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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

Form 10-Q

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

For the quarterly period ended June 30, 2007

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 000-52013

TOWN SPORTS INTERNATIONAL HOLDINGS, INC.

(Exact name of Registrant as specified in its araurt

Delaware 20-0640002
(State or other Jurisdiction « (I.LR.S. Employe
Incorporation or Organizatiol Identification Number

5 Penn Plaza (4th Floor)
New York, New York 10001
Telephone: (212) 246-6700

(Address, zip code, and telephone number, including
area code, of registrant’s principal executive o)

888 Seventh Avenue (2% Floor)
New York, NY 10106
(former address)

Indicate by check mark whether the Registtaphas filed all reports required to be filed cson 13 and 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter periods that the Registraad vequired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Y& No O

Indicate by check mark whether the Registimatlarge accelerated filer, an accelerated files non-accelerated filer, See definition of
“accelerated filer and large accelerated filer” Exiege Act Rule 12b-2. (Check one):

O Large accelerated filer O Accelerated filer M Non-accelerated filer
Indicate by check mark whether the Registimatshell company (as defined in Exchange Act Rale-2 of the Exchange Act).
YesO No]

As of July 31, 2007 there were 26,208,688eh&@ommon of Stock of the Registrant outstanding.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

CONDENSED CONSOLIDATED BALANCE SHEETS
December 31, 2006 and June 30, 2007
(All figures in $'000s, except share data)
(Unaudited)

ASSETS
Current asset:
Cash and cash equivalel
Accounts receivable (less allowance for doubtfuloamnts of $2,026 and $3,055 as of December 31,
2006 and June 30, 2007, respectivi
Inventory
Prepaid expenses and other current a:
Total current asse
Fixed assets, ni
Goodwill
Intangible assets, n
Deferred tax asset, n
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
Corporate income taxes paya
Deferred revenu
Total current liabilities
Long-term deb
Deferred lease liabilitie
Deferred revenu
Other liabilities
Total liabilities
Commitments and contingencies (Note
Stockholder' deficit:
Common stock, $.001 par value; issued and outsigrzh,975,948 and 26,208,688 shares at
December 31, 2006 and June 30, 2007, respec
Paic-in capital
Accumulated other comprehensive income (curreranystation adjustmen
Retained earning
Total stockholder deficit
Total liabilities and stockholde’ deficit

See notes to the condensed consolidated finanatahsents.
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December 31 June 30,
2006 2007
$ 6,81( $ 16,85¢

8,02¢ 9,32¢

43t 394
14,75 14,94¢
30,03( 41,52¢
281,60¢ 298,22
50,117 50,09¢
922 671
32,43; 38,70¢
15,70: 16,75¢
12,71 12,82(

$ 423,52 $ 458,80°
$ 181 $ 1,961
9,97: 9,74¢
33,22( 32,20(
3,46¢ 891
2,571 3,62
38,98( 44 71
88,39¢ 93,14:
280,94¢ 299,61¢
54,92¢ 58,36+
5,807 5,97¢
11,27¢ 13,85!
441,35t 470,95:
26 26
(21,068 (17,93)
53¢ 527

2,674 5,23¢
(17,829 (12,145

$ 423,52 $ 458,80°




Table of Contents

TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
For the three and six months ended June 30, 2006 G2007
(All figures in $’000s except share and per shareata)

(Unaudited)
Three Months Ended June 30, Six Months Ended June 30,
2006 2007 2006 2007
Revenues:
Club operation: $ 107,65¢ $ 118,12t $ 210,58. $ 232,46¢
Fees and othe 1,81( 1,65( 2,91¢ 2,681
109,46¢ 119,77¢ 213,49! 235,15!
Operating Expenses:
Payroll and relate 40,59: 44 ,56: 81,48’ 89,31+
Club operating 36,78 37,93¢ 71,25: 77,302
General and administrati\ 8,10¢ 9,127 15,96 16,88(
Depreciation and amortizatic 10,40( 11,73 20,78¢ 22,82
95,87¢ 103,35: 189,49: 206,31¢
Operating incom: 13,59: 16,42¢ 24,00¢ 28,83
Loss on extinguishment of de 8,661 — 8,667 12,52
Interest expens 10,39¢ 6,39¢ 21,08t 13,40¢
Interest incom (662) (279) (1,387 (53¢
Equity in the earnings of investees and rentalime (47%) (482) (90¢) (909)
Income (loss) before provision (benefit) for cogterincome taxe (4,339 10,79: (3,45)) 4,34¢
Provision (benefit) for corporate income ta: (1,687) 4,42¢ (664) 1,78¢
Net income (loss $ (2,65) % 6,366 $ (2,789 $ 2,56¢
Earnings (loss) per shal
Basic $ 0.1 % 024 % 0.1 % 0.1C
Diluted $ 0.15) ¢ 024  $ 019 ¢ 0.1C
Weighted average number of shares used in caleglatirnings
(loss) per share
Basic 20,660,22 26,142,38 19,500,41 26,070,21
Diluted 20,660,22 26,656,34 19,500,41 26,572,35
Statements of Comprehensive Income (Loss)
Net income (loss $ (2,652) $ 6,366 $ (2,787 % 2,56¢
Foreign currency translation adjustme 162 (33) 16¢ (12
Comprehensive income (los $ (2490 % 6,332 ¢ (2619 % 2,55¢

See notes to the condensed consolidated finanatahsents.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the six months ended June 30, 2006 and 2007
(All figures in $'000s)

(Unaudited)
Six Months
Ended June 30,
2006 2007
Cash flows from operating activitie
Net income (loss $ (2,787 $ 2,56f
Adjustments to reconcile net income (loss) to msthcprovided by operating activitie
Depreciation and amortizatic 20,78t 22,82
Non-cash interest expense on Senior Discount N 8,39¢ 6,02¢
Loss on extinguishment of de 8,661 12,52:
Amortization of debt issuance co: 81t 44%
Noncash rental expense, net of noncash rental ies 42 88¢€
Compensation expense incurred in connection witbksbptions 574 35E
Net changes in certain operating assets and liaki 13,77: 4,86(
Increase in deferred tax as (3,782) (6,277)
Landlord contributions to tenant improveme 3,271 3,68¢
Increase in reserve for s-insured liability claims 1,551 1,30¢
Increase in deferred membership c« (2,907 (1,057
Other 86 10
Total adjustment 51,19 45,59
Net cash provided by operating activit 48,40" 48,15¢
Cash flows from investing activitie
Capital expenditure (26,00¢) (42,147)
Net cash used in investing activit| (26,004 (42,149
Cash flows from financing activitie
Proceeds from New Credit Facili — 185,00(
Costs related to issuance of New Credit Fac — (2,639
Repayment of Senior Not (85,007 (169,999
Premium paid on extinguishment of debt and relateds (7,072) (9,309
Proceeds from initial public equity offering, nétumderwriting discounts and offering co 91,79¢ —
Repayment of long term borrowin (742) (57%)
Change in book overdre (98€) (1,230
Repurchase of common sta (433) —
Excess tax benefit from stock option exerci — 1,03¢
Proceeds from exercise of stock opti 85 1,74(
Net cash provided by (used in) financing activi (2,359 4,02¢
Net increase in cash and cash equival 20,05( 10,04¢
Cash and cash equivalents at beginning of p¢ 51,30« 6,81(
Cash and cash equivalents at end of pe $ 71,35¢ $ 16,85¢
Summary of change in certain operating assetsiahbtlities:
Increase in accounts receiva $ (879 $ (2,329
Decrease (increase) in invent (129 41
(Increase) decrease in prepaid expenses and aftrentasset 65C (1,207)
Increase in accounts payable, accrued expensescanged interes 1,77¢ 1,39¢
Change in prepaid corporate income taxes and cat@arcome taxes payal 3,01t 1,05(
Increase in deferred reven 9,327 5,90z
Net changes in certain operating assets and liaii $ 13,77: $  4,86(
Supplemental disclosures of cash flow informat
Cash payments for intere $13,81: $ 9,92/
Cash payments for income tay $ 2,617 $ 5,83

See notes to the condensed consolidated finartatahsents.
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TOWN SPORTS INTERNATIONAL HOLDINGS, INC. AND SUBSID IARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(All figures $'000s except share and per share data
(Unaudited)

1. Basis of Presentation

Town Sports International Holdings, Inc. andbSidiaries (the “Company” or “TSI Holdings”) ownadd operated 150 fitness clubs
(“clubs”) and partly owned and operated two addiioclubs as of June 30, 2007. The Company operatesingle segment. The Company
operated 103 clubs in the New York metropolitankegr21 clubs in the Boston market, 18 clubs inWeeshington, D.C. market, seven clubs
in the Philadelphia market and three clubs in Savitnd as of June 30, 2007. The Company’s geograyginicentration in the New York
metropolitan market may expose the Company to advdevelopments related to competition, demogragtanges, real estate costs, acts of
terrorism and economic down turns.

Effective June 30, 2006, Town Sports Inteoral, Inc., a wholly owned subsidiary of TSI Holg#& merged with and into TSI Club, LL
a New York limited liability company (the “Merger”Y S| Club, LLC was the surviving entity in the Mger and changed its name to Town
Sports International, LLC (*TSI LLC”). TSI Holdings the sole member of TSI LLC.

The condensed consolidated financial statesriantuded herein have been prepared by the Compansyant to the rules and regulations
of the Securities and Exchange Commission (“SETig condensed consolidated financial statementdaite read in conjunction with TSI
Holdings’ December 31, 2006 consolidated finansiatements and notes thereto, included in the Coypannual Report on Form 1K); as
filed on March 13, 2007 with the SEC. The year-eaddensed balance sheet data was derived froneddiaincial statements, but does not
include all disclosures required by accounting gigles generally accepted in the United StatesroeAca (“GAAP”). Certain information
and footnote disclosures that are normally incluidefthancial statements prepared in accordance GAAP have been condensed or omi
pursuant to SEC rules and regulations. The infaonatflects all adjustments which, in the opina@fmmanagement, are necessary for a fair
presentation of the financial position and resofteperations for the interim periods set forthduer The results for the three and six months
ended June 30, 2007 are not necessarily indicafittee results for the entire year ending Decendie2007.

2. Initial Public Offering

The registration statement filed in connectioth the Company’s Initial Public Offering (“IPQ"as filed with the SEC, was declared
effective on June 1, 2006. The Company'’s shareswimon stock (“Common Stock”) began trading onNBSDAQ Global Market on
June 2, 2006 under the symbol CLUB. In connecti@h the IPO, the Board of Directors approved adrdlf common stock split. All share
and per share data have been adjusted to refiectttitk split. The Company closed this transactiot received proceeds on June 7, 2006.
The IPO consisted of 8,950,000 shares of commark stecluding 7,650,000 shares issued by the Compad 1,300,000 shares sold by
certain selling stockholders to certain specifiadchasers. The Company’s sale of 7,650,000 shfuasmon stock resulted in net proceeds
of $91,796 as of June 30, 2006. Final net proceede $91,750. These proceeds are net of undergdistounts and commissions and
offering costs payable by the Company totaling 8@, mhe IPO proceeds were used for the redempfi@8% of the aggregate principal
amount of the Company’s outstanding 11% Seniordist Notes due 2014 (“11% Senior Discount Noteaiy the remainder of the
proceeds together with cash on hand was used supunate the tender offer for $85,001 of TSI LLC'S/8% Senior Notes due 2011
("9 5/8% Senior Notes”).
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3. Recent Accounting Changes

In September 2006, the FASB issued Statenfdfihancial Accounting Standards (“SFAS”) No. 15ajr Value Measuremen{sSFAS
157"), which defines fair value, establishes a frameworknfieasuring fair value in accordance with GAAR] arpands disclosures about
value measurements. SFAS 157 is effective Jany&9d8 for the Company. The Company is currentBlusting the impact of SFAS 157
on our Consolidated Financial Statements.

In February 2007, the FASB issued SFAS No, T8 Fair Value Option for Financial Assets and Fingl Liabilities Including an
amendment of FASB No. 1¢SFAS 159), which permits entities to choose tamee many financial instruments and certain atbers at
fair value. The objective is to improve financiaporting by mitigating volatility in reported eangjs caused by measuring related assets and
liabilities separately. SFAS 159 is effective Jagul 2008 for the Company. The Company is curyegnialuating the impact of SFAS 159
our Consolidated Financial Statements.

4. Long-Term Debt

December 31 June 30,

2006 2007
($'000s) ($'000s)
Term Loan Facility $ — $184,53¢
9 5/8% Senior Note 169,99¢ —
11.0% Senior Discount Notes (Payn-in-Kind Notes) 110,85( 116,87
Notes payable for acquired busines 28C 16¢
281,12¢ 301,58!
Less, current portion to be paid within one 'y 181 1,967
Long-term portion $ 280,94 $299,61!

On June 8, 2006, the Company paid $93,00&deam $85,001 of the outstanding principal of TSC1s 9 5/8% Senior Notes, together
with $6,796 of early termination fees and $1,204afrued interest. Deferred financing costs totedih,601 were written off and fees totaling
$222 were incurred in connection with this earlyirguishment.

On July 7, 2006, the Company paid $62,87%tleem 35% of the 11% Senior Discount Notes. Theeggte accreted value of the 11%
Senior Discount Notes on the redemption date tdth%65,644 and early termination fees totaled $6,2@&ferred financing costs totaling
$1,239 were written off and fees totaling $24 wiereirred in connection with this early extinguishrhe

On February 27, 2007, the Company enteredar#id60,000 senior secured credit facility (“Newi®e Credit Facility”). The New Senior
Credit Facility consists of a $185,000 term loatilfy (the “Term Loan Facility”), a $75,000 revahg credit facility (the “Revolving Loan
Facility”), and an incremental term loan commitmeility in the maximum amount of $100,000, whizbrrowing thereunder is subject to
compliance with certain conditions precedent by IIST and agreement upon certain terms and conditibaereof between the participating
lenders and TSI LLC. The Revolving Loan Facilitpleced the Company’s senior secured revolving tfadility (the “Senior Credit
Facility”) of $75,000 that was to mature on Aprd,22008.

All of TSI LLC’s domestic subsidiaries haveaganteed the New Senior Credit Facility, howevé&l OLC’s foreign subsidiary has not
guaranteed the New Senior Credit Facility.

The proceeds of the Term Loan Facility weredu® purchase $169,999 aggregate principal anafur$l LLC’s 9 5/8% Senior Notes
outstanding, together with applicable tender ofma@miums. The Company incurred $8,759 of tendenmpum and $215 of call premium
together with $335 of fees and expenses relatéettender of TSI LLC’s 9 5/8% Senior Notes. Needed financing costs related to the
Senior Credit Facility and TSI LLC's 9 5/8% Seniotes totaling approximately $3,212 were expensdte first quarter of 2007. The loss
on extinguishment of debt is summarized as follows:

Tender premiun $ 8,75¢
Call premium 21E
Write-off of deferred financing costs related to the Sefiredit Facility and 9 5/8% Senior Noi 3,212
Fees and expens 33E

Loss on early extinguishment of de $12,52:
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The New Senior Credit Facility contains vas@ovenants including the maintenance of a maxipemmitted total leverage ratio, if any
loans or letters of credit under the facility atédstanding. As of June 30, 2007, the Company wasiinpliance with its debt covenants under
the related credit agreement. These covenantsimayTiSI LLC's ability to incur additional debt. Asf June 30, 2007, TSI LLC’s permitted
borrowing capacity of $75,000 was not restrictecsbgh covenants.

Borrowings under the Term Loan Facility wit, TSI LLC’s option, bear interest at either thenamstrative agen$ base rate plus 0.75%
its Eurodollar rate plus 1.75%, each as definetiénrelated credit agreement. The interest rathese borrowings was 7.125% as of June 30,
2007. The Term Loan Facility matures on the eadfdfebruary 27, 2014, or August 1, 2013, if therpany’s 11% Senior Discount Notes
are still outstanding. TSI LLC is required to refa@5% of principal, or $463 per quarter, beginrimgJune 30, 2007.

The Revolving Loan Facility expires on Febguay, 2012 and borrowings under the facility cutierat TSI LLC's option, bear interest at
either the administrative agent’s base rate plaS%.or the Eurodollar rate plus 2.25% as definditiérelated credit agreement. TSI LLC’s
applicable base rate and Eurodollar rate margimscammitment commission percentage vary with then@any’s consolidated secured
leverage ratio, as defined in the related credie@agent. As of June 30, 2007, TSI LLC is requiegdy a commitment fee of 0.50% per
annum on the daily unutilized amount. The Revoliogn Facility contains a maximum total leveragees@ant ratio, as defined, which
covenant is subject to compliance, on a consolithésis, only during the period in which borrowiragsl letters of credit are outstanding
thereunder. There were no borrowings outstandidgiaé¢ 30, 2007 and outstanding letters of cresliteid totaled $12,824. The unutilized
portion of the Revolving Loan Facility as of Jur 2007 was $62,176.

5. Earnings (Loss) Per Share

Basic earnings (loss) per share is computediigling net income (loss) applicable to commoarsiolders by the weighted average
numbers of shares of common stock outstanding guhie period. Diluted earnings per share is conthbsimilarly to basic earnings per shi
except that the denominator is increased for tearaed exercise of dilutive stock options usingttBasury stock method. The effect of the
shares issuable upon the exercise of stock optiens not included in the calculation of diluted BB6the three and six months ended
June 30, 2006 as they were antidilutive due totdoss position in these periods. The number ofvadent shares excluded totaled 348,681
and 283,145 for the three and six months ended 30n2006, respectively.

The following table summarizes the weightedrage common shares for basic and diluted earpiegshare (“EPS”) computations.

Three Months Ended Six Months Ended
June 30, June 30,
(Unaudited) (Unaudited)
2006 2007 2006 2007
Weighted average number of common share outsta— basic 20,660,22 26,142,38 19,500,41 26,070,21
Effect of diluted stock optior — 513,95¢ — 502,13¢
Weighted average number of common shares outsig— diluted 20,660,22 26,656,34 19,500,41 26,572,35

6. Stock-Based Compensation

On May 30, 2006, the Board of Directors of @@mpany approved the 2006 Stock Incentive Plar.Zl06 Stock Incentive Plan
authorizes the Company to issue up to 1,300,00@skd Common Stock to employees, non-employeetdire and consultants pursuant to
awards of stock options, stock appreciation rigigstricted stock, in payment of performance sharegher stock-based awards. Under the
2006 Stock Incentive Plan, stock options must la@tgd at a price at least equal to the fair maréilete of the stock on the date the option is
granted, generally are not subject to re-pricimg, @ill not be exercisable more than ten years #ffie date of grant. Options granted under
the 2006 Stock Option Plan generally qualify asrtigmalified stock options” under the U.S. InterRalvenue Code. Options granted under
the 2004 Common Stock Option Plan generally qualgfyincentive stock options” under the U.S. InggfiRevenue Code. The exercise price
of a stock option is not less than the fair maxkadtie of the Company’s common stock on the opti@amgdate.
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Options granted during the six months endex B0, 2007 to employees and members of the CorngoBowrd of Directors were as
follows:

Number of Exercise Black Scholes Dividend Risk free Expected
Date Options Price Value Volatility Yield Interest Rate Term
March 28, 200° 3,00( $21.7¢ $10.3¢ 45.(% 0.C% 4.54% 5.5
March 28, 200° 5,00( $21.7¢ $11.2¢ 45.(% 0.C% 4.4<% 6.5
April 9, 2007 5,50( $22.81 $12.2¢ 45.(% 0.C% 4.62% 7.C
April 9, 2007 5,00( $22.87 $11.8¢ 45.(% 0.C% 4.61% 6.5
Total revenue 18,50(

At June 30, 2007, the Company has 752,26Q1&8¢D40 stock options outstanding under its 200dhi@on Stock Option Plan and 2006
Stock Incentive Plan, respectively. The total congag¢ion expense, classified within Payroll andteglaon the condensed statements of
operations, related to these plans was $531 andl #8%5The three and six months ended June 30, 26665186 and $355 the three and six
months ended June 30, 2007, respectively.

As of June 30, 2007, a total of $2,395 unractey compensation cost related to stock optioesgjgcted to be recognized, depending
upon the likelihood that accelerated vesting targe¢ met in future periods, over a weighted-aveegiod of 3.4 years.

7. Goodwill and Other Intangibles

Goodwill has been allocated to reporting uttitst closely reflect the regions served by our toade names; New York Sports Clubs,
Boston Sports Clubs, Washington Sports Clubs anldddiphia Sports Clubs, with certain more remadtbds that do not benefit from a
regional cluster being considered single reportinigs.

In each of the quarters ended March 31, 20@62807, the Company performed its annual impaitrre=st. Goodwill impairment testing
requires a comparison between the carrying valddainvalue of reportable goodwill. If the carrginalue exceeds the fair value, goodwil
considered impaired. The amount of the impairmess is measured as the difference between tharmgnglue and the implied fair value of
goodwill, which is determined using discounted cfisWvs. The 2006 and 2007 impairment tests suppdtte recorded goodwill balances ¢
as such no impairment of goodwill was required. ¢hange in the carrying amount of goodwill from Beaber 31, 2006 through June 30,
2007 is as follows:

Balance as of December 31, 2( $50,11:
Changes due to foreign currency exchange rateufitioins (13
Balance as of June 30, 20 $50,09¢
As of December 31, 2006
($'000s)

Gross Carrying Accumulated
Acquired Intangible Assets Amount Amortization Net Intangibles
Membership list: $ 12,14¢ $ (11,389 $ 757
Covenant-noti-to-compete 1,151 (1,009 147
Beneficial least 223 (205) 18

$ 13,52( $ (1259) & 922
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As of June 30, 2007

($'000s)
Gross Carrying Accumulated
Amount Amortization Net Intangibles
Membership list: $ 12,14¢ $ (11,600 $ 54C
Covenant-noi-to-compete 1,151 (1,032 11¢
Beneficial least 223 (217) 12
$ 13520 $ (12,849 $ 671

The amortization expense of the above acquitaghgible assets for each of the three yearsgniline 30, 2010 is as follows:

Aggregate Amortization Expense for the twelve monthk ending June 30, ($'000s)

2008 $ 39C
2009 27z
2010 9

$ 671

Amortization expense for the six months endignk 30, 2006 and 2007 amounted to $321 and $2&dectively.

8. Income Taxes

The Company adopted Financial Accounting StahslBoard Interpretation No. 48¢counting for Uncertainty in Income TaxgBIN
48") on January 1, 2007. FIN 48 clarifies the aettimg for uncertainty in income taxes by prescripaminimum probability threshold that a
tax position must meet before a financial staterbengfit is recognized. FIN 48 requires that a Camyprecognize in its consolidated
financial statements the impact of a tax positibthat position is more likely than not of beingssained on audit, based on the technical
merits of the position. The Company did not hawhange to the liability for unrecognized tax betsedis a result of the implementation of
FIN 48. At the adoption date of January 1, 200&,Glompany had $1,155 of unrecognized tax ben€fitthis total, $751 represents the
amount of unrecognized tax benefits that, if recogph, would affect the Company’s effective tax riatany future periods. The Company
does not anticipate the total amount of unrecoghiinefits will significantly change by December 3007.

Effective upon the adoption of FIN 48, the Quamy recognizes both interest accrued relatedrecognized tax benefits and penalties in
income tax expenses. The Company has no accrualgdoest or penalties as of January 1, 2007.

The Company files Federal income tax retuimrgign jurisdiction income tax returns and mukigtate and local jurisdiction income tax
returns. The state of New York is currently examgnyears 2003, 2004 and 2005. The Company is rgetosubject to examinations of its
Federal income tax returns by the Internal ReveSrmice for years 2000 and prior.

9. Commitments and Contingencies

On or about March 1, 2005, in an action styadah Cruz, et al v. Town Sports International, t\®w York Sports Clufplaintiffs
commenced a purported class action against the @wyrip the Supreme Court, New York County, seekingaid wages and alleging that
TSI LLC violated various overtime provisions of thew York State Labor Law with respect to the pagtrad wages to certain trainers and
assistant fitness managers. On or about Novemi805, the complaint and the lawsuit were stayeshiggreement of the parties pending
mediation. On or about November 28, 2006, the fiffsrgave notice that they wished to lift the st&n or about June 18, 2007, the same
plaintiffs commenced a second purported class metiainst the Company in the Supreme Court, Nevk Caunty, seeking unpaid wages
and alleging that TSI LLC violated various wage impayt and overtime provisions of the New York Stadbor Law with respect to the
payment of wages to all New York purported hourypdoyees. While we are unable to determine thenalit outcome of the above action
this time, we intend to contest these cases vigdyoDepending upon the ultimate outcome, thesearsatmay have a material effect on the
Company’s consolidated financial position, resafteperations, or cash flows.
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TSI LLC and several other third parties hagerbnamed as defendants in an action s@batbs Urbina et ano v. 26 Court Street
Associates, LLC et afiled in the Supreme Court, New York County, orebout June 12, 2001, seeking damages for persgoaks.
Following a trial, TSI LLC received a directed vietdor indemnification against one of TSI LLC’srdoactors and the plaintiffs received a
jury verdict of approximately $8.9 million in thefmvor. Both of those verdicts are being appeate €51 LLC has filed an appeal bond in
amount of $1.8 million in connection with those agls. TSI LLC is vigorously opposing the appeahef directed verdict and prosecuting
appeal of the jury verdict, which appeals were acgon May 16, 2006. Depending on the ultimate cuahis matter may have a material
effect on the Company’s consolidated financial fiosj results of operations or cash flows.

We are engaged in other legal actions arisirige ordinary course of business and believetti@tiltimate outcome of these actions will
not have a material effect on the Company’s codatdid financial position, results of operationsash flows.

10. Investments in Affiliated Companies

The Company has investments in Capitol Hill&h Club Associates (“CHSCA”) and Kalorama Spblamagements Associates
("KSMA") (collectively referred to as the “Affiliags”). The Company has a limited partnership intdre€HSCA, which provides the
Company with approximately 20% of CHSCA's profits, defined. The Company has a co-general partpeasil limited partnership
interests in KSMA, which entitles it to receive amamately 45% of KSMA'’s profits, as defined. Théfilates have operations, that are
similar, and related to, those of the Company. Thepany accounts for these Affiliates in accordamitl the equity method. The assets,
liabilities, equity and operating results of CHS@Ad the Company’s pro rata share of CHSCA's nadtassd operating results were not
material for all periods presented. KSMA'’s balasbeets for the periods presented are not materthetCompany’s balance sheets for these
respective periods. Total revenue, income fromafers and net income of KSMA for the three andmsonths ended June 30, 2006 and
2007 are as follows:

Three months ended Six months ended
June 30, June 30,
($'000s) ($'000s)
2006 2007 2006 2007
Revenue $88C $931 $1,78¢ $1,831
Income from operatior 42¢ 40€ 79t 77¢
Net income 412 374 75¢ 722
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ITEM 2. Management’s Discussion and Analysis of Financiab@dition and Results of Operations

Introduction

We are one of the two leading owners and dpev®f fitness clubs in the Northeast and Mid-Atia regions of the United States and the
fourth largest fithess club operator in the Uniftdtes, in each case as measured by number of Alsilod June 30, 2007, we owned and
operated 150 fitness clubs and partly owned andatge two fitness clubs. These 152 clubs colleltiserved approximately 478,000
members as of June 30, 2007. We have developerkéindd our fitness club model through our clustgrstrategy, offering fithess clubs
close to our members’ work and homes. Our club tiadgets the “upper value” market segment, commmisdividuals aged between 21
and 50 with income levels between $50,000 and $DB0per year. We believe that the upper value sagim@ot only the broadest segment
of the market, but also the segment with the getae@wth opportunities.

Our goal is to be the most recognized hedith network in each of the four major metropolitagions we serve. We believe that our
strategy of clustering clubs provides significaahéfits to our members and allows us to achiewegiic operating advantages. In each of
markets, we have developed clusters by initiallgropg or acquiring clubs located in the more cénirldan markets of the region and then
branching out from these urban centers to the sisbamd neighboring communities. Capitalizing os thistering of clubs, as of June 30,
2007, approximately 42% of our members participatesur Passport Membership plan that allows uriéchiaccess to all of our clubs in our
clusters for a higher monthly membership fee. Tmaining 58% of our members participate in a Gokhiership plan that allows
unlimited access to a designated club and limitag¢ss to all of our clubs.

We have executed our clustering strategy ssfably in the New York region through the netwoflfitness clubs we operate under our
New York Sports Clubs brand name. We are the laf@aess club operator in Manhattan with 39 loga$ (more than twice as many as
nearest competitor) and operated a total of 108sclunder the New York Sports Clubs brand name wihi5-mile radius of New York City
as of June 30, 2007. We operated 21 clubs in tistoBaegion under our Boston Sports Clubs brandend® clubs in the Washington, D.C.
region under our Washington Sports Clubs brand reamdeseven clubs in the Philadelphia region undePtiladelphia Sports Clubs brand
name as of June 30, 2007. In addition, we opetateg clubs in Switzerland as of June 30, 2007 ewiploy localized brand names for our
clubs to create an image and atmosphere consigtignthe local community and to foster recognitama local network of quality fithess
clubs rather than a national chain.

We have two principal sources of revenue:

. Our largest sources of revenue are dues andtinitifees paid by our members. This comprises¥d8hflour total revenue for the six
months ended June 30, 2007. We recognize reveamerfrembership dues in the month when the servieeseadered.
Approximately 92.0% of our members pay their monthlies by Electronic Funds Transfer, or EFT, witiikebalance is paid
annually in advance. We recognize revenue fronaiinin fees over the expected average life of teenbvership

. For the six months ended June 30, 2007, we geei®.5% of our revenue from personal training Bu286 of our revenue from
other ancillary programs and services consistingroframming for children, group fitness traininglaother member activities, as
well as sales of miscellaneous sports prodi

The balance of our revenue (approximately 1f@&the six months ended June 30, 2007) pringipallates to rental of space in our
facilities to operators who offer wellness-relatéfitrings such as physical therapy. In addition,sek in-club advertising and sponsorships
and generate management fees from five univerisityss clubs in which we did not have an equitgnest. We refer to this as Fees and other
revenue.
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Revenue (in $°000s) is comprised of the following:

Three Months Ended June 30 Six Months Ended June 30
2006 2007 2006 2007

Membership due $ 86,76 79.3%  $ 93,81¢ 78.2%  $169,90: 79.6€%  $184,80: 78.€%
Initiation fees 2,321 2.1% 3,09¢ 2.6% 4,252 2.C% 5,97¢ 2.5%
Membership revenu 89,08t 81.4% 96,91 80.% 174,15! 81.6% 190,78: 81.1%
Personal training revent 13,08¢ 11.9% 15,48: 12.9% 25,35: 11.9% 29,40: 12.5%
Other ancillary club reveni 5,49( 5.C% 5,732 4.8% 11,07t 5.2% 12,28 5.2%
Ancillary club revenue 18,57 16.% 21,21« 17.7% 36,427 17.1% 41,687 17.7%
Fees and other reven 1,81( 1.7% 1,65( 1.4% 2,913 1.2% 2,68i 1.2%
Total revenue $109,46¢ 100.%  $119,77¢ 100.(%  $213,49! 100.(%  $235,15! 100.(%

Our revenues, operating income and net incdomihe three months ended June 30, 2007 were $hiflion, $16.4 million and
$6.4 million, respectively. Our revenues, operatmgpme and net income for the six months endeé 30n 2007 were $235.2 million,
$28.8 million and $2.6 million, respectively.

Our operating and selling expenses are coeghi$ both fixed and variable costs. Fixed costtuite club and supervisory salary and
related expenses, occupancy costs, including oegtaments of rent, housekeeping and contractedtemgince expenses, as well as
depreciation. Variable costs are primarily relategayroll associated with ancillary club revenmembership sales compensation,
advertising, utilities, certain facility repairssurance and club supplies.

General and administrative expenses includésaelating to our centralized support functiangsh as accounting, information systems,
purchasing and member relations, as well as cangiuftes and real estate development expenses.

As clubs mature and increase their membeisige, fixed costs are typically spread over areaming revenue base and operating ma
tend to improve.

Our primary capital expenditures relate todbastruction or acquisition of new club faciliti@sd upgrading and expanding our existing
clubs. The construction and equipment costs vasgdban the costs of construction labor, as wethagplanned service offerings and size and
configuration of the facility. We perform routineprovements at our clubs and partial replacemetiteofitness equipment each year for
which we budget approximately 4.0% of annual reeeiixpansions of certain facilities are also penkd from time to time, when
incremental space becomes available on acceptiohstand utilization and demand for the faciliigtates. In this connection, facility
remodeling is also considered where appropriate.

Historical Club Growth
The following table sets forth our club grovairing each of the quarters in 2006 and the fivetquarters of 2007.

2006 2007
Q1 Q2 Q3 Q4 Total Q1 Q2
Wholly owned clubs operated
beginning of perioc 13¢ 142 142 14t 13¢ 147 15C
New clubs opene 5 — 2 3 10 1
Clubs acquiret — — 1 — 1 — —
Clubs closed, relocated, mer¢
or sold (1) _( ) — _® _® = _O
Wholly owned clubs at end of
period 14¢ 14z 148 147 147 15¢ 15¢
Total clubs operated at end of
period (2) 14¢ 144 147 14¢ 14¢ 152 152

(1) In 2005, we temporarily closed a club foeaavation and expansion. This club reopened inugepr2006 and is included with new
clubs opened in the first quarter of 20

(2) Includes wholly owned and partly owned clulbpsaddition to the above, as of December 31, 20@6June 30, 2007, we managed five
university fitness clubs in which we did not haveegjuity interest
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Existing Club Revenue

We define comparable club revenue asnawat those clubs that were operated by us far Ienonths and comparable club revenue
growth as revenue for the 13th month and thereafiepplicable as compared to the same perio@ giribr year. We define mature club
revenue as revenue at those clubs that were ofddrates for the entire period presented and thié@tsecomparable period of the preceding
year. Under this definition, mature clubs are thasés that were operated for more than 24 moi

Comparable club revenue growth was 5.i#67% for the three and six months ended Jun2@®,. Mature club revenue growth
was 4.1% and 5.0% for the three and six monthsdeddee 30, 2007.
Results of Operations

The following table sets forth certain opargttata as a percentage of revenue for the pandasated:

Three Months Six Months
Ended June 30 Ended June 30
2006 2007 2006 2007
Revenue 100.(% 100.(% 100.(% 100.(%
Operating expense
Payroll and relate 37.1 37.2 38.2 38.C
Club operating 33.€ 317 33.4 32.¢
General and administrati 7.4 7.€ [2s 7.2
Depreciation and amortizatic 9.5 9.€ 9.7 9.7
87.€ 86.2 88.¢ 87.¢
Operating incom: 12.4 13.7 11.2 12.2
Loss on extinguishment of de 7.8 0.C 4.C 5.3
Interest expens 9.t .3 9.8 5.7
Interest incom (0.6) (0.2 (0.6) (0.2
Equity in the earnings of investees and rentalime (0.9 (0.9 (0.9 (0.9
Income (loss) before provision (benefit) for cogterincome taxe (4.0 9.C (1.6 1.8
Provision (benefit) for corporate income ta: (1.€ 3.7 0.9 0.7
Net income (loss (2.9% 5.2% (1.9% 1.1%

Three Months Ended June 30, 2007 Compared to Thkéenths Ended June 30, 2006

RevenuesRevenues increased $10.3 million, or 9.4%, to $& héllion during the three months ended June 307Z8om
$109.5 million in the three months ended June B062Revenues increased during the three monthedehde 30, 2007 by $4.2 million, or
4.1%, at the Company’s mature clubs. During thegahmonths ended June 30, 2007, revenue increasech#fion at the 18 clubs opened or
acquired subsequent to June 30, 2005. These irsr@asevenue were offset by a $1.0 million revedeerease related to the three clubs that
were closed and/or relocated subsequent to Ap20Q6.

Comparable club revenue increased 5.78aglthe three months ended June 30, 2007. OBtk increase, 2.9% was due to an
increase in membership, 0.8% was due to an inciageéce and 2.0% was due to an increase in amgittlub revenue and fees and other
revenue.
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Operating ExpenseQperating expenses increased $7.5 million, or 7t8%103.4 million during the three months endeaeJ80,
2007, from $95.9 million in the three months endede 30, 2006. The increase was due to the foltpfeaotors:

Payroll and related expenses increasepfitfy million, or 9.8%, to $44.6 million in the && months ended June 30, 2007, from
$40.6 million in the three months ended June 3062This increase was attributable to a 4.7% irseréa the total months of club operation
from 428 to 448 as well as the following:

. Payroll costs directly related to our personaihing, group fitness training, and programmingdbildren increased $1.4 million or
14.7%, due to an increase in demand for these qmnugy

Club operating expenses increased by $1.lomjlor 3.1%, to $37.9 million in the three monémled June 30, 2007, from $36.8 million
in the three months ended June 30, 2006. Thisaseraas principally attributable to the following:

. Rent and occupancy expenses increased $1.9miRient and occupancy costs at clubs that openedAgril 1, 2006, or that are
currently under construction, increased $1.6 millidhe remaining $300,000 increase in rent andaey expenses relates to our
clubs that were open prior to April 1, 20(

. Advertising and marketing expenses decreased $illiBmas we expended $1.7 million during the #hreonths ended June 30, 2
compared to $3.5 million during the same period006, primarily due to a shift in the timing of cagivertising plans

. As part of a customer service initiative, we hauésourced towel laundry service in 42 clubs a3uoe 30, 2007 as compared to 20
clubs as of June 30, 2006. As our clubs have becnare intensely clustered in our markets, and memitoss usage becomes more
prevalent, we have found it increasingly necestanffer towel laundry services at more of our dluBccordingly, we have
experienced a $492,000 increase in laundry expehseyy the three months ended June 30, 2007 wheipared to the three mon
ended June 30, 200

General and administrative expenses incredsédmillion or 12.5% to $9.1 million during therél® months ended June 30, 2007 from
$8.1 million during the same period in the prioayeThere was an increase in corporate rent of $4D4primarily due to the relocation of ¢
corporate headquarters in the beginning of Jun&.2D@e costs for the remainder of the lease olitigadf the vacated location were recorded
in the three months ended June 30, 2007. The rémgaincrease of general and administrative expéndaee increased costs to support the
growth in our business in 2007. In the three moetided June 30, 2006, the Company incurred $1lbbmdf costs related to the
examination of strategic and financing alternatiws such costs were incurred in the three monthe@ June 30, 2007.

Depreciation and amortization increased $1ilBomto $11.7 million in the three months endechd 30, 2007 from $10.4 million in the
three months ended June 30, 2006 principally dueahgb openings.

Loss on Extinguishment of DeBring the three months ended June 30, 2006, tep@oy paid $93.0 million to redeem $85.0 millior
outstanding principal of TSI LLC'’s 9 5/8% Senior tis, together with $6.8 million of early terminatifees and $1.2 million of accrued
interest. Deferred financing costs totaling $1.8iam were written off and fees totaling $222,00@re incurred in connection with the
extinguishment of debt. There were no such costisdrthree months ended June 30, 2007.

Interest Expensénterest expense decreased $4.0 million to $6.Homitluring the three months ended June 30, 2007 $10.4 million
in the three months ended June 30, 2006. This dsetis a result of the refinancing of our debt latagr interest rate in February 2007. In
addition, on June 8, 2006, we redeemed $85.0 midioTSI LLC’s 9 5/8% Senior Notes and on July @G0&, we redeemed $56.6 million of
the 11% Senior Discount Notes.

Interest Incomelnterest income decreased $383,000 to $279,00@:ithree months ended June 30, 2007 from $662r00@ ithree
months ended June 30, 2006 due to a decreaseawéh@ge cash balance in the three months ended3®2007 when compared to the tt
months ended June 30, 2006.

Provision for Corporate Income Tax&¥e have recorded an income tax provision of $4lfiamiin the three months ended June 30, 2007
compared to a benefit of $1.7 million benefit ie three months ended June 30, 2006. In the thre¢hmended June 30, 2006, an income tax
charge totaling $94,000 was recorded to reflecteleiction in state tax assets that we believea wet
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more likely than not to be realized in associatioth the interest related to the paydown of dedsuiting from the Company’s use of the
proceeds from its initial public offering (“IPO™yhich was consummated on June 7, 2006.

Six Months Ended June 30, 2007 Compared to Six MmEnded June 30, 200

RevenuesRevenues increased $21.7 million, or 10.1%, to $285llion during the six months ended June 30,7206m
$213.5 million in the six months ended June 3062@&venues increased during the six months byl$hdlion, or 5.0%, at the Company’s
mature clubs. During the six months, revenue irsgd&12.6 million at the 18 clubs opened or acdusibsequent to June 30, 2005. These
increases in revenue were offset by a $1.8 millesenue decrease related to the four clubs that wlesed and/or relocated subsequent to
January 1, 2006.

Comparable club revenue increased 6.7f8aglthe six months ended June 30, 2007. Of thi%Gncrease, 3.7% was due to an incr
in membership, 0.9% was due to an increase in prde2.1% was due to an increase in ancillary rdwenue and fees and other revenue.

Operating ExpenseQperating expenses increased $16.8 million, or 8t8%206.3 million in the six months ended JungeZ8D7,
from $189.5 million in the six months ended JuneZ6. The increase was due to the following facto

Payroll and related expenses increasegVi8/million, or 9.6%, to $89.3 million in the sixonths ended June 30, 2007, from
$81.5 million in the six months ended June 30, 2006s increase was attributable to a 4.2% incr@aiee total months of club operation
from 854 to 890 as well as the following:

. Payroll costs directly related to our personaining, group fitness training, and programmingdbildren increased $2.3 million or
12.4%, due to an increase in demand for these qmogy

. In addition, in the six months ended June 3062€fe Company incurred a charge relating to seeeragreements with our former
Chairman and certain employees totaling $1.6 nmillibhe total costs of these severance packagesraeyeled in the six months
ended June 30, 2006 while no such costs were edimrthe six months ended June 30, 2!

Club operating expenses increased by i®@l@n, or 8.5%, to $77.3 million in the six mdrg ended June 30, 2007, from $71.3 million
in the six months ended June 30, 2006. This ineraas principally attributable to the following:

. Rent and occupancy expenses increased $4.2mifient and occupancy costs at clubs that openedJanuary 1, 2006, or that are
currently under construction, increased $3.5 millibhe remaining $700,000 increase in rent and panocy expenses relates to our
clubs that were open prior to January 1, 2(

. Advertising and marketing expenses decreased,$380as we expended $5.0 million in the six moetided June 30, 2007
compared to $5.7 million in the six months endeakJB0, 2006, primarily due to a shift in the timiwfgour advertising plan:

. As part of a customer service initiative, we hauésourced towel laundry service in 42 clubs adusie 30, 2007 as compared to 20
clubs as of June 30, 2006. As our clubs have becenare intensely clustered in our markets, and memizss usage becomes more
prevalent, we have found it increasingly necessanffer towel laundry services at more of our dluBccordingly, we have
experienced a $1.1 million increase in laundry esps during the six months ended June 30, 2007 wdrapared to the six months
ended June 30, 200

General and administrative expenses asae $913,000, or 5.7%, to $16.9 million duringglxemonths ended June 30, 2007 from
$16.0 million during the same period in the prieay. There was an increase in corporate rent d,$88 primarily due to the relocation of
our corporate headquarters in the beginning of 200&. The costs for the remainder of the leasigatidn of the vacated location were
recorded in the three months ended June 30, 20@/rémaining increase of general and administrakgeense is due increased costs to
support the growth in our business in 2007. Inditenonths ended June 30, 2006, the Company ink@te7 million of costs related to the
examination of strategic and financing alternatiws such costs were incurred in the three monthe@ June 30, 2007.

Depreciation and amortization increas2d $nillion to $22.8 million in the six months entldune 30, 2007 from $20.8 million in the
six months ended June 30, 2006 principally duest® and expanded clubs.
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Loss on Extinguishment of DeBluring the six months ended June 30, 2007, lossxtinguishment of debt was $12.5 million. The
proceeds from the New Senior Credit Facility ob¢dion February 27, 2007, were used to repay thainémg principal of $170.0 million of
the outstanding principal of TSI LLC’s 9 5/8% Saridotes. The Company incurred $8.8 million of tengieemium and $215,000 of call
premium together with $335,000 of fees and expereated to the tender of TSI LLC’s 9 5/8% Seniatd$. Net deferred financing costs
related to the Senior Credit Facility and TSI LL@&/8% Senior Notes totaling approximately $3.8iom were expensed in the first quarter
of 2007. During the six months ended June 30, 2[@36,on extinguishment of debt was $8.7 milliohe TTCompany paid $93.0 million to
redeem $85.0 million of outstanding principal ofI LEC’s 9 5/8% Senior Notes, together with $6.8lail of early termination fees and $1.2
million of accrued interest. Deferred financing tsomtaling $1.6 million were written off and fetegaling $222,000 were incurred in
connection with the extinguishment of debt.

Interest Expensénterest expense decreased $7.7 million to $13kbmduring the six months ended June 30, 200fro
$21.1 million in the six months ended June 30, 2006s decrease is a result of the refinancingusfdebt at a lower interest rate in
February 2007. In addition, on June 8, 2006, weeated $85.0 million of TSI LLC’s 9 5/8% Senior Notnd on July 7, 2006 we redeemed
$56.6 million of the 11% Senior Discount Notes.

Interest Incomelnterest income decreased $849,000 to $538,00teisik months ended June 30, 2007 from $1.4 milliche six
months ended June 30, 2006 due to a decrease @veéhage cash balance in the six months ended3yr#®07 when compared to the same
period of 2006.

Provision for Corporate Income Tax&¥'e have recorded an income tax provision of $1I8amiin the six months ended June 30,
2007 compared to a benefit of $664,000 in the sixtims ended June 30, 2006. In the six months ehalegl 30, 2006, an income tax charge
totaling $751,000 was recorded to reflect the rédndn state tax assets that we believed werenaoe likely than not to be realized in
association with the interest related to the paydoiwebt, resulting from the Company’s use ofggtheceeds from its IPO, which was
consummated on June 7, 2006.

Liquidity and Capital Resources

Historically, we have satisfied our liquiditgeds through cash generated from operations aimigdorrowing arrangements. Principal
liquidity needs have included the acquisition ardedopment of new clubs, debt service requiremandsother capital expenditures neces
to upgrade, expand and renovate existing clubs.

Operating ActivitiesNet cash provided by operating activities for thensonths ended June 30, 2007 was $48.2 millionpamed to
$48.4 million during the six months ended JuneZBD6 for a $248,000 or 0.5% decrease. During thensinths ended June 30, 2006 the
Company received a $3.6 million Federal tax refand paid $2.6 million in Federal and state taxesylting in a net tax inflow of
$1.0 million. The Company’s cash payments for tarésled $5.8 million for the first six months dd@. This results in a $6.8 million
increase in cash paid for taxes during the six moehded June 30, 2007 when compared to the saind pe2006.

Excluding the effects of cash and cash egeitabalances, we normally operate with a workirgjtehdeficit because we receive dues and
program and services fees either (i) during thetimearvices are rendered, or (ii) when paid-in;fmlladvance. As a result, we typically do
not have significant accounts receivable. We redefdrred liabilities for revenue received in ads@in connection with dues and services
paid-in-full and for initiation fees paid at then of enroliment. Initiation fees received are defé and amortized over a 30-month period,
which represents the approximate life of a membgthe time a member joins our club we incur enmalht costs which are deferred over
30 months. These costs typically offset the imjpaitiation fees have on working capital. We do hetieve we will have to finance this
working capital deficit in the foreseeable futusecause as we increase the number of clubs opesxpeet we will continue to have deferred
revenue balances that reflect services and duearth@aid-in-full in advance at levels similar ¢o,greater than, those currently maintained.
The deferred revenue balances that give rise sonthirking capital deficit represent cash receiveddvance of services performed, and dc
represent liabilities that must be funded with cash

Investing Activitieslnvesting activities consist primarily of constriact of new clubs and the purchase of new fithesspegent. In
addition, we make capital expenditures to expartiramodel our existing clubs. We finance constarctind the purchase of equipment by
using cash generated by operations and variouswiong arrangements. Net cash used in investingiiet was $42.1 million and
$26.0 million during the six months ended June2B®7 and 2006, respectively. The increase in dapitzenditures is due to the increase in
the number of clubs under construction in 2007 canmeg to 2006. During the year ending December BQ7 2we estimate we will invest a
total of $94.0 million in capital expenditures. $mount includes $16.2 million to continue to w@ulgr existing clubs, $4.0 million for the
relocation of our corporate headquarters, and $dllibn to enhance our management information systeThe remainder of our 2007 capital
expenditures will be committed to building or exgangy clubs.
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These expenditures will be funded by cash flow gled by operations, available cash on hand, atidet@extent needed, borrowings from our
Revolving Loan Facility.

Financing ActivitiesNet cash provided by financing activities was $#ibion for the six months ended June 30, 2007 carag to net
cash used in financing activities of $2.4 millienthe same period in the prior year for an incréadmancing cash of $6.4 million. This
increase can be attributed to the refinancing ofdebt on February 27, 2007. The net proceedsiafieance costs from the New Senior
Credit Facility of $182.4 million, were used to agpthe remaining principal of $170.0 million of thetstanding principal of TSI LLC’s 9
5/8% Senior Notes. In addition, we paid a premiunt fees in connection to the extinguishment of @él$9.3 million. These transactions
accounted for a $3.1 million increase in cash eelab financing activities in the six months endade 30, 2007. In addition, in the six mol
ended June 30, 2007, there was a $1.7 million &s&rén cash due to the exercise of stock optiorswebmpared to the six months ended
June 30, 2006.

As of June 30, 2007, our total consolidatelok deas $301.6 million. This substantial amount ebidcould have significant consequences,
including:

. Making it more difficult to satisfy our obligation
. Increasing our vulnerability to general adversenecoic conditions

. Limiting our ability to obtain additional finarmag to fund future working capital, capital expend#s, acquisitions of new clubs and
other general corporate requiremel

. Requiring cash flow from operations for the papinaf interest on our credit facility and reducimgr ability to use our cash flow to
fund working capital, capital expenditures, acdiasis of new clubs and general corporate requiréspemd

. Limiting our flexibility in planning for, or reaatig to, changes in our business and the industmhinh we operate
These limitations and consequences may placeais@npetitive disadvantage to other less-leveragetpetitors.

On February 27, 2007, the Company enteredar§i260.0 million senior secured credit facilitggt‘New Senior Credit Facility”). The
New Senior Credit Facility consists of a $185.0lionl term loan facility (the‘Term Loan Facility”), and a $75.0 million revohgrcredit
facility (the “Revolving Credit Facility”) and am¢remental term loan commitment facility in the fmaxm amount of $100.0 million, under
which borrowing is subject to compliance with carteonditions precedent by TSI LLC and agreemephugertain terms and conditions
thereof between the participating lenders and TSI.LThe Revolving Loan Facility replaced the sersecured revolving credit facility of
$75.0 million that was to mature on April 15, 2008.

As of June 30, 2007, TSI LLC had $184.5 millmutstanding under the Term Loan Facility. Bormgs under the Term Loan Facility w
at TSI LLC’s option, bear interest at either thenawstrative agent’s base rate plus 0.75% or itoHallar rate plus 1.75%, each as defined in
the related credit agreement. The interest ratth@se borrowings was 7.125% as of June 30, 206¥ Tém Loan Facility matures on the
earlier of February 27, 2014, or August 1, 2018)é& Company’s 11% Senior Discount Notes areatitstanding. TSI LLC is required to
repay 0.25% of principal, or $462,500 per quartggibning June 30, 2007. The first principal paymeas paid in June 2007.

The Revolving Loan Facility expires on Febguay, 2012 and borrowings under the facility cutigrat TSI LLC’s option, bear interest at
either the administrative agent’s base rate plaS%.or its Eurodollar rate plus 2.25%, as definethe related credit agreement. TSI LLC’s
applicable base rate and Eurodollar rate margimscammitment commission percentage, vary withGbepany’s consolidated secured
leverage ratio, as defined in the related credie@agent. TSI LLC is required to pay a commitmentdé0.50% per annum on the daily
unutilized amount. There were no borrowings outitag under the Revolving Loan Facility at June 3007 and outstanding letters of credit
issued totaled $12.8 million. The unutilized pontiaf the Revolving Loan Facility as of June 30, 20as $62.2 million.

As of June 30, 2007, the Company was in campk with its debt covenants in the related ciglitement and given the Company’s
operating plans and expected performance for 20@7Company expects it will continue to be in coimpte during the remainder of 2007.
These covenants may limit TSI LLC’s ability to im@dditional debt. As of June 30, 2007, permittecrdaving capacity of $75.0 million was
not restricted by the covenants.
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As of June 30, 2007, we had $116.9 milliodd% Senior Discount Notes outstanding.
As of June 30, 2007, we had $16.9 millionadltand cash equivalents.

We believe that we have, or will be able ttagbor generate sufficient funds to finance ourent operating and growth plans through the
end of 2007. Any material acceleration or expansioour plans through newly constructed clubs guisitions (to the extent such
acquisitions include cash payments) may requir® psirsue additional sources of financing priotht® end of 2007. There can be no
assurance that such financing will be availablehat it will be available on acceptable terms.

Notes payable were incurred upon the acqorsitf various clubs and are subject to possiblé geguisition reductions arising out of
operations of the acquired clubs. These notesibtaest at rates between 6% and 7% and are gbneoal-collateralized. The notes are due
on various dates through 2009.

The aggregate long-term debt, and operatiagel®bligations as of June 30, 2007 were as follows

Payments Due by Period (in $'000s)

Less thar After
Contractual Obligations (3) Total 1 Year 1-3 Years 4-5 Years 5 Years
Long-Term Debt(1 $ 399,30: $ 1,967 $ 25,327 $ 34,15¢ $337,85(
Operating Lease Obligations( 879,78 71,70¢ 153,65¢ 145,27 509,14¢
Total Contractual Cash Obligatio $1,279,09 $73,67¢ $178,98! $179,43: $846,99¢

Notes:

(1) The long-term debt contractual cash obligatimclude principal and interest payment requingsen the 11% Senior Discount Notes.
These amounts do not include interest on the TevanlFacility, as this interest rate is variablee Titerest rate as of June 30, 2007
was 7.125% or $13.2 million on an annualized b:

(2) Operating lease obligations include base oaht. Certain leases provide for additional reaédd on real estate taxes, common area
maintenance and defined amounts based on the mgerasults of the lesse

(3) Excluded from the table above, as of June280y, the Company had $751,000 of unrecognizebeagfits that, if recognized, would
affect the Compar’s effective tax rate in any future perio

Recent Changes in or Recently Issued Accounting Pmouncements

In September 2006, the FASB issued Statenfdfinancial Accounting Standards (“SFAS”) No. 15ajr Value Measuremen{§SFAS
157"), which defines fair value, establishes a fearark for measuring fair value in accordance wigheyally accepted accounting principles,
and expands disclosures about fair value measutenf®RAS 157 is effective January 1, 2008, forGoeenpany. We are currently evaluating
the impact of SFAS 157 on our Consolidated Findrgtatements.

In February 2007, the FASB issued SFAS No, Th@ Fair Value Option for Financial Assets and Fioal Liabilities Including an
amendment of FASB No. 1¢SFAS 159), which permits entities to choose tamee many financial instruments and certain dtkers at
fair value. The objective is to improve financiaporting by mitigating volatility in reported eangis caused by measuring related assets and
liabilities separately. SFAS 159 is effective Jagulg 2008 for the Company. We are currently ev@hgathe impact of SFAS 159 on our
Consolidated Financial Statements.

Forward-Looking Statements

Certain statements in this quarterly reporform 10-Q of the Company for the three month geended June30, 2007 are forward-
looking statements, including, without limitatistatements regarding future financial results asrfopmance, capital expenditures, liquidity
and potential sales revenue. These statementsigjersto various risks and uncertainties, manyloich are outside the control of the
Company, including the level of market demand fer Company’s services, competitive pressures,littiyao achieve reductions in
operating costs and to continue to integrate aitopris, the application of Federal and state tavsland regulations, and other specific factors
referred to in discussed in this quarterly reporform 10-Q (including under the caption “Risk feast) and in other SEC filings by the
Company, including the Company’s Annual Report omi-10-K for the year ended December 31, 2006.iftoemation contained herein
represents management’s best judgment as of teehdedof based on
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information currently available; however, the Comypaoes not intend to update this information, pxees required by law to reflect
developments or information obtained after the dateof and disclaims any legal obligation to thetrary.

ITEM 3. Quantitative and Qualitative Disclosures About MakRisk

Our debt consists of both fixed and varialdbtdacilities. As of June 30, 2007, a total of $Bmillion of our debt consisted of a Term
Loan Facility for which borrowings are subject t@riable interest rates. Borrowings under this Teoan are for periods of 180 days or less
and upon each renewal the interest rates areandetould be considered variable. For the six m®atided June 30, 2007, this debt was
outstanding for 123 days. If shdgrm interest rates were to have increased by #8613 Ipoints during the six months ended June 307,20ur
interest expense would have increased by approzlyn®632,000. These amounts are determined by demsg the impact of the
hypothetical interest rates on our debt balanceaguhis period.

For additional information concerning the terai our fixedrate debt see Note 7 to our December 31, 2006diabstatements included
our Annual Report on Form 10-K for the year ended¢@nber 31, 2006 filed with the SEC on March 18720

ITEM 4. Controls and Procedures.

(a) As of June 30, 2007, the Company carrigcao evaluation, under the supervision and wighghrticipation of the Company’s
management, including the Chief Executive Officed ¢he Chief Financial Officer, of the effectiveaed the design and operation of the
Company’s disclosure controls and procedures patsod&Exchange Act Rule 13e6. Based upon that evaluation, our Chief Execufiffecer
and Chief Financial Officer have concluded thatp@$une 30, 2007, the Company’s disclosure camtint procedures were effective, to
ensure that information required to be disclosetheyCompany in reports that it files or furnishiesler the Securities Exchange Act of 1934
is recorded, processed , summarized and reportéihwine time periods specified in the Securitied Exchange Commission’s rules and
forms, and to ensure that such information is actated and communicated to our management, inauaiim Chief Executive Officer and
Chief Financial Officer, as appropriate, to allamely decisions regarding required disclosure.

(b) We also maintain a system of internal aotimg controls that are designed to provide reallenassurance that our books and records
accurately reflect our transactions and that olicigs and procedures are followed. On April 1, 20he Company implemented an Oracle
suite of accounting systems by replacing its gdledger and consolidation software. This conversivolved various changes to the
Company'’s internal processes and control procedwessfinancial reporting; however, the basic intrcontrols over financial reporting
have not materially changed as a result of theiwoation of the implementation. There have not bemychanges in our internal control over
financial reporting (as such term is defined inddul 3a-15(f) and 15d-15(f) under the SecuritieshBrge Act of 1934, as amended) during
the fiscal quarter to which this report related tieve materially affected, or are reasonably yikelmaterially affect, our internal control over
financial reporting. The controls in place undes tiew software have been evaluated by managemehtlase 30, 2007 and management
believes that this conversion enhances the Compamigrnal control over financial reporting.
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PART Il. OTHER INFORMATION

ITEM 1. Legal Proceedings.

On or about March 1, 2005, in an action styadah Cruz, et al v. Town Sports International, t\®w York Sports Clufplaintiffs
commenced a purported class action against the &@wyrip the Supreme Court, New York County, seekingaid wages and alleging that
TSI LLC violated various overtime provisions of thew York State Labor Law with respect to the pagtrad wages to certain trainers and
assistant fitness managers. On or about Novemt805, the complaint and the lawsuit were stayeshiggreement of the parties pending
mediation. On or about November 28, 2006, the fiffsrgave notice that they wished to lift the st&n or about June 18, 2007, the same
plaintiffs commenced a second purported class metiminst the Company in the Supreme Court, Nevk Caunty, seeking unpaid wages
and alleging that TSI LLC violated various wage ipayt and overtime provisions of the New York Staabor Law with respect to the
payment of wages to all New York purported hourypdoyees. While we are unable to determine thenalit outcome of the above action
this time, we intend to contest these cases viglyoDepending upon the ultimate outcome, thesearsatmay have a material effect on the
Company’s consolidated financial position, resafteperations, or cash flows.

TSI LLC and several other third parties hagerbnamed as defendants in an action s@@ktbs Urbina et ano v. 26 Court Street
Associates, LLC et afiled in the Supreme Court, New York County, orebout June 12, 2001, seeking damages for persgn&ks.
Following a trial, TSI LLC received a directed vietdor indemnification against one of TSI LLC’srdpactors and the plaintiffs received a
jury verdict of approximately $8.9 million in thef@vor. Both of those verdicts are being appeafel &S| LLC has filed an appeal bond in
amount of $1.8 million in connection with those agfs. TSI LLC is vigorously opposing the appeatef directed verdict and prosecuting
appeal of the jury verdict, which appeals were acgon May 16, 2006. Depending on the ultimate autsahis matter may have a material
effect on the Company’s consolidated financial fiosj results of operations or cash flows.

We are engaged in other legal actions arisirige ordinary course of business and believettietltimate outcome of these actions will
not have a material effect on the Company’s codatéid financial position, results of operationsash flows.
Item 1A. Risk Factors

A description of the risk factors associatathwur business is contained in Item 1A, “Risk t6as,” of our 2006 Annual Report on Form
10-K filed with the Securities and Exchange Cominis®n March 13, 2007. These cautionary statermemet$o be used as a reference in
connection with any forward-looking statements.

There have been no material changes to thdatisors described in the Form 10-K.

ITEM 2. Unregistered Sales of Equity Securities and UsdéPobceeds
Not applicable.

ITEM 3. Defaults Upon Senior Securities.
Not applicable.
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ITEM 4. Submission of Matters to a Vote of Security Holders
(@) The Company held its 2007 Annual Meeting of Shaldgrs on May 1, 200°
(b) The following matters were voted upon at the annuaéting:

(i) The first item considered was the electdright directors of the Company to serve uné #9008 annual meeting of
shareholders, and the results of such voting wefelkpws:

Nominee For Withheld
Keith E. Alessi 24,672,40 77,80(
Paul N. Arnold 24,695,50 54,70(
Bruce C. Bruckman 24,340,45 409,74¢
J. Rice Edmond 24,363,55 386,64¢
Jason M. Fisl 24,521,85 228,35
Thomas J. Galligan I 24,718,00 32,20(
Robert J. Giardin. 24,519,88 230,32!
Kevin McCall 24,718,00 32,20(

(i) The second item was a proposal to ratifig@vaterhouseCoopers LLP as the Company’s indepgradiditor for the year
ending December 31, 2007, which was approved witii47,157 shares voted in favor of such proposdB£shares voted
against such proposal, and holders of 1,016 sladnstaining

ITEM 5. Other Information.
Not applicable.
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ITEM 6. Exhibits.

Exhibits
Exhibit No. Description of Exhibit
31.1 Certification of Chief Executive Officer pursuantRule 13-14(a) of the Securities Exchange Act, as amel
31.2 Certification of Chief Financial Officer pursuantRule 13-14(a) of the Securities Exchange Act, as amel
32.1 Section 1350 Certificatio
32.2 Section 1350 Certificatio
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SIGNATURES

Pursuant to requirements of the Securitieh&mrge Act of 1934, the registrant has duly causisd¢port to be signed on its behalf by the
undersigned thereunto duly authorized.

TOWN SPORTS INTERNATIONAL

HOLDINGS, INC.
DATE: August 2, 2007

By: /s/ Richard Pyle
Richard Pyle
Chief Financial Officer
(principal financial, accounting officel

DATE: August 2, 2007 By: /s/ Robert Giardina
Robert Giardina
Chief Executive Officer
(principal executive officel
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Exhibit 31.1

I, Robert Giardina, Chief Executive Officer of Towports International Holdings, Inc., certify that:
1. I have reviewed this quarterly report omrd 0-Q of Town Sports International Holdings, Inc.

2. Based on my knowledge, this quarterly regdoes not contain any untrue statement of a nadtiexdt or omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial stateismand other financial information included iistieport fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officrénd | are responsible for establishing and maiimg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls andgahoes, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durithg toeriod in which this report is being prepared;

(b) Evaluated the effectiveness of the regigts disclosure controls and procedures and predem this report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation; and

(c) Disclosed in this report any change inrggstrant’s internal control over financial refiog that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officaréad | have disclosed, based on our most recatt@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
function):

(a) All significant deficiencies and matenetaknesses in the design or operation of intematral over financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatdélves management or other employees who hawgnéisant role in the registrant’s
internal controls over financial reporting;

By: /s/ Robert Giardin

Robert Giardin:
Chief Executive Office

Date: August 2, 200
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Exhibit 31.2
I, Richard Pyle, Chief Financial Officer of Town@&ts International Holdings, Inc., certify that:
1. I have reviewed this quarterly report omrd 0-Q of Town Sports International Holdings, Inc.

2. Based on my knowledge, this quarterly regdoes not contain any untrue statement of a nadtiexdt or omit to state a material fact
necessary to make the statements made, in lighedfircumstances under which such statementsmwade, not misleading with respect to
the period covered by this report;

3. Based on my knowledge, the financial stateismand other financial information included iistteport fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying offic@rénd | are responsible for establishing and maiintg disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls andgahoes, or caused such disclosure controls an@guoes to be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Evaluated the effectiveness of the regigts disclosure controls and procedures and ptedem this report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibydport based on such evaluation; and

(c) Disclosed in this report any change inrdggistrant’s internal control over financial refiog that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repod) tlas materially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrant’s other certifying officaréad | have disclosed, based on our most recatt@ion of internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
function):

(a) All significant deficiencies and matenetaknesses in the design or operation of intematral over financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, thatolves management or other employees who hawgnéisant role in the registrant’s
internal control over financial reporting;

By: /s/ Richard Pyle
Richard Pyle
Chief Financial Officer

Date: August 2, 2007
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Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of To®ports International Holdings, Inc. (the “Compgrgn Form 10-Q for the quarterly period
ended June 30, 2007 filed with the Securities archBnge Commission on the date hereof (the “RepdytRobert Giardina, Chief Executi

Officer of the Company, certify, pursuant to 18 ILS81350, as adopted pursuant to Section 906ecb#rbanes-Oxley Act of 2002, that to
my knowledge:

(1) The Report fully complies with the requirents of Section 13(a) or 15(d) of the Securitiesiange Act of 1934; and

(2) The information contained in the Repoitlygpresents, in all material respects, the finahcondition and results of operations of
Company.

/s/ Robert Giardin.

Robert Giardin:

Town Sports International Holdings, Inc.
Chief Executive Office

August 2, 2007

A signed original of this written statemenqueed by Section 906 has been provided to the @Goyppand will be retained by the Company
and furnished to the Securities and Exchange Cosionir its staff upon request.
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Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the quarterly report of To®ports International Holdings, Inc. (the “Compgrgn Form 10-Q for the quarterly period
ended June 30, 2007 filed with the Securities archBnge Commission on the date hereof (the “RepdrtRichard Pyle, Chief Financial
Officer of the Company, certify, pursuant to 18 LS1350, as adopted pursuant to Section 906 dbdinbane®©xley Act of 2002, that to m
knowledge:

(1) The Report fully complies with the requirents of Section 13(a) or 15(d) of the Securitiesiange Act of 1934; and
(2) The information contained in the Repoitlygpresents, in all material respects, the finahcondition and results of operations of
Company.

/sl Richard Pyl

Town Sports International Holdings, Ir
Chief Financial Officel

August 2, 2007

A signed original of this written statemenqueed by Section 906 has been provided to the Goypand will be retained by the Company
and furnished to the Securities and Exchange Cosionior its staff upon request.
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