Ajilon’s counterclaim, the Courtreased the award of damages against TSI,
LLC from approximately $214,000 to approximatelySthillion, plus interest. The result is a net amioawed to TSI, LLC in the amount of
approximately $400,000, plus interest. On Apri2813, TSI, LLC filed a notice of appeal, appealing Court’s decision to set aside the jury
verdict, and on May 6, 2013, Ajilon filed its natiof appeal, appealing the verdict. On Decemb2033, the Appellate Division issued its
opinion, which vacated the judgments for damageis fuy and against TSI, LLC but let stand the jsryerdict that Ajilon is liable to TSI,
LLC for damages to be determined at a new triairegd\jilon. The new trial, which has not yet besaheduled, will be limited to the
damages suffered by TSI, LLC. On January 2, 20JihrAfiled a motion to the Appellate Division twth reargue the Appellate Division’s
decision to deny Ajilon damages as well as apgeaPppellate Division’s decision to the New Yorlkatet Court of Appeals. On February 25,
2014, the Appellate Division denied Ajilon’s motion

On February 7, 2007, in an action styled Whiterldtlaza Realty, LLC v. TSI, LLC et al., the lardlof one of TSI, LLC’s former
health and fitness clubs filed a lawsuit in statartagainst it and two of its health club subsid®alleging, among other things, breach of
lease in connection with the decision to closecthb located in a building owned by the plaintiffcaleased to a subsidiary of TSI, LLC, and
take additional space in the nearby facility leadsg@nother subsidiary of TSI, LLC. The trial cogranted the landlord damages against its
tenant in the amount of approximately $700,000uidiog interest and costs (“Initial Award”). TSILC was held to be jointly liable with the
tenant for the amount of approximately $488,00@eaura limited guarantee of the tenant’s lease abbgs. The landlord subsequently
appealed the trial court’s award of damages, anbderember 21, 2010, the appellate court reverseuhiit, the trial court’s decision and
ordered the case remanded to the trial court fassessment of additional damages, of approxim@&#39,000 plus interest and costs (the
“Additional Award”). On February 7, 2011, the lancd moved for re-argument of the appellate cowl€sision, seeking additional damages
plus attorneys’ fees. On April 8, 2011, the appellzourt denied the landloslmotion. On August 29, 2011, the Additional Awéachounting
to approximately $900,000), was entered againstethant. TSI, LLC does not believe it is probablat TSI, LLC will be held liable to pay
for any amount of the Additional
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Award. Separately, TSI, LLC is party to an agreemth a third-party developer, which by its terprevides indemnification for the full
amount of any liability of any nature arising ofitloe lease described above, including attorneges fincurred to enforce the indemnity. In
connection with the Initial Award (and in furthecanof the indemnification agreement), TSI, LLC &inel developer have entered into an
agreement pursuant to which the developer has agogeay the amount of the Initial Award in instaéints over time. The indemnification
agreement also covers the Additional Award. Thestiger did not pay the amount of the Additional Asvto the landlord, and on

October 13, 2011 the landlord commenced a spemakpding in the Supreme Court of the State of Mevk, Westchester County, to coll¢
the Additional Award directly from the developer.ndotion to dismiss the special proceeding madeénbydeveloper was denied by the court
on March 13, 2012. An appeal of that decision lgydbveloper was rejected. On March 14, 2013, tdidad moved for summary judgment
on its claim to recover the Additional Award didgdrom the developer and on March 25, 2013, theettper cross-moved for summary
judgment to dismiss the special proceeding. In @3¥3, the court granted summary judgment to théléed and denied the cr-motion for
summary judgment of the developer. Judgment waethiagainst the developer on June 5, 2013 inntfeeat of $1.0 million, plus interest.
On June 13, 2013, the developer filed a noticésahient to appeal the judgment. The appeal resnae@mding.

On or about October 4, 2012, in an action stylede¥al abbe, et al. v. Town Sports International, |pfaintiff commenced a purported
class action in New York State court on behalf efspnal trainers employed in New York State. Laistseeking unpaid wages and damages
from TSI, LLC and alleges violations of various ypigions of the New York State labor law with regpecpayment of wages and TSI, LLC's
notification and record-keeping obligations. On Braber 18, 2012, TSI, LLC filed a motion to stay thess action pending a decision on
class certification in the Cruz case and to disrissd.abbe action if the Cruz case is certified.January 29, 2013, Labbe responded to the
motion to stay and filed a cross-motion to consilidthe Labbe case with the Cruz case. On Febiuiarg013, following the dismissal of the
class claims in Cruz, Labbe withdrew the crosstion to consolidate. Oral argument to stay thmaaintil a decision is made on the appei
the Cruz case was heard on April 10, 2013. On Déeert7, 2013, the Court granted TSI, LLC’s motiorstay the Labbe action pending a
resolution of the Cruz appeal. By the terms ofdider, the stay lasts as long as the appeal dafiimeissal of the class claims in the Cruz case
remains pending.

In addition to the litigation discussed above, weiavolved in various other lawsuits, claims amdoggedings incidental to the ordinary
course of business, including personal injury amgleyee relations claims. The results of litigatame inherently unpredictable. Any claims
against us, whether meritorious or not, could beetconsuming, result in costly litigation, requsignificant amounts of management time
result in diversion of significant resources. Thesuits of these other lawsuits, claims and proogsdiannot be predicted with certainty.
While it is not feasible to predict the outcomesath proceedings, in the opinion of the Comparilieeithe likelihood of loss is remote or ¢
reasonably possible loss associated with the riésolaf such proceedings is not expected to be madgther individually or in the aggrege

Item 4. Mine Safety Disclosures
Not applicable.
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PART Il

Item 5. Market for Registran’s Common Equity and Related Stockholder Matters dasuer Purchases of Equity Securitit
Price Range of Common Stock

Our common stock currently trades on The NASDAQWaldVarket, under the symbol CLUB. The followindle sets forth, for each
quarterly period in the last two fiscal years, ltiigh and low sales prices (in dollars per share@usfcommon stock as quoted or reported on
The NASDAQ Global Market:

High Low

Year ended December 31, 20.

First Quartel $11.11 $ 8.91

Second Quarte $11.37 $ 9.31

Third Quartel $13.0: $10.8:

Fourth Quarte $14.9¢ $11.5C
Year ended December 31, 20

First Quarte! $13.4¢ $ 7.3

Second Quarte $13.4¢ $10.6:

Third Quartel $13.8¢ $ 9.31

Fourth Quarter(a $13.5¢ $ 9.32

(@) Pursuant to NASDAQ Exchange rules, the “exdbivid” date with respect to the $3.00 per shareiapeash dividend was set as
November 28, 2012. Accordingly, prior to the comeement of trading on November 28, 2012, the Com'’s stock price was reduced
by $3.00 to reflect the payment of the cash divildrhe closing price per share on November 27, 20PNovember 28, 2012 was
$12.39 and $9.85, respective

Holders

As of February 27, 2014, there were approximatély Holders of record of our common stock. Thereaalditional holders who are not
“holders of record” but who beneficially own stoitkough nominee holders such as brokers and bgiafittrustees.

Dividends Policy

Prior to December 11, 2012, we had not paid dividesince becoming a publicly traded company. OneXther 16, 2012, as a means
of returning value to our shareholders, the bo&uirectors declared a special cash dividend dd@per share to common stock holders of
record as of November 30, 2012, paid on Decembge?@12. The special dividend was funded by borrgwiaf $60.0 million under our 2011
Senior Credit Facility (as defined below), as aneghdogether with available cash on hand. Actuatidnds paid on December 11, 2012 v
$70.3 million with an additional $1.1 million of\ddends to be paid as restricted shares vest.

On November 15, 2013, the board of directors dedlarregular quarterly cash dividend of $0.16 paresto common stock holders of
record as of November 26, 2013, paid on Decemb20B3. The regular cash dividend was funded bylaviai cash on hand. Actual
dividends paid on December 5, 2013 were $3.8 miligth an additional $58,000 of dividends to bedpas restricted shares vest. On
February 12, 2014, the board of directors decléredsecond quarterly cash dividend of $0.16 perespayable on March 5, 2014 to common
stock holders of record as of February 24, 2014 ddgregate amount to be paid will be approxima#al® million.
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The board of directors currently intends to payarterly cash dividend as a means of returningevedwur stockholders. The
declaration and payment of dividends to holdersusfcommon stock by us, if any, are subject todiseretion of our board of directors. Our
board of directors will take into account such mia&tas general economic and business conditionstratiegic plans, our financial results i
condition, contractual, legal and regulatory resitvns on the payment of dividends by us and obsisliaries and such other factors as our
board of directors may consider to be relevantMerely on cash on hand at TSI Holdings, whichsi43.6 million at December 31, 2013,
and distributions received from our subsidiariepriavide the funds necessary to pay dividends ercommon stock. The existing credit
agreement of TSI, LLC restricts the ability of mubsidiaries to pay cash distributions to TSI Hugdiin order for TSI Holdings to pay cash
dividends except (a) in an amount, when combinel vertain prepayments of indebtedness, of up 5o®illion, subject to pro forma
compliance with a total leverage ratio of no gre#ttan 4.50:1.00 and no default or event of defaxikting or continuing under the credit
agreement, and (b) an additional amount based agssxcash flow, such additional amounts subjegtddorma compliance with a total
leverage ratio of less than 4.00:1.00 and no detawdvent of default existing or continuing untle credit agreement.

Issuer Purchases of Equity Securities
We did not purchase any equity securities durimgftiurth quarter ended December 31, 2013.

Recent Sales of Unregistered Securities

We did not sell any securities during the year dridecember 31, 2013 that were not registered uhdeBecurities Act of 1933, as
amended.
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Stock Performance Graph

The graph depicted below compares the annual prgeichange in our cumulative total stockholdarrretvith the cumulative total
return of the Russell 2000 and the NASDAQ compdaitiéces.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURMN®
Among Town Sports International Holdings, Inc. the NASDAGQ Composite Index,
and the Russell 2000 Index

§700 -
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12/31/08 12/31/08 1273110 1273111 1213112 1213113

—B8— Town Sports International Holdings, Inc
— & — NASDAQ Composite

= = &r - ‘Ruszsell 2000

* $100 invested on 12/31/08 in stock or index, intigdeinvestment of dividends. Fiscal year endirgg@&@nber 31

December 31

2008 2009 2010 2011 2012 2013

Town Sports International Holdings, Inc $100.0C $ 73.0¢ $127.27 $230.4. $435.9( $610.5:
NASDAQ Composite $100.0C $144.8¢ $170.5¢ $171.3( $199.9¢ $283.3¢
Russell 200( $100.0C $127.1°7 $161.3: $154.5¢ $179.8¢ $249.6¢

Notes :
(1) The graph covers the period from December 31, 20@8cember 31, 201

(2) The graph assumes that $100 was invested at tHeetr@dose on December 31, 2008 in our common siadke Russell 2000 and in
NASDAQ composite indexes and that all dividendseweinvested

(3) A special cash dividend of $3.00 per shareonfimon stock was declared by our board of direaarBlovember 16, 2012 to
shareholders of record on November 30, 2012, paiDecember 11, 2012. A quarterly cash dividend1& per share was declared by
our board of directors on November 15, 2013 toanalders of record on November 26, 2013, paid oreber 5, 201:

(4) Stockholder returns over the indicated period sthowolt be considered indicative of future stockhole¢urns.

(5) We include a comparison against the Russeld 2#zause there is no published industry or linbusiness index for our industry and
we do not have a readily definable peer groupithptblicly traded
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Notwithstanding anything to the contrary set fdrttany of our previous or future filings under tBecurities Act of 1933, as amended,
or the Securities Exchange Act of 1934, as amentatimight incorporate by reference this Annuap&eon Form 10-K or future filings
made by the Company under those statutes, the Betdrmance Graph is not deemed filed with theu8es and Exchange Commission, is
not deemed soliciting material and shall not berded incorporated by reference into any of thosergdiiings or into any future filings made
by the Company under those statutes, except textieat that the Company specifically incorporatgéshsinformation by reference into a
previous or future filing, or specifically requestat such information be treated as soliciting em&l, in each case under those statu

ltem 6. Selected Financial Dat:

SELECTED CONSOLIDATED FINANCIAL AND OTHER DATA
(In thousands, except share, per share, club and mmbership data)

The selected consolidated balance sheet dataeceinber 31, 2013 and 2012 and the selected cdatadi statement of operations
cash flow data for the years ended December 313,211 2 and 2011 have been derived from our auditedolidated financial statements
included elsewhere herein. The selected consotidzaance sheet data as of December 31, 2011,&@12009 and the selected consolid
statement of operations and cash flow data foy#aes ended December 31, 2010 and 2009 have beeadizom our audited consolidated
financial statements not included herein. Othea @atd club and membership data for all periodseprtesl have been derived from our
unaudited books and records. Our historical resu#snot necessarily indicative of results for &rtyre period. You should read these
selected consolidated financial and other datathey with the accompanying notes, in conjunctigih the “Management’s Discussion and
Analysis of Financial Condition and Results of Ggiiems” section of this Annual Report and our cdidsded financial statements and the
related notes appearing at the end of this AnnegbR.

Year Ended December 31

2013 2012 2011 2010 2009
Statement of Operations Data
Revenue: $470,22!  $478,98. $466,94: $462,38  $485,39:
Operating expense
Payroll and related(? 174,89« 181,63. 177,52 185,58: 193,89:
Club operatin¢ 179,68 178,95( 176,46: 174,13! 178,85:
General and administrati 28,43: 24,13¢ 25,79¢ 28,77 31,58
Depreciation and amortizatic 49,09¢ 49,39: 51,53¢ 52,20 56,53
Insurance recovery related to damaged proper (3,199 — — — —
Impairment of fixed asse 714 3,43¢ — 3,25¢ 6,70¢
Impairment of interniuse softwart — — — — 10,19
Operating incom 40,59¢ 41,43: 35,61¢ 18,44( 7,62¢
Loss on extinguishment of debt( 75C 1,01(C 4,86¢ — —
Interest expense, net of interest incc 22,61¢ 24,59 24,12; 21,01 20,96¢
Equity in the earnings of investees and rentalrime (2,459 (2,467 (2,390 (2,139 (1,876
Net income before provision (benefit) for corporateome taxe: 19,69 18,281 9,01« (439 (11,46%)
Provision (benefit) for corporate income taxes 7,361 6,321 2,69¢ (144 (5,800
Net income (loss $12,32¢ $1196¢ $ 6,31F $ (290 $ (5,66¢
Earnings (loss) per weighted average number ofst
Basic $ 051 $ 051 $ 02 $ (0.0) $ (0.29
Diluted $ 05 $ 05 $ 027 $ (00) $ (0.29
Dividends declared per common share $ 01€¢ $ 3.0C $ — 3 — % —
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As of December 31

2013 2012 2011 2010 2009
Balance Sheet Data
Cash and cash equivale $ 73,59¢ $ 37,75¢ $ 47,88( $ 38,80 $ 10,75¢
Working capital surplus (deficit)(¢ 27,83( (11,82%) (18,31) (12,926 (35,16¢€)
Total assets(7 413,79. 404,77 450,40:. 474,69: 467,46t
Long-term debt, including current installmel 314,90¢ 310,33¢ 288,99: 316,51: 318,36.
Total stockholder (deficit) equity (43,51¢) (55,496 354 (6,945 (8,239
Net debt(8] 251,40: 277,98! 243,87( 277,71( 307,60!

Year Ended December 31
2013 2012 2011 2010 2009

Cash Flow Data:
Cash provided by (used ir

Operating activitie! $ 67,38t¢ $ 60,05 $ 74,88t $ 51,23¢ $ 76,24

Investing activities (30,60¢) (22,49() (30,907 (22,039 (49,277

Financing activitie: (97t (47,727 (35,349 (1,76%) (26,767)
Other Data:

Non-cash rental expense, net of non-cash rente

income (5,697 (4,037) (3,669 (5,557) (2,499

Non-cash sharbased compensation expel 2,20¢ 1,30¢ 1,41z 1,33¢ 1,70¢
Year Ended December 31

2013 2012 2011 2010 2009
Club and Membership Data:
New clubs opene — — 2 — 4
Clubs acquiret 6 — — — —
Clubs close 4) — 2 Q) 9
Wholly-owned clubs operated at end of pel 16C 15¢ 15¢ 15¢ 15¢
Total clubs operated at end of perioc 162 16C 16C 16C 161
Total members at end of period(J 497,00( 510,00( 523,00( 493,00( 486,00(
Restricted members at end of period( 41,00( 38,00( 38,00( 17,00( —
Comparable club revenue (decrease) increas (1.9% 1.€6% 1.8% (4.9% (5.6%
Revenue per weighted average club (in thousands)

(13) $ 2,971 $ 3,032 $ 2,93 $ 2,881 $ 2,95i
Average revenue per member(: $ 934 $ 92z $ 91t $ 947 $ 96¢
Average joining fees collected per member( $ 59 $ 57 $ 55 $ 37 $ 19
Annual attrition(16] 41.% 41.(% 39.9% 41.%% 45.2%

(1) Inthe year ended December 31, 2009, Payrdliralated includes a correction of an accountimgreaf $751 related to deferred
membership costs which was previously disclosg¢iénCompan’s Form 1-K for the year ended December 31, 2C

(2) The $3,194 of insurance recovery related toatged property in the year ended December 31, 2@k3wimarily in connection with
property damaged by Hurricane San

(3) The $750 loss on extinguishment of debt reabfde the year ended December 31, 2013 is compa#te write-off of net deferred
financing costs and debt discount in connectiom wWie November 15, 2013 debt refinancing. The prdsdrom the 2013 Senior Credit
Facility were used to repay the remaining outstaggrincipal amounts of the 2011 Senior Credit Fgiadf $315,743 plus accrued and
unpaid interest

The $1,010 loss on extinguishment of debt recofdethe year ended December 31, 2012 is comprisadbd64 write-off of net
deferred financing costs and debt discount relaigtle August 22, 2012 debt

36



Table of Contents

(4)

(5)

(6)

(7)

(8)
(9)

(10)
(11)

(12)
(13)

(14)

repricing and a write-off of $546 of net deferr@ubhcing costs and debt discount in connection thighAugust 28, 2012 voluntary
prepayment of $15.0 million on our term loan fagili

The $4,865 loss on extinguishment of debt recofdethe year ended December 31, 2011 resulted fhendebt refinancing on May 1
2011. The proceeds from the 2011 Senior CreditliBagiere used to repay the remaining outstandirigcipal amount of the 2007
Senior Credit Facility (as defined below) of $1@80@&nd the remaining outstanding principal amotithh@® Senior Discount Notes of
$138,450. We incurred $2,538 of call premium onSkeaior Discount Notes together with the write-afff$2,327 of net deferred
financing costs related to the debt extinguishment.

Corporate income taxes for the year ended Dbee1l, 2013, 2012 and 2011 includes income tagfiisriotaling $16, $483 and $343,
respectively, related to the correction of accoumerrors. See Note 14 — Corporate Income Tax#dst€ompany’s consolidated
financial statements in this Annual Report for ffiert details

In the fourth quarter of the year ended Decarmtie 2013, the board of directors of the Compagglated a quarterly cash dividend of
$0.16 per share, payable on December 5, 2013 tonconstockholders of record at the close of businaessovember 26, 2013. The
aggregate amount of the dividends paid totaled¥3yvith another $58 payable as restricted sharsts Wethe year ended December
2012, the board of directors of the Company dedlarspecial cash dividend of $3.00 per share, payabDecember 11, 2012 to
common stockholders of record at the close of lmssiron November 30, 2012. The aggregate amouh¢ afitidends paid totaled
$70,296 with another $1,104 payable as restridiades ves!

The working capital deficit reflects a revisitmnreclassify deferred promotion amounts of $1,%49466, $1,185 and $1,581 from long-
term assets to current assets as of December 32, 2011, 2010 and 2009, respectiv:

The working capital deficit reflects a revisionrezlassify amounts between current deferred taatassid long-term deferred tax assets
and long-term tax liability of ($5,572) and ($1,6&8 of December 31, 2012 and 2011, respectively.

Total assets reflects revisions of $860, $86d $%10,527 as of December 31, 2012, 2011 and 284pectively, related to revisions to
reclassify amounts between deferred tax assetkag-term tax liability.

Net debt represents the total principal balandertd-term debt outstanding, net of cash and cash ecuits

Includes wholly-owned and partly-owned clubst hcluded in the total club count are locatiomsttare managed by us in which we do
not have an equity interest. These managed sitéglia three managed university locations and fdditeonal managed locations
acquired on May 2013 as part of the Fitcorp actjaisias well as one new managed location addeagltiie fourth quarter of 201
Represents members at wh-owned and part-owned clubs

Restricted members primarily include studemd teachers at our wholly-owned and partly-owreldsc This membership allows for
club usage at restricted times, at a discounthteranemberships offere

Total revenue for a club is included in congte club revenue increase (decrease) beginnitigeofirst day of the thirteenth full
calendar month of the cl’s operation

Revenue per weighted average club is calaliasetotal revenue divided by the product of thaltoumber of clubs and their weighted
average months in operation as a percentage qietted.

Average revenue per member is total reverara fwholly-owned clubs for the period divided by theerage number of memberships
from wholly-owned clubs for the period, includingstricted memberships, summer student and summénmmmberships, where
average number of memberships for the peric
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derived by dividing the sum of the total membershapthe end of each month during the period bydts# number of months in the
period.

(15) Average joining fees collected per membemisudated as total initiation and processing faéegldd by the number of new members,
excluding pre-sold, summer student and summer peohberships and including restricted membershigishtdgan in April 2010,
during each respective ye

(16) Annual attrition is calculated as total memlosses for the year divided by the average monttdynber count over the year excluding
pre-sold, summer student and summer pool membaearahigh including our restricted memberships thaabeg April 2010, during each
respective yeal

Item 7. Managemen's Discussion and Analysis of Financial Conditionnal Results of Operations

You should read the following discussion and analgsour financial condition and consolidated réswf operations in conjunction
with the “Selected Consolidated Financial and OtBata” section of this Annual Report and our condaled financial statements and the
related notes appearing at the end of this Annwggdrt. In addition to historical information, thdiscussion and analysis contains forward-
looking statements that involve risks, uncertamted assumptions (sedFORWARD-LOOKING STATEMENTS' discussion). Our actual
results may differ materially from those anticipdia these forwardeoking statements as a result of certain factorsluding, but not limite«
to, those set forth in “Item 1A. Risk Factors” bfs¢ Annual Report.

Overview

We are the largest owner and operator of fithagsscin the Northeast and Mid-Atlantic regions df th.S. As of December 31, 2013,
we operated 162 clubs that collectively served axiprately 497,000 members. We develop clusterdulifscto serve densely populated mi
metropolitan regions and we service such populatiynclustering clubs near the highest concentratas our target customers’ areas of both
employment and residence. Our clubs are locatechétimum convenience to our members in urban ourban areas, close to transporta
hubs or office or retail centers. Our members idela wide age demographic covering the studentehswkhe active mature market. Our
members generally have annual income levels of dsatv$50,000 and $150,000.

Our goal is to be the most recognized health cktiwark in each of the four major metropolitan regidhat we serve. We believe that
our strategy of clustering clubs provides significhenefits to our members and allows us to aclsénategic operating advantages. In eac
our markets, we have developed clusters by injtiglening or acquiring clubs located in the monetigé urban markets of the region and
then branching out from these urban centers torbgtand neighboring communities. Capitalizing de thustering of clubs, as of
December 31, 2013, approximately 45% of our memparsicipated in our Passport Membership whichvadlainlimited access to all of our
clubs in our clusters within one, or all of, ougians, respectively, for a higher monthly membegyshies, while approximately 31% of our
members participate in our Core membership, whilcliva unlimited access to the member’s home clyfpraximately 16% of our members
participate in our previously offered Gold memb@sihich allows unlimited access to a designatedh eind access to all other clubs during
off-peak hours. Our Restricted Membership, which favorably-priced, restricted-use month-to-man#gmbership was held by
approximately 8% of our members.

We have executed our clustering strategy succégsfihe New York region, our most mature regitmpugh the network of fithess
clubs we operate under our New York Sports Clubsdmname. We are the largest fitness club opeirmtdanhattan with 37 locations and
operated a total of 108 clubs under the New Yorr8pClubs brand name within a 120-mile radius ei\York City as of December 31,
2013. As of December 31, 2013, we owned and ope28eclubs in the Boston region under our BostoorSpClubs brand name, 16 clubs
(two of which are partly-owned) in the WashingtBnC. region under our Washington Sports Clubs brearde, six clubs in the Philadelphia
region under our Philadelphia Sports Clubs bramdenand three clubs in Switzerland. We employ laealibrand names for our clubs to
create an image and atmosphere
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consistent with the local community and to fostsragnition as a local network of quality fithessld rather than a national chain.

As the fitness industry continues to see a riggojpularity of private studio offerings, we have disair extensive industry experience to
offer our own private studio brand called the Bqué Fitness Experience (“BFX Studio”) with our fitmit opening in the first half of 2014.
This three-dimension luxury studio brand will tadd@vantage of the rise in consumer demand for sexiieriences. Our BFX Studio will
include three unique offerings: Ride Republic, vihig indoor cycling, Private Sessions for persarahing and Master Class for certain
group exercise classes. Our BFX Studio will befathivith high caliber instructors in each of theethcore offerings and the studios will be
designed to appeal to all ages and all experienedd of metropolitan, active healthy lifestyléfge estimate that this studio concept will
require approximately 7,500 to 10,000 square féspace per studio which compares to the approxilyp@6,000 square feet aggregate
average size of our traditional clubs.

Revenue and Operating Expenses
We have two principal sources of revenue:

» Membership revenue¢ Our largest sources of revenue are dues ivgufimaintenance fees and joining fees paid bynmembers.
In addition, we collect usage fees on a per via#id subject to peak and off-peak hourly restmgidepending on membership type.
These dues and fees comprised 79.4% of our totahtee for the year ended December 31, 2013. Wgnémrevenue from
membership dues in the month when the serviceseadered. Approximately 97% of our members pay tmeinthly dues by
Electronic Funds Transfer, or EFT, while the bataiscpaid annually in advance. We recognize revémme joining fees over the
estimated average membership |

» Ancillary club revenue For the year ended December 31, 2013, we gexkid.1% of our revenue from personal training and
5.3% of our revenue from other ancillary programg services consisting of programming for childsignature classes, Small
Group Training and other member activities, as aglbales of miscellaneous sports products. Wéneento grow ancillary club
revenue by building on ancillary programs suchwsp@rsonal training membership product and oubfesed Small Group Training
programs

We also receive revenue (approximately 1.3% oftotal revenue for the year ended December 31, 20d3) the rental of space in our
facilities to operators who offer wellness-relatéfiérings, such as physical therapy and juice Haraddition, we sell in-club advertising and
sponsorships and generate management fees froanceltb facilities that we do not wholly own. Wis@ collect laundry related revenue for
the laundering of towels for third parties. We reafethese revenues as fees and other revenue.

We currently own our 151 East 86th Street, New Yodation, which houses our New York Sports Clubdeast 86th Street, New Yc¢
as well as a retail tenant that generates rentahire for us. In December 2013, we announced thg end an agreement to sell this property,
which sale is expected to close on or about Mafigl2814. As part of the sale, we are also sellmgléasehold interest in the retail tenant at
this location. Upon completion of the sale, we will longer be entitled to the rental income from tbtail tenant. Rental income from this
retail tenant was approximately $2.0 million intothe years ended December 31, 2013 and 2012.

Our performance is dependent on our ability to icomatly attract and retain members at our clubs.é&fgerience attrition at our clubs
and must attract new members in order to maintaimeembership and revenue levels. In the yearsceBbeéeember 31, 2013 and 2012, our
attrition rate, including restricted members, wa$9%6 and 41.0%, respectively.

Our operating and selling expenses are comprisédtbffixed and variable costs. Fixed costs incladé and supervisory and other
salary and related expenses, occupancy costsdinglmost elements of rent, utilities,
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housekeeping and contracted maintenance expesses]las depreciation. Variable costs are primaslated to payroll associated with
ancillary club revenue, membership sales compensadvertising, certain facility repairs and ciupplies.

General and administrative expenses include cekttng to our centralized support functions, sastaccounting, insurance,
information and communication systems, purchasimgnber relations, legal and consulting fees anidestate development expenses.
Payroll and related expenses are included in araeplne item on the consolidated statement ofatps and are not included in general
administrative expenses.

As clubs mature and increase their membership fiaed,costs are typically spread over an increpasavenue base and operating
margins tend to improve. Conversely, when our mesitip base declines, our operating margins aretivefjaimpacted.

Our primary capital expenditures relate to the toietion or acquisition of new club facilities andgrading and expanding our existing
clubs. The construction and equipment costs vasgdban the costs of construction labor, as wetaplanned service offerings and size and
configuration of the facility. We perform routin@provements at our clubs and partial replacemetiteofitness equipment each year for
which we are currently budgeting approximately 3% of projected annual revenue. Expansions d¢&icefacilities are also performed
from time to time, when incremental space becoma#able on acceptable terms and utilization andaled for the facility dictate. In this
regard, facility remodeling is also considered veh@ppropriate.

From 2012 to 2013, operating income decreased 20%3 operating income included benefits of $3.Rioni resulting from insurance
proceeds collected primarily in connection withgedy damaged by Hurricane Sandy and $424,00C:cktatthe recognition of out of period
non-cash rental income, partially offset by fixesdet impairment charges totaling $714,000. In 2@&2recorded fixed asset impairment
charges totaling $3.4 million, of which $3.2 milioelated to write-offs of fixed assets for founlzs that sustained damages from Hurricane
Sandy during the fourth quarter of 2012. In 201&,did not incur any fixed asset impairment chamyesne-time transactions.

Year Ended December 31

2013 2012 2011
($ amounts in thousands

Operating incom: $40,59¢ $41,43: $35,61¢
(Decrease) increase over prior per (2.0% 16.2% 93.1%

Net income $12,32- $11,96¢ $ 6,31
(Decrease) increase over prior per 3.(% 89.5% 2,277.%

Cash flows provided by operating activit $67,38¢ $60,05: $ 74,88t
Increase (decrease) over prior pet 12.2% (19.8% 46.2%

Historically, we have focused on building or acingrclubs in areas where we believe the markendetserved or where new clubs are
intended to replace existing clubs at their leagaration. Based on our experience, a new clubgeaaxperience a significant increase in
revenues during its first three years of operatisit reaches maturity. Because there is relatittlly incremental cost associated with such
increasing revenue, there is a greater proportoinarease in profitability. We believe that theeeues and operating income of our imme
clubs will increase as they mature. In contrasérafing income margins may be negatively impaateitié near term by our planned new ¢
openings. In most cases, we are able to transfey wiathe members of closed clubs to other clubsally enhancing overall profitability.
During 2013, we completed the acquisition of thiedtp clubs in Boston, which included five clubsldour managed sites. We also
completed an acquisition of a single club in MatdratWe will continue to pursue club acquisitioppogunities as well as assess club
relocations and closures of underperforming clifs.currently are targeting to open a combined fowgix NYSC and BSC clubs in 2014
and two to four BFX Studio units.
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As of December 31, 2013, 160 of our fitness clubsamwvholly-owned by us and our consolidated finalnsiatements include the
operating results of all such clubs. Two locationg/ashington, D.C. were partly-owned by us, with profit sharing percentages
approximating 20% (after priority distributions)cad5%, respectively, and are treated as unconsetidfiliates for which we apply the
equity method of accounting. In addition, we pr@&/idanagement services at locations where we dioavet an equity interest which include
three fitness clubs located in colleges and unitiess four managed sites acquired in connectidh wiir Fitcorp acquisition in May 2013 and
one new managed site added during the fourth quair2013.

Comparable Club Revenue
We define comparable club revenue as revenue s¢ ttlabs that were operated by us for over 12 nsoatld comparable club revenue
increase (decrease) as revenue for the 13th madtthareafter as applicable as compared to the pan of the prior year.

Comparable Club Revenue
Increase (Decrease)

Full-
Quarter Year
2011
First Quarte! (0.5%
Second Quarte 1.5%
Third Quartel 3.C%
Fourth Quarte 3.4% 1.8%
2012(a)
First Quarte 4.5%
Second Quarte 2.1%
Third Quartel 1.C%
Fourth Quarte (1.1)% 1.€%
2013
First Quarte! (2.9%
Second Quarte (1.7%
Third Quartel (1.97%
Fourth Quarte (1.9% (1.8%

(a) Comparable club revenue for the third quart&0d 2 excludes $1.2 million of additional fees arider revenue realized in connection
with the termination of a long-term marketing agament with a third party in-club advertiser. Conaide club revenue for the fourth
quarter of 2013 excludes $424,000 of out of peredal income recognized resulting from the coroecof an accounting erra

Key determinants of comparable club revenue ine®é&decreases) are new memberships, member retesitds, pricing and ancillary
revenue increases (decreases).

The decline in the comparable club revenue in dletlh quarter of 2012 was in part due to the impé¢turricane Sandy on our
business, including decreases in personal tra@ambancillary revenues and a net loss of membegseXfgerienced an overall member loss of
12,000 during the fourth quarter of 2012. The lom@mber base as we started 2013 combined withdiianal loss of 13,000 members
during 2013 largely contributed to the 1.8% declineomparable club revenue for the year ended ibbee 31, 2013. For the year ended
December 31, 2013 compared to the year ended Dere3thh2012, comparable club revenue declined 8% 1Memberships at our
comparable clubs were down 2.8% and the combirfedtadf ancillary club revenue, initiation fees asttier revenue decreased 0.1% which
was partially offset by a 1.1% increase in theg@o€our dues and fees.

41



Table of Contents

Historical Club Count

Year Ended
December 31,
2013 2012 2011

Wholly-owned clubs operated at beginning of period 15¢ 15  15¢
New clubs opene — — 2
Clubs acquiret 6 — —
Clubs closec 4 = @
Wholly-owned clubs operated at end of pel 16C 156  15¢
Partly-owned clubs operated at end of pel 2 2 2
Total clubs operated at end of perioc 162 16C  16C

(1) Includes wholly-owned and partly-owned clubst lMcluded in the total club count are locatiomsttare managed by us in which we do
not have an equity interest. These managed sitéglia three managed university locations and fdditeonal managed locations
acquired in May 2013 as part of the Fitcorp acgoisias well as one new managed location addedgltine fourth quarter of 201

Results of Operations
The following table sets forth certain operatingedas a percentage of revenue for the periodsatetic

Year Ended December 31

2013 2012 2011
Revenues 100.% 100.(% 100.(%
Operating expense
Payroll and relate 37.2 37.¢ 38.C
Club operating 38.2 37.4 37.¢
General and administrati 6.C 5.C 5.€
Depreciation and amortizatic 10.z 10.2 11.C
Insurance recovery related to damaged prof (0.7) — —
Impairment of fixed asse 0.2 0.7 —
Operating incom: 8.€ 8.7 7.€
Loss on extinguishment of de 0.1 0.2 1.C
Interest expens 4.8 5.2 5.2
Equity in the earnings of investees and rentalrime (0.5 (0.5 (0.5
Income before provision for corporate income te 4.2 3.€ 1.¢
Provision for corporate income tax 1.€ 1.2 0.€
Net income 2.6% 2.5% 1.3%

42



Table of Contents

Year ended December 31, 2013 compared to year endedcember 31, 2012
Revenue
Revenue (in thousands) was comprised of the foligfor the periods indicated:

Year Ended December 31

2013 2012
Revenue % Revenue Revenue % Revenue % Variance
Membership dues $358,76: 76.2% $366,04- 76.4% (2.00%
Joining fees 14,39: 3.(% 11,59t 2.4% 24.1%
Membership revenu 373,15: 79.£% 377,63¢ 78.8% 1.2%
Personal training revent 66,36 14.1% 65,64 13.7% 1.1%
Other ancillary club revent 24,72 5.2% 29,89 6.2% (17.9%
Ancillary club revenut 91,08 19.4% 95,53¢ 20.(% (4.7%
Fees and other reven 5,98¢ 1.52% 5,80¢ 1.2% 3.1%
Total revenus $470,22" 100.(% $478,98: 100.% (1.99%

Total revenue decreased $8.8 million, or 1.8%tHeryear ended December 31, 2013 compared to #reepeled December 31, 2012 as
a result of decreases in both membership reverdi@rillary club revenue.

The prior year revenue for 2012 was impacted byeffexts of Hurricane Sandy on our business dutiegourth quarter of 2012 as a
result of lost operating days. At the height of $h@erm, 131 of our 160 clubs were closed with 1fslthat remained closed for over a week,
one club that permanently closed and one clubrdeantly reopened in December 2013. While it iy \eéfficult to estimate the impact of the
storm given the prolonged disruption in most of markets, we estimate that revenue for 2012 waativedy impacted by approximately
$1.0 million as a result of the hurricane.

For the year ended December 31, 2013, revenueatsxt&8.5 million as a result of a decrease in eoafgbe club revenue and $3.9
million related to the closure of four clubs and temporary closure of one club due to damages Hamicane Sandy (club reopened in late
December 2013). Revenue for 2012 also includechaftidrom an acceleration of in-club advertisimyenue which added approximately
$1.2 million to fees and other revenue, while 26&&nue did not have such a benefit. The effethede revenue decreases were partially
offset by a $4.5 million increase in revenue résglfrom the acquisition of new clubs during 2013.

Membership dues revenue decreased $7.3 millioheryéar ended December 31, 2013 compared to thnegdad December 31, 2012
driven primarily by the decline in membership lesvelhich accounts for approximately $12.0 milliorttodé decrease. Increased pricing offset
the decrease in membership levels for approxim#&#ly million. The impact of Hurricane Sandy cdmtitied to an overall member loss of
12,000 during the fourth quarter of 2012. The lomember base as we started 2013 combined withditiéanal loss of 13,000 members
during 2013 largely contributed to the decline iemibership and membership dues.

Joining fees revenue increased $2.8 million inyiwr ended December 31, 2013 compared to the pdadeédecember 31, 2012. The
increase in joining fees was, in part, due to fifeceof the lower estimated weighted average mesttig life of 24 months for unrestricted
members during the year ended December 31, 20hared to 28 months during the year ended DeceBihe?012. The lower amortizable
life in effect during 2013 resulted in higher jaoigifees revenue recognition as joining fees werertied over a shorter estimated average
membership life.

Personal training revenue increased $726,000 iggheended December 31, 2013 compared to theepelad December 31, 2012. T
increase was driven, in part, by the effect ofiagincrease effective
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September 1, 2013 coupled with the success of ensiopal training membership product which was laeddn June 2011 with single sess
membership product offerings and further expande2Dil2 and 2013 with multi-session personal trgimrembership products. After
experiencing a 3.4% year-over-year decline in pektraining revenue during the first half of 20p&ysonal training revenue increased 6.3%
in the second half of 2013 with third and fourtrager personal training revenue year-over-yeaeases of 5.0% and 7.8%, respectively.

Other ancillary club revenue decreased $5.2 miiliothe year ended December 31, 2013 comparectpethr ended December 31,
2012 driven primarily by a decline in revenue froor Sports Club for Kids programs and Small Grougifing.

Fees and other revenue increased $181,000 in #reepeled December 31, 2013 compared to the yeadddelcember 31, 2013.
Excluding the $424,000 out of period revision irmgiag 2013 rental revenue and the $1.2 million fiefniem the acceleration of in in-club
advertising revenue in the year ended Decembe2@Il2, fees and other revenue for the year endedrbteer 31, 2013 increased
approximately $957,000 driven by higher laundrywier revenue and increases in club management fees.

Comparable club revenue decreased 1.8% in theeyekad December 31, 2013, excluding the $1.2 milliccelerated in-club
advertising revenue recognized in the third quart&012. Memberships at our comparable clubs weven 2.8% and the combined effect of
ancillary club revenue, initiation fees and otterenue decreased 0.1% which was partially offset byl % increase in the price of our dues
and fees.

Operating Expenses
Operating expenses (in thousands) were compristtedbllowing for the periods indicated:

Year Ended December 31

2013 2012 $ Variance % Variance

Payroll and related $174,89: $181,63: $ (6,739 (3.7%
Club operating 179,68: 178,95( 733 0.4%
General and administrati 28,43: 24,13¢ 4,29: 17.8%
Depreciation and amortizatic 49,09¢ 49,39 (292) (0.6)%
Insurance recovery related to damaged prog (3,199 — (3,199 n/e%
Impairment of fixed asse 714 3,43¢ (2,722) (79.29%

Operating expense¢ $429,62° $437,54¢ $ (7,92)) (1.9%

Operating expenses decreased $7.9 million, or 1li8%ge year ended December 31, 2013 comparecktpritr year. Total months of
club operation increased 0.3%, remaining relativialycompared to last year. The principal driveithe decrease in operating expenses are
described below:

Payroll and related Payroll and related expenses for the yeare&Bidember 31, 2013 decreased $6.7 million, or 3cé¥mpared to
the year ended December 31, 2012. The prior yeaopand related expenses included a $2.5 milpagroll bonus payment made during
fourth quarter of 2012 in connection with a spedialdend payment in December 2012 compared toyeofidonus payment of $126,000
made during the fourth quarter of 2013 in connectidth a regular dividend payment in December 201® decrease in payroll and related
expenses was also due to decreases in club corangsand bonuses related to the decline in revemdiel@creases in management incentive
bonuses.

As a percentage of total revenue, payroll andedlakpenses decreased to 37.2% in the year endetnber 31, 2013 from 37.9% in
the year ended December 31, 2012.
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Club operating Club operating expenses increased $733,000486 compared to the year ended December 31, 20h2ndy due to
the $782,000 increase in rent and occupancy expeRemt and occupancy increased $1.8 million irsgéi@m the acquisition of new clubs
and one club scheduled to open in 2014 where #iselperiod commenced in October 2013. Rent ancdaocy expenses also increased $1.2
million at our existing clubs, net of a $254,00@@&se related to the reduction of rental space@tocation. These increases were offset
decrease of $2.3 million from the closure of folubs and one club that was temporarily closed duéurricane Sandy that recently reopened
in December 2013.

As a percentage of total revenue, club operatimgeses increased to 38.3% in the year ended Dec&hp2013 from 37.4% in the
year ended December 31, 20

General and administrative General and administrative expense increadeirdillion, or 17.8%, in the year ended Decemider 3
2013 compared to the year ended December 31, Zb&Pe was a $2.0 million increase in insurance egpedue in part to favorable loss
reserve adjustments in the prior year, as welhad853,000 increase in consulting and computer tmaamce expense related to the
implementation of our new club operating systenorieghand data line related expenses also incregs®4d2,000 due primarily to transition
costs related to the conversion of our communiodtites to a VOIP based system. General and admatiie expenses in the year ended
December 31, 2013 also includes $326,000 of fdaterbto our club acquisitions in Manhattan andtBosnd includes approximately
$216,000 of consulting expenses related to our BEX Studio concept.

Depreciation and amortization In the year ended December 31, 2013 comparttktyear ended December 31, 2012, depreciation
and amortization expense was relatively flat.

Insurance recovery related to damaged propertyin the year ended December 31, 2013, the Comnpallected $3.2 million of
insurance cash proceeds related primarily duedpgsty damaged by Hurricane Sandy. There were clo gtoceeds collected in the year
ended December 31, 2012.

Impairment of fixed assets In the year ended December 31, 2013, we reddiiged asset impairment charges totaling $714,000
related to three underperforming clubs. In the yrated December 31, 2012, we recorded fixed asgetiiment charges totaling $3.4
million, comprised of a $239,000 impairment charglated to one underperforming club and $3.2 nmillid additional impairments related to
the write-down of fixed assets at four clubs thattained severe damages from Hurricane Sandy.

Loss on Extinguishment of Debt

In the year ended December 31, 2013, loss on axthment of debt was $750,000 comprised of theevadf of net deferred financing
costs and debt discount related to the debt refingrin November 2013. In the year ended DecembgP@12, loss on extinguishment of ¢
was $1.0 million. The loss on extinguishment oftdeas comprised of a $464,000 write-off of net defé financing costs and debt discount
related to the August 2012 debt repricing and @ewnoff of $546,000 of net deferred financing castsl debt discount in connection with the
August 28, 2012 voluntary prepayment of $15.0 arillon our term loan facility.

Interest Expense

Interest expense decreased by $2.0 million in d& gnded December 31, 2013 compared to the ydaddecember 31, 2012
primarily due to the lower additional interest empe recognized in 2013 compared to 2012. In 20&3naurred additional interest expens
$1.2 million related to the fees incurred in thétdefinancing in November 2013 as described belov012, we incurred additional interest
expense of $3.0 million related to the repricingeaoment in August 2012 and a further amendmenbivelhber 2012.
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Provision for Corporate Income Taxes

We recorded a provision for corporate income tafe%7.4 million and $6.3 million for the years eddeecember 31, 2013 and 2012,
respectively. Our 2013 and 2012 effective tax rafe€37% and 35% in the years ended December 3B @0d 2012, respectively, were
favorably impacted by the expected benefits fromaaytive insurance arrangement.

The State of New York has, for the past severalsydseen conducting an audit of our income taxrnstfor the tax years 2006 through
2012. The State issued a proposed assessment diatedry 13, 2014 for $3.8 million, inclusive of &nillion of interest. A meeting has
been requested with the State of New York to disthis assessment. We are also under audit faatime period by the City of New York
and that audit continues to remain in discoverysphahe years from 2010 through 2012 remain opethéCity of New York. We continue
to evaluate the merits of the proposed assessmemvainformation becomes available when we meestéite authorities. The Company has
not recorded a tax reserve related to the propaseelssment. Due to the limited availability of imfation at this time, an estimate of the
reasonably possible change to unrecognized taXitengthin the next 12 months of the reportingalaannot be made.

The results for the year ended December 31, 2GIBiatlude the correction of errors that resultedri increase in tax benefits for
corporate income taxes and a related increasefénrdd tax assets in our consolidated statemeopefations and consolidated balance sheet,
respectively. In the fourth quarter of 2013, weniiféeed corrections related to temporary differemaefixed assets for state depreciation
resulting in the recognition of an income tax béreff$225,000. Also, in the fourth quarter of 20%& identified corrections related to
temporary differences in landlord allowances résglin the recognition of out of period expensé&209,000 for a net benefit to the Provis
for corporate income taxes of $16,000 in the yeded December 31, 2013. We also made out-of peatahce sheet revisions as of
December 31, 2012. The balance sheet revision tela reclassification of the deferred tax aasebciated with deferred membership costs
and the corrections related to temporary differsricdandlord allowances. As of December 31, 2@i€ net effect of the balance sheet
adjustments was a decrease in current deferreastets of $5.6 million, and increases in long-tdeferred tax assets of $6.4 million and
long-term income tax liability (included within Gghliabilities) of $860,000.

The results for the year ended December 31, 20d@de the correction of temporary differences tieatlted in an increase in benefit
for corporate income taxes and a related increadeferred tax assets in the Comparmgonsolidated statement of operations and coratet
balance sheet, respectively. In the fourth quart@012, the Company identified corrections relgtetemporary differences in fixed assets,
intangible assets and deferred revenue resultitigeimecognition of an income tax benefit of $488,0

In September 2013, the Internal Revenue Servicedsaew regulations relating to the treatment pairs effective for tax years
beginning after December 31, 2013 with early adwpfiermissible. We have opted for early adoptiothéyear ended December 31, 2013,
which has created a timing difference for the amegéd tax deduction for repairs in excess of thaklleduction.

As of December 31, 2013, we had net deferred tegta®f $28.4 million. On a quarterly basis, weeasghe weight of all available
positive and negative evidence to determine whetieenet deferred tax asset is realizable. We héterically been a taxpayer and are in a
three year cumulative income position as of Decerthe2013 for federal as well certain state judgdns. In addition, based on recent
trends, we project future income sufficient to isathe deferred tax assets during the periods whetemporary tax deductible differences
reverse. With the exception of the deductions eelab our captive insurance company for state tastate taxable income has been and is
projected to be the same as federal taxable incBemause we expect the captive insurance company tiscontinued in 2014, the
assessment of the realizability of the state defktax assets is consistent with the federal takyais above. We have state net operating loss
carry-forwards, which we believe will be realizeithin the available carry-forward period, exceptésmall net operating loss carry-forward
in Rhode Island due to the short carry-forwardquebin that state. Accordingly, we
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concluded that it is more likely than not that tfederred tax assets will be realized. If actualiiteslo not meet our forecasts and we incur
lower than expected income or losses in 2014 agdrigk then a valuation allowance against the defetaix assets may be required in the
future. In 2014, we expect our effective tax ratapproximate 36% to 39% and will be favorably icted from tax benefits derived from the
captive insurance arrangement. Upon the completidhe pending sale of our East®86 Street buildihg,effective tax rate will range from
42% to 44%.

Year ended December 31, 2012 compared to year endedcember 31, 2011

Revenue
Revenue (in thousands) was comprised of the foligfor the periods indicated:

Year Ended December 31

2012 2011
Revenue % Revenue Revenue % Revenue % Variance

Membership dues $366,04« 76.2% $364,53t 78.1% 0.4%
Joining fees 11,59t 2.4% 6,82¢ 1.4% 69.%
Membership revenu 377,63¢ 78.6% 371,36( 79.5% 1.7%
Personal training revent 65,64 13.7% 62,39« 13.2% 5.2%
Other ancillary club revent 29,89 6.2% 28,29 6.1% 5.7%
Ancillary club revenut 95,53¢ 20.(% 90,69: 19.5% 5.2%
Fees and other reven 5,80¢ 1.2% 4,89( 1.C% 18.7%
Total revenue $478,98: 100.(% $466,94. 100.(% 2.€%

Total revenue increased $12.0 million, or 2.6% tfer year ended December 31, 2012 compared toetireepnded December 31, 2011.
Revenue for 2012 included a benefit from an aceétar of in-club advertising revenue which addepragimately $1.2 million to fees and
other revenue. For the year ended December 31, 28d@nue increased $4.4 million at the two clubsned or acquired subsequent to
December 31, 2010 (both opened in the fourth quaft2011) and $7.1 million at our clubs opene@ayuired prior to December 31, 2010.
Revenue decreased $640,000 at the two clubs thatalesed subsequent to December 31, 2010.

Revenue for 2012 was impacted by the effects ofielme Sandy on our business during the fourthtquaf 2012 as a result of lost
operating days. At the height of the storm, 13bwf160 clubs were closed with 16 clubs that reedhiclosed for over a week, one club that
permanently closed and one club that recently neeghén December 2013. While it is very difficultéstimate the impact of the storm given
the prolonged disruption in most of our markets,estmate that revenue for 2012 was negatively atgubby approximately $1.0 million a
result of the hurricane.

Personal training revenue increased $3.2 milliothényear ended December 31, 2012 compared tcetireepnded December 31, 2011.
This increase was primarily due to increased mermberest in personal training sessions, increaspsoducts offered and improvements in
the selling process.

Joining fees revenue in 2012 increased $4.8 miltimmpared to 2011 due to the increasing rate oftjgifees collected over the past
four years. Joining fees collected in the year dridecember 31, 2012, 2011, 2010 and 2009 were $iillidn, $12.9 million, $7.9 million,
and $4.0 million, respectively. Joining fees amognized into revenue over the estimated averaget@eship life

Fees and other revenue increased $914,000 in ieepeed December 31, 2012 compared to the yeadddelcember 31, 2011,
primarily due to an increase in in-club advertisirgenue related to the acceleration of deferredmee recognized on a terminated

arrangement.
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Comparable club revenue increased 1.6% for thegm@ed December 31, 2012, excluding the $1.2 mibiccelerated in-club
advertising revenue recognized in the third quart&012. There was a 0.8% increase due to andserim average membership and a 1.8%
increase due to a collective increase in anciltdup revenue, initiation fees and other revenu@sehncreases were partially offset by a 1.0%
decrease in the average price of our dues and fees.

Operating Expenses

Operating expenses (in thousands) were compristtedbllowing for the periods indicated:

Year Ended December 31

2012 2011 $ Variance % Variance
Payroll and related $181,63. $177,52¢ $ 4,10/ 2.2%
Club operating 178,95( 176,46: 2,48 1.4%
General and administrati 24,13¢ 25,79¢ (1,660 (6.49)%
Depreciation and amortizatic 49,39 51,53¢ (2,145 (4.2%
Impairment of fixed asse 3,43¢ — 3,43¢ n/e%
Operating expense¢ $437,54¢ $431,32¢ $ 6,227 1.4%

Operating expenses for the year ended Decemb@032, were impacted by a 0.5% increase in the totaiths of club operation from
1,886 to 1,896, the effects of which are includethie additional descriptions of changes in opegagixpenses below.

Payroll and related This change was primarily impacted by thedeihg factors:

* A $2.5 million payroll bonus payment was made dytime fourth quarter of 2012 in connection with special dividend payment in
December 2012. Certain option holders with vestetthé-money options as of December 11, 2012 wdtkgdividend equivalent
cash bonus of $3.00 per option. No such charges mreorded in the year ended December 31, -

» Payroll overhead costs increased by $1.1 milliortHe year ended December 31, 2012 compared tgetireended December 31,
2011. There was a $1.3 million increase in overtwmstls primarily attributable to increases in tirlke employment levels and higt
overhead salaries resulting from the hiring of seMeew senior management and corporate salesrpets

As a percentage of total revenue, payroll andedlakpenses decreased to 37.9% in the year endednber 31, 2012 from 38.0% in
the year ended December 31, 2011.

Club operating This change was primarily impacted by thedwihg factors:

* Rent and occupancy expenses increased $3.5 miiflidre year ended December 31, 2012 compared tgetireended December 31,
2011. Rent and occupancy expenses increased $56&,00r two clubs that opened after December 810 2nd increased $2.7
million at our clubs that opened prior to Decem®Er2010. Rent and occupancy expenses decreas@8@Xelated to two clubs
that were closed after December 31, 2010, exclud2¥h,000 received in 2011 as an incentive payfinent a landlord in connectic
with a lease terminatiol

» The increase in rent and occupancy expenses werallyaffset by lower credit and debit card tranton fees of $1.0 million
compared to the prior year due to changes to |ff@stang the debit card processing fees that baakscharge

As a percentage of total revenue, club operatimgpeses decreased slightly to 37.4% in the yeardeDdeember 31, 2012 from 37.8%
in the year ended December 31, 2011.
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General and administrative The decrease in general and administrativeresgs for the year ended December 31, 2012 when
compared to the year ended December 31, 2011 waspally attributable to the cost reductions witlviarious general and administrative
expense accounts including a reduction in geniataility insurance, consulting and legal expensasl, office related procurement costs. As a
percentage of total revenue, general and admitiisraxpenses decreased to 5.0% in the year endeeniber 31, 2012 from 5.6% in the y
ended December 31, 2011.

Depreciation and amortization In the year ended December 31, 2012 comparttktyear ended December 31, 2011, depreciation
and amortization decreased due to a decline imlepreciable fixed asset base. Contributing toishair limited number of club openings
over the past five years. The Company has openlgdwa clubs over the past three years and thet hsse at the remaining 158 clubs is
declining as certain clubs move beyond their oegiease terms, and other fixed assets becomeduilyrtized. As a percentage of total
revenue, depreciation and amortization expensegased to 10.3% in the year ended December 31,f20h211.0% in year ended
December 31, 2011.

Impairment of fixed assets In the year ended December 31, 2012, we recdiided asset impairment charges totaling $3.4ionil
comprised of a $239,000 impairment charge relaiezhe underperforming club and $3.2 million of aiddial impairments related to the
write-down of fixed assets at four clubs that sustd severe damages from Hurricane Sandy. There mefixed asset impairment charges in
the year ended December 31, 2011.

Loss on Extinguishment of Debt

In the year ended December 31, 2012, loss on exthment of debt was $1.0 million. The loss onregtishment of debt was
comprised of a $464,000 write-off of net deferredficing costs and debt discount related to theu&ug2, 2012 debt repricing and a write-
off of $546,000 of net deferred financing costs drbt discount in connection with the August 28, 20oluntary prepayment of $15.0
million on our term loan facility.

In the year ended December 31, 2011, loss on exthment of debt was $4.9 million. The proceedmftbe 2011 Senior Credit
Facility obtained on May 11, 2011 were used to yepa remaining outstanding principal amount of 2007 Senior Credit Facility of $164.0
million and the remaining outstanding principal ambof the Senior Discount Notes of $138.45 milligve incurred $2.5 million of call
premium on the Senior Discount Notes together thiehwrite-off of $2.4 million of net deferred finaing costs related to the debt
extinguishment.

Interest Expense

In the year ended December 31, 2012, interest egpeas $24.6 million compared to $24.3 millionhie yyear ended December 31,
2011. In 2012, we incurred additional interest exgeeof $3.0 million related to the repricing ameedtrin August 2012 and a further
amendment in November 2012 to allow for an addéidiorrowing under our 2011 Senior Credit Facilifhis increase in interest expense
was partially offset by interest savings recognifzedh the lower interest rates resulting from thayM. 1, 2011 refinancing as well as a furt
interest rate reduction in August 2012 combinedhaitower average principal balance of debt outitenfor the majority of 2012.

Provision for Corporate Income Taxes

We recorded a provision for corporate income tafe6.3 million for the year ended December 31,26dmpared to a provision of
$2.7 million for the year ended December 31, 2@ effective tax rate was 35% in the year endeceber 31, 2012 compared to 30% in
the year ended December 31, 2011. The expectedifsein@m our captive insurance arrangement dee@asir effective tax rate on our pre-
tax income in the year ended December 31, 20128hd.
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The results for the year ended December 31, 20d Dacember 31, 2011 include error correctionsstlted in an increase in benefit
for corporate income taxes and a related increadeferred tax assets in our consolidated stateafergerations and consolidated balance
sheet, respectively. In the fourth quarter of 2042 jdentified corrections related to temporaryet#nces in fixed assets, intangible asset:
deferred revenue resulting in the recognition ofremome tax benefit of $483,000. In the fourth qelaof 2011, we identified adjustments
related to the tax effect of net operating lossycfarwards resulting in the recognition of an ino® tax benefit of $343,000. We do not
believe that these error corrections are matesittié current or prior reporting periods.

As of December 31, 2012, we had net deferred tsgta®f $35.1 million. Quarterly, we assess theyltedf all available positive and
negative evidence to determine whether the nermeféax asset is realizable. In 2011, the Compatyrned to profitability after sustaining
losses in 2009 and 2010. We have historically lzexxpayer and are in a three year cumulative iecpasition for federal purposes as of
December 31, 2012. In addition, based on recentissewe project future income sufficient to realize deferred tax assets during the periods
when the temporary tax deductible differences meWith the exception of the deductions relateguiocaptive insurance company for state
taxes, state taxable income has been and is pedjézte the same as federal taxable income. Besarigxpect the captive insurance
company to be discontinued in 2014, the assessofi¢imé realizability of the state deferred tax &g consistent with the federal tax anal
above. We have federal and state net operatingaludsax credit carry-forwards, which we believd i realized within the available carry-
forward period, except for a small net operatirgsloarry-forward in Rhode Island due to the shamtyeforward period in that state.
Accordingly, we concluded that it is more likehathnot that the deferred tax assets will be redlifeactual results do not meet our forecasts
and we incur lower than expected income or logs@913 and beyond, then a valuation allowance agtie deferred tax assets may be
required in the future.

Liquidity and Capital Resources

Historically, we have satisfied our liquidity negtisough cash generated from operations and vabiouswing arrangements. Principal
liquidity needs have included the acquisition ardedopment of new clubs, debt service requiremeamis,other capital expenditures
necessary to upgrade, expand and renovate exdtibg. In December 2012, we also paid a speci&l dagdend of $3.00 per share and in
December 2013 we instituted what we intend to begalar quarterly cash dividend of $0.16 per shaits the initial quarterly dividend paid
in December 2013 and the second announced in Agt204&4, which will be paid in March 2014, of $0.4ér share. While it is our intention
to pay a quarterly cash dividend in the future, determination to pay such future dividends willrbade by the board of directors and will
take into account such matters as cash on handrajesconomic and business conditions, our stratggns, our financial results and
condition, contractual, legal and regulatory resitvns on the payment of dividends by us and obsisliaries and such other factors as our
board of directors may consider to be relevant.d&eeve that our existing cash and cash equivaleath generated from operations and our
existing credit facility will be sufficient to fundapital expenditures, working capital needs, diwidi payments, and other liquidity
requirements associated with our operations thratdgast the next 12 months.

Operating Activities. Net cash provided by operating activities fog year ended December 31, 2013 was $67.4 milbompared to
$60.1 million for the year ended December 31, 2@h2ncrease of 12.2%. This increase was drivea thgcrease in cash paid for interest of
$4.0 million and cash flows from the timing of @rt payments and collections made associated witl@counts payable, accrued expenses,
accounts receivable and deferred membership cdstésdecrease in accounts receivable was primaugytd a change in our billing policy
effective January 1, 2013 related mainly to perstraming session sales that were previously sotdaccount.” These cash increases were
offset by an overall decrease in overall operateggilts.

Net cash provided by operating activities for tlearyended December 31, 2012 was $60.1 million coedpa $74.9 million for the ye
ended December 31, 2011, a decrease of 19.8%.flGastelated to
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income taxes decreased operating cash flows as@@&hlflows benefitted from a net tax refund oB$8illion while in 2012 net taxes of
$836,000 were paid. This decrease was also driygaductions in cash flows resulting from the tigiof payments and collections made
associated with prepaid expenses, accounts pagatlaccrued expenses and deferred revenues.

Investing Activities. Net cash used in investing activities increg®@d % to $30.6 million in the year ended Decendier2013
compared to the year ended December 31, 2012.tingexctivities in the year ended December 31, 2fi8sisted of capital expenditures for
the remodeling of existing clubs, the purchaseent fitness equipment and capital investment inrimfztion technology. The 2013 amount
includes approximately $16.2 million to continueufmgrade existing clubs, $8.0 million principalBlated to major renovations at clubs with
recent lease renewals and upgrading certain ctubaur UXF zones and our in-club entertainmenteayshetwork, and $1.1 million related to
our planned 2014 club openings. In addition, weegted $3.8 million to enhance our management irdbon and communication systems
and approximately $195,000 related to our warehansdaundry facility. Investing activities in tigear ended December 31, 2013 also
consisted of $2.9 million of net cash paid for #oguisition of clubs and approximately $1.4 milliebated to renovations at these clubs.
These capital investments were partially offse$By?2 million of insurance proceeds primarily in nention with insurance recoveries related
to property damages from Hurricane Sandy.

Net cash used in investing activities decrease2?270 $22.5 million in the year ended December281.,2 compared to the year ended
December 31, 2011. Investing activities in the yaated December 31, 2012 consisted primarily obaating existing clubs, the purchase
new fitness equipment and capital investment iarm&tion technology. The 2012 amount includes apprately $17.2 million to continue
upgrade existing clubs and $1.6 million principakyated to major renovations at clubs with redease renewals and upgrading certain clubs
for our UXF zones and our in-club entertainmentesysnetwork. In addition, we invested $2.9 milltmnenhance our management
information and communication systems and approtém&800,000 related to our warehouse and laufadijity.

For the year ending December 31, 2014, we currexfaly to invest between $45.0 million and $50.0iotilin capital expenditures. Tt
amount includes approximately $20.0 million to $2hillion related to potential 2014 and 2015 clyenings inclusive of amounts for our
planned openings of our new BFX Studios. Total tedygixpenditures also includes approximately $1&I0on to $20.0 million to continue 1
upgrade existing clubs and $4.0 million to $4.Sliomil principally related to major renovations atle$ with recent lease renewals and
upgrading our in-club entertainment system netwdrk.also expect to invest $3.0 million to $3.2 iaillto enhance our management
information and communication systems. We expezsddttapital expenditures to be funded by cashglmwided by operations and available
cash on hand and the after-tax proceeds from tkeofthe East 86 Street property. If such procegdsot reinvested in our business, we
may be required to pay such amounts to pay dowmwgitstanding debt, as provided under the termaio2613 Senior Credit Facility.

Financing Activities. Net cash used in financing activities decred@®17 million for the year ended December 31, 2€dr@pared to
the year ended December 31, 2012. In the year ebdeember 31, 2013, we were not required to makedfularly scheduled quarterly
principal payments pursuant to our previous 20IrhiTlieoan Facility (defined below) as a result ofduntary prepayment made in August
2012 of $15.0 million. In addition, the second adrent to our previous 2011 Senior Credit Facilitgf{ned below) in November 2012
waived the requirement to pay the excess cashglmyment that was due on March 31, 2013. On Noverm®e?013, we refinanced our long-
term debt. In connection with the refinancing, wpaid the remaining principal amounts of the 20&dnTLoan Facility of $315.7 million
received $323.4 million under the 2013 Term Loaucilfg (defined below), net of original issue dissd (“OID”) of $1.6 million. In
connection with the debt refinancing, we paid $6illion in debt issuance costs. We also receive@DJB0O0 related to proceeds from stock
option exercises in the year ended December 313,2@ile in the year ended December 31, 2012 weived $2.4 million. In the year ended
December 31, 2013, we also paid $4.0 million ofdBwnds comprised of a quarterly dividend of $3.8iom and $296,000 of dividends paid
on the vesting of restricted stock. This compahnesspecial dividends paid totaling $70.3 milliortlie year ended December 31, 2012.
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Net cash used in financing activities increased4idllion for the year ended December 31, 2012 gared to the year ended
December 31, 2011. In the year ended December03®, 2ve made principal payments of $36.0 milliortlem 2011 Term Loan Facility, of
which $15.0 million was related to a voluntary mement made in August 2012. In connection withréicing amendment in August 20:
we paid related financing costs of $2.7 million. Bovember 14, 2012, we made further amendmentset@@11 Senior Credit Facility to,
among other things, allow for the borrowing of aoremental term loan of $60.0 million which wasdigmgether with cash-on-hand to pay a
special dividend in December 2012 of $70.3 millidhe net proceeds from the incremental term loare\$89.7 million, net of OID of 0.50
or $300,000. In connection with the execution @ Hdditional amendment, we paid additional finagaiosts of $640,000 related to a 0.25%
amendment fee and incurred debt issuance costE26f#0. We also received $2.4 million relatedrtacpeds from stock option exercises in
the year ended December 31, 2012. In the year dbdeember 31, 2011, we made principal paymentd4fl$million on the 2007 Term
Loan Facility (defined below). On May 11, 2011, veéinanced our long-term debt. In connection wite May 11, 2011 refinancing, we
repaid the remaining principal amounts of the 208im Loan Facility of $164.0 million and the SenRiscount Notes (defined below) of
$138.5 million and received $297.0 million undez 2011 Term Loan Facility, net of the OID of $3.0lion. We also paid $8.1 million in
debt issuance costs in connection with this refiivemn In addition, we repaid $8.3 million in pripel on the 2011 Term Loan Facility. We
also received $479,000 related to proceeds frooksiptions exercises in the year ended Decembez(11,.

2013 Senior Credit Facility

On November 15, 2013, TSI, LLC, an indirect, whadyned subsidiary, entered into a $370.0 millionisesecured credit facility
(2013 Senior Credit Facility”), among TSI, LLC, THoldings Il, LLC, a newly-formed, wholly-owned ksidiary of the Company
(“Holdings 11"), as a Guarantor, the lenders pahgreto, Deutsche Bank AG, as administrative agamt,Keybank National Association, as
syndication agent. The 2013 Senior Credit Facildpsists of a $325.0 million term loan facility mehg on November 15, 20202013 Tern
Loan Facility”) and a $45.0 million revolving lodacility maturing on November 15, 2018 (“2013 Raxng Loan Facility”). Proceeds from
the 2013 Term Loan Facility of $323.4 million wasued, net of an OID of 0.5%, or $1.6 million. Delsuance costs recorded in connection
with the 2013 Senior Credit Facility was $5.1 roifliand will be amortized as interest expense améhatuded in other assets in the
accompanying consolidated balance sheets. Thegatedeom the 2013 Term Loan Facility were usedaty @ff amounts outstanding under
our previously outstanding long-term debt facitityginally entered into on May 11, 2011 (as amenfdech time to time), and to pay related
fees and expenses. None of the revolving loanifiagiis drawn upon as of the closing date on Nowamb, 2013, but loans under the 2013
Revolving Loan Facility may be drawn from time tmé pursuant to the terms of the 2013 Senior Crealiflity. The borrowings under the
2013 Senior Credit Facility are guaranteed anchtadhlized by assets and pledges of capital stp¢kaidings Il, TSI, LLC, and, subject to
certain customary exceptions, the wholly-owned detioesubsidiaries of TSI, LLC.

Borrowings under the 2013 Term Loan Facility anel 2013 Revolving Loan Facility, at TSI, LLC’s opticbear interest at either the
administrative agent’s base rate plus 2.5% or &0RBate adjusted for certain additional costs {Ehgodollar Rate”) plus 3.5%, each as
defined in the 2013 Senior Credit Facility. Witlspect to outstanding term loans, the EurodollaeRas a floor of 1.00% and the base rate
has a floor of 2.00%. Commencing with the last bess day of the fiscal quarter ending March 314208l, LLC is required to pay 0.25%
of the principal amount of the term loans each guiawhich may be reduced by voluntary prepayments.

The terms of the 2013 Senior Credit Facility previdr a financial covenant in the situation whére tilization of the revolving loan
commitments (other than letters of credit up tb$8illion at any time outstanding) exceeds 25%hef¢commitment. In such event, TSI, LLC
is required to maintain a total leverage ratiogefined in the 2013 Senior Credit Facility, of mneater than 4.50:1.00. The 2013 Senior Credit
Facility also contains certain affirmative and nagacovenants, including covenants that may lionitestrict TSI, LLC and Holdings II's
ability to, among other things, incur indebtednasg other liabilities; create liens; merge or cdidste; dispose of assets; make investments;
pay dividends and make payments to shareholdelsee ma

52



Table of Contents

payments on certain indebtedness; and enter itedeseseback transactions, in each case, subjeettain qualifications and exceptions. The
2013 Senior Credit Facility also includes customargnts of default (including non-compliance whie tovenants or other terms of the 2013
Senior Credit Facility) which may allow the lendérgerminate the commitments under the 2013 Réwglizoan Facility and declare alll
outstanding term loans and revolving loans immedtliadue and payable and enforce its rights as @asdereditor.

TSI, LLC may prepay the 2013 Term Loan Facility 043 Revolving Loan Facility without premium omadty in accordance with t
2013 Senior Credit Facility except that a premium.0% is payable for any prepayments made pridiay 15, 2014 in connection with a
repricing transaction that reduces the effectiwddyof the initial term loans. Mandatory prepaynsegnte required relating to certain asset <
insurance recovery and incurrence of certain aflebt and commencing in 2015 in certain circumstamekating to excess cash flow (as
defined) for the prior fiscal year, as describebblyein excess of certain expenditures. The 20T8@&redit Facility contains provisions tt
require excess cash flow payments, as defineck tpplied against outstanding 2013 Term Loan Fadiillances. The excess cash flow is
calculated annually commencing with the fiscal yerding December 31, 2014 and paid 95 days afeécfigbal year end. The applicable
excess cash flow repayment percentage is applittetexcess cash flow when determining the excests flow payment. Earnings, changes
in working capital and capital expenditure levdlsrapact the determination of any excess cash flble applicable excess cash flow
repayment percentage is 50% when the total levaedge as defined in the 2013 Senior Credit Fggikxceeds 2.50:1.00; 25% when the
total leverage ratio is greater than 2.00:1.00/és4 than or equal to 2.50:1.00 and 0% when tla leterage ratio is less than or equal to
2.00:1.00. The total leverage ratio as of Decer3fie2013 was 3.07:1.00. There will be no excesk flas payment required until April
2015.

As of December 31, 2013, the 2013 Term Loan Fgdikits a gross principal balance of $325.0 millinod a balance of $314.9 million,
net of unamortized debt discount of $10.1 milliohieh is comprised of the unamortized portions ef @D recorded in connection with the
May 11, 2011 debt issuance and the unamortizechbalef the additional debt discounts recorded imeation with the First Amendment ¢
Second Amendment to the 2011 Senior Credit Facdiggcribed below. The unamortized debt discoulatnoa is recorded as a contra-
liability to long-term debt on the accompanying solidated balance sheet and is being amortizedtaest expense using the effective
interest method. As of December 31, 2013, the umégzed balance of debt issuance costs of $4.4anills being amortized as interest
expense, and is included in other assets in thengganying consolidated balance sheets.

As of December 31, 2013, there were no outstan2lri® Revolving Loan Facility borrowings and outstiag letters of credit issued
totaled $3.0 million. The unutilized portion of tB813 Revolving Loan Facility as of December 3112®Was $42.0 million.

2011 Senior Credit Facility

TSI, LLC’s previously outstanding senior secureelddr facility was originally entered into on May,12011 (as amended from time to
time) and consisted of a $350.0 million senior sedicredit facility (“2011 Senior Credit Facilityomprised of a $300.0 million term loan
facility (2011 Term Loan Facility”) scheduled toature on May 11, 2018 and a $50.0 million revolMiman facility scheduled to mature on
May 11, 2016 (“2011 Revolving Loan Facility"Jhe 2011 Term Loan Facility was issued at an OIR.6%6 or $3.0 million and debt issuai
costs recorded in connection with the 2011 Senied(t Facility were $8.1 million. The proceeds fréine 2011 Term Loan Facility were us
to pay off amounts outstanding under a previoustgtanding long-term debt facility entered int®B07 (“2007 Senior Credit Facility), to
pay the redemption price on outstanding 11% satigmount notes due in 2014 (“Senior Discount Notesid to pay related fees and
expenses. In the year ended December 31, 201 lgtosstinguishment of debt totaling $4.9 millionss@corded in connection with the debt
refinancing on May 11, 2011 and consisted of thigevoff of unamortized debt costs of $1.6 milliaated to the 2007 Senior Credit Facility
and the Senior Discount Notes, $777,000 of

53



Table of Contents

costs related to the 2011 Senior Credit Facility arcall premium of $2.5 million related to thelgaedemption of the Senior Discount Not

The 2011 Senior Credit Facility was first amendaddogust 22, 2012 (“First Amendment”) to reduce tiven-current interest rates on
the 2011 Term Loan Facility by 125 basis points alsd convert the existing voluntary prepaymentgftgrprovision from a “101 hard call”
provision (which required the payment of a 1% fadtee amount of any term loans that are voluntgmigpaid), originally scheduled to enc
May 2013, to a “101 soft call” provision (which rged the payment of a 1% fee on the amount oftamy loans repaid in connection with a
refinancing or repricing transaction) ending in Agg2013, and subsequently extended by the Novel#dh&012 amendment to November
2013. All other principal provisions, including &ty and covenants under the then-existing 201iid8e€Credit Facility remained unchanged
in all material respects. The First Amendment wdgexct to the consent of term loan lenders. Monsenting term loan lenders with term |
principal outstanding totaling $13.8 million weeptaced with replacement term loan lenders in a@execute the First Amendment. In
connection with the pay off of non-consenting téoan lenders, during the year ended December 32,20e recorded a loss on
extinguishment of debt of $464,000 consisting efwrite-offs of the related portions of unamortized debtiznce costs and OID of $260,(
and $204,000, respectively. In addition, we recdradditional debt discount of $2.7 million relatech 1.00% amendment fee paid to
consenting lenders and recognized additional iatenepense totaling $1.4 million related primatdybank and legal related fees paid to third
parties to execute the First Amendment.

Subsequent to the effective date of the First Amett, we made a voluntary prepayment of $15.0 oniliin the 2011 Term Loan
Facility. In connection with this voluntary prepagm, during the year ended December 31, 2012, eggded loss on extinguishment of debt
of $546,000, consisting of the write-offs of théated portions of unamortized debt issuance caxtsdabt discount of $269,000 and
$277,000, respectively.

On November 16, 2012, TSI, LLC entered into a Sdd@mendment (“Second Amendment”) to the 2011 Se@iedit Facility. Under
the Second Amendment, TSI, LLC borrowed an addii®®0.0 million incremental term loan issued atdb of 0.50% or $300,000. The
new borrowings were used, together with cash om hanpay a special cash dividend to our stockhsldacluding an equivalent cash bonus
payment to certain option holders, on DecembefQ12. In addition, the Second Amendment providedfaaiver of any prepayment
required to be paid using our excess cash flowhfemperiod ended December 31, 2012, amended thieted payments covenant to permit
the payment of the dividend and cash bonus paynaentpermitted adjustments to our calculation afsotidated EBITDA with respect to
the cash bonus payment and with respect to feesxgehses associated with certain permitted tréiosacIn connection with the execution
of the Second Amendment, we recorded additional disbount of $639,000 related to a 0.25% amendfieentdebt issuance costs of
$125,000 and additional interest expense totalihg #illion related primarily to bank, arrangemant legal fees paid to third parties.

Repayment of 2011 Senior Credit Facility

Contemporaneously with entry into the 2013 Seni@d@ Facility, TSI, LLC repaid the outstandingraripal amount of the 2011 Term
Loan Facility of $315.7 million. The 2011 Term LoBacility was set to expire on May 11, 2018. Theege no outstanding amounts under
the 2011 Revolving Loan Facility as of November 2813, the date of the initial borrowing under #84.3 Senior Credit Facility. The 2011
Term Loan Facility was repaid at face value of $31&illion plus accrued and unpaid interest of $800 and letter of credit fees and
commitment fees of $67,000. The total cash paibimection with this repayment was $316.6 millismo&November 15, 2013 with no early
repayment penalty. We determined that the 2013d8&riedit Facility was not substantially differeahin the 2011 Senior Credit Facility for
certain lenders based on the less than 10% differencash flows of the respective debt instrumehtgortion of the transaction was
therefore accounted for as a modification of th#128enior Credit Facility and a portion was accedror as an extinguishment. As of
November 15, 2013, we recorded loss on extinguishimiedebt of approximately $750,000, representitegwrite-off of the remaining
unamortized debt costs and debt discount relatéukto
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portion of the 2011 Senior Credit Facility that veesounted for as an extinguishment, and is incudéoss on extinguishment of debt in the
accompanying consolidated statements of operatiorthe year ended December 31, 2013.

Repayment of 2007 Senior Credit Facility

Contemporaneously with entry into the 2011 Seni@d@ Facility, TSI, LLC repaid the outstandingmaripal amount of the 2007 Term
Loan Facility of $164.0 million. The 2007 Term LoBacility was set to expire on the earlier of Feloyw27, 2014, or August 1, 2013, if the
Senior Discount Notes were still outstanding. Theeee no outstanding amounts under the 2007 Rengldan Facility as of such date. The
2007 Term Loan Facility was repaid at face valuss giccrued and unpaid interest of $447,000 andé&&®d to the letters of credit of
$27,000. The total cash paid in connection witk tepayment was $164.5 million as of May 11, 20ith wo early repayment penalty. We
determined that the 2011 Senior Credit Facility wassubstantially different than the 2007 Senicedit Facility for certain lenders based on
the less than 10% difference in cash flows of #gpective debt instruments. A portion of the tratiesa was therefore accounted for as a
modification of the 2007 Senior Credit Facility amgortion was accounted for as an extinguishnfenof May 11, 2011, we recorded
refinancing charges of approximately $634,000,asenting the write-off of the remaining unamortiziedbt costs related to the 2007 Senior
Credit Facility, which is included in loss on exgiishment of debt in the accompanying consolidatattments of operations for the year
ended December 31, 2011.

Redemption of Senior Discount Notes

A portion of the proceeds from the 2011 Senior @redcility were also used to pay the remainingngipal amount on the Senior
Discount Notes of $138.5 million plus a call premiof 1.833% of the principal amount thereof totglapproximately $2.5 million and
accrued interest of $5.5 million. The accrued seincluded interest through May 11, 2011 of $4ition, plus 30 days of additional intert
of $1.3 million, representing the interest chargerny the 30 day notification period. We determirieat the 2011 Senior Credit Facility was
substantially different than the Senior Discountd$o As of May 11, 2011, we wrote-off unamortizededred financing costs of
approximately $916,000 related to the redemptiothefSenior Discount Notes, which is included isslon extinguishment of debt in the
accompanying consolidated statements of operatirthe year ended December 31, 2011.

Financial Instruments

In our normal operations, we are exposed to maigles relating to fluctuations in interest ratesokder to minimize the possible
negative impact of such fluctuations on our castvél we may enter into derivative financial instrumse(“derivatives”), such as interest-rate
swaps. Any instruments are not entered into falitigi purposes and we only use commonly tradedunstnts. Currently, we have used
derivatives solely relating to the variability aigh flows from interest rate fluctuations.

We originally entered into our interest rate swapmgement on July 13, 2011 in connection with2@&1 Senior Credit Facility. We
entered into an interest rate swap arrangementwéifectively converted $150.0 million of our vdiie-rate debt based on a one-month
Eurodollar rate to a fixed rate of 1.983%, or altdiked rate of 7.483%, on this $150.0 million whecluding the applicable 5.50% margin
that was in effect under the 2011 Senior Crediilfdaat that time. In August 2012, we amended térens of the 2011 Senior Credit Facility
to, among other things, reduce the applicable maygiEurodollar rate loans from 5.50% to 4.50% @athlice the interest rate floor on
Eurodollar rate loans from 1.50% to 1.25%. In coacjion with the First Amendment to the 2011 Seflozdit Facility in August 2012, the
interest rate swap arrangement was amended toedde®ne-month Eurodollar fixed rate from 1.988%.783%, or a total fixed rate of
6.283% when including the applicable 4.50% margirearodollar rate loans in effect under the 2014i@eCredit Facility at that time. On
November 14, 2012, we further amended the ternisen?011 Senior Credit Facility to, ama
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other things, allow for the borrowing of a $60.0limn incremental term loan. In connection with thecond Amendment to the 2011 Credit
Facility, we further amended the interest rate steapcrease the notional amount to $160.0 milaod extended the maturity of the swap to
from July 13, 2014 to May 13, 2015. In additiorg tne-month Eurodollar fixed rate was lowered fthi#83% to 1.693%, or a total of
6.193% when including the applicable 4.50% margirearodollar rate loans in effect under the 2014i@eCredit Facility at that time. In
connection with entering into the 2013 Senior Qrédkility, we amended and restated the interéstswap arrangement it initially entered
into on July 13, 2011 (and amended in August 2Git2November 2012). Effective as of November 15,3@e closing date of the 2013
Senior Credit Facility, the interest rate swap wilhtinue to have a notional amount of $160.0 orilland will mature on May 15, 2018. The
swap effectively converts $160.0 million of the $32million total variable-rate debt under the 2@khior Credit Facility to a fixed rate of
5.384%, when including the applicable 3.50% marg&permitted by FASB Accounting Standards Codffaa (“ASC”) 815, Derivatives
and Hedging, we have designated this swap as dloashedge, the effects of which have been refidéh our consolidated financial
statements as of and for the years ended Decerib8083, 2012 and 2011. The objective of this hasige manage the variability of cash
flows in the interest payments related to the partf the variable-rate debt designated as beidgéduk

When our derivative was executed hedge accountagydeemed appropriate and it was designated ahdloe hedge at inception
with re-designation being permitted under ASC &é&ivatives and Hedging. Interest rate swaps asegdated as cash flow hedges for
accounting purposes since they are being usednefarm variable interest rate exposure to fixédrest rate exposure on a recognized
liability (debt). On an ongoing basis, we performuarterly assessment of the hedge effectivenetbedfedge relationship and measure and
recognize any hedge ineffectiveness in the coras@distatements of operations. For the years ebdeember 31, 2013, 2012 and 2011,
hedge ineffectiveness was evaluated using the hgfioal derivative method. There was no hedge éetiffeness in the years ended
December 31, 2013 and 2011, and the amount reflategidge ineffectiveness for the year ended DeceBhe2012 was de minimis.

Counterparties to our derivatives are major bankisgtutions with credit ratings of investment desor better and no collateral is
required, and there are no significant risk coneiuns. We believe the risk of incurring lossesddenivative contracts related to credit risk is
unlikely.

As of December 31, 2013, we were in compliance withdebt covenants in the 2013 Senior Credit FaciThese covenants may limit
TSI, LLC’s ability to incur additional debt. As &fecember 31, 2013, permitted borrowing capacit$4¥.0 million was not restricted by the
covenants.

As of December 31, 2013, we had $73.6 million aficand cash equivalents. Financial instrumentspibi@ntially subject us to
concentrations of credit risk consist of cash aaghaequivalents. Although we deposit our cash mibhe than one financial institution, as of
December 31, 2013, $54.2 million was held at onarfcial institution. We have not experienced asgés on cash and cash equivalent
accounts to date and we do not believe that, bais¢lde credit ratings of the aforementioned instins, we are exposed to any significant
credit risk related to cash at this time.

Consolidated Debt

As of December 31, 2013, our total principal amafrdebt outstanding was $325.0 million. This sahsal amount of debt could have
significant consequences, including:

» making it more difficult to satisfy our obligatiomgth respect to our outstanding indebtedn
 increasing our vulnerability to general adverseneooic and industry condition

« limiting our ability to obtain additional financing fund future working capital, capital expendésiy acquisitions of new clubs and
other general corporate requiremel

* requiring a substantial portion of our cash floanfroperations for the payment of interest on otlat,dehich is variable on our 2013
Revolving Loan Facility and partially variable oard2013 Term Loal
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Facility, and/or principal pursuant to excess déslv requirements and reducing our ability to use cash flow to fund working
capital, capital expenditures and acquisitionseat glubs and general corporate requireme

* increasing our vulnerability to interest rate flumtions in connection with borrowings under our2&Enior Credit Facility, some of
which are at variable interest rat

* limiting our ability to refinance our existing inbiedness on favorable terms, or at all;
« limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhioh we operate

These limitations and consequences may placeais@npetitive disadvantage to other less-leverageatpetitors.

We believe that we have, or will be able to, obt@igenerate sufficient funds to finance our curggrerating and growth plans through
the next 12 months. Any material acceleration gra@sion of our plans through newly constructed €lbacquisitions (to the extent such
acquisitions include cash payments) may requir® psirsue additional sources of financing priotht® end of 2014. There can be no
assurance that such financing will be availablghat it will be available on acceptable terms.

Contractual Obligations and Commitments
The aggregate long-term debt and operating ledsgatibns as of December 31, 2013 were as follows:

Payments Due by Period (in thousands

Less than More than
Contractual Obligations(4) Total 1 Year 1-3 Years 3-5 Years 5 Years
Long-term debt(1) $ 325,00( $ 3,25( $ 6,50( $ 6,50( $308,75(
Interest payments on lo-term debt(2 104,54t 16,20( 31,95¢ 30,22 26,17:
Operating lease obligations( 654,83¢ 88,98: 169,50( 138,00 258,34¢
Total contractual cash obligatio $1,084,38 $108,43: $207,95¢ $174,73( $593,27(
Notes:

(1) Principal amounts paid each year will increasermsial excess cash flow amounts are required (asided above). There are no exc
cash flow payments required until April 20:

(2) Based on interest rates pursuant to the 2013 Te@n Eacility and the interest swap agreement &eoémber 31, 201

(3) Operating lease obligations include base raht €ertain leases provide for additional rentduzhsn real estate taxes, common area
maintenance and defined amounts based on the mgerasults of the lesse

(4) The table above does not include any futuréggabibns that would result in connection with tladesagreement that was entered in
December 2013 related to the sale of our propedsted on East 86th Street in New York as thisisadebject to adjustment, and is
expected to close on or about March 31, 2!

The following longterm liabilities included on the consolidated bakasheet are excluded from the table above: indares (including
uncertain tax positions), insurance accruals ahdraiccruals. We are unable to estimate the timiqmyments for these items.
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In recent years, we have typically operated wittoaking capital deficit. We had working capital $#7.8 million at December 31, 20
as compared with a working capital deficit of $1#lion at December 31, 2012. Major componentswfworking capital on the current
liability side are deferred revenues, accounts plgyaccrued expenses (including, among othersy@daonstruction in progress and
equipment, payroll and occupancy costs) and thertiportion of long-term debt. As of December 2112, these current liabilities more
than offset the main current assets, which con$isash and cash equivalents, accounts receivatdpaid expenses and other current assets,
and the current portion of deferred tax assetsimeays underlying the current liability for defernedyenue are generally not held as cash and
cash equivalents, but rather are used for our basineeds, including financing and investing comeitts, which use contributes to the
working capital deficit. The deferred revenue lidpirelates to dues and services paid-in-full divance and joining fees paid at the time of
enrollment and totaled $33.9 million and $37.1 imillat December 31, 2013 and 2012, respectiveiginipfees received are deferred and
amortized over the estimated average memberskipfi& club member. Prepaid dues are generallizeghbver a period of up to twelve
months, while fees for prepaid services normaleyraalized over a period of one to nine monthgdmods when we increase the number of
clubs open and consequently increase the leveayrhpnts received in advance, we would expect toneeeased deferred revenue balances.
By contrast, any decrease in demand for our senaceeductions in joining fees collected would édlve effect of reducing deferred revenue
balances, which would likely require us to rely mbeavily on other sources of funding. In eithesegca significant portion of the deferred
revenue is not expected to constitute a liabihigt tmust be funded with cash. At the time a merjdies our club, we incur enrollment cost
portion of which are deferred over the estimategtage membership life. These costs are recordadomg-term asset and as such do not
offset working capital. Should we record a workaapital deficit in future periods, as in the pag, will fund such deficit using cash flows
from operations and borrowings under our 2013 Sadiedit Facility. We believe that these sourcdslvg sufficient to cover such deficit.

Recent Changes in or Recently Issued Accounting Stdards

For details of applicable new accounting standgidsse, see Note 4 — Recent Accounting Pronounusnae our consolidated
financial statements in this Annual Report.

Use of Estimates and Critical Accounting Policies

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America
requires management to make estimates and assas it affect the reported amounts of assetsiabitities and disclosure of contingent
assets and liabilities at the dates of the findrst&ements and the reported amounts of revemgesxpenses during the reporting periods.
Actual results could differ from those estimates.

Our most significant assumptions and estimateserétaestimated average membership life, the dilmeand fair value ascribed to
fixed and intangible assets, the useful lives afjlberm assets, recoverability and impairmentxddiand intangible assets, valuation of and
expense incurred in connection with stock optieafjation of interest-rate swap arrangements, legatingencies, estimated self-insurance
reserves, and valuation of deferred income taxes.

Estimated average membership life Our one-time member joining fees and a portibrelated direct expenses, up to the amount of
total deferred joining fees, are deferred and re@agl on a straightne basis in operations over our current estimatezgtage membership |
of 23 months for our unrestricted members and 28thsofor our restricted members. We monitor factbad might affect the estimated
average membership life including retention trerdisition trends, membership sales volumes, mestijgicomposition, competition, and
general economic conditions, and adjust the estimata quarterly basis. The estimated average nrshipdife could increase or decrease in
future periods. Consequently, deferred initiatieas and direct expenses would increase or decaeasalingly.
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Fixed and intangible assets. Fixed assets are recorded at cost and depdaata straight-line basis over the estimatedulifieés of
the assets, which are 30 years for building anddargments, five years for club equipment, furnifdbetures, flooring and computer
equipment and three to five years for computemsatt. Leasehold improvements are amortized oveshbeer of their estimated useful liv
or the remaining period of the lease. Expenditfmesnaintenance and repairs are charged to opagadéis incurred. The cost and related
accumulated depreciation, or amortization of assgised or sold, are removed from the respectoaants and any gain or loss is recogn
in operations. The costs related to developing amilications, developing web pages and installiengetbped applications on the web sen
are capitalized and classified as computer softvi&lieb site hosting fees and maintenance costsxpeneed as incurred.

Long-lived assets, such as fixed assets and iingssets are reviewed for impairment when evantgcumstances indicate that the
carrying value may not be recoverable. Our longdiassets are grouped at the individual club hetéth is the lowest level for which there
are identifiable cash flows. Estimated undiscoumegkected future cash flows are used to deterrhigne asset group is impaired, in which
case the asset’s carrying value would be reducéd fair value, calculated using discounted cdsWg. Projected cash flows are based on
internal budgets and forecasts through the enadi eespective lease. The most significant assomptn those budgets and forecasts relate
to estimated membership and ancillary revenudtiattrrates, and maintenance capital expenditwrbgh are generally estimated at
approximately 3% to 5% of total revenue. Actualhclisws realized could differ from those estimaged could result in asset impairments in
the future. See Note 5 — Fixed Assets to our catatad financial statements in this Annual Repotte unforeseen to poor performance and
lower than expected membership results experieimcéainuary 2014, the Company anticipates havirgdfixsset impairment in the first
quarter of 2014.

Goodwill has been allocated to reporting units thasely reflect the regions served by our foudéraames: New York Sports Clubs
(“NYSC"), Boston Sports Clubs (“BSC”), Washingtop@ts Clubs (“WSC") and Philadelphia Sports CIulBsSC"), with certain more
remote clubs that do not benefit from a regionastr being considered single reporting units (f@uClubs”) and our three clubs located in
Switzerland (“SSC”)We have one Outlier Club with goodwill. The BSC, @/8nd PSC regions do not have any goodwill as aeber 31
2013. The carrying value of goodwill was allocateaur reporting units pursuant to FASB guidance.

As of February 28, 2013 and February 29, 2012, evéopmed our annual impairment test of goodwille$é impairment tests supported
the recorded goodwill balances and as such no imgait of goodwill was required. The valuation afimgible assets requires assumptions
and estimates of many critical factors, includiagenue and market growth, operating cash flowsdiswbunt rates. We will complete an
interim evaluation of the goodwill by reporting tiifia triggering event exists. The determinatisni@whether a triggering event exists that
would warrant an interim review of goodwill and wiher a write-down of goodwill is necessary involeggnificant judgment based on short-
term and long-term projections of the Company.

Legal contingencies. In accordance with FASB guidance, we determihether to disclose and accrue for loss contingsneased on
an assessment of whether the risk of loss is remedsonably possible or probable. Our assesswéet/eloped in consultation with our
outside counsel and other advisors and is basea @amalysis of possible outcomes under varioutegiies. Loss contingency assumptions
involve judgments that are inherently subjectivd aan involve matters that are in litigation, whibly its nature are unpredictable. We
believe that our assessment of the probabilitps$ kcontingencies is reasonable, but because stitfjectivity involved and the unpredicta
nature of the subject matter at issue, our assedgsmay prove ultimately to be incorrect, which abuoiaterially impact the consolidated
financial statements.

Self-insurance reserves. We limit our exposure to casualty losses onriaisce claims by maintaining liability coverage jsgbto
specific and aggregate liability deductibles. Sedurance losses for claims filed and claims inetitsut not reported are accrued based uj
number of factors including sales estimates fohéasurance year, claim amounts, claim settlemamtisnumber of claims, our historical loss
experience and valuations provided by independerd-party consultants. To the extent that estithatf-insurance losses
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differ from actual losses realized, our insurareserves could differ significantly and may resnleither higher or lower insurance expens
future periods.

Deferred income taxes. As of December 31, 2013, our net deferred tmets totaled $28.4 million. These net assets septe
cumulative net “temporary differences” that wilktdt in tax deductions in future years. Quarteng,assess whether a valuation allowance is
required based on the weight of all positive anglatige evidence to determine whether it is moreljikhan not that the net deferred tax asset
will be realized. We have historically been a tapgraand are in a three year cumulative income joosés of December 31, 2013 for both
federal and certain state jurisdictions. In additibased on recent trends, we project future inceurfficient to realize the deferred tax assets
during the periods when the temporary tax dedwtiifferences reverse. With the exception of thdudgons related to our captive insurance
company for state taxes, taxable income has begisgrojected to be the same as federal taxabtarie. Because we expect to discontinue
the captive insurance company as of December 3Y4,28e assessment of realizability of the staferdced tax assets is consistent with the
federal tax analysis above. We have state net tpgiass carry-forwards which we believe will lealized within the available carfgrward
period, except for a small net operating loss fodia Rhode Island due to the short carry forwaedqu in that state. Accordingly, we
concluded that it is more likely than not that tfederred tax assets will be realized. If actualiitesdo not meet our forecasts and we incur
losses in 2014 and beyond, a valuation allowana@eagthe deferred tax assets may be requireckifutire.

FASB guidance related to accounting for uncertaindositions prescribes a recognition thresholdraadsurement attribute for a tax
position taken or expected to be taken in a taxmeind also provides guidance on de-recognitilassdication, interest and penalties,
accounting in interim periods, disclosure and fiteors We recognize interest and penalties accre&ted to unrecognized tax benefits in
income tax expense.

Inflation

Although we cannot accurately anticipate the efééénflation on our operations, we believe thdtation has not had a material impact
on our results of operations or financial conditiBhould there be periods of high inflation in fheire, our results of operations or financial
condition would be exposed to the effects of imfiat such as higher rents for our leases undetasmaterms based on the consumer price
index and higher interest expense on the variatéepgortion of our debt.

ltem 7A.  Quantitative and Qualitative Disclosures About MagkRisk

Our debt is effectively at both fixed and variatdées so that we are exposed to market risks megtitbm interest rate fluctuations. We
regularly evaluate our exposure to these riskstakel measures to mitigate these risks on our claget! financial results. We do not
participate in speculative derivative trading.

Borrowings for the 2013 Term Loan Facility are éoreimonth periods in the case of Eurodollar borrowiri@gr exposure to market ri
for changes in interest rates relates to intergstrese on variable rate debt. As of December 313 28e had $325.0 million of outstanding
borrowings under our 2013 Term Loan Facility of @h#6160.0 million of this variable rate debt is ed to a fixed rate under an interest rate
swap agreement. Changes in the fair value of tieeast rate swap derivative instrument is recomtezh period in accumulated other
comprehensive income (loss). Based on the amoumirofariable rate debt and our interest rate ssaggpement as of December 31, 2013, a
hypothetical 100 basis point interest increase dbalve increased our interest cost by approxim&asp,000.

For additional information concerning the term®of 2013 Term Loan Facility, see Note 9 — Long-Té@ebt to our consolidated
financial statements in this Annual Report.

Item 8. Statements and Supplementary Dz
Financial

Our Financial Statements appear following the digreapage hereto, are incorporated herein by neferand are listed in the index
appearing under Item 15.
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Item 9. in and Disagreements with Accountants on Accountiagd Financial Disclosure
Changes

None

Item 9A. and Procedure:
Controls

Evaluation of Disclosure Controls and Procedures: Disclosure controls and procedures are desigmedsure that the information
required to be disclosed in reports filed or subediunder the Exchange Act is recorded, processmmarized and reported within the time
periods specified in the SEC’s rules and formsthaati such information is accumulated and commued& management, including the
Chief Executive Officer and the Chief Financial io&f, as appropriate, to allow timely decisionsareling required disclosure. Any controls
and procedures, no matter how well designed anchtgzk can provide only reasonable assurance \danh the desired controls.

As of December 31, 2013, we carried out an evalnatinder the supervision and with the participatibour management, including
the Chief Executive Officer and the Chief Financ€Mificer, of the effectiveness of the design andration of our disclosure controls and
procedures (as such term is defined in Rules 18a)Hhd 15d-15(e) under the Exchange Act). Based tipat evaluation, our Chief
Executive Officer and Chief Financial Officer has@ncluded that, as of December 31, 2013, our discéocontrols and procedures were not
effective at the reasonable assurance level, beazubhe material weakness in the Company’s interoatrol over financial reporting
described below. This material weakness did natlrés any audit adjustments or misstatements.

Management’'s Annual Report on Internal Control Ovéiinancial Reporting:  Our management is responsible for establisaimd
maintaining adequate internal control over finahegorting (as such term is defined in Rules 18é)land 15d-15(f) under the Exchange
Act).

Internal control over financial reporting is defthas a process to provide reasonable assuranaeiregthe reliability of financial
reporting and the preparation of consolidated fomarstatements for external purposes in accordafittegenerally accepted accounting
principles. Because of its inherent limitationgemal control over financial reporting may notyeet or detect misstatements. Also,
projections of any evaluation of effectivenessutufe periods are subject to the risk that contrdy become inadequate because of changes
in conditions, or that the degree of compliancélite policies or procedures may deteriorate.

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer,
we assessed the effectiveness of our internal@amter financial reporting as of December 31, 20h3naking this assessment, our
management used the criteria set forth by the Cateenof Sponsoring Organizations of the Treadwam@éssion (COSO) imnternal
Control — Integrated Framewoi# 992 Framework) . Based on our managenseadsessment using those criteria, our managemeciudel
that a material weakness in internal control owrgarfcial reporting existed as of December 31, 284 8escribed below, and that as a result,
our internal control over financial reporting wast effective as of December 31, 2013. A materiadkvess is defined as “a deficiency, or a
combination of deficiencies, in internal controlkeo¥inancial reporting, such that there is a reabtspossibility that a material misstatement
of the registrant’s annual or interim financialtetaents will not be prevented or detected on altifasis.”

The material weakness is that certain accountimgopmel have system access to both create angoposal entries to substantially all
of the key accounts as of December 31, 2013 whigmat subject to an independent review process.
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The material weakness did not result in any adjestmor misstatements. However, this material wesdkicould result in a material
misstatement of the annual or interim consolidéiteghcial statements that would not have been preekor detected.

PricewaterhouseCoopers LLP, our independent registublic accounting firm, has audited the effamtess of our internal control
over financial reporting as of December 31, 20%3stated in their report included following thersiture page hereto, included in Item 15.

Remediation: We are in the process of addressing the accabe®é accounting personnel and will establishsxclitations specific
to job functions and roles that we believe will eaks the risks described above. This will incluetaaving the ability for any member of the
accounting department to both create and post @emtries without independent review. We belidhat the design, implementation and
testing of this control, which we expect to be ierpented during the first and second quarters of 26lould remediate the material
weakness. Until such time as such procedures heste tompleted and verified, we will continue tofpen manual reviews of all journal
entries posted by accounting personnel with thiess.

Changes in Internal Control Over Financial Reportgt  As described below, there have been changagrimternal control over
financial reporting (as such term is defined ind®ul3a-15(f) and 15d-15(f) under the Exchange éating the quarter ended December 31,
2013 that have materially affected, or are readgriddely to materially affect, our internal controver financial reporting.

Prior to December 31, 2013, we had maintained dedgandent review process for any manual journalesninitiated by accounting
personnel with the ability to both create and posth entries. Following December 31, 2013, we regddlie independent review process and
sought to limit the access of such individuals sttt they no longer could both create and postmlgournal entries. However, certain
accounting personnel continued to have system at¢od®th create and post such entries to subatlgrdll of the key accounts as of
December 31, 2013, which were then no longer stibjeihe independent review process. We have biglert@ determine that there were no
journal entries actually created and posted byetlaesounting personnel during the time when there mo independent review proce

Item 9B. OtherIinformation
None.
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ltem 10.  Executive Officers and Corporate Governan

Directors,

The information with respect to directors, execgitfficers and corporate governance of the Comjmimcorporated herein by
reference to the following sections of the Compardgfinitive Proxy Statement relating to the Compsi2014 Annual Meeting of
Stockholders to be filed with the SEC within 12@slaf the Company’s fiscal year ended DecembeR@13 (the “Proxy Statement”):
“Matters to be Considered at Annual Meeting — Psapp@®ne — Election of Directors,” “Corporate Govenoe and Board Matters —
Corporate Governance Documents,” “Corporate Govermand Board Matters — Committee Membership — AGdimmittee,” “Section 16
(A) Beneficial Ownership Reporting Compliance,” ‘#outive Officers,” and “Deadline for Receipt of 8tholder Proposals.”

The following are the members of our Board of Dioes and our Executive Officers:

Board of Directors:
Robert Giardin:

Paul N. Arnold

Bruce C. Bruckman
J. Rice Edmond
John H. Flood Il
Thomas J. Galligan Il
Kevin McCall

Executive Officers:
Robert Giardin:

Daniel Gallaghe
Paul Barror
David M. Kastin
Scott Milford

Chief Executive Officer, Town Sports Internatioftdldings, Inc.

Former Chairman of the Board and Chief Executivic®rf, Cort
Business Services, In

Managing Director, Bruckmann, Rosser, Sherrill & Qd?
Managing Director, Edmonds Capital, LI

Chief Executive Officer, Synergy Global OutsourgihgC
Former Executive Chairman, Papa C's Holdings Corp

Chief Executive Officer and President, ParadignpErtes, LLC

Chief Executive Office

President, Chief Operating Officer and Chief FinahOfficer
Senior Vice Presidei— Chief Information Officel

Senior Vice Presidel— General Counsel and Corporate Secre

Senior Vice Preside— Human Resource

Item 11. Compensatior
Executive

The information with respect to executive compensais incorporated herein by reference to theofeihg sections of the Proxy Statement:
“Executive Compensation” and “Corporate Governaareg Board Matters — Compensation Committee Intkd@nd Insider Participation.”

The information with respect to compensation oédliors is incorporated herein by reference to dlHewing section of the Proxy Statement:
“Corporate Governance and Board Matters — Direttomnpensation for the 2013 Fiscal Year.”
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ltem 12.  Ownership of Certain Beneficial Owners and Managentend Related Stockholder Matte
Security

Securities Authorized for Issuance Under Equity Corpensation Plans

The following table provides information with regpéo compensation plans (including individual c@ngation arrangements) under
which our equity securities are authorized for é8te to employees as of December 31, 2013:

Number of Securities
Number of Securities

to be Issued Upon Weighted-Average Remaining Available for
Exercise of Exercise Price of Future Issuance Under
Outstanding Options Outstanding Options Equity Compensation Plan:
Warrants and Rights Warrants and Rights (Excluding Securities
Reflected in Column(a))
Plan Category @ (b) (c)
Equity compensation plans approved by
security holder: 1,140,23 $ 5.2¢ 423,23¢
Equity compensation plans not approved
by security holder — — —
Total 1,140,23 $ 5.2¢ 423,23¢

The information with respect to security ownerstiigertain beneficial owners and management isrpawated herein by reference to
the following section of the Proxy Statement: “Owstep of Securities.”

Item 13.  Relationships and Related Transactions, and Dirachladependence
Certain

The information with respect to certain relatiopshand related transactions and director indepewrdisrincorporated herein by
reference to the following sections of the Proxgt&tent: “Certain Relationships and Related Tramsa and “Corporate Governance and
Board Matters — Director Independence.”

Item 14.  Accountant Fees and Servict
Principal

The information with respect to principal account@®s and services is incorporated herein by eefar to the following section of the
Proxy Statement: “Matters to be Considered at Ahhleeting — Proposal Two — Ratification of Independ Registered Public Accounting
Firm.”
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PART IV
Item 15.  And Financial Statement:
Exhibits
(a) Financial Statements
(1) Financial statements filed as part of tiigart:

Consolidated Annual Financial Statements of Towar8pnternational Holdings, In:
Report of Independent Registered Public Accourfding F-2
Consolidated balance sheets at December 31, 2@1304r? F-3
Consolidated statements of operations for the yer@ded December 31, 2013, 2012 and = F-4
Consolidated statements of comprehensive incomtnéoyears ended December 31, 2013, 2012 and F-5
Consolidated statements of stockhol’ (deficit) equity for the years ended December 31,3 2012 and 201 F-6
Consolidated statements of cash flows for the yeadged December 31, 2013, 2012 and =z F-7
Notes to consolidated financial stateme F-8

(2) Financial Statements Schedules:

The schedules have been omitted because they eappilacable or the required information has bewtuided in the financial stateme
or notes thereto.

(3) Exhibits. See Item 15(b) below.
(b) Exhibits required by Item 601 of Regulation S-K

The information required by this item is incorpadherein by reference from the Index to Exhibitmiediately following page F-41 of
this Annual Report.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, thécedmy authorized, on March 14, 2014.

T OWN S PORTS| NTERNATIONAL H OLDINGS, | NC.

By: /s/ ROBERTG IARDINA

Chief Executive Office
(principal executive officel

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bbélpthe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

Signature Title. Date
By: /s/ ROBERTG IARDINA Chief Executive Officer (principal executive offigeand March 14, 2014
Robert Giardin: Director
By: /s| DANIEL G ALLAGHER President, Chief Operating Officer and Chief FinahOfficer March 14, 2014
Daniel Gallaghe (principal financial and accounting officer)
By: /sl PAuL A RNOLD Director March 14, 2014
Paul Arnold
By: /s/  BRUCEB RUCKMANN Director March 14, 2014
Bruce Bruckmani
By: /s J. RCEE DMONDS Director March 14, 2014
J. Rice Edmond
By: /s/  JoHNH. FrLooplll Director March 14, 2014
John H. Flood IlI
By: /s/  THOMASJ. GALLIGAN llI Director March 14, 2014
Thomas J. Galligan I
By: /sl KEVINM c CALL Director March 14, 2014
Kevin McCall
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INDEX TO FINANCIAL STATEMENTS

Consolidated Annual Financial Statements of TowargSgnternational Holdings, Inc o
Report of Independent Registered Public Accourfding F-2
Consolidated balance sheets at December 31, 2@IL3042 F-3
Consolidated statements of operations for the ye@aed December 31, 2013, 2012 and = F-4
Consolidated statements of comprehensive incomtnéoyears ended December 31, 2013, 2012 and F-5
Consolidated statements of stockhol’ (deficit) equity for the years ended December 31,3 2012 and 201 F-6
Consolidated statements of cash flows for the yeaded December 31, 2013, 2012 and = F-7
Notes to consolidated financial stateme F-8
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Report of Independent Registered Public Accountindrirm

To the Board of Directors and Stockholders of
Town Sports International Holdings, Inc.:

In our opinion, the accompanying consolidated badasheets and the related consolidated statemfenpei@tions, comprehensive
income, stockholders’ (deficit) equity and casiwiopresent fairly, in all material respects, thaficial position of Town Sports International
Holdings, Inc. and its subsidiaries at Decembe2813 and 2012, and the results of their operatmastheir cash flows for each of the three
years in the period ended December 31, 2013 inoconiy with accounting principles generally accepie the United States of Americ
Also in our opinion, the Company did not maintainall material respects, effective internal cohtreer financial reporting as of
December 31, 2013, based on criteria establishbdemal Control — Integrated Framewo(k992 Framework) issued by the Committee of
Sponsoring Organizations of the Treadway CommisfBfdSO) because a material weakness in internataaver financial reporting
related to the ability of certain accounting persario create and post journal entries withoutraiependent review existed as of that date. A
material weakness is a deficiency, or a combinatfoeficiencies, in internal control over finarlgi@porting, such that there is a reasonable
possibility that a material misstatement of theuatmor interim financial statements will not be y@ated or detected on a timely basis. The
material weakness referred to above is describ&dtbhimagement’s Annual Report on Internal Control s@ancial Reporting appearing
under Item 9A. We considered this material weakinesietermining the nature, timing and extent aliatests applied in our audit of the
2013 consolidated financial statements, and ouriopiregarding the effectiveness of the Compamytarihal control over financial reporting
does not affect our opinion on those financialestants. The Company’s management is responsibtadse financial statements, for
maintaining effective internal control over finaalcieporting and for its assessment of the effeciss of internal control over financial
reporting, included in management’s report refetoedbove. Our responsibility is to express opirion these financial statements and on the
Company’s internal control over financial reportingsed on our integrated audits. We conducteduitsain accordance with the standards
of the Public Company Accounting Oversight Boaraifeld States). Those standards require that wegsldmperform the audits to obtain
reasonable assurance about whether the finanatehsénts are free of material misstatement andhgheffective internal control over
financial reporting was maintained in all materidpects. Our audits of the financial statemermdsiited examining, on a test basis, evidence
supporting the amounts and disclosures in the éilahstatements, assessing the accounting prirscigled and significant estimates made by
management, and evaluating the overall financé&éstent presentation. Our audit of internal cordk@r financial reporting included
obtaining an understanding of internal control dugaincial reporting, assessing the risk that aemaltweakness exists, and testing and
evaluating the design and operating effectivenégsternal control based on the assessed risk.aldits also included performing such other
procedures as we considered necessary in the @tanoes. We believe that our audits provide a redde basis for our opinions.

A company'’s internal control over financial repodiis a process designed to provide reasonableaassuregarding the reliability of
financial reporting and the preparation of finahsiatements for external purposes in accordantiegeinerally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (i) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (ii) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; anda(idiyide reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companysats that could have a material effect on thentiizd statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or @¢taisstatements. Also, projections of
any evaluation of effectiveness to future periogssaubject to the risk that controls may becomdenaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

/s/  PRICEWATERHOUSEC OOPERSLLP

New York, New York
March 14, 2014
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID

CONSOLIDATED BALANCE SHEETS
As of December 31, 2013 and 2012
(All figures in thousands except share data)

ASSETS

Current asset:

Cash and cash equivalel

Accounts receivable, n

Inventory

Deferred tax assets, r

Prepaid corporate income ta»

Prepaid expenses and other current a:

Total current asse

Fixed assets, ni
Goodwill
Intangible assets, n
Deferred tax assets, r
Deferred membership cos
Other asset

Total asset

LIABILITIES AND STOCKHOLDERS'’ DEFICIT
Current liabilities:
Current portion of lon-term debt
Accounts payabl
Accrued expense
Accrued interes
Dividends payabli
Deferred revenu
Total current liabilities
Long-term debt
Dividends payabli
Deferred lease liabilitie
Deferred revenu
Other liabilities
Total liabilities
Contingencies (Note 1!
Stockholder' (deficit) equity:

IARIES

Common stock, $.001 par value; issued and outsigrz#f, 072,705 and 23,813,106 shares at Decemb@031

and December 31, 2012, respectiv
Additional paic-in capital
Accumulated other comprehensive inca
Accumulated defici

Total stockholder deficit
Total liabilities and stockholde’ deficit

See notes to consolidated financial statements.
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2013 2012
$ 7359¢  $ 37,75¢
3,70¢ 6,50¢
47z 43¢
17,01( 19,32¢
6 55C
10,85( 11,43¢
105,64 76,01
243,99 256,87
32,87( 32,82
90¢ —
11,34( 15,72¢
8,72t 10,81:
10,31¢ 12,52:
$413,79:  $404,77(
$ 325( $ 15,78
8,11¢ 7,467
31,53¢ 27,05:
737 89
25¢ 308
33,91 37,13¢
77,81 87,83¢
311,65 294,55;
407 79¢
56,88: 61,73:
2,46( 3,88¢
8,08¢ 11,45¢
457,30 460,261
24 24
(13,84¢) (16,32)
2,05. 1,22¢
(31,749 (40,420)
(43,516 (55,496
$413,79;  $404,77(
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
Years Ended December 31, 2013, 2012 and 2011
(All figures in thousands except share and per shardata)

2013 2012 2011
Revenues:

Club operation: $ 464,24 $ 473,17 $ 462,05:

Fees and othe 5,98t 5,80< 4,89(

470,22 478,98: 466,94

Operating Expenses:

Payroll and relate 174,89 181,63. 177,52¢

Club operating 179,68: 178,95( 176,46:

General and administrati 28,43 24,13¢ 25,79¢

Depreciation and amortizatic 49,09¢ 49,39. 51,53¢

Insurance recovery related to damaged prof (3,199 — —

Impairment of fixed asse 714 3,43¢ —

429,62 437,54 431,32t

Operating incom 40,59¢ 41,43: 35,61¢
Loss on extinguishment of de 75C 1,01C 4,86¢
Interest expens 22,617 24,64( 24,27
Interest incomt D (43 (147)
Equity in the earnings of investees and rentalrime (2,459 (2,467 (2,399
Income before provision for corporate income te 19,69: 18,281 9,01«
Provision for corporate income tax 7,361 6,321 2,69¢
Net income $ 12,32 $  11,96¢ $ 6,31F
Earnings per shar

Basic $ 0.51 $ 0.51 $ 0.2¢

Diluted $ 0.5C $ 0.5C $ 0.27
Weighted average number of shares used in calegletirnings per shai

Basic 24,031,53 23,436,39 22,828,03

Diluted 24,736,96 24,114,54 23,423,79
Dividends declared per common sh $ 0.1€ $ 3.0C $ —

See notes to consolidated financial statements.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
Years Ended December 31, 2013, 2012 and 2011
(All figures in thousands)

2013

2012

2011

Net income $12,32¢  $11,96¢ $6,31¢
Other comprehensive (loss) income, net of
Foreign currency translation adjustments, net xbfa($49), $0 and $777 for the years ended
December 31, 2013, 2012 and 2011, respect 68 95 (229
Interest rate swap, net of tax of ($583), $61 ab@tl¥for the years ended December 31, 2013, 2012
and 2011, respective 75€ (120 (747)
Total other comprehensive income (loss), net o 82€ (25) (870
Total comprehensive incon $13,15( $11,94: $5,44¢

See notes to consolidated financial statements.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' (DEFICIT) EQUITY

Years Ended December 31, 2013, 2012 and 2011
(All figures in thousands except share and per shardata)

Balance at December 31, 201

Stock option exercise

Common stock gran

Restricted stock gran

Cancellation of option

Forfeiture of restricted stoc

Compensation related to stock options and
restricted stock gran

Net income

Derivative financial instrumen

Foreign currency translation adjustm

Balance at December 31, 201

Stock option exercise

Common stock gran

Restricted stock gran

Cancellation of option

Forfeiture of restricted stoc

Compensation related to stock options and
restricted stock gran

Dividends declared on common stc

Net income

Derivative financial instrumen

Foreign currency translation adjustm

Balance at December 31, 2012

Stock option exercise

Common stock gran

Restricted stock gran

Cancellation of option

Forfeiture of restricted stoc

Compensation related to stock options and
restricted stock gran

Tax shortfall from stock option exercis

Dividends declared on common stc

Dividend forfeitures

Net income

Derivative financial instrumen

Foreign currency translation adjustm

Balance at December 31, 201

Common Stock

Accumulated

Additional Other
($.001 par) Comprehensive Retained Total

Paid-in Earnings Stockholders’

Shares Amount Capital Income (Deficit) (Deficit) Equity
22,66765 $ 23 $21,78) $ 2,121 $12,69¢ $  (6,94f
164,43! — 47¢ — — 47¢
27,29; — 151 — — 151
188,99¢ — — — — —
— — (37 — — (37

(7,500) — — — — —

— — 1,261 — — 1,261

— — — — 6,31¢ 6,31¢
_ _ — (741) — (741
— — — (129 — (129)
23,040,88 23 (19,939 1,251 19,01« 354
534,51 1 2,351 — — 2,35z
12,50z — 11€ — — 11€
251,50( — — — — —
— — (49 — — (49
(26,297 — — — — —

— — 1,19( — — 1,19(
— — — — (71,400 (71,400

— — — — 11,96¢ 11,96¢
— — — (120) — (120)

— — — 95 — 9%
23,813,10 24 (16,329 1,22¢ (40,420) (55,49¢)
135,78t — 60C — — 60C
29,56: — 30¢ — — 30¢
178,50( — — — — —
— — (80) — — (80)
(84,249 - o= - - -

— — 1,89¢ — — 1,89¢
— — (244) — — (244)
— — — — (3,85(0) (3,850

— — — — 20C 20C

— — — — 12,32¢ 12,32

— — — 75€ — 75¢

— — — 68 — 68
24,072,700 $ 24 $(13,840 $  2,05.  $31,740 $ (43,510
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See notes to consolidated financial statements.




Table of Contents

TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
Years Ended December 31, 2013, 2012 and 2011

Cash flows from operating activities:
Net income

(All figures in thousands)

Adjustments to reconcile net income to net cashigeal by operating activitie

Depreciation and amortizatic
Impairment of fixed asse
Loss on extinguishment of de
Insurance recovery related to damaged proy
Call premium on redemption of Senior Discount Nt
Amortization of debt discout
Amortization of debt issuance co:
Noncash rental expense, net of -cash rental incom
Shar-based compensation expel
Decrease in deferred tax as
Net change in certain operating assets and liegsi|inet of acquisitior
Decrease (increase) in deferred membership
Landlord contributions to tenant improveme
Decrease in insurance reser
Other
Total adjustment
Net cash provided by operating activit
Cash flows from investing activities:
Capital expenditure
Acquisition of businesse
Insurance recovery related to damaged prog
Net cash used in investing activit
Cash flows from financing activities:
Cash dividends pai
Proceeds from 2013 Senior Credit Facility, netrigioal issue discour
Proceeds from incremental term loan, net of origesue discour
Proceeds from replacement 2011 Term Loan Facditgérs
Proceeds from 2011 Senior Credit Facility, netrifioal issue discour
Principal payments to n-consenting 2011 Term Loan Facility lend
Principal payments on 2011 Term Loan Fac
Term loan issuance and amendment related finarncistg
Debt issuance cos
Proceeds from stock option exerci
Repayment of 2011 Senior Credit Faci
Repayment of 2007 Term Loan Facil
Repayment of Senior Discount Not
Net cash used in financing activiti
Effect of exchange rate changes on ¢
Net increase (decrease) in cash and cash equis
Cash and cash equivalents beginning of pe
Cash and cash equivalents end of pe

Summary of the change in certain operating assetsd liabilities:
Decrease (increase) in accounts receiv

Increase in inventor

(Increase) decrease in prepaid expenses and aftrfentasset

Increase (decrease) in accounts payable, accryemhsss and accrued inter
Change in prepaid corporate income taxes and catigorcome taxes payat

(Decrease) increase in deferred reve
Net change in certain working capital compont

See notes to consolidated financial statements.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2013, 2012 and 2011
(In thousands except share and per share data)

1. Basis of Presentatior

As of December 31, 2013, Town Sports Internatidif@tings, Inc. (the “Company” or “TSI Holdings hiiough its wholly-owned
subsidiary, Town Sports International, LLC (“TSL.C"), operated 162 fitness clubs (“clubs”) compds® 108 clubs in the New York
metropolitan market under the “New York Sports Glubrand name, 29 clubs in the Boston market uttfdetBoston Sports Clubs” brand
name, 16 clubs (two of which are partly-owned)hia Washington, D.C. market under the “WashingtoorSpClubs” brand name, six clubs
in the Philadelphia market under the “Philadel@®erts Clubs” brand name and three clubs in Swétadr The Company’s operating
segments are New York Sports Clubs, Boston SpdutssCPhiladelphia Sports Clubs, Washington Spohtbs and Swiss Sports Clubs
which is the level at which the chief operatingidimn maker reviews discrete financial informatamd makes decisions about segment
profitability based on earnings before income tagréciation and amortization. The Company has aétexd that our operating segments
have similar economic characteristics and meettiteria which permit them to be aggregated inte meportable segment.

2. Correction of Accounting Errors

The results for the year ended December 31, 2043da the correction of deferred lease receivaduhebrental income resulting in an
increase in rental income from subtenants andada@lincrease in deferred lease receivable in timep@ny’s consolidated statement of
operations and consolidated balance sheet, regplyctihis correction resulted in the recognitidriFees and other revenue in the year ended
December 31, 2013 of $424 that relates to 2012.Cdrapany does not believe that this error correasanaterial to 2013 or prior reporting
periods.

The results for the year ended December 31, 2GIBiatlude the correction of errors that resultedri increase in tax benefits for
corporate income taxes and a related increasefénrdd tax assets in our consolidated statemeopefations and consolidated balance sheet,
respectively. In the fourth quarter of 2013, ther@any identified corrections related to tempordffetences in fixed assets for state
depreciation resulting in the recognition of anome tax benefit of $225. Also, in the fourth quade2013, the Company identified
corrections related to temporary differences imlard allowances resulting in the recognition of ofiperiod expense of $209 for a net
benefit to the Provision for corporate income taxe$16 in the year ended December 31, 2013. Thepaay also made out-of period
balance sheet adjustments as of December 31, Z8g&Zalance sheet adjustments relate to a redtadgiih of the deferred tax asset
associated with deferred membership costs andattieations related to temporary differences in lardiallowances. As of December 31,
2012, the net effect of the balance sheet adjustwesis a decrease in current deferred tax ass8t& 72, and increases in loteym deferre
tax assets of $6,432 and long-term income taxliiglfincluded within Other liabilities) of $860.1e Company does not believe that either
error correction is material to 2013 or prior retpyay periods.

The Company also made revisions to the consolidadtahce sheet as of December 31, 2012 relatd tolassification of deferred
promotions from long term Other assets to curreap&d expenses and other current assets for $IE@Company does not believe that the
error correction is material to 2013 or prior retpay periods.
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The Company has revised its consolidated balareet sfs of December 31, 2012 and consolidated statsrof cash flows for the yes
ended December 31, 2012 and 2011to correct thsifitasion errors described above. The consolidaféetts are shown in the chart below.

As of
December 31, 2012
As
Previously As
Reported Revised
Consolidated Balance She
Current deferred tax assets, $ 24,89; $ 19,32¢
Prepaid expenses and other current a: $ 9,86¢ $ 11,43t
Total current asse $ 80,013 $ 76,01«
Long-term deferred tax assets, | $ 9,29¢ $ 15,72¢
Other asset $ 14,09: $ 12,52;
Total asset $403,91( $404,77(
Other liabilities $ 10,59¢ $ 11,45t
Total liabilities $459,40¢ $460,26¢
Total liabilities and stockhold’s (deficit) equity $403,91( $404,77(
For the year ended
December 31, 201, December 31, 201
As As
Previously Previously
As As
Reported Revised Reported Revised
Consolidated Statements of Cash Flo
Net change in certain operating assets and liegsi $ (8,869 $(8,967) $19,12¢ $ 9,181
Decrease in deferred tax as $ 5,86t $ 5,86t $ 1,88¢ $11,55:
Other $ (252) $ (149 $ (279 $ 4
Summary of the changes in certain operating assetdiabilities:
(Increase) decrease in prepaid expenses and afitentasset $ (329 $ (437 % 3,49 $ 3,212
Change in prepaid corporate income taxes and catgporcome taxes payalk $ (427) $ (427) % 7,3 $(2,347)

These adjustments were not considered materialithgilly or in the aggregate to previously issu@dificial statements. However,
because of the significance of these adjustmemsCbmpany revised the respective balance shegistaiements of cash flows. These
revisions had no impact on the Company’s resulfge¥iously reported operations or total cash flows

The results for the year ended December 31, 204@de the correction of temporary differences tieatilted in an increase in benefit
for corporate income taxes and a related increadeferred tax assets in the Compamgonsolidated statement of operations and corael
balance sheet, respectively. In the fourth quart@012, the Company identified corrections relgtetemporary differences in fixed assets,
intangible assets and deferred revenue resultitigeimecognition of an income tax benefit of $488e Company does not believe that this
error correction is material to 2012 or prior retpyay periods.

3.  Summary of Significant Accounting Policies
Principles of Consolidation

The accompanying consolidated financial statemiaentade the accounts of TSI Holdings and all whallyned subsidiaries. All
intercompany accounts and transactions have baamated in consolidation.
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Revenue Recognition

The Company generally receives one-time non-refoledaining fees and monthly dues from its memb&he® Company’s members
have the option to join on a month-to-month basi®@ommit to a one-year membership. Month-to-rhanembers can cancel their
membership at any time with 30 days notice. Mentbprdues for members who pay annual dues upfrenaarortized on a straighie basit
over a 12-month period commencing with the firsinoof the new member contract. Membership duemifembers who pay monthly are
recognized in the period in which access to thb duprovided.

Joining fees and related direct and incrementateses of membership acquisition, which includessatenmissions, bonuses and
related taxes and benefits, are currently defearetirecognized, on a straight-line basis, in opmratover the estimated average membership
life. Deferred membership costs were $8,725 ang4iat December 31, 2013 and 2012, respectively.

The Company tracks the estimated average membédifehgf restricted members separately from unietgtd members. The restricted
membership base currently includes student memipsraitroduced in April 2010, teacher membershipoduced in April 2011 and first
responder memberships, a one-time promotional off8eptember 2011. As of December 31, 2013, thimated average membership life of
an unrestricted member and a restricted membe imcdhths and 28 months, respectively. The Compaonitors factors that might affect t
estimated average membership life including retentiends, attrition trends, membership sales velummembership composition,
competition, and general economic conditions, aljdss the estimate on a quarterly basis. The taddl®v summarizes the estimated ave!
membership life of restricted members and unrdsttimembers that were in effect for each quarteénduhe past three year period from
2011 through 2013.

Estimated Average Membership Life of Estimated Average Membership Life of
an Unrestricted Member a Restricted Member
Period 2013 2012 2011 2013 2012 2011
Three months ended March 31 25 month 28 month 27 month 27 month 25 month 27 month
Three months ended June 24 month 28 month 27 month 28 month 27 month 27 month
Three months ended Septembel 23 month 28 month 28 month 28 month 28 month 28 month
Three months ended December 23 month 27 month 29 month 28 month 27 month 24 month

The Company monitors factors that might affectedbtmated average membership life including histdrand forecasted retention
trends, attrition trends, membership sales volumesnbership composition, competition, and generahemic conditions, and adjusts the
estimate on a quarterly basis.

Dues that are received in advance are recognizedpoorata basis over the periods in which servicesaleetprovided. Revenues fr
ancillary services, such as personal training eaessiare recognized as services are performed.ddmeysonal training sessions expire after a
set, disclosed period of time after purchase aadat refundable or redeemable by the member fir.CEhe State of New York has informed
the Company that it is considering whether the Camygs required to remit the amount collected foused, expired personal training
sessions to the State of New York as unclaimedeastgpAs of December 31, 2013 and 2012, the Compaxyapproximately $14,309 and
$13,442, respectively, of unused and expired paldoaining sessions. We have not recognized avgmee from these sessions and have
recorded the amounts as deferred revenue. The Gonadogs not believe that these amounts are subjéice escheatment or abandoned
property laws of any jurisdiction, including theag& of New York. However, it is possible that omemmre of these jurisdictions may not a¢
with the Company’s position and may claim that@@mpany must remit all or a portion of these amstmtsuch jurisdiction.
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In addition to the prepaid personal training sessithe Company also offers a personal training neesfiip product which consists of
single or multi-session packages ranging from &, eight or twelve sessions per month. Thessi@es provided by the membership
product are at a discount to our staldre session pricing and the sessions offeretidynembership product must be used in each rege
month they are issued. Members who purchase thdupt commit to a six month period and revenued®gnized ratably over the six month
commitment period.

The Company’s membership base is under four bggestof memberships plans that have various |lefdcility privileges. We have
a Passport Membership which allows members to mgelab at any time, a Core Membership which allomesmbers unlimited use of a
single “home club” with access to use other non-aeinbs for an additional usage fee, a Gold Mentiyer@o longer offered to new
members) allows unlimited access to a home clubuaedf non-home clubs during off-peak hours witteas during peak hours but for a
usage fee, a Restricted Membership which is gdgesald to students and teachers and providesdoess to all clubs except during the peak
hours of 4:30pm to 7:30pm, Monday through Thursdgstricted members have access to our facilitieimg peak hours, but a usage fee is
charged. Usage fees are recorded to membershipueve the month the usage occurs. Total usagedéeesded were $2,126, $2,166 and
$2,035 for the years ended December 31, 2013, @0d 2011, respectively.

The Company generates management fees from celtditfiacilities that are not wholly-owned. Managermiees earned for services
rendered are recognized at the time the relatedcssrare performed.

When a revenue agreement involves multiple elemsnth as sales of both memberships and servicesiarrangement or potentially
multiple arrangements, the entire fee from therayement is allocated to each respective elemeetdhas its relative fair value and
recognized when the revenue recognition criteniafxh element is met.

The Company recognizes revenue from merchandies sabn delivery to the member.

In connection with advance receipts of fees or dilesCompany was required to maintain bonds twga#i3,375 and $3,425 as of
December 31, 2013 and 2012, respectively, purdoardrious state consumer protection laws.

Advertising and Club Pre-opening Costs

Advertising costs and club papening costs are charged to operations duringehied in which they are incurred, except for prcithn
costs related to television and radio advertisemeavhich are expensed when the related commeamrialfrst aired. Total advertising costs
incurred by the Company for the years ended DeceBihe2013, 2012 and 2011 totaled $5,943, $6,1885&:099, respectively and are
included in Club operating expenses.

Cash and Cash Equivalents

The Company considers all highly liquid instrumentsch have original maturities of three monthdems when acquired to be cash
equivalents. The carrying amounts reported in iarize sheets for cash and cash equivalents apmtexfair value. The Company owns i
operates a captive insurance company in the Stédew York. Under the insurance laws of the StdtBlew York, this captive insurance
company is required to maintain a cash balance lefat $250. At December 31, 2013 and 2012, $2¢4sh related to this wholly-owned
subsidiary was included in cash and cash equivalent
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Deferred Lease Liabilities, Non-cash Rental Experesad Additional Rent

The Company recognizes rental expense for leaghssahieduled rent increases and inclusive of remtatessions, on the straight-line
basis over the life of the lease beginning uporctiramencement date of the lease. Rent concesgpiomsgrily received in the form of free
rental periods, are also deferred and amortizea stnaight-line basis over the life of the lease.

The Company leases office, warehouse and multeational facilities and certain equipment under-nancelable operating leases. In
addition to base rent, the facility leases gengibvide for additional rent to cover common amgintenance charges incurred and to pass
along increases in real estate taxes. The Compammyes for any unpaid common area maintenance ebamy real estate taxes on a club-by-
club basis.

Upon entering into certain leases, the Companyives@onstruction allowances from the landlord. Seheonstruction allowances are
recorded as deferred lease liability credits oncthesolidated balance sheet when the requirementhdse allowances are met as stated i
respective lease and are amortized as a redudti@mibexpense over the term of the lease. Amditizaf deferred construction allowances
were $3,310, $2,955 and $2,791 as of December@B, December 31, 2012 and December 31, 2011, aagy.

Certain leases provide for contingent rent basexh wefined formulas of revenue, cash flows or ajiegaesults for the respective
facilities. These contingent rent payments typjcadlll for additional rent payments calculated aeecentage of the respective club’s revenue
or a percentage of revenue in excess of defineaklpeints during a specified year. The Companyn@soontingent rent expense over the
related contingent rental period at the time ttspeetive contingent targets are probable of beiag m

Lease termination penalties are recognized usiagitidiscounted cash flow method. The Company didnear any lease termination
penalties in the years ended December 31, 2012, @02011.

Accounts Receivable and Allowance for Doubtful Acotus

Accounts receivable consists of amounts due frabmpany’s membership base and was $6,013 an87%8t December 31, 2013
and 2012, respectively, before the allowance fabdfol accounts. The decrease in accounts recewaas primarily due to a change in our
billing policy effective January 1, 2013, whereltasles proceeds, primarily related to personaliirg sessions, are required to be collected
at the point of sale rather than giving membersoftitéon to bill “on account” which is recorded asegeivable due from the member. The
Company maintains allowances for doubtful accotortestimated losses resulting from the inabilitgtee Company’s members to make
required payments. The Company considers factats asi historical collection experience, the agthefreceivable balance and general
economic conditions that may affect a member'sitghih pay.

Following are the changes in the allowance for dimlilaccounts for the years December 31, 2013, 2022011:

Balance Beginning Write -offs Net of
Balance at
of the Year Additions Recoveries End of Year
December 31, 2013 $ 3,24¢ $ 8,33¢ $ (9,275 $ 2,30¢
December 31, 201 $ 2,44( $ 9,711 $ (8,909 $ 3,24¢
December 31, 201 $ 2,56¢ $ 6,69¢ $ (6,829 $ 2,44

Inventory

Inventory consists of supplies, headsets for thb ehtertainment system and clothing for sale tmbers. Inventories are valued at the
lower of cost or market by the first-in, first-ouethod.
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Fixed Assets

Fixed assets are recorded at cost and depreciatadwaight-line basis over the estimated usefaetlof the assets, which are 30 years
for building and improvements, five years for ckduipment, furniture, fixtures and computer equiptand three to five years for computer
software. Leasehold improvements are amortized thveshorter of their estimated useful lives orrérmaining period of the related lease.
Payroll costs directly related to the constructiorexpansion of the Company’s club base are césthlith leasehold improvements.
Expenditures for maintenance and repairs are cdameperations as incurred. The cost and relatedraulated depreciation of assets retired
or sold is removed from the respective accountsaaydgain or loss is recognized in operations. ddsts related to developing web
applications, developing web pages and installiegetbped applications on the web servers are diapiticand classified as computer
software. Web site hosting fees and maintenands aos expensed as incurred.

Intangible Assets and Debt Issuance Costs

Intangible assets are stated at cost and amottizéiue straight-line method over their respectistéingated lives. Intangible assets
currently consist of membership lists, managementrects and trade names. Historically, intangésigets also included covenants-not-to-
compete and a beneficial lease. Covenants-notiigpete are amortized over the contractual life, galyeone to five years, and beneficial
leases are amortized over the remaining life outingerlying club lease. Membership lists are armediover the estimated average
membership life, currently at 23 months, manageroentracts are amortized over their current cottieddives of between nine and 11 years
and trade names are amortized over their estimesefl lives of between 10 and 20 years.

Debt issuance costs are classified within othestasmd are being amortized as additional intengstnse over the life of the underly
debt, five to seven years, using the interest nietAmortization of debt issue costs was $1,153133 and $1,127, for the years ended
December 31, 2013, 2012 and 2011, respectively.

Accounting for the Impairment of Long-Lived Assetsxd Goodwiill

Long-lived assets, such as fixed assets and iribngssets are reviewed for impairment when evantgcumstances indicate that their
carrying value may not be recoverable. Estimatetissounted expected future cash flows are useétermiine if an asset is impaired in
which case the asset’s carrying value would beaedto fair value calculated using discounted ¢@sts, which is based on internal budgets
and forecasts through the end of each respectge & he most significant assumptions in those étsdand forecasts relate to estimated
membership and ancillary revenue, attrition raa@sl maintenance capital expenditures, which ammatgd at approximately 3% to 5% of
total revenues.

Gooduwill represents the excess of consideratiod peér the fair value of the net identifiable besia assets acquired in the acquisition
of a club or group of clubs. Financial Accountingt®lards Board (“FASB”) Accounting Standards Cagifion (“ASC") 350-20, Intangibles
— Goodwill and Other, requires goodwill to be testedimpairment on an annual basis and betweenanasts in certain circumstances, and
written down when impaired. The Company’s impairtnewiew process compares the fair value of thentép unit in which the goodwill
resides to its carrying value.

Goodwill impairment testing is a two-step procdasor to performing this two-step process, compsiaiso have the option to apply a
gualitative approach to assess goodwill for impaimbpursuant to updated accounting rules issuadéi#ASB in September 2011 and
adopted by the Company beginning with its annualaimment test on February 29, 2012. Under the né&gy an entity has the option to first
assess qualitative factors to determine whetheexisence of events or circumstances leads teesrdimation that it is more likely than not
that the fair value of a reporting unit is lessrtlits carrying amount. If, after assessing thelitgtaf events or
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circumstances, an entity determines it is not nfikedy than not that the fair value of a reportimgit is less than its carrying amount, then
performing the two-step impairment test is unneamgssCompanies that do not elect to perform thditgtize approach may proceed directly
to the two-step process. Step 1 involves compdhiadair value of the Compars/reporting units to their carrying amounts. If fai value o
the reporting unit is greater than its carrying amtopthere is no impairment. If the reporting usitarrying amount is greater than the fair
value, the second step must be completed to metmuemount of impairment, if any. Step 2 calcuddtee implied fair value of goodwill by
deducting the fair value of all tangible and intduhg assets, excluding goodwill, of the reportingtdrom the fair value of the reporting unit
as determined in Step 1. The implied fair valugaddwill determined in this step is compared todhgying value of goodwill. If the implie
fair value of goodwill is less than the carryindueaof goodwill, an impairment loss is recognizegi& to the difference. The Company
performs this analysis annually as of the lastafdyebruary. The Comparg/goodwill impairment test as of February 28, 20/&3 performe
using the two-step goodwill impairment analysis.

Insurance

The Company obtains insurance coverage for sigmfiexposures as well as those risks required todoeed by law or contract. The
Company retains a portion of risk internally rethte general liability losses. Where the Compangins risk, provisions are recorded based
upon the Company’s estimates of its ultimate expofar claims. The provisions are estimated usitgaxial analysis based on claims
experience, an estimate of claims incurred butyebteported and other relevant factors. In thisneztion, under the provision of the
deductible agreement related to the payment andnégtration of the Company’s insurance claims, wer@quired to maintain irrevocable
letters of credit, totaling $615 as of DecemberZ1,3.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethia United States of America
("U.S.”) requires management to make estimatesaasdmptions that affect the reported amounts etsssid liabilities and disclosure of
contingent assets and liabilities at the dates®financial statements and the reported amounesvehues and expenses during the reporting
periods. Actual results could differ from thoserastes.

The most significant assumptions and estimateserédethe allocation and fair value ascribed tetssacquired in connection with the
acquisition of clubs under the purchase methodcobanting, the useful lives of long-term assetspverability and impairment of fixed and
intangible assets, deferred income tax valuatialyation of and expense incurred in connection wiititk options, valuation of interest-rate
swap arrangements, insurance reserves, legal gentires and the estimated average membership life.

Income Taxes

Deferred tax liabilities and assets are recognfaethe expected future tax consequences of etkathave been included in the
financial statements or tax returns. The Compasy edcognizes deferred tax in relation to the thges on the total cumulative earnings of
our Swiss clubs. Deferred tax liabilities and asseé determined on the basis of the differencsd®si the financial statement and tax bas
assets and liabilities (“temporary differences”gatcted tax rates in effect for the years in whiehtemporary differences are expected to
reverse. A valuation allowance is recorded to redieferred tax assets to the amount that is miely lihan not to be realized. FASB
guidance related to accounting for uncertain tasitioms prescribes a recognition threshold and oreasent attribute for a tax position taken
or expected to be taken in a tax return and alswviges guidance on de-recognition, classificatioterest and penalties, accounting in interim
periods, disclosure and transition. The Companggeizes interest and penalties accrued relatedrecagnized tax benefits in income tax
expense.
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Statements of Cash Flows
Supplemental disclosure of cash flow information:

Year Ended December 31

2013 2012 2011
Cash paic
Interest (net of amounts capitalize $19,74¢ $23,73¢ $28,95!
Income taxe: $ 39C $ 924 $ 617
Noncash investing and financing activit
Acquisition of fixed assets included in accountggide and accrued expent $ 5,78¢ $ 2,791 $ 1,64t

See Note 9 for additional noncash financing acéisi

Accumulated Other Comprehensive Income

Accumulated other comprehensive income is defirgettha change in equity of a business enterpriseglarperiod from transactions
and other events and circumstances from non-ownecss, including changes in the fair value ofGeenpany’s derivative financial
instrument and foreign currency translation adj@stta. The Company presents accumulated other cbensize income in its consolidated
statements of comprehensive income.

The Company uses a derivative financial instruniefitmit exposure to changes in interest rateshen@ompany'’s existing term loan
facility. The derivative financial instrument iscarded at fair value on the balance sheet and @sainghe fair value are either recognized in
accumulated other comprehensive income (a compaiattareholders’ equity) or net income dependinghe nature of the underlying
exposure, whether the hedge is formally designaseal hedge, and if designated, the extent to vihiehedge is effective. The Company’s
derivative financial instrument has been designased cash flow hedge. See Note 10 — Derivativarteial Instruments for more
information on the Company’s risk management pnogaad derivatives.

At December 31, 2013, the Company owned three SWids, which use the Swiss Franc, their localeney, as their functional
currency. Assets and liabilities are translated WiS. dollars at year-end exchange rates, whilente and expense items are translated into
U.S. dollars at the average exchange rate forehiegh For all periods presented, foreign excharaesaction gains and losses were not
material. Adjustments resulting from the translatid foreign functional currency financial staterteeimto U.S. dollars are included in the
currency translation adjustment in the consolidatatements of stockholders’ (deficit) equity ane tonsolidated statements of
comprehensive income. The effect of foreign excleananslation adjustments was $68, net of tax 6f $95, net of tax of $0 and $(129), net
of tax of ($777), for the years ended Decembe813, 2012 and 2011, respectively.

Concentrations of Credit Risk

Financial instruments that potentially subject @@mpany to concentrations of credit risk consistagh and cash equivalents and the
interest rate swap. Although the Company depdsitsaish with more than one financial institutiocmpfDecember 31, 2013, $54,184 of the
cash balance of $73,598 was held at one finaneséitution. The Company has not experienced arselsn cash and cash equivalent
accounts to date, and the Company believes the¢dban the credit ratings of these financial ingtins, it is not exposed to any significant
credit risk related to cash at this time.
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The counterparty to the Company’s interest ratepd&a major banking institution with a credit rgtiof investment grade or better and

no collateral is required, and there are no sigaift risk concentrations. The Company believesisieof incurring losses on derivative
contracts related to credit risk is unlikely.

Earnings Per Share

Basic earnings per share is computed by dividingnumeme applicable to common stockholders by te@hted average numbers of
shares of common stock outstanding during the gebBduted earnings per share is computed similarlgasic earnings per share, except
the denominator is increased for the assumed esecofidilutive stock options and unvested restilist®ck calculated using the treasury st
method.

The following table summarizes the weighted aver@gemon shares for basic and diluted earningshmreq“EPS”) computations.

For The Year Ended December 31

2013 2012 2011
Weighted average number of common share outstardibgsic 24,031,53 23,436,39 22,828,03
Effect of dilutive shar-based award 705,42¢ 678,14 595,76¢
Weighted average number of common shares outsig— diluted 24,736,96 24,114,54 23,423,79
Earnings per shar
Basic $ 0.51 $ 0.51 $ 0.2¢
Diluted $ 0.5C $ 0.5C $ 0.27

For the years ended December 31, 2013, 2012 arid 2@1did not include options to purchase 269,398,904 and 672,589 shares of
the Company’s common stock, respectively, in tHeutations of diluted EPS because the exerciseeprid those options were greater than
the average market price and their inclusion wdédnti-dilutive.

Stock-Based Compensation

The Company accounts for stock-based compensatiaocordance with ASC 718, Compensation — Stock gamsation (“ASC 718!
ASC 718 requires that the cost resulting from ladire-based payment transactions be treated as nsatfms and recognized in the
consolidated financial statements. We record shased payment awards at fair value on the graetafahe awards, based on the estimated
number of awards that are expected to vest. Thedihie of stock options is determined using thecBiScholes option-pricing model. The
fair value of the restricted stock awards is basethe closing price of the Company’s common statkhe date of the grant.

On December 11, 2012, adjustments were made taicatock options which were modified in order taintain the intrinsic value of
the options in connection with the Company’s sgeadiidadend payment of $3.00 per share paid on Ddeemil, 2012. The modifications in
most cases reduced the exercise price of the @gpéind in certain other cases also increased thberwf options. The option modification
impacted 67 plan participants. The other existergis and conditions of the options were not modifiene modification of these options
resulted in incremental compensation expense o8 $#ich was recognized on the modification dat®enember 11, 2012 for options that
were modified which had been fully expensed asiefmodification date. Additional incremental comgeion expense of approximately
$609 will be recognized ratably over the remainiegting periods related to unvested options thaéwedified. The incremental
compensation expense
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was determined by measuring the fair market valaimg the Black-Scholes methodology, of the modifiptions immediately before and
immediately after the dividend payment transaction.

The fair value of the option awards for the peripossented below was determined using a Black-8shukthodology using the
following weighted average assumptions:

Expectec

Risk-Free Fair Value
Expectec Expectec Dividend
Interest at Date
Common Rate Life Volatility Yield of Grant
2011 Grantt 2.6% 6 year: 79% — $ 2.7¢

2012 option modification incremental expel 0.4% 3 year 50% — —

The weighted average expected option term for 26flécts the application of the simplified methed sut in the FASB ASC 718-10-
S99, topic 14 issued by the Securities and Exch@ugemission (“SEC”), which defines the term asdkierage of the contractual term of the
options and the weighted average vesting periodlfaption tranches. The weighted average expemp#idn term for 2012 was based on
actual past historical data of employee exercismbier and vesting data. Expected volatility petagas for grant years 2011 and 2012 were
based on the daily historical volatility of the Cpamy’s stock price. The risk-free rate for periadthin the contractual life of the option is
based on the U.S. Treasury implied yield at thetahgrant.

4. Recent Accounting Pronouncement

In February 2013, the Financial Accounting Standd@dard (“FASB”) issued guidance on disclosure negments for items reclassified
out of Accumulated Other Comprehensive Income (“AQCThis new guidance requires entities to presertigeibn the face of the statem
of operations or in the notes hereto) the effentthe line items of the statement of operationsafopunts reclassified out of AOCI. The
guidance was effective for the Company beginnimgiday 1, 2013. Other than requiring additional ldisares, the adoption of this guidance
did not impact the Company’s financial statements.

In July 2013, the FASB issued updated guidancéemptesentation of unrecognized tax benefits wheet @perating loss carry-
forward, a similar tax loss, or a tax credit cafiwyward exists. The update clarifies that an ungacred tax benefit should be presented in the
financial statements as a reduction to a defear@sset for a net operating loss carry-forwasimalar tax loss, or a tax credit carry-forward.
In situations where the tax benefit is not ava#adi the reporting date under the governing taxdeifithe entity does not intend to use the
deferred tax asset for such purpose, the unrecedmax benefit should be presented as a liabitity rgot combined with deferred tax assets.
The updated guidance is effective for fiscal yeamsl interim periods within those years, beginraftgr December 15, 2013. The amendm
are to be applied to all unrecognized tax bend#fis exist as of the effective date and may beiegpetrospectively to each prior reporting
period presented. The guidance was early adopteaiddCompany for the year ended December 31, a8d3t did not have a material imp
on its financial statements upon adoption.

In July 2013, the FASB issued updated guidance ipmgthe Federal Funds Effective Swap Rate (oefight Index Swap Rate) to
used as a U.S. benchmark interest rate for hedgmiating purposes, in addition to the U.S. govemmimate and LIBOR. Prior to the
amendment, only U.S. Treasury and the LIBOR swtasraere considered benchmark interest rates.dimguhe Federal Funds Effective
Swap Rate as an acceptable U.S. benchmark intatesh addition to U.S. Treasury and LIBOR rates/mles a more comprehensive
spectrum of interest rates to be utilized as tlegiated benchmark interest rate risk componengiig hedge accounting guidance. The
updated guidance is effective prospectively forlifging new or redesignated hedging relationshipteeed into on or after July 17, 2013. 1
adoption of this guidance did not impact the Conypsince the current interest rate swap is LIBORetas
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In December 2011, the FASB issued authoritativel@ute regarding the offsetting of assets and fimsilon the balance sheet. The
standard is intended to provide more comparabldamge between the GAAP and international accousstimgdards by requiring entities to
disclose both gross and net amounts for assetiadnildies offset on the balance sheet as webbther disclosures concerning their

enforceable master netting arrangements. This go&was effective for annual reporting periods beigig on or after January 1, 2013. The
adoption of this standard did not have a mateffateon the Company’s financial statement disctesu

5. Fixed Assets

Fixed assets as of December 31, 2013 and 201havensat cost, less accumulated depreciation andteraiion and are summarized
below:

December 31

2013 2012

Leasehold improvements $ 503,17- $ 496,69:
Club equipmen 99,46: 98,30t
Furniture, fixtures and computer equipm 61,48: 54,58
Computer softwar 20,22¢ 18,05¢
Building and improvement 4,99¢ 4,99¢
Land 98¢ 98¢
Construction in progres 9,907 5,97¢
700,23: 679,59

Less: Accumulated depreciation and amortiza (456,24 (422,72)
$ 243,99: $ 256,87:

Depreciation and leasehold amortization expensthfoyears ended December 31, 2013, 2012 and 2@k1$48,785, $49,391 and
$51,491, respectively.

Fixed assets are evaluated for impairment peridgisdnenever events or changes in circumstancdsatelthat related carrying
amounts may not be recoverable from undiscountsk ftaws in accordance with FASB released guidafibe.Company’s long-lived assets
and liabilities are grouped at the individual clabel which is the lowest level for which there aentifiable cash flows. To the extent that
estimated future undiscounted net cash flows atfitle to the assets are less than the carryingiatnan impairment charge equal to the
difference between the carrying value of such amseétits fair value, calculated using discounteshdéows, is recognized. In the year ended
December 31, 2013, the Company tested 13 underperfg clubs and recorded an impairment loss of $titeasehold improvements and
furniture and fixtures at three of these clubs thaterienced decreased profitability and saledddwelow expectations. The 10 other clubs
tested that did not have impairment charges haabgregate of $22,393 of net leasehold improvemamdsurniture and fixtures remaining
of December 31, 2013.

The Company will continue to monitor the resultsl @hanges in expectations of these clubs closelydryear ending December 31,
2014 to determine if fixed asset impairment is 8saey. In the year ended December 31, 2012, thep@ayrrecorded impairment charges
totaling $3,197 related to the writdf of fixed assets at four clubs that sustainedese damages in the aftermath of Hurricane Sandy$aa¢
related to one underperforming club. In the yeategihDecember 31, 2011, the Company did not reawydiged asset impairment charges.
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The fair values of fixed assets evaluated for impant were calculated using Level 3 inputs usirsgaiinted cash flows, which are
based on internal budgets and forecasts througartti®f each respective lease. The most signifiessumptions in those budgets and
forecasts relate to estimated membership and anciévenue, attrition rates, and maintenance @agipenditures, which are estimated at
approximately 3% to 5% of total revenues dependimon the condition and needs of a given club.

The following table presents the lotiged assets measured at fair value on a nonrexpbasis for the period ended December 31, @

Basis of Fair Value Measurement:

Quoted Prices in Active Significant Other
Fair Value Significant Unobservable
of Assets Markets for Identical Observable
(Liabilities) Items (Level 1) Inputs (Level 2) Inputs (Level 3)
December 31, 2013 $ 714 $ — $ — $ 714
December 31, 201 $ 3,43¢ $ — $ — $ 3,43¢

6. Goodwill and Intangible Assets

Goodwill has been allocated to reporting units thasely reflect the regions served by the Compafylr trade names: New York
Sports Clubs (“NYSC”), Boston Sports Clubs (“BSONashington Sports Clubs (“WSC") and Philadelphi@i®s Clubs (“PSC”), with
certain more remote clubs that do not benefit feoregional cluster being considered single repguiinits (“Outlier Clubs”) and the
Company’s three clubs located in Switzerland beimgsidered a single reporting unit (“SSC”). The @amy has one Outlier Club with
goodwill. As of December 31, 2013, the BSC, WSC B&& regions did not have goodwill balances.

The Company’s annual goodwill impairment testsgadormed on the last day of February, or moredesdly, should circumstances
change which would indicate the fair value of goddi& below its carrying amount.

The Company’s current year annual goodwill impainbtest as of February 28, 2013 was performed ubi@gwo-step goodwill
impairment analysis. Under this approach, goodwiplairment testing is a two-step process. Steprdlwes comparing the fair value of the
Company’s reporting units to their carrying amouiitthe fair value of the reporting unit is greatiean its carrying amount, there is no
requirement to perform step two of the impairmest,tand there is no impairment. If the reporting’si carrying amount is greater than the
fair value, the second step must be completed &wsore the amount of impairment, if any. Step 2uates the implied fair value of goodwill
by deducting the fair value of all tangible anchimgible assets, excluding goodwill, of the repartimit from the fair value of the reporting
unit as determined in Step 1. The implied fair eatdi goodwill determined in this step is compam@the carrying value of goodwill. If the
implied fair value of goodwill is less than the gamg value of goodwill, an impairment loss is rgaized equal to the difference. The
Company concluded that it did not have a goodwilairment charge in the reporting units with rermajrgoodwill.

For the February 28, 2013 impairment test, faingalias determined by using a weighted combinatidw® market-based approaches
(weighted 50% collectively) and an income appro@etighted 50%), as this combination was deemecttithé most indicative of the
Company’s fair value in an orderly transaction tesw market participants. Under the market-baserbappes, the Company utilized
information regarding the Company, the Comparigtustry as well as publicly available industiformation to determine earnings multip
and sales multiples that are used to value the @agipreporting units. Under the income approach, the@any determined fair value ba
on estimated future cash flows of each reporting discounted by an estimated weighted-averageafaspital, which reflects the overall
level of inherent risk of a reporting unit and tlée of return an outside investor would expeaam. Determining the fair value of a
reporting unit is
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judgmental in nature and requires the use of diant estimates and assumptions, including revenoweth rates and operating margi
discount rates and future market conditions, armathgrs. These assumptions were determined sepai@telach reporting unit. The
Company believes its assumptions are reasonablesvaw, there can be no assurance that the Compestyrsates and assumptions made for
purposes of the Company’s goodwill impairment tegas of February 28, 2013 will prove to be aceupaedictions of the future. If the
Company’s assumptions regarding forecasted revenmergin growth rates of certain reporting unis ot achieved, the Company may be
required to record goodwill impairment chargesutufe periods, whether in connection with the Comypgnext annual impairment testing

of February 28, 2014 or prior to that, if any seblange constitutes a triggering event outside tlztgr when the annual goodwill impairm
test is performed. It is not possible at this ttmeletermine if any such future impairment chargeil result. As of February 28, 2013, the
estimated fair value of NYSC was 127% greater thaok value and the estimated fair value of SSC 12886 greater than book value.

The Company’s next annual impairment test will kefgrmed as of February 28, 2014 or earlier, if angh change constitutes a
triggering event outside the quarter when the angoadwill impairment test is performed. There h&een no triggering events since the
annual impairment test as of February 28, 2013.

The changes in the carrying amount of goodwill fildecember 31, 2012 through December 31, 2013 aadatkin the charts below.

NYSC BSC SSC Qutlier Clubs Total
Goodwill, net of accumulated amortization $31,40: $ 15,76¢ $1,28¢ $ 3,98 $52,43¢
Less: accumulated impairment of good\ (15,766 — (3,845 (19,619

Balance as of December 31, 20: 31,40: — 1,28¢ 137 32,82«
Acquired goodwill (Refer to Note 7, Acquisitior 9 — — 9
Changes due to foreign currency exchange rateugtioins — — 37 — 37

Balance as of December 31, 20: $31,40: $ 9 $1,321 $ 137 $ 32,87(

Intangible assets as of December 31, 2013 and 2@1as follows:
As of December 31, 201
Gross Carrying Accumulated
Net
Amount Amortization Intangibles

Membership lists $ 11,34« $ (10,69¢) $ 64¢

Non compete agreemer 1,50¢ (1,509 —

Management contrac 25( (28) 222

Trade name 4C ()] 38

Other 23 (23) —

$ 13,16¢ $ (12,25) $ 90¢
As of December 31, 201
Gross Carrying Accumulated
Net
Amount Amortization Intangibles

Membership lists $ 10,41 $ (10,410 $ —

Non compete agreemer 1,50¢ (1,509 —

Other 23 (23 —

$ 11,94 $ (11,949 $ —
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During the year ended December 31, 2013, intangibdets consisting of membership lists, managecmgritacts and trade names were
acquired in connection with the Company’s acquistiof the Fitcorp clubs in Massachusetts and atieg club in Manhattan, New York.
Amortization expense of intangible assets for tharg ended December 31, 2013, 2012 and 2011 wds $31and $44, respectively.

The aggregate amortization expense for the negtyfidars and thereafter of the acquired intangiédets is as follows:

Year Ending December 31

2014 $51¢c
2015 22t
2016 36
2017 3C
2018 24
Thereaftel _ 82

$90€

7.  Acquisitions

The following acquisitions were completed in thayended December 31, 2013 and were accountedifay the acquisition method of
accounting in accordance with FASB guidance. Utlderacquisition method, the purchase price wasatéal to the assets acquired and the
liabilities assumed based on their respective edéthfair values as of the acquisition date. Angess of the purchase price over the fair
values of the assets acquired and liabilities asslnvas allocated to goodwill. None of the acquisii individually or in the aggregate were
material to the financial position, results of ag@ns or cash flows of the Company; thereforefprma financial information has not been
presented. The results of operations of the clehsised have been included in the Company’s codatdd financial statements from the
respective dates of acquisition.

Acquisition on March 15, 2013

On March 15, 2013, the Company acquired an existingss club in Manhattan, New York for a purchpsee of $560. The purchase
price allocation resulted in fixed assets relatetasehold improvements of $458, definite livetdimgible assets related to member lists of
$102 and a deferred revenue liability of $56, fexreacash purchase price of $504. Acquisition ciostsrred in connection with this
acquisition in the year ended December 31, 2012 a&pproximately $95 and are included in generaleaiministrative expenses in the
accompanying consolidated statements of operations.

Acquisition on May 17, 2013

On May 17, 2013, the Company acquired all of thiedfp clubs in Massachusetts, which includes flubg and four managed sites ft
purchase price of $3,175 and a net cash purchaseqir$2,435. Acquisition costs incurred in corti@twith the Fitcorp acquisition in the
year ended December 31, 2013 were approximately 888 are included in general and administratiyeeasges in the accompanyi
consolidated
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statements of operations. The following table sunwea the allocation of the purchase price to #ievialue of the assets and liabilities
acquired.

Acquisition on

May 17, 2013
Allocation of purchase price:
Other asset $ 90
Fixed assets related to leasehold improverr 2,28¢
Goodwill 9
Definite lived intangible asset
Membership list: 83C
Management contrac 25C
Trade name 40
Deferred revenu (630
Other liabilities (449
Total allocation of purchase price $ 2,43¢

The goodwill recognized represents the excesseoptiichase price over the fair values of the assepsired and liabilities assumed.
The definite lived intangible assets acquired dllamortized in accordance with the Company’s atog policy with the membership lists
amortized over the estimated average memberskipfi3 months, management contracts amortizedtbeerestimated contractual lives of
between nine to 11 years and trade names amodizrdheir estimated useful lives.

8.  Accrued Expenses
Accrued expenses as of December 31, 2013 and 20Eisted of the following:

December 31

2013 2012

Accrued payroll $ 8,904 $ 9,24¢
Accrued construction in progress and equipn 5,78¢ 2,791
Accrued occupancy cos 6,741 6,74:
Accrued insurance clain 1,86: 2,61¢
Accrued othe 8,23¢ 5,64t

$31,53¢ $27,05!

9. Long-Term Debt
Long-term debt as of December 31, 2013 and 2012istal of the following:

December 31

2013 2012

2013 Term Loan Facility $325,00( $ —
2011 Term Loan Facilit — 315,74
Less: Unamortized discou (10,09) (5,409
Less: Current portion due within one y: (3,250 (15,787)
Long-term portion $311,65¢ $294,55.
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The aggregate long-term debt obligations maturimgng the next five years and thereafter are devis:

Amount Due
Year Ending December 31
2014 $ 3,25(
2015 3,25(
2016 3,25(
2017 3,25(
2018 3,25(
Thereaftel 308, 75!

$ 325,00(

2013 Senior Credit Facility

On November 15, 2013, TSI, LLC, an indirect, wheadlyned subsidiary, entered into a $370,000 semicurgd credit facility (2013
Senior Credit Facility”), among TSI, LLC, TSI Hotdis I, LLC, a newly-formed, wholly-owned subsidiaf the Company (“Holdings II"),
as a Guarantor, the lenders party thereto, DeuBahk AG, as administrative agent, and Keybankdeti Association, as syndication agent.
The 2013 Senior Credit Facility consists of a $828,term loan facility maturing on November 15, @§2013 Term Loan Facility”) and a
$45,000 revolving loan facility maturing on Novemid®, 2018 (“2013 Revolving Loan Facility”). Procksefrom the 2013 Term Loan
Facility of $323,375 was issued, net of an origisale discount (“OID”) of 0.5%, or $1,625. Delstuance costs recorded in connection with
the 2013 Senior Credit Facility was $5,119 and béllamortized as interest expense and are incindattier assets in the accompanying
consolidated balance sheets. The proceeds fro@0th& Term Loan Facility were used to pay off ameunitstanding under the Company’s
previously outstanding long-term debt facility dniglly entered into on May 11, 2011 (as amendenhftime to time), and to pay related fees
and expenses. None of the revolving loan faciligswrawn upon as of the closing date on Novemhe2AE3, but loans under the 2013
Revolving Loan Facility may be drawn from time tmé pursuant to the terms of the 2013 Senior Crealiflity. The borrowings under the
2013 Senior Credit Facility are guaranteed andreecy assets and pledges of capital stock by Hoddil, TSI, LLC, and, subject to certain
customary exceptions, the wholly-owned domestisgliéries of TSI, LLC.

Borrowings under the 2013 Term Loan Facility anel 2013 Revolving Loan Facility, at TSI, LLC’s opticbear interest at either the
administrative agent’s base rate plus 2.5% or &0RBate adjusted for certain additional costs {Fhgodollar Rate”) plus 3.5%, each as
defined in the 2013 Senior Credit Facility. Witlspect to the outstanding term loans, the EurodBl&e has a floor of 1.00% and the base
rate has a floor of 2.00%. Commencing with the tastiness day of the fiscal quarter ending March2814, TSI, LLC is required to pay
0.25% of the principal amount of the term loanshegicarter, which may be reduced by voluntary prepays.

The terms of the 2013 Senior Credit Facility previdr a financial covenant in the situation whére wtilization of the revolving loan
commitments (other than letters of credit up t$b6,at any time outstanding) exceeds 25% of thentitmment. In such event, TSI, LLC is
required to maintain a total leverage ratio, asnaefin the 2013 Senior Credit Facility, of no dezdahan 4.50:1.00. The 2013 Senior Credit
Facility also contains certain affirmative and nagacovenants, including covenants that may lionitestrict TSI, LLC and Holdings II's
ability to, among other things, incur indebtednasg other liabilities; create liens; merge or cdidste; dispose of assets; make investments;
pay dividends and make payments to shareholdellse payments on certain indebtedness; and entesaddeaseback transactions, in each
case, subject to certain
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qualifications and exceptions. The 2013 Senior €eatility also includes customary events of d#éféacluding non-compliance with the
covenants or other terms of the 2013 Senior Craatitlity) which may allow the lenders to termin#tte commitments under the 2013
Revolving Loan Facility and declare all outstandiegn loans and revolving loans immediately due payhble and enforce its rights as a
secured creditor.

TSI, LLC may prepay the 2013 Term Loan Facility 043 Revolving Loan Facility without premium omadty in accordance with t
2013 Senior Credit Facility except that a premium.0% is payable for any prepayments made pridiay 15, 2014 in connection with a
repricing transaction that reduces the effectiwddyof the initial term loans. Mandatory prepaynsegnte required relating to certain asset <
insurance recovery and incurrence of certain adleét and commencing in 2015 in certain circumstamekating to excess cash flow (as
defined) for the prior fiscal year, as describebblyein excess of certain expenditures. The 20T8@&redit Facility contains provisions tt
require excess cash flow payments, as defineck tpplied against outstanding 2013 Term Loan Fadiilances. The excess cash flow is
calculated annually commencing with the fiscal yerding December 31, 2014 and paid 95 days afeécfisbal year end. The applicable
excess cash flow repayment percentage is appliftbtexcess cash flow when determining the excesls ftow payment. Earnings, changes
in working capital and capital expenditure levdlsrapact the determination of any excess cash flble applicable excess cash flow
repayment percentage is 50% when the total levawdge as defined in the 2013 Senior Credit Fggikxceeds 2.50:1.00; 25% when the
total leverage ratio is greater than 2.00:1.00/és4 than or equal to 2.50:1.00 and 0% when tla leterage ratio is less than or equal to
2.00:1.00. The total leverage ratio as of Decertie2013 was 3.07:1.00. There will be no excesk ftas/ payment required until April
2015.

As of December 31, 2013, the 2013 Term Loan Fgdilts a gross principal balance of $325,000 aralanbe of $314,909 net of
unamortized debt discount of $10,091 which is cassgr of the unamortized portions of the OID recdrareconnection with the May 11,
2011 debt issuance and the unamortized balande @fdditional debt discounts recorded in conneatiitim the First Amendment and Second
Amendment to the 2011 Senior Credit Facility, dibsat below. The unamortized debt discount balascedorded as a contra-liability to
long-term debt on the accompanying consolidatedrza sheet and is being amortized as interest sgpesing the effective interest method.
As of December 31, 2013, the unamortized balanck=bf issuance costs of $4,413 is being amortizedtarest expense, and is included in
other assets in the accompanying consolidated talstmeets.

As of December 31, 2013, there were no outstan2liri® Revolving Loan Facility borrowings and outstiaig letters of credit issued
totaled $2,979. The unutilized portion of the 2BR/0lving Loan Facility as of December 31, 2013 %42,021.

2011 Senior Credit Facility

TSI, LLC’s previously outstanding senior secureelditr facility was originally entered into on May,12011 (as amended from time to
time) and consisted of a $350,000 senior securditdacility (“2011 Senior Credit Facility”) comjzed of a $300,000 term loan facility
(2011 Term Loan Facility”scheduled to mature on May 11, 2018 and a $50®@aflving loan facility scheduled to mature on Mdy 2016
(2011 Revolving Loan Facility”). The 2011 Term Lo&acility was issued at an OID of 1.0% or $3,000 debt issuance costs recorded in
connection with the 2011 Senior Credit Facility #88,065. The proceeds from the 2011 Term Loarlifyawiere used to pay off amounts
outstanding under a previously outstanding longitdebt facility entered into in 2007 (“2007 Sen@redit Facility), to pay the redemption
price on outstanding 11% senior discount notesil@014 (“Senior Discount Notes”), and to pay rethfees and expenses. In the year endec
December 31, 2011, loss on extinguishment of dehtihg $4,865 was recorded in connection withdabt
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refinancing on May 11, 2011 and consisted of thigewaff of unamortized debt costs of $1,550 reldtethe 2007 Senior Credit Facility and
the Senior Discount Notes, $777 of costs relatebeéd®011 Senior Credit Facility and a call premioi$2,538 related to the early redemp
of the Senior Discount Notes.

The 2011 Senior Credit Facility was first amendaddogust 22, 2012 (“First Amendment”) to reduce tiiven-current interest rates on
the 2011 Term Loan Facility by 125 basis points alsd convert the existing voluntary prepaymentaftgrprovision from a “101 hard call”
provision (which required the payment of a 1% fadtee amount of any term loans that are voluntgmigpaid), originally scheduled to enc
May 2013, to a “101 soft call” provision (which rged the payment of a 1% fee on the amount oftamy loans repaid in connection with a
refinancing or repricing transaction) ending in Agg2013, and subsequently extended by the Novel#dh&012 amendment to November
2013. All other principal provisions, including méty and covenants under the then-existing 20IiidBe€redit Facility remained unchanged
in all material respects. The First Amendment wdgexct to the consent of term loan lenders. Monsenting term loan lenders with term |
principal outstanding totaling $13,796 were reptheéth replacement term loan lenders in order tecexe the First Amendment. In
connection with the pay off of non-consenting téoan lenders, during the year ended December 32,20e recorded a loss on
extinguishment of debt of $464 consisting of théevoffs of the related portions of unamortized tdebuance costs and OID of $260 and
$204, respectively. In addition, the Company reedrddditional debt discount of $2,707 related 1008% amendment fee paid to consenting
lenders and recognized additional interest exptataéing $1,390 related primarily to bank and legdated fees paid to third parties to
execute the First Amendment.

Subsequent to the effective date of the First Amesmit, the Company made a voluntary prepayment ®080 on the 2011 Term Loan
Facility. In connection with this voluntary prepagm, during the year ended December 31, 2012, timep@ny recorded loss on
extinguishment of debt of $546, consisting of thiéevoffs of the related portions of unamortizedvdissuance costs and debt discount of
$269 and $277, respectively.

On November 16, 2012, TSI, LLC entered into a Sdcamendment (“Second Amendment”) to the 2011 Se@Gredit Facility. Under
the Second Amendment, TSI, LLC borrowed an additi®60,000 incremental term loan issued at an QI@%0% or $300. The new
borrowings were used, together with cash on hangay a special cash dividend to the Company’skatlders, including an equivalent cash
bonus payment to certain option holders, on Decerhbe?012. In addition, the Second Amendment pledifor a waiver of any prepayment
required to be paid using the Company’s excess fbastfor the period ended December 31, 2012, aradrte restricted payments covenant
to permit the payment of the dividend and cash bgrayments and permitted adjustments to the Cor'gaalculation of consolidated
EBITDA with respect to the cash bonus payment aitld k@spect to fees and expenses associated witircpermitted transactions. In
connection with the execution of the Second Ameminthe Company recorded additional debt discofi8689 related to a 0.25%
amendment fee, debt issuance costs of $125 anticmddiinterest expense totaling $1,569 relatetharily to bank, arrangement and legal
fees paid to third parties.

Repayment of 2011 Senior Credit Facility

Contemporaneously with entry into the 2013 Seni@d@ Facility, TSI, LLC repaid the outstandingraripal amount of the 2011 Term
Loan Facility of $315,743. The 2011 Term Loan Hgcivas set to expire on May 11, 2018. There wereutstanding amounts under the
2011 Revolving Loan Facility as of November 15, 20the date of the initial borrowing under the 2@&khior Credit Facility. The 2011 Te
Loan Facility was repaid at face value of $315,i& accrued and unpaid interest of $807 and lefteredit fees and commitment fees of
$67. The total cash paid in connection with thjzagenent was $316,617 million as of November 15320ith no early repayment penalty.
The Company determined that the 2013 Senior CFetdillity was not substantially different than tt@#2 Senior Credit Facility for certain
lenders based on the less
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than 10% difference in cash flows of the respeati@bt instruments. A portion of the transaction tesefore accounted for as a modifica

of the 2011 Senior Credit Facility and a portiorsveacounted for as an extinguishment. As of Noveribe2013, the Company recorded

on extinguishment of debt of approximately $75@resenting the write-off of the remaining unamatiziebt costs and debt discount related
to the portion of the 2011 Senior Credit Facilltpt was accounted for as an extinguishment, aimtlisded in loss on extinguishment of debt
in the accompanying consolidated statements ofadipeis for the year ended December 31, 2013.

Repayment of 2007 Senior Credit Facility

Contemporaneously with entry into the 2011 Seni@d@ Facility, TSI, LLC repaid the outstandingmaripal amount of the 2007 Term
Loan Facility of $164,001. The 2007 Term Loan Rgcivas set to expire on the earlier of February2i 4, or August 1, 2013, if the Senior
Discount Notes were still outstanding. There wey@utstanding amounts under the 2007 Revolving Lkeaility as of such date. The 2007
Term Loan Facility was repaid at face value plusiaed and unpaid interest of $447 and fees retatélte letters of credit of $27. The total
cash paid in connection with this repayment wasi$l#b as of May 11, 2011 with no early repaymentajtg. The Company determined that
the 2011 Senior Credit Facility was not substalytidifferent than the 2007 Senior Credit Facility tertain lenders based on the less than
10% difference in cash flows of the respective destruments. A portion of the transaction was ¢fane accounted for as a modification of
the 2007 Senior Credit Facility and a portion wesoainted for as an extinguishment. As of May 11,12@he Company recorded refinancing
charges of approximately $634, representing theevarff of the remaining unamortized debt coststegldo the 2007 Senior Credit Facility,
which is included in loss on extinguishment of diekthe accompanying consolidated statements afatipes for the year ended
December 31, 2011.

Redemption of Senior Discount Notes

A portion of the proceeds from the 2011 Senior @redcility were also used to pay the remainingngipal amount on the Senior
Discount Notes of $138,450 plus a call premium.883% of the principal amount thereof totaling apgmately $2,538 and accrued interest
of $5,457. The accrued interest included inteestugh May 11, 2011 of $4,188, plus 30 days of @#mftl interest of $1,269, representing
the interest charge during the 30 day notificapenod. The Company determined that the 2011 Sé&vedit Facility was substantially
different than the Senior Discount Notes. As of Mdy 2011, the Company wrote-off unamortized defiéfiancing costs of approximately
$916 related to the redemption of the Senior Diatdiotes, which is included in loss on extinguishingf debt in the accompanying
consolidated statements of operations for the gaded December 31, 2011.

Fair Market Value

Based on quoted market prices, the 2013 Term Laaility and the 2011 Term Loan Facility had a faifue of approximately
$327,438 and $322,058, respectively, at Decembe2@l3 and December 31, 2012, respectively, anthssified within level 2 of the fair
value hierarchy.

For the fair market value of the Company’s interag swap instrument refer to Note 10 — Derivakugancial Instruments.
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Interest Expense

The Company'’s interest expense and capitalizedesteelated to funds borrowed to finance clublitées under construction for the
years ended December 31, 2013, 2012 and 2011 wdod@ws:

Year Ended December 31

2013 2012 2011
Interest costs expensed $22,61" $24,64( $24,27:
Interest costs capitalize 32 — 17¢€
Total interest expense and amounts capital $22,64¢ $24,64( $24,45(

10. Derivative Financial Instruments

In its normal operations, the Company is exposeadddket risks relating to fluctuations in interesties. In order to minimize the
possible negative impact of such fluctuations onaash flows the Company may enter into derivafiivencial instruments (“derivatives”),
such as interest-rate swaps. Any instruments aremntered into for trading purposes and the Compauty uses commonly traded
instruments. Currently, the Company has used dirassolely relating to the variability of casbwils from interest rate fluctuations.

The Company originally entered into an interest savap arrangement on July 13, 2011 in connectitmtive 2011 Senior Credit
Facility. This interest rate swap arrangement ¢iffety converted $150,000 of the Company’s variafalie debt based on a one-month
Eurodollar rate to a fixed rate of 1.983%, or altdiked rate of 7.483%, on this $150,000 whenudeaig the applicable 5.50% margin that
was in effect under the 2011 Senior Credit Facdityhat time. In August 2012, the Company ameridederms of the 2011 Senior Credit
Facility to, among other things, reduce the applieanargin on Eurodollar rate loans from 5.50% 6046 and reduce the interest rate floor
on Eurodollar rate loans from 1.50% to 1.25%. Injaoction with the First Amendment to the 2011 $eredit Facility in August 2012, t
interest rate swap arrangement was amended toedde®ne-month Eurodollar fixed rate from 1.988%.783%, or a total fixed rate of
6.283% when including the applicable 4.50% margirearodollar rate loans in effect under the 2014i@eCredit Facility at that time. On
November 14, 2012, the Company further amendetktings of the 2011 Senior Credit Facility to, amatiger things, allow for th
borrowing of a $60,000 incremental term loan. Inmeection with the Second Amendment to the 2011 iCFextility, the Company further
amended the interest rate swap to increase themab®&mount to $160,000 and extended the matufrittyeoswap to from July 13, 2014 to
May 13, 2015. In addition, the one-month Euroddiieed rate was lowered from 1.783% to 1.693%, total of 6.193% when including the
applicable 4.50% margin on Eurodollar rate loansffact under the 2011 Senior Credit Facility atttime. In connection with entering into
the 2013 Senior Credit Facility, the Company amedrated restated the interest rate swap arrangeineitidlly entered into on July 13, 2011
(and amended in August 2012 and November 20129ckfe as of November 15, 2013, the closing date@®013 Senior Credit Facility, 1
interest rate swap arrangement will continue teehewotional amount of $160,000 and will maturéMay 15, 2018. The swap effectively
converts $160,000 of the $325,000 total variabte-debt under the 2013 Senior Credit Facility fixed rate of 5.384%, when including the
applicable 3.50% margin. As permitted by FASB ASIK5,8Derivatives and Hedging, the Company has dasggrthis swap as a cash flow
hedge, the effects of which have been reflecteléraccompanying consolidated financial statemastsf and for the years ended
December 31, 2013, 2012 and 2011. The objectivhi®hedge is to manage the variability of castvélan the interest payments related to
the portion of the variable-rate debt designatebledisg hedged.

When the Company’s derivative instrument was exatutedge accounting was deemed appropriate arasitlesignated as a cash
flow hedge at inception with re-designation beiegnpitted under ASC 815, Derivatives and Hedginterkst rate swaps are designated as
cash flow hedges for accounting purposes sincedhepeing used to transform variable interestegposure to fixed interest rate exposure
on a recognized liability (debt). On
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an ongoing basis, the Company performs a quardsgdgssment of the hedge effectiveness of the eligimnship and measures and
recognizes any hedge ineffectiveness in the cafseld statements of operations. For the years ebdeeimber 31, 2013, 2012 and 2011,
hedge ineffectiveness was evaluated using the hggioal derivative method. There was no hedge éugiffeness in the years ended
December 31, 2013 and 2011, and the amount reflateeldge ineffectiveness for the year ended DeceBhe2012 was de minimis.

Accounting guidance on fair value measurementsipea hierarchy of valuation techniques baseavbather the inputs to those
valuation techniques are observable or unobserv&iiiservable inputs reflect market data obtainechfindependent sources, while
unobservable inputs reflect the Company’s markstiaptions. These two types of inputs create tHevihg fair value hierarchy:

. Level 1— Quoted prices faidenticalinstruments in active marke'

. Level 2 — Quoted prices faimilar instruments in active markets; quoted prices fentital or similar instruments in markets t
are not active; and model-derived valuations inoltdll significant inputs and significant valuewdnis are observable in active
markets

. Level 3 — Valuations derived from valuation techrég in which one or more significant inputs or gigant value drivers are
unobservabl.

This hierarchy requires us to use observable mai&tet, when available, and to minimize the usenobgervable inputs when
determining fair value.

The fair value for the Company’s interest rate swgagietermined using observable current marketin&ion such as the prevailing
Eurodollar interest rate and Eurodollar yield curates and include consideration of counterpamgitirisk. The following table presents the
aggregate fair value of the Company’s derivatimaricial instrument:

Fair Value Measurements Using:

Quoted Prices Significant
in Active Markets Other Significant
Observable Unobservable
for Identical
Total Assets Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Interest rate swap liability as of December 31,201 $ 18z $ — $ 182 $ —
Interest rate swap liability as of December 31,2 $ 1,52t $ — $ 1,652¢ $ —

The swap contract liability of $182 and $1,523 wexorded as a component of other liabilities aBefember 31, 2013 and 2012,
respectively, with the offset to accumulated ot@mprehensive income ($103 and $861, net of taxesf December 31, 2013 and 2012,
respectively) on the accompanying consolidatednzalaheets.

The Company does not expect that any derivativeelcluded in accumulated other comprehensivamacat December 31, 2013 v
be reclassified into earnings within the next 1hths.

11. Leases

The Company leases office, warehouse and multeational facilities and certain equipment under-nancelable operating leases. In
addition to base rent, the facility leases genmgraibvide for additional rent based on operatirguhes, increases in real estate taxes and other
costs. Certain leases provide for additional reseld upon defined formulas of revenue, cash floaperating results of the respective
facilities. Under the provisions of certain of thdsases, the Company is required to maintainocable letters of credit, which amounted to
$1,264 as of December 31, 2013.
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The leases expire at various times through Nover®0e2029 and certain leases may be extended &dimpany’s option. Escalation
terms on these leases generally include fixedescalations, escalations based on an inflatiorxisdeh as CPI, and fair market value
adjustments. In the next five years, or the pefioth January 1, 2014 through December 31, 2018Ctrapany has leases for 24 club
locations that are due to expire without any refi@ptions, two of which are due to expire in 20&4d 48 club locations that are due to
expire with renewal options.

Future minimum rental payments under non-cancelajpdeating leases are as follows:
Minimum

Annual Rental

Year Ending December 31

2014 $ 88,98
2015 87,20:
2016 82,29¢
2017 72,26:
2018 65,74¢
Aggregate thereaft 258,34¢

Rent expense, including the effect of deferreddd@bilities, for the years ended December 3132@012 and 2011 was $118,811,
$117,229 and $112,055, respectively. Such amooobsde non-base rent items of $23,539, $23,291$20¢788, respectively.

The Company, as landlord, leases space to thitg ferants under nocancelable operating leases and licenses. In addidibase ren
certain leases provide for additional rent basethoreases in real estate taxes, indexation,iesiland defined amounts based on the opel
results of the lessee. The sub-leases expire @usatimes through December 31, 2020. Future mimmentals receivable under
noncancelable leases are shown in the chart bé@logse amounts include approximately $2,000 per tyeatugh March 2028 related to the
tenant currently leasing space in the Company’s 8% Street building in Manhattan.

Minimum
Annual Rental

Year Ending December 31

2014 $ 4,27
2015 4,11¢
2016 3,38(
2017 2,94t
2018 2,36(
Aggregate thereafte 21,95:

Rental income, including non-cash rental incomettie years ended December 31, 2013, 2012 and284 $5,161, $4,363 and
$4,612, respectively. Such amounts include additicental charges above the base rent of $242a68%488, respectively. As stated above,
the Company owns the building at thet86 Street ldabhtion which houses a rental tenant that geedr$t, 968 of rental income for each of
the years ended December 31, 2013, 2012 and 2@fdr ® Note 18 for information about the Comparerisry into an agreement to sell this
property.

For the year ended December 31, 2013, rental indnohedes non-cash revenue of $424 related to anfqueriod adjustment for
subtenants at certain locations.
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12. Stockholders’ (Deficit) Equity
a. Capitalization

The Company'’s certificate of incorporation adoptedonnection with the IPO provides for 105,000,80ares of capital stock,
consisting of 5,000,000 shares of Preferred Stoakyalue $0.001 per share (the “Preferred Stoakt) 100,000,000 shares of Common
Stock, par value $0.001 per share (the “Commonk3foc

b. Common Stock Options

The outstanding Common Stock options as of Dece@bge2013 vest in full at various dates betweemndanl, 2014 and April 30,
2015. The vesting of certain grants will be acated in the event that certain defined events oocluding the sale of the Company. The
term of each grant is generally ten years.

As of December 31, 2013, 2012 and 2011, a tot&|@##9,416, 982,464 and 1,180,004 Common Stock mgptiere exercisable,
respectively.

At December 31, 2013, the Company had 9,100 argiLl]1 31 stock options outstanding under its 2004kS@ption Plan and 2006
Stock Incentive Plan, respectively.

The Company recognizes stock option expense equlaétgrant date fair value of a stock option atraight-line basis over the
requisite service period, which is generally thstivigy period, net of estimated forfeitures. Thaltobmpensation expense related to options,
classified within payroll and related on the coidatied statements of operations, related to thieses pvas $843, $657, and $1,122 for the
years ended December 31, 2013, 2012 and 2011 ctesbg, and the related tax benefit was $362, $286 $418 for the years enc
December 31, 2013, 2012 and 2011, respectivelytdtabcompensation expense of $843 for the yede@®ecember 31, 2013 includes
$445 related to incremental compensation expersgnézed in connection with the modification ofck®ptions described below.

In connection with the Company’s special divideagment of $3.00 per share paid on December 11,, 2802k option holders with
vested in-the-money options (those with exercigeepriess than $12.39) were paid an equivalentloashs of $3.00 per each vested in-the-
money option. The total aggregate cash bonus pallezember 11, 2012 was approximately $2,496 arsdraeorded as payroll and related
expense in the consolidated statements of opesafiwrthe year ended December 31, 2012. Additignath December 11, 2012, adjustments
were made to certain stock options which were niedliih order to maintain the intrinsic value of thyions in connection with the
Company’s special dividend payment. The modifigatior most cases reduced the exercise price afftiens and in certain other cases also
increased the number of options. The option madalifinis impacted 67 plan participants. Other exgsterms and conditions of the options
were not modified. The modification of these opsisasulted in incremental compensation expensé&48 $hich was recognized on the
modification date on December 11, 2012 for optithrad were modified which have been fully expensedfadhe modification date. Additior
incremental compensation expense of approxima&D@$s being recognized ratably over the remainigting periods related to unvested
options that were modified. The incremental comp#on expense was determined by measuring thentaiket value, using the Black-
Scholes methodology, of the modified options immgsly before and immediately after the dividendrpegt transaction.

The Company’s 2006 Stock Incentive Plan, as ameadddestated (the “2006 Plan”), authorizes the @ow to issue up to 3,000,000
shares of Common Stock to employees, non-employeetars and
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consultants pursuant to awards of stock optiomsksappreciation rights, restricted stock, in pagitvad performance shares or other stock-
based awards. An amendment to the 2006 Plan tedeerthe aggregate number of shares issuable tinedglan by 500,000 shares from
2,500,000 shares to 3,000,000 shares was unaniyradigpted by the Board of Directors on March 1,2@hd approved by stockholders at
the Annual Meeting of Stockholders on May 12, 202dder the 2006 Plan, stock options must be graatadprice not less than the fair
market value of the stock on the date the optigrasited, generally are not subject to re-pricamy] will not be exercisable more than ten
years after the date of grant. As of December 8132there were 423,239 shares available to bedssander the 2006 Pla

The following table summarizes the stock optionvitgtfor the years ended December 31, 2011, 20122913:

Weightec
Average
Exercise
Common Price
Balance at January 1, 2011 2,240,25 $ 5.2C
Grantec 7,50( 4.1¢
Exercisec (164,435 2.91
Cancellec (15,039 11.4C
Forfeited (59,589 2.5¢
Balance at December 31, 20 2,008,701 5.4C
Option Modifications 25,76¢ 1.3¢
Exercisec (534,519 4.4(C
Cancellec (18,090 15.2¢
Forfeited (171,049 2.6(
Balance at December 31, 20 1,310,81! 5.21
Exercisec (135,786 4.4z
Cancellec (30,549 6.3
Forfeited (4,259 1.0C
Balance at December 31, 20 1,140,23 $ 5.2¢
The following table summarizes stock option infotimia as of December 31, 2013:
Options Outstanding
Weighted- Weighted- Weighted-
Average
Remaining Average Average
Number Contractual Exercise Number Exercise
QOutstanding Life Price Exercisable Price
Common
2005 grant: 9,10( 16 month $ 4.1¢ 1,96( $ 6.5¢
2006 grant: 138,00( 31 month 12.0¢ 138,00( 12.0¢
2007 grant: 123,00( 43 month 14.9 123,00( 14.9;
2008 grant: 212,26¢ 54 month 6.07 212,26¢ 6.07
2009 grant: 265,26¢ 71 month 1.72 265,26¢ 1.72
2010 grant: 385,09 80 month 1.8¢ 285,16¢ 2.2C
2011 grant: 7,50( 85 month 1.9:2 3,75( 2.6¢
Total Grants 1,140,23. 63 month $ 5.2¢ 1,029,411 $ b5.7:
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The Company did not grant any stock options dutiregyears ended December 31, 2013 and 2012.

Options granted under the 2004 Stock Option Plareigdly qualify as “incentive stock options” undbe U.S. Internal Revenue Code.
Options granted under the 2006 Stock Option Planeiglly qualify as “non-qualified stock optiongider the U.S. Internal Revenue Code.
The exercise price of a stock option is generailyat to the fair market value of the Company’s CamrStock on the option grant date.

The fair value of share-based payment awards wiasated using the Black-Scholes option pricing madth the following weighted
average fair values as follows as of December 3132

Weighted-
Weighted- Average
Remaining
Average Contractual Aggregate
Number of Exercise Intrinsic
Shares Price Term Value
(years) (thousands
Outstanding at December 31, 2( 1,140,23 $ 5.2¢ 5.2 $ 10,86«
Vested and exercisable at December 31, : 1,029,411 $ 5.7: 5.1 $ 9,35¢

The aggregate intrinsic value in the table abopeegents the total pre-tax intrinsic value (théedénce between the fair value of the
Company’s common stock at December 31, 2013 of7Bldnd the exercise price, multiplied by the nundfen-the-money options) that
would have been received by the option holdersdfiagption holders exercised their options on Delsen81, 2013.The intrinsic value is
based on the fair market value of the Company’'sksémd therefore changes as the fair market vdltieecstock price changes. The total
intrinsic value of options exercised was $970 far year ended December 31, 2013.

As of December 31, 2013, a total of $194 unrecaghzompensation cost related to stock optionspe&®d to be recognized over a
weighted-average period of 0.7 years.

c. Common Stock Grants
Restricted Stock Grants
The following restricted stock grants were issuedrmployees of the Company during the year endegmber 31, 2013.

Grant Date

Number Share
Date of Shares Price Fair Value
February 22, 2013 7,50( $ 9.1¢F $ 69
March 11, 201! 168,00( 9.31 1,56¢
May 17, 201: 3,00( $10.7¢ 32
Total 178,50( $ 1,66¢
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The following table summarizes the restricted stactvity for the year ended December 31, 2013.

Weighted
Average
Grant Date

Number
of Shares Fair Value
Balance as of January 1, 2011 8,00( $ 7.0¢
Grantec 188,99¢ 7.2¢€
Vested (3,250 8.1z
Forfeited (7,500 414
Balance as of December 31, 2( 186,24¢ 7.3¢
Grantec 251,50( 12.3(
Vested (43,84¢) 7.2¢
Forfeited (26,29) 7.9¢
Balance as of December 31, 2( 367,61: 10.72
Grantec 178,50( 9.3:
Vested (98,69:) 10.3¢
Forfeited (84,249 10.92
Balance as of December 31, 2( 363,17 $ 10.0¢

The fair value of restricted stock is based ondbsing stock price of an unrestricted share ofGbepanys common stock on the gre
date and is amortized to compensation expensestmight-line basis over the requisite serviceqerivhich is generally the vesting period,
net of estimated forfeitures. The total compensagixpense, classified within payroll and relatedhmnconsolidated statements of operations,
related to restricted stock grants was $1,056, $68B8%$138 for the years ended December 31, 2012, &d 2011, respectively, and the
related tax benefit was $459, $232, $52 for thesyeaded December 31, 2013, 2012 and 2011, regglgctlhe restricted shares contain
vesting restrictions and vest 25% per year over years on the anniversary date of the grants.Gdmapany granted restricted stock awards
totaling 178,500 shares with an aggregate graetfadatvalue of $1,665 in the year ended DecembeRB13. In the years ended
December 31, 2012 and 2011, the Company grante®@®band 188,999 restricted shares, respectivélly,am aggregate grant date fair ve
of $3,093 and $1,377, respectively.

The total unrecognized compensation cost relatedsivicted stock of $2,383 is expected to be rezagl through May 17, 2017.

Non-Restricted Stock Grants

The below table indicates the non-restricted comstook grants issued to the Company’s Board ofdbamrs during the year ended
December 31, 2013. The total fair value of the ehd@sued was expensed upon the grant dates.

Number of Grant Date
Share

Date Shares Price Fair Value
January 16, 2013 24,28( $10.0¢ $ 24t
March 25, 201! 1,622 9.2t 15
June 24, 201 1,41¢ 10.5¢ 15
September 24, 201 1,20¢ 12.4: 15
December 26, 201 1,034 $14.51 15
Total 29,56: $ 30t
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d. Common Stock Repurchases
The Company did not repurchase Common Stock diin@egears ended December 31, 2013, 2012 and 2011.

e. Dividends

On November 15, 2013, the board of directors ofGhepany declared a quarterly cash dividend of&pelr share, payable on
December 5, 2013 to common stockholders of recptitkaclose of business on November 26, 2013. flgesgate amount of the dividends
payable was $3,792, based upon shares of commonatitstanding as of the record date of NovembeRQ&3 with another $58 payable as
restricted shares vest.

On November 16, 2012, the board of directors ofGhepany declared a special cash dividend of $3e0Ghare, payable on
December 11, 2012 to common stock holders of reabtde close of business on November 30, 2012 aghesgate amount of the dividends
payable was $70,296, based upon shares of commaci @itstanding as of the record date of NovembePB12 with another $1,104
payable as restricted shares vest.

Pursuant to the 2006 Plan, holders of unvestedatest shares as of December 11, 2012 and Decenl2€1.3 qualify to receive the
$3.00 dividend and $0.16 dividend, respectivelyeanh future vesting date, subject to continuedi@yngent through the vesting date. As of
December 31, 2013, the total dividends payablervested restricted shares was $666, of which $28®ssified as the current portion of
dividends payable expected to be paid in 2014 &0d $lassified as long-term which is expected tpdid in the vesting periods in 2015
through 2017.

13. Revenue from Club Operations
Revenues from club operations for the years endmmtidber 31, 2013, 2012 and 2011 are summarizedbelo

Years Ended December 31

2013 2012 2011
Membership dues(2) $358,76: $366,04- $364,53t
Joining fee: 14,39: 11,59t 6,82¢
Personal training revent 66,36 65,64 62,39
Other ancillary club revenue(1)( 24,72 29,89: 28,29:
Total club revenu 464,24( 473,17 462,05
Fees and other revenue 5,98¢ 5,80¢ 4,89(
Total revenue $470,22! $478,98: $466,94:

(1) Other ancillary club revenue primarily consistsSafall Group Training, Sports Clubs for Kids andguet sports

(2) As previously disclosed, member usage fee2@f35 historically recorded in other ancillary chdvenue were reclassified to
membership dues for the year ended December 31,

(3) Fees and other revenue primarily consist of rantaime, marketing revenue and management
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14. Corporate Income Taxes

The provision for income taxes for the years eridedember 31, 2013, 2012 and 2011 consisted obtlwning:

Current
Deferred

Current
Deferred

Current
Deferred

The components of deferred tax assets, net cafdisé following items:

Deferred tax asset:
Deferred lease liabilitie
Deferred revenu

Deferred compensation expense incurred in conmreutith stock option:

Federal and state net operating loss «forwards
Accruals, reserves and ott

Deferred tax liabilities

Fixed assets and intangible as:
Deferred cost

Undistributed foreign earnings and otl

Gross deferred tax assi
Valuation allowanct

Deferred tax assets, r
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Year Ended December 31, 201

State anc
Federal Foreign Local Total
$ 39¢€ $ 232 $ 17E $ 802
6,487 — 77 6,56/
$6,88° $ 232 $ 252 $7,367
Year Ended December 31, 2012 (Revise
State anc
Federal Foreign Local Total
$ 25C $ 172 $ 79 $ 501
6,041 — (221) 5,82(
$6,291 $ 172 $ (142  $6,321
Year Ended December 31, 2011 (Revise
State anc
Federal Foreign Local Total
$(9,667) $ 541 $ 187 $(8,93¢
12,01¢ — (377) 11,63¢
$ 2,34¢ $ 541 $ (190) $ 2,69¢

December 31

2013 2012
(Revised)
$24,56( $26,65¢
10,81¢ 11,54¢
2,101 1,91¢
6,391 10,91
5,77: 7,82¢
$49,64° $58,86(
$16,28: $18,04¢
4,45 5,34¢
492 338
$21,23: $23,72¢
28,41¢ 35,13¢
(65) (83
$28,35( $35,05:




Table of Contents

TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

As of December 31, 2013, the Company has net deféax assets of $28,350. The state net deferxeastet balance as of
December 31, 2013 is $22,674. Quarterly, the Comparesses the weight of all positive and negatrigence to determine whether the net
deferred tax asset is realizable. The Company is&arically been a taxpayer and is in a three peanulative income position as of
December 31, 2013 for both federal and certaire $teitsdictions. In addition, the Company, basedewent trends, projects future income
sufficient to realize the deferred tax assets dyitire periods when the temporary tax deductibledihces reverse. With the exception of the
deductions related to our captive insurance companstate taxes, state taxable income has beeisgndjected to be the same as federal
taxable income. Because the Company expects thiveapsurance company to be discontinued in 28Helassessment of the realizability of
the state deferred tax assets is consistent witlfetteral tax analysis above. The Company hasmstateperating loss carry-forwards which
the Company believes will be realized within thaitable carry-forward period, except for a smali operating loss carry-forward in Rhode
Island due to the short carry-forward period irt #$tate. Accordingly, the Company concluded thdtt) the exception of net operating loss
carry-forward in Rhode Island, it is more likelyathnot that the deferred tax assets will be redlifeactual results do not meet the
Companys forecasts and the Company incurs losses in 28d4@yond, a valuation allowance against the dedfelax assets may be requi
in the future.

As of December 31, 2013, the Company has a taxfibefnéederal net operating loss carry-forwards tiax purposes of $7,916.
Pursuant to ASC 718-740-25-10, the Company hasacotrded the tax benefit and related deferred $agtdor the windfall portion of stock
compensation tax deductions that either create aperating loss carry-forward or increase a netajing loss carry-forward. As such, the
amount of net operating loss carry-forwards forahha tax benefit would be recorded to addition&d i@ capital when the tax benefit is
realized is approximately $4,554 as of Decembef813.

As of December 31, 2013, Federal tax wage crediydarwards were $1,284 and state net operatisg tarry-forwards were $8,821
for tax purposes. Such amounts expire between Daeefl, 2015 and December 31, 2033. The Compangdmaduded that it is more likely
than not that the net deferred tax asset balanoé@secember 31, 2013 will be realized with theaptton of the aforementioned Rhode Isl
net operating loss. The amounts reported for fédem state purposes reflect net operating losgandredit carry-forwards for tax return
purposes, which are different for carry-forwardsffoancial statement purposes due to the reductiater the FASB’s guidance on
accounting for uncertainty in income taxes.

The Company’s foreign pre-tax earnings relatedhéoSwiss entity were $968, $846 and $910 for tleesyended December 31, 2013,
2012 and 2011, respectively, and the related cutagrprovisions were $232, $172 and $541, respalgtiin 2011, the Company repatriated
Swiss earnings through 2010. In connection with tlividend, the Company will be entitled to clairfoeeign tax credit of $1,541 for federal
income tax purposes which, due to the net oper&sgycarry-forward, is reflected as a deferredasset. This credit expires in December
2021. In accordance with ASC 740-30, the Compamlyriaognized a deferred tax liability of $492 foe incremental U.S. tax cost on the
total cumulative undistributed earnings of the Swikibs for the period through December 31, 2013.

The results for the years ended December 31, ZI2 and 2011 include error corrections that redlitt an increase in benefit for
corporate income taxes and a related increasefémrdd tax assets in the Company’s consolidatddretent of operations and consolidated
balance sheet for each year, respectively. Inahet quarter of 2013, the Company identified aection relating to temporary differences
fixed assets for state depreciation that resutigtie recognition of an income tax benefit of $2850 in the fourth quarter of 2013, the
Company identified corrections related to tempoudifferences in landlord allowances resulting ia thcognition of out of period expense of
$209 for a net benefit to Provision for corporateome taxes of $16 recorded in the year ended Deeed1, 2013. The Company also made
out of period balance sheet adjustments as of DieeeB1, 2012
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related to a reclassification of the deferred tsseaassociated with the deferred membership ansdtshe corrections related to temporary
differences in landlord allowances. As of DecenBiker2012, the net effect of the balance sheet adpras was a decrease in current deferred
tax assets of 5,572 and an increase both non-¢Wefarred tax assets of $6,432 and the long tagome tax liability (included within Other
Liabilities) of $860. In the fourth quarter of 2QBe Company identified corrections related togerary differences in fixed assets,
intangible assets and deferred revenue resultitigeimecognition of an income tax benefit of $483he fourth quarter of 2011, the Comp:
identified revisions related to the tax effect ef nperating loss carry-forwards resulting in theognition of an income tax benefit of $343.
The Company does not believe that these error ctiores are material to the current or prior repayiperiods.

The differences between the United States Fedetaltsry income tax rate and the Company’s effectax rate were as follows for the
years ended December 31, 2013, 2012 and :

Years Ended December 31

2013 2012 2011
Federal statutory tax rate 35% 35% 35%
State and local income taxes, net of federal tavefik 8 8 8
Change in state effective income tax | — 2 4
State tax benefit related to insurance premi (6) @) (11)
Tax reserve — —
Correction of an errc D ©)] 4
Other permanent differenc (1) 4 (2)
37% 35% 30%

The 2013, 2012 and 2011 effective tax rate of 3388p, and 30%, respectively, on the Company’s pxéAeome was primarily
impacted by state tax benefits related to insurgnemiums and interest paid to the captive inswgamnpany.

As of December 31, 2013 and 2012, $751 represe¢héedmount of unrecognized tax benefits that,abgmized, would affect the
Company'’s effective tax rate in any future peridels: the years ended December 31, 2013, 2012 alj R@erest expense on unrecognized
tax benefits was $495, $81 and $81, respectivélg. Tompany recognizes both interest accrued refatedrecognized tax benefits and
penalties in income tax expenses. The Companydtabaccruals for interest as of December 31, 20482012 of $959 and $464,
respectively.

A reconciliation of unrecognized tax benefits, exithg interest and penalties, is as follows:

2013 2012 2011

(Revised) (Revised)
Balance on January $15,65¢ $16,49° $17,06°
Gross decreases for tax positions taken in priars (1,829 (83¢) (570
Gross increases (decreases) for tax positions iakamrent yea — — —
Reduction due to settlements or lapse of statuliendhtions — — —
Balance on December . $13,83( $15,65¢ $16,49’

As of December 31, 2013, the Company had $13,83M@fcognized tax benefits. Of the amounts refteiehe above table for
December 31, 2013, it is reasonably possible $1,d&d be realized by the Company in 2014 sinedrthome tax returns may no longer be
subject to audit in 2014.
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The Company files federal, foreign and multipldestand local jurisdiction income tax returns. Tr@rany is no longer subject to
examinations of its federal income tax returnsh®yInternal Revenue Service for years 2009 and.prio

The following state and local jurisdictions areremtly examining the Company’s respective retuonghtie years indicated: New York
State (2006 through 2012), New York City (2006, 20and 2008), and the Commonwealth of Massachu@&t®, 2010). The State of New
York issued a proposed assessment dated, Janua2@1Bfor $3,787, inclusive of $1,231 of interésimeeting has been requested with the
State of New York to discuss this assessment. €aesyfrom 2010 through 2012 remain open for thg @fitNew York. The Company
continues to evaluate the merits of the proposedsasnent as new information becomes available wieemeet the state authorities. The
Company has not recorded a tax reserve relatdetproposed assessment.

It is difficult to predict the final outcome or ting of resolution of any particular matter regagithese examinations however it may be
reasonably possible that one or more of these exaions may result in a change in the reserverioeriain tax positions over the next
twelve months.

15. Contingencies

On or about March 1, 2005, in an action stydah Cruz, et al v. Town Sports International/aew York Sports Clufplaintiffs
commenced a purported class action against TSI, ibltfe Supreme Court, New York County, seekingaithpvages and alleging that TSI,
LLC violated various overtime provisions of the N&ark State Labor Law with respect to the paymdmwages to certain trainers and
assistant fitness managers. On or about June 08, &t same plaintiffs commenced a second pumbatéess action against TSI, LLC in the
Supreme Court of the State of New York, New Yorku@ty, seeking unpaid wages and alleging that TEC kiolated various wage payment
and overtime provisions of the New York State Labaw with respect to the payment of wages to alvN@rk purported hourly employees.
On September 17, 2010, TSI, LLC made motions tmidis the class action allegations of both lawdoitplaintiffs’ failure to timely file
motions to certify the class actions. The courhtgd the motions on January 29, 2013, dismissiegliss action allegations in both lawsuits.
On March 4, 2013, plaintiffs served notice of thietent to appeal that dismissal. The court hagestéhe remaining, individual claims in each
action pending resolution of the plaintiffs’ appeBhe appeal has been fully briefed and the pagtgect that oral argument on the motion
will be held in April 2014.

On September 22, 2009, in an action styledn Sports International, LLC v. Ajilon Solutioasdivision of Ajilon Professional Staffing
LLC (Supreme Court of the State of New York, New Yodu@ty, 602911-09), TSI, LLC brought an action ie Bupreme Court of the State
of New York, New York County, against Ajilon formeong other things, breach of contract seeking, anubher things, money damages, in
connection with Ajilon’s failure to design and delr to TSI, LLC a new sports club enterprise manag@ system known as GIMS.
Subsequently, on October 14, 2009, Ajilon brougbbanterclaim against TSI, LLC alleging breach afittact, asserting, among other thir
failure to pay outstanding invoices in the aggregahount of approximately $2,900. Following a jtrigl, a jury verdict was rendered on
January 28, 2013, that awarded TSI, LLC damagesstgdjilon in the amount of approximately $3,3@0ys interest, and also awarded
Ajilon damages against TSI, LLC in the amount gbrximately $214, plus interest. After the Courmfied Ajilon’s motion to set aside the
part of the jury verdict that had rejected the boflldjilon’s counterclaim, the Court increased twveard of damages against TSI, LLC from
approximately $214 to approximately $2,900, plusnest. The result is a net
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amount owed to TSI, LLC in the amount of approxieiat400, plus interest. On April 8, 2013, TSI, LE@d a notice of appeal, appealing
the Court’s decision to set aside the jury verdiag on May 6, 2013, Ajilon filed its notice of aggb, appealing the verdict. On December 3,
2013, the Appellate Division issued its opinion jethvacated the judgments for damages both foragiaihst TSI, LLC but let stand the
jury’s verdict that Ajilon is liable to TSI, LLC for daages to be determined at a new trial against Ajildre new trial, which has not yet be
scheduled, will be limited to the damages suffdrned Sl, LLC. On January 2, 2014, Ajilon filed a riwat to the Appellate Division to both
reargue the Appellate Division’s decision to denjyolh damages as well as appeal the Appellate imis decision to the New York State
Court of Appeals. On February 25, 2014, the Appelivision denied Ajilon’s motion.

On February 7, 2007, in an action styl&thite Plains Plaza Realty, LLC v. TSI, LLC et, @he landlord of one of TSI, LLC’s former
health and fitness clubs filed a lawsuit in statartagainst it and two of its health club subsid®alleging, among other things, breach of
lease in connection with the decision to closecthb located in a building owned by the plaintiffcaleased to a subsidiary of TSI, LLC, and
take additional space in the nearby facility leasg@nother subsidiary of TSI, LLC. The trial cogranted the landlord damages against its
tenant in the amount of approximately $700, inahgdinterest and costs (“Initial Award”). TSI, LLCas held to be jointly liable with the
tenant for the amount of approximately $488, uradimited guarantee of the tenant’s lease obligatid he landlord subsequently appealed
the trial court's award of damages, and on Decer@2heP010, the appellate court reversed, in paettrial court’s decision and ordered the
case remanded to the trial court for an assessofaulditional damages, of approximately $750 phisriest and costs (the “Additional
Award”). On February 7, 2011, the landlord movedrisargument of the appellate court’s decisioeks®y additional damages plus
attorneys’ fees. On April 8, 2011, the appellatertdenied the landlord’s motion. On August 29, P0the Additional Award (amounting to
approximately $900), was entered against the temdrtt has recorded a liability. TSI, LLC does neliéve it is probable that TSI, LLC will
be held liable to pay for any amount of the AddiibAward. Separately, TSI, LLC is party to an agnent with a third-party developer,
which by its terms provides indemnification for ladl amount of any liability of any nature arisiogit of the lease described above, incluc
attorneys’ fees incurred to enforce the indemnityconnection with the Initial Award (and in furttaace of the indemnification agreement),
TSI, LLC and the developer have entered into aregent pursuant to which the developer has ageegalytthe amount of the Initial Award
in installments over time. The indemnification agreent also covers the Additional Award, and theeetbe Tenant has recorded a receivable
related to the indemnification. The developer ditl pay the amount of the Additional Award to thedkrd, and on October 13, 2011, the
landlord commenced a special proceeding in theeSnprCourt of the State of New York, WestchesternBguo collect the Additional
Award directly from the developer. A motion to dissithe special proceeding made by the developsdenied by the court on March 13,
2012. An appeal of that decision by the developaes mejected. On March 14, 2013, the landlord mdeedummary judgment on its claim to
recover the Additional Award directly from the déymer and on March 25, 2013, the developer crossehdéor summary judgment to
dismiss the special proceeding. On May 30, 20X8¢cturt granted summary judgment to the landlodidemied the cross-motion for
summary judgment of the developer. Judgment wasettgainst the developer on June 5, 2013 inrtfoeiat of approximately $1,045, plus
interest. On June 13, 2013, the developer filedta of its intent to appeal the judgment. Theegppemains pending.

On or about October 4, 2012, in an action styllehes Labbe, et al. v. Town Sports Internationa€ L plaintiff commenced a purport
class action in New York State court on behalf efspnal trainers employed in New York State. Laistseeking unpaid wages and damages
from TSI, LLC and alleges violations of various yigions of the New York State labor law with regpecpayment of wages and TSI, LLC's
notification and record-keeping obligations. On Baber 18, 2012, TSI, LLC filed a motion to stay thess action pending a decision on
class certification in the Cruz case and to disitiies_abbe action if the Cruz case is certified.January 29, 2013, Labbe responded to the
motion to stay and filed a cross-motion to consxifidthe Labbe case
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with the Cruz case. On February 11, 2013, follovtingydismissal of the class claims in Cruz, Labitbdvew the crossaotion to consolidats
Oral argument to stay the action until a deciseomade on the appeal in the Cruz case was heakgriiril0, 2013. On December 17, 2013,
the Court granted TSI, LLC’s motion to stay the bhalaction pending a resolution of the Cruz appgathe terms of the order, the stay lasts
as long as the appeal of the dismissal of the clag®s in the Cruz case remains pending.

In addition to the litigation discussed above, @wmpany is involved in various other lawsuits, miaiand proceedings incidental to the
ordinary course of business, including personairinpnd employee relations claims. The resultdtigbktion are inherently unpredictable. A
claims against the Company, whether meritoriousody could be time consuming, result in costhghtion, require significant amounts of
management time and result in diversion of sigaifiacesources. The results of these other lawsléisns and proceedings cannot be
predicted with certainty. While it is not feasilitepredict the outcome of such proceedings, irofiieion of the Company, either the
likelihood of loss is remote or any reasonably fmedoss associated with the resolution of suateedings is not expected to be material
either individually or in the aggregate.

16. Employee Benefit Plar

The Company maintains a 401(k) defined contribugitam and is subject to the provisions of the EmpgdoRetirement Income Security
Act of 1974 ("ERISA”). The Plan provides for the @pany to make discretionary contributions. The Mas amended, effective January 1,
2001, to provide for an employer matching contiitruin an amount equal to 25% of the participsuebntribution with a limit of five hundre
dollars per individual, per annum. Employer matghtontributions totaling $223 and $222 were madeebruary 2013 and March 2012,
respectively, for the Plan years ended Decembe2@Il2 and 2011, respectively. The Company expeatsake an employer matching
contribution of approximately $238 in March 2014 fioe Plan year ended December 31, 2013.

17. Selected Quarterly Financial Data (Unaudited’

2013
First Second Third Fourth
Quarter Quarter Quarter Quarter
(b)
Net revenue $119,16:- $120,11: $117,04. $113,90°
Operating incom: 11,47¢ 15,00: 8,77( 5,34¢
Net income (loss 4,231 6,197 2,591 (695)
Earnings (loss) per share!
Basic $ 0.1¢ $ 0.2¢ $ 0.1 $ (0.09
Diluted $ 0.1¢ $ 0.2t $ 0.1C $ (0.09
2012
First Second Third Fourth
Quarter Quarter Quarter Quarter
() (d)
Net revenu $122,91. $122,24: $119,61. $114,21¢
Operating incom: 11,62¢ 13,79¢ 11,66( 4,34¢
Net income (loss 3,85( 5,417 3,152 (459)
Earnings (loss) per share:

Basic $ 0.17 $ 0.22 $ 0.1 $ (0.09
Diluted $ 0.1¢ $ 0.2: $ 0.1z $ (0.02
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(&) Basic and diluted earnings per share are cardgutlependently for each quarter presented. Acugisd the sum of the quarterly
earnings per share may not agree with the calaufateyear earnings per sha

(b) Revenue and operating income for the fourthrtignaf 2013 includes $424 of rental revenue duantout of period error correction. Net
loss and loss per share for the fourth quartel0@B2nclude $632 and ($0.03), respectively, conegrisf the following: $259, net of tax,
related to the out of period adjustment to remteabime referred to above, $457 loss on extinguishwfetebt, net of tax, in connection
with the Company’s debt refinancing in November 20877 payroll bonus expense, net of tax, in cotioeavith the payment of a
$0.16 cash bonus to eligible stock option holdg287, net of tax, of severance related to an ekexdeparture; $136, net of tax, rels
to legal fees in connection with the sale of out"&ireet property and $16 of net income tax benedit#ed to corrections of temporary
tax differences

(c) Netincome and earnings per share for the thirdtquaf 2012 include $530 and ($0.02), respectieainprised of the following: $57
loss on extinguishment of debt, net of tax in catioa with the Company’s debt refinancing in Augéii2; $848, net of tax, of
incremental interest expense in connection withGhepany’s debt refinancing in August 2012; $182 discrete income tax benefit;
and additional fees and revenue of $711, net ofrealized in connection with the termination dbag-term marketing arrangement
with a third party i-club advertiser

(d) Netloss and loss per share for the fourth quaft@012 include $4,277 and $(0.18), respectivatynprised of the following: $1,88

net of tax, of fixed asset impairments relatechtwriteoffs of fixed assets for four clubs that sustaidachages from Hurricane San
$924, net of tax, of incremental interest expenssnnection with the Company’s additional borrogwimder the 2011 Senior Credit
Facility in November 2012; $1,470 payroll bonus exge, net of tax in connection with the paymera $8.00 cash bonus to eligible
stock option holders; $340 of additional general administrative expenses and incremental shaedbasmpensation expense, net of
tax from fees incurred in connection with the Compa special dividend payment and stock option ricalions; and $340 of discrete
income tax benefits related primarily to correctiai temporary differences related to depreciasiod amortization on the Company’s
fixed assets and intangible ass

18. Other

On December 24, 2013, the Company announced theiatd an agreement to sell its property locatetisd East 86th Street, New
York to an affiliate of Stillman Development Intational, LLC for a price of $82,000, subject totaer adjustments. The transaction is
subject to various closing conditions, and theipagxpect the transaction to be completed on Mat¢t2014. In connection with the sale of
the property, the Company will continue to operdNYSC health and fitness club at this locatiowler a lease with the purchaser of the
property. After a period of not less than two ye#rs purchaser, upon prior notice, may exercgseght to terminate the lease in order to
commence the demolition of the premises and theently adjacent property under which the purchassrentered into a long-term ground
lease, and the construction of a new high-riseirngk property. The parties have agreed to enteraimew lease for a health and fitness club
space to be located at the same location as thentditness club following completion of developmef the new high-rise building.

19. Subsequent Even

On February 12, 2014, the board of directors ofGbepany declared a quarterly cash dividend of&felr share. The cash dividend is
payable on March 5, 2014 to stockholders of readitie close of business on February 24, 2014 aglgeegate amount of the payment to be
made in connection with the cash dividend will ppraximately $3,900.
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The following is a list of all exhibits filed or @orporated by reference as part of this Report:

Exhibit
No.
3.1
3.2
4.1

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

*10.10

Description of Exhibit

Amended and Restated Certificate of Incorporatiohawn Sports International Holdings, Inc. (the ‘tigrant”) (incorporated
by reference to Exhibit 3.1 of the Regist’'s Quarterly Report on Form -Q for the quarter ended June 30, 201

Second Amended and Restated By-laws of the Regidiraorporated by reference to Exhibit 3.1 of BRegistrant’s Current
Report on Form-K, filed on May 19, 2008]

Form of Common Stock Certificate (incorporated &ference to Exhibit 4.5 of the Registrant’s Registn Statement on
Form &1, File No. 33-126428 (the‘S-1 Registration Stateme”)).

Registration Rights Agreement, dated as of Febrda®004, by and among Town Sports Internationdtlidgs, Inc., Town
Sports International, Inc., Bruckmann, Rosser, 8hé&rCo., L.P. the individuals and entities listen the BRS Co-Investor
Signature Pages thereto, Farallon Capital Parthes, Farallon Capital Institutional Partners, I.IRR Capital Partners, L.P.,
and Farallon Capital Institutional Partners Il, L @anterbury Detroit Partners, L.P., Canterburyiémine Capital, L.P.,
Rosewood Capital, L.P., Rosewood Capital 1V, LEasewood Capital IV Associates, L.P., CapitalSotto&lings LLC, Keith
Alessi, Paul Arnold, and certain stockholders & @ompany listed on the Executive Signature Pdg@sto (incorporated by
reference to Exhibit 10.5 of the-4 Registration Statemen

Amendment No. 1 to the Registration Rights Agreeinderted as of March 23, 2006 (incorporated by esfee to Exhibit 10.21
of the Registra’'s Annual Report on Form -K for the year ended December 31, 2005 “2005 Form 1-K")).

Amendment No. 2 to the Registration Rights Agreeindaed as of May 30, 2006 (incorporated by refeeen Exhibit 10.9.1
of the &1 Registration Statemen

Credit Agreement, dated as of November 15, 201®ngnTown Sports International, LLC, TSI HoldingslILC, the lenders
party thereto, Deutsche Bank Trust Company Amerigag\dministrative Agent, and Keybank National d@ation, as
Syndication Agent (incorporated by reference toikixii 0.1 to the Registrant’s Current Report onrr@&-K, dated November
15, 2013)

Subsidiaries Guaranty, dated as of November 153, 28rhong each of the Guarantors party theretoPeudsche Bank AG
New York Branch, as Administrative Agent (incorp by reference to Exhibit 10.2 to the Regis’s Current Report on
Form ¢-K, dated November 15, 201!

Pledge Agreement dated as of November 15, 2013pnguitih@ Borrower, Holdings II, each of the Pledguaisty thereto, and
Deutsche Bank AG New York Branch, as Collateral Wtgécorporated by reference to Exhibit 10.3 te Begistrant’s Current
Report on Form-K, dated November 15, 201

Security Agreement dated as of November 15, 20th®ng the Borrower, Holdings II, each of the Assignparty thereto, and
Deutsche Bank AG New York Branch, as Collateral Wtgecorporated by reference to Exhibit 10.4 te Registrant’s Current
Report on Form-K, dated November 15, 201

Amended and Restated Interest Rate Swap Confirmatated November 15, 2013, between Town Sportsriational, LLC
and Deutsche Bank AG New York (Filed herewi

Agreement of Sale, dated December 23, 2013, bypatwdeen Town Sports International, LLC and MontyoTkast 86th Street
Associates LLC (Filed herewith

2004 Common Stock Option Plan (incorporated byresfee to Exhibit 10.7 of the-4 Registration Statemen
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No.

*10.11

*10.12

*10.13

*10.14

*10.15

*10.16

*10.17

*10.18

*10.19

*10.20

*10.21

*10.22

*10.23

*10.24

*10.25

*10.26

Description of Exhibit

Amendment No. 1 to the Registrant’s 2004 CommorlS@ption Plan (incorporated by reference to ExHibi2 of the
Registrar’'s Quarterly Report on Form -Q for the quarter ended September 30, 2C

Amended and Restated 2006 Stock Incentive Plaorfdcated herein by reference to Appendix A of@lmpany’s definitive
Proxy Statement on Schedule 14A filed on March229,1).

Form of Incentive Stock Option Agreement pursuarthe 2006 Incentive Plan (incorporated by refeeeincExhibit 10.1 of the
Registrar’'s Current Report on Forn-K filed August 8, 2006)

Form of Non-Qualified Stock Option Agreement pursLta the 2006 Incentive Plan (incorporated bynesfee to Exhibit 10.2
of the Registrar's Current Report on Forn-K filed August 8, 2006)

Form of the Non-Qualified Stock Option Agreementfon-Employee Directors pursuant to the 2006 ItigerPlan
(incorporated by reference to Exhibit 10.1 of thegRtran’s Current Report on Forn-K filed April 2, 2007).

Form of Non-Qualified Stock Option Agreement purdua the 2006 Incentive Plan (incorporated bynesfee to Exhibit 10.3
of the Registrar's Quarterly Report on Form -Q for the quarter ended September 30, 2C

Form of Restricted Stock Agreement pursuant t®0@6 Incentive Plan (incorporated by referencextiliit 10.2 of the
Registrar’'s Quarterly Report on Form -Q for the quarter ended June 30, 20

Amended and Restated 2006 Annual Performance Blams(incorporated by reference to Appendix A & Registrant’s
definitive Proxy Statement on Schedule 14A filedvarch 30, 2010)

Amended and Restated Non-Employee Director Compiensalan Summary Effective January 1, 2013 (inocaped by
reference to Exhibit 10.11 if the Registrs Annual Report on Form -K for the year ended December 31, 20:

Offer Letter to David M. Kastin, Senior Vice Presid — General Counsel, dated July 23, 2007 (incatpd by reference to
Exhibit 10.35 of the Registre’s Annual Report on Form -K for the year ended December 31, 20t

Amendment to Offer Letter to David M. Kastin, dat@dcember 23, 2008 (incorporated by reference toli#x10.35 of the
Registrar's Annual Report on Form -K for the year ended December 31, 20!

Offer Letter, dated March 18, 2010, between theif®emt and Robert Giardina (incorporated by refeesto Exhibit 10.1 to tF
Registrar’'s Quarterly Report on Form -Q for the period ended March 31, 201

Form of Executive Severance Agreement between #ggsRant and each of Daniel Gallagher and Davistikgincorporated
by reference to Exhibit 10.38 of the Regist’s Annual Report on Form -K for the year ended December 31, 20(

Form of Amendment to Executive Severance Agreeretwteen the Registrant and each of Daniel GallagheémDavid Kastin
(incorporated by reference to Exhibit 10.39 of Registrant’s Annual Report on Form 10-K for theryeaded December 31,
2008).

Form of Amended and Restated Executive Severanoeeftent between the Registrant and each of RolemdiGa, Paul
Barron, and Scott Milford (incorporated by refereric Exhibit 10.28 of the Registrant’s Annual Repmor Form 10-K for the
year ended December 31, 20(C

Amendment dated March 1, 2011 to Executive Severagreement between the Registrant and Robert @afahcorporated
by reference to Exhibit 10.2 to the Regist’s Quarterly Report on Form -Q for the period ended March 31, 201
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*10.27

*10.28
*10.29

*10.30

*10.31

21

23.1

311

31.2

32.1

32.2
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Description of Exhibit

Offer Letter, dated March 9, 2012, between the &eagyit and Terry Kew — Chief Operating Officer @ngorated by
reference to Exhibit 10.2 to the Regist’'s Quarterly Report on Form -Q for the period ended March 31, 201

Separation Agreement, dated December 2, 2013, battie Registrant and Terry Kew (Filed herewi

Form of Director and Officer Indemnification Agreent (incorporated by reference to Exhibit 10.2%hef S1 Registratior
Statement)

Form of 2012 Bonus Letter between the Registradtemth of Robert Giardina, Daniel Gallagher, Té&eyv, David
Kastin, Scott Milford and Paul Barron (incorporatadreference to Exhibit 10.11 if the Registram®nnual Report on For
1C-K for the year ended December 31, 20:

Letter Agreement with Daniel Gallagher, dated Jaynad, 2014 (incorporated by reference to Exhibitl1of the
Registrar’'s Current Report on Forn-K filed January 10, 2014

Subsidiaries of the Registra

Consent of PricewaterhouseCoopers L

Certification of Chief Executive Officer pursuantRule 13-14(a) of the Securities Exchange Act of 1934, asratad
Certification of Chief Financial Officer pursuantRule 13-14(a) of the Securities Exchange Act of 1934, asraiaed
Section 1350 Certification of Chief Executive O#fic

Section 1350 Certification of Chief Financial O#ic

XBRL Instance Documen

XBRL Taxonomy Extension Schen

XBRL Taxonomy Extension Calculation Linkba:

XBRL Taxonomy Extension Definition Linkbas

XBRL Taxonomy Extension Label Linkbas

XBRL Taxonomy Extension Presentation Linkbe

*  Management contract or compensatory plan or arraage



Exhibit 10.8

Deutsche Bank

Deutsche Bank AG New York
60 Wall Street
New York, NY 10005

+1 212-250-2500

Amendment Dat November 15, 201:

Original Draft Date July 8, 2011

To Town Sports International, LLC

Attention Dan Gallagher

Facsimile nc (212)24¢-8422

Our Reference. Global No. N1539871N (previously N1317383'"

Interest Rate Swap Transaction - This confirmationsupersedes and replaces all prior communication
between the parties hereto with respect to the Trasaction described

Ladies and Gentlemen

The purpose of this letter agreement is to sehfitré terms and conditions of the Transaction edtérto between Deutsche Bank AG
(“DBAG") and Town Sports International, LLC (“Couwsrparty”) on the Trade Date specified below (theafisaction”) This letter agreement
constitutes a “Confirmation” as referred to in thgreement specified below

The definitions and provisions contained in the@0BDA Definitions (the “Definitions”) as publishdy the International Swaps and
Derivatives Association, Inc are incorporated bgmence herein In the event of any inconsistendwéen the Definitions and this
Confirmation, this Confirmation will govern

For the purpose of this Confirmation, all refereszethe Definitions or the Agreement to a “Swap@action’ shall be deemed to be
references to this Transaction

1 This Confirmation supplements, forms part of, @nsubject to, the ISDA Master Agreement datedfdéovember 15, 2013 (as the same
may be amended or supplemented from time to tinee;Agreement”), between DBAG and Counterpartygkbvisions contained in the
Agreement shall govern this Confirmation except@gsressly modified belo

2 The terms of the particular Transaction to whids @onfirmation relates are as follo

Notional Amount USD 160,000,000 0

Original Trade Dati July 1, 2011

Original Effective Date July 13, 2011

Amendment Dat November 15, 201:

Termination Date May 15, 2018, subject to adjustment in accordance with the

Modified Following Business Day Conventi

Chairman of the Supervisory Board: Paul Achleitner
Management Board: Jurgen Fitschen (Co-Chairman), Ashuman Jain (Co-Chairman), Stefan Krause, Stephanéithner, Stuart Lewis, Rainer Neske, Henry Ritchoté
Deutsche Bank Aktiengesellschaft domiciled in Franfart am Main; HRB No 30 000, Frankfurt am Main, Local Court, VAT ID No DE114103379; www.db.con



Fixed Amounts:
Fixed Rate Paye
Fixed Rate Payer Period End Dates

Fixed Rate Payer Payment Dates

Fixed Rate
Fixed Rate Day Count Fractic
Fixed Rate Payer Business D:

Fixed Rate Payer Business Day Conven

Floating Amounts:
Floating Rate Paye
Floating Rate Payer Period End Dates

Floating Rate Payer Payment Dates

Floating Rate Optiol
Designated Maturit

Spreac

Floating Rate Day Count Fractis
Reset Date

Compoundinc
Business Days

3 Account Details.
Account Details for DBAC

USD DBAG Payment Instructions
Account With

SWIFI Code

Favor Of

Account Numbe

Account Details for Counterpar

Payment Instructior

Counterparty

The 15th Business Day of each month of each year through and
including the Termination Date, subject to adjusitie accordance
with the Modified Following Business Day Convent

The15th Business Day of each month of each year through and
including the Termination Date subject to adjusthieraccordance
with the Modified Following Business Day Convent

1884%

Actual/360

New York and Londol
Modified Following

DBAG

The15th Business Day of each month of each year through and
including the Termination Date, subject to adjusttie accordance
with the Modified Following Business Day Convent

The 15th Business Day of each month of each year through and
including the Termination Date subject to adjusthieraccordance
with the Modified Following Business Day Convent

The greater of (i) USL-LIBOR -BBA and (ii) 1.00%
1 month

None
Actual/360
The first Business Day in each Calculation Pe

Inapplicable

New York and Londot

DB Trust Co Americas, New York
BKTRUS33

Deutsche Bank AG, New York
[ILLEGIBLE]

Please provid



4 Offices
The Office for DBAG for this Transaction is New YomNew York
The Office of Counterparty for this Transaction N¥ark, New York

5 Calculation Agent: The party specified as such in the Agreement, ooifspecified
therein DBAG

6 Representations

Each party will be deemed to represent to the gihely on the date on which it enters into thisnBaction that (absent a written agreement
between the parties that expressly imposes affimmabligations to the contrary for this Transagjio

(i) Non-Reliancelt is acting for its own account, and it has madeivn independent decisions to enter into thi:3aation and as to whett
this Transaction is appropriate or proper for gdmhupon its own judgement and upon advice frorh adeisers as it has deemed necessary |t
is not relying on any communication (written or Ipiaf the other party as investment advice or escammendation to enter into this
Transaction, it being understood that informatiod axplanations related to the terms and conditidrikis Transaction shall not be
considered investment advice or a recommendatienter into this Transaction No communication (@ritor oral) received from the other
party shall be deemed to be an assurance or gearastto the expected results of this Transaction

(i) Assessment and Understandingf is capable of assessing the merits of and utaledég (on its own behalf or through independent
professional advice), and understands and acdbptterms, conditions and risks of this Transaclias also capable of assuming, and
assumed, the risks of this Transaction

(iii) Status of PartiesThe other party is not acting as a fiduciary farap adviser to it in respect of this Transaction

3



7 Please confirm that the foregoing correctly $atth the terms of our agreement by having an aigbd officer sign this Confirmation and
return it via facsimile or email t

Attention Derivative Documentation

Telephone 44 20 7547 4755

Facsimile 44 20 7545 9761

E-mail Derivative Documentation@db.com
This message will be the only form of Confirmatitinpatched by us If you wish to exchange hard dopys of this Confirmation, please
contact us

Yours sincerely

Deutsche Bank AG

By: /sl Jon Abela
Name: Jon Abela
Authorized Signatory

By: /s/ Paul Carter
Name: Paul Carter
Authorized Signatory

Confirmed as of the date first written above

Town Sports International LLC

By /sl Kieran Sikso
Name Kieran Siksc
Title VP Finance




Exhibit 10.9

AGREEMENT OF SALE

THIS AGREEMENT OF SALE (this “ Agreement”), made as of the 28 day of December, 2013 Effective Date”) by and betwee
TOWN SPORTS INTERNATIONAL, LLC , a New York limited liability company, having address at 5 Penn Plazah4-loor, New
York, New York 10001 (hereinafter referred to &&éller”), andMONTY TWO EAST 86 ™ STREET ASSOCIATES LLC , a Delaware
limited liability company, having an address at 3ak Avenue, Suite 1700, New York, New York 10Q@&reinafter referred to as “
Purchaser”). Seller and Purchaser may sometimes be refeoréérein collectively as theParties”.

WITNESSETH:

WHEREAS, Seller is desirous of selling the Property (as inafeer defined in Paragraph 2 hereof), and Pushiasdesirous of
purchasing the Property, on the terms and conditi@reinafter set forth.

NOW, THEREFORE, in consideration of the mutual promises herein nattother good and valuable consideration, theipeand
sufficiency of which are hereby acknowledged, aggeed as follows:

1.RECITALS . The recitals set forth above are incorporated Bsreace as if fully set forth at length herein.
2.SALE .

(a) Seller agrees to sell to Purchaser, and Pueclaggees to purchase from Seller, for the PurcRese (as hereinafter defined in
Paragraph 3 hereof), subject to the terms and tiondiof this Agreement, all of the right, titlechimterest of Seller in and to the following
(hereinafter collectively referred to as thEroperty ”):

(i) Real Property That certain real property located at 151 Eadt 8&eet (including 151-155 East B&treet), in the
Borough of Manhattan, County of New York, StatéNefwv York, as more particularly described in Exhil#it” attached hereto and made a
part hereof (the Land "), together with: (1) all improvements locatedren (the “Improvements™); (2) all rights, benefits, privileges,
easements, tenements, hereditaments, rights-ofmapther appurtenances thereon or in any way &gipeg thereto, including all mineral
rights, development rights, air and water rights] €3) all strips and gores and any land lyinchim bed of any street, road or alley, open or
proposed, in front of or adjoining such Land (cciiieely, the “Real Property");

(ii) Orva Lease All of the landlord’s right, title and interest and to the Orva Lease (as defined in Paragraghhteof),
all amendments and modifications to the Orva Leasd,all security deposits (if any) furnished unither Orva Lease;

(iii) Tangible Personal PropertyAll of the equipment, machinery and fixtures el to and serving the Improvements
now or hereafter located on or affixed to i




used exclusively in the operation, ownership ornteiance of the Real Property, and any replacenoesisbstitutions therefor (collectively,
the “Tangible Personal Property”), but specifically excluding: (1) any items ofngenal property owned or leased by the Tenanu(g)
items of personal property in Seller's property agement office, if any, located on the Real Prgpé®) any items of personal property
owned by third parties and leased to Seller; ahgi@prietary computer software, systems and eqeipirand related licenses used in
connection with the operation or management oPttuperty;

(iv) Intangible Property All intangible property, if any, pertaining togtReal Property, to the extent assignable, inctydin
without limitation, all licenses, permits, approsjadjuarantees and warranties (but excluding ansagtees or warranties covering items for
which the Club Tenant (as hereinafter defined) ballresponsible for maintaining, repairing or replg under the Initial Lease (as hereinafter
defined) (collectively, the Intangible Property "); and

(v) Unpaid Awards Any unpaid award for any taking by condemnatioamy damage to the Real Property by reason of a
change of grade of any street or highway.

(b) On the Closing Date, Seller’s affiliate, TSISE&6TH Street I, LLC (the “Club Tenant”), and Purchaser shall enter into a
lease (the ‘1nitial Lease ") with respect to the space within the Improversestcupied by Seller or its affiliate on the Clgsbate (the “
Initial Club Premises”). Purchaser and the Club Tenant shall executedefider to each other at Closing a memoranduneadé (the “
Memorandum of Lease”) with respect to the Initial Lease, in form for rediog and otherwise in form and substance acceptalthe partie
thereto, which shall be recorded by the Club Teniis sole cost. At Closing, the Club Tenant Ishlgb execute and deliver to Purchaser a
termination of the Memorandum of Lease (thHEetmination of Memorandum of Lease”), in form for recording and otherwise in form and
substance acceptable to the parties theteto, hicthaser will hold in escrow until the expiratimnearlier termination of the Initial Lease
which time Purchaser shall record the TerminatibMemorandum of Lease), all as more particularlyfeeh in the Initial Lease. Nothing
contained in this Agreement shall be deemed taaffe rights and obligations of the parties tolttiBal Lease.

(c) Simultaneously herewith, Purchaser’s affiliddmnty Three East 86 Street Associates LLC Ground Lesseg), is entering
into that certain Agreement of Lease dated aseftltiie hereof (theGround Lease”) between Jane H. Goldman, Allan H. Goldman, Amy
Goldman Fowler and Diane Goldman Kemper, as cotdres of the Estate of Lillian Goldman, and Thdiail Goldman Family, L.L.C., as
lessor (collectively, ‘Ground Lessor”), and Ground Lessee, as lessee, in respect qfrtperty located at 1283-1289 Lexington Avenue
(a/k/a 147-149 East 86Street), New York, New York. Concurrent with thesemtion and delivery of this Agreement by the Rartiereto,
Purchaser and Ground Lessee shall execute anddtiGeller the Ground Lease Certification (EffecDate) in the form attached hereto as
Exhibit“O-1" .



3.PURCHASE PRICE . The Purchase Price of the Property shall be Eighig-Million and 00/100 ($82,000,000.00) Dollars iie
referred to as the Purchase Price”), payable as follows:

(a) Upon execution and delivery of this Agreeméntrchaser shall deposit in escrow with Fidelityiblzdl Title Insurance
Company, 485 Lexington Avenue, 18th Floor, New Y dflkew York 10017, as escrow agen&scrow Agent”), the sum of Five Million and
00/100 ($5,000,000.00) Dollars (such sum, togettittr all interest earned thereon, hereinafter refiéto as the Deposit”), which shall be
maintained by Escrow Agent in an interest bearcmpant pursuant to the provisions of Paragraphet8di.

(b) Upon making the Deposit, the Deposit shall be-refundable and Purchaser shall have no furtbetsrthereto, except as
otherwise expressly set forth in this Agreement.

(c) Concurrently herewith, each Party shall noiscrow Agent of its Federal Tax Identification nuamb

(d) Prior to the date hereof, Stillman Developmietérnational, LLC, an affiliate of Purchaser, ptodSeller a “no shopfee in the
amount of Fifty Thousand and 00/100 ($50,000.00)dp® (the “Additional No Shop Fe€”) in consideration for Seller's agreement not to
(directly or indirectly), from November 22, 2013 d¢high and including December 20, 2013, solicitegatn or encourage inquiries or
proposals or negotiate or enter into an agreemghtamy person or entity other than Purchaserelio ar enter into any merger or
consolidation with respect to, the Property. Atsdig, the Additional No Shop Fee shall be creditgdinst the Purchase Price. If this
Agreement is terminated by reason of Seller's defsreunder, then the Additional No Shop Fee spatimptly upon such termination, be
refunded by Seller to Purchaser or such other arfyurchaser may designate in writing.

(e) At Closing the balance of the Purchase Praddr{y account of the Deposit and the Additional$twp Fee), subject to the
adjustments and prorations described in Paragraptedeof, shall be paid in immediately availableds by wire transferring such balance
into an account designated by Seller not less éim&n(1) business day prior to the Closing Date.

(f) Seller and Purchaser agree that no portiom@Rurchase Price is being paid on account of éimgible Personal Property
included in the sale contemplated herein.

4.CLOSING DOCUMENTS .

(a) At Closing, Seller shall execute, acknowledge/ar deliver (as applicable) to Purchaser:

(i) a bargain and sale deed in the form attacheetb@s Exhibit B” (* Deed”), conveying marketable fee simple title to
the Real Property subject to no liens or encumbasuether than the Permitted Encumbrances (as ddfirearagraph 5 hereof) on the basis
that as of Closing, the Title Company (as defimeBaragraph 5 hereof) shall insure title as

3



set forth in this Agreement. For the purposes f Agreement, the termrharketable fee simple title” shall be deemed to be such fee sir
titte as any nationally recognized title insuragoenpany doing business in the State of New YorK éfgure at standard rates and subject
only to the Permitted Encumbrances;

(i) a New York State Department of Taxation andafice Form TP-584 (theTP-584");

(iii) a New York State Board of Real Property Seea Real Property Transfer Report Form RP-5217 KtHE*
RP-5217");

(iv) a New York City Department of Finance Real gy Transfer Tax Return Form NYC-RPT (thHYC RPT )

(v) an affidavit of title, the form and substandentich shall be subject to the reasonable approf/tiie Title Company (as
hereinafter defined);

(vi) the original (to the extent in Seller's possies or immediate control or, if the original istrio Seller’'s possession or
immediate control, a copy) of the Lease dated amonfiary 27, 1984, as amended by (A) the LeasefMation dated as of March 31, 1995,
(B) the Second Amendment to Lease dated as of @cfih 2003 (‘'Second Amendment) and (C) the Third Amendment to Lease dated as
of April 14, 2008 (“Third Amendment ”; such Lease, together with such amendments, atolidy, the “Orva Lease”), between Seller (as
successor in interest to Town Squash, Inc.) an@ ®Glasiery Stores, Inc. (Tenant ™), relating to a portion of the Real Property (th@rva
Premises”). Notwithstanding the foregoing, Purchaser herabynowledges and agrees that the Second Amendsmaigsing a page or
pages containing a portion of Section 7(c) thro8ghtion 12 thereof;

(vii) an assignment and assumption of the Orva ¢eesnveying all of Seller’s right, title and ingst as landlord in and to
the Orva Lease and security deposits (if any) thgter, in the form attached hereto as ExHiGit (* Assignment of Leasé€);

(viii) an omnibus assignment and assumption agregnenveying all of Seller’s right, title and inést in and to the
Intangible Property, free and clear of liens orembrances, in the form attached hereto as ExHilit(* Omnibus Assignment”);

(ix) a bill of sale, if applicable, conveying all 8eller’s right, title and interest in and to the TangiB&rsonal Property, fre
and clear of liens or encumbrances, in the forachttd hereto as ExhiliE” (“ Bill of Sale™);

(x) a closing statement approved by Seller andhiser (“Closing Statement’) setting forth,_intemlia, the closing
adjustments, prorations and material monetary teftise transaction contemplated hereby;

(xi) an affidavit of Seller certifying that Sellexr not a “foreign person”, as defined in the feti€@eign Investment in Real
Property Tax Act of 1980, and the 1984 Tax Reforoh, As amended, in the form attached hereto abEXK" .
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(xii) notice to the Tenant in the form attachedeteras Exhibit F” , advising the Tenant of the sale of the Property;

(xiii) the Confirming Tenant Estoppel or Seller Girate (each as defined in Paragraph 12(g) hgreabject to and in
accordance with the provisions of Paragraph 12¢ggdf;

(xiv) the Holdback Escrow Agreement (as define®@amagraph 8(f) hereof);
(xv) all keys and combinations to the Property @ll€3’s possession as of the Effective Date;

(xvi) a certificate which confirms that Seller’soresentations and warranties made herein remagratrd correct in all
material respects as of the Closing;

(xvii) originals (or copies, if and to the extehat originals are unavailable) of all books andrds relating to the Tenant
and the Property (other than the books and recetdsng to the operation of the health club in thigal Club Premises) and other Intangible
Property reasonably required for the orderly tidmsiof ownership and operation of the Propertydvided, however, that the books and
records and other Intangible Property shall alsmbde available at Seller’s office for inspection @opying by Purchaser and Purchaser’s
Representatives (as defined in Paragraph 21 hdreaf)time to time prior to the Closing at reasdeabmes and upon reasonable prior notice
to Seller);

(xviii) such organizational and authorizing docunsenf Seller as reasonably shall be required bglser and/or the Title
Company to evidence Seller’s authority to executk deliver this Agreement and any documents toxkeewded and delivered by Seller at
Closing and to consummate the transaction conteatplay this Agreement;

(xix) four (4) original counterparts of the Initinkase, duly executed by the Club Tenant.

(xx) four (4) original counterparts of the Memorand of Lease, duly executed and acknowledged by drehalf of the
Club Tenant;

(xxi) four (4) original counterparts of the Termiiza of Memorandum of Lease, duly executed and askedged by or on
behalf of the Club Tenant;

(xxii) four (4) original counterparts of a subordtion, non-disturbance and attornment agreemetttgifiorm required by
the Initial Lease (the SNDA "), between the Club Tenant and Purchaserbrtgagee, if any, duly executed and acknowletigeat on beha
of the Club Tenant;

(xxiii) the Termination Payment Escrow Agreemerst dafined in Paragraph 15(e)(ii) hereof);
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(xxiv) the Letter Agreement regarding the Agreenritease dated as of June 15, 1994, as amendadelter agreement
dated as of June 15, 1994 (thegtter Agreement”), a letter dated November 17, 1994 (thieetter ) and the First Amendment to Lease
dated as of March 10, 2006 (thé&tiedland Lease Amendment’; such Agreement of Lease, as amended by thell&ffeeement, the Letter
and the Friedland Lease Amendment, tf&iedland Lease”), between 161 East 86Street Company, LLC, as landlordRtiedland
Landlord "), and Seller’s affiliate, TSI East 86, LLC (susser in interest to Town Sports International, lnas tenant (Friedland Tenant
™), for a portion of the building located at 15741Bast 86" Street (the ‘Friedland Building "), in the form attached hereto as Exhibit
“N” (the “Friedland Building Letter Agreement ”); and

(xxv) such other instruments as reasonably mageired by the Title Company to effectuate thedsation contemplated
hereby.

(b) The Deed shall be accompanied by Sellpeyment to the Register or Clerk of the Countylich the Real Property is locai
of any transfer taxes or fees, all which are tpée by Seller pursuant to Paragraph 15(b) hemradt Seller’'s option upon prior written
notice to Purchaser and the Title Company nottless two (2) business days prior to the ClosingeDRurchaser shall be entitled to a credit
against the Purchase Price of a sum equal to #fy teansfer taxes or fees to be paid on acccereof.

(c) At Closing, Purchaser shall execute and/owdelio Seller:

(i) the balance of the Purchase Price;
(i) the TP-584;

(iii) the RP-5217;

(iv) the NYC RPT;

(v) the Assignment of Lease;

(vi) the Omnibus Assignment;

(vii) the Closing Statement;

(viii) the Holdback Escrow Agreement;

(ix) a certificate which confirms that Purchasegpresentations and warranties made herein remagrahd correct in all
material respects as of the Closing;

(x) such organizational and authorizing documeh®urchaser as reasonably shall be required bgrSaiid/or the Title
Company to evidence Purchaser’s authority to exeantl deliver this Agreement and any documentg texiecuted and delivered by
Purchaser at Closing and to consummate the traosaxintemplated by this Agreement;
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(xi) four (4) original counterparts of the Initiakase, duly executed by Purchaser;

(xii) four (4) original counterparts of the Memorhm of Lease, duly executed and acknowledged loyndrehalf of
Purchaser;

(xiii) four (4) original counterparts of the SNDAuly executed and acknowledged by or on behalfuofifaser’s
mortgagee;

(xiv) the Termination Payment Escrow Agreement;

(xv) the Ground Lease Certification (Closing Ddte)he form attached hereto as Exhitfit-2" , duly executed by or on
behalf of Purchaser and Ground Lessee;

(xvi) the Friedland Building Letter Agreement; and

(xvii) such other instruments as reasonably maseljeired by the Title Company to effectuate thageation contemplate
hereby.

(d) If a return is required to be filed for thertsaction herein described under Section 6045(t#jeonternal Revenue Code of
1986, as amended, then the Title Company shalé&Reporting Person”.

5.TITLE .

(a) Purchaser has: (i) obtained from Fidelity NaailoTitle Insurance Company (itle Company ") a title insurance
commitment for an owner’s policy on Title Compangisst current form (the Commitment ) in respect of the Real Property; and
(ii) obtained from Boro Land Surveying (the&Strveyor ") a survey of the Real Property prepared by Suwveyd dated November 13, 2013
(the “Survey™”).

(b) Except as may be otherwise provided herei@la@sing, Seller shall deliver, and Purchaser si@dkept, at Closing the
Real Property subject only to the matters listedErhibit“G-1 " attached hereto (collectively, thePermitted Encumbrances”).
Notwithstanding the foregoing, Purchaser and Saltknowledge that Purchaser has objected tol@)etitceptions 5, 7, 8.c and 8.d set fort
Schedule B of the Title Commitment and (ii) the Eommental Control Board Judgments referencedeaetid of title exception 8 in Sched
B of the Title Commitment, with respect to whicHI8eshall execute and deliver (or cause to be ebeecand delivered) to Title Company at
or prior to Closing such documentation (includingthout limitation, a title affidavit reasonably @ptable to the Title Company) as Title
Company may reasonably require to omit such titeptions from Purchaser’s title policy. If excepis to title appear on any update or
continuation of the Commitment or any new mattgnsear on any update to the Survey received by Reecl{each, aContinuation ")
which are not Permitted Encumbrances, then Purclsasdl notify Seller thereof not later than fi® pusiness days after the date on which
Purchaser receives such Continuation. If PurcHaslerto provide Seller with such notice by the ieapon of such five (5) business day
period, then Purchaser shall be deemed to haviedlez acquire the Real Property subject to suditiadal
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exceptions to title (other than with respect to Miaiory Cure Exceptions (as hereinafter defined).pgaoposes of this Agreement: (x) the te

“ Monetary Objections” shall mean: (1) any mortgage, deed to secure delet of trust, security interest, financing stegat or similar
security instrument entered into by Seller encunnigeall or any portion of the Property; (2) any rhagic’s or materialman’s lien shown on
the Commitment or any Continuation and relatingvtwk performed at or in connection with the Propevhich was performed at the
direction of Seller; (3) the lien of ad valoremlreapersonal property taxes, assessments andryoeatal charges affecting all or any port
of the Property which are delinquent; and (4) adgjment of record against Seller which is a lieaiast the Property; and (y) the term “
Mandatory Cure Exceptions” shall mean, collectively, Monetary Objections aty other exceptions (including, without limitatiany
violations) resulting from Seller’'s acts which daaremoved by payment of a liquidated sum, it beigigged by the Parties that the violations
referenced on ExhibftG-2" attached hereto shall not be deemed Mandatory Exzeptions or have been paid prior to the Effeciiate.

(i) If Purchaser timely notifies Seller of exceptoto title shown on the Continuation which arehesi Permitted
Encumbrances nor Mandatory Cure ExceptiorSdhtinuation Exceptions”), then Seller shall use commercially reasonaffieres to
attempt to eliminate such Continuous Exceptions.

(ii) If Seller is unable to remove a ContinuatiorcEption and, accordingly, is unable to convey titl the Real Property in
accordance with the other provisions of this Agreretnthen Seller shall so notify Purchaser in wgtwithin five (5) business days after its
receipt of notice from Purchaser of such ContiraraException. No later than five (5) business dafyar receipt of such notice from Seller,
Purchaser shall elect by written notice to Sebbegither: (x) purchase the Property without abatgroéthe Purchase Price and accept title to
the Property subject to such exceptions; or (yhieate this Agreement, in which event Seller anctRaser shall jointly instruct the Escrow
Agent to deliver the Deposit to Purchaser; provjdexvever, in no event may Purchaser terminatetgisement if the Continuation
Exception is a governmental violation which canpetremoved by payment of a liquidated sum (subfexstiever, to Paragraph 9(f) hereof).
Upon Purchaser’s receipt of the Deposit, this Agreset shall terminate and neither Purchaser noeiSdtlall have any further rights or
obligations hereunder except for Surviving Obligasi (as defined in Paragraph 22 hereof). If Pumhsisall not notify Seller of such election
within such five (5) business day period, then Raser shall be deemed to have elected clause dygali Seller elects to remove a
Continuation Exception, it shall complete the realdhereof prior to Closing, subject to Sellerghti to adjourn the Closing, if necessary,
pursuant to Paragraph 5(f) hereof.

(c) Anything herein to the contrary notwithstandiggller shall in all events be obligated to remarecause to be removed, the
Mandatory Cure Exceptions, and Seller’s failureldcso shall constitute a material breach hereuridiewhich Purchaser shall be entitled to
exercise any and all remedies available to it hater) including, without limitation, specific perfoance of Seller’s obligations hereunder.

(d) If the Commitment discloses judgments, banlaigstor similar returns against persons or entitsng names the same as or
similar to that of Seller but which returns are against Seller, then Seller shall, on requesiyeieto Purchaser or Title Company
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affidavits reasonably acceptable to Title Compaoyhe effect that such judgments, bankruptciegturns are not against Seller, in form and
substance sufficient to permit removal of such judgts, bankruptcies or returns as exceptions inHager’s title policy.

(e) Notwithstanding anything to the contrary coméal in this Paragraph 5, Seller may, at its optidieu of satisfying any
obligation to remove an exception that is not aritéed Encumbrance, deposit with Title Company saictount of money and/or provide
such documentation, affidavits and indemnities ag bre reasonably determined by Title Company awsglmifficient to induce it to insure
Purchaser against collection of such liens andioumbrances, including interest and penaltiespbat against the Property so long as it
would be customary for a title company issuingetiti New York City to remove or insure over su@n$ and/or encumbrances. Any such
liens and/or encumbrances which are removed asdaain this Paragraph 5(e) shall not be objecttortgtle. In addition, notwithstanding
anything to the contrary contained herein, if T@lempany or any title company selected to co-infunehaser’s title policy is unwilling to
insure over any exception that is not a Permittecultnbrance on terms which other nationally recagghiitle companies customarily require
to insure over such exceptions (it being understadiagreed that Seller shall provide such escroargls and/or indemnities as customarily
required to insure over such exceptions), thereBshall have the right to cause another natiomattpgnized title insurance company doing
business in the State of New York (in place of Titke Company) to insure title in accordance whistParagraph 5 and other applicable
provisions of this Agreement, on terms reasonadligfctory to Seller and Purchaser and at no iaddit cost to Purchaser.

(f) Seller shall be entitled to one or more adjonents of the Closing Date, not to exceed sixty (B8)s in the aggregate, time
being of the essence, to remove any exceptioridgavhich Seller is obligated to remove under thigeement or which Seller elects to
attempt, but is not obligated, to remove under Agigeement.

(9) If, on the date of Closing, the Property issaféd by any Mandatory Cure Exceptions, Selled,shtbr prior to Closing:
(i) make the payments required hereby; and (iicateeand deliver (or cause to be executed andeatelily all instruments in recordable form
sufficient to satisfy such Mandatory Cure Excepti¢and otherwise in form and substance satisfa¢tofyjtle Company for the issuance of
Purchaser’s title policy) and pay any applicabtording and/or filing fees; provided, however, tBatler shall not be in default hereunder
with respect to notes or notices of violations é&bsby governmental authorities if despite Sellemmercially reasonable efforts, such notes
or notices of violations are not removed from thlf records at or prior to Closing but Seller haade the required payments and has
provided the Title Company with reasonable progp@yment to, and receipt thereof by, the applicgblernmental authorities with respect
to such notes or notices of violations. Upon thiusst of Seller delivered to Purchaser not less tiiee (3) business days prior to the
Closing, Purchaser shall provide at Closing sepashgcks or wire transfers as requested, aggregadimore than the amount of the balance
of the Purchase Price (as adjusted for the appongmts provided in this Agreement), to facilitate satisfaction of any such Mandatory C
Exceptions.

6. POSSESSION. Seller shall deliver to Purchaser, and Purchasat abcept, possession of the Property from Sati¢ihe time of
Closing subject to the Orva Lease and subjectadinb Tenant’s right to occupy the Initial ClukeRiises pursuant to the terms of the Initial
Lease, and otherwise in accordance with the pravésof this Agreement, and thereafter, Purchasdl Isé entitled to receive any rents, iss
and profits of the Property for its own use.



7.RISK OF LOSS AND CONDEMNATION .

(a) Seller assumes the risk of any loss or damatfeetProperty beyond ordinary wear and tear tinilClosing Date. Between the
Effective Date and Closing Date, Seller shall ghegchaser prompt written notice of any fire or ottesualty occurring at the Property. If
prior to Closing all or any portion of the Improvents are damaged or destroyed by fire or otheratigsihat permits Seller to terminate the
Orva Lease pursuant to the express terms thetenf,Seller shall request Purchaser’s written aggriovterminate the Orva Lease. If,
however, Seller does not have the right to terreitia¢ Orva Lease by reason of the occurrence i fgcor other casualty, then Seller shall
request Purchaser’s written approval to: (1) teat@rthe Orva Lease pursuant to Section 5 of thelinendment; and (2) pay the
Termination Payment (as such term is defined imgraph 15(e)(ii) hereof) pursuant to Section ShefThird Amendment and Paragraph 15
(e)(ii) of this Agreement. In either case: (i) Pumser shall not unreasonably withhold, conditiode&lay its approval of such termination; and
(ii) Seller and Purchaser shall, subject to thmteof the Orva Lease, mutually agree upon the &ffedate of termination. Anything herein
the contrary notwithstanding, if the effective daféermination occurs after the Closing Date, tHgh Seller shall be required to deliver at
Closing the Confirming Tenant Estoppel or Sellertifieate (as such terms are defined in Paragra&gh)lhereof) (with such applicable
modifications as may be agreed upon by the Padias)all other documents in respect of the Orvaséest forth in Paragraph 4(a) above;
and (y) provided that the Orva Lease is termingi@duant to Section 5 of the Third Amendment (nathan the casualty provisions in the
Orva Lease), Seller shall deliver in escrow toEserow Agent the Termination Payment Escrow Amauiatccordance with the terms of
Paragraph 15(e)(ii) of this Agreement.

(b) If prior to Closing all or any portion of thenprovements are damaged or destroyed by fire @r athsualty, the Parties shall,
whether or not the Orva Lease is terminated foll@aguch fire or other casualty, proceed to Closing, at Closing, Seller shall assign to
Purchaser, by written instrument in form reasonahlysfactory to Seller and Purchaser, all of $allmterest in and to the insurance proce
on account of such damage or destruction and dakler to Purchaser any such insurance proceddallcreceived by Seller (less an
amount equal to any expenses and costs reasomabbctually incurred by Seller to obtain the pratseand/or to repair or restore the
Property) without any change in the Purchase Rridge any other terms and conditions hereof anulxalis a credit against the Purchase P
an amount equal to the amount of the deductibngfsuch insurance policy. The proceeds of restiimption insurance, if any, shall be
appropriately apportioned between Seller and Psrhan the Closing Date. Seller shall have thet tiginegotiate, compromise or contest
obtaining of any insurance proceeds, but any se¢tht of the amount of such proceeds shall be sutgjdRurchaser’s prior written approval
(not to be unreasonably withheld, conditioned dayied).

(c) Seller shall give Purchaser prompt written eetf any actual or threatened condemnation afradhy portion of the Real
Property of which Seller obtains actual knowled§eprior to Closing, all or any “material portiorfas hereinafter defined) of the Real
Property shall be condemned or taken as the rektiie exercise of the power of eminent
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domain, then the Deposit promptly shall be returieeurchaser and this Agreement shall be nulihvad and of no further force or effect,
except that Escrow Agent shall release to Purchthsdbeposit in accordance with the provisionsarfagraph 19 hereof, and except for
Surviving Obligations. If prior to Closing, lessathall or any “material portion” of the Real Prajyeshall be so condemned or taken, and
Purchaser, in its reasonable judgment, shall déterthat: (i) the remaining portion of the Real fdy is not suitable for its intended use of,
or business operations on, the Real Property, Buegchaser may terminate this Agreement withouhgurtiability hereunder on the part of
either Party except that Escrow Agent shall retbenDeposit promptly to Purchaser in accordanck thi¢ provisions of Paragraph 19 hereof,
and except for Surviving Obligations; or (ii) trexmaining portion of the Real Property is suitaloleifs intended use of, or business opera
on, the Property, then Purchaser and Seller shadeed to Closing, without any change in the Pwgetrice, shall have the right to
participate jointly in the condemnation proceedingd the proceeds thereof shall belong to SellgrPbrchaser shall be entitled to a credit
against the Purchase Price in an amount equaldg@szaceeds unless such condemnation proceediadjsoehpending on the Closing Date, in
which event there shall be no such credit and]@gifg, Seller shall assign all of its rights antkrest in said proceeds to Purchaser by wi
instrument in form and substance acceptable t®@#riges (upon which Seller shall have no furthgitrio participate in the condemnation
proceedings). Purchaser shall make its electidweetb terminate this Agreement or proceed to @Glpsvithin ten (10) days after receipt of
Seller’'s notice to Purchaser of any such proceeditig’urchaser shall fail to so notify Seller viitisaid ten (10) day period, then Purchaser
shall be deemed conclusively to have elected titette this Agreement. For purposes of this Papdgréc), the term “material portiorghall
mean: (A) more than fifteen (15%) percent of thgragate lot area of the Land; or (B) the permadential of access to any street adjacent to
the Real Property.

(d) The Parties expressly acknowledge and agreehtbarovisions of this Paragraph 7, and not 8addi1311 of the New York State
General Obligations Law, shall govern the rightd ahligations of the Parties.

8. REPRESENTATIONS .

(a) In order to induce Purchaser to enter into Algiseeement, Seller warrants and represents to Beectthe following as of the
Effective Date:

(i) Seller is a limited liability company duly orgaed and in good standing under the laws of tléeSif New York and
qualified to do business in the State of New York;

(ii) Seller has the right, power and authority,hweitit the joinder of any other person or entityember into, execute and
deliver this Agreement, and to perform all dutied abligations imposed on it under, and subjethécterms of, this Agreement; Seller has
obtained, or will as of the Closing Date obtainpaglicable), all consents and approvals requinembhnection with the same;

(i) This Agreement is a legal, valid and bindialgligation of Seller and is enforceable against @ccordance with the
terms hereof; the persons or parties executinghthisement on its behalf have been duly authora@etiempowered to bind it to this
Agreement;

11



(iv) Neither the execution nor the delivery of tligreement, nor the consummation of the purchadesale contemplated
hereby, nor the compliance with the terms and ¢ of this Agreement conflict with or will resuih the breach of any material agreem
law, regulation, order or decree to which it isaatp or by which it is bound, and will not resuitthe creation or imposition of any lien on any
of Seller’'s assets or property which would matériahd adversely affect Seller’'s ability to carnyt the terms of this Agreement;

(v) Except for the Orva Lease and the right of Haed Landlord, pursuant to Section 62(g) of thediand Lease, to enter
the Property and perform the Restoration Work (&f $erm is defined in the Friedland Building Lettgreement) (subject, however, to the
Club Tenant's obligation to complete the Restoratdork in accordance with the terms of the Initiahse), Seller has made no agreements
or commitments (including, without limitation, cetitive bargaining agreements, management agreeordetssing brokerage agreements)
affecting the Property which would be binding ugturchaser after Closing;

(vi) Except for the Orva Lease, there is no leasetleer occupancy agreement in force affectingRtaperty; Seller has
delivered to Purchaser a true, correct and comptatg of the Orva Lease (except that Purchasebliexeknowledges and agrees that the
Second Amendment is missing a page or pages corgarportion of Section 7(c) through Section 1€réof); the Orva Lease is in full force
and effect, has not been assigned, is not (tor&e#letual knowledge) subject to any sublease except as disclosed in Paragraph 4(a)
hereof, has not been amended or maodified; no writtgice of any outstanding default has been gbyeany party to the Orva Lease, and, to
Seller’'s actual knowledge, no event has occurrat] thith the passage of time and/or the givingaifae, would constitute a default
thereunder; Seller is not in possession of anyrggaleposits or guaranties under the Orva Leasetlere are no unpaid Landlord Lease
Obligations (as defined in Paragraph 15(e) hengbith are either currently due and payable or ehfhet not yet due or payable) in respect
of the Orva Lease;

(vii) There are no pending or, to Seller's actuabwledge, threatened eminent domain proceedingasighe Property or
any portion thereof;

(viii) To Seller's actual knowledge, Seller has neteived from any governmental authority writterice of any
outstanding violation of any zoning, building, emvimental or other statute, ordinance, rule or legn applicable (or alleged by any such
governmental authority to be applicable) to theplerty or any part thereof other than with respectrty notes or notices of any violation that
would be deemed a Permitted Encumbrance hereusdspt as set forth on Exhiliit-2" attached hereto and made a part hereof (it being
understood and agreed that Seller shall be reqtoresimove, at or prior to Closing, any and allrsuimlations which can be removed by
payment of a liquidated sum but shall not be rexglito remove prior to Closing any of the violati@es forth on Exhibit G-2" ; provided,
however, that the Parties acknowledge that Seller paiditieeassociated with Violation #1174832J priothe Effective Date);
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(ix) There are no outstanding rights or optionpuochase the Property or any portion thereof, Aatetare no rights of first
offer, rights of first refusal or conditional puase agreements in effect with respect to the Pipperny portion thereof;

(x) Seller has not filed, and has not retained aeyto file, notices of protest against, or to comageactions to review real
property tax assessments against, the Real Propbitj are current pending;

(xi) Seller has not: (a) made a general assignfieenhe benefit of creditors; (b) filed any volunggetition in bankruptcy
or suffered the filing of any involuntary petitidny its creditors; (c) suffered the appointment oéeeiver to take possession of all, or
substantially all, of its assets; (d) suffereddkitachment or other judicial seizure of all, orstabtially all, of its assets; (e) admitted in gt
its inability to pay its debts as they come due(fpmade an offer of settlement, extension or cositpn to its creditors generally;

(xii) There are no existing or pending (or to Sedl@ctual knowledge, threatened) litigation omilvency actions or claims
against Seller or the Property which, if adversidyermined, could materially interfere with Seleability to consummate the proposed
transaction described herein;

(xiii) The Friedland Lease is in full force andedff and, except for the Friedland Lease Amendnhmastnot been amended,
modified or supplemented whether by written or agideement. Seller has provided Purchaser with tareect and complete copies of all
provisions in the Friedland Lease relating to #m@aval of the Connecting Doors and the Restorationk (as such terms are defined in the
Friedland Building Letter Agreement); and

(xiv) Seller currently is in compliance with andadittimes during the term of this Agreement (irdithg any extension
thereof) shall remain in compliance with the regolss of the Office of Foreign Asset Control@FAC ") of the Department of Treasury
(including those named on OFAC's Specially Desigdatlationals and Blocked Persons List) and anytsta¢xecutive order (including the
September 24, 2001 Executive Order Blocking Prgpemtl Prohibiting Transactions with Persons Who @il hreaten to Commit or
Support Terrorism) or other governmental actioatie) thereto.

(b) In order to induce Seller to enter into thisrégment, Purchaser warrants and represents to 8alléollowing as of the
Effective Date:

(i) Purchaser has been duly organized and is id gtending under the laws of the State in whiateis formed, and, if
required to do so, will as of the Closing Date halified to do business in the State in which theperty is located;

(ii) Purchaser has the right, power and authowfihout the joinder of any other person or entityenter into, execute and
deliver this Agreement and to perform all dutied abligations imposed on it under, and subjechéotérms of, this Agreement; Purchaser
has obtained, or will as of the Closing Date obfamapplicable), all consents and approvals reduir connection with the same;
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(iii) This Agreement is a legal, valid and bindiagligation of Purchaser and is enforceable agdimstaccordance with the
terms hereof; the persons or parties executingfthisement on its behalf have been duly authora@etiempowered to bind it to this
Agreement;

(iv) Purchaser has not: (a) made a general assigrfiorethe benefit of creditors; (b) filed any vabary petition in
bankruptcy or suffered the filing of any involuntaretition by its creditors; (c) suffered the appoient of a receiver to take possession of all,
or substantially all, of its assets; (d) sufferied attachment or other judicial seizure of allsabstantially all, of its assets; (e) admitted in
writing its inability to pay its debts as they conhge; or (f) made an offer of settlement, extensipnomposition to its creditors generally;

(v) Neither the execution nor the delivery of tAigreement, nor the consummation of the purchasesaledcontemplated
hereby, nor the compliance with the terms and ¢mrdi of this Agreement conflict with or will resuh the breach of any material agreem
law, regulation, order or decree to which it isaatp or by which it is bound, and will not resuitthe creation or imposition of any lien on any
of Purchaser’s assets or property which would medtgrand adversely affect Purchaser’s ability &org out the terms of this Agreement;

(vi) There are no existing or pending (or to Puseh&s actual knowledge, threatened) litigationnsolvency actions or
claims against Purchaser which, if adversely daterd) could materially interfere with Purchasetdity to consummate the proposed
transaction described herein;

(vii) It has, the financial capacity to pay the éhase Price and all other costs and expenses irecton with the purchase
of the Property; and

(viii) Purchaser currently is in compliance withdaat all times during the term of this Agreementliiding any extension
thereof) shall remain in compliance with the regjolass of OFAC (including those named on OFAC’s SaiécDesignated Nationals and
Blocked Persons List) and any statute, executidergfincluding the September 24, 2001 Executivee®Blocking Property and Prohibiting
Transactions with Persons Who Commit, Threatenam@it or Support Terrorism) or other governmentaicm relating thereto.

(c) Seller’s representations and warranties inRigisagraph 8 shall survive Closing for a periodrd hundred eighty (180) days.
The foregoing 180-day survival period shall notlggp any representations and warranties with resfpewhich Purchaser has, prior to the
expiration of such 180-day survival period, raiseg claims that remain outstanding and unresolyexh ihe expiration of such 180-day
survival period (in which event such 18@y survival period shall be extended until alllsataims have been resolved by mutual agreem:
the Parties or by a final, unappealable order dgoent of a court of competent jurisdiction).

(d) As used herein, the terms “best of Seller'sdedge”, “Seller’s actual knowledge” “Seller's kntadge”, and any similar
phrase shall mean the current actual knowledgeaofddM. Kastin, the General Counsel of Seller (tti@eneral Counsel’); provided,
however, that the General Counsel shall not have any patd@bility in connection with, or arising out,a@ny representation made by Seller
in this Agreement.
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(e) As used herein, the terms “best of Purchagasvledge”, “Purchaser’s actual knowledge” “Purarasknowledge”, and any
similar phrase shall mean the current actual kndgdeof Jon Glickman (thePurchaser Knowledge Party”); provided, however, that the
Purchaser Knowledge Party shall not have any patdiamility in connection with, or arising out any representation made by Purchaser in
this Agreement.

(f) At Closing, Seller shall deposit in escrow witle Escrow Agent, using net proceeds from the e Price paid to Seller, the
sum of Five Hundred Thousand and 00/100 ($500,0)@@llars (the ‘Holdback Escrow Amount”) toward the potential satisfaction of
claims arising out of a breach of Seller’s représons and warranties that survive Closingdrvival Claims "), to be held in an interest-
bearing escrow account with the Escrow Agent pursteaan escrow agreement substantially in the fattacched hereto as ExhibH” (the “
Holdback Escrow Agreement’) until the day that is one hundred eighty (18@ysl after the Closing; providddat if a Survival Claim is
made against Seller under this Agreement on or prisuch date, then the amount so claimed by Rsmhn any timely asserted Survival
Claims shall be retained by the Escrow Agent and persuant to the Holdback Escrow Agreement aedtidance of the Holdback Escrow
Amount shall be released to Seller. The Holdbaakds Amount shall be held and disbursed in accardamith this Agreement and the
Holdback Escrow Agreement. The provisions of ttasagraph 8(f) shall survive the Closing until fidégposition of all funds comprising the
Holdback Escrow Amount.

(g) Purchaser hereby expressly agrees that Sabdirtsave no liability to Purchaser for a misreprgation or breach of warranty
hereunder if: (a) Purchaser does not provide tteSatitten notice of a claim of misrepresentatmrbreach of warranty on or prior to the ¢
which is one hundred eighty (180) days after Clgs(b) Purchaser had actual knowledge of the missgmtation or breach of warranty prior
to the consummation of Closing; or (c) the aggregamount of all claims by Purchaser or misreprediemt or breach of warranty is less than
One Hundred Thousand and 00/100 ($100,000.00) Boleovided, however, that if such claims equadxzeed One Hundred Thousand and
00/100 ($100,000.00) Dollars, in the aggregateciraser shall have the right to prosecute such slairthe full amount thereof, and not just
in the amount by which such claims exceed One Hadhd@housand and 00/100 ($100,000.00) Dollars. Rseatfurther expressly agrees that
the maximum amount for which Seller shall be lialled for which Purchaser shall have the rightsees claims against Seller, arising out of
any and all misrepresentations or breaches of wigrteereunder shall not exceed the sum of Five Hdhd@housand and 00/100
($500,000.00) Dollars, in the aggregate ( providedwever, that Seller's indemnity in the Assignment of Leaall not be subject to the
limitations on survivability and liability set fdrtin Paragraphs 8(c) and 8(g) hereof). PurchaskBalier hereby agree that in the event that at
the time of or prior to Closing, Seller disclosesiiriting to Purchaser, or Purchaser otherwisedtaigal knowledge of any fact, information
circumstance which renders any representation orawgy made by Seller in this Agreement untrueginect or misleading in any material
respect, Purchasersole remedy, to be exercised on or before Closimgl be to: (i) waive its rights and claims hevder with respect to su
misrepresentation or breach of warranty, and prebt@€losing
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in accordance with the terms of this Agreementhauit any reduction in the Purchase Price; oriininate this Agreement, in which event
the Deposit shall be returned to Purchaser anBalnes shall have no further obligations hereuraeept for the Surviving Obligations.

9.CONDITION OF PROPERTY .

(a) Purchaser acknowledges and agrees that Safierdt made, does not make and specifically negattslisclaims any
representations, warranties, promises, covenagitsements or guaranties of any kind or charactetsaever, whether expressed or implied,
oral or written, past, present or future (othentha otherwise represented pursuant to and agdrbit this Agreement or the documents
delivered at Closing), of, as to, concerning ohwéspect to: (i) the value, nature, quality orditban of the Property, including, without
limitation, the water, soil and geology; (i) thecome to be derived from the Property; (iii) théahility of the Property for any and all
activities and uses which Purchaser or any tenagteonduct thereon; (iv) the compliance of or by Eroperty or its operation with any la
rules, ordinances or regulations of any applicgbleernmental authority or body; (v) the habitapjlinerchantability, marketability,
profitability or fitness for a particular purposetbe Property; (vi) the manner or quality of thanstruction or materials incorporated into the
Property; (vii) the manner, quality, state of repailack of repair of the Property; (viii) comptiee with any environmental protection,
pollution, safety or land use laws, rules, regolasi orders or requirements, including the exigténor on the Property of Hazardous
Materials (as hereinafter defined); or (ix) anyestiatter with respect to the Property. Additiopatio person acting on behalf of Seller is
authorized to make, and by execution hereof Pusshasknowledges that no person has made, except &rth in this Agreement or in the
documents to be delivered at Closing, any reprasent agreement, statement, warranty, guaranpyamise regarding Seller and/or the
Property or the transaction contemplated hereid;ransuch representation, warranty, agreementagtigrstatement or promise if any, made
by any person acting on behalf of Seller shall &édvor binding upon Seller unless expressly sehfberein or in the documents to be
delivered at Closing. Purchaser further acknowledgel agrees that having been given the opporttmityspect the Property, Purchaser is
relying and shall rely solely on its own investigatof the Property and not on any information pded or to be provided by Seller except as
otherwise set forth herein, and agrees to accepPthperty at Closing in the condition which Seiberequired to deliver the Property
hereunder and waive all objections or claims ag&eder arising from or related to the Propertyamany Hazardous Materials on the
Property, except with respect to a breach of apyesentation or warranty set forth herein. Excepitherwise set forth herein, Purchaser
further acknowledges and agrees that any informatiovided or to be provided with respect to theperty was obtained from a variety of
sources and that Seller has not made any indepeimyestigation or verification of such informatiand makes no representations as to the
accuracy, truthfulness or completeness of suchrimdtion except with respect to a breach of anyasgmtation or warranty set forth herein.
Seller is not liable or bound in any manner by aesbal or written statement, representation orrimfation pertaining to the Property, or the
operation thereof, furnished by any real estat&dmacontractor, agent, employee, servant or gibeson except with respect to a breach of
any representation or warranty set forth hereirtelpk as otherwise set forth herein, Purchaserduabknowledges and agrees that to the
maximum extent permitted by law, it is purchasing Property on an “AS IS”, “WHERE 1S” and “WITH ALEAULTS” basis. The
provisions of this Paragraph 9 shall survive Clgginany termination hereof.
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(b) “ Hazardous Materials” shall mean any substance which is or contaipgny “hazardous substance” as now or hereafter
defined in 8101(14) of the Comprehensive EnvirontaleResponse, Compensation, and Liability Act d80,%as amended (42 U.S.C. §9601
et seq.) or any regulations promulgated thereurt@&RCLA"; (ii) any “hazardous waste” as now or bafter defined in the Resource
Conservation and Recovery Act (42 U.S.C. 8690%egqt) or regulations promulgated thereunder, “RCRATroany other applicable state or
local law, ordinance, rule or regulation; (iii) asybstance regulated by the Toxic Substances Gdxtt@l5 U.S.C. 82601 et seq.) or in any
other applicable state or local law, ordinances arlregulation; (iv) any gasoline, diesel fuelptrer petroleum hydrocarbons; (v) any
asbestos and asbestos containing materials, ifoamy whether friable or non friable; (vi) any pohjorinated biphenyls; (vii) any radon gas;
or (viii) any additional substances or materialdchimow are or hereafter shall be classified orsatgred to be hazardous or toxic under
Environmental Requirements (as defined in Parag@gphhereof), or the common law, or any other aple laws relating to the Property.
Hazardous Materials shall include, without limiteitj any substance, the presence of which on theeRyo (A) requires reporting,
investigation or remediation under Environmentafjiieements; (B) causes or threatens to cause anmugon the Property or adjacent
property or poses or threatens to pose a hazahe tioealth or safety of persons on the Properfdgcent property; or (C) which, if it
emanated or migrated from the Property, could dmtsta trespass.

(c) “ Environmental Requirements” shall mean all laws, ordinances, statutes, codsss, regulations, agreements, judgments,
orders, and decrees, now or hereafter enactedutgated, or amended, of the United States, thesstHie counties, the cities, or any other
political subdivisions in which the Property is &ed, and any other political subdivision, agencinstrumentality exercising jurisdiction
over the owner of the Property, the Property, erubke of the Property, relating to pollution, thetection or regulation of human health,
natural resources, or the environment, or the eomsdischarge, release or threatened releasellotanuts, contaminants, chemicals, or
industrial, toxic or hazardous substances or waiskéazardous Materials into the environment (ingigdwithout limitation, ambient air,
surface water, ground water or land or soil).

(d) By proceeding with this transaction, Purchatell be deemed to have made its own independesedtigation of the Property,
and the presence of Hazardous Materials on theeRgops Purchaser deems appropriate. Accordingbjest to a claim for the breach of any
of the representations and warranties of Sellegthdr set forth herein or in any document delivénezbnnection with Closing, or any other
breach of this Agreement or any other agreemebeétdelivered in connection with Closing, which oiés) (subject to Seller’s limitation of
liability hereunder) is expressly reserved to Pasgn, Purchaser, on behalf of itself and all obffEers, directors, shareholders, employees,
members, partners, representatives and affiliatéitless (collectively, the ‘Releasors’), hereby expressly waives and relinquishes ardyah
rights and remedies Releasors now or hereafterhaag against Seller, Seller’s affiliates, Sellén\gestment advisors, the partners, trustees,
beneficiaries, shareholders, members, manageestais, officers, employees, agents and represesgaif each of them,
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and their respective heirs, successors, persop@gentatives and assigns (theeller Parties”), whether known or unknown, which may
arise from or be related to: (a) the physical cthodj quality, quantity and state of repair of tperty and the prior management and
operation of the Property; (b) the Property’s caamate or lack of compliance with any federal, statéocal laws or regulations; and (c) any
past, present or future presence or existence pdtdaus Materials on, under or about the Propentyithh respect to any past, present or
future violation of any Environmental Requirememdsv or hereafter enacted, regulating or goverriieguse, handling, storage or disposal of
Hazardous Materials, including, without limitatidi), any and all rights and remedies Releasors oohereafter may have pursuant to any
Environmental Requirements and (ii) any and alheta whether known or unknown, now or hereaftestxg, with respect to the Property
under any Environmental Requirements; providedwever(subject to Seller’s limitation of liability heredar), that Seller is not released by
the foregoing for any claim based upon a breadmgfof Seller’'s warranties, breach of any covewmamdemnity which survives Closing,
whether set forth herein or in any document dediden connection with Closing, or any other breatthis Agreement or any other
agreement to be delivered in connection with Cigsor resulting from the gross negligence, williuisconduct or acts of fraud of Seller.

Without limiting the generality of the foregoingytgect to claims for the breach of any of Sellexarranties, a breach of any covena
indemnity, whether set forth herein or in any othgreement to be delivered in connection with @igsPurchaser, on behalf of itself and the
other Releasors, hereby assumes all risk anditiab#lsulting or arising from, or relating to thevership, use, condition, location,
maintenance, repair, or operation of, the Propfeotyn and after Closing. Seller Parties shall nolifgle for any special, direct or indirect,
consequential, punitive or other similar damageslti;g or arising from or relating to the ownegshise, condition, location, maintenance,
repair or operation of the Property.

The foregoing waivers, releases and agreementsitoh&ser, on behalf of itself and Releasors, shallive Closing and the recordation
of the Deed and shall not be deemed merged intBéeel upon its recordation.

(e) Seller shall not be responsible for curing gayernmental violations, notice of which hereafereceived, either prior to or
subsequent to Closing, nor shall Purchaser bdeshth any abatement, reduction or other modifiosath the Purchase Price or in any of the
other terms and conditions hereunder in the evititeooccurrence and/or the receipt of notice gf such governmental violation, provided
however, that Seller shall be required to pay at or prao€losing any and all judgments, fines, penakied other liquidated sums entered or
assessed by any governmental authority relatiriptations arising prior to Closing which are nbétresponsibility of the Tenant under the
Orva Lease and which are Mandatory Cure Exceptions.

(f) If any non-monetary violations arising prior @osing and caused by Seller or its contractomgents which Seller is not
obligated to cure hereunder and which preventmpedes Purchaser from obtaining demolition perfoit¢he Improvements and/or building
permits or certificates of occupancy for any newdng to be constructed on the Property, thenesalhall use commercially reasonable
efforts to remove such violations within a reasdegigriod of time following receipt of written noé given by Purchaser to Seller

18



indicating that such violations have prevented Raser from obtaining demolition permits, buildirgyimits or certificates of occupancy, as
applicable. This Paragraph 9(f) shall survive Gigsi

10. ASSESSMENTS. If at the time for the delivery of the Deed, th@iarty or any part thereof shall be or shall haserbaffected by
an assessment or assessments which are or maydeeagable in annual installments of which the finstallment is then due or has been
paid, then for the purposes of this Agreementhalunpaid installments of any such assessmentidimg) those which are to become due and
payable after the delivery of the Deed, shall bengded to be due and payable and to be liens updPrtperty affected thereby and shall be
paid and discharged by Seller at or prior to Clgginallowed as a credit against the Purchase Byi&eller upon the delivery of the Deed.
Unconfirmed improvements or assessments, if argll bl paid or allowed by Seller on account of luechase Price if the improvement or
work has been completed on or before the Closing.Dithere are any municipal improvements appdoeemmenced and/or completed
following the Closing Date, the cost of such mupédiimprovements will be borne by Purchaser.

11.CLOSING OF TITLE . The closing of title herein sometimes referredgdte “Closing”) shall take place on March 31, 2014
(hereinafter referred to as th€tosing Date”), at the offices of Cole, Schotz, Meisel, Forng&aheonard P.A., 900 Third Avenue, & loor,
New York, New York, at ten’clock in the forenoon (or at such other locatiowr time as mutually may be agreed upon by Saler
Purchaser). The Parties may participate by reptates or delivery of documents in escrow with Escrow Agent or the title company
selected by Seller pursuant to Paragraph 5(d) héré® Escrow Agent is not the Title Company.

12. FEUTURE OPERATIONS . From the Effective Date until Closing or earliermination of this Agreement:

(a) Seller shall maintain its existing or compaeatdsualty and liability insurance with respedti® Property;
(b) Seller shall operate and maintain the Propaubstantially in accordance with its past practices

(c) Seller shall not, without Purchasegrior written consent: (i) sell, encumber or otfise dispose of any interest in the Prope
(ii) enter into any new leases or contracts (toekient such contracts will be binding upon Purehaster Closing) for the Property that are
not subject to termination or cancellation by Saléhout penalty upon no more than thirty (30) slgyrior written notice; or (iii) cancel,
modify in any material respect or renew the Orvades except as may be mutually agreed upon byr @eiéePurchaser;

(d) Seller shall not, without Purchaser’s priorttem consent, enter into any contracts or commiteetth respect to the Property
involving any capital expenditure or construction;
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(e) Seller shall provide Purchaser with prompte®tf any and all claims, suits and notices of aléfar other violations given to
or received by Seller in respect of the Propeagether with copies of all written communicatiorseg to or received by Seller in connection
with such claims, suits, notices or other violasigprovided, however, that Seller shall not be i@gito provide Purchaser with notice of any
general liability insurance claims, or any clairmgits or notices of default or other violationsati&lg to employment and/or workers’
compensation issues, arising from the operatighehealth club in the Initial Club Premises ptmthe Closing);

(f) Seller shall not remove the Tangible PersomapBrty from the Real Property except as may beired for necessary repair or
replacement, provided that any replacement of 3iactgible Personal Property shall be of approximyaggual quality and quantity as the
removed item;

(9) Seller and Purchaser acknowledge receipt d¢fddidain tenant estoppel dated December 17, 204@uéed by Tenant. Seller
shall use commercially reasonable efforts (andnupuarchases request, provide Purchaser with reasonable esedehsuch efforts) to obta
and deliver to Purchaser not less than five (5)rass days prior to Closing a “bring down” estoppatificate executed by the Tenant,
substantially in the form of Exhibii” attached hereto and made a part hereof (fren‘ant Estoppel”) and dated not more than thirty
(30) days prior to the Closing Date, confirming thatters set forth in the Tenant Estoppel (the meRatoppel, as so confirmed, the “
Confirming Tenant Estoppel”). Seller shall not be obligated to expend anydfifother than nominal sums) in connection witraotihg the
Tenant Estoppel and, provided that Seller uses angially reasonable efforts to obtain and deliver Tenant Estoppel, the failure of Seller
to obtain such Tenant Estoppel shall not be a breadefault hereunder or a failure to satisfy ebadition to Closing or otherwise entitle
Purchaser to terminate this Agreement (subjectdvew to Seller’'s obligation to deliver to Purchae Seller Certificate pursuant to the
following sentence). As of the scheduled ClosingeD# the Tenant has not signed and deliveredCihiefirming Tenant Estoppel, then Seller
shall execute and deliver at Closing a “bring doweittificate to Purchaser, in the form_of Exhihlt attached hereto and made a part hereof
(the “Seller Certificate "), covering the matters contained in the Tenanoigsel (which shall be subject to the same limitadi on
survivability and liability set forth in Paragrap8&c) and 8(g) hereof as apply to the represemtst@md warranties made by Seller). The
Seller’s Certificate delivered in lieu of the Tenant Egtelpshall be deemed revoked, null and void, if@edubsequently delivers to Purche
within ninety (90) days after Closing, the ConfingiTenant Estoppel which contains substantiallystirae information as SellsrCertificate
Notwithstanding the foregoin

(h) (i) if Purchaser notifies Seller of the existerof any Material Monetary Matter (as hereinafiefined) in the executed Tenant
Estoppel and Seller disputes in good faith theteriee of such Material Monetary Matter, then Sethaw: (i) deliver to Purchaser, within five
(5) business days after its receipt of Purchasautice, a Seller Certificate which does not ifleich Material Monetary Matter and otherv
confirms the matters contained in the Tenant Estbgmd (ii) deliver in escrow to Escrow Agent d€ing, pursuant to the terms of an
escrow agreement among Seller, Purchaser and Eggent (the form and substance of which shall bigexi to the reasonable approval of
the parties thereto), funds in the
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amount of the contested Material Monetary Mattee (tMaterial Monetary Matter Funds ). Additionally, if Purchaser notifies Seller of
the existence of any Non-Material Monetary Mattes fereinafter defined) in the executed Tenantdpsicand Seller disputes in good faith
the existence of such Non-Material Monetary Matteen Seller shall nevertheless be required toelelin escrow to Escrow Agent at
Closing, pursuant to the terms of an escrow agraearaong Seller, Purchaser and Escrow Agent (thre md substance of which shall be
subject to the reasonable approval of the paftieeto), funds in the amount of the contested NateMal Monetary Matter (theNon-
Material Monetary Matter Funds ”). If the executed Tenant Estoppel reflects thistence of a Material Monetary Matter and Sell@sfto
(1) execute and deliver the aforesaid Seller Geatié within the aforesaid 5-business day perindhe case of a Material Monetary Matter)
and/or (2) deliver in escrow the Material Monetitgtter Funds at Closing, then Purchaser may dbgatotice to Seller to receive a credit
against the Purchase Price in an amount equaétMéterial Monetary Matter. If the executed Tenasioppel reflects the existence of a Non-
Material Monetary Matter and Seller fails to detiue escrow the Non-Material Monetary Matter Fuati€losing, then Purchaser shall
receive a credit against the Purchase Price inranuat equal to the Non-Material Monetary MattereTarm “Material Monetary Matter ”
as used herein means a monetary default or otheetauy claim relating to the Orva Lease which,aokecase, would subject the landlord
thereunder to any liability in excess of Five HwediThousand and 00/100 ($500,000.00) Dollars,feeratise materially adversely affect the
rent or additional rent that Purchaser will recaimgler the Orva Lease after the Closing Date. &a t Non-Material Monetary Matter ”

as used herein means a monetary default or otheetauy claim relating to the Orva Lease which,aokecase, would subject the landlord
thereunder to any liability equal to or less thareFHundred Thousand and 00/100 ($500,000.00) Byl otherwise adversely affect (but
not in any material respect) the rent or additiaeat that Purchaser will receive under the Orvaseeafter the Closing Date.

(ii) if Purchaser notifies Seller of the existerodeany Material NoriMonetary Matter (as hereinafter defined) in thecerec
Tenant Estoppel, then: (1) Seller shall not betledtio furnish the aforesaid Seller Certificatetwe such Material NoWonetary Matter; an
(2) Seller may contest (if Seller disputes in géaith the existence of such Material Non-Monetargttdr) or cure such Material Non-
Monetary Matter by giving Purchaser written notilsereof within the earlier of: (A) ten (10) busisafays after Seller’s receipt of Purchaser’
notice; and (B) the Closing Date. If Seller fadscure or take affirmative steps to contest theevlakt Non-Monetary Matter (and, in either
case, provide Purchaser with written notice theraofompanied by reasonable supporting documenjatiibhin the period set forth in the
immediately preceding sentence, or having contestate, fails to resolve such dispute in a manrssomably satisfactory to Seller and
Purchaser within sixty (60) days after Seller'saipt of Purchaser’s notice (it being understood agiebed that (I) Purchaser shall have the
right to confirm whether the applicable MaterialNBlonetary Matter has been cured or otherwise vesiaby requiring Seller to deliver to
Purchaser a Confirming Tenant Estoppel or otheush@ntation reasonably acceptable to Purchaserd@rgk(ler shall be entitled to adjourn
the Closing Date up to sixty (60) days in the aggte, time being of the essence, to resolve anty dispute), then Purchaser shall have the
right to terminate this Agreement (in which evédrg Deposit shall be released to Purchaser andenéttrty shall have any further obligation
to the other, except for Surviving Obligations) eTterm “Material Non-Monetary
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Matter " as used herein means: (x) any matter adversédytaig the landlord’s termination of the Orva Legmirsuant to Section 5 of the
Third Amendment; (y) any matter (including, withdmitation, a right of first refusal, right of 8t offer or similar right granted to the Tenant
for the purchase of the Property or any portiomebf, evidenced by a document or court order tekvBeller is a party or otherwise bound,
that prevents the parties from consummating thestretion contemplated hereby; or (z) any writteaments, modifications or
supplements to the Orva Lease (other than thodersiein Paragraph 4(a) hereof), or the existesfaany other non-monetary matter
evidenced by a document or court order to whickeB& a party or otherwise bound, that increasesy material respect any material
obligations, or diminishes in any material respggt material rights, of the landlord under the Orease at any time from and after the
Closing. If Seller disputes a Material Monetary Matind/or a Non-Material Monetary Matter and sdigpute is not resolved prior to
Closing, then Seller and Purchaser shall reasorcatdgerate with each other in an attempt to ressiod dispute with the Tenant following
the Closing. The foregoing obligations of the Regshall survive Closing.

13.ASSIGNMENT . This Agreement may not be assigned, pledged onwetbe transferred by Purchaser without the priorsemt of
Seller, which consent may be withheld in Selleokgliscretion, except that: (i) Purchaser mayhauit Seller's consent, (A) assign its rights
under this Agreement: (1) in connection with an IR& deferred exchange pursuant to Paragraph &ther (2) to an entity in which
Purchaser and/or its principals or an AffiliateRafrchaser maintains, directly or indirectly, asteaventy-five (25%) percent beneficial
interest in, and is a managing member of, suclyeiiB) designate an entity (including an entitybeformed after the date hereof in which
Purchaser and/or its principals or an AffiliateRafrchaser owns, directly or indirectly, at leasvanty-five (25%) percent beneficial interest
in, and is a managing member of, such entity) ttheegrantee or transferee under the Closing dontgtset forth herein; or (C) take title as
nominee for Ground Lessor; and (ii) the holderdicéct or indirect interests in Purchaser may, authSeller's consent, assign their interests
in Purchaser or any permitted assignee to any oéftpective Affiliates, provided that: (x) conamily with any assignment pursuant to cle
()(A)(2), Purchaser notifies Seller thereof andtef name and address of the assignee and seBdidna true copy of such executed
assignment, together with a written agreement byagsignee to assume all of the terms, promisesamditions of this Agreement on the |
of Purchaser; and (y) concurrently with any dediigmapursuant to clause (i)(B) or any nominee ageament pursuant to clause (i)(C),
Purchaser notifies Seller of the name and addifetsee @esignee or the Ground Lessor on whose bBhathaser is acting as nominee (as
applicable). Notwithstanding any such assignmermtesignation, Purchaser shall remain liable fooithe terms, promises and conditions of
this Agreement on Purchaser’s part to be perforheedunder. As used herein, the term “Affiliate” kh@ean, as to any person, any other
person, directly or indirectly, through one or morermediaries, controlling, controlled by or undemmon control with such person, and
the term “control” shall mean the possession, diyaxr indirectly, of the power to direct or caube direction of the management or policies
of an entity. Notwithstanding anything to the camrcontained herein, in no event shall Purchasany assignee of Purchaser have the right
to assign its rights under this Agreement, or teigieate an entity to be the grantee or transféreach assignee, or its Affiliate, or such
designee, or its Affiliate, owns and/or operatdisness, training, health, sports and developmentear for men and/or women of all ages
(including children).
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14. BROKERAGE . At Closing, Seller and Purchaser shall each pay f§0%) percent of the total commission payablEastern
Consolidated (Broker ") pursuant to separate written commission agreesnamly with respect to the sale transaction coptatad by this
Agreement. Seller shall pay to Broker its fifty $oPpercent share of such commissiois€ller's Commission Payment) pursuant to a
separate written agreement between Seller and BrBkechaser shall pay to Broker its fifty (50%)qant share of such commission (¢
Purchaser’'s Commission Payment) pursuant to a separate written agreement betBeeker and Purchaser. Said commission in no event
shall be earned, due or payable unless and usttréimsaction contemplated hereby is closed inrdacae with the terms of this Agreement;
if such transaction is not closed for any reasocluding, without limitation, failure of title orefault by Seller or Purchaser or termination of
this Agreement pursuant to the terms hereof, theh sommission will be deemed not to have beeneelaand shall not be due or payable.
Except as set forth above with respect to Brokecheof Seller and Purchaser represents and watmatite other that it has not authorized
broker or finder to act on its behalf in connectwith the sale and purchase contemplated herewamithas not dealt with any broker or
finder purporting to act on behalf of any othertipaBeller and Purchaser agree to indemnify and hatmless each other from and against
any and all claims, losses, damages, costs or egpaf any kind or character arising out of or Itegyifrom any agreement, arrangement or
understanding alleged to have been made by thenimfigng Party or on the indemnifying Party’s behalth any broker or finder in
connection with this Agreement or the transactiontemplated hereby other than the Broker, togetliterany and all losses, damages, costs
and expenses, including reasonable attorneys'diegslisbursements and expert fees, relating toaaahs or arising therefrom or incurred
by the indemnified Party in connection with thisémnification provision. In the event that by sstient or otherwise any monies or other
consideration is awarded to or turned over aswtreba commission claim, it is the intention b&tParties hereto that the indemnifying Party
shall be solely responsible therefor. The indernatfon provisions in this Paragraph 14 shall swethe Closing.

15.COSTS AND PRORATIONS.

(a) At Closing, Purchaser will pay the followingst® of closing this transaction:
(i) All Deed recordation fees and expenses anthatision or similar taxes or any other fees or taxsin connection with
the recordation of the Deed and which are not requdy statute to be paid by Seller (it being askedged and agreed that Seller shall be
responsible for the payment of all realty tran$éers and taxes pursuant to Paragraph 15(b));

(i) All settlement fees and other charges of titteTCompany due in connection with the closingha$ transaction;

(iif) The premiums, title search fees and all otbests relating to the issuance of the title polanyd any and all special
endorsements issued in connection with this traisgavhether pursuant to the title commitment threowise;

(iv) The cost of any survey obtained by Purchaser;
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(v) The fees and disbursements of Purchaser’s ebans any other expenses(s) incurred by Purcloaser representative
(s) in inspecting or evaluating the Property ossitig of this transaction;

(vi) Any and all charges, fees, costs and expeimsesnnection with Purchaser obtaining or recording financing for the
purchase of the Property;

(vii) The Purchaser's Commission Payment to thekBrpand

(viii) Any and all charges, fees, costs and expsmdehe Escrow Agent in connection with this ti@etson.
(b) At Closing, Seller will pay the following costé closing this transaction:

(i) All realty transfer fees and taxes due in carioa with the recordation of the Deed;

(ii) Any fees or charges required by statute tgaiel by Seller;

(iii) The fees and disbursements of Seller's coljresed

(iv) The Seller's Commission Payment to the Broker.

(c) All revenues and expenses, including, but imitéd to, rents and any other amounts paid or Ipigyay the Tenant, personal
property taxes, installment payments of speciasssaent liens, sewer charges, utility charges et aormally prorated operating expenses
paid as of Closing shall be prorated as of 12:61. an the Closing Date on an “as and when collectgzhid basis” and shall be adjusted
against the Purchase Price due at Closing; prowtugdvithin sixty (60) days after Closing Purchaased Seller will make a further
adjustment for such rents, taxes or charges whihmve accrued or been incurred prior to Clodiug not received or paid at that date. If,
after Closing, it is determined that any item afdme or expense was prorated at Closing in errondhe basis of an estimate, or if it is
determined that the Parties failed to prorate em iat Closing which should have been prorated,Haser and Seller promptly upon (but in
event later than fifteen (15) days after) discovarguch error, agree to calculate in good faithghoper proration of such item that should
have been made, and, if it is determined that ePlagty is required to pay the other a sum basezlioh post-Closing adjustment, the Party
owing such sum shall pay the same to the otherimittteen (15) days after such amount has beeerdghed by the Parties. Notwithstanding
the foregoing, all adjustments and prorations hedeushall be deemed final on the first{{lanniversary of Closing.

(d) General real estate taxes and special assetssratating to the Property payable during the yeavhich Closing occurs shall
be prorated as of the Closing Date. If Closinglshadur before the actual taxes and special asggsmayable during such year are known,
the apportionment of taxes shall be upon the lidgixes for the Property payable during the imragsy preceding year; provided that if the
taxes and special assessments payable duringahényehich Closing occurs thereafter are deterhitoebe more or less than

24



the taxes payable during the preceding year (aftgrappeal of the assessed valuation thereof duded), Seller and Purchaser promptly
shall adjust the proration of such taxes and spas&essments, and Seller or Purchaser, as thenegsiee, shall pay to the other any amount
required as a result of such adjustment. This caweshall not merge with the Deed delivered hereubdt shall survive Closing. If, as the
result of an appeal of the assessed valuationeoPthperty for any real estate tax year prior ta{cluding) the year of Closing, there is
issued after Closing an administrative ruling, quali decision or settlement by which the assesséukwof the Property for such tax year is
reduced, and a real estate tax refund or creilisised, Seller shall be entitled to all such re§jmdedits or reductions relating to the period
prior to Closing, except to the extent that thedrdris entitled to a portion of same under the espiprovisions of the Orva Lease. To the
extent any tax appeals or protests have beenutestior are pending at and as of Closing, SellérRarrchaser shall execute such documents
as reasonably are necessary for Purchaser to assynseich tax appeal or protest and the prosectiiareof with attorneys or consultants
reasonably acceptable to Seller; provideédwever, that Purchaser agrees to remit to Seller, wittain(10) days after receipt by Purchasel
refunds or an amount equal to all credits or raduastof real estate taxes obtained in connectidh stich tax appeal to the extent such
refunds, credits or reductions relate to the pepigor to Closing, except to the extent that thedrd is entitled to a portion of same under the
express provisions of the Orva Lease, and aftenctad) therefrom Seller’s pro rata share of attgsnéees and collection costs incurred in
connection with obtaining such refunds, creditsealuctions, calculated on the basis of the numbdays during the period for which such
refund, credit or reduction, was issued that Selfet Purchaser, respectively, owned the Property.

(e) (i) At Closing, Purchaser shall assume andobedysresponsible and liable for all Landlord Le&gligations (as hereinafter
defined) with respect to the Orva Lease, comingatuarising after Closing, including without limiian, those Landlord Lease Obligations
accruing or arising as the result of the exercis@dnant under the Orva Lease of any expansioensidin or renewal option contained
therein. Purchaser shall indemnify Seller agailistosts, claims and damages, including reasorettbeneys’ fees, suffered or sustained as
the result of Purchaser’s breach of the covenamttamed in this Paragraph 15(e). Seller shall ,eresponsible and liable for all Landlord
Lease Obligations with respect to the Orva Leasmiieg due or arising prior to Closing. Seller sliatlemnify Purchaser against all costs,
claims and damages, including reasonable attorriegs; suffered or sustained as the result of ISeleeach of the covenants contained in
this Paragraph 15(e). For purposes of this Agregntiemterm “Landlord Lease Obligations” shall mean and include: (a) all unpaid leasing
commissions and brokerage fees in connection Wwitrva Lease or the exercise by the Tenant théegwf any extension, renewal or
expansion option; (b) all unpaid tenant improvenaiawances (if any) specified in the Orva Leaspuneed to be funded by landlord
thereunder, including tenant allowances requirdaetéunded upon the exercise by the Tenant unéeDtlia Lease of any extension, renewal
or expansion option; (c) the cost of completingat@nimprovements, if any, specified in the Orvadesto be performed by landlord, includ
tenant improvements to be performed by the landlipiwh the exercise by Tenant under the Orva Learyoextension, renewal or
expansion option; (d) any “free” rent to the extdve Tenant is entitled thereto pursuant to theeQuease; and (e) subject to Paragraph 15(e)
(ii) below, any termination payment payable by land under the Orva Lease.
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(ii) Notwithstanding anything to the contrary cantd herein, within seven (7) days after the ClgsPurchaser shall send
Tenant a notice terminating the Orva Lease pursiaaBiection 5 of the Third Amendment. Provided thatchaser terminates the Orva Lease
pursuant to Section 5 of the Third Amendment, tBeler shall be responsible for the payment of {{f0%) percent (Seller's Termination
Payment Share”) of the total termination payment (thélérmination Payment”) due and payable to the Tenant. At Closing, $allall
deposit in escrow with the Escrow Agent, usingpreteeds from the Purchase Price paid to Sellersiim of One Million Seven Hundred
Fifty Thousand and 00/100 ($1,750,000.00) Doll#ne ( Termination Payment Escrow Amount”) as and for Selles Termination Payme
Share, to be held in an interest-bearing escrowwattavith the Escrow Agent pursuant to an escroreegent substantially in the form
attached hereto as ExhibM” (the “ Termination Payment Escrow Agreement’). As a condition to the release of the Terminatizayment
Escrow Amount, Purchaser shall execute and deiov8eller and Escrow Agent a certification from ¢haser, together with a copy of the
termination notice furnished to the Tenant (sudtife@ation and accompanying termination noticellextively, the “Termination Payment
Certification ”): (a) confirming the Orva Lease has been terngida&nd the Tenant has vacated and surrenderedspmssef the Orva
Premises in accordance with the provisions of thiedTAmendment and the other applicable provisimithe Orva Lease; (b) listing the total
amount of the Termination Payment due and payattleet Tenant; and (c) if the termination noticéht® Tenant is given by Purchaser after
the Closing (rather than by Seller prior to thegiiig, subject to Purchaser’s prior written apprinathting that Purchaser furnished the
termination notice to the Tenant pursuant to thcagrovision in the Orva Lease. The Terminatiayient Certification provided to Escr
Agent shall be accompanied by: (1) a wire transfePurchaser to Escrow Agent of immediately avédldbnds in an amount equal to fifty
(50%) percent of the Termination PaymenP(frchaser’'s Termination Payment Share’); and (2) wire instructions for the Tenasiiccoun
or the Tenans address, to which Escrow Agent will send the Teation Payment (the Termination Payment Certiftzatind the items liste
in clauses (1) and (2), collectively, th&&rmination Payment Certification Package”). Immediately following the later to occur of
(x) Escrow Agent’s receipt of the Termination Paymn€ertification Package, and (y) Seller’'s confitima to the Escrow Agent of Seller's
receipt of the Termination Payment CertificatiorPairchaser’s delivery to the Escrow Agent of a qigoevidencing that Seller was furnished
with the Termination Payment Certification, Escr@gent shall release to the Tenant, without the entef Seller or Purchaser, funds in the
amount of the Termination Payment listed in thenieation Payment Certification. Seller’'s Terminati®ayment Share shall be paid out of
the Termination Payment Escrow Amount and any lcalahall be returned to Seller by the Escrow Agéentiltaneously with the release of
the Seller’'s Termination Payment Share from esciwxeept as may otherwise be agreed in writing leyRhrties hereto, Seller’'s Termination
Payment Share shall not in any event exceed thmifation Payment Escrow Amount. The TerminationrRaryt Escrow Amount shall be
held and disbursed by the Escrow Agent in accomanth this Agreement and the Termination Paymestr&v Agreement. Purchaser’s
Termination Payment Share shall be held and diskiurg the Escrow Agent in accordance with this Agrent and the Termination Payment
Escrow Agreement. If the Termination Payment becchee and payable after the Outside Date (as suchi$ defined in the Termination
Payment Escrow Agreement), then Seller shall detv@®urchaser, by wire transfer of immediatelyilade funds within three (3) business
days after the date on which Seller receives thenif@ation
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Payment Certification, Seller’s Termination Paym8hare. Seller shall indemnify Purchaser agaimhsials, claims and damages, including
reasonable attorneys’ fees, suffered or sustaisghearesult of Seller’'s breach of the covenantdained in the immediately preceding
sentence.

(iii) If for any reason the Tenant fails to timalgcate and surrender the Orva Premises followsgeiteipt of the
termination notice, then Seller shall, at its smiet and expense, cooperate with Purchaser aslzn neasonably requested by Purchaser in
order to evict or otherwise dispossess the Temant the Orva Premises. Seller’'s cooperation slealinited to: (a) providing such
information and documents in Seller's possessiostatly and control relating to Tenant and the Ginamises as Purchaser may reasonably
request from time to time; and (b) making availabl®urchaser, upon request, Seller's current eyepl®and counsel (and using
commercially reasonable efforts to make availablBurchaser, upon request, Seller’'s former empkgad counsel) for meetings,
depositions and other applicable proceedings.

(f) With respect to the additional rent attribuibd insurance, taxes, common area maintenancethedoperating expenses
which are passed through to Tenants under the Grase (the Pass Through Expense® which have been billed by Seller to Tenant prior
to Closing but which have not yet been collected are delinquent, such Pass Through Expensest&hpliorated between the parties as
uncollected rent as provided in subparagraph (lowhaVith respect to Pass Through Expenses whjdmafre been billed prior to Closing but
which have not yet been collected and are not geéint, and (i) have not been billed to Tenant &lo$ing, Purchaser shall use its
commercially reasonable efforts to collect such am®, and upon the collection of same, Purchassl r@mit to Seller an amount equal to
that portion of Pass Through Expenses which acqgoued to Closing, after deducting therefrom Sédigaro rata share of attorneys’ fees and
collection costs incurred in connection with reativg such Pass Through Expenses, calculated dpattie of the number of days during the
period for which such Pass Through Expenses wergried, that Seller and Purchaser, respectivelypeohihe Property. With respect to Pass
Through Expenses which have not been billed to feas of Closing, Purchaser shall bill the Tenanstime in accordance with the Orva
Lease. At Closing, Seller and Purchaser reasorsditallf estimate the amount, if any, by which theargrhas overpaid or underpaid its
proportionate share of operating expenses ancstate taxes through Closing. If, at Closing, Paseih and Seller determine that an
overpayment by the Tenant exists, Purchaser stadive a credit in the aggregate amount of suématsd overpayment. If, at Closing,
Purchaser and Seller determine that an underpayyaghte Tenant exists, Seller shall receive a tiadhe aggregate amount of such
estimated underpayment. Notwithstanding the foregdhe Parties shall perform a final reconciliatadter Closing of such Pass Through
Expenses in accordance with the other provisiorikisfParagraph 15. Subject to the terms of thie&gent, Seller shall continue to be
responsible for the actual amount of any overpayrard Purchaser shall be responsible for the aatalnt of any underpayment, to the
extent collected from the Tenant. In the event 8ller and Purchaser, after using commerciallgaeable efforts to do so, are not able to
agree at Closing on an estimated amount of overpayor underpayment of operating expenses anastae taxes by Tenant, the Parties
shall reconcile the proration of such Pass Thrdegbenses after the Closing.
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(9) Seller shall be entitled to the return of aeypadsit(s) posted by it with any utility company éeller shall notify each utility
company serving the Property to terminate Sellectount, effective at noon on the Closing DateorRa Closing, Seller shall reasonably
cooperate with Purchaser to establish with theiegiple utilities companies new accounts in Purctisseame, to the extent the accounts for
the applicable utilities are not currently in thenint's name or do not relate to utilities exclakiwserving the Initial Club Premises prior to
Closing.

(h) Upon Closing, Seller shall retain all rightsaind to any rents or other amounts due under tkia Drase for any period prior to
Closing, but shall have no right to commence agglleroceedings which would, or could, result ie #@viction or dispossession of a tenant
from the Property. Seller shall retain and shallehthe right to seek monetary damages againsteharit with respect to any arrears. If Seller
commences any action for such monetary damages, (in&eller shall give Purchaser prompt writterice thereof and provide Purchaser,
upon request, with updates on the status of su@bnaand (ii) Seller shall discontinue such actiggon Purchaser’s request if it interferes in
any material respect with Purchaser’s operationmaadagement of the Property. At Closing, Sellefl slediver to Purchaser a schedule of all
past due but uncollected rents and other amoungsl &y the Tenant, if any, for any period prior fosihg. Purchaser shall use its
commercially reasonable efforts during the twell/2)(month period immediately following Closing tollect and promptly remit to Seller
rents or other amounts due Seller for the periaat po Closing, but shall not be required to comoeeany legal proceedings against the
Tenant to collect such rents or other amounts.Haser shall apply all rents or other amounts reckby Purchaser: first, to costs of
collection; second, for the account of Purchaseafity and all amounts due to Purchaser for the Imionivhich such amounts were received,
third, for the account of Purchaser for any ancalbunts due to Purchaser for periods subsequém tmonth of Closing; fourth, for the
account of Seller for any and all amounts due eS#or periods prior to the month of Closing; afe balance shall be retained by Purch
In exercising its commercially reasonable effootsallect rents and other amounts due Seller asrmezquired, Purchaser, during the entirety
of the foregoing twelve (12) month period, shall &hd invoice the Tenant owing any such amountSefber on a monthly basis, and institute
the same “follow-up” actions or programs used bycRaser to collect delinquent amounts owed by #want to Purchaser.

(i) Any other costs or charges of closing this s&gtion not specifically mentioned in this Agreetsmall be paid and adjusted in
accordance with local custom in the commercial estdte market in which the Property is located.

() Except as expressly provided herein, the pugpoxl intent of the provisions for prorations apgationments set forth in this
Paragraph 15 and elsewhere in this Agreement ai®eiter to bear all expenses of ownership andatjwer of the Property and to receive all
income therefrom accruing through midnight of tlag greceding Closing and for Purchaser to beaxalénses and receive all such income
accruing thereafter; providechowever, that if Seller and/or any lender of a loan sedung the Property being repaid from sales proceeds
Closing, do not actually receive, in immediatelhaitable funds, and by 5:00 p.m. on the Closing Palleamounts required to be disbursed to
them pursuant to the Closing Statement executeadl Barties at Closing, then all Closing adjustrseatd prorations shall be

28




recalculated and made as of midnight on the nesinless day immediately following the Closing; pawed, further, that the foregoing
provision shall not be construed to give eithertyPire right unilaterally and without the agreemehthe other Party, to extend Closing
beyond the scheduled Closing Date, and the fadtigther Party to consummate Closing on the sdeeld@losing Date, at the option, and in
the sole discretion, of the non-defaulting Partglisconstitute a default hereunder. All of theypstons contained in this Paragraph 15 shall
survive Closing.

16.CONDITIONS TO CLOSING OBLIGATIONS

(a) Anything herein to the contrary notwithstanditige obligation of Seller to close title in accande with this Agreement is
expressly conditioned upon fulfillment by and ashef time of Closing of each condition listed bel@rovided that Seller, at its election,
evidenced by written notice delivered to Purchaser prior to Closing, may waive any of such cdiods:

(i) Purchaser shall have executed and deliveredawsed to be executed and delivered, to Sellef #ile documents set
forth in Paragraph 4(c) hereof, shall have paidithe sums of money and shall have taken, orezhtsbe taken, all of the other action
required by Purchaser under this Agreement; and

(i) All representations and warranties made bycRaser in this Agreement shall be true and coimeall material respects
as of the Closing Date.

(b) Anything herein to the contrary notwithstanditige obligation of Purchaser to close title inadance with this Agreement is
expressly conditioned upon fulfillment by and ashef time of Closing of each condition listed bel@rovided that Purchaser, at its election,
evidenced by written notice delivered to Selleoraprior to Closing, may waive any of such condiso

(i) Seller shall have executed and delivered, ased to be executed and delivered, to Purchasef thlé documents set
forth in Paragraph 4(a) hereof, and shall havertaecaused to be taken, all of the other actmuired by Purchaser under this Agreement;

(i) All representations and warranties made bye®éh this Agreement shall be true and correalirmaterial respects as
of the Closing Date; and

(iii) Title Company shall be prepared to issue, upayment by Purchaser of the premium therefogvamer’s policy of
title insurance in the amount of the Purchase Rumksubject only to the Permitted Encumbrancesiring title to the Property as required
under this Agreement.
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17.NOTICES . All notices, requests, consents, approvals, regmmegivers or other communicationstice(s)”) required or
permitted to be given hereunder shall be givenriting and shall be (a) personally delivered ordblivered by a commercial overnight
courier that guarantees next business day delaedyprovides a receipt, and such notices shalidecased as follows:

To Seller: Town Sports International, LL'
5 Penn Plaz
4t Floor
New York, New York 1000:
Attention: General Couns

with a copy to: Cole, Schotz, Meisel, Forman & Leonard, F
Court Plaza Nortl
25 Main Stree
Hackensack, New Jersey 07+-0800
Attention: Michael E. Jones, Es

To Purchasel Monty Two East 8¢h Street Associates LL:
505 Park Avenu
Suite 170
New York, New York 1002:
Attention: Roy Stillman and Chris Sullivz

with a copy to: Pillsbury Winthrop Shaw Pittman LL
1540 Broadwa!
New York, New York 1003I
Attention: Marc S. Shapiro, Es

To Escrow Agent: as its address set forth in PagagB hereof, Attention: Lawrence Holmes,

or to such other address as any party from tinterte may specify in writing to the other Partiesquant to this Paragraph. Any notice
sent as hereinabove provided shall be deemed sangeteceived upon delivery in person (with sigdelivery receipt obtained) or the first
business day following the date of deposit wittogarnight express delivery service providing probélelivery. If any notice is properly
addressed but returned or refused for any reasch,rtice shall be deemed to be effective notickta be given on the date of attempted
delivery. Any notice may be sent by the attorngyresenting a Party, and each such notice shalifgasl effective notice under this
Agreement.

18.DEFAULT; REMEDIES .

(a) If (i) Purchaser shall default in the perforroamny of its obligations to be performed on thesftlg Date for any reason other
than a default by Seller under this AgreementipPfirchaser shall default in the performance gf @irits material obligations to be
performed prior to the Closing Date and, with respe any default under this clause (ii) only, sdeffiault continues for ten (10) days (unless
otherwise provided herein) after Purchaser receiréten notice thereof from Seller, then Purchaswll forfeit to Seller all of its right, title
and interest in and to the Deposit paid hereuradet,Purchaser shall have no further
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liability to Seller (except for the Surviving Ob#itions). The Parties have agreed that the actmadges suffered by Seller would be extren
difficult or impracticable to ascertain. After na@ion, the Parties have agreed that, consideaiintpe circumstances existing on the date of
this Agreement, the amount of the Deposit is agealle estimate of the damages that Seller wouldt iim such an event and that the
aforesaid payment of the Deposit is liquidated dg@sanereunder and not a penalty. The provisiotisi®Paragraph 18(a) shall not limit or
affect any of Purchaser’s indemnities as proviadeBaragraphs 14, 20 and 21 of this Agreement.

(b) If (i) Seller shall refuse or fail to conveyetiProperty to Purchaser in violation of Seller'§igdtions hereunder or shall
otherwise default in the performance of any obltfigations to be performed on the Closing Datesfoy reason other than a default by
Purchaser under this Agreement, or (ii) Sellerlatefhult in the performance of any of its matedhligations to be performed prior to the
Closing Date and, with respect to any default unildisrclause (ii) only, such default continuesttam (10) days (unless otherwise provided
herein) after Seller receives written notice théfemm Purchaser, then Purchaser, as its sole riemé@reunder, shall have the right to:

(i) terminate this Agreement and receive a retdrthe Deposit; or (ii) seek specific performance(io) waive such breach or default and
proceed to Closing. In the event that Purchasetste seek specific performance under (ii) ab&werchaser shall bring such action within
sixty (60) days after the scheduled Closing Datelse such remedy shall be deemed waived; andsinotberwise expressly required
pursuant to this Agreement or by applicable lawyarevent shall Seller be obligated to undertakecdnhe following: (1) change the
condition of the Property or restore the same afigrfire or casualty; (2) secure any governmguetaiit, approval, or consent with respec
the Property or Seller's conveyance thereof; oe¢@)end any money to repair, improve, remediatter the Property or any portion thereof.
If Purchaser shall not institute an action for sfieperformance within sixty (60) days after theheduled Closing Date, time being of the
essence, and Purchaser has not elected to waikiedstault by Seller, Purchaser shall be deemeaye klected to terminate this Agreement
pursuant to clause (i) above. Anything herein odbntrary notwithstanding, in the event any willat of Seller shall preclude Purchaser
from obtaining specific performance of Seller’'sigations hereunder, then in addition to the remediscribed in this Paragraph and the
remedies available at law, in equity or otherw$eller shall, no later than fifteen (15) days fallog Purchaser’'s demand therefor and
delivery to Seller of paid invoices evidencing tusts incurred by Purchaser, reimburse Purchasanfoand all actual costs incurred by
Purchaser, in an amount not to exceed Five Huntihedsand and 00/100 ($500,000.00) Dollars in thggegate, in connection with the
transaction contemplated hereby, including, witHounitation, reasonable attorneys’ fees and duigelilce costs. The provisions of this
Paragraph 18(b) shall not limit or affect any ofi&&s indemnity as provided in Paragraph 14 o thgreement.

(c) In no event shall either Party be liable to ¢iger Party for any punitive, speculative or copsmtial damages.

(d) Notwithstanding any limitation of remedies aboif, as a result of a default under this Agreetneither Seller or Purchaser
retains an attorney to enforce its rights and glewaany final judgment, the defaulting party Blmaimburse the non-defaulting party for all
reasonable attorneys’ fees, court costs and otigat Expenses incurred by the non-defaulting pargpnnection with the default. This
Paragraph 18(d) shall survive Closing or the teatiam of this Agreement.

31



19.ESCROW AGENT .

(a) The Deposit shall be held in escrow by Escrayem in one or more interest-bearing bank, federafiured accounts at
JPMorgan Chase Bank on the terms hereinafter gt fo

(b) When Closing has occurred, Escrow Agent steidr the Deposit to Seller.

(c) If Escrow Agent receives a request for the B#pgigned by Seller stating that Purchaser hasultetd in the performance of
obligations under this Agreement, Escrow Agentishamit (in the manner set forth in Paragraph éréaf) a copy of such request to
Purchaser. If Escrow Agent shall not have receivaite of objection from Purchaser within five (&)siness days after Escrow Agent has
furnished Purchaser with such request, Escrow Agleait deliver the Deposit to Seller. If Escrow Agshall receive a timely notice of
objection from Purchaser as aforesaid, Escrow Agearptly shall submit a copy thereof to Seller.

(d) If Escrow Agent receives a request signed hyglaser stating that this Agreement has been aahoelterminated, or that
Seller has defaulted in the performance of itsgattions hereunder, and that Purchaser is entiil¢itet Deposit, Escrow Agent shall submit
the manner set forth in Paragraph 17 hereof) a obpych request to Seller. If Escrow Agent shatlimave received notice of objection from
Seller within five (5) business days after EscrogeAt has furnished Seller with such request, Esé&gent shall deliver the Deposit to
Purchaser. If Escrow Agent shall receive a timel§iae of objection from Seller as aforesaid, EscAgent promptly shall submit a copy
thereof to Purchaser.

(e) Any notice to Escrow Agent shall be sufficienly if given in the manner set forth in Paragrd@ghhereof and received by
Escrow Agent within the applicable time period feeth herein. All mailings and notices from Escrégent to Seller and/or Purchaser, or
from Purchaser and/or Seller to Escrow Agent, dhathddressed to Escrow Agent and to the Pargcive such notice at its address as set
forth in Paragraphs 3 or 17 hereof.

(f) If Escrow Agent receives notice signed by Seilhstructing Escrow Agent to pay the Deposit todhaser, or if Escrow Agent
receives notice signed by Purchaser instructingdéségent to pay the Deposit to Seller, Escrow Agsrall deliver the Deposit in
accordance with such instructions.

(g) If Escrow Agent shall have received a noticelojection as provided for in Paragraphs 19(c)3fd) hereof within the time
therein prescribed, Escrow Agent shall not compiyany requests or demands it may have receivddhall continue to hold the Deposit
until Escrow Agent receives either: (i) a writtestine signed by both Seller and Purchaser statimg i& entitled to the Deposit; or (i) a final
non-appealable order of a court of competent jigignh directing disbursement of the Deposit irpadfic manner; in either of
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which events, Escrow Agent then shall disbursedposit in accordance with such notice or ordecrd@s Agent shall not be or become
liable in any way or to any person for its refusatomply with any such requests or demands untilunless it has received a direction of the
nature described in (i) or (ii) above.

(h) Notwithstanding the foregoing provisions of &maph 19(g) above, if Escrow Agent shall haveivecka notice of objection
as provided for in Paragraphs 19(c) or 19(d) henattfin the time therein prescribed, or shall heseeived at any time before actual
disbursement of the Deposit a notice from eithdleBer Purchaser advising that litigation betw&ailer and Purchaser over entitlement to
the Deposit has been commenced, or otherwise lsélgdlve in good faith at any time that a disagre@me dispute has arisen between the
Parties hereto over entitlement to the Deposit {idreor not litigation has been instituted), Escragent shall have the right, upon notice to
both Seller and Purchaser, (i) to deposit the Diepoth the Clerk of the Court in which any litigah is pending, and/or (ii) to take such
affirmative steps, at its option, as it may el@coider to terminate its duties as Escrow Agemiuiting, but not limited to, the depositing of
the Deposit with a court of competent jurisdicteomd the commencement of an action for interplealercosts thereof to be borne by
whichever of Seller or Purchaser is the losingypamd thereupon Escrow Agent shall be releasesdffrom all liability hereunder except
any previous gross negligence or willful default.

(i) Escrow Agent shall have no duty to invest alhay portion of the Deposit during any periodiofé Escrow Agent may hold
the same prior to disbursement thereof except énazrmore interest-bearing accounts as aforesaitiaay disbursements or deliveries of the
Deposit required herein to be made by Escrow Agkall be with such interest, if any, as shall hlb@en earned thereon.

(j) Escrow Agent shall be under no obligation téivé& any instrument or documents to a court oetaky other legal action in
connection with this Agreement or towards its ecéonent, or to appear in, prosecute or defend atigynaar legal proceeding which, in
Escrow Agent’s opinion, would or might involve it any cost, expense, loss or liability unless,fencs Escrow Agent may require, Escrow
Agent shall be furnished with security and indemsatisfactory to it against all such costs, expsnksses or liability.

(k) Escrow Agent shall not be liable for any eroojudgment or for any act done or omitted by igood faith, or for any mistake
of fact or law, and is released and exculpated fatifiability hereunder except for willful miscondt or gross negligence.

() Escrow Agent’s obligations hereunder shall beaalepositary only, and Escrow Agent shall naelsponsible or liable in any
manner whatever for the sufficiency, correctnessugneness or validity of any notice, written instions or other instrument furnished to it
or deposited with it, or for the form of executithrereof, or for the identity or authority of anyrpen depositing or furnishing same.

(m) Escrow Agent shall not have any duties or rasfimlities except those set forth in this Agreeireemd shall not incur any
liability in acting upon any signature, notice, wegt, waiver, consent, receipt or other paper oua@nt believed by it to be genuine, and
Escrow Agent may assume that any person purpaduiggve any notice or advice on behalf of
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any Party in accordance with the provisions hehasfbeen duly authorized to do so. Seller and Rsesthereby jointly and severally agre
indemnify and to hold and save Escrow Agent harsnfiesm and against any and all loss, damage, ecastpense Escrow Agent may suffe
incur as Escrow Agent hereunder unless caused lgyass negligence or willful misconduct.

(n) The terms and provisions of this ParagraphhBl sreate no right in any person, firm or corgioma other than the Parties
hereto and their respective successors and pednaisigns, and no third party shall have the figleinforce or benefit from the terms hereof.

(o) The provisions of this Paragraph 19 shall sie@losing or the termination of this Agreementday reason.

20.PROPERTY INSPECTIONS .

(a) Intentionally omitted.

(b) During the period commencing on the Effectivet®and ending on the Closing Date or the datey®arlier termination of
this Agreement, Purchaser and Purchaser’s Repetsest (as defined in Paragraph 21 hereof) shak ftize right to enter onto the Real
Property to: (i) perform non-invasive inspectionsl éests, all of which shall be upon at least tydatir (24) hours’ request (which request
may be given by email to the General Counsel de§eknd (ii) show the Property to potential leredand joint venture partners.
Notwithstanding anything to the contrary contaihedein, in no event shall Purchaser have the tagherform any invasive inspections ¢
tests of the Property without Seller’s prior writteonsent (which consent may be withheld in Sedleole and absolute discretion). Purchaser
shall: (A) at all times conduct Purchaser’s insjpet and testing of the Real Property in complianith applicable law and in a manner so as
to minimize damage to the Real Property; (B) prdynggstore the Real Property to its condition imimgégly preceding Purchaser’s
inspections or testing to the extent any damagaused by such inspections or testing; and (C) ke=Real Property free and clear of any
mechanic’s or materialmen’s liens in connectiorhvgitich inspections or testing. A representativ@edlier shall have the right to be present at
all times during such inspections or testing. Afipections shall be conducted in compliance withlicable laws. Purchaser shall use
commercially reasonable efforts not to interferéwtine activity of the Tenant, or any other ensitoe persons occupying or providing servi
at the Property, and shall take all actions andémpnt all protections reasonably necessary toreribat the inspections of the Property and
the equipment, materials, and substances genetesed,or brought onto the Property in connectienaivith, pose no threat to the safety or
health of persons or the environment, and caustanage to the Property or other property of Sellemy persons. Any inspections
undertaken by or on behalf of Purchaser pursuathisd®aragraph 20 shall be at Purchaser’s sdernid expense.

(c) Purchaser agrees to provide to Seller, as drahwthe same are prepared and provided to Purclaeserptly upon request of
Seller and upon any termination of this Agreemeopies of: (i) all environmental, structural, erggning and other reports or studies pref
by outside consultants (other than such reportsasesl by or on behalf of legal counsel that ar¢esitto an attorney-client privilege)
undertaking inspections of the Property,
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or any portion or component thereof or conditioieeting the same, for or on behalf of Purchaseltdctively, the “Property Inspection
Reports™); and (ii) all non-public materials and documeats#ained by Purchaser from Seller (and Purchasgrmot retain copies of any
such materials and documents). All nmublic information regarding or relating to: (i) I&e or (ii) the Property, or the ownership, opaator
maintenance thereof, that is obtained by Purchésgmg any inspection of the Property, or in arlyestmanner, or from any other source,
including the Property Inspection Reports (colleiy, the “Proprietary Information "), shall be held, maintained and treated as peiaaid
confidential information pursuant to Paragraph 2febf. All obligations and agreements of Purchasatained in this Paragraph 20(c) shall
survive Closing or any termination of this Agreeinfam any reason.

(d) Except as otherwise expressly set forth in Ageeement, Seller makes no representations oawtes as to the truth, accur:
or completeness of any materials, data or otherimhtion, including, without limitation, the Orvaase, supplied to Purchaser in connection
with Purchaser’s inspection of the Property.

(e) Prior to undertaking any inspections of theplerty, Purchaser or Purchaser’s agents will olgaghmaintain not less than
Three Million ($3,000,000.00) Dollars comprehengjemeral liability insurance with a contractuablidy endorsement which insures
Purchaser’s indemnity obligations hereunder anatlwhames Seller, as an additional insured thereyadeertificate evidencing such policy
shall be provided by Purchaser to Seller priorridartaking any inspections under this ParagraphS@h insurance coverage shall be
maintained by Purchaser until the earlier of:l{g tate that is two (2) years after the Closing; @hthe date on which this Agreement is
terminated for any reason. Purchaser agrees toinifieand hold and save Seller and each of theeGBHRrties harmless from any claim, loss,
injury, liability, damage or expense, includingsenable attorneys’ fees and costs, arising oufi)at: breach by Purchaser and/or any of the
Releasors (as defined in Paragraph 9(d) hereathypfpplicable laws, rules, regulations or ordimsnesulting from such inspections, or the
agreements set forth in this Paragraph 20, inctuthie failure to restore the Property in accordamitie Paragraph 20(b) above; (ii) any act
to, entry upon or activity conducted by, or on Bebf Purchaser or any Releasors with respect twnathe Property, whether or not such
access, entry or activity is permitted by, in coiapte with or in violation of any applicable lawsles, regulations or ordinances, or this
Paragraph 20; and (iii) any lien, claim or levy;limding construction, mechanic’s, materialmen’s pragyment liens, filed or pending against
any portion of the Property, or title thereto, Imy @ontractor, sub-contractor or other party hadrgaim against or through Purchaser or any
Releasor (without limiting the foregoing indemniByrchaser hereby acknowledges and agrees thdtaRerts failure to cause any such lien
to be released or bonded to the reasonable saiisfad Seller within twenty (20) days after redsi written notice thereof shall constitute a
default hereunder), unless such claim, loss, injliadility, damage or expense arises from the gragligence or willful misconduct of Seller
or any of the Seller Parties (collectively, thintlemnity Obligations ”). Anything herein to the contrary notwithstandimurchaser shall not
be liable for the exacerbation by Purchaser ordadrifie Purchaser’'s Representatives (as definedriagPaph 21) of any existing
environmental conditions at, on, beneath or neaPttoperty.
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21.CONFIDENTIALITY . Purchaser agrees that, unless Seller specifiaatlyexpressly otherwise agrees in writing, athef
Proprietary Information is and shall be deemedtagated by Purchaser and all of the Releasorsagsiptary and confidential and neither
Purchaser nor any Releasor shall disclose samgytother person except those Releasors and susii@ubnsultants and legal counsel
assisting Purchaser with the transaction contemgblaérein, and Purchaser’s potential lenders anthjenture partners, if any (the Releasors
and Purchaser’s outside consultants and poteatidelrs and joint venture partners, collectivelputchaser’'s Representatives), and then
only on a need-ténow basis, and upon Purchaser or Releasor makicty ®ich person aware of the confidentiality retsoms set forth here
and procuring such pers@hgreement to be bound thereby. Notwithstandieddregoing, Purchaser shall not be deemed to Vialeged the
provisions of this Paragraph 21 if Purchaser orafrijurchaser’s Representatives is required tdatisany Proprietary Information pursuant
to a judicial order or subpoena validly issued sed/ed upon Purchaser or any of Purchaser’s Reqiatises by a court with competent
jurisdiction over the Property and the Proprietafiprmation which is the subject of such order wgoena, and Purchaser (to the ex
legally permitted and practicable): (i) promptlpdain no event less than five (5) business days adiceipt by Purchaser’s or any of
Purchases Representatives of such court order or subpaatiaers a copy of same, together with any notaesther documents which we
served on Purchaser or any of Purchaser’'s Repegs@&st with such court order or subpoena, to Sedled (ii) reasonably cooperates, at
Seller’'s sole cost and expense, in any effort (joled that neither Purchaser nor any of Purchagsfsesentatives thereby is placed in breach
of such court order or subpoena) instituted byeBeédl prevent such disclosure. In the event thelage and sale contemplated hereby fails to
close for any reason whatsoever, Purchaser agreidiver to Seller, or cause to be delivered tile§ell Proprietary Information in the
possession of Purchaser and/or any of PurchasepeeRentatives. Purchaser shall not use any Pragyrieformation for any purpose other
than to determine whether Purchaser shall procétiatine contemplated purchase, or if the purchasesale is consummated, in connection
with the ownership and operation of the Propertstyf@losing. Purchaser, on behalf of itself and Raser's Representatives, agrees to
indemnify Seller and each of the Seller Partiesregall costs, claims and damages, including nealsie attorneysees, suffered or sustain
as the result of a breach by Purchaser or anyeoRt#Heasors of the covenants contained in thisggPash 21. All obligations of Purchaser and
Releasors under this Paragraph 21 shall be refesrasl the ‘Confidential Obligations ”. Notwithstanding any other term of this Agreement
the provisions of this Paragraph 21 shall survil@sig or the termination of this Agreement for aagson.

22.SURVIVING OBLIGATIONS . The term “Surviving Obligations ” as used herein shall mean, collectively, the indity
Obligations, the Confidentiality Obligations an@ tindemnities set forth in Paragraphs 14 and 2@€dfietogether with all other obligations of
the Parties which expressly survive the terminatibtihis Agreement for any reason.

23.ENTIRE AGREEMENT . This Agreement constitutes the final and entireagrent between the Parties with respect to thesubj
matter hereof and neither Party shall be boundigyterms, conditions, statements, warranties aessmtations, oral or written, not contai
herein. All understandings and agreements heretof@mde between the Parties are merged in this Agnee which alone fully and
completely expresses the agreement of the

36



Parties and may not be changed, modified, varigdrarinated except by a written instrument signgthle Parties or their respective coun
The Parties agree that, except as and to the extpnessly provided herein or in the documentstddlivered at Closing, the Parties agree
that none of the terms and provisions of this Agreet shall survive the delivery of the Deed andatlh terms and provisions of this
Agreement shall be merged into the Deed.

24.BINDING EFFECT . This Agreement shall be binding upon and shallertorthe benefit of Seller and Purchaser and their
respective successors and assigns, except as athgmovided herein.

25.CONSTRUCTION . The interpretation, construction and performancthisf Agreement shall be governed by the laws efState
of New York, without regard to principles of cowfliof laws. Each of the Parties hereby agreeshimguo the jurisdiction of any state or
federal court sitting in New York County, New Yoik,the event of a dispute between the Parties rgipect to this Agreement.

26.FURTHER ASSURANCES. Each Party, at any time and from time to time, Istsedcute, acknowledge when appropriate, and
deliver such further instruments and documentstakel such other action as reasonably may be resubgtthe other Party in order to carry
out the intent and purpose of this Agreement; mhedj however, that the requested modifications shall be mintén scope and, without
limitation, shall not: (i) modify or alter in anpfm or manner the monetary obligation of eithetyhereto; or (ii) materially increase any
non-monetary obligations or materially and adverséfect the rights (monetary or non-monetary)itier Party under this Agreement, as
determined by the affected Party in its reasonpiolgment. Further, neither Party: (a) shall begdikd to agree in any form or manner, to
additional indemnity agreements or any representatiwarranties or guaranties which are not alrexgyessly agreed upon in this
Agreement or the documents to be delivered at @p¢b) shall be obligated to agree to any chatgése environmental covenants set forth
herein or in any document to be delivered at Cigisamd (c) shall allow others to act as attornefait for such Party. The provisions of this
Paragraph 26 shall survive Closing or the termimatif this Agreement for any reason.

27.CAPTIONS . The captions preceding the paragraphs of this Agee¢ are intended only as a matter of conveniendda
reference and in no way define, limit or descrifbe $cope of this Agreement or the intent of anyigion hereof.

28.WAIVER OF CONDITIONS .

(a) Purchaser and Seller each shall have the rigtiie sole and absolute exercise of its disanetio waive any of the terms or
conditions of this Agreement which are strictly figrrespective benefits and to complete Closingcoordance with the terms and conditions
of this Agreement which have not been so waivedesinotherwise specifically provided herein, anghswaiver shall be effective and
binding only if in writing and made and deliveretdoa prior to Closing.

(b) No waiver by either Party of any failure orusél by the other Party to comply with its obligas hereunder shall be deemed a
waiver of any other or subsequent failure or rdfbogahe other Party so to comply.
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29.WAIVER OF TRIAL BY JURY .PURCHASER AND SELLER EACH HEREBY AGREES NOT TO ELE® TRIAL BY
JURY OF ANY ISSUE TRIABLE OF RIGHT BY JURY, AND WAIES ANY RIGHT TO TRIAL BY JURY FULLY TO THE EXTENT
THAT ANY SUCH RIGHT SHALL NOW OR HEREAFTER EXIST WIH REGARD TO THIS AGREEMENT OR ANY CLAIM,
COUNTERCLAIM OR OTHER ACTION ARISING IN CONNECTIONHEREWITH. THIS WAIVER OF RIGHT TO TRIAL BY JURY
IS GIVEN KNOWINGLY AND VOLUNTARILY BY PURCHASER AND SELLER AND IS INTENDED TO ENCOMPASS
INDIVIDUALLY EACH INSTANCE AND EACH ISSUE AS TO WHCH THE RIGHT TO A TRIAL BY JURY WOULD OTHERWISE
ACCRUE. SELLER OR PURCHASER, AS APPLICABLE, IS HEREAUTHORIZED TO FILE A COPY OF THIS PARAGRAPH IN
ANY PROCEEDING AS CONCLUSIVE EVIDENCE OF THIS WAIMEBY PURCHASER OR SELLER, AS APPLICABLE. THE
PROVISIONS OF THIS PARAGRAPH SHALL SURVIVE THE CLO$G OR EARLIER TERMINATION OF THIS AGREEMENT.

30.SEVERABILITY . The terms, conditions, covenants and provisionthisfAgreement shall be deemed to be severakdgyitlaus:
or provision herein contained shall be adjudgeletinvalid or unenforceable by a court of compejersdiction or by operation of any
applicable law, the same shall be deemed to baaaeeand shall not affect the validity of any athiwuse or provision herein, but such other
clauses or provisions shall remain in full force a&ffect, unless such provisions shall relate ¢éoRhrchase Price or other monies to be paid
hereunder. In such event, each of the Partiespbless than ten (10) days’ notice to the othetyRahall have the right to terminate this
Agreement on the date specified in such notice redpon the Deposit shall be released to Purchasardordance with the provisions of
Paragraph 19 hereof and neither Party shall hayduatiher obligation to the other, except for Suimg Obligations.

31.GENDER . As used in this Agreement, the masculine genddt isiciude the feminine or neuter genders and thgter gender shall
include the masculine or feminine genders, thewargshall include the plural and the plural skatlude the singular, wherever appropriate
to the context.

32.NO PUBLIC DISCLOSURE . Prior to Closing, all press releases or other digsation of information to the media or responges t
requests from the media for information relatinghte transaction contemplated herein shall be stitgethe prior consent of both Parties
hereto. After Closing, this covenant shall terménatd no longer be binding on either Party. Notstihding anything to the contrary
contained herein, this paragraph shall not apphntprequired disclosure of this Agreement or taagaction contemplated hereby to a
governmental or quasi-governmental authority.

33.NO PARTNERSHIP . Nothing contained in this Agreement shall be caresirto create a partnership or joint venture betvike
Parties or their successors in interest.
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34.TIME OF ESSENCE . Time is of the essence in this Agreement for atppaes and in all instances, whether or not spadiiji set
forth herein.

35.RECORDATION . Concurrent with their execution and delivery okthigreement, Purchaser and Seller shall executapadedge
and deliver a memorandum of this Agreement in thmfattached hereto as ExhibR’ (the “Memorandum ") and of each modification of
this Agreement, which shall be recorded by Purahaisiéss sole cost, provided that simultaneouslihulie execution of the Memorandum,
Seller and Purchaser execute a termination of tamdtandum in the form attached hereto as Extibit, to be held in escrow by the Escr
Agent pursuant to an escrow agreement substanitiaihe form attached hereto as Exhiti#' (the “ Termination of Memorandum Escrow
Agreement”).

36.PROPER EXECUTION . The submission by Seller to Purchaser of thisedgrent in an unsigned form shall be deemed to be a
submission solely for Purchaser’s considerationraastdor acceptance and execution. Such submissiath have no binding force and effect,
shall not constitute an option or an offer, andlst@ confer any rights upon the Parties or impasg obligations upon the Parties irrespet
of any reliance thereon, change of position origlperformance. The submission by Seller to Pusehaf this Agreement for execution by
Purchaser and the actual execution thereof andedlglto Seller by Purchaser similarly shall havebimaling force and effect on the Parties
unless and until the Parties shall have execuisdMiireement and the Deposit shall have been reddily Escrow Agent.

37.BUSINESS DAYS. If any date herein set forth for the performancamyf obligations by Seller or Purchaser or fordbkvery of
any instrument or notice as herein provided shéalldbn a Saturday, Sunday or Legal Holiday (hexétgr defined), the compliance with st
obligations or delivery shall be deemed acceptablthe next business day following such Saturdapd8y or Legal Holiday. As used hert
the term “Legal Holiday” shall mean any local odéeal holiday on which post offices are closechim jurisdiction in which the Property is
located.

38.LIKE -KIND EXCHANGE .

(a) Purchaser, at the request of Seller, agreesaperate reasonably with Seller so that Seller disgyose of the Property in a
transaction intended to qualify in whole or in pagta tax-deferred exchange pursuant to Sectioh 40Be Internal Revenue Code of 1986,
as amended (theTax Code”). In order to implement such exchange: (i) Seligron notice to Purchaser, shall assign its righisnot its
obligations, under this Agreement to a third paegignated by Seller to act as a qualified intefargdas such phrase is defined in applici
regulations issued under the Tax Code); (ii) Puwehahall, and hereby agrees to, acknowledge ssiprenent and make all payments due
hereunder to or as may be directed by such intéemgdand (iii) at Closing, Seller shall convey tReoperty directly to Purchaser; provided
however, that: (w) Purchaser’s cooperation shall be lichtie the actions specifically contemplated by tredoing sentence; (x) none of
Purchaser’s rights or obligations hereunder shaliffected or modified in any way, nor shall amyeiperiods contained herein be affected in
any way; (y) Purchaser shall have no responsihlitijability to Seller or any other person for ttpealification of Seller’s purported exchange
transaction under Section 1031 of the Tax Coderdliaa as a result of Purchaser’s failure to perfdre actions specifically contemplated in
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this Paragraph; and (z) Purchaser shall not barezhto incur any additional expense (unless reirséd by Seller) or liability (other than to a
de minimis extent) as a result of such cooperaganhange or assignment. Seller hereby agreedtstell save, defend, indemnify and hold
Purchaser harmless from and against any and hilitya loss, damage, claims, costs and expensetu@ding, without limitation, reasonable
attorneys’ fees and disbursements) incurred byHaser as a result of any such cooperation, exchanggsignment.

(b) Seller, at the request of Purchaser, agreesdperate reasonably with Purchaser so that Puechesy acquire the Property as
“replacement property” in a transaction intendedualify in whole or in part as a tax-deferred exutpe pursuant to Section 1031 of the Tax
Code. In order to implement such exchange: (i) Raser, upon notice to Seller, shall assign itstsigbut not its obligations, under this
Agreement to a third party designated by Purch@sact as a qualified intermediary; (i) Seller hend hereby agrees to, acknowledge such
assignment and to accept payment of all or a podfdhe Purchase Price from the intermediary; @ndt Closing, Seller shall convey the
Property directly to Purchaser; providelowever, that: (w) Seller's cooperation shall be limitecthe actions specifically contemplated by
the foregoing; (x) none of Sellartights or obligations hereunder shall be affecteshodified in any way, nor shall any time periadstaine:
herein be affected in any way; (y) Seller shalldae responsibility or liability to Purchaser oyarther person for the qualification of
Purchaser’s purported exchange transaction undeio8e1031 of the Tax Code, other than solely essalt of Seller’s failure to perform the
actions specifically contemplated in this Paragraptd (z) Seller shall not be required to incur adgitional expense (unless reimbursed by
Purchaser) or liability (other than to a de minimigent) as a result of such cooperation, exchangssignment. Purchaser hereby agrees to
and shall save, defend, indemnify and hold Seblemtess from and against any and all liability sladamage, claims, costs and expenses
(including, without limitation, reasonable attorséfees and disbursements) incurred by Seller asudt ifsany such cooperation, exchang
assignment.

(c) The provisions of this Paragraph 38 shall sie@losing.

39.LIMITED LIABILITY . The respective obligations of Seller and Purchasder this Agreement or any documents executed
pursuant hereto or in connection herewith, inclgdimithout limitation, the Deed, the Bill of Satbe Assignment of Lease and the Seller
Certificate, are intended to be binding only on&ednd Purchaser and each of such party’s respessisets, and shall not be personally
binding upon, nor shall any resort be had to amperties of the Seller Parties or Releasors. Theigipns of this Paragraph 39 shall survive
Closing or termination of this Agreement, for aegason.

40.NO ELECTION BY SELLER OR PURCHASER . Each right of Seller and Purchaser providedridhis Agreement shall be
cumulative and shall be in addition to every ottigit provided for in this Agreement or now or hafter existing at law or in equity, by
statute or otherwise, and the exercise or beginoiriige exercise by Seller or Purchaser of anyasrmaore of such rights shall not preclude
the simultaneous or later exercise by Seller oclraser of any or all other rights provided forhirstAgreement or now or hereafter existin
law or in equity, by statute or otherwise.
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41.NO THIRD PARTY BENEFICIARY . The provisions of this Agreement are not intenaelddnefit any third parties.

42.EQUITABLE OWNERSHIP . Prior to the conveyance of the Property hereyrieierchaser shall not acquire, obtain or assume an
equitable ownership of or title to the Propertyrbgison of this Agreement.

43.PREPARATION OF AGREEMENT . This Agreement shall not be construed more styoagginst either Party regardless of who
is responsible for its preparation.

44.JOINT OBLIGATIONS . All obligations and liabilities of Seller and Rhaser set forth herein shall be joint and sevEnabre
than one Seller or Purchaser is named herein.

45.COUNTERPARTS . This Agreement may be executed and delivered imanyber of counterparts and by facsimile or e-ifead .,
pdf), each of which when so executed and delivehedl be deemed to be an original and all of wisicall constitute one and the same
instrument.

46.EXHIBITS : All Exhibits referred to herein are a part of thgreement.

[SIGNATURES APPEAR ON THE FOLLOWING PAGES]
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IN WITNESS WHEREOF, the Parties hereto have caused this Agreementéadmited and delivered by duly authorized persons
the day and year first above written.

SELLER:
TOWN SPORTS INTERNATIONAL, LLC
By: /s/ Robert Giardina

Name Robert Giardin:
Title: CEO

PURCHASER:

MONTY TWO EAST 86™M STREET ASSOCIATES
LLC

By: /s/ Roy Stillman
Name Roy Stillman
Title:




JOINDER AND CONSENT OF ESCROW AGENT

An original, fully executed copy of this Agreemetatgether with the Deposit, has been received leydgs Agent this 23dday of
December, 2013, and by execution hereof Escrow fAgmrenants and agrees to be bound by the terthésofigreement.
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FIDELITY NATIONAL TITLE INSURANCE
COMPANY

By: /s/ John Madde

Name John Madde
Title: VP
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EXHIBIT *“A”

Legal Description

ALL that certain plot, piece or parcel of landusite, lying and being in the Borough of Manhattaity, County and State of New York,
bounded and described as follows:

BEGINNING at a point on the northerly side of 8Gtreet, distant 62 feet 2-2/3 inches easterly filoencorner formed by the
intersection of the westerly side of Lexington Auerwith the said northerly side of 86treet;

RUNNING THENCE northerly parallel with the eastesigle of Lexington Avenue, 100 feet 8 1/2 inchethtocenter line of the block;

THENCE easterly along said center line of the blpakallel with the northerly side of 86Street and part of the distance through a |
wall, 76 feet 8 inches;

THENCE southerly again parallel with the easteitief Lexington Avenue, 100 feet 8-1/2 inchesht® hortherly side of 86 Street;
and

THENCE westerly along the said northerly side of'@reet, 76 feet 8 inches to the point or place BEBNNING.
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EXHIBIT “B”

BARGAIN AND SALE DEED
WITHOUT COVENANTS

THIS INDENTURE, made as of the  day of , 2013, bettT OWN SPORTS INTERNATIONAL, LLC , a New York
limited liability company, having an address atén® Plaza, 4 Floor, New York, NY 10001 (Grantor "), and , a
having an address at (“Grantee”).

WITNESSETH , that Grantor, in consideration of Ten Dollarsq®D) and other valuable consideration paid by @&erthe receipt ai
sufficiency of which are hereby acknowledged, doe®by grant and release unto Grantee, the hesnsooessors and assigns of Grantee
forever,

ALL that certain plot, piece or parcel of land, witk thuildings and improvements thereon erected,tsitligng and being in the City,
County and State of New York, as more particulddgcribed on Exhibit Attached hereto and made a part hereof.

TOGETHER with all right, title and interest, if any, of Gram in and to the land lying in the bed of any stseor roads in front of or
adjoining the above described premises to the cénes thereof;

TOGETHER with any rights of way, appendages, appurtenam@sements, sidewalks, alleys, gores or stripsnaf éaljoining or
appurtenant to the above described premises awddusenjunction therewith, any development rigiytpurtenant to the above described
premises and any award or payment made or to be mdiu of any of the foregoing or any portioerthof and any unpaid award for
damage to the above described premises by reastrange of grade or closing of any street, roaavenue;

TO HAVE AND TO HOLD the above described premises herein granted, otioned and intended so to be, unto Grantee, thre be
successors and assigns of Grantee, forever.

The premises herein described are intended toebsaime as that described in deed recorded in CRFN

AND Grantor, in compliance with Section 13 of the Lieaw, covenants that Grantor will receive the coesation for this conveyance
and will hold the right to receive such considematas a trust fund to be applied first for the ggof paying the cost of the improvement
will apply the same first to the payment of thetaafshe improvement before using any part of ttaltof the same for any other purpose.
word “party” shall be constructed as if it read r{x@s” whenever the sense of this Indenture soiregu

[signature follows]
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IN WITNESS WHEREOF, Grantor has duly executed this Indenture the dayyaar first above written.

TOWN SPORTS INTERNATIONAL, LLC

By:
Name
Title:
State of New Yorl )
County of New Yorl ) ss.:
Onthe day of in the year 2018k me, the undersigned, personally appeared personally known to me or

proved to me on the basis of satisfactory evidénd® the individual whose name is subscribed e¢oatithin instrument and acknowledged to
me that he executed the same in his capacity,tatdy his signatures on the instrument, the inldial, or the person upon behalf of which
the individual(s) acted, executed the instrument.

Signature and Office of individual taking
acknowledgmen

ADDRESS: 151-155 EAST 86H STREET
NEW YORK, NEW YORK

SECTION: [ ]
BLOCK: 1515
LOT: 23

COUNTY OR TOWN: New York

Upon recording return tc
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Exhibit A to Deed

ALL that certain plot, piece or parcel of landusite, lying and being in the Borough of Manhattaity, County and State of New York,
bounded and described as follows:

BEGINNING at a point on the northerly side of 8Gtreet, distant 62 feet 2-2/3 inches easterly filoencorner formed by the
intersection of the westerly side of Lexington Auerwith the said northerly side of 86treet;

RUNNING THENCE northerly parallel with the eastesigle of Lexington Avenue, 100 feet 8 1/2 inchethtocenter line of the block;

THENCE easterly along said center line of the blpakallel with the northerly side of 86Street and part of the distance through a |
wall, 76 feet 8 inches;

THENCE southerly again parallel with the easteithef Lexington Avenue, 100 feet 8-1/2 inchesht® hortherly side of 86 Street;
and

THENCE westerly along the said northerly side of'@&reet, 76 feet 8 inches to the point or place BEGBNNING.
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EXHIBIT “C”
ASSIGNMENT OF LEASE

THIS ASSIGNMENT OF LEASE (this “ Assignment”) is made on , 20, by and between ,a *
Assignor”), having an office at and ,a Assigned’), having an office at

FOR AND IN CONSIDERATION of the sum of Ten and 0001($10.00) Dollars and other good and valuablesiciemation, the receipt
and sufficiency of which hereby are acknowledgeskignor does hereby sell, assign, transfer anovestunto Assignee all of Assignor’s
right, title and interest as landlord in and tdtifiat certain written lease of a portion of théding located on the land described_on Schedule
1 annexed hereto and made a part hereof or of atippaf such land, and all renewals, modificatiomsiendments, guaranties, other sec
and other agreements affecting the same (colldgfitlee “ Lease”), as more particularly set forth on Schedulattached hereto and
incorporated herein by reference; and (ii) all pidprentals and security deposits (if any) paideposited by the tenant under the Lease as se
forth on_Schedule 2receipt of which hereby is acknowledged by Assgg(the items described in clauses (i) and (iivaboollectively, the “
Assigned Interest”).

TO HAVE AND TO HOLD the Assigned Interest unto Agisée, its successors and assigns, forever.

Assignee accepts the foregoing assignment and assamna shall pay, perform and discharge, as and dine, all of the agreements
obligations of Assignor under the Lease accruingifand after the date hereof and agrees to be bdouat of the terms and conditions of
Lease, and Assignee further agrees that, as bethesgnor and Assignee, Assignee shall be resplenfsibany brokerage commissions, fees
or payments which may be due or payable hereaftier @dnnection with any extension or renewal & tarm of the Lease or the expansio
the premises demised thereunder.

Assignee shall indemnify, protect, defend and Wdadignor harmless from and against any and alindademands, liabilities, losses,
costs, damages or expenses (including, reasonibiaeys’ fees and costs) arising out of or resglfrom Assignees acts or omissions unc
the terms of the Lease or any brokerage agreemisitigaon or after the date hereof, asserted bytamgnt, broker or any person or persons
claiming under any of them with respect to suchseear agreement, including the enforcement thereof.

Assignor shall indemnify, protect, defend and hatgignee harmless from and against any and athslademands, liabilities, losses,
costs, damages or expenses (including, reasontbitaeys’ fees and costs) arising out of or resglfrom Assignor’s acts or omissions under
the terms of the Lease or any brokerage agreemisirigaprior to the date hereof, asserted by angrig broker or any person or persons
claiming under any of them with respect to suchseear agreement, including the enforcement thefiéed.foregoing indemnity shall not be
subject to the limitations on survivability anddibty set forth in Paragraphs 8(c) and 8(g) of A&mreement of Sale (as defined below).
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This Assignment is made without any warranty orespntation by, or recourse against, Assignor pfkimd whatsoever except and to
the extent expressly set forth in the Agreemerg8alé, dated as of December , 2013, betweemimsand Assignee (theAgreement of
Sale”).

This Assignment shall be binding upon and inurthéobenefit of the respective successors and assigeach party hereto. The
respective obligations of each party hereto aeniié¢d to be binding only on the property of suattypend shall not be personally binding
upon, nor shall any resort be had to, the privat@grties of any of its respective trustees, officeeneficiaries, directors, members, partners
or shareholders, or the general partners, officBrsctors, members, or shareholders thereof, peamployees or agents of each party hereto.

To facilitate execution, this Assignment may beaesed in as many counterparts as may be requirstiall not be necessary that the
signatures on behalf of all parties appear on eadhterpart hereof. All counterparts hereof shallectively constitute a single agreement, at
such time as each party has executed and deliaecedy hereof to the other.

IN WITNESS WHEREOF, this Assignment of Lease has been executed aneededi by duly authorized persons of Assignor and
Assignee as of the  day of , 20

ASSIGNOR:

By:
Name:
Title:

ASSIGNEE:

By:
Name:
Title:
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ACKNOWLEDGEMENTS TO
ASSIGNMENT OF LEASES

STATE OF )
| SS.:
COUNTY OF )
Onthis  day of , 20 , before, e undersigned officer, personally appeared , who, | am satisfied, are the
individuals named in the foregoing instrument asahthorized signatory of aml behalf of did acknowledbat

they signed, sealed and delivered the foregoingumeent as their voluntary act and deed and asdhmtary act and deed of said
, for the purposes therein aorgd.

WITNESS my hand and Notarial seal this  day of , 20

Notary Public

STATE OF )
:sSs.:
COUNTY OF )
Onthis  day of , 20 , before, e undersigned officer, personally appeared , who, | am satisfied, are the
individuals named in the foregoing instrument asahthorized signatory of aml behalf of did acknowledbat

they signed, sealed and delivered the foregoirntgumeent as their voluntary act and deed and asdhmtary act and deed of said
, for the purposes therein aored.

WITNESS my hand and Notarial seal this  day of , 20

Notary Public
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SCHEDULE 1
To Assignment Of Lease

ALL that certain plot, piece or parcel of landusite, lying and being in the Borough of Manhattaity, County and State of New York,
bounded and described as follows:

BEGINNING at a point on the northerly side of 8&treet, distant 62 feet 2-2/3 inches easterly filoencorner formed by the
intersection of the westerly side of Lexington Auerwith the said northerly side of 86treet;

RUNNING THENCE northerly parallel with the eastesigle of Lexington Avenue, 100 feet 8 1/2 inchethtocenter line of the block;

THENCE easterly along said center line of the blpakallel with the northerly side of 86Street and part of the distance through a |
wall, 76 feet 8 inches;

THENCE southerly again parallel with the easteitief Lexington Avenue, 100 feet 8-1/2 inchesht® hortherly side of 86 Street;
and

THENCE westerly along the said northerly side of'@reet, 76 feet 8 inches to the point or place BEGBNNING.
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SCHEDULE 2
To Assignment Of Lease

Lease, dated as of January 27, 1984, between Tqwas§, Inc. (Assignor’s predecessor in interestjaadlord, and Orva Hosiery
Stores, Inc., as tenant, as amended by that cértaise Modification dated as of March 31, 1995t tlestain Second Amendment to Lease
dated as of October 31, 2003 and that certain Thaingndment to Lease dated as of April 14, 2008.
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EXHIBIT “D”
OMNIBUS ASSIGNMENT AND ASSUMPTION

THIS OMNIBUS ASSIGNMENT AND ASSUMPTION (this “ Assignment”) is made on , 20, by and between
,a Assignor™), having an office at and , a Assigneg”’), having an office
at

FOR AND IN CONSIDERATION of the sum of Ten and 0001($10.00) Dollars and other good and valuablesictamation, the receipt
and sufficiency of which hereby are acknowledgeskignor does hereby sell, assign, transfer andveetunto Assignee, to the extent
assignable, all of Assignor’s right, title and iretst in and to the Intangible Property (as suam terdefined in that certain Agreement of Sale
dated as of , (the * Aemeent”) between Assignor and Assignee).

TO HAVE AND TO HOLD the Intangible Property unto gignee, its successors and assigns, forever.

Assignee accepts the foregoing assignment and assiina obligation to perform all of the terms, awagts and conditions imposed
upon Assignor under the Intangible Property acgruwinarising on or after the date hereof.

Assignor shall indemnify, protect, defend and hdssignee harmless from and against any and athslalemands, liabilities, losses,
costs, damages or expenses (including, reasonibitaeys’ fees and costs) arising out of or resglfrom Assignor’s acts or omissions under
or with respect to the Intangible Property arisiaggruing or occurring prior to the date hereof.

Assignee shall indemnify, protect, defend and taddignor harmless from and against any and alirdademands, liabilities, losses,
costs, damages or expenses (including, reasontbiaeys’ fees and costs) arising out of or resglfrom Assignee acts or omissions unc
or with respect to the Intangible Property arisiaggruing or occurring on or after the date hereof.

This Assignment is made without any warranty orespntation by, or recourse against, Assignor pfkamd whatsoever except and to
the extent expressly set forth in the Agreement.

This Assignment shall be binding upon and inurtheéobenefit of the respective successors and assighssignor and Assignee. The
respective obligations of each party hereto aeniié¢d to be binding only on the property of suattypend shall not be personally binding
upon, nor shall any resort be had to, the privabpgrties of any of its respective trustees, officbeneficiaries, directors, members, partners
or shareholders, or the general partners, officBrsctors, members, or shareholders thereof, peamployees or agents of each party hereto.

To facilitate execution, this Assignment may beaesed in as many counterparts as may be requirstiall not be necessary that the
signatures on behalf of all parties appear on eadhterpart hereof. All counterparts hereof shallectively constitute a single agreement, at
such time as each party has executed and deliaecedy hereof to the other.

[signatures follow]
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IN WITNESS WHEREOF, this Omnibus Assignment and Assumption has beeouts@ and delivered by duly authorized persons of
Assignor and Assignee as of the  day of , 20

ASSIGNOR:

By:
Name:
Title:

ASSIGNEE:

By:
Name:
Title:
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ACKNOWLEDGEMENTS TO
OMNIBUS ASSIGNMENT AND ASSUMPTION

STATE OF )
| SS.:
COUNTY OF )
Onthis  day of , 20 , before, e undersigned officer, personally appeared , who, | am satisfied, are the
individuals named in the foregoing instrument asahthorized signatory of aml behalf of did acknowledbat

they signed, sealed and delivered the foregoingumeent as their voluntary act and deed and asdhmtary act and deed of said
, for the purposes therein aorgd.

WITNESS my hand and Notarial seal this  day of , 20

Notary Public

STATE OF )
:sSs.:
COUNTY OF )
Onthis  day of , 20 , before, e undersigned officer, personally appeared , who, | am satisfied, are the
individuals named in the foregoing instrument asahthorized signatory of aml behalf of did acknowledbat

they signed, sealed and delivered the foregoirntgumeent as their voluntary act and deed and asdhmtary act and deed of said
, for the purposes therein aored.

WITNESS my hand and Notarial seal this  day of , 20

Notary Public
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EXHIBIT “E”

BILL OF SALE
KNOW ALL PERSONS BY THESE PRESENTS that on thisday of 20 , the undersigned, ,a ,
having an office at $eller™), pursuant to the terms of that certain Agreenwrgale dated as of (thegreement
") between Seller and , a , having an office at (“Purchaser™), and in consideration for the Purchase

Price set forth (and defined) in the Agreementatihér good and valuable consideration all as mardqularly set forth in the Agreement,
receipt and sufficiency of which hereby are ackremgled, has conveyed to Purchaser, concurrentlythdtiexecution of this Bill of Sale, fee
title in and to the property set forth on Exhibi{the “Real Property ") and hereby sells, assigns, transfers, convegidativers unto
Purchaser absolutely, free and clear of any anlgeal, encumbrances or security interests, élaifer’s right, title, and interest in and to all
fixtures, equipment and other articles of pers@maperty located on, attached to or used in theatjpm of the Real Property, and any
replacements or substitutions therefor (all surtufes, articles and personal property hereinaibang collectively referred to as the “
Personal Property”).

TO HAVE AND TO HOLD the same unto said Purchassrsuccessors and assigns, forever.

Purchaser acknowledges and agrees that, exceppessly provided in, and subject to the limitaf@ontained in, the Agreement,
Seller has not made, does not make and specifidatfaims any representations, warranties, prasnisg/enants, agreements or guaranti
any kind or character whatsoever, whether expresagied, oral or written, past, present or futusg as to, concerning or with respect to
(a) the nature, quality or conditions of the Peadd®roperty, (b) the income to be derived fromPeesonal Property, (c) the suitability of the
Personal Property for any and all activities angsushich Assignee may conduct thereon, (d) the dange of or by the Personal Property or
its operation with any laws, rules, ordinancesegutations of any applicable governmental authaitpody, (e) the quality, habitability,
merchantability or fitness for a particular purpa$eny of the Personal Property, or (f) any otieatter with respect to the Personal Property.
Purchaser further acknowledges and agrees thahdgbeen given the opportunity to inspect the ReabBroperty, Purchaser is relying solely
on its own investigation of the Personal Propenty aot on any information provided or to be proddsy Assignor, except as specifically
provided in the Agreement. Purchaser further ackedges and agrees that (a) any information provated be provided with respect to the
Personal Property was obtained from a variety ofes and that Seller has not made any indepeirdesstigation or verification of such
information; and (b) the sale of the Personal Prtypses provided for herein is made on an “as issmghs” condition and basis “with all
faults,” except as specifically provided in, andjset to the limitations contained in, the Agreemen
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The obligations of Seller are intended to be bigdinly on the property of Seller and shall not bespnally binding upon, nor shall any
resort be had to, the private properties of anysdfustees, officers, beneficiaries, directorgnmbers, partners or shareholders, or the general
partners, officers, directors, members, or shadghslthereof, or any employees or agents of Seller.

Seller hereby agrees to execute and deliver suthefuinstruments of conveyance, transfer and asségt reasonably acceptable to
Purchaser, and to take such other and furtherraatithout further consideration, as Purchaser nealsly may request, to evidence
conveyance, transfer and assignment of the PerSoopérty conveyed hereunder, and to assist Puechaexercising all rights with regard
thereto.

This Bill of Sale shall be binding upon the sucoessnd assigns of Seller and shall inure to tmefitsof the successors and assigns of
Purchaser.
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IN WITNESS WHEREOF, Seller has caused this Bill of Sale to be execatetidelivered by duly authorized persons as ofitite set
forth above.

By:
Name:
Title:
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ACKNOWLEDGEMENT TO

BILL OF SALE
STATE OF )
| SS.:
COUNTY OF )
Onthis  day of , 20 , before, e undersigned officer, personally appeared , who, | am satisfied, are the
individuals named in the foregoing instrument asahthorized signatory of aml behalf of did acknowledbat

they signed, sealed and delivered the foregoingumeent as their voluntary act and deed and asdhmtary act and deed of said
, for the purposes therein aorgd.

WITNESS my hand and Notarial seal this  day of , 20

Notary Public



EXHIBIT “F”
TENANT NOTICE
, 20

BY CERTIFIED MAIL,
RETURN RECEIPT REQUESTED

Orva Hosiery Stores, Inc.
155 East 86th Street

New York, New York 1002
Attention: [ |

Re: 151-155 East 86th Street, New York, NY — Leasedlaseof January 27, 1984, between Town Squash(dredecessor in interest to
Town Sports International LLC), as landlord, and@®Hosiery Stores, Inc., as tenant, as amendeldbcertain Lease Modification
dated as of March 31, 1995, that certain Secondrndiment to Lease dated as of October 31, 2003 ad¢ntain Third Amendment to
Lease dated as of April 14, 2008 (the “Third Ameedith; collectively, the “Lease”)

Ladies and Gentlemen:

Please be advised that Town Sports Internationdl, ¢ Seller”) has sold to [ ], a Delawairaited liability company (*
Purchasef), the referenced property in which you occupytaierpremises (the * Premis®sas a tenant pursuant to the Lease from Seller or
its predecessor-in-interest.

In connection with such sale, Seller has assigodtutchaser its interest as the landlord in, amdiaiser has assumed all obligations of
the landlord accruing from and after the date hemeder, the Lease. Accordingly, you are herebgaed to perform all of your obligations
under the Lease from and after the date hereaidda the benefit of Purchaser.

Effective immediately, all notices and other commoations under the Lease shall be sent to Purclaaske following address:

[
[

[
Attention: [

Email; [
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and all rental and other payments that become rdne &nd after the date hereof should be made payatturchaser and should be sent to
Purchaser, as landlord, at the following address:

[
[
[
A

ttention: [

Please have your insurance broker deliver to Peertet Purchasex’address for notices set forth above, a revisddicate of insuranc
replacing Seller as the additional named insuret thiat of Purchaser.

If you have any questions, please contact|[ ]at] ].

Sincerely,
TOWN SPORTS INTERNATIONAL, LLC
By:

Name
Title:

cc: Mishaan Dayon & Lieblict
1370 Broadway, Suite 8(
New York, New York 1001!
Attention: Saul A. Mishaan, Es
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EXHIBIT “G-1”

PERMITTED ENCUMBRANCES

Building restrictions and zoning regulations andinances and amendments and additions therefextiby any governmental
authority having or asserting jurisdiction therepwadfecting the Property at the date her

Any presently existing easement or right of agated in favor of any public utility corporatifor electricity, steam, gas, telephone or
other service in any street or avenue abuttind’tioperty and the right of said utility companiesis@ and maintain cables, terminal
boxes, lines, service connections, poles, mainso#met facilities in, upon and across the Prope

Covenants, restrictions, agreements and easenfengtsood affecting the Property as of the EffeciDate.

The following as shown on that certain Surveylenby Boro Land Surveying, P.C., dated NovembeR0323: (a) encroachments upon
and projections over East 86Street by signs, ornamental stone, metal stord, ffiagpole, sprinkler, water meter, awning sigi an
drain; and; and (b) party wall straddles a portibthe northwesterly record lin

Taxes not yet due and payable, subject to apponton pursuant to Paragraph 15 of the Agreen
The Orva Lease
Variations between tax map and record descrip

G-1-1



© © N o g M o Dd e

=
I

EXHIBIT “G-2”

EXISTING VIOLATIONS
Violation #V0101302CZSTF03DP, dated January 3, 2
Violation #V010302CZSTF06DP, dated January 3, 2!
Violation #V082213E9027/479933, dated August 22,3
Violation #56128, dated February 15, 19
Violation #63068, dated September 24, 1¢
Violation #10646235H, dated March 11, 19
Violation # 10646795X, dated June 3, 19
Violation #10920790X, dated April 7, 201
Violation #1174832J, dated April 7, 201
Violation #E244389, dated September 1, 2(
Violation #E24438957, dated September 24, 2
Violation # E244507, dated April 6, 20C
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EXHIBIT “H”
HOLDBACK ESCROW AGREEMENT
THIS HOLDBACK ESCROW AGREEMENT (this “ Agreement”) is made and entered into as of , , by and

amongTOWN SPORTS INTERNATIONAL, LLC , a New York limited liability company (Seller”), [ lLal ]
(* Purchaser”), andFIDELITY NATIONAL TITLE INSURANCE COMPANY  (“ Escrow Agent”).

WITNESSETH:

WHEREAS , Purchaser and Seller entered into that certaie@mgent of Sale dated as of , A8 “ Purchase
Agreement”), pursuant to which Seller agreed to sell to Paser all of Seller’s right, title and interestto,and under the Property (as
defined in the Purchase Agreement), subject toetimes and conditions more particularly set fortbréin; and

WHEREAS , pursuant to Paragraph 8(f) of the Purchase Ageeénseller has delivered to Escrow Agent the HatttkEscrow
Amount (the “Escrow Funds”); and

WHEREAS , Escrow Agent is willing to hold the Escrow Fund®scrow on the terms and conditions hereinaéiefasth.
NOW, THEREFORE , the parties hereto agree as follows:

1. All capitalized terms used herein, but not othise defined herein, shall have the meanings astti® such terms in the
Purchase Agreement.

2. Escrow Agent hereby acknowledges receipt oEserow Funds to be held in escrow in accordande thé terms and
conditions of this Agreement. Escrow Agent shalbtlhtbe Escrow Funds, together with all intereshedrthereon, in an interest-bearing
escrow account, in accordance with the following:

(a) Escrow Agent shall hold the Escrow Funds, togetvith all interest earned thereon, in a fedgsiasured interest-
bearing account at JPMorgan Chase Bank. Escrowt/afi have no liability for any fluctuations ine interest rate paid on the Escrow
Funds, and is not a guarantor thereof. Escrow Agleall have no liability in the event of the fagyinsolvency or inability of the depositary
pay said funds, or accrued interest upon demanditbdrawal. Additionally, Escrow Agent shall hane responsibility for levies by any
taxing authority(ies) based upon the Federal Tagphp. Numbers used to establish the account asatts to hold the Deposit.
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(b) In the event that there have been no Survil@ht (as hereinafter defined) asserted by Purclmaser prior to
[ , 2014} (the “ Outside Date”), on the first business day following the Outsdate, Escrow Agent is hereby instructed to release
to Seller, without further instructions, the EscrBunds then remaining. In the event that any Sahv@laim shall have been asserted on or
prior to the Outside Date, then Escrow Agent st@aditinue to hold the Escrow Funds, but if the dalaaages asserted by Purchaser in
respect of such Survival Claim are less than theusnof Escrow Funds, then Escrow Agent is herebtriicted to release to Seller within
two (2) business days after the Outside Date tingomoof the Escrow Funds in excess of the amofistioh Survival Claims. Upon the final
determination or settlement of all Survival Claiasserted on or prior to the Outside Date, the atofuthe Escrow Funds not required to be
disbursed to Purchaser pursuant to the final détation or settlement of all such Survival Claimghe aggregate shall be released by
Escrow Agent to Seller.

(c) If Escrow Agent receives a written request sifjby Seller or Purchaser (th&lbticing Party ") stating that the
Noticing Party is entitled to all or a portion bt Escrow Funds, Escrow Agent shall deliver (bytable overnight courier) a copy of st
request to the other party hereto (thédn-Noticing Party ”). The Non-Noticing Party shall have the rightaloject to such request for the
Escrow Funds by written notice of objection deleagto Escrow Agent within five (5) business daysrathe date of Escrow Agent’s delivery
of such copy to the Non-Noticing Party, but notréater. If Escrow Agent shall not have so receigeditten notice of objection from the
Non-Noticing Party within the time herein prescrib&gcrow Agent shall deliver the Escrow Funds (ohspartion thereof as was requested
by the Noticing Party) to the Noticing Party. IfdEsw Agent shall have received a written noticelojection within the time herein
prescribed, Escrow Agent shall refuse to complyaity requests or demands on it and shall contmbeld the Escrow Funds, together v
any interest earned thereon, until Escrow Agergives either (i) a written notice signed by botieé8eand Purchasestating who is entitled
to the Escrow Funds (or the portion so specified]ji) the final non-appealable order or judgmehé& court of competent jurisdiction
directing disbursement of the Escrow Funds in &ifipananner, in either of which events Escrow Aggimall then disburse the Escrow Fu
in accordance with such order. Escrow Agent shalbe or become liable in any way or to any pefsoiits refusal to comply with any such
requests or demands until and unless it has reteivkrection of the nature described in clausesr({ii) immediately above. Anything here
to the contrary notwithstanding, Escrow Agent shatl, at any time prior to the Business Day immidjafollowing the Outside Date, relee
to Seller any portion of the Escrow Funds withdw prior written consent of Purchaser.

(d) Any notice to Escrow Agent shall be sufficiemly if received by Escrow Agent within the applitatime period set
forth herein. All mailings and notices from Escrégent to Seller and/or Purchaser, or from Sellef@nPurchaser to Escrow Agent,

1 180 days after the Closing Date under the Purchgseement
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provided for in this Agreement shall be addresseitié party to receive such notice at its noticdresk set forth in Sectionh&reof (with
copies to be similarly sent to the additional mertherein indicated).

(e) Notwithstanding the foregoing, if Escrow Agshall have received a written notice of objectierpeovided for in
clause (cymmediately above within the time therein presatibar shall have received at any time before adtishlursement of the Escrow
Funds (or the applicable portion thereof), a wnitt®tice signed by either Seller or Purchaser disgwentitiement to the Escrow Funds, or
shall otherwise believe in good faith at any timatta disagreement or dispute has arisen betwegpatties hereto over entitlement to the
Escrow Funds (whether or not litigation has beatitited), Escrow Agent shall have the right, upaitten notice to both Seller and
Purchaser, (i) to deposit the Escrow Funds withGleek of the Court in which any litigation is pend and/or (ii) to take such reasonable
affirmative steps as it may, at its option, elecbider to terminate its duties as Escrow Agermdpiing, without limitation, the depositing of
the Escrow Funds with a court of competent jurisdicand the commencement of an action for intexghde, the costs thereof to be borne by
whichever of Seller or Purchaser is the losingypamd thereupon Escrow Agent shall be releasesdffrom all liability hereunder except
any previous gross negligence or willful misconduct

(f) Escrow Agent is acting hereunder without chamgean accommodation to Seller and Purchaserinig hmderstood and
agreed that Escrow Agent shall not be liable for @mor in judgment or any act done or omittedtdy igood faith or pursuant to court order,
or for any mistake of fact or law. Escrow Agentlshat incur any liability in acting upon any docent or instrument believed thereby to be
genuine. Escrow Agent is hereby released and eataddrom all liability hereunder, except only feillful misconduct or gross negligence.
Escrow Agent may assume that any person purpduiggve it any notice on behalf of any party hasrbauthorized to do so. Escrow Agent
shall not be liable for, and Seller and Purchaseelby jointly and severally agree to indemnify BsciAgent against, any loss, liability or
expense, including reasonable attorney’s feesngraut of any dispute under this Agreement, ingigdhe cost and expense of defending
itself against any claim arising hereunder.

(g9) Delivery of the Escrow Funds in accordance it terms of this Agreement shall be made by waesfer of
immediately available federal funds or by certifisdendorsed check by Escrow Agent or by cashatréek, at the option of the party
receiving the Escrow Funds (or applicable portiogreof).
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3. Except as specified in Sectiom@reof, all notices, certificates and other comrmatidbns permitted hereunder shall be in writing
and may be served and given personally (with sigledigery receipt obtained) or by reputable ovenhigpurier providing proof of delivery,
addressed as follows and shall be deemed delieeredt forth in the Agreement:

If to Seller: Town Sports International, LL:
5 Penn Plaz
4t Floor
New York, New York 1000:
Attention: General Couns

With a copy to Cole, Schotz, Meisel, Forman & Leonard, F
Court Plaza Nortl
25 Main Stree
Hackensack, New Jersey 070800
Attention: Michael E. Jones, Es

If to Purchaser [
[
[
Attention: [
With a copy to [
Attention: [

If to Escrow Agent  Fidelity National Title Insurance Compa
485 Lexington Avenue, 18th Flo
New York, New York 1001
Attention: Lawrence Holme

Each party may, by notice as aforesaid, designatie sther person or persons and/or such other sg&ldreaddresses for the rec
of notices. Except as specified_in Sectidme?eof, copies of all notices, certificates or ot@mmunications relating to this Agreement in
respect to which Escrow Agent is not the addreessender shall be sent to Escrow Agent in the miahereinabove set forth. Notices shall
be deemed served and received upon the earlibedirst business day following the date of depwdtih a reputable overnight delivery
service providing proof of delivery, or upon deliyén person (with signed delivery receipt obtainelparty’s failure or refusal to accept
service of a notice shall constitute delivery @ tiotice. Notices may be given by counsel for gaoty and each such notice so given by
counsel shall have the same force and effectsnifby such party.

4. This Agreement shall be binding on and inurthbenefit of all parties hereto and their respecduccessors and permitted
assigns and may not be modified or amended otaliyonly in writing signed by all parties hereteeitther Seller nor Purchaser may assig
rights or obligations under this Agreement to aagtypother than a party to whom
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Seller or Purchaser, as applicable, assigns its, riigle and interest in, to and under the Pureh@greement to the extent permitted thereunder
and no permitted assignment by Seller or Purchasal be effective unless and until such partyldteate delivered to Escrow Agent
(i) written notice of such assignment and (ii) aswamption agreement with respect to all of thegalidons of the assigning party hereunder.

5. The undersigned hereby submit to personal jietisth in the State of New York for all mattersaifiy, which shall arise with
respect to this Agreement, and waive any andgtiitsi under the law of any other state or counttiject to jurisdiction within the State of
New York or to institute a claim dorum non conveniensith respect to any court in the State of New Yfankthe purposes of litigation with
respect to this Agreement. EACH PARTY HERETO HEREBRREVOCABLY AND UNCONDITIONALLY WAIVES ANY AND ALL
RIGHT TO TRIAL BY JURY IN ANY ACTION, SUIT OR COUNERCLAIM ARISING IN CONNECTION WITH OR OTHERWISE
RELATING TO THIS AGREEMENT.

6. Each part of this Agreement is intended to beble. If any term, covenant, condition or prauisof this Agreement is held
be unlawful, invalid or unenforceable by a courtofmpetent jurisdiction, to the extent permitteddoy, such illegality, invalidity or
unenforceability shall not affect the remaining\psns of this Agreement, which shall remain il farce and effect and shall be binding
upon the parties.

7. This Agreement may be executed in any numbeowiterparts, each counterpart for all purposesgogéemed an original, and
all such counterparts shall together constituty onke and the same agreement.

8. Notwithstanding anything herein to the contrémyerest earned on the Escrow Funds shall be disduo the party entitled to
the Escrow Funds or, if both parties are entitted portion of the Escrow Funds, the interest ehomethe Escrow Funds shall be disbursed
ratably based on the portion of the Escrow Fundsived by each such party.

9. Nothing herein is intended to modify or amenel pnovisions of Paragraph 8(f) of the Purchase égemnt, and in the event of a
conflict between the provisions hereof and the mions of such Paragraph 8(f) as to rights or @ltians of Seller and Purchaser, the
provisions of such Paragraph 8(f) shall govern.

10. Purchaser, at its sole cost and expense,=haliny and all charges, fees, costs and expeh#es Bscrow Agent in
connection with this Agreement and the performasfdescrow Agent’s duties hereunder. Notwithstandhmgimmediately preceding
sentence, the Escrow Agent hereby acknowledgeaguees that the Escrow Agent will not impose ammhstharges, fees, costs or expenses
hereunder.

[Remainder of Page Intentionally Left Blank]

H-5



IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be duly executed and sealed #eeafay and year fit
written above.

SELLER:
TOWN SPORTS INTERNATIONAL, LLC
By:

Name
Title:

PURCHASER:

[

By:
Name
Title:

ESCROW AGENT:

FIDELITY NATIONAL TITLE INSURANCE
COMPANY

By:
Name
Title:
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EXHIBIT “1”
TENANT ESTOPPEL
(LETTERHEAD OF ORVA HOSIERY STORES, INC.)
February , 2014

Town Sports International, LLC
5 Penn Plaza, WFloor
New York, New York 1000:
Attention: Real Estate Department

Ladies and Gentlemen:

Reference is made to that certain tenant estogtetidecember 17, 2013 executed by Orva Hosiemg§tinc. (“ Tenant), a copy of
which is attached hereto as Exhibi{the “ Orva Estoppé).

The undersigned hereby ratifies, affirms, reaffiraenfirms and acknowledges the certifications madbe Orva Estoppel by Tenant
with the following update to the certification $etth in Paragraph 4 thereof:

The monthly base rent due under the Lease is $and has been paid through the month of . All additional rent and
other sums or charges due and payable under tlse lbyaTenant have been paid in full and no sucitiaddl rents or other sums
or charges have been paid for more than one (1jmioradvance of the due date thereof.

The undersigned individual hereby certifies thabhshe is duly authorized to sign, acknowledgedsiter this letter on behalf of
Tenant.

Tenant acknowledges that Town Sports Internatidral, as landlord (together with its successors asgigns, “ Landlord), and
Landlord’s lenders, successors and assigns wjllarlthis letter. The information contained in thatter shall be for the benefit of Landlord
and Landlord’s lenders, successors and assigns.

Very truly yours,
ORVA HOSIERY STORES, INC
By:

Name:
Title:




EXHIBIT A
ORVA ESTOPPEL

(To Be Attached)
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EXHIBIT “J”
SELLER CERTIFICATE
(LETTERHEAD OF TOWN SPORTS INTERNATIONAL, LLC)
February , 2014
Monty Two East 86" Street Associates LLC
505 Park Avenue, Suite 1700
New York, New York 1002.
Attention: Roy Stillman and Chris Sullivan

Ladies and Gentlemen:

Reference is made to that certain tenant estogtetidecember 17, 2013 executed by Orva Hosiemg§tinc. (“ Tenant), a copy of
which is attached hereto as Exhibi{the “ Orva Estoppé).

The undersigned hereby ratifies, affirms, reaffiraenfirms and acknowledges the certifications madbe Orva Estoppel by Tenant
with the following update to the certification $etth in Paragraph 4 thereof:

The monthly base rent due under the Lease is $and has been paid through the month of . All additional rent and
other sums or charges due and payable under tlse lbyaTenant have been paid in full and no sucitiaddl rents or other sums
or charges have been paid for more than one (1jmioradvance of the due date thereof.

The undersigned individual hereby certifies thabhshe is duly authorized to sign, acknowledgedsiter this letter on behalf of
Town Sports International, LLC (* TS).

TSI acknowledges that Monty Two East!B6treet Associates LLC (together with its succesantsassigns, “ Purchas®r and

Purchaser’s lenders, successors and assigns lyithmethis letter. The information contained instfetter shall be for the benefit of Purchaser
and Purchaser’s lenders, successors and assigns.

Very truly yours,
TOWN SPORTS INTERNATIONAL, LLC
By:

Name:
Title:
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EXHIBIT A
ORVA ESTOPPEL

(To Be Attached)
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EXHIBIT “K”
NON-FOREIGN PERSON AFFIDAVIT

Section 1445 of the Internal Revenue Code prouidasa purchaser of a United States real propetéyrést must withhold tax if the seller is a
foreign person. To inform the purchaser that witbhmy of tax is not required upon the dispositidradJnited States real property interest by
,a (“<=l), the undersigned hereby certifies the follogvon behalf of Seller:

1. Selleris not a foreign corporation, foreigntparship, foreign trust, or foreign estate (as ¢htesms are defined in the Internal
Revenue Code and Income Tax Regulatic

2. Sellers United States employer identification number is ; an

3. Selle's address is

Seller understands that this certification may iseldsed to the Internal Revenue Service by thehasger and that any false statement
contained herein could be punished by fine, imprisent, or both.

Under penalties of perjury, | declare that | haxareined this certification and to the best of mpwiedge and belief it is true, correct, and
complete, and | further declare that | have authdoi sign this document on behalf of Seller.

[NO FURTHER TEXT ON THIS PAGE]
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Subscribed and sworn to before

me this  day of , 201

Notary Public

My commission expires
By:
Name
Title:

K-2
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EXHIBIT “L”

INTENTIONALLY OMITTED
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EXHIBIT “M”
TERMINATION PAYMENT ESCROW AGREEMENT
TERMINATION PAYMENT ESCROW AGREEMENT

THIS TERMINATION PAYMENT ESCROW AGREEMENT (this Agreement”) is made and entered into as of , , by
and among TOWN SPORTS INTERNATIONAL, LLC, a New ¥dimited liability company (“Seller™), [ ] al
] (“Purchaser”), and FIDELITY NATIONAL TITLE INSURANCE COMPANY ( Escrow Agent”).

WITNESSETH:

WHEREAS, Purchaser and Seller entered into thaaiceAgreement of Sale dated as of , 2013 (the ‘Purchase Agreement
"), pursuant to which Seller agreed to sell to aser all of Seller’s right, title and interesttio,and under the Property (as defined in the
Purchase Agreement), subject to the terms and @onslimore particularly set forth therein; and

WHEREAS, pursuant to Paragraph 15(e)(ii) of thecRase Agreement, Seller has delivered to Escromipe sum of One Million
Seven Hundred Fifty Thousand and 00/100 ($1,750000@ollars (the ‘Escrow Funds”), which sum represents fifty (50%) percent (
Seller’'s Termination Payment Shar€’) of the termination payment provided for in Seatb of the Third Amendment (theTermination
Payment”); and

WHEREAS, Escrow Agent is willing to hold the Escréwnds in escrow on the terms and conditions hafteinset forth.
NOW, THEREFORE, the parties hereto agree as follows

1. All capitalized terms used herein, but not ottiee defined herein, shall have the meanings asgii such terms in the Purchase
Agreement.

2. Escrow Agent hereby acknowledges receipt oEb@ow Funds to be held in escrow in accordande thé terms and conditions of
this Agreement. Escrow Agent shall hold the EscFamds, together with all interest earned theraoani interest-bearing escrow account, in
accordance with the following:

(a) Escrow Agent shall hold the Escrow Funds, togietvith all interest earned thereon, in a fedgsiabured interest-bearing
account at JPMorgan Chase Bank. Escrow Agent shaét no liability for any fluctuations in the inést rate paid on the Escrow Funds, al
not a guarantor thereof. Escrow Agent shall havéatdlity in the event of the
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failure, insolvency or inability of the depositarypay said funds, or accrued interest upon derfandithdrawal. Additionally, Escrow Age
shall have no responsibility for levies by any taxauthority(ies) based upon the Federal TaxpaieMNumbers used to establish the account
or accounts to hold the Escrow Funds.

(b) (i) As a condition to the release of the Esciumds, Purchaser shall execute and deliver: ($etter the Termination Payme
Certification; and (2) to Escrow Agent the TermioatPayment Certification Package. Immediatelydwihg the later to occur of (x) Escrow
Agent’s receipt of the Termination Payment Cerdifion Package, and (y) Seller’s confirmation toEserow Agent of Seller’s receipt of the
Termination Payment Certification Burchaser’s delivery to the Escrow Agent of a igicevidencing that Seller was furnished with the
Termination Payment Certification, Escrow Agentlsielease to the Tenant, without the consent deBer Purchaser, funds in the amount
of the Termination Payment listed in the Terminatikayment Certification. Seller's Termination Paypim@hare shall be paid out of the
Escrow Funds and any balanceéef{cess Escrow Funds$) shall be returned to Seller by the Escrow Agantultaneously with the release to
the Tenant of the applicable portion of the EscFawds from escrow.

(ii) Purchaser’'s Termination Payment Share shathnuthe Escrow Agent’s receipt thereof, be heldd@isdursed by the
Escrow Agent in accordance with: (1) the termshaf Agreement relating to the Escrow Funds; andP@pgraph 15(e)(ii) of the Purchase
Agreement.

(iii) Notwithstanding anything to the contrary caimted herein, if for any reason Purchaser has elotatted the
Termination Payment Certification to Seller and Teemination Payment Certification Package to BEscigent on or before the last day of
the twenty-third (239) month anniversary of the date hereof (tl@utside Date”), then Escrow Agent is hereby instructed to reéet
Seller, on the first business day following the g Date and without further instructions, therBacFunds deposited by Seller hereunder.

(c) All mailings and notices from Escrow Agent tellsr and/or Purchaser, or from Seller and/or Pagehto Escrow Agent,
provided for in this Agreement shall be in writiagdressed to the party to receive such notice abiice address set forth in Section 3 hereof
(with copies to be similarly sent to the additiopatties therein indicated).

(d) Escrow Agent is acting hereunder without charg@an accommodation to Seller and Purchaserinig bmderstood and agreed
that Escrow Agent shall not be liable for any efrojudgment or any act done or omitted by it imddaith or pursuant to court order, or for
any mistake of fact or law. Escrow Agent shall imour any liability in acting upon any documentimstrument believed thereby to be
genuine. Escrow Agent is hereby released and eataddrom all liability hereunder, except only feillful misconduct or gross negligence.
Escrow Agent may assume that any person purpauiggve it any notice on behalf of any party
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has been authorized to do so. Escrow Agent shabadiable for, and Seller and Purchaser hereimglyoand severally agree to indemnify
Escrow Agent against, any loss, liability or expgnecluding reasonable attorney’s fees, arisirtgobany dispute under this Agreement,
including the cost and expense of defending i@gdfinst any claim arising hereunder.

(e) Delivery by Escrow Agent to the Tenant of S&l@ermination Payment Share and Purchaser’s Tation Payment Share in
accordance with the terms of this Agreement, attigdaty by Escrow Agent to Seller of any Excess BacFunds, shall be made by wire
transfer of immediately available federal fund$grcertified, unendorsed check by Escrow Agentyocdshier’'s check, based on the
information set forth in the Termination Paymenttieation Package.

(f) Delivery by Escrow Agent to Seller of any Exsdsscrow Funds shall be made by wire transfer aiédiately available feder
funds or by certified, unendorsed check by Escraem or by cashier’'s check, based on written itivas furnished by Seller to Escrow
Agent (which instructions may be given by emailLtwrence Holmes at larry.holmes@fnf.cdrmon the date on which Seller receives the
Termination Payment Certification.

3 All notices and other communications permittecebader shall be in writing and may be served anelngpersonally (with signed
delivery receipt obtained) or by reputable overhiggurier providing proof of delivery, addressed@kws and shall be deemed delivered as
set forth in the Agreement:

If to Seller: Town Sports International, LL
5 Penn Plaz
4th Floor
New York, New York 1000:
Attention: General Couns

With a copy to Cole, Schotz, Meisel, Forman & Leonard, F
Court Plaza Nortl
25 Main Stree
Hackensack, New Jersey 07-0800
Attention: Michael E. Jones, Es

If to Purchaser [

[
[

Attention: [
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With copy to:

—r———

Attention: [

If to Escrow Agent Fidelity National Title Insurance Compa
485 Lexington Avenue, 18th Flo
New York, New York 1001
Attention: Lawrence Holme

Each party may, by notice as aforesaid, designatie sther person or persons and/or such other seldreaddresses for the receipt of
notices. Notices shall be deemed served and ratapen the earlier of the first business day follaythe date of deposit with a reputable
overnight delivery service providing proof of dediy or upon delivery in person (with signed deljwegceipt obtained). A party’s failure or
refusal to accept service of a notice shall caustitielivery of the notice. Notices may be givercbynsel for each party and each such notice
so given by counsel shall have the same force Hectas if sent by such party.
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4. This Agreement shall be binding on and inurthbenefit of all parties hereto and their respecuccessors and permitted assigns
and may not be modified or amended orally, but @mkyriting signed by all parties hereto. Neithell& nor Purchaser may assign its rights
or obligations under this Agreement to any parteothan a party to whom Seller or Purchaser, pkcale, assigns its right, title and
interest in, to and under the Purchase Agreemehgtextent permitted thereunder and no permitss@dgament by Seller or Purchaser sha
effective unless and until such party shall havereieed to Escrow Agent (i) written notice of suabsignment and (ii) an assumption
agreement with respect to all of the obligationthefassigning party hereunder.

5. The undersigned hereby submit to personal jictisth in the State of New York for all mattersaifiy, which shall arise with respect
to this Agreement, and waive any and all rightseuritie law of any other state or country to objegtirisdiction within the State of New
York or to institute a claim of forum non conversenith respect to any court in the State of NewKvfor the purposes of litigation with
respect to this Agreement. EACH PARTY HERETO HEREIRREVOCABLY AND UNCONDITIONALLY WAIVES ANY AND ALL
RIGHT TO TRIAL BY JURY IN ANY ACTION, SUIT OR COUNERCLAIM ARISING IN CONNECTION WITH OR OTHERWISE
RELATING TO THIS AGREEMENT.

6. Each part of this Agreement is intended to besble. If any term, covenant, condition or pravisof this Agreement is held to be
unlawful, invalid or unenforceable by a court ofrgmetent jurisdiction, to the extent permitted by lauch illegality, invalidity or
unenforceability shall not affect the remainingysoons of this Agreement, which shall remain iif farce and effect and shall be binding
upon the parties.

7. This Agreement may be executed in any numbeowonhterparts, each counterpart for all purposesgogéemed an original, and all
such counterparts shall together constitute ontyanmd the same agreement.

8. Notwithstanding anything herein to the contramgrest earned on the Escrow Funds shall be disduo Seller.
9. Purchaser, at its sole cost and expense, shalpy and all charges, fees, costs and expensiee BEcrow Agent in connection with
this Agreement and the performance of Escrow Agethities hereunder. Notwithstanding the immedigtedgeding sentence, the Escrow

Agent hereby acknowledges and agrees that the Egbgent will not impose any such charges, feestscosexpenses hereunder.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be duly executed and sealed tieeafay and year first
written above.

SELLER:

TOWN SPORTS INTERNATIONAL, LLC

By:

Name

Title:

PURCHASER!

By:

Name

Title:

ESCROW AGENT.

FIDELITY NATIONAL TITLE INSURANCE
COMPANY

By:

Name

Title:
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EXHIBIT “N”

FRIEDLAND BUILDING LETTER AGREEMENT

TOWN SPORTS INTERNATIONAL, LLC
5 PENN PLAZA
NEW YORK, NEW YORK 10001

, 2013
Monty Two East 86 Street Associates LLC
505 Park Avenue
Suite 1700
New York, New York 1002:
Re: Agreement of Sale dated as of | ], 2013 between Town Sports International, LLGSEller”) and Monty Two East 8&

Street Associates LLC (“ Purchasgwmwith respect to the real property and improvetsdacated at 151 East 86treet, New
York, New York (the* Property”)

Dear Sir:

As you know, Seller’s affiliate, TSI East 86, LLCTenant”), currently leases from 161 East B&treet Company LLC (“ Landlory
premises on the third and fourth floors of the dinid) located at 157-161 East B&treet, New York, New York (the_* Adjacent Buildifiy
pursuant to an Agreement of Lease dated as of Ilnk994, as amended by a letter agreement datfdlase 15, 1994 (the “ Letter
Adreement), a letter dated November 17, 1994 (the “ Lefjeand that certain First Amendment of Lease datedf March 10, 2006 (the “
Adjacent Building Lease Amendméhntsuch Agreement of Lease, as amended by ther&tfeeement, the Letter and the Adjacent Building
Lease Amendment, the “ Adjacent Building Le8&sd he third and fourth floors of the Adjacent Blihg are connected to the Property by
doorways on each floor (the “ Connecting DgrsSection 62(g) of the Adjacent Building Lease reggiithat prior to the expiration or soo!
termination of the Adjacent Building Lease, Tensimill perform the work necessary to remove the €ociiimg Doors and related alterations
and additions and restore the areas of the thidd@urth floors of the Adjacent Building affected the installation and/or removal of the
Connecting Doors to substantially the same conditi@t existed prior to the installation of the @Geating Doors, which work will include,
without limitation: (a) rebuilding the walls septing the Adjacent Building and the Property in #itea of the Connecting Doors, (b) restoring
all structural and non-structural elements, such as
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supports, removed or installed in connection wh installation of the Connecting Doors, and (c)aoging any ramps or elevations installed
in connection with the Connecting Doors (collediyy¢he “ Restoration WorkK). Section 62(g) of the Adjacent Building Leasether

provides that if Tenant fails to perform the Reatimn Work, Landlord may upon ten (10) days priotice to Tenant perform the Restoration
Work on Tenant's behalf and enter the Propertyarfbrm the Restoration Work on the Property.

Purchaser acknowledges having been provided witlidde62(g) of the Adjacent Building Lease and plogtions of the Adjacent
Building Lease Amendment making modifications tet®s 62(g). Purchaser specifically acknowledged #t the time it acquires fee title to
the Property it will permit Landlord access to Breperty to perform the Restoration Work subjearid in accordance with the terms of
Section 62(g) of the Friedland Lease.

Seller shall cause Tenant to: (a) perform the Ragtm Work prior to the earlier to occur of: (§p@ration or sooner termination of the
Adjacent Building Lease, and (ii) the date TSI E&&tH Street Il, LLC (the “ Club Tenari) vacates and surrenders the Property to Landlord
pursuant to the terms of the lease dated as ofrbleee , 2013 between Purchaser and the Clubntiesad (b) provide Purchaser with
copies of any and all notices which Tenant recefr@s Landlord with respect to the performancehaf Restoration Work. If Tenant fails to
perform the Restoration Work pursuant to the tesfrthe Adjacent Building Lease and the first seaéeaf this paragraph, then Purchaser
shall have the right to perform the Restoration k\amd be reimbursed, upon demand, for all costeapdnses incurred by Purchaser in
connection therewith.

Purchaser acknowledges that Seller will providexacuted copy of this letter agreement to Landlord.
We would appreciate if you would confirm your agremt to the foregoing terms by signing a copy «f kbtter agreement in the space
provided below and returning an original to us.sTleiter agreement may be executed in one or noaneterparts and by email (e.g., PDF) or

facsimile, provided that any aggregate number ahterparts having at least one original, PDF osifade signature of each party affixed,
shall constitute one and the same letter agreement.

Sincerely,
Town Sports International, LL'
By:

Name
Title:
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Agreed and Accepted on this  day of
Monty Two East 86" Street Associates LLC

By:

2013:

Name:
Title:

N-3



EXHIBIT “O-1"

GROUND LEASE CERTIFICATION (EFFECTIVE DATE)

December , 20:

Town Sports International, LLC
5 Penn Plaza

4 thFEloor

New York, New York 1000:

Ladies and Gentlemen:

As an inducement for Town Sports International, LEE@SI ") to enter into that certain Agreement of Saleedads of December
2013 (the “ Agreement of Salpwith Monty Two East 868" Street Associates LLC (“ Purchasgfor property located at 151 East B&treet
(including 151-155 East 86Street), New York, New York (“ Property, Purchaser and Purchaser’s affiliate, Monty Teast 86h Street
Associates LLC (“ Ground Less&g certify to TSI as of the date hereof as follows

Ground Lessee has entered into that certain Agreeafid.ease dated as of the date hereof (the “ @idiease) between Jane H. Goldman,
Allan H. Goldman, Amy Goldman Fowler and Diane Go&th Kemper, as co-executors of the Estate of hilialdman, and The Lillian
Goldman Family, L.L.C., as lessor (* Ground Lesypand Ground Lessee, as lessee, in respect grtperty located at 1283-1289
Lexington Avenue a/k/a 147-149 East!BStreet, New York, New York (the_* Goldman PropeityThe fully executed Ground Lease is
being held in escrow and will be released from@saroncurrent with the release from escrow of tily executed Agreement of Sale. The
term of the Ground Lease commences on the datefreand, upon the commencement of such term, thergrhease will be in full force ar
effect. The term of the Ground Lease is schedueazkpire one (1) day prior to the one hundred (@@ anniversary of the Substantial
Completion Date (as such term is defined in theuBdoLease).

Ground Lessee is an affiliate of Stillman Developiriaternational, LLC and Purchaser.

Neither party to the Ground Lease has the rightmminate the Ground Lease for any reason duriagethm thereof other than as a result

(a) a default (following the expiration of any aippble notice and cure period) by either party urtide Ground Lease or the purchase anc
agreement between Ground Lessor, as seller, aaffiate of Ground Lessee, as purchaser, for tguisition of: (i) the air space parcel
located above the property subject to the Grourabé&pand (ii) the development rights appurtenasuth air space parcel; (b) the occurrence
of a taking or condemnation by eminent domain wnilair proceeding; or (c) the occurrence of a fir@ther casualty during the last ten

(10) years of the term of the Ground Lease.
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Ground Lessee has the right under the Ground Leabggct to the terms thereof, to demolish thetexjsmprovements located on the

Goldman Property and to construct a new buildihg (tNew Building”) on the Property and the Goldman Property, aseroplated by the
New Club Lease [as defined in the Initial Leasede@fined in the Agreement of Sale

Pursuant to the terms of the Ground Lease, the Blalding will be submitted to a condominium form @ivnership.
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The undersigned individuals hereby certify thabhshe is duly authorized to sign, acknowledgedeitver this letter on behalf of the
Purchaser and the Ground Lessee, respectively.

Very truly yours,

MONTY TWO EAST 86™M STREET ASSOCIATES
LLC

By:
Name
Title:

MONTY THREE EAST 86™H STREET ASSOCIATES
LLC

By:
Name
Title:
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EXHIBIT “O-2"

GROUND LEASE CERTIFICATION (CLOSING DATE)

, 201

Town Sports International, LLC
5 Penn Plaza

4 thFEloor

New York, New York 1000:

Ladies and Gentlemen:

As an inducement for Town Sports International, LECSI ") to consummate the closing of the transactionemplated by that
certain Agreement of Sale dated as of Decembg2013 (the “ Agreement of Salpwith Monty Two East 86" Street Associates LLC (“
Purchaset) for property located at 151 East B&treet (including 151-155 East B&treet), New York, New York (“ Property, Purchaser
and Purchaser’s affiliate, Monty Two East®88treet Associates LLC (* Ground LesSgecertify to TSI as of the date hereof as follows

Ground Lessee has entered into that certain Agneeafid.ease dated as of December [ ], 2013(tBeound Lease€) between Jane H.
Goldman, Allan H. Goldman, Amy Goldman Fowler andriz Goldman Kemper, as co-executors of the Eefdtdlian Goldman, and The
Lillian Goldman Family, L.L.C., as lessor (colleatly, “ Ground Lessot), and Ground Lessee, as lessee, in respect grthperty located at
1283-1289 Lexington Avenue a/k/a 147-149 East 86reet, New York, New York (the_* Goldman Propéeity

Ground Lessee is an affiliate of Stillman Developiriaternational, LLC and Purchaser.
The Ground Lease is in full force and effect.

The term of the Ground Lease is scheduled to expiee(1) day prior to the one hundred (100) yeaiamnsary of the Substantial Completion
Date (as such term is defined in the Ground Lease).

Neither party to the Ground Lease has the righttminate the Ground Lease for any reason duriagethm thereof other than as a resull

(a) a default (following the expiration of any aippble notice and cure period) by either party uride Ground Lease or the purchase anc
agreement between Ground Lessor, as seller, aaffiate of Ground Lessee, as purchaser, for tguisition of: (i) the air space parcel
located above the property subject to the Grourabé&pand (ii) the development rights appurtenasuth air space parcel; (b) the occurrence
of a taking or condemnation by eminent domain wnilair proceeding; or (c) the occurrence of a fir@ther casualty during the last ten

(10) years of the term of the Ground Lease.
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Ground Lessee has the right under the Ground Leabggct to the terms thereof, to demolish thetexjsmprovements located on the

Goldman Property and to construct a new buildihg (tNew Building”) on the Property and the Goldman Property, aseroplated by the
New Club Lease [as defined in the Initial Leasede@fined in the Agreement of Sale

Pursuant to the terms of the Ground Lease, the Blalding will be submitted to a condominium form @ivnership.
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The undersigned individuals hereby certify thabhshe is duly authorized to sign, acknowledgedeitver this letter on behalf of the
Purchaser and the Ground Lessee, respectively.

Very truly yours,

MONTY TWO EAST 86™M STREET ASSOCIATES
LLC

By:
Name
Title:

MONTY THREE EAST 86™H STREET ASSOCIATES
LLC

By:
Name
Title:
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EXHIBIT “P”

MEMORANDUM OF AGREEMENT OF SALE

THIS MEMORANDUM OF AGREEMENT OF SALE dated as ofthe  day of December, 2013 by abhddenTOWN SPORTS
INTERNATIONAL, LLC , a New York limited liability company having andrdss at 5 Penn Plazath#&loor, New York, New York 10001
(“ Seller”) andMONTY TWO EAST 86 TH STREET ASSOCIATES LLC , a Delaware limited liability company having ardesss at 505
Park Avenue, Suite 1700, New York, New York 1002P(rchaser”).

RECITALS

As of the date hereof, Seller and Purchaser hatezexhinto a certain unrecorded Agreement of Saléhe sale and purchase of
certain real property (theAgreement”). Seller and Purchaser are entering into this Memdum of Agreement of Sale pursuant to the
provisions of Paragraph 2 of Section 294 of thel Reaperty Law of the State of New York.

NOW, THEREFORE , Seller and Purchaser hereby set forth the foligvinformation with respect to the Agreement:

1.
2.
3.

Seller. The name of the Seller is Town Sports Internatiohl C.
Purchaser. The name of the Purchaser is Monty Two Easth Street Associates LL(

Premises. Seller agrees to sell and convey to PurchasdrPanchaser agrees to purchase from Seller, thatfErest in an
to that certain parcel of land with the building&lamprovements situated thereon, located at 151EHst 86" Street, New
York, New York, and more particularly describedExhibit A annexed hereto (thePremises”), together with all rights,
easements and appurtenances the

Provisions of the AdgreementThis Memorandum of Agreement of Sale is subje@lltthe terms and provisions of the
Agreement

Purpose of Memorandum of Contract.This Memorandum of Contract is prepared for theppse of recordation in the
Office of the New York City Register for the Courdf/New York the (the ‘Register’s Office”) in order to give notice of
the terms, provisions and conditions of the Agreainpeirsuant to Paragraph 2 of Section 294 of tred Reoperty Law of
the State of New York and it is not intended tamkeflimit or modify the Agreement. For further diéd reference should |
made to the Agreement, a copy of which is in thespesion of each of Seller and Purche
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Title to the Premises. Title to the Premises is currently owned by Se

Termination of this Memorandum of Agreement of Sale. This Memorandum of Agreement of Sale shall teatgrupon
the earlier of: (i) the recordation of a terminatiaf this Memorandum of Agreement of Sale in thgiRer’'s Office; or
(ii) the recordation of a deed, in the Regi’s Office, which conveys to Purchaser title to thenfises

Counterparts. This Memorandum of Agreement of Sale may be exéduteny number of counterparts, each of which
shall be an original with the same force and eféexif the signature thereto and hereto were upesame instrumer
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IN WITNESS WHEREOF , the parties hereto have executed this Memorarafuhgreement of Sale as of the day and year flssiva
written.

SELLER :
TOWN SPORTS INTERNATIONAL, LLC
By:

Name:
Title:

PURCHASER:

MONTY TWO EAST 86™M STREET ASSOCIATES
LLC

By:
Name:
Title:




State of )
) ss.:
County of )

Onthe day of in the year 2018 me, the undersigned, a Notary Public in amé&id State, personally appeared

, personally known te or proved to me on the basis of satisfactoryenade to be the individual(s) whose name(s) is (are)
subscribed to the within instrument and acknowledgeme that he/she/they executed the same inelilikir capacity(ies), and that by
his/her/their signature(s) on the instrument, ttgviidual(s), or the person upon behalf of which ihdividual(s) acted, executed the
instrument.

Notary Public

State of )
) ss.:
County of )
Onthe day of in the year 2018 me, the undersigned, a Notary Public in amd&id State, personally appeared

, personally known te or proved to me on the basis of satisfactoryenade to be the individual(s) whose name(s) is (are)
subscribed to the within instrument and acknowledgeme that he/she/they executed the same inelilikir capacity(ies), and that by
his/her/their signature(s) on the instrument, titiviidual(s), or the person upon behalf of which thdividual(s) acted, executed the
instrument.

Notary Public
P-4



EXHIBIT A

Description of Premises

ALL that certain plot, piece or parcel of landusite, lying and being in the Borough of Manhattaity, County and State of New York,
bounded and described as follows:

BEGINNING at a point on the northerly side of 8Gtreet, distant 62 feet 2-2/3 inches easterly filoencorner formed by the
intersection of the westerly side of Lexington Auerwith the said northerly side of 86treet;

RUNNING THENCE northerly parallel with the eastesigle of Lexington Avenue, 100 feet 8 1/2 inchethtocenter line of the block;

THENCE easterly along said center line of the blpakallel with the northerly side of 86Street and part of the distance through a |
wall, 76 feet 8 inches;

THENCE southerly again parallel with the easteitief Lexington Avenue, 100 feet 8-1/2 inchesht® hortherly side of 86 Street;
and

THENCE westerly along the said northerly side of'@reet, 76 feet 8 inches to the point or place BEBNNING.
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EXHIBIT “Q”
TERMINATION OF MEMORANDUM OF AGREEMENT OF SALE

Reference is made to the Agreement of Sale datefiecember , 2013 (theAbreement”), together with all amendments thereto,
pertaining to the sale of that certain parcel afllvith the buildings and improvements thereontiedat 151-155 East 86Street, New York
New York and more particularly described Schedule Aattached hereto and made a part hereBfémises”) as to which a Memorandum
of Agreement of Sale was previously recorded. Apitalized terms used herein, but not otherwisenddfherein, shall have the meanings
ascribed to such terms in the Agreement.

SELLER: Town Sports International, LLC

PURCHASER: Monty Two East 86t Street Associates LLC

DESCRIPTION

OF PREMISES See attacheSchedule /

RECORDING Memorandum of Agreement of Sale dated as of Decemhe2013 and recorded on , 201€REN
REFERENCE

The Seller and Purchaser each agree that effeadioé 12:00 A.M. on , 2014 (th@érmination Date "), the Agreement shall be

deemed terminated and of no further force or effEists Termination of Memorandum of Agreement olfeS¢this “Memorandum ") hereby
gives record notice that the Memorandum of AgredroéBale described above with respect to the Rresns hereby terminated and is of no
further force or effect.

This Memorandum may be executed in any number afiteoparts, each of which shall be an original wlin same force and effect as if the
signature thereto and hereto were upon the sartrarnmsnt.
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IN WITNESS WHEREOF , this Memorandum is executed as of the  day of

SELLER :
TOWN SPORTS INTERNATIONAL, LLC

By:

Name:
Title:

PURCHASER:

MONTY TWO EAST 86™M STREET ASSOCIATES
LLC

By:

Name:
Title:
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State of )
) ss.:
County of )

Onthe day of in the year 2018 me, the undersigned, a Notary Public in amé&id State, personally appeared

, personally known te or proved to me on the basis of satisfactoryenade to be the individual(s) whose name(s) is (are)
subscribed to the within instrument and acknowledgeme that he/she/they executed the same inelilikir capacity(ies), and that by
his/her/their signature(s) on the instrument, ttgviidual(s), or the person upon behalf of which ihdividual(s) acted, executed the
instrument.

Notary Public

State of )
) ss.:
County of )
Onthe day of in the year 2018 me, the undersigned, a Notary Public in amd&id State, personally appeared

, personally known te or proved to me on the basis of satisfactoryenade to be the individual(s) whose name(s) is (are)
subscribed to the within instrument and acknowledgeme that he/she/they executed the same inelilikir capacity(ies), and that by
his/her/their signature(s) on the instrument, titiviidual(s), or the person upon behalf of which thdividual(s) acted, executed the
instrument.

Notary Public



SCHEDULE A

Description of Premises

ALL that certain plot, piece or parcel of landusite, lying and being in the Borough of Manhattaity, County and State of New York,
bounded and described as follows:

BEGINNING at a point on the northerly side of 8Gtreet, distant 62 feet 2-2/3 inches easterly filoencorner formed by the
intersection of the westerly side of Lexington Auerwith the said northerly side of 86treet;

RUNNING THENCE northerly parallel with the eastesigle of Lexington Avenue, 100 feet 8 1/2 inchethtocenter line of the block;

THENCE easterly along said center line of the blpakallel with the northerly side of 86Street and part of the distance through a |
wall, 76 feet 8 inches;

THENCE southerly again parallel with the easteitief Lexington Avenue, 100 feet 8-1/2 inchesht® hortherly side of 86 Street;
and

THENCE westerly along the said northerly side of'@reet, 76 feet 8 inches to the point or place BEBNNING.
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EXHIBIT “R”

TERMINATION OF MEMORANDUM ESCROW AGREEMENT

THIS TERMINATION OF MEMORANDUM ESCROW AGREEMENT (this “ Agreement”) is made and entered into as of
December , 2013, by and amof@WN SPORTS INTERNATIONAL, LLC , a New York limited liability company (Seller”),
MONTY TWO EAST 86 ™ STREET ASSOCIATES LLC , a Delaware limited liability company Purchaser”), andFIDELITY
NATIONAL TITLE INSURANCE COMPANY  (“ Escrow Agent”).

WITNESSETH:

WHEREAS , Purchaser and Seller entered into that certame@mgent of Sale dated as of , AM8“ Purchase
Agreement”), pursuant to which Seller agreed to sell to Paser all of Seller’s right, title and interestto,and under the Property (as
defined in the Purchase Agreement), subject téettres and conditions more particularly set fortbréin; and

WHEREAS , pursuant to Paragraph 35 of the Purchase Agreeferchaser and Seller have: (a) agreed to recardmorandum
of the Purchase Agreement (th&morandum ”); and (b) delivered into escrow an original tenation of the Memorandum executed and
acknowledged by Purchaser and Seller (tfiermination of Memorandum ”); and

WHEREAS , Escrow Agent is willing to hold the TerminatiohiMemorandum in escrow on the terms and conditlmreinafter
set forth.

NOW, THEREFORE , the parties hereto agree as follows:

1. All capitalized terms used herein, but not ottiee defined herein, shall have the meanings asgiid such terms in the
Purchase Agreement.

2. Escrow Agent hereby acknowledges receipt offégmeination of Memorandum to be held in escrowdoardance with the
terms and conditions of this Agreement. Escrow Agéiall hold the Termination of Memorandum in actzorce with the following:

(a) If Escrow Agent receives a written request sthhy Seller stating that Seller is entitled tceree and record the
Termination of Memorandum, Escrow Agent shall dedi(by reputable overnight courier) a copy of steduest to Purchaser within one
(1) business day of Escrow Agent’s receipt frome3alf such request. Purchaser shall have the rigbbject, in good faith, to such request
by written notice of objection delivered to Escrégent within five (5) business days after the d#t&scrow Agent’s delivery of such copy
to Purchaser, but not thereafter. If Escrow Agéatlsiot have so received a written notice of otipecfrom Purchaser within such five (5)-
business day period, Escrow Agent shall releaselalider to Seller the Termination of Memoranduntheut the requirement of any further
instruction from the parties. If Escrow Agent shalve received a written notice of objection froordhaser within such five (5)-business day
period, Escrow Agent shall not release the Terronadf Memorandum to Seller nor otherwise complyhvainy demands or instructions
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of Seller, and shall continue to hold the Termioatf Memorandum in escrow until Escrow Agent reesieither (i) a written notice signed
by both Seller and Purchasérstructing Escrow Agent to release the TerminatibMemorandum from escrow, in which case Escrovemtg
shall release the Termination of Memorandum in edaace with such instructions, or (ii) the finalhrappealable order or judgment of a
court of competent jurisdiction directing Escrowehg to continue to hold or to release of the Teatiom of Memorandum in a specific
manner, in either of which events Escrow Agentlshah comply with such order. If, pursuant to slas (i) or (ii) of the immediately
preceding sentence, Escrow Agent is instructedlemse the Termination of Memorandum from escraserdwv Agent is hereby authorizec
add the following information to the Terminationid&morandum: (A) the recording information for temorandum; and (B) the
Termination Date (as such term is defined in theriigation of Memorandum) in accordance with theringions provided to Escrow Agent.
Escrow Agent shall not be or become liable in amy wr to any person for its refusal to comply wétty such requests or demands until and
unless it has received a direction of the natueerdeed in clauses (i) or (ii) immediately above.

(b) Any notice to Escrow Agent shall be effectiv@yoif received by Escrow Agent within the applitetime period set
forth herein. All mailings and notices from Escrégent to Seller and/or Purchaser, or from Sellef@nPurchaser to Escrow Agent,
provided for in this Agreement shall be addressetthié party to receive such notice at its noticdress set forth in Sectionh@reof (with
copies to be similarly sent to the additional artherein indicated).

(c) Notwithstanding the foregoing, if Escrow Agahiall have received a written notice of objectierpeovided for in
clause (a)immediately above within the time therein presedbpor shall have received at any time before élease of the Termination of
Memorandum, a written notice signed by either $a@lidPurchaser disputing the proposed releaseeof ¢#nmination of Memorandum, or st
otherwise believe in good faith at any time thdissagreement or dispute has arisen between theghdreto over the Termination of
Memorandum (whether or not litigation has beenitungtd), Escrow Agent shall have the right, upoiittem notice to both Seller and
Purchaser, (i) to deliver the Termination of Menmzham with the Clerk of the Court in which any latipn is pending and/or (ii) to take such
reasonable affirmative steps as it may, at itsooptelect in order to terminate its duties as Bsokgent, including, without limitation, the
delivery of the Termination of Memorandum with aidoof competent jurisdiction and the commenceneérain action for interpleader, the
costs thereof to be borne by whichever of SelldPunchaser is the losing party, and thereupon Eségent shall be released of and from all
liability hereunder except for any previous grosgligence or willful misconduct.

(d) Escrow Agent is acting hereunder without charg@n accommodation to Seller and Purchaserinig bmderstood and
agreed that Escrow Agent shall not be liable for emor in judgment or any act done or omittedthn igood faith or pursuant to court order,
or for any mistake of fact or law. Escrow Agentlshat incur any liability in acting upon any docenmnt or instrument believed thereby to be
genuine. Escrow Agent may assume that any persmoging to give it any notice on behalf of anytyaras been authorized to do so.
Escrow Agent shall not be liable for, and Selled 8urchaser hereby
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jointly and severally agree to indemnify Escrow Agagainst, any loss, liability or expense, inchgdieasonable attorn’s fees, arising out
of any dispute under this Agreement, includingdbst and expense of defending itself against aaiynchrising hereunder, except to the
extent arising out of or caused by Escrow Agenttsg negligence or willful misconduct.

3. Except as specified in Sectiom@reof, all notices, certificates and other commatidns permitted hereunder shall be in writing
and may be served and given personally (with siglediglery receipt obtained) or by reputable ovenhigpurier providing proof of delivery,
addressed as follows and shall be deemed deliwesredt forth in the Agreement:

If to Seller: Town Sports International, LL
5 Penn Plaz
4thFloor
New York, New York 1000:
Attention: General Couns

With a copy to Cole, Schotz, Meisel, Forman & Leonard, F
Court Plaza Nortl
25 Main Stree
Hackensack, New Jersey 07-0800
Attention: Michael E. Jones, Es

If to Purchaser Monty Two East 8h Street Associates LL
505 Park Avenue, Suite 17!
New York, New York 1002.
Attention: Roy Stillman and Chris Sullivz

With a copy to Pillsbury Winthrop Shaw Pittman LL
1540 Broadwa!
New York, New York 1002:
Attention: Marc S. Shapiro, Es

If to Escrow Agent Fidelity National Title Insurance Compa
485 Lexington Avenue, 18th Flo
New York, New York 1001
Attention: Lawrence Holme

Each party may, by notice as aforesaid, designatie sther person or persons and/or such other sg&ldreaddresses for the rec
of notices. Except as specified_in Sectiame?eof, copies of all notices, certificates or otmmunications relating to this Agreement in
respect to which Escrow Agent is not the addresssender shall be sent to Escrow Agent in the mahereinabove set forth. Notices shall
be deemed served and received upon the earlibedirst business day following the date of depwdtih a reputable overnight delivery
service providing proof of delivery, or upon deliyén person (with signed delivery receipt obtainelparty’s failure or refusal to accept
service of a notice shall constitute delivery @ tiotice. Notices may be given by counsel for gaoty and each such notice so given by
counsel shall have the same force and effectsemif by such party.
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4. This Agreement shall be binding on and inurthbenefit of all parties hereto and their respecuccessors and permitted
assigns and may not be modified or amended otaliypnly in writing signed by all parties heretittier Seller nor Purchaser may assig
rights or obligations under this Agreement to aagtyother than a party to whom Seller or Purchaseapplicable, assigns its right, title and
interest in, to and under the Purchase Agreemehgtextent permitted thereunder and no permitss@dgament by Seller or Purchaser sha
effective unless and until such party shall haveveiged to Escrow Agent (i) written notice of suabsignment, and (ii) an assumption
agreement with respect to all of the obligationthefassigning party hereunder.

5. The undersigned hereby submit to personal jististh in the State of New York for all mattersaifiy, which shall arise with
respect to this Agreement, and waive any andgltitsi under the law of any other state or countgtect to jurisdiction within the State of
New York or to institute a claim dorum non conveniensith respect to any court in the State of New Yfankthe purposes of litigation with
respect to this Agreement. EACH PARTY HERETO HEREIRREVOCABLY AND UNCONDITIONALLY WAIVES ANY AND ALL
RIGHT TO TRIAL BY JURY IN ANY ACTION, SUIT OR COUNERCLAIM ARISING IN CONNECTION WITH OR OTHERWISE
RELATING TO THIS AGREEMENT.

6. Each part of this Agreement is intended to beble. If any term, covenant, condition or prawisof this Agreement is held
be unlawful, invalid or unenforceable by a courtompetent jurisdiction, to the extent permitteddoy, such illegality, invalidity or
unenforceability shall not affect the remainingystons of this Agreement, which shall remain if farce and effect and shall be binding
upon the parties.

7. This Agreement may be executed in any numbeowiterparts, each counterpart for all purposesgogéemed an original, and
all such counterparts shall together constitutg onke and the same agreement.

8. Nothing herein is intended to modify or amenel pnovisions of Paragraph 35 of the Purchase Ageagrand in the event of a
conflict between the provisions hereof and the @ions of such Paragraph 35 as to rights or obtigatof Seller and Purchaser, the
provisions of such Paragraph 35 shall govern