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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2012

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission file number: 0-24206
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PENN NATIONAL GAMING, INC.

(Exact name of registrant as specified in its charter)

Pennsylvania 23-2234473
(State or other jurisdiction of (IR.S. Employer
incorporation or organization) Identification No.)

825 Berkshire Blvd., Suite 200
Wyomissing, PA 19610

(Address of principal executive offices) (Zip Code)

610-373-2400

(Registrant s telephone number, including area code)

Not Applicable

(Former name, former address, and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act:

Large accelerated filer x Accelerated filer o

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o No x
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Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

Title Outstanding as of July 26, 2012
Common Stock, par value $.01 per share 76,595,488 (includes 286,255 shares of restricted stock)
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This report contains forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995. Actual results may
vary materially from expectations. Although Penn National Gaming, Inc. and its subsidiaries (collectively, the Company ) believe that our
expectations are based on reasonable assumptions within the bounds of our knowledge of our business and operations, there can be no assurance
that actual results will not differ materially from our expectations. Meaningful factors that could cause actual results to differ from expectations
include, but are not limited to, risks related to the following: our ability to receive and maintain, or delays in obtaining, the regulatory approvals
required to own, develop and/or operate our facilities, or other delays or impediments to completing our planned acquisitions or projects,
including favorable resolution of any related litigation, including the recent appeal by the Ohio Roundtable addressing the legality of video
lottery terminals in Ohio and the lawsuit to protect our interests in lowa; our ability to secure state and local permits and approvals necessary for

construction; construction factors, including delays, unexpected remediation costs, local opposition and increased cost of labor and materials;
our ability to receive timely regulatory approval for and to otherwise complete our planned acquisition of Harrah s St. Louis (failure to do so
could, among other things, result in the loss of certain deposits); our ability to successfully integrate Harrah s St. Louis into our existing business;
our ability to reach agreements with the thoroughbred and harness horseman in Ohio and to otherwise maintain agreements with our horseman,
pari-mutuel clerks and other organized labor groups; the passage of state, federal or local legislation (including referenda) that would expand,
restrict, further tax, prevent or negatively impact operations in or adjacent to the jurisdictions in which we do or seek to do business (such as the
expansion of gaming under consideration in Maryland and Illinois or a smoking ban at any of our facilities); the effects of local and national
economic, credit, capital market, housing, and energy conditions on the economy in general and on the gaming and lodging industries in
particular; the activities of our competitors and the emergence of new competitors (traditional and internet based); increases in the effective rate
of taxation at any of our properties or at the corporate level; our ability to identify attractive acquisition and development opportunities and to
agree to terms with partners for such transactions; the costs and risks involved in the pursuit of such opportunities and our ability to complete the
acquisition or development of, and achieve the expected returns from, such opportunities; our expectations for the continued availability and cost
of capital; the outcome of pending legal proceedings; changes in accounting standards; our dependence on key personnel; the impact of terrorism
and other international hostilities; the impact of weather; and other factors as discussed in the Company s Annual Report on Form 10-K for the
year ended December 31, 2011, subsequent Quarterly Reports on Form 10-Q and Current Reports on Form 8-K as filed with the United States
Securities and Exchange Commission. The Company does not intend to update publicly any forward-looking statements except as required by
law.
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

Assets
Current assets
Cash and cash equivalents

Penn National Gaming, Inc. and Subsidiaries

Condensed Consolidated Balance Sheets

(in thousands, except share and per share data)

(unaudited)

Receivables, net of allowance for doubtful accounts of $3,467 and $4,115 at June 30, 2012

and December 31, 2011, respectively
Insurance receivable

Prepaid expenses

Deferred income taxes

Other current assets

Total current assets

Property and equipment, net
Other assets

Investment in and advances to unconsolidated affiliates

Goodwill
Other intangible assets, net

Debt issuance costs, net of accumulated amortization of $7,977 and $4,860 at June 30, 2012

and December 31, 2011, respectively
Other assets

Total other assets

Total assets

Liabilities

Current liabilities

Current maturities of long-term debt
Accounts payable

Accrued expenses

Accrued interest

Accrued salaries and wages
Gaming, pari-mutuel, property, and other taxes
Income taxes

Insurance financing

Other current liabilities

Total current liabilities

Long-term liabilities
Long-term debt, net of current maturities

June 30,
2012

204,126  $
53,602

40,536
31,856
47,289
377,409
2,420,087

216,478
1,178,136
471,380

30,261

89,238
1,985,493
4,782,989 $

42,600 $
30,332
106,673
17,301
75,390
45,551

6,999

58,791
383,637

2,059,433

December 31,
2011

238,440

55,455
1,072
39,801
32,306
48,715
415,789
2,277,200

174,116
1,180,359
421,593

33,310
103,979
1,913,357
4,606,346

44,559
39,582
113,699
17,947
85,285
49,559
5,696
16,363
53,650
426,340

1,998,606

6
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Deferred income taxes
Noncurrent tax liabilities
Other noncurrent liabilities
Total long-term liabilities

Shareholders equity

Preferred stock ($.01 par value, 1,000,000 shares authorized, 12,275 shares issued and
outstanding at June 30, 2012 and December 31, 2011)

Common stock ($.01 par value, 200,000,000 shares authorized, 76,589,626 and 76,213,126
shares issued at June 30, 2012 and December 31, 2011, respectively)

Additional paid-in capital

Retained earnings

Accumulated other comprehensive income

Total shareholders equity

Total liabilities and shareholders equity $

See accompanying notes to the consolidated financial statements.

152,209
36,870
7,686
2,256,198

760
1,411,670
728,488
2,236
2,143,154
4,782,989

167,576
33,872
8,321
2,208,375

756
1,385,355
583,202
2,318
1,971,631
4,606,346
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Revenues

Gaming

Food, beverage and other
Management service fee
Revenues

Less promotional allowances
Net revenues

Operating expenses

Gaming

Food, beverage and other

General and administrative

Depreciation and amortization

Insurance recoveries, net of deductible charges
Total operating expenses

Income from operations

Other income (expenses)

Interest expense

Interest income

Gain (loss) from unconsolidated affiliates
Other

Total other expenses

Income from operations before income taxes
Taxes on income
Net income

Earnings per common share:
Basic earnings per common share
Diluted earnings per common share

See accompanying notes to the consolidated financial statements.

(unaudited)

634,846
109,955
3,614
748,415
(35,864)
712,551

330,875
84,985
115,251
56,791
(3,366)
584,536
128,015

(17,823)
246
1,054
1,474

(15,049)

112,966
46,299
66,667

0.70
0.63

Three Months Ended June 30,
2012

@ P

Penn National Gaming, Inc. and Subsidiaries

(in thousands, except per share data)

2011

622,873
94,391
4,037
721,301
(33,422)
687,879

327,033
75,257
102,322
54,230
(11,555)
547,287
140,592

(26,109)
96
431
(701)
(26,283)

114,309
38,320
75,989

0.79
0.71

Condensed Consolidated Statements of Income

&@hH P

Six Months Ended June 30,
2012 2011
1,290,923 $ 1,231,984
222,863 179,680
7,057 7,354
1,520,843 1,419,018
(72,233) (64,116)
1,448,610 1,354,902
671,044 647,789
172,789 143,849
231,248 205,798
110,128 107,388
(7,229) (13,249)
1,177,980 1,091,575
270,630 263,327
(35,866) (55,135)
465 149
2,739 (1,923)
471 (2,344)
(32,191) (59,253)
238,439 204,074
93,153 76,557
145,286 $ 127,517
1.54 $ 1.32
1.37 $ 1.19
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Net income

Penn National Gaming, Inc. and Subsidiaries
Condensed Consolidated Statements of Comprehensive Income

(in thousands) (unaudited)

Other comprehensive income, net of tax:
Change in fair value of interest rate swap

contracts

Unrealized holding losses arising during the
period on effective hedges, net of income tax

benefit of $120 and $242, respectively

Less: Reclassification adjustments for losses
included in net income, net of income taxes of

$1,546 and $3,852, respectively

Change in fair value of interest rate swap

contracts, net

Foreign currency translation adjustment during

the period

Unrealized holding gains on corporate debt

securities arising during the period
Other comprehensive (loss) income
Comprehensive income

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

2012 2011 2012 2011

$ 66,667 $ 75,989 $ 145,286 $ 127,517
(212) (430)

2,707 6,835
2,495 6,405
(455) 122 (167) 497
155 578 85 910
(300) 3,195 (82) 7,812
$ 66,367 $ 79,184 $ 145,204 $ 135,329

See accompanying notes to the consolidated financial statements.
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Balance, December 31,
2010

Stock option activity,
including tax benefit of
$2,058

Restricted stock
activity

Change in fair value of
interest rate swap
contracts, net of
income taxes of $3,610
Change in fair value of
corporate debt
securities

Foreign currency
translation adjustment
Cumulative-effect of
adoption of
amendments to ASC
924 regarding jackpot
liabilities, net of
income taxes of $1,068
Net income

Balance, June 30, 2011

Balance, December 31,
2011

Stock option activity,
including tax benefit of
$2,478

Restricted stock
activity

Change in fair value of
corporate debt
securities

Foreign currency
translation adjustment
Net income

Balance, June 30, 2012
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Penn National Gaming, Inc. and Subsidiaries

Condensed Consolidated Statements of Changes in Shareholders Equity

Preferred Stock

Shares Amount
12,275 $
12,275 $
12,275 $
12,275 $

See accompanying notes to the consolidated financial statements.

(in thousands, except share data) (unaudited)

Common Stock

Shares

78,414,022 $

357,616

97,005

78,868,643 $

76,213,126 $

380,576

(4,076)

76,589,626 $

Amount

779 $

4

783§

756 $

760 $

Additional
Paid-In
Capital

1,446,932 $

19,917

2,182

1,469,031 $

1,385,355 $

24,085

2,230

1,411,670 $

Accumulated Other
Retained Comprehensive
Earnings (Loss) Income
337,940 $ (7,885) $
6,405
910
497
2911
127,517
468,368 $ (3) 8
583,202 $ 2318 $
85
(167)
145,286
728,488 $ 2236 $

Total
Shareholders
Equity

1,777,766

19,921

2,182

6,405

910

497

2911
127,517
1,938,109

1,971,631

24,089

2,230

85

(167)
145,286
2,143,154

10
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Penn National Gaming, Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

(in thousands) (unaudited)

Six Months Ended June 30, 2012
Operating activities

Net income 145,286 $
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 110,128
Amortization of items charged to interest expense 3,290
Gain on sale of fixed assets (1,037)
(Gain) loss from unconsolidated affiliates (2,739)
Deferred income taxes (14,383)
Charge for stock-based compensation 15,307
(Increase) decrease, net of businesses acquired

Accounts receivable (505)
Insurance receivable 1,072
Prepaid expenses and other current assets 11,316
Other assets (5,191)
(Decrease) increase, net of businesses acquired

Accounts payable (2,647)
Accrued expenses (7,026)
Accrued interest (646)
Accrued salaries and wages (9,895)
Gaming, pari-mutuel, property and other taxes (4,008)
Income taxes (15,278)
Other current and noncurrent liabilities 4,506
Other noncurrent tax liabilities 3,336
Net cash provided by operating activities 230,886
Investing activities

Expenditures for property and equipment, net of reimbursements (254,178)
Proceeds from sale of property and equipment 2,803
Investment in joint ventures (39,600)
Decrease in cash in escrow 15,500
Acquisitions of businesses and licenses, net of cash acquired (50,000)
Net cash used in investing activities (325,475)
Financing activities

Proceeds from exercise of options 8,534
Proceeds from issuance of long-term debt, net of issuance costs 151,932
Principal payments on long-term debt (93,305)
Proceeds from insurance financing

Payments on insurance financing (9,364)
Tax benefit from stock options exercised 2,478
Net cash provided by (used in) financing activities 60,275
Net (decrease) increase in cash and cash equivalents (34,314)
Cash and cash equivalents at beginning of year 238,440
Cash and cash equivalents at end of period 204,126  $
Supplemental disclosure

Cash paid for interest 38,966 $
Cash paid for income taxes 115,054 $

2011
127,517

107,388
6,189
(234)
1,923
27,592
12,349

(2,431)
(709)

42,808

(1,515)

1,138

(12,531)
(2,731)
(7,053)
(7,995)

5,320
(6,048)
290,977

(107,250)
610

(80,725)
30,000
12,585

(144,780)

7,695
28,670
(103,095)
892
(6,817)
2,058
(70,597)
75,600
246,385
321,985

53,313
28,619

11
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See accompanying notes to the consolidated financial statements.
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Penn National Gaming, Inc. and Subsidiaries

Notes to the Condensed Consolidated Financial Statements

1. Organization and Basis of Presentation

Penn National Gaming, Inc. ( Penn ) and subsidiaries (collectively, the Company ) is a diversified, multi-jurisdictional owner and manager of
gaming and pari-mutuel properties. As of June 30, 2012, the Company owns, manages, or has ownership interests in twenty-seven facilities in
the following nineteen jurisdictions: Colorado, Florida, Illinois, Indiana, Iowa, Kansas, Louisiana, Maine, Maryland, Mississippi, Missouri,
Nevada, New Jersey, New Mexico, Ohio, Pennsylvania, Texas, West Virginia, and Ontario.

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared in accordance with United States
( U.S. ) generally accepted accounting principles ( GAAP ) for interim financial information and with the instructions for Form 10-Q and
Article 10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by GAAP for complete
consolidated financial statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary
for a fair presentation have been included.

The condensed consolidated financial statements include the accounts of Penn and its subsidiaries. Investment in and advances to unconsolidated
affiliates are accounted for under the equity method. All significant intercompany accounts and transactions have been eliminated in
consolidation.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenue and expenses for the reporting periods. Actual results could differ from those estimates. For purposes of
comparability, certain prior year amounts have been reclassified to conform to the current year presentation.

Operating results for the six months ended June 30, 2012 are not necessarily indicative of the results that may be expected for the year ending
December 31, 2012. The notes to the consolidated financial statements contained in the Annual Report on Form 10-K for the year ended
December 31, 2011 should be read in conjunction with these condensed consolidated financial statements. The December 31, 2011 financial
information has been derived from the Company s audited consolidated financial statements.

2. Summary of Significant Accounting Policies

Revenue Recognition and Promotional Allowances

13
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Gaming revenue is the aggregate net difference between gaming wins and losses, with liabilities recognized for funds deposited by customers
before gaming play occurs, for chips and ticket-in, ticket-out coupons in the customers possession, and for accruals related to the anticipated
payout of progressive jackpots. Progressive slot machines, which contain base jackpots that increase at a progressive rate based on the number of
coins played, are charged to revenue as the amount of the jackpots increase.

Food, beverage and other revenue, including racing revenue, is recognized as services are performed. Racing revenue includes the Company s
share of pari-mutuel wagering on live races after payment of amounts returned as winning wagers, its share of wagering from import and export
simulcasting, and its share of wagering from its off-track wagering facilities.

Revenue from the management service contract for Casino Rama is based upon contracted terms and is recognized when services are performed.

Revenues are recognized net of certain sales incentives in accordance with Financial Accounting Standards Board (the FASB ) Accounting
Standards Codification ( ASC ) 605-50, Revenue Recognition Customer Payments and Incentives. The Company records certain sales incentives
and points earned in point-loyalty programs as a reduction of revenue.

The retail value of accommodations, food and beverage, and other services furnished to guests without charge is included in gross revenues and
then deducted as promotional allowances. The estimated cost of providing such promotional allowances is primarily included in food, beverage
and other expense.

The amounts included in promotional allowances for the three and six months ended June 30, 2012 and 2011 are as follows:

14
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Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(in thousands)
Rooms $ 6,265 $ 5,528 $ 12,559 $ 10,739
Food and beverage 27,236 25,461 54,715 48,689
Other 2,363 2,433 4,959 4,688
Total promotional allowances $ 35864  § 33422 $ 72,233 $ 64,116

The estimated cost of providing such complimentary services for the three and six months ended June 30, 2012 and 2011 are as follows:

Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(in thousands)
Rooms $ 2,307 $ 2,010 $ 4,663 $ 4,024
Food and beverage 18,175 18,645 36,655 36,264
Other 1,429 1,440 2,951 2,794
Total cost of complimentary
services $ 21,911 $ 22,095 $ 44269  $ 43,082

Gaming and Racing Taxes

The Company is subject to gaming and pari-mutuel taxes based on gross gaming revenue and pari-mutuel revenue in the jurisdictions in which it
operates. The Company primarily recognizes gaming and pari-mutuel tax expense based on the statutorily required percentage of revenue that is
required to be paid to state and local jurisdictions in the states where or in which wagering occurs. In certain states in which the Company
operates, gaming taxes are based on graduated rates. The Company records gaming tax expense at the Company s estimated effective gaming tax
rate for the year, considering estimated taxable gaming revenue and the applicable rates. Such estimates are adjusted each interim period. If
gaming tax rates change during the year, such changes are applied prospectively in the determination of gaming tax expense in future interim
periods. Finally, the Company recognizes purse expense based on the statutorily required percentage of revenue that is required to be paid out in
the form of purses to the winning owners of horseraces run at the Company s racetracks in the period in which wagering occurs. For the three and
six months ended June 30, 2012, these expenses, which are recorded primarily within gaming expense in the condensed consolidated statements
of income, were $266.6 million and $543.5 million, respectively, as compared to $270.4 million and $534.5 million for the three and six months
ended June 30, 2011, respectively.

Earnings Per Share

The Company calculates earnings per share ( EPS ) in accordance with ASC 260, Earnings Per Share ( ASC 260 ). Basic EPS is computed by
dividing net income applicable to common stock, excluding net income attributable to noncontrolling interests, by the weighted-average number

of common shares outstanding during the period. Diluted EPS reflects the additional dilution for all potentially-dilutive securities such as stock
options and unvested restricted shares.

At June 30, 2012, the Company had outstanding 12,275 shares of Series B Redeemable Preferred Stock (the Preferred Stock ), which the
Company determined qualified as a participating security as defined in ASC 260. Under ASC 260, a security is considered a participating

15
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security if the security may participate in undistributed earnings with common stock, whether that participation is conditioned upon the
occurrence of a specified event or not. In accordance with ASC 260, a company is required to use the two-class method when computing EPS
when a company has a security that qualifies as a participating security. The two-class method is an earnings allocation formula that determines
EPS for each class of common stock and participating security according to dividends declared (or accumulated) and participation rights in
undistributed earnings. A participating security is included in the computation of basic EPS using the two-class method. Under the two-class
method, basic EPS for the Company s Common Stock is computed by dividing net income applicable to common stock by the weighted-average
common shares outstanding during the period. Diluted EPS for the Company s Common Stock is computed using the more dilutive of the
two-class method or the if-converted method.

The following table sets forth the allocation of net income for the three and six months ended June 30, 2012 and 2011 under the two-class
method:

10
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Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(in thousands)

Net income $ 66,667 $ 75,989 $ 145,286 $ 127,517
Net income applicable to preferred stock 12,914 14,396 28,183 24,185
Net income applicable to common stock $ 53,753 $ 61,593 $ 117,103 $ 103,332

The following table reconciles the weighted-average common shares outstanding used in the calculation of basic EPS to the weighted-average
common shares outstanding used in the calculation of diluted EPS for the three and six months ended June 30, 2012 and 2011:

Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(in thousands)
Determination of shares:

Weighted-average common shares outstanding 76,257 78,387 76,126 78,275
Assumed conversion of dilutive employee stock-based awards 2,595 1,858 2,471 1,694
Assumed conversion of preferred stock 27,278 27,278 27,278 27,278
Diluted weighted-average common shares outstanding 106,130 107,523 105,875 107,247

The Company is required to adjust its diluted weighted-average common shares outstanding for the purpose of calculating diluted EPS as
follows: 1) when the price of the Company s Common Stock is less than $45, the diluted weighted-average common shares outstanding is
increased by 27,277,778 shares (regardless of how much the stock price is below $45); 2) when the price of the Company s Common Stock is
between $45 and $67, the diluted weighted-average common shares outstanding is increased by an amount which can be calculated by dividing
$1.23 billion (face value) by the current price per share of the Company s Common Stock, which will result in an increase in the diluted
weighted-average common shares outstanding of between 18,320,896 shares and 27,277,778 shares; and 3) when the price of the Company s
Common Stock is above $67, the diluted weighted-average common shares outstanding is increased by 18,320,896 shares (regardless of how
much the stock price exceeds $67).

Options to purchase 1,700,528 shares and 3,125,403 shares were outstanding during the three and six months ended June 30, 2012, respectively,
but were not included in the computation of diluted EPS because they were antidilutive. Options to purchase 2,816,053 shares and 2,894,152
shares were outstanding during the three and six months ended June 30, 2011, respectively, but were not included in the computation of diluted
EPS because they were antidilutive.

The following table presents the calculation of basic and diluted EPS for the Company s Common Stock:

Three Months Ended June 30, Six Months Ended June 30,
2012 2011 2012 2011
(in thousands, except per share data)

Calculation of basic EPS:

Net income applicable to common stock $ 53,753 $ 61,593 $ 117,103 $ 103,332
Weighted-average common shares outstanding 76,257 78,387 76,126 78,275
Basic EPS $ 0.70 $ 0.79 $ 1.54 $ 1.32

17
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Calculation of diluted EPS:

Net income $ 66,667 $ 75,989 $ 145,286 $ 127,517
Diluted weighted-average common shares

outstanding 106,130 107,523 105,875 107,247
Diluted EPS $ 0.63 $ 0.71 $ 1.37 $ 1.19

Stock-Based Compensation

The Company accounts for stock compensation under ASC 718, Compensation-Stock Compensation, which requires the Company to expense
the cost of employee services received in exchange for an award of equity instruments based on the grant-date fair value of the award. Stock
based compensation expense for the three and six months ended June 30, 2012 was $7.4 million and $15.3 million, respectively, as compared to
$6.1 million and $12.3 million for the three and six months ended June 30, 2011. This expense is recognized ratably over the requisite service
period following the date of grant.
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The fair value for stock options was estimated at the date of grant using the Black-Scholes option-pricing model, which requires management to
make certain assumptions. The risk-free interest rate was based on the U.S. Treasury spot rate with a term equal to the expected life assumed at
the date of grant. Expected volatility was estimated based on the historical volatility of the Company s stock price over a period of 6.64 years, in
order to match the expected life of the options at the grant date. There is no expected dividend yield since the Company has not paid any cash
dividends on its Common Stock since its initial public offering in May 1994 and since the Company intends to retain all of its earnings to
finance the development of its business for the foreseeable future. The weighted-average expected life was based on the contractual term of the
stock option and expected employee exercise dates, which was based on the historical and expected exercise behavior of the Company s
employees. Forfeitures are estimated at the date of grant based on historical experience.

The following are the weighted-average assumptions used in the Black-Scholes option-pricing model at June 30, 2012 and 2011:

2012 2011
Risk-free interest rate 0.84% 2.04%
Expected volatility 45.78% 47.24%
Dividend yield
Weighted-average expected life (years) 6.64 5.77
Forfeiture rate 5.00% 5.00%

Beginning in the fourth quarter of 2010, the Company began issuing cash-settled phantom stock unit awards, which vest over a period of four to
five years. Cash-settled phantom stock unit awards entitle employees and directors to receive cash based on the fair value of the Company s
Common Stock on the vesting date. These phantom stock unit awards are accounted for as liability awards and are re-measured at fair value each
reporting period until they become vested with compensation expense being recognized over the requisite service period in accordance with
ASC 718-30 Compensation Stock Compensation, Awards Classified as Liabilities. As of June 30, 2012, there was $14.0 million of total
unrecognized compensation cost that will be recognized over the grants remaining weighted average vesting period of 3.4 years. For the three
and six months ended June 30, 2012, the Company recognized $1.3 million and $2.5 million, respectively, of compensation expense associated
with these awards, as compared to $0.6 million and $1.0 million for the three and six months ended June 30, 2011, respectively.

Additionally, starting in 2011, the Company has issued stock appreciation rights to certain employees, which vest over a period of four years.
The Company s stock appreciation rights are accounted for as liability awards since they will be settled in cash. The fair value of these awards is
calculated during each reporting period and estimated using the Black-Scholes option pricing model based on the various inputs discussed
previously. As of June 30, 2012, there was $12.5 million of total unrecognized compensation cost that wil