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Express IRA Cheat Sheet

Fees and
Charges

Account Opening Fee

Contribution to an existing Express IRA
Annpual JRA Custodial Fee

ACH Transfer (in or out)

Returned Check/ACH

Duplicate Statement

Additional copies of Statement

$15 (per account, this is & tax office fee, not an HRBFA fee)
$15 (per contribution, if done at the Tax office)

$10 the following April (HRBFA fee)

Free :

$20

2 free per 12 mo. Period (Statements issued quarterly)
$3.00 (includes tax statements)

Overnight Mail

Termination Fee

Wire transfer
ACAT Transfer

$15 (must be at least $500))
$25 (to close account)

$15 (must be at least $1000)
$75 (transfer to another firm)

Product
Overview

Investment in an FDIC-insured money fund.

IRA product — Traditional or Roth. -

$300 inijtial contribution minimum. Minimum waived with $25 per month systematic investment.
Systematic investing is for current year contributions only.

Systematic investing of any amount of $25 or more can be set up at the tax desk.

No minimum for subsequent deposits.

$15 set-up fee will be charged. This is also known as the account opening fee.

$15 contribution/re-contribution fee is assessed at the tax office. (in addition to the opening fee)
The contribution and setup fee's are waived if:

»  The customer does a RAL.

» The customer’s account has a minimum of $2000.

»  The customer has systematic investing of at least $150 per month.

$10 annual custodial fee charged the following April after the account is opened. This fee can be
waived xi') the client sets up systematic investing of at least $25 per month (or the account balance
1s $1,000). :

Express
IRA
Benefits

Supports our mission of being our clients’ tax and financial partner.

It is an efficient way to help clients achieve their financial goals.

High expectation of increased client retention.

Can be set up quickly at time of tax preparation.

Can be funded using refund, personal check, or debit from client’s bank account.

Client can choose to receive any excess refund money via RAL or RAC.

Pays money market rate of interest and is a safe investment with FDIC insurance up to $100,000.
Easy transfer to other investment products (HRBFA) with different risk and rate of return.

Interest
Rate

Money market rate of interest may fluctuate daily depending on market conditions. The rate will be
approximately the Federal Fund Rate - .25%. Clients should be told that the rate may fluctuate daily
over the life of the investment.

Sweep

Daily at HRBFA. Deposits will begin earning interest as soon as they are converted to
Federal funds, usually one to two business days after deposit at HRBFA.

Offer
Period

Contributions can be made through the dates below for the following options:

April 4 for prior year contributions, if the client funds with their refund.

April 15 for prior year contributions, if the client funds via ACH debit.

April 15 for prior year contributions, if client funds with a check.

August 15 for current year initially if the client funds via refund, systematic investing and ACH
debit.

Rescission
Period

10 business days from the day of funding. We must have the rescission form in our office by the 10% day.

Funding
Time
Frames

B Funding should hit the account within 14 days from the setup date.

‘H A personalized welcome kit will be sent when the account is funded.

R If the account is not funded within 28 days from the date of setup, an Operations Specialist will
investigate this issue.
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H&R BLOCK"
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Express IRA Application

D New Account . | Eaisting Accoumt

ior niernal Use Only

Account €
Legai Name Occupation Mother's Maiden Name
Marilal Status T2x Bracket { Annual income Number of Dependents
Email Address Employer . Year's Empioyed
Home Address Check here 1o change a0dress on account Business Address
City . Stawe Zip City State Zp
Social Security Date of Birth Citizenshp Home Phone Business Phone
Number
Account Type Contribution for Tax Year

. traditional Roth --2004 § 2005 §

initial Transaction and Deposit
Remember: One time and systematic monthly ACH must attach a voided check or letter

on bank stationary to this application.

Elecrronic Refund . :Check {Checks made payabile 1o HER Block Financial Advisors.

Inc.}
One Time ACH . . Monthly Systematic ACH (minimum $25)
Previous year, one time ACH must be compieed by Aprl S pet month
5
Month Dayi 1" _15%.::25"
Routing Transit Number, Routing Transit Number,
Bank Account Numb Bank Account Number.
Primary Beneficiary in the event of iy death_ the proceeds will be distributec 100% 10 he Deneficiary ksted below.
Name Socisl Security Number l Date of Brth
Address Relaonship

Contingent Beneliciary in the evert of my death, and the oeath of my primary benefCiary, he proceeds will be distributed 100% 1o the beneficiary ksted below.

Name Socisl Securty Number J Dete of Birth

Acdress Retationshep

To help the government fight the funding of 1errorism and money laundering aclivities, Federal law requires all finangal institutions
to obtain, verify, and record information that identifies each person who opens an account. What this means for you: When you
open an Express IRA, we will ask you for your name, address, date of birth and other information that will allow us to identiy you.

We may also 25k 10 see your driver’s Jikense or other identifying documents.
Government ksved D 3) D Driver's Lcense/State 1D b) 0 Fasspon ¢) O Alien Registration d) 0 Corporate/Parinership Resolution ) 0 Other

) ID numbes 9) issuing State ov Country h) expiration date Gf applicable),
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1 hereby cerily thal | have inspected the information above. Tax Professional Signature

X

FDIC - Insured Money Market Account Agreement: When you open an H&R Block Express IRA account with H&R Block Financial Advisors, your money wil
be automatically invested into an interest-bearing FDIC-insured money market account, with up o $100,000 of FDIC insurance, 1hrough Reserve Management
Corporation ("Reserve™), al an insured - deposiory institution "8ank"). The insurance on your account will be limited to a combined 1otal of $100.000 for afl
deposits heid in the same legal ownership category per Bank, which includes this account and any other balances you have. directly or through other
inlermegdianes. By opening an H&R Block Express IRA account, you agree to appoint Reserve as your authorzed agent. If you have questions about FDIC
coverage, you may call FDIC Consumer Aftarrs at 800-934-3342. Interest Rate: Each account will be paid a rate of interest. which may fluctuate daily depending
on market conditons Catl 1-800-HRBLOCK for the current prevaiing rate. Interest accrues from date of deposit (0 the last full day before withdrawal and is
compounded daily and credited monthly Deposits: The minimum initial IRA deposit s $300 with no minimum for subsequent deposis. If you stan with a
systematic monthly invesiment of $25 or more. you do nol have to meet the $300 initial investment amouu first. Withdrawals: You may make withdrawals at any

Lime, in any amount. Withdrawals may be subject to tax and/or a 10% penalty tax for early wi Stalements will be marled quanerly. Other
terms: Sach deposit is solely the obligation of the depositor's Bank HLR Bbcn Fmancnal Advisors and Reserve act only as agenls for you, the depositor [n the
event Banks participating in the HAR Block Express IRA reject itonal or with entirely or are terminated. then your agent is authorized by you to

move your deposi 10 another FDIC-insured bank. H&R Block Financial Advisors may. withoul notice. refuse any deposit or close any account f an account
owner's actions become burdensome. Reserve is paid a comprehensive fee, not 1o exceed 1.10% per annum, of the average dady net assets of the account.
H&R Biock Financial Advisors may receive compensation from Reserve for providing administrative, clencal, record keeping, g and sha
accounting services  This amount is deducted daily prior 1o posting of interest to your H&R Block Financial Advisors account. In add‘nion your account will be
charged an annual custodial fee of $10 uniess a minimum §1,000 balance is met or account is enrolled in systematic investing. A one-time, small deposit may

cause your principat to be reduced due o this custodial fee  Your deposit will be in book entry format. therefore. you will not receive a passbook or a certificate

For Internal Use Only

Principal Approval BOM/RRIC Approval Date

Tax Office City State Zip Tax Office 1D rTax Office Phone Number

Retirement Account Terms and Conditions

By opening this account, you agree to appoint H&R Block Financial Advisors ("H&R Block™) and Reserve Management Corporation as your authorized agents,
pursuant to the terms and conditions as stated on this application. Whenever any stawte, nie or reguiation shall be enacted, which would affect or be inconsistent
with this agreement, this agreement will be modified or superseded as appropriate by the change. and all other provis:ons shalt continue in full force and effect.

Except as specifically provided herein. no provision of this agreement shak be waived. modified or amended uniess the changes are committed to writing.

You shal at ail times be liable for ang make payment of any indebledness or obligations of any kind or nature owing to H&R Block in any of your accounts at any
time upon demand, subject to al applicable constitutions. statules, rules and regulations

Any and all communications may be sent 1o you at the address now or hereafter provided in writing to H&R Block Financial Advisors, inc. (H&R Biock®) and aft
communications so sent. whether by mail, tetegraph, messenger or otherwise, shall be deemed to be given to you personaily whether actually received or not.
Repons of execution of orders and statements of your accounts shall be conclusive i not objected to, in writing. withm ten (10) days

HSR Block shall not be liabie for any loss caused directly or indirectly by any act or event beyond the control of H&R Block, including war, govemment restrictions,
exchange or market rulings. aclivity or suspensions of trading and such other acls cuslomarily considered “Acts of God.”

You agree to pay the reasonable costs and expenses of collection, induding attomey's fees. of any i dness or other obfigation of any kind or nature that you
owe H&R Block and which you fail lo pay on demand.

This agreement shall be governed by. and interpreted and determined in accordance with, the laws of the State of Michigan and shall inure to the benefi of HER
Block, s affliates, any successors and assigns by merger, consolidation or otherwise. and shall be binding upon you and your heirs, execulors, successors and
assigns. If any clause is heid to be unenforceable for any reason., it shall be severed and shall not afiect the validity or enforceabity of any other provisions of this
agreement which shall remain in eflect

Predispute Arbitration Clause
Pursuant to applicable federal rules and regutations. the following disclosures are hereby made with respect 10 the Predispute Arbtration Clause found below
i. Arbitration is final and binding on the partes.
W The parties are waiving their nght to seek remedies in count, including the right 1o jury by trial.
[ Pre-arbiration discovery 1s generaity more limited than, and different from, court proceedings.
L The arbitrator's award is not required 1o include factual findings or legal reasoning and any pany's nght 1o appeal or to seek modification of rulings by
the arbitrators is stictly kmited.
v. The panel of arbitrators will typicaily mciude a minority of arbitrators who were or are affiliated with the securities industry.

You agree 10 submit any and all conroversies or daims arising out of the refationship established by this agreement or any correspondmg agreement (0 arbiration
1o be conducted according to the niles and procedures of the New York Stock Exchange, Inc. (NYSE) or the National Association of Securities Dealers, Inc
(NASD), as you may elect, unless the claim or controversy is otherwise found nol to be arbitrable No person shafl bring a putative or certified class action to
arbitration, nor seek to enforce any predispute arbiration agreement against any person who has initialed in court 3 putative dass action, who i a member of a
putative class and who has nol cpted out of the class with respect to any claims encompassed by the putative class action unti:

i The class certification is denied;

ii The class is decertified; or

ai. The customer is excluded from the class by the court.

Such forbearance 1o enforce an agreement to arbirate shal not constitute a waiver of any rights under this agreement except to the extent stated herein.

Ar ion must be ¢ wed by service of a written demand for arbitration and should indicate the election of NYSE or NASD arbitration proceedings. If you do
not make an election within five (5) gays of written demand for such election, then H&R Biock Financial Advisors may make such an election on your behall. The
foregoing shall not limit H&R Block Financial Advisors from seeking injunctive and equilable rekef in a court of competent jurisdiction.

| have read, agree and am bound by the provisions of the Retvement Account Terms and Conditions including the FDIC-Insured Money Market Account
Agreement on page one of this application. | am aware 1hat this individuat retirement account will be assessed a $25 fee upon the dlosing of the account. | will
read. agree and be bound by the Disctosure Statement and the H&R Block Financial Advisors Individua! Reti C dial Account Ag it CAgreement”)
under which my Individual Retrement Account ("Account”) is established. | cenify the accuracy of the above information and appoint H&R Block Financial

Investment services 2nd securities products offered through H&R Block Financial Advisors, Inc.
Member NYSE/SIPC, 3 subsidiary of HER Block Inc. H&R Block inc. is not a registered broker-dealer.
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Agvisors, InC. 83 my ageni (0 execute My drections, 23 Broker, under the agreement establishing my Account. | represert | am of legal age and | centily, under
penaity of perjury, inat (1) the wxpayer 1D humber or Social Security ber on the ¢ s comect. {2) | 2m not subject 10 backup with g b )
have not been notifed that | am subject 10 backup withnolding as a resufl of 3 3iure to repon an interest or dividends, or (B) the internal Revenue Service has
nu.ﬁedmmalmmuqevwb,edhbwwpwnnoldrq OR, llammlbbamoﬂhm.g | have crossed out the tex1 in section (2) in this paragraph,
K d by the undersig sm:ndzanawammrewveuuwMywmumm

Furthermore, | certity thet the sbove 4 ion was
This agreement conmains a predispute arditration clause as disclosed above. | :ckmhﬂgo receipt of a r.op_y of this agreement. My signature below 350
sushorized HER Block Fingncial AOvisors 10 1ake the Miial ransattion aNC OepOsit aMOUNt from tne

Account Qwner Signature Date

Consent 1o Use Tax Retusn information: With your signed consent below, HER Block Tax Services. Inc. end its subsidiaries (collectively, “Tax
Services”). your lax return preparer. will use cenain mformation lrom your t2x retum prepared by us this yeer for the purpose of completing portions of
s IRA ppplication and will disclose such information to HAR Block 1o enable it to process this spplicstion. Tax Services will not use your 1ax retum
information for other purposes. except 10 provide you with additiona! tax-ret2led information anc services or 35 otherwise permitied by iaw. You aiso
acknowiedge &nd agree that Tax Services and’or your individual 13x preparer may be compensated 8s the resull of your opening an Express iRA

account

X

Account Owner Signature

Date

Swaple Voided Check Here for ACH contributions

Invesument services and securities products ottered Ywough MER Block Finencial Advisors, .
Member NYSE/SIPC. 2 sutsidiary o H&R Block ic. HER Block I, is not a registered broker-cealer.
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Express IRA

EXPRESS IRA
')mEapru: Hunulmmnumstered brE&RBIoukﬂutm-ybe setup&unn‘mhxpnpmhoupmun. Chenl.-mnydmaoebetwem Rothur
ikudibmul Clients mlyfnndumvuuendyﬁxtha tax-refund, bycbeck, dumtdepmtﬁ'nmuhmk ont, or by sy natic i;unu uti ﬁ-mnlbnnk'

] .leeount. The $10 annusl mamun-nu fee is wuve& for clients who luve stematic contribuf inng and for client wi}:h ‘s bal e grqmr than. $1000. -
"lnvutmenn nre Fch-mlured for up to 8100;000 per depontur St T Yoo E i

’ .‘Exprw IRA is p-rﬁm]arly well suited for chznta who are Justgemng suﬂ.ed w!ﬂ: savihg. 'I'hm are safne tax diulu who m-y hﬂe beua unted'
savings opportumhes eg. mtdnng 401(k) or- 403(b) plnru. However, whir you ’_ psider the “Jow minir bulnnus. the- rmmmnl I‘eu, -nd the
unmau:hed conVemenu of npetung and l'nnding lhrougb v.hc u:: oifc:. an Exprm m.A is hnn'l to henL - -

) Wlntare mebmeﬁho(mmtmgmmbpmem

“Convenient: ~ Clicats can fund in the tax office with o tax refund. - o e

Tex Smart: Chenta can potentially lower uxnblc income with trndmonnl IRA o o -

’ ‘_ ’ o 'E'hgihle dlierits can potcntully qunhfy for the Saver's Cmd:t and n:dnce hx hlhlhty . '

Competitive: - Low initial investment of $25 per manth, o $300 peryexr . .
Secun: - FDl Mup%‘lwowpudeponm :

*Acconnt upeniagfn—eonh-ibuu’m fee: . $15

**Annual meaintenonce fee: $10

Account termination: $25

Returned check/ACH: $20

Duplicate Statement: $3 ;
Wire transfers from XIRA: $25 k
Withdrawal by mail: Free

Transfer to aother financisl institution: $75

'Only spphs to tu uﬂ'\ce Lnnucﬂmi. no‘fu fnr mail ia umtnhunmx

"The a1 ’_‘ -""‘fuu ’for _ i uwxﬂu balmce uverSlOOO orweount.svnthsystannhcmunﬂ:lymtnbuhmof&?jarn:m -
FOR MORE INFORMATION

" . Clients: - U - R . . . R . s B
l-SOO-HRBLOCK n.nd select ﬁnunan] services opnon .

Tax Pma. Lo o :
1-800~}'lRBJ.DCK and -eltct ﬁnlnc‘ll:urvmel ‘o i
mmnﬁ@uimk.m -
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Express IRA

ROTH IRA VSs. TRADITIONAL IRA

Traditional IRA

Advantages

Savings | Assets grow tax free Contributions may be tax-deductible
Can contribute up to $3000* (annually) Tex-deferred growth
May continue to contribute after age 70 % Can contribute up to $3000° (annually)
Distribution Qualified withdrawals are tax free Early withdrewals-before the age of 59%4 may be penalized 10%

May withdraw original cuntribution at soy time without | Withdrawals other than nondeductible contributions are taxable
penalty

Assets may be withdrawn penalty free for purchase of a
first home and education

Must begin taking distribulions at age 704

Other pe!}alty-fre: exceptions

Considerations | Not avsilable if AG] ezceeds 5110 000 (5) or $160,000 Early withdrawals-before.the age of 53'4 may be penalized ll_ﬁ'

(MFJD) ) .
Withdrawals other than nondeductible contributions are taxable

Assets must be held at least § years from the date the
Roth IRA is opened before carnings can be withdrawn Must begin taking distributions at age 704
tax free and penalty free - . - .

Early withdrawols before the uge of 59 4 may be
penalized

Contributions are not tax deductible

'33500\!':;:50 brold:r

THE SAVER S CREDIT

The Snr.w s Cndu mehrement Savmgz Cnntnbutum Cred:L'l’RS Form 8880) iss nm-rd’undablc Lnx cred:t crutad for t.u plyﬂ'l whn d.woee to .
. fund a quullﬁed savings plan. The credit is hetween 10%-50% of an individual's qualified contribution (depending on their AGI). Cantributions to
an Express IRA aré a great way to take advantsage of the Saver's Cndrt The credlt may be daxm:d on t.he ﬁxst 32 DOO u{rehr:mem emtnb\mm -

made to s quahﬁed nebrement p]aa such as o Express IRA. .

i

Modified Adjusted Gross Income Rang_es
Married Filing Joint Head of Housebold All other Credit Rate
$0-$30,000 $0-$22,500 $0-$15,000 50% of Contribution
$30,001-$32,500 ;21501-524,375 $15,001-$16,250 20% of Conlribution
$32,501-$50,000 $24,376-$37,500 $16,251-$25,000 10% of Contribution
Over $50,000 Over $37.500 ' Over 25,000 Not available
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Policies and procedures — seven steps!
1. At an appropriate tirne in the 5. Place the TPS Acknowledgement
interview, engage in the dialogue to letter and any other pertinent
determine a) if they are a good paperwork inside the pocket of the
candidate for Express [RA, b) which Express IRA Disclosure and Custodial
option would be best for thern, and booklet.  Including a business card
¢) which options may apply (saver's and the Express IRA brochure is a
credit, EITC, other) and offer the sood idea.
Express IRA if appropriate. ©
2. Provide the client with Disclosure andg O F1ace the signed application and the
Custodial Agreement and gain “usage and disclosure of tax retuun
acceptance. information” form in the designated .
3. Process through TPS, including office area. i
determining the funding options. 7. Inform clients of the information
Remember that clients also electing they will receive in the mail:
aRALwﬂlh.a;vemeerxx.Jrasm'A * New clients will receive a
funds deposited directly into their ized wel Kt with
account from the IRS. Any loan pe:salahzed come
. their funding confirmation
proceeds will be the net refund, Jetter wiLhin tWo Weeks.
exchiding Express IRA deposits
(TRA's can't be funded by loans). « Existing clients will receive a
4. Ensure the client signs the Express iﬁﬁzmm lewer
IRA application and the '‘usage
and disclosure of tax return * All clients will receive
information” form If not funding by personalized account
refund, collect voided check, or ACH statements on a quarterly
information. basis (every three manths).

Express IRA funding methods and cut off dates in TPS

Prior Year Curmrent Year
Refund April S, 2005 October 1, 2005
ACH Debit April 15, 2005 October 1, 2005
Check April 15, 2005 October 1, 2005
9

{or internd use only
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Express IRA Rescind Process-Field

Overview

A completed and signed Express IRA Rescission Form must be RECEIVED by H&R
Block Financial Advisors prior to the close of business on the tenth business day after the
account is funded.

» Funding is defined as the actual deposit of money (check, client account debit,
refund, or first systematic withdrawal).

It can be faxed to the Investor Center (IC) (816) 504-1172 to meet the time deadline.
The envelope MUST be postmarked within 10 days of your account being funded.

If the request is received during the allowable time frame, neither the contribution nor the
rescission will be reported to the Internal Revenue Service (IRS).

» There is no fee associated with rescinds when received by the close of business
on the tenth business day after the account is funded.

> The 315 Setup fee is not refundable.

If the request is received after the allowable time period, it will be handled as a
contribution and distribution, which are both reportable events to the IRS.

» After the close of business on the tenth business day after the account is
funded there is a $25 fee to the client for closing the account.

Tax Office Process

Confirm rescission request.

Ensure that the client understands the requirement to amend the return if a contribution to
a prior year traditional IRA is rescinded. Explain any tax consequences.

Direct the client to call the Investor Center at (800) HRBLOCK.
> Select Financial Services Option.
Or help the client in the tax office.

> The tax professional prints the rescission form from WinForms.
> The client completes and signs the form.

> The tax professional faxes the form to the Investor Center for the client.

CONFIDENTIAL
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2004 Express IRA Disclosure Statement
and Agreement fot individual
Retirement Accounts

Article I. In General Disclosure Statement

introduction

This Disclosure Statement ("Stamncm") is provided by H&R Block
Financial Advisors, Inc. (*Custodian”) in accordance with Treasury
regulations and the Internal Revenue Code ("Codg™). The Statement
discusses many of the features of an individual retirement account
("TRA"). (Where the requirements for 3 traditional JRA and a Roth
{RA are the same, this Statement refers to both types of accounts as
an "IRA") Remcmber, though, that this Statement is a general
discussion; the terms of your IRA sre governed by the B&R Block
Financial Advisors, Inc. Prototype Intividual Retirement Custodial
Account Agreement ("Agreement™) Iqr 2 traditional IRA or the Roth’
Individual Retirement Custodial Agreement ("Roth Agreement™) for
8 Roth IRA

An IRA is a retirement plan that you establish for yoursel. Some or
all of your yearly conuibutions to your traditional IRA may be
deductible from gross income on your federal income tax return.
Contributions to @ Roth IRA are not deductible Regardless of
whether your contributions are deductible; any earnings (e.g.,
interest, dividends, capital gains, etc.) on your IRA are not subject
to federal income tax until you receive distributions from your JRA.
Distributions of earnings on your Roth IRA may not be subject to
federnl income tax if the diswribution qualifies as a tax-free
withdrawal. State and local income tax treatment of your IRA may
differ from federal law; for deuwails, you should consult your stale
and local taxing authoarity or your personal tax advisor.

Article 1l. Right to Revoke

You establish your [RA by signing the Adoption Agreement and
making 8 contribution. You have the right to revoke the Adoption
Agreement within seven (7) days from the date you sign it To
revoke the Adoption Agreement, vou must, within the seven (7) day
period, give written notice of revocation to the H&R Block Financial
Advisors Retirement Services Divisian, 719 Griswold, suite 1700,
Detroit, Michigan 48226. If mailed, youwr notice will be deemed
mailed on the date it is post marked (or, if sent by registered or
certified mail, on the date of registration or certification), provided
it is deposited in the mail in the United States in an envelope or
other appropriate wrapper, propcrly addressed, first class, postage
prepaid. If your notice i mailed in this maner, the H&R Block
Financial Advisars Retirement Services Division will be deemed to
have received your notice seven (7) days after the date of masling. If
you timely revoke your Adoption Agreement, the Custodian will
return to youn, without adjustment for market fluctuation, your
original contibution, sales commission and administrative
expenses associated with the JRA created by your Adoption
Agreement If your notice of revocation is not timely made, it will be
void. In such case, you can cancel your JRA, bat adjustments to your
contribution for sales commissions, market fluctuation, and
administrative fees and expenses will be made before return of any
funds to you.

internal Revenue Code Requirements

As is ofien the case when favorable tax treatment is given, the Code
imposes certain requirements on establishing and maintaining an
IRA. The Code requires an IRA to be a trust or custndial account

created by a written instrument (like the Agreement or the Rowh .

Agreement, and Adoption Agreement) that contains the following
provisions:

1)Except for Rollover Contributions, a recharacterized

conuibution described in Code Section 40SA (d)(6), or @
couversion contribution, which are described later,
contributions to an IRA must be madc in cssh.  Annual
contributions for any laxable year to your traditional IRA and
Roth IRA cannot exceed the lesser of 100% of your
compensation or the JRA Contribution Limit (defined below).

2) The trustee or custodian of the IRA must be a bank, or an
organization, such as the Custodian, who demonstrates to the
Intermal Revenue Service that the organization can properly
manage the IRA;

3)The furxis in the IRA cannot be mvested in life insurance
contracts, or commingled with other property in other than 8
common trust und or common investment fund;

4) Your interest in your IRA is fully vested at 2]l times, and non-
forfeitable;

5) Notwithstanding any provision of this agreement to the
contrary, the distibution of your entire traditional IRA interest
must be made in accordance with the minimum distribution
reqmremems of Section 408(a)(6) of the Internal Revenue Code
and the regulations there under, which are incorporated herein
by reference.

6) Your entire naditional IRA must. be distributed, or distribution
must begin, by Apri) ! following the calendar year in which you
beconie 704 For each succeeding year, a distribution must be
made to you on or beforc December 31. On or prior 1o Aprdl 1
of the calendar year in which you becorme 70%, you may elect,
in a2 manner acceptable to H&R Block Financia) Advisors, to
have the balance in yowr account distributed in one of the
following forms:

(a)A single sum paynient;
(b)Equal or substantially equal payments over your life;

(c)Equal or substantially equal payments over your Life and
your designated beneficiary's life;

(DEqual or substantially equal payments over a specified
period that may not be Jonger than your life expectancy; or

(e)equal or substantially equal payments over » specified
period thet may not be longer than the joint life and last
survivor expectancy of you and your designated
beneficiary.

T) If you die before your entire traditional IRA is distributed, your
entire traditional 1RA will be distributed as follows:

(a)lf you die on or after the required beginning date and

(i) The designated beneficiary is yowr surviving
spous¢, the remaining interest will be
distributed over the surviving spouses life
expectancy as determined each year unti) such
spouse’s death, or over the period in paragraph
(2)(iii) below if longer. Any interest remaining
afier the spouse’s death will be distributed over
such spouse’s remaining life expeciancy as
determined in the year of the spoyse's death and
reduced by one for each subsequent year, or, il
distributions are being made over the period in
paragraph (a)(iii) below, over such period.

(ii) The designated beneficiary is not your surviving
spouse, the remaining interest will be
distributed over the beneficiary’s remaining: life
expeciancy as determined in the year folowing
your death and reduced by one for esch
subsequent year, or over the period in paragraph
(a)(iif) below if longer. (iif) there is no
designated beneficiary, the remaining interest
will be distributed over your remsining life
expectancy as determined in the year of your
death and reduced by one for each subsequent
year.
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(O)If you die before the required beginning date, the
remaining interest will be distributed in accordance with
(1) below or, if elected or there is no designated beneficiary,
in accordsnce with (i) below. :

(i) The remaining interest will be disufbuted in
accordance with paragraphs (a)(7) and(aXii)
above (but not over the period in paragraph
(a)iii), even if Jonger), starting by the end of the
calendar year following the year of your death.
If, however, the Gesignated beneficiary is your
surviving spouse, then this distribution is not
required to begin before the end of the calendar
veear in which you would have reached age 7012.
But, in such case, if your surviving spouse dies
befare distributions are required to begin, then
the remaining interest will be distributed in
accordance with (a)(if) above (but not over the

. period in paragraph (a)(iii), even il Jonger), over
such spouse’s designated beneficiary's life
expectancy, or in accordance with () below if
there is no such designated beneficiary.

(ii) Dictributed by the end of the calendar year
containing the fifth anniversary of your death.

8)If you die before your entire interest in yow Roth IRA is
distributed to you and your surviving spouse is not the
designated beneficiary, the remaining interest will be
distributed in accordance with (8) below or, if elected or there
is no designated beneficiary, in accordance with (b) below. If
your surviving spouse is the designated beneficiary, such
spouse will then be treated as the Participant. ’

(a)The remaining interest will b distributed, starting by the
end of the cslendar year following the year of your death,
over the designated beneficiary’s remaining life expectancy
as determined in the year following your death.

(b)The remaining interest will be distributed by the end of the
calendar year containing the fifth anniversary of .your
death,

9) If you own more than one Lraditional IRA, you may satisfy the
minimum distribution requirements describcd above by
recejving & distribution from one traditional IRA that is eyual 1o
the amount required to satisfy the minimum distribution
requirements for two or more traditional IRAs in accordance
with the regulations under Code Section 408(z)(E).

Who Can Establish an IRA?

You sre eligible Lo establish an IRA for any taxable year during
which you receive compensation (e-g., wages, salaries, professional
fees, or other smounts derived from or received for personal
services actually rendered, or eammed income I self-empioyed) Uf
YOUr spouse recejves compensation, your spouse can establish his
or her own JRA. If your spouse does not recejve any compensation,
or elects to be trested as not having received any compensation (for
IRA purposes), you can establish 8 separate ]RA for you and your
spouse (“Spousal IRA Arrangement”). Even if you do not recelve
compensation, you may be eligible to establish a Rallover IRA by
making a rollover conmibution of certain types of distributions you
receive from a qualified pension or profiL sharing plan, a tax-
sheltered annuity or 2 Code Section 457(b) governmental deferred
compensation plan You may not conwibute 10 2 traditonal JRA if
you have atiained age 704 You may contribute to a Roth IR4 even if
you have attained age 70%.

You can also establish an IRA in connection with your employer’s

simplified employee pension plan. A simplified employee pension -

(SEP) Is an individual retdrement account or annuity that permits
your employer tc contribute each year Lo your JRA up to 25% of your
compensation or $40,000, whichever is less.

In order to participate in £ SEP with your employer, SEP-IRAs must
be set up by or on behalf of all eligible employees. Your employer

and 2] eligible emplcyees can then enter into a SEP agreement that
meets the requirements of the Intemnal Revenue Code.

Your employer contributes directly to your SEP-JRA.

Compensation
For purposes of the 25% limit, compensation does not include your
employer’s contribution to your SEP-JRA.

Example:
Barry's employer has a SEP [or its employees. Barry's compensation

for 2002 was $20.000. Barry’s employer can contribute up to 55,000
(25% x $20,000) to Barry's SEP-IRA.

Employer’s contribution excludable rather than
deductible

Your employer’s contributions to your SEP-IRA should not be
included in your Form W-2, Wage and Tax Statement. Do not include
these contributions in your income and do not deduct them.

If you make contributions to the [RA or snnuity used to fund your
SEP, however, you can deduct them the same way as contributions
to a traditional JRA, up to the amount of your JRA Contribution
Limit or 100% of your taxable compensation for the year, whichever
is Jess.

How | Express IRA Invested?

Your JRA will be invested into en interest-bearing FDIC-insured
money market account through Reserve Managenwent Corporation
at an insured depository institution.

Amount and Deductibility of Contributions

A. Traditional IRA

Each tax yesr, you can make annual contributions to your
traditional JRA up to the lesser of 100% of your compensation for
that year, or the IRA Conmribution Limit. In addilion, yoo may make
a conuibution to a Spousal JRA Amangement, up to the IRA
Contribution Limit. In the case of 2 Spousal IRA Arrangement, you
may choose how to sllocate your contribution between the two
accounts, but no more than the JRA Contribution Londt can be
contributed to each account. For example, if you contribute $5,000

‘in 2002 to your JRA and a Spousal IRA Arrangement, the

contribution can be allocaled in any manner such that neither JRA
receives a contribution greater than $3,000. Contributions for a year
can be made &s late as the duc date (without regard to extensions)
of the federal income tax return for that yesr.

The "IRA Contribution Limit” is $3,000 for 2002, and will increase as
follows:

IRA Contribution Limit

Yeatr Uimit

2002-2004 $3000

2005-2007 34000

2008 $5000

2009 + $ 5000 incressed by cont of
liwing pépustMEnts In
$S00 inewmers.

In addition, if yov are age 50 or over by the end of any year, yon may .
make 2 special, “catch-up” contribution to an IRA for thas year. The
catch-up contribution is $500 for 2002 through 2005 and will
increase to $1,000 in 2006 and thereafier. If vou are age 50 by the end
of 2 year, your catch-up limit is added to your normal IRA
Contribution Lirnit for that year. For example, if you are age 50 or
older in 2002, your maximum JRA conuibution is $3,500
($3,000 under the normal IRA Contribution Limit plus $500 under
the special *catch-up® contribution limit.)

Your contribution can be fully deductible on your federal income
1ax retwrn if you ace not an active participant in a retirement plan
maintained by your employer (or, if you and your spouse [ile a joint
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lax retwrn, nejther you nOr youwr spouse are active participants in
retirement plans maintained by your employers). if you are an
active participant; your waditional JRA contribution will be fully
deductible, partly deductible or not deductible, depending on your
adjusted gross income and yowr tax filing status.

The amount of adjusted gross income which will affect the
deductible contribution that you cun make 10 a traditional IRA is
shown in the following tables. If you (or yours spouse, if you are
married and file a joint tax return) are an active participant in a
retirement plan maintzined by your employer and your adjusted
gross income is less than the first amount shown in the table for the
applicable taxable year, your contribution can be fully deductible on
your federal income tax return. If you (or your spouse, if you are
married and file a joint tax retwrn) are an active participant in a
retirement plan maintained by your employer and your adjusted
gross income is greater than the second amowunt shown in the tabie
for the applicable taxable year, no part of your contribution is
deductible. '

Joint Returns

Taxable Year Adjusted Gross income Amounts
2001 $53,000-563,000
2002 $54,000-$64,000
2003 $60,000-570,000
2004 $65,000-$75,000
2005 $70,000-$80,000
2006 $75,000-$85,000
2007 + $80,000-5100,000

Single Taxpayers
Taxable Year Adjusted Gross Income Amounts

2001 $33,000-543,000

12002 $34,000-544,000
2003 $40,000-550,000
2004 ) $45,000-555,000

2005 + $50,000-360,000

Married Filing Separate Returns

Taxable Year Adiusted Gross iIncome Amounts
2007 + $0 - $10,000

1 you (or your spouse, if you are married and file 2 joint tax return)
are an active participant in @ retirement plan maintained by your
employer and your adjusted gross income is greater than the first
amount but Jess than the second amount, some portion of your
contribution can be deductible and the remainder will be
nondeductible.

In general, the percentsge of yow contribution that will not be
deductible is the percentage obtained when dividing the amount by
which your adjusted gross income exceeds the furegaing amount by
$10,000. For example, if you are not married and yow adjusted
gross income is $35,000 in 2002, the percentage of your contribution
that is not deductible is 10% ($35,000 - 33,000 = $1,000 divided by
$10,000 = 10%). The same percentzge would be obtained if you are
‘marricd and file & joint 1ax return, and the adjusted gross income of
you and yvour spouse is $86,000 in 2002 ($55,000 - 54,000 = $1,000
divided by $10,000 = 10 %.) In either case, 90% of your contribution
csn be deductible. So, if you contributed $3,000 to your IRA ($6,000
to ]JRAs for you and your spousc), $2,700 of youwr conwribution
(85,400 if you and your spouse each contributed $3,000) is
deductible. Remember that all earnings on your contributions
accumulate tax free unti! you receive distributions from your IRA,
regardiess of whether your contributions are tax deductible in
whole or in part

For taxable years beginning after December 31, 2006, the
denominator in the fraction for married taxpayers filing a joinl
return wib be $20,000. For example, if the combined adjusted gross

3

_income of you and your spouse for the year 2007 is $S5,000, the

percemage of your ccntribution that is not deductible is 25%
($85,000 - $80,000 = 5,000 divided by $20,000 = 25%). In this case,
75% of your contribution can be deductible. So, if you and your
spouse contributed $8,000 to your respective IRAs, $6,000 of your

. contributinns is deductible.

A special rule applies if you are not an active participant in a
retirement plan but your spouse js an aclive participant in a
relirement plan sponsored by your spouse'’s employer and you and
your spouse file a joint retun In this event, if the combined
adjusted gross income of you and your spouse is less than $150,000,
you can deduct the full amount of your traditiona!l IRA contribution.
If the combined adjusted gross income of you and your spouse is
gregier than $160,000, no amount of your traditional JRA
contribution is deductible. 1lf the combined adjusted gross income
of you and your spouse is between $150,000 and $160,000, some
portion of your contribution can be deductible and the remainder
' will be nondeductible. The percentage of your contribution that will
not be deductible is the percentage aobtained when dividing the
amount by which your combined adjusted gross income exceeds
$150,000 by $10,000. For example, if your combined adjusted gross
income in 2002 is $151,000, the percentage of your contribution that
is not deductible is 10% ($151,000 - $150,000 = $1,000 divided by
$10,000 = 1096). So, if ynu contributed $3,000 to your IRA, §2,700 of
your contribution is deductible. In this example, your spouse could
not inake 2 deductible contribition to your spouse’s IRA because
your spouse is an active participant in a retirement plaon and your
adjusted gross income exceeds the applicable amount for 2002
(564,000).

If you qualify to make tax-deductible contributions under the above
rules, you can elect to treat your contributions as nondeductible.
(You might do this if you do not need the tax deduction). You make
the election on your tax return. If you file an amcnded tox return,
you can change your election from deductible to nondeductible, and
vice versa.

)f you make nondeductible contributions, you must inform the
Interna} Revenve Service of the amount thereof for the year, the
amount of nondeductible contributions made in prior yesrs and not
yet withdrawn, and the year-end balance of your IRA, the amount of
any distributions you receive during the year and such other
information as the Internal Revenue Service requests.

B. Roth IRA

1. Annual Contributions

You can make snnual contribwtions to0 your Roth IRA up 10 the
lesser of 100% of your compensation for thai year or the IRA
Contribution Limit In addition, you may make & contribution 10 a
Spousal Roth JRA up to the IRA Contrfbution Limit, if you and your
spouse file 2 joint lax retwn. You may make a contribution to 2 Roth
JRA even if you are age 70% or older. Contributions for & year can be
made as late as the due date (without regard to extensions) of the
federal income tax return for that year The °*JRA Conuibution
Limit” is £3,000 for 2002, and will increase as follows:

_ The "1RA Contribution Limit™ is $3,000 for 2002, a.nd will increase as

follows: -

IRA Contribution Limit

Year Lirrvit

2002-2004 $3000

2005-2007 $4000

2008 $5000

2009 + $ 5000 wressaswc by con of beng
2dusImenty in $500 W remens

In addition, if you are age 50 or over by the end of any year, you mey
make a special “catch-up” contribution 10 2 Roth 1RA for that year.
The cutch-up contribution is $500 for 2002 through 2005 and will
increase to $1,000 in 2006 and thereafier. If you are age 50 by the end
of 3 year, your culch-up limit ijs added to your normal IRA
Contribation Limit for that year. For example, if you are age 50 or
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older in 2002, ypur maximum IRA contribution is $3,500 ($3,000
under the normal JRA Countribution Limit plus 3500 under the
special "catch-up” contribution limit.)

Your Roth IRA Contribution Limit is reduced by any contributions
for the same year Lo & traditional IRA. For example, if vour
compensation for 2002 is at Jeast $3, 000, you are under age 50, and
you contribute $1,000 to 2 traditional TRA, your maximum Roth IRA
contribution limit is $2,000.

H your income exceeds certain limits, you may not be able to make
any contributions to 8 Roth IRA, or your contributions may be
Yurdted. This will depend on your adjusted gross income and your
Yow contribution to 8 Roth IRA is not limited if you are 2 single
taxpayer and your adjusted gross income is up to $95,000, or if you
are married and file 2 joint tax retwrn and your adjusted gross
income is up to $150,000.

You may not make & contribution tw a Roth IRA if you area single
taxpayer and your adjusted gross income is $110,000 or more, or if
vyou are married and file a joint tax return and your adjusted gross
income is $160,000 or more.

Your contribution is reduced if:
¢ You are a single taxpayer whose adjusted gross income is
more than $95,000 but less than $110,000; or

s You are married and file & joint tax retwrn and your
adjusted gross income is more than$150,000 but less than
$160,000.

The amownt of the reduction is determined as follows. Multiply the
IRA Contribution Limit by a fraction. The numerator of the fraction
is the amount by which your adjusted gross income exceeds the
Jower number shown above ($95,000 if you are single and $150,000
o you are married filing jointly.} The denominator of the fraction is
$15,000 (I you are single) or $10,000 (if you are married filing
jointly.) Subtract the result from your JRA Contribution Limit. For
example, assunie you are married, under age 50, file a joint tax
return with yours spouse and yow combined adjusted gross income
i5$154,000. Your Roth IRA contribution is reduced by 40 % (154,000
- $150,000 = $4,000 + $10,000 = 40 %) This results in 2 maximum
Roth 1RA contribution of $1,800 for 2002. (40% x $3,000 [IRA
Contribution Limit for 2002) =$1,200; £3,000 - $1,200 = $1,800.)

Contributions to 2 Roth IRA are not deductible. However, eamnings
on your contribotions accumulate tax-free and, U certain conditions
are met, may be withdrawn on a tax-free basis.

NVers)
You are eligible to convest 2 traditional JRA to 2 Roth IRA if, for the
year of the conversion, your adjusted gross income is $100,000 or
less. This same Hmit applies to married and single taxpayers. if you
are married, you may convert s traditional IRA 1o a Roth IRA only if
you file a joint tax return; if you and your spouse each file a separate
retarn; you are not eligible to convert.

The conversion is treated as a. taxable distribution from your
troditional IRA and 2 subsequent conversion contribution to a Roth
IRA Distributions from yowr traditional IRA are includable in your
taxable income in the year of the distribution, except for any portion
of the distribution that represents & tax-free return of youwr prior
nondeductible contributions. However, the distribution from your
traditiona)l TRA is not subject to the 10% penalty tax on early
cistributions, even ¥ you are under age 59X at the time of the
conversion.

C. Recharacterization of IRA Contributions

A contribution to one type of IRA may generally be recharacterized
as a contribution to a different type of IRA You may decide to
recharacterize a contribution because, jor example, you made 2
conversion contribution to 8 Roth IRA early in the year and then
realize thal your adjusted gross income will exceed$100,000 in that
year.

A recharacterization is made by directing a transfer of the
contribution, adjusted for eamnings, to the new type of TRA and
informing the transferring custodian and the receiving custodian
that you are recharacterizing the contribution. The
recharacterization must be completed by the due date (including
extensions) of your federal income tax return for the year of the
original contribution.

The recharacterization js permissible only if the contribution couid
have been originally made to the receiving IRA. For example, you
may not recharacterize amounts in excess of the JRA Contribution
Limit (unless they are rollover or conversion contributions.)

Under current }RS rules, recharacterization is not restricted to
amounts you converted from 3 waditional IR4 to a Roth IRA. You
can, for exampie, make an annual contribution to a traditional IRA
and then recharacterize it as & contribution 1o a2 Roth IRA, or vice
versa. You must make the election 10 recharacterize by Lthe due date
for your tax return for the year.

How Are Distributions Taxed?:

A. Traditional IRA

You must give the Custodian written notification of the time you
wish to begin receiving distributions from your wradidonal IRA, and
the manner in which you wish to receive payment Unless you direct
the Custodian not to withhold income tax from distributions from a
traditional IRA, the law requires that the Custodian do so.

Some or the entire amount distributed may be included in your
gross income and taxed as ordinary income, depending on whether
your contributions were deductible or not deductible. Where all
contributions tv your Lraditional IRA have been tax deductible, all
distributions from youwr traditional JRA will be includable in your
gross income and taxed as ordinary income. Where some portion of
your contributions have been tax deductible and some have not,
only 2 portion of the amount distributed will be includable in your
gross income. The percentage of the distribution not includable in
your gross income is the percentage obtained by dividing the total
amount of nondeductible contributions ever made by you to the
traditional IRA (and not previously withdrawn) by the balance in
your traditional IRA (all of them, 1f you have more than one) at yeas-
end plus the amount of distributions for the year. For example, if
you withdrew $1,000 during the year, and previously made $2,500 in
nondeductible contributions, and the year-end bslance in your
traditional 1RA is $4,000, 50% of your $1,000 disuibuton is not
includable in your gross income. ($4,000 + $1,000 = $5,000; $2,500
divided by $5,000 = 50%).

Begiruung with April 1 of the calendar year immediately following
the calendar year in which you became 70%, you must begin to
receive distributions from your traditional IRA. The Internal
Revenue Service publishes guidelines tclling yov the minimum
amount you must recejve each year (of course, you can take more).
1If the amount distibuted is less than the minimum amount required
10 be distributed, you must pay a penalty equal to 50% of the
difference between the amount distributed and the minimum
amount. required to be distributed.

B. Roth IRA
You can make a3 withdrawal from your Roth IRA at anytime. The .
principal amounts that you contributed can always be withdrawn
1ax-free. Withdrawals of eamings will be tax-free if two
requirements are met. First, the Roth IRA must heve been open for

" five or more years before the withdrawal. Second, one of the

following conditions must be met:
* You are at least age 5812 when you make the withdrawal.

= The withdrawal is made by your designated beneficiary
afier your death.

* You are disabled when you make the withdrawal.
* You are using the withdrawal for eligible first-time
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homebuyer expenses (subject to a $10,000 Lifetime limit).
Eligible expenses include the costs of purchasing, building
or rebuilding & principal residence (including customary
settlement, financing or closing costs.) The pwrchaser may
be you, your spouse or a child, grandchild, parent or

grandparent of you or your spouse. A person is considered -

a ‘first-time homebuyer” if the person (and spouse, if
married) did not have an ownership interest in a principal
residence during the two-year period immediately
preceding the acquisition. The withdrawal must be used for
eligible expenses within 120 days afier the withdrawal

For a Roth IRA that you opened with an annual,contribution, the
five-year period starts with the year for which you make the initigl
annuat contribution. For 8 Roth IRA that you opened with amounts
rolled over or converted from a nan-Roth 1RA, the five-year period
begins with the year in which the conversion or rollover was made.

If 2 withdrawal does not satisfy both of the conditions described
above, the tax treatment of the withdrawal will depend on the
character of the amounts withdrawn' To make this determination,
all of your Roth JRAs &re wreated as one. Amounts withdrawn are
treated as made in the following order:

» First, al) annual contributions.

» Second, all conversion amounts (on a first-in, first-out
basis.)

. m eamin, gs
A withdrawal of prior annual contribution amournts to yow Roth
IRA is.not taxable income in the year you receive it and the 10%
early distibutions penalty tax does not apply (see below.) A
withdrawal of previously taxed conversion amounts also is not
taxable income in the year of the withdrowal but is subject to the
109 early dismibutions penalty tax. A witwrawal of earnings is
inciudable in your gross income in the year you receive it and may
be subject to the 10% carly distributions penalty tax.

For purposes of determining what porton of a withdrawal is
includable in income, all of your Roth IRA accounts are considered
as one account. Thus, 8 withdrawal from a Roth JRA account is not
considered to be from esamings until an amount equal to all prior
annnal contributions and all conversion amounts to 2l Roth IRAs
has been withdrawn.

C. Early Distributions Penalty Tax

If you reccive s taxable distribution from your traditional IRA or
Roth JRA before you are age 59% then, in addition to any income tax
on the distribution, you must pay a tax penalty equal 10 J0% of the
amount that is includable in your gross incnme. The additional 10%
penalty tax does not apply to the following types of distributions
from your waditional or Roth IRA:

» Distributions afier you reach age 5912
Distributions sttributable to your disability.

+ Distributions made to your designated beneficiary after
your death.

Distributions thai are part of a series of substantally equal
periodic payments (not less frequently than annually) made
far your life or life expectancy, or for the joint lives or life
expectancies of you and your beneficiary.

« Distributions vou receive to the extent the distributions do
not exceed the amount of your deductible medical
expenses for the taxable year (generally, medical expenses
in excess of 7.5% of your adjusted gross income.)

« Distributions you receive following termination of
employment 1o the extent the distributions do not exceed
the amount of medical insurance premiums you paid for
yourself, your spouse and dependents {ar the taxable year,
provided that you have received at least 12 conseccutive
weeks of unemployment compensation during the current
or prior taxable year. This exceplion: does not epply to any

distributions received after you have been re-employed far
**  atleast 60 days.

« Distributions to pay for qualified higher education
expenses, including tuition, fees, books, supplies,
equipment and room and board required for attendance for
you, yow spouse, your children, or your grandchildren at
an eligible post-secondary educational institution.

*» Distributions up to $10,000 used to pay for acquisition costs
of a principal residence for g first-time homebuyer,
including you, your spouse, or any children, grandchildren,
parents, or grandparents of you ar your spouse. The
distribution must be used within 120 dsys after it is
received. You are considered 3 first-time homehuyer if you
(and your spouse, if married) have not gwned a principal
residence during the two-year period ending on the date of
the acquisition. The aggregate amowunt of distributions you
may take under this first-time homebuyer exception for the
year of the distribution and all prior years is $10,000.

+ Distributions made pursuant to an IRS levy to pay overdue
taxes.

In addition, if you convert an amount from 2 non-Roth IRA to 2 Roth
IRA, and then make a withdrawal that is weated as coming from that
converted amount within five years afier the conversion, the 109%
penalty applics (unless an exception s available.)

Rollovers

You can Jefer paying income lax on certain distributions Irom a
quslified pension and profit sharing plan, & tax-sheltered annuity or
a Code Section 457(b) governumental deferred compensation plan by
rolling over the distribution into a traditional TIRA. You should
consult with yowr tax advisor to verify that your distribution
qualifies for rollover Lreatment under the Internal Revenue Code.
Distributions from these types of plans may not be rolled over into
2 Roth JRA. If the distribution qualifies, you must roli over the funds
inlo a traditional JRA within 60 days of the day you received the
distribution. Effective January 1, 2002, you may also rollover any
part of yow distribution that consists of yowr own nondednctible
contributions to the qualified plan. Portions of the distribution other
than cash may be rolled over in kind, or they may be sold and the
sale proceeds rolled over. You can roll over the eligible distribution
into a separate traditional IRA with the Custodian, known as a
RoDover IRA. Altematively, you can combine the distrihution with
yow regular (Accumulation) IRA with the Cusiodian. Effective
January 1, 2002, you may be able to later roll over your waditional
IRA (Rolover IRA or Accumulation IRA) into another qualified plan.

Yuu may also roll over your investment in one IRA to another IRA.
Rollovers are only permitted between the same type of IRA (from a
traditional IRA o & traditional IRA or from a Roth JRA to a Roth
TRA.) You can do this by a direct tronsfer from the trustee/custodian
of your old IRA to the trustee/custodian of yowr new IRA, ar you can
withdraw the funds and roll them over yourself within 60 days of
your reccipt of the funds. Bowever you may do the Jatter only once
in a year. Thie one-year period begins on the date you receive the IRA
distribution, not on the date you roll it over. When making a rollover
from one JRA to another IRA, the same property must be used. Thus;
if you receive stock from your old IRA, the same stock must be used
for peyment to your new IRA. .

Effective January 1, 2002, you may rollover taxable distributions’
from a traditional IRA into:

¢ Another traditional IRA;
* An employer's qualified retirement plan;
« A Code Section 403(b) tex-shehered annuity; or

* A governmental deferred compensation plan under Code
Section 457(b).

The funds must be rolled over within 60 cays after the payment is

made. You may not roll over after-tax contributions of nonp-

deductible contributions that yov made Lo the IRA. You should
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confirm with the plan sponsor that it will accept a rollover from an
IRA ‘

Collectibles .

If you direct the Custodian to acquire art works, rugs, antiques,
metals, gems, stamps, coins, alcoholic beverages or other tangible
personal property specified by the Secretary of the Treaswry
(“colectibles™), the cost of the collectible is treated as a distibution
from vour JRA. Notwithstanding the forcgoing, your IRA may hold
gold or silver coins issued by the United States and acquired after
December 31, 1986, ar coins issued under the laws of any state and
acquired after November 10, 1988, or platinum coins issued by the
United States and acquired after December 31, 1997, or cenain types
of ‘gold, silver, platinum, or palladium bullion that is in the
possession of the Custodian and acquired after December 31, 1997,

Prohibited Transactions

_If you engage in 3 prohibited transaction with your JRA, yowr JRA
Joses its exemnption from tax, and the entire amount of your JRA is
deemed distibuted to you as of the first day of the calendar year
_during which you engaged in the transaction Except where
nondeductibleé conributions have been made, the entire traditional
1RA, and Roth IRA assets not eligible for tax-free withdrawal, wilj be
includable in your gross income. If vou are less than 5% at the time
you engaged in the transaction, the 10% penalty for early
distribution will also apply. Prohibited utansactions include
borrowing from your IRA; selling, exchanging or leasing any

" property between you and your IRA; and any other interference
with the independent status of your [RA.

Excess Contributions

No deduction is allowed for an excess contribution to your
traditional TRA. An excess cnntribution is the portion of g
contribution to your IRA in excess of the IRA Contribution Limit. An
excess contribution may result from contributions made by you or
on your behalf, or from an improper rollover. Excess contributions
to a raditional JRA or 8 Roth IRA are subject to 2 nondeductible tax
of 6%. The excess is taxed for the year of the excess conujbution
and each year afier that until you correct it. The tax cannot be more
than 6% of the value of your IRA as of the end of your tax year.

Example: .
For 2002, Tom is filing as single on his tax return. His compensation
is $21,000 and he is under age 50. He contributed $3,500 1o his IRA.

Tom's excess contribution is $500 (33,500 minus $§3,000). He does

not withdraw it by the due date of his return, including extensions.
Therefore, it is an excess contribution to his IRA.

Be figures his penalty tax by multiplying the excess conuribution
($500) by .06, giving him 2 penalty tax of $30.
Ex¢ess_contributign; withdraw he dat
due

You will not have to pay the 6% excise lax if you with draw the
excess amount by the date your tax return is due, including

extensions. You do not have to include in vour gross income an
excess contribution that you with draw from your |RA before your

tax return is due if:
1) No deduction was allowed for the excess contribution o a
traditional JRA, and
2) the interest or other income carned on the excess was also
withdrawn.
However, you must include in your gross income the interest or

other income that was earmed on the excess contribution. Report it
on your return in the year of the excess contribution.

Yy retumn i

You may also have to pay an additional 10% tax on early
distributions on the amount of this interest or other income, urdess
one of the exceptons applies.

Excess_contributions you withdraw_after vour return is

due

Jf you make an excess contribution to your IRA for a taxable year
and you withdraw the excess contribution after the due date for
filing your tax retwrn, inclwling extensions, the renoned excess
conuribution will not be included in your gross income if (1) you did
not take 2 deduction for the excess contribution, and (2) your iotal
IRA contributions for the year were not more than the IRA
Contribution Limit [or that year. 1t is not necessary to withdraw the
interest or other income eamncd on the excess. However, you will
have to pay the 6% tax on the excess amount for each yesr the
excess contribution was in the |RA.

reater than the IRA Contributi

xcess contribution

Limit

1f the contributions to your IRA for any year are more than the IRA
Contribution Limit, you must include in your gross income any
excess over the TRA Contribution Limit for that year unless it is an
excess rollover contribution attributable to erroneous information.
You will also have to include the excess in income in the year you
with draw it. You may also have to pay a 10% tax on early
distributions on the amount you withdraw, unless you are at least
age 59%ar one of the other exceptions 1o the 10% penalty tax applies.

Excess employer contributio ith

your return is due

If your employer contributes more to your SEP-IRA than 25% of
your compensation or $40,000, whichever is less, you must
withdraw this excess amount (including any eamings) from your
SEP-JRA before the date for filing your tax return, inchoding
extensions. If you do not, you are-liable for the 6% tax on excess

-contributions. You may also have Lo pay the 10% penalty 1ax on the

early distribution of the earnings on the excess contribution.

xcess employer contributions you withdraw after

return is due '

1f employer contributions for the year are $40,000 or less, you may
withdraw any excess employer contributions for your SEP-IRA after
the due date for filing your tax retum, including extensions, free of
the 10% penalty tax on early distributions Bowever, the excess
contribution is subject to the annual 6% excise tax. Also, you may
have to pay the additional 10% penalty tax on the early withdrawal
of interest or other incomne earned on the excess contribution.

Estate Tax
The value of yowr IRA is includable in your gross estate for federal
estate tax purposes.

Amendments

You may not amend the Agreement. You may change an election in
the Adoption Agreernent. You must notify the Custodian in writing
of the change because the Custodian cannot honor any change of
election it has not received. The Custodian may amend the
Agreement at any time, including retroactively. If the Custodion
amends the Agreemment it will notify you in writing.

Miscellaneous

1) H&R Block Financial Advisors, Inc was approved gs 8 non-
bank custodian for JRAs by the Internal Revenue Service on
December &,1983. On June 11, 1984, July 21, 1986, and October
10, 2003, the Internal Revenue Service approved the original
and amended versions of the H&R Block Financial Advisors,
Inc. Prototype Individual Retirement Custodial Account
Agreement A copy of the December §, 1983, July 21, 1886, and
October 10, 2003, Intemal Revenue Service determination
letters is enclosed herein. The Internal Revenue Service has not
evaluated the merils of the Individual Retirement Custodial
Account, and does not guarantee the contribution or the
invesuments made into the account

2) Growth in the value of your JRA cannot be guaranteed or
precisely projected.

2) The Custodian, in consideration of its services uncer this
Agreement, shall receive the fees specified in its current fee
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schedule. The Custodian may amend its fee schedwle st any
time. R

4) Any taxes of any kind which may be imposed with respect Lo
vour IRA and any administrative expenses incwred by the
Custodian, together with any custodial fees referred to above,

shall be paid by you, yow estate, or from your IRA. The o

Custodian may withdraw cash and sell assets from your IRA to
pay such amounts.

5) You must file Treasury Form 5328 with the Intemal Revenue
Service for each taxable year chring which your contributions
exceed the contribution limits; you receive a premature
distribution; or you receive less:than the required minimum
distribution. .

6) The provisions of the Agreement apply without regard to any
state's community property laws. .

7) asculine pronouns, whenever used herein, shall be deemed to
include the feminine, and the use of the masculine pronouns

shall not be deemed to imply afty preference for them or any
subordination, disqualification or exclusion of the Feminine.

8) Further information about individual retirement accounts can
be obtained from any district office of the Intemal Revenue
Service, or by obtaining & copy of IRS Publication §30.

PART A (Applicable Only to fraditional IRA’s)

Prototype Individual Retirement Custodial Account
Agreement (Traditional IRA)

This Agreement is made between the Participant and H&R Block
Financial Advisors, Inc., as passive cusiodian (sometimes
hereinafter referred o as the “Custodian™).

WHEREAS, the Participant wishes to establish, under the terms of
this Agreement, an Individual Retirement Account (hereinafter
referred to as a *Custodial Account”); ano

WHEREAS, the Custodian has provided the Participant with the
disclosure statement required by the Treasury regulations for
Section 408(1) of Lhe Code,

NOW, TEEREFORE, the Participant and the Custodian, by
executing the Adoption Agreement incorporating this Agreement,
agree as follows in Part A and Part C:

Article I. Contributions
Section 1. Types of Contribuytions

The Custodian can accept the following types of contributions
under this Agreement:

A rollover contributions described in Code Sections 402(c),
402(e)(6), 403(2)(4), 403(b)(8), 403(PX10), J06(d}(3) or
457(9)(16? ("rollover contributions™):

B. empioyer contributions for the Partcipant’s benefit to s
Simplified Employee Pension Plan ("SEP®) as described in
Code Section 408(k);

C. a recharacterized contribution described in Code Section
408A ()(6); and

D. annual contributions that, in the sggregate, do not exceed
the lesser of 100% of the Participant’s compensation or the
IRA Contribution Limit of up to $3,000 for tax year 2002
through 2004. That Contribution Limit is increased to
$4,000 jor Lax years 2005 through 2007 and $5,000 for 2008
and theresfier. For years afier 2008, these limits will be
increased by the Secretary of the Tressury under Code
section 219(bX5)(C) to reflect cost-of-living increases, if
any. Such adjustments will be in muwtples of $500. For
individuals who heve reached the age of 50 before the close
of the tax year, the contribution fimit is incrensed by $500
for any taxable year beginning in 2002 through 2005 and by

$1,000 for the taxable year 2006 and thereafter. However, if:

(3) The Participant has 3 spouse who (2) did not
receive any compensation for the tax year or (b)
elects 10 be weated as not having received
compensation for that tax year;

(ii) the spouse has signed an Adoption Agreement to
establish his or her own individua] retirement
account under this Agreement and the
Agreement is in effect for that year; and

(1if)The Participant and spouse file a joint income
tax return for that year, then for that tax vear the
Participant may make a combined annual
conuibution to the Custodial Accounts
established by the Participant and spouse that
does not exceed the lesser of 100% of the
Participant’s Compensation, and two times the

e IRA Contribution Limit ($6,000 for 2002). The

Participant may allocate the combined annual
centribution between the two Custodial
Accounts, but may not allocate more than the
IRA Contribution Limit of such contribution to
either account.

No contributions will be accepted under a2 SIMPLE JRA plan
established by any employer pursuant to Code Section 408(p). Also,
no transfer or rollover of funds atiributable to contibutions made
by a particular employer under its SIMPLE IRA plan will be
accepted from a SIMPLE TRA, that is, an IRA used in conjunction
with a SIMPLE ]RA plan, prior to the expiration of the two-year
period beginning on the date the individual first participated in that
employer's SIMPLE JRA plan.

Section 2. Age Limitations on Making Contributions

A Pgrticipsnt can no longer make contributions to his or her
Custodial Account once the Participant reaches the tax year during
which he or she becomes age 70% Bowevry, in the casc of a Spousal
IRA, 8 Participant can continue to inake annual conlributions 1o the
spouse's Custodial Account that do not exceed the Jesser of 100% of
the Participant’s Compensation or the JRA Contrbution Limit,
provided he Participant and spouse file a joint income 1ax retumn
for the tax year for which thc contribution is made, and provided
further that the spouse is not age 70% or older at the exnd of such tax
year.

ection 3. Form of Mskin ntributio
Contributions other than rollover contributions or recharacterized
contributions must be made in the form of cash. Annual
contributions must be accompanied by 8 written statement or other
notation indicating the calendar year for which such contributiion is
made, and paid to the Custodian on or before the due date (but not-
including extensions thereof) for filing the Participant’s federal
income tax retumn for such calendar year. If the Participant does not
furnish the written statement required hcrein, the Custodian will
assume that the conmribution was made under Code Section 219(b)
(1) for the calendar year in which it was received by the Custodian.

Section 4. Excess Contributions

If a Participant makes & contribution 10 8 Custodial Account which
the Participant deems to be in excess of the Code's limitations, the
Panicipamt may withdraw such excess amount, plus any increment
thereon, upon written notice to the Custodian that there has been
such excess contribution, and, where necessary, with instructions
to sell secwities. The Custodian shall not have any duty, obligation
or responsibility to determine whether an excess contribution is
being or has been made to 2 Participant’s Custodial Account

Section 5. Exclusive Benefit

The Participant's Custodial] Account shall be created and held for
the exclusive benefit of the Participant and the Participant's
Beneficiaries.
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Section 6. Contributions Non-Forfeitable
The Pasticipant’s interest in the balance in the Participant's
Custodial Account is non-forfeitable.

Article Il. Investments

cection 1, Life Insurance Contracs; Collectibles;
Commingling

No part of the Participant’s Custodial Account may be invested in
life insurance contracts, nOr may any part of the Custodial Account
be commingled with other property except in a common trust fund
or ‘common investment fund within the meaning of Code Section
408(a)X(5). No part of the Participant's Custodial Account may be
invested in collectibles (within the meaning of Cuode Section
408(m)), except as otherwise permitted by Code Section 403(m)}(3),
which provides an exception for cerwin goid, silver and platinum
coins, coins issued under the laws of any state. and certain bullion

Artidle 1lI. Distributions
Section 1. Permissive Distributions

"The Participant may withdrew any part or all of the assets in his or
her Custodial Account at any time, by completing and giving the
Custodian a properly completed Distribution Form. Blank
Distribution Forms may be obtained from the Custodian

Section 2. Required Distributions
" A Notwithstanding any provision of this Agreement to the

contrary, the distribution of the Participant’s interest in his
or her Custodial Account shall be made in accordance with
the following requirements and shall otherwise comply
with Section 408(a)(6) of the Intemmal Revenue Code and
the regulations there under, which are herein incorporated
by reference.

B. The Participant's entire interest in his or her Custodjal
Account must be or begin to be distributed by the
Participant’s required beginning date, the April 1 folowing
the calendar year-end in which the Participant reaches age
7012 (the “required beginning date™). By that date, the
Participant may elect, in & manner acceptable to the
Custodlan, to have the balance in the Custodial Account
distributed in:

(i) A single sum payment.

(i) Equal or substantially equal monthly, quarterly,
or annual payments over the lifc of the
Participant. The payments mmust begin by April 1
following the calendar yesr in which the
Participant reaches age 7012

{iii)Equal or substandally equal monthly, quarterly,
or annual payments over the joint and last
survivor lives of the Participant and his or her
designated beneficiary. The payments must

begin by the Apri) ] following the calendar year -

in which the Participant reaches age 70%

(iv)Equal or substantially equal annual payments
over a specified period that may not be jonger
than the Participant’s life expectancy.

(v Equa) or substantially equal snnval pavments
over 3 specified period that may not be longer
thar the joint Jife and iast survivor expectancy of
the Participant and his nr her designated
beneficiary.

Even if distributions have begun to be made unders option (iv) or (v),
the Participant may receive a disuibution of the balance in his or
her Custodial Account al any time by giving writien notice to the
Custodian. Forms for providing such notice may be obtained from
the Cusiodian. Xf the Participant does not choose any of the methods

of distribution described above by April I following the calendar
year in which he or she reaches age 70%, distribution to the
Participant will be made on that date by a single sum payment. }f the
Participant elects as a mesns of distribution (iv) or (v) above, the
annual payment required 10 be made by the Participant’s required
beginning date is for the calendar year the Participant reached age
70%. Annual payments for subsequent years, including the ycar the
Participant’s reguired beginning dale occurs, nust be made by
December 31 of that year.

The required minimum distribution under paragraph B for any year,
beginning with the year the Participant reaches age 70%, is
the Participant’s account value at thie close of business on
December 31 of the preceding year divided by the distribution
period in the Uniform Lifetime Table in Q&A-2 of Regulation Section
1.401(a)(9)-9, using the Participant's age as of his or her birthday in
the year. However, if the Participant’s sole designated beneficiary is
his or her surviving spouse, and such spouse is more than 10 years
younger than the Participant, then the distribution period is
determined under the Joint and Last Survivor Table in Q&A-3 of
Regulation Section 1.401(a)}(9)-9, using the ages as of the
Participant’s and spouse’s birthdays in the year.

C. i the Participant dies on or afier the required beginning
date, the entre remaining interest will be disuributed at
least as rapidly as follows:

(i) If the designated beneficiary is not the
Participant’s surviving spouse, the remaining
interest will be distributed over the beneficiary's
remaining life expectancy as determined using
the beneficiary’s age as of his or her birthday in
the year following the year of the Participant's
death, or over the period in paragraph C(ilf)
below if longer.

@) If the sole designated beneficiary is the
Participant’s surviving spouse, the remaining
interest will be distributed over such spouse’s
life or over the period in paragraph C (iii) below
if longer. Any interest remaining afier the
spouse’s cdeath will be distributed over such
spouse’s remzaining life expectancy determined
using the spouse’s age as of his or her birthday in
the yezr of the spouse's death, or, if the
distributicns are being made over the period in
paragraph C (iii) below, over such period

(iii)lf there is no designated beneficiary, or if
applicable by operation of paragraph C (i) or (ii)
above, the remaining interest will be distributed
over the remaining life expectancy of the
Participant determined in the year of the
Participant's death.

(iv)The amount to be distributed each year under
paragraphs C (i), (ii) or (iii), beginning with the
calendar year foDowing the calendar year of the
Participant’s death, is the account value at the
close of business on December 31 of the
preceding year civided by the remaining life
expectancy specified in such paragraph (as
determined in the Single Life Table in Q&A-1 of
Regulation Section 1.401(a)(9)-8.

If distributions are being made to a surviving spouse as the soie
beneficiary, such spouse's remaining life expectancy for a year is the
number in the Single Life Table corresponding to such spouse’s age
in the year. In all other cases, remaining life expectancy for a year is
the number in the Single Life Table corresponding to the
beneficiary’s or the Participant’s age in the year specified in
paragraph C(i), (i)) or (iif) and reduced by 1 for each subsequent
vear.

D.If the Farticipant dies before the required beginning date,
the remaining interest will be distributed at Jeast as rapidly
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as follows:

(i) U the designaced: beneficiary is someone other

than Lhe Participant’s surviving spouse, the
entire interest will be distribnted, starting by the
end of the calendar year following the calendar

year of the Participant’s death, over the’

remaining life expectancy cf the designated
beneficiary, with such life expectancy
determined using the age of the beneficiary as of
his or her birthday in the year following the year
of the Participant's death, or, if elected, in
accordance with paragraph (if) below.

(ii) }f the Participant’s sole designated beneficiary is
the Participant’s surviving spouse, the entire
interest will be ctistributed, starting by the end of
the calendar year following the calendar year of
the Participant's death (or by the end of the
calendar year, in which the Participant would
have attained the age of 707, if later), over such
spouse’s life, or, if elected, in accordance with
paregraph (i) below. Y the Paricipant's
surviving spouse dies hefore distributions are
required to begin, then the remaining interest
will be distributed, starting by the end of the
calendar year following the calendar year of the
spouse’s death, over the spouse’s designated
beneficiary’s remaining life expectancy
determined using such beneficiary’s age as of his
or her birthday in the year following the death of
the spouse, or, if elected, will be distributed in
accordance with paragraph (iii) below. H the
swrviving spouse dies after distributions are
required to begin, any remaining interest will be
distributed over the spouse's remaining life
expectancy determined using the spouse’s age
as of his or lwer birthday in the year of the
spouse’s death.

(ifi)Xf there is no designated beneficiary, or if
applicable by operation of paragraph D (i) or (§)
above, the entire interest will be distributed by
the end of the calendar year containing Sfth
anniversary of the Participant’s death (or of the
spouse's death in the case of the surviving
spouse'’s death before disiributions are required
10 begin under paragraph (i) above).

(iv)The amount to be distributed each year under
paragraph D(i) or (ii) above is the account value
&t the close of business on December 31 of the
preceding year divided by the life expectancy
specified in such paragrzph (as determined in
the Single Life Table in Q&A-1 of Regulation
section 1.401(a)(9)-9). If distributions are made
to a surviving spouse as the sole designated
beneficiary, such spouse’s remaining lfe
expectancy for 2 year is the number in the Single
Life Table corresponding to such sponse’s age in
that year. In all other cases, remaining life
cxpectancy for a year is the number in the Single
Lile Table corresponding to the beneficiary’s age
in the year specified in paragraph D(3) or (ii) and
reduced by 1 for each subsequent year.

E. The “value” of the account includes the amount of any
outstanding rollover, transfer and recharacterization under
Q&As-7 and - 8 of Regulations section 1.408-8.

F. If the Participant’s surviving spouse is the designaled
beneficiary, such spouse may elect to treat the IRA as his or
her own IRA. This election will be deemned 1o have been
made if such surviving spouse makes a contribution to the
IRA or fails to take required distributions as a beneficiary.

G.1f the Participant dies before his or her entire interest has

. been disuribuied and if the designated beneficiary is other

than the Participant’s surviving spotse, no additional cash
contributions may be accepted in the Custodial Account.

H. I a participant owns more than one traditional IRA, the
participant may satisfy the minimum distribution
requirements described above by receiving a distribution
from one waditonal JRA that is equal to the amount
required to satisfy the minimum distribution requirements
for two or more traditiona) IRAs, in accordance with Q&A-
9 of Regulation section 1.408-8.

PART B {(Applicable Only to Roth IRA’s)

Roth Individual Retirement Custodial Account
Agreement (Roth IRA)

., This Roth Agreement is made between the Participant and H&R

Block Financial Advisors, Inc., as passive custodian (soimetimes
hereinafier referred to as the "Custodian”).

WHEREAS, the Participant wishes to establish, under the terms of
this Roth Agreewmcnt, a Roth Individual Retirement Account
(hereinafter referred to a< a “Roth IRA"); and

WHEREAS, the Custodian has provided the Participant with the
disclosure statement required by the Treasury regulations Section
1.408-6 of the Code,

NOW, THEREFORE, the Participant and the Custodian, by
executing the Adoption Agreement incorporating this Roth
Agreement, agree as follows in Part B and Part C:

. Article 1. Contributions

Section 1.

Except in the case of a rollover contribution described in section
408A (e), 2 recharacterized contribution described in section 408A
(d)(6), or an IRA Conversiun Contribution, the Custodian will
accept only cash contributions up 1o $32,000 per year, or the
Participant’s compensation, if less, for tax years 2002 through 2004.
That cuntribution limit is increased to $3,000 for tax years 2005
through 2007 and $5,000 for 2008 and thereafler. For individuals
who have reached the age of 50 before the close of the tax year, the
contribution limit is increased to $3,500 per year for tax years 2002
through 2004, $4,500 for 2005, $5,000 for 2006 and 2007, and $6,000
for 2008 and thereafier. For years after 2008, the above limits will be
increased by the Secretary of the Treasury under Code section
219(b)(BXC) w reflect a cost-of-living adjustment, if any. Such
adjustments will be in multiples of $500.

Section 2.
The annual contribution mit described in Article 1, Section 1 is

gradually reduced to $0 for higher income levels. For & single
Participant, the annval contribution is phased out between adjusted
gross income (CAGI™) of $95,000 and $110,000, for a married
Participant, the annual contribution is phased out between AGI of
$150,000 and $160,000; and for a married Participant filing
separately, between AGI of $0 and $10,000. In the case of &
conversion, the Custodian will not accept IRA Conversion
Contributions in a tax year i the Participant’s AGI for the tax year
the funds were distributed {rom the other IRA exceeds $100,000 or
if the Participant is marzied and files a8 separate return. Adjusted
gross income is defined in section 408A(c)X3) and does not include
IRA Conversion Contributions.  the Participant makes regular
contributicns to both Roth and non-Roth IRAs for a taxable year, the
maximum regular contribution that can be made 10 the entire
Participant’s Roth IRAs for that taxable year is reduced by the
reguiar contributions made to the Participant’s non-Roth [RAs for
the taxable year.

Section 3.
In the case of a joint return, the AG] limits in the preceding
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paragraph apply 1o the combined AGI of the Participant and his or
her spouse. '

Section 4,
A rollover from a non-Roth JRA cannot be made to a Roth JRA if, for

the year the amount is distributed from the non-Roth IRA, (i) the
Participant is married and files a separate return, (i) the Participant
is not married and has modified AGI in excess of $100,000 or (iii) the
Participant is married and together the Participant and the
Participant’s spouse have modified AG! in excess of $100,000. For
purposes of the preceding sentence, 2 husband end wife are not
treated as married for 8 taxable year If they hgve lived apart at all
times during the taxable vear and file separate returns for the

taxable year.

A reguisr contribution to @ non-Roth IRA may be recharacterized
pursuant o the rules in section 1.408A-5 of the regulations as a
regular contribution to the Roth IRA, subject to the limits in sections
1 and 2 above :

* Artidle Il Nonforfeitabililty

The Participants interest in the balance of the Roth IRA is
nordorfeitable.

Article lii. Investments

No part of the Roth IRA fimds may be invested in life insurance
contracts, nor may the assets of the Roth TRA be commingled with
other property except in 2 common trust fund or common
investment fund (within the meaning of section 408(z)(5))-

ection
No part of the Roth IRA funds may be invested in coflectibles
(within the meaning of section 408(m)) except as otherwise
permitted by section 408(m}(3), which provides an exception for
certain gold, silver, and platinum coins, coins issued under the laws
of any state, and certain bullion

Article V. Distributions

Section 1. Reguired Distributions

A.)Notwithstanding any provision of this Agreement o the
contrary, the distribution of the Participant’s interest in his
or her custodial account shall be made in accordance with
the requirements of Code Section 408(a)(6), as modified by
Gode Section 408A(c)(5), and the regulations there under,
the provisions of which sre herein incorporated by
reference.

B.)Hf the Participant dies before his or her entire interest is
distributed to him or her, his or her remaining interest will
be distributed at least as rapidly as follows

(3) K the designated beneficiary is someone other
than the Participant’s surviving spouse, the
remaining interest will be distributed, starting by
the end of the calcndar year following the
calendar year of the Participant’s death, over the
designated  beneficiary’s remaining life
expectancy, with such life expectancy
determined using the age of the beneficiary as of
tis or her birthday in the year following the vear
of the Partcipant’s death, or, if elected, in
accordance with paragraph (b)(iil) below.

(if) If the Participant’s sole designated beneficiary is
the Participant's surviving spouse, the entire
interest will be distributed, starting by the end of
the calendar year following the calendar year of

10

the Participant’s death (or by Uwe end of the

- calendar year in which the Panicipant would
have ansined age 7012, if later), over such
spouse's life, or, if elected, in accordance with
paragraph B (iii) below. If the surviving spouse
dies before distributions are required to begin,
the remaining interest will be distributed,
starting by the end of the calendar year
following the calendar year of the spouse's
death, over the spouse’s designated beneficiary’s
remaining life expectancy determined using
such beneficiary’s age as of his or her birthday in
the year following the death of the spouse, or, if
elected, will be distributed in accordance with
paragroph B (iii) below. I the surviving spouse
dies after distributions are required to begin, any
remaining interest will be distributed over the
spouse’s remaining life expectancy determined
using the spouse’s age as of his or her birthday in
the year of the spouse’s death.

(ii)If there is no designated beneficiary, or if
applicable by operation of paragraph B (i) or (ii)
above, the remaining interest will be distributed
by the end of the calendar year containing the
£fth anniversary of the Participant’s death (or of
the spouse’s death, in the case of the surviving
spouse’s death before distributions are required
to begin under paragraph B (if) above.

(iv)The amount to be distributed each year under
paragraph B() or (if) above is the account value
at the close ol business on December 31 of the
preceding year divided by the life cxpectancy
specified in such paragraph (as deternined in
the Single Life Table in Q&A-1 of Regulation -
section 1.404(2)(8)-9). If distributions are made
t0 & surviving spouse as the sole designaied
beneficiary, such spouse’s remaining life
expectancy for 3 year is the number in the Single
Life Table corresponding to such spouse's age in
that year. In all other cases, remaining life
expectancy for a year is the number in the Single
Life Table corresponding to the beneficiary's age
in the year specilied in paragraph B (i) or (i) and
reduced by 1 for each subsequent year.

C. The “value” of the account includes the amount of any
outstanding rollover, transfer and recharacterization under
Q&As-7 and - B of Regulations section 1.408-8.

D.}f the Participant’s surviving spouse is the designated
beneficiary, such spouse may elect to treat the IRA as his or
her own JIRA. This election will be deemed to have been
made  such surviving spouse makes & contribution to the
TRA or fails to take required distributions as a beneficiary.

Section 2, '
No amount is required 1o be distributed prior to the death of the
individual for whose benefit the account was originally established.

Article V1.

Section 1.

The Participant agrees to provide the Custodian with all information
necessary lo prepare any reports required hy sections 408(f) and
408A (d)(BXE). Regulations 1.408-5 and 1.408-6, or other guidance
putlished by the Internal Revenue Service (“IRS™).

Section 2,
The Custodian agrees to submit to the IRS and Paniicipant the
reporis prescribed by the IRS.
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Article V.

Notwithstanding any other articles wh)ch may be added or
incorporated, the provisions of Articles I tirough IV of Part B and
this sentence will be controlling. Any additional articles
inconsistent with section 40SA, the related regulations, and othor
published guidance will be invalid.

Article VL.

This Agreement will be amended as necessary Lo comply with the
provisions of the Code, the related regulations, ang other published
guidance. Other amendments may be made with the consent of the
Participant and the Custodian. .

PART C (Applicable to Traditional and Roth
IRA’s)

Article L. Investments

Section 1. Participant to Control Investments

The Participant shall have and exercise exclusive responsibility for
and control over the investment of the assets in the Participant's
Custodial Account, including, but not limited to, the investmnent of
funds awaiting security investment and of funds held pending
distribution. The Custodian shall not have’ any duty, obligation or
responsibility to question the Participant’s direction or lack of
direction in that regard, or to advise the Participant regarding
purchase, retention, sale or other means of investment of such
assets. The Custodian does not assume to render and it shall not
have any dnty, ohligation or responsibility for rendenng advice as to
the investment of the Participant's Custodial Account and shall not
be liable for any less which results from a Participant's exercise of
or failure to exercise responsibility for or ‘control over the
Panticipant’s Custodial Account. The Participant understands and
acknowledges that the Custodian cannot take investment acton
unless and until directed 10 do so by the Participant, and that the
Participant’s Custodial Account or portions thereof may go
uninvestcd becawse the Participant failed to give the Custodian
investment directons.

Section 2. Permitted Investments

Subject to the limjtations of the Code and the provisions hereof, the
Participant’s Custodial Account will be invested into an interest-
bearing FDIC-insured money market account through Reserve
Management Corporadion (“Reserve”), at an insured depository
institution ("Bank").”

Article ll. Distributions

Section 1. Form of Distributions
Distributions will be made in accordance with the Custodian's

established policies. If the Participant requests a cash distribution
and there is not sufficient cash in the Custodial Account to
accommodate the request, the Participant must direct the Custodian
which assets in the Participant’s Custodial Account should be sold
1o enable the requested cash distribution to be made. Distributions
of 2ssets in kind (e.g., distributions of stock or mutual fund shares)
mazy genersily be made only once each calendar ycar; depending on
the nature of the physical asset, distibution in kind may not be
possible, or may only be available at. specified times.

Section 2. Designation of Beneficiary

i the Participant wishes 10 designalc One Or more persons
(including the Participant’s estate or trust) to receive the balance in
the Participant’s Custodial Account in the event of the Participant's
death, the Participant must complete and give the Custodian 2
Designation of Beneficiary Form. A Participant may change or
revoke a designation by completing and giving the Custodian a new
Designation of Beneficiary Form. Blank Desxgnauon of Beneliciary

1

Forms may be obtained from the Custodian. A designation will not
be' ‘effective hereunder untl completed by the Participant and
received by the Custodian. A compieted Designation of Beneficiary
Form received by the Cnstodian-after the Participant’s desth will
govern distributions to be made after its receipt by the Custodian.

" Any portion of the Participant’s Custodial Account that cannhot be

distributed pursuant to 2 Designation of Beneficiary Form (e.g.,
because no form was ever completed and given to the Custodian, or
none of the Beneficiaries designated on the last form completed and
given to the Custodian survived the Participant) will be distributed
by the Custodian in a lump sum to the Participant’s surviving
spouse, or if there is no spouse bving at the time of the Participant’s
death, 10 the Participant's estate.

Article 1ll. Powers, Authority and Duties of
Custodian

ection 1. Power d Authori ustodia
In addition to the powers and authorities granted the Custodian
elsewhere herein, the Custodian shall have the following powers
and authorities in the administration of the Participant's Custodial
Account

A Pursuant Lo the Participant’s directions, to invest and
reinvest the assets of 2 Custodial Account without any duty
to diversify and without regard to whether such investment
is authorized by the laws of any jurisdiction for trust
investment.

B. Pursuant to the Participant’s directions, to exercise or sell
options, conversion privileges, or rights 1o subscribe for
additional securities, and to make paynients therefore.

C. Pursnant to the Participant's directions, to consent to or
participate in dissolutions, reorganizations, consolidations,
mergers, sales, leases, mortgages, transfers or other
changes affecting securities held by the Custodian.

D. Pursuant to the Participant's direction, to grant options to
purchase securities held by the Custodian or to repurchase
options previously granted with respect to securities held
by the Custodian

E. To hold any securities in the name of the Custodian without
qualification or description or in the name of any nominee.

F. To make, execute and deliver as Custodian any and all
contracls, waivers, releases or other instruments, in
writing, and to take such other actions as are necessary or
proper for the exercise of any of the foregoing powers or 1o
carry out its duties or responsibilities under the
Agreement.

Secti Duties of Custodi
The Custodian shall have only those duties speaﬁcany set forth in
this Agreement.

A The Custodian shall deliver to each Participant all notices,
prospectuscs, financial statements, proxies, and proxy
solicitation material relating to the securities in the
Participant’s Custodial Account The Custodian shall not
vole any shares held hereunder except in accordance with
the written instructions of the Participant.

B. The Participant agrees to provide the Custodian with
information necessary for the Custodian (o prepare any
repons required under Section 403(i) of the Code and
Regulations Sections 1.408-6 and 1.408-6. The Custodian
shall keep accurate and detailed records of all
contributiuns, receipts, invesuments, distributions,
disbursements, and other transactions in respect of the
Participant’s Custodial Account. The Custodian shall
furnish annual calendar-year reports concerning the status
of the account and such information conccrning required
minimum distributions as is prescribed by the
Commissioner of Internal Revenue. The Custodian will
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submit. reports 1o the Internal Revenue Service and the
Participanl as prescribed by the Code and related
regulations and the Internal Revenue Service. i the
Participant-does not give the Custodian written objections
to any such report within sixty days afier the date of such
report, the Participant shall be deemed to have approved
such repont and the matters set forth therein. With respect
to the Participant’s Custodial Account, the Custodian shall
have the right at any time to apply to & court of conpetent
jurisdiction for judicial sertiement of s accounts or for
determination of any questions of construction which may
arise or for instructions. The only necessary party
defendant to such action shall be the Participant, but the
Custodian may bring in other parties if it so elects. The
cost, including attorneys’ fees of any such accounting shall
be charged to the Custodial Account as an administration
expense under Asticle V] of this Agreement.

In carrying out and performing its duties as Custodian of the
Participant’s Custodial Account, the Custodian shall be fully
protected in and shall not incur any liability for acting wpon any
instrument, certificate, notice designation, docoment, form or paper
believed by it to be gcnuine. The Custodian shall not have any duty,
obligation or responsibility to make any investigation or inquiry as
to any statement contained in any such writing or as to the
genuineness of any signature thereto, or as to the validity of eny
date thereon, but may accept the same &s conclusive evidence of the
truth and accuracy of the statements, genuineness of signature and
validity of dates therein contained.

Article IV. Resignation or Removal of

Custodian

The Custodian may resign as custodian of the Partcipant's
Custodia) Account at any time by giving writien notice thereof to the
participant. The Custogian’s resignation will be efiective as of the
thirty-first day after the date of such notice. Upon the effective date
of the resignation of H&R Block Financial Advisors, Inc. as the
Custodian, H&R Block Bank, or such other FDIC-insured institution
selected by H&R Block Financial Advisors, immediately shall
beccome the ncw Custodian, and the Participant’s Custodial Account
promptly shall be transferred in H&R Plock Bank without any
action by the Participant. The new Custodiun shall become
obligated for any and all obligations of the Cuslodian under the
termns of this Agreement.

Should B&R Block Financial Advisors, Inc. resign as Custodian as
_ set forth in the foregoing paragraph, the Participant may transfer
the Participant Custodial Account by removing the new Custodian
without the payment of 8 termination fee or charge to the new
Custodian, notwithstanding the termination fee stated in Article V)
of this Agreement, if such transfer occurs within £0 days from the
date that the Participant is notified of the resignation of the
Custodian.
The Participant may remove the Custodian as custodian of the
Participant's Custodial Account by giving writlen notice thereof to
the Custodion. The Participant shal remove the Custodian as
custodian of the Participant’s Custodial Account by giving written
notice thereof Lo the Custodian if the Participant receives
notification by the Commissioner of the Internal Revenue Service
that substitution of custodians is necessary because the Custodian
has failed to comply with Section 1.408-2(e) of the Treasury
Regulations or & not keeping such records, or maldng such returns,
or rendering such stazements as are required by forms or Treasury
Regulations.
Upon such resignation or removal, the Participant shall appoint a
qualified successor trustee or custodian. Upon receipt by the
Custodian of writien acceptance of such appointment by the
successor trustee or custodian, the Cusindian shall transfer and pay
over to such successor the esseis of the Custodial Account and
copies of all its records perwining thereto. Notwithstanding any
provision of this Agreement, the Custodian is authorized to reserve
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and retain from the assets of the Custodial Account such sum of
money and other assets as il deems advisable for payment of all its
fees, compensation, costs and expenses, or for psyment of any
other liabilities constitting a8 charge against the assels of the
Custodial Account or against the Custodian, and to sell such assets
to cover the fecs, compensation, costs, expenses and other
payments due the Custodian; any balance of such reserve remaining
after the payment of all such items shall be paid over to the
Successor trustee or custodian.

It shall be a condition of the removal of the Custodian that the
Participant shall have appointed a qualified successor trustee or
custodian. In the event of the resignation or removal of the
Custodian and the Participant’s failure w appoint a qualified
successor, the Custodian may distribute the balance of the
Custodial Account, exclusive of any assets reserved by the
Custodian in accordance herewith, to the Participant, or the
Custodian may apply to a2 court of competent jurisdiction for the
appointment of such successor and the costs of such a proceeding
shal) be treated as an expense under Article V of this Agreement.

The provisions of this Section relating to the Custodian’s rights to
reserve and retain from the assets of the Participants Custodial
Account funds and other assets and to sell such assets shall survive
termination of this Agreement and the Participant’s Custodial
Account

Article V. Custodian’s Fees and Expenses

In consideration of the Custodian’s services under this Agreement,
the Participant shall pay the Custodian the fees specified on the
current fee schedule of the Custodian, which the Custodian may
change from time to time. The Participant shall also pay the
Custodian & fee of $25 upon termination of a Custodial Account, and
reasonzble fees for any services performed by the Custodian not
contemplated by any such fee schedule, and either deemed by the
Custodian lo be necessary or desirable, or requested by the
Participant.

Any income, gift, estate and inheritance taxcs and other taxes of any
kind whatsoever, including transfer taxes incwred in connection
with the investment or reinvestment of the assets of the
Participant’s Custodial Account, that may be levied or assessed in
respect 10 such assets, and all other administrative expenses
incurred by the Custodian in the performance of its duties including
foes for legal services rendered to it, shall be charged to the
Custodial Account.

If the Participant does not pay 2ll such fees, taxes and other
administrative expenses charged or chargeable to the Participant's
Custodial Account upon demand therefore by the Custodian, the
Custodian may deduct fom the Participant's Custodial Account
cash and other assets in an amount sufficient to cover all such °
unpaid fees, taxes and other administrative expenses.
Notwithstanding any other provision in this Agreement, if the cash
in the Participant’s Custodial Account is not sufficient to pay all
such unpaid fees, taxes and expenses, the Custodian may sell assets
in the Custodial Account tv cover such amounts, If the assets in the
Participant’s Custodial Account are not sufficient o™ pay all such .
unpsid fees, laxes and expenses, the Participant shall owe, be
responsible and pay the Custodian any deficiency. The provisions of
this Section shall survive the termination of this Agreement and the .
Participant’s Custodial Account.

Article Vi. Definitions

Seqtion 1. Adoption Agreement

The agreement incorporating the terms hereof and executed by the
Custodian and by or on behalf of an individual to create an
individual retirement account hereunder.

ion 2. Beneficia
The person or persons designated by the Participant 10 receive the
balance in the Participant's Custodial Account in the event of the
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Participant’s death.

Section 3. Benefits
A Participant’s or Beneficiary’s share of the balance of the

Participant's Custodial Account.

Section 4, Code

The Internal Revenue Code of 1986, as amended from time tn time.

Compensation means wages, salaries, professional fees, or other
amounts derived from or received for personal service actually
rendered (including, but not limited to commissions paid salesmen,
compensation for services on the basis of 2 percentage of profits,
conunissions on insurance premiums, lps and bonuses) and
includes earmed income, as defined in Code Section 401(c)(2)
(reduced by the deduction the self-employed individual takes for
contributions made to 2 self-employed retirement plan). For
purposes of this definition, Code Section 401(c)(2) shall be applied
as if the term trade or business for purposes of Code Section 1402
included service described in (c)(6). Compensation also includes
any amounts received as alimony or separate maintanance
payments includable in the recipient’s gross income under Code
Section 71. Compensation does not include amounts derived from
or received as earnings or profits from property (including, but not
limited to, intercst and dividends) or amounts not indudable in
gross income. Compensation also does not include any amount
received as a peusion or annuity or as deferred compensation. In the
case of 8 maried individual filing a joint return, the greater
compensation of his or her spouse is treated as his or her own
compensation, but only to the extent that such spouse’s
compensation is not being used for purposes of the spouse maldng
a contribution 1o a Roth IRA or a deductible contribution to 2 non

Roth IRA.

i i coun
An individual retirement account established by or for a Participant
pursuant to this Agreemerl.

Section 7, Participant
An individual who has executed the Adoption Agreement or on

whase behalf the Adoption Agreement has been executed, to create
an individual retirement account under this Agreement.

Section 8. Disabled

As used herein, "disabled” has the same meaning as in Code Section
72(m) (7). “Disability,” as used herein, shall have the same meaning
as disabled.

Article Vil. Amendment and Termination
Section 1, Amendment

The Participant may not amend this Agreement.

' The Custodian may amend this Agreement in any respect at any

time, including retoactively, in order to conform this Custodial
Account to pertinent provisions of the Code and other laws or
successor provisions of law, or to obtain 2 government ruling that
such requirements are met, to adopt a prototype or master form of
agreement in substitution for this Agreement, or s il otherwise may
deem advisable, provided the Custodian amends in the same
manner all agreements camparable to this one, having the same
Custodian, permitting comparable investments, and under. which
such power has been retained by it All such amendments by the
Custodian shall be communicated in writing to the Participant

This Section shall not apply and shall not be construed to restrict
the Custodian’s right to substitute fee schedules in the manner

. provided by Article Y1 of this Agreement, and no such substitution

shall be deemed to be an amendment of this Agreement

Section 2. Termination

The Custodian shall terminate the Cuslodial Account if this
Agreement is terminated. Termination of the Custodial Account
shall be effected by distributing all assets thereof in a lump sum in
cash or in kind to the Participant, subject to the Custodian's right to
reserve and retain funds and othes assets and sell assets as provided
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in Articles [V and V of this Agreement Termination shall relieve the
Custodian of all further duties hereunder.

Article VIii. Miscellaneous

Section 1. Notices

Any notice given by the Custodian with respect to this Agreement
shall be effective if sent by first class mail to the person to whom it
is directed at that person's last address on the Custodian’s records.
Notices directed to the Custodian shall be effective when received
by an authorized officer of the Custodian.

Section 2, Non-Alienability of Benefits

Neither the Participant nor his Beneficiary shall have the right or
power to anticipate any part of the Custodial Account or to sell,
assign, transfer, pledge or hypothecate any part thereof. The
Custodial Account shall not be liable for the debts of the Participant
or his Beneficiary or subject to any seizure, attachment, execution
or other legal process in respect thereof Al no time shall it be
possible for any part of the assets of the Custodial Account to be
used for or diverted to purposes other than for the exclusive benefit
of the Participant or the Participant’s Beneficiary. The foregoing
notwithstanding, the rights of the Participant and his Beneficiary
are subject to the provisions of Articles V and Y1 hereof, and to the
rights of any spouse or former spouse in the Custodial Account
under a divorce or separation insttument pursuant to Code Section

408(d)(6).

ion ver aw

This Agreement shall be construed and administered in accordance
with the laws of the State of Micligan and any relevant federal law,
without regard to the conununity property laws of any state. This
Agreement is intended to qualify under Section 408(a) aof the Code
as an individual retirement account and to entitle the Participant the
retirement savings deduction under Section 219 of the Code, and if
any provision hereof is subject to more than one interpretation or
any term used herein is subject to more than one construction, such
ambiguity shall be resolved in favor of that interpretation or
construction which is consistent with that intent However, the
Custodian shall not be responsible or Hable if such intentions are
not achieved through use of this Agreement; the Participant should
seek the advice and counsel of the Participant's altomey or tax
advisor for any such assurances.

ign 4 tici n vi

‘The Participant should seek advice fruwm the Participant's attorney
or tax advisor regarding the legal and tax consequences (including
but not limited to federal and state tax matters) of entering into this
Agreenient, contributing to the Custodial Account, and ordering the
Custodian to make distributions from the Account. The Participant
understands that the Custodian is prohibited by law from rendering
such advice.

Section 5. Participant’s Benefits

The Participant shall look solely to the assets of the Partcipant’s
Custodial Account for the payment of any Benefits to which the
Participant is entitled.

ction 6. Headings
The headings and subtitles used herein are solely fof convenience of
the reader, and are to be ignored in the construction of this
Agreement. . ..

Section 7. Indemnification

The Participant shall at all times duly indemnify and save the
Custodian harmless from any liability cost or expense which may
arise under this Agreement in connection with the Participant’s
Custodial Account, except liability cost or expense arising from the
negligence or willful misconduct of the Custodian. The provisions of
this Section shall survive termination of the Participant's Custodial
Account and this Agreement. :

Section 8. Incorporation

The recitals o this Agreement are, by this reference, incorporated

_ in the agreewnent of the Participant and Custodian.
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Express IRA Privacy Policy

H&R Block Financial Advisors, Inc. ("we™) is one of the H&R Block
family of companies dedicated to being your tax and financial partner.
As such, we understand the importance of safcguarding your personal
information.

How we protect your personal information

We restrict access o information about you W those employees who
need to know the information 1o provide products or services to you.
We rmaintain physical, electronic and procedural safeguards to protect
your personal information.

How you can help protect your personal information

You should not share your account information or passwords with
others. We encourage you to notify us promptly if you suspect the
confidendality of your personal information has been compromised or
if you believe your personal information needs to be corrected or
updated.

Our Privacy Policy recognizes the trust you have placed in us. We are
comumitted to preserving that trust and we will work hard to safeguard
the confidentiality of your personal information. Of course, we reserve
the right to modify this policy to reflect any changes or enhancements
that we make to those protections. Jf we do make modifications, we
will let you know promptly.

How and why we collect personal information
You provide personal information to us so that we may help you try to
meet your financial goals. Such informadon allows us to process your
requests and transactions, keep you apprised of products and services
that may be of interest to you and enhance customer service by better
understanding your needs.
This information may include:
= lLJumualion you provide to us on applications or other forms
(such as name, address, social security number, assets and
income).
e Infunuation about your transactions with us, our affiliates or
others.
* Information collected from your browser when you visit our
websiles and your browser interacts with them.
s Information we receive from consumer reporting agencies.

Sharing information within the H&R Biock family of
companies :

[n an effort to benter serve your financial needs and to infonin you about
the products and services H&R Block offers, we may share personal
information, such as the infurnuation described above, within our family
of affiliated companies. (Our affiliates are companies that are
controiled or owned by us or companies controlling or under common
conwro! with our parent company). For exampie, H&R Block Tax

Services, Inc. offers a complete menu of tax services, while H&R Block '

Mortgage Corporation offers a full range of home mortgage products
and services.

The Fair Credit Reporting Act allows you the opportunity to limit the
sharing of “nonexperience’ information within the H&R Block family.
Such information includes information that is used, expected to be
used or collected for the purpose of establishing your eligibility for
consumer credit (e.g., margin privileges), insurance and related
products and services, and is not related solely to your transactions or
other communications with us. If you would prefer that we not share
nonexperience information within the H&R Block family of companies,
you may direct us not to share this information by calling us toll-free at
1-800-472-5625. This Privacy Policy and our practices are subject to
change. As significant changes occur, we will update this policy, and we
will let you know about them.

Sharing information outside the H&R Block family of
companies

To facilitate our provision of financial products and services to you, we
may retain nonaffiliated third-party service providers to perform
certain functions on our behalf, or we may enter into joint marketing
arrangements with nonaffiliated third parties. Such third party service
providers and joint marketers may include financial companies and
nonfinancial companies.

We may share your personal information as described above with such
service providers or joint marketers. Such disclosures shall be subject
to an appropriate, contractual confidentality pledge, and solely for the
purpose and only to the extent necessary to carry out the contractual
purposes, or as otherwise permitted or required by law. We may also
share your personal information as described above with certain other
nonaffiliated third partcs as permitted or required by law (such as in
the ordinary course of business to process the transaction you have
requested, due to operation of law or pursuant Lo a govermment or
regulatory requirement).

15
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Usage and Disclosure of Tax Retumn information for Express IRA

Privacy protection is fundamental 1o the way H&R Block conducts businexs. We honor all applicable privacy regulations, and we further strive to
operate our business in a manner that justifies your choice of H&R Biock products and services. ‘

The Express Individual Retirement Account (Express IRA) you have applied for is provided by H&R Block Financjal Advisors, Inc. CHRBFA™), a
financial services company that is part of the H&R Biock family. To evaluate and process your application, H&R Block must provide to HRBFA
certain personal and financial information you have provided as part of your tax return preparaton. Your application cawuwt be processed by
HRBFA without this information. Your information will not be disclosed or used by H&R Block for any purposes other than those stated in this

consent, other than as required or permitted by law.

When you submit your application for an Express [RA, you will becume a customer of HRBFA as well as a client of H&R Block. HREFS. will use
information it obtzins un your application and information disclosed under this consent in accordaice with its privacy policy. The HRBFA privacy
policy is disclosed to you in connection with the Express IRA custodial agreement that you sign as 3 companion o this consent.

Your signature below confirms your consent for H&R Block to provide tax return information te H&R Black Pinandal Advisors, Inc.
You alse acknowledge that you have read the H&R Block Privacy Policy provided by your H&R Block office, and the H&R Block

Financial Advisors, Inc. privacy policy.

Client's signature Client Copy ~ No Signature Required Date __

Spouse’s signature Client Copy — No Signature Required  Date
(if “Married Filing Jointly~)

Investment sarvices and securities producss oHered Twough HR Block Financial Advisorn, inc, a registered broker-dealer and member NYSE. SIPC. HBR Block Financial Advison,
inc_is 2 registered investment advisor. H&R Blodk, nc and H&R Block Services, tnc. are not registered brokerdeaiers or registered investment ddvisors.

(TSN
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benefits of an Express IRA

Congratulations on opening an Express JRA! You've chosen a smart way to save for your future. The
keys to building enough wealth for your savings goals are to take advantage of the time value of
money and tax benefits designed to help you save.

When you save your money in your Express IRA, you eamn interest on your contributions, and ther you eam
interest on the interest! The effect of compounding interest is how you build up your savings.

Minimizing your taxes and saving the funds you need for a sound future is easier than you might think.
And yop‘ve taken the first step by opening your Express IRA-

Investiments in you Express IRA are:

s FDIC- Insured

®» Earn competitive money moved rates
= Tax smart
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H&R BLOCK’ e . ' tax, mortgage and financial services

January 7, 2004

Joe Smith

123 Anytown N

Any City, Any State 654‘21 ) .

Dear Joe Smith,

We hope you find this welcome package full of useful information regarding your new Express IRA.

Inside, you'll find mformamon about our online services, frequently asked questions, a postage paid
envelope with a deposit slip and more.

Our records indicate we have received the following information:

Account Number Account Type Contribution Contribution Year
Amount
123123123 Roth $500 2004

If you have questions about any of the information in this package, please feel free to call our
Customer Service Organization at 1-800-HRBLOCK and select the financial services option. Be
sure to reference the account number listed above.

Thank you for choosing Express TRA for your savings needs.

Sincerely,

Director of Express Programs

P.S. You can now enjoy the convenience of getting your quarterly Express IRA statements online
instead of via U.S. Mail. Just go to hrblock.com/expressira or call 1-800-HRBLOCK and Web
enable your account.
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strategies to help you save

Get Creative! Helpful tips on how to save. .
To cut down on some of your flexible expenses each month, get creative. Which one of these ideas
could work for you?

Bring your lunch to work. Say you spend as little as $5 2 day buying your Junch — you could save
$1,300 a year!

Make your own coffee. If you're ﬁaw‘ng $1.75 on your way to work each day, that's about $455 a year.

Rent a movie. A family of four will likely spend almost $50 going out to the movies, but a rented
film and snacks at home could cost as little as $5. When you do go to the theater, attend a matinee for
better prices.

Pick the right cell phone and long-distance plans. Overpaying as little as $20 a month adds
up to $240 a year.

The H&R Block Advantage

We're here to provide you the most complete tax and financial advice. That is the H&R Block
Advantage! With every Express JRA statement you receive, you'll also receive personalized,
customized advice prepared just for you! '
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getting started

Take Control of your Financial Future
Taking control of your money and tracking expenses is key to developing a roadmap to your financial
future. By keeping a personal budget, you can see which monthly expenses are:

Fixed - like your rent or car payment. The cost of fixed expenses cannot be altered from month to month.

Flexible - like clothing and entertzinment. You could voluntarily reduce flexible expenses each
month to create more money leftover for savings.

How much should you save

A good benchmark is to save 15 percent of your take-home pay each month. You can do this by
setting up a systematic investment plan. Just complete the form on the enclosed business reply
envelope to get started.

It’s easy and convenient and will enabje y'ou to save a little each month—without even thinking about jt!

The important thing is to start saving now, with whatever percentage you can afford. Your long-term
goal should be to increase the percentage of your income that goes to savings.
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systematic investing

Get the most out of your new Express IRA

You've already taken a step toward saving for your future. But did you know that you can set up a
systematic investing plan and save as little as $25 per month? Your savings will grow tax deferred
through automatic deposits. It's an ideal way to begin ensuring that your new Express IRA helps you
reach your savings goals. ’

.Save for you future with Systematic Investing
What will | accumulate in savings if | save z little every month?

$250
521,900 543,906 187,511 215,029 532,963 ST 5151450 57 IVIG 3265438 | 3530979 137,026
s 536,723 S546 5133913 325 648 352,295 518550 | 5296.475 557,387 175,74 | s3sv g 3873570
SI152%4 30,3 su.'Iu 5152140 22919 545,399 391678 5225, 794 352,728 $115459 | 29050 357,294
312239 R477 549,355 3123387 317,409 534318 365,63¢ $17¢.09 337,507 73,05 S158.0%0 4375024
5,717 TN 538,547 $97.387 1396 SBTR 351,584 $122.961 ’ 523.93¢ 347,368 195,77 2330
730 534,764 525529 | ;2 55200 $18.400 $36,880 591.999 314324 $29.687 553,295 $188. 257
525 $10.503 521,006 352,516 36,173 312346 2e5m 617 58,209 $77.472 $34.835 $5 086
3324 36607 313,294 533235 53.64 37.387 T4 536933 34,504 39,202 518,417 346,041
157 53,152 36,215 315,788 316683 53326 58,652 315,638 31,549 32,69 57597 313,452
928 531,057 53943 SE203 3958 51518 5301 39,577 51,020 2,048 Sape $10.201
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savings goals

Retirement Savings

As & hard worker, you probably envision one day enjoying 2 simpler way of life. Investing in your
Express IRA is a great way to build your retirement savings in order to sustain yourself and protect
your quality of life during your retirement years.

It's important to keep in mind that:

_ » The average number of years spent in retirement is 16.. ;.

- & Many people have to retire earlier than they anticipate due to health.

» Most people will need between 70 - 80% of their pre-retirement income to meet expenses during
retirement. Social Security only pays about 40%.

Making regular and steady contributions to your Express IRA is one way to accurnulate retirement
.savings over time.

Other Savings Goals ‘

Although your IRA funds are intended for retirement, you may take distributions without penalty for:
» First time home purchase

» Qualified education expenses

= Qualified medical expenses

= Roth IRAs allow you to withdraw your contributions at any time, for any reason
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eDocuments

Anytime Anywhere Access to your Express IRA

One of the benefits of having an Express IRA is convenience. Now, you can get your Express
Statements online! All of the information you receive in your paper statements can be easily accessed
at your convenience.

= You'll receive email notifications when your statement is ready for viewing
» You'll be able to download your statement to your computer for convenient record keeping

eDocuments is available today! Just go to www.hrblock.com/expressira to sign up.
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privacy policy

H&R Block Financial Advisors, Inc. (*we”) is one of the H&R Biock family of companies dedicated to being your
tax and financial partner. As such, we understand the importance of safeguarding your personal information.

How we protect your personal information
We restrict access to information about you to those ermployees who need to know the information to provide
products ar services to you. We maintain physieal, electronic and procedural safeguards to protect your personal

information.

How you can help protect your personal information

You should not share your account informatian or passwords with others. We encourage you to notify us promptly
if you suspect the confidentiality of your personal information has been compromised or if you believe your
“personal inforrmation needs 1o be cotrected or updated. ' ,

Our Privacy Policy recognizes the trust you have placed in us. We are committed to preserving that trust and we
will work hard to safeguard the confidentiality of your personal information. Of course, we reserve the right to
modify this policy to reflect any changes or enhancements that we make to those protections. If we do make
modifications, we will Jet you know promptly.

How and why we collect personal information

You provide persanal information to us so that we may help you try to meet your financial goals. Such information
allows us to process your requests and transactions, keep you apprised of products and services that may be of
interest to you angd enhance customer service by better understanding your needs.

This information may include:
» Information you provide to us on applications or other forms (such as name, address, social
security number, assets and income). :
® Information about your transactions with us, our affiliates or others.
» Information collected from your browser when you visit our websites and your browser interacts
with them.
» Infonmation we receive from consumer reporting agencies.

Sharing information within the H&R Block family of companies

In an effort to better serve your financial needs and to inform you about the products and services

H&R Block offers, we may share personal iformation, such as the information described zbove, within our family

of affiliated companies. (Our affiliates are companies that are controlled or owned by us or companies cantrolling

or under common control with our parent company). For example, H&R Block Tax Services, Inc. offers a cormplete

menu of tax services, while H&R Block Mortgage Corporation offers a full range of home mortgage products and
services.

The Fair Credit Reporting Act allows you the opportunity to limit the sharing of “nanexperience” information within
the B&R Block family. Such information includes information that is used, expected 10 be used ar collected for the
purpose of establishing your eligibility for consumer credit (e.g,, margin privileges), insurance and related products
and services, and is not related solely to your transactions or other commumicatians with us. if you would prefer
that we not share nonexperience information within the H&R Block family of companies, you may direct us not to
share this information by calling us tol-free at }1-800-472-5625. This Privacy Policy and our practices are subject to
change. As significart changes occur, we will update this policy, and we will let you know about them.

Sharing information outside the H&R Block family of companies

To facilitate our provision of financial products and services to you, we may retain rionaffiliated third-party service
providers to perform certain functions on our behalf, or we may enter into joint marketing arrangements with
nonaffiliated third parties. Such third party service providers and joint marketers may include financial companies
and nonfinancial campanies.

‘We may share yowr personal information as described above with such service providers or joint marketers. Such
disclosures shall be subject to an appropriate, contractual confidentiality pledge, and solely for the purpose and
only to the extent necessary to carry out the contractual purposes, or as otherwise permitted or required by law.
We may also share your personal information as described above with certain other nonaffiliated third partes as
permitted or required by law (such as in the ardinary course of business to process the transaction you have
requested, due to operation of law or pursuant 10 a government or regulatory requirement).
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Express IRA fee schedule

*ACCOUNT OPENING weiiieiiieieiecreeesssie et smr s secbss e st s e s ss s s enecanes $0.00
*RecONtMIDULION ..o e $0.00
** Annual AcCcount MaintenanCe. .. ieneceececreer et s e $10.00
ACCOUNT TEIMINGTION ... eietirtcireeeeeeeee et eeiee e e eeeensnesesseeeae s senennnases $25.00
Returned Check/ACH. ... ..ottt san e s eeeae $20.00
Statement Duplicate CoPY...iiiiiiienccicciciicierccr et e e $3.00
Wire 1ransfer OUL......c.oooeiieceieeecee e e e et cres s ensane e sae s e eaeaes $25.00

*An Account may be charged a $15 Account opening or $15 Recontribution Fee if none of the
following apply.

m Account owner qualifies and takes advantage of the saver’s credit

m Account has minimum balance of $2000

m Minimum monthly systematic investment of $150 is established

m Account owner purchases a Refund Anticipation Loan

**An account is exempt from the account maintenance fee if there is a minimum -
systematic investment of $25 per month established, or if the account balance is at
least $1,000.

Investment services and securities products otfered through H&R Block Financial Advisors, Inc, member NYSE/SIPC. Tax services
otfered through subsidiaries of H&R Block Services, Inc Mortgage services offered through H&R Block Mortgage, inc. H&R Block,
Inc., H&R Block Services, Inc. and H&R Block Mortgage, InC. are not registered broker-dealers.
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FAQ

Frequently Asked Questions

Question:
Will I be contacted by an H&R Block Financial Advisor?

Answer:
It is possible that an H&R Block Financial Advisor may contact you if your investments in
your Express IRA reach a certian asset level '

Question:
What number do I call if I have questions about my Express IRA account?
- Answer:
You can call 1-800—HRBLOCK and choose the financial services opuon You will be able to use
our automated system to check your account balance or you may talk with a customer
services representative.

Question:
How do 1 make addmona.l contq'butxons to my Express IRA account?
Answer:
" There are several ways to make additional contributions to your account:
» You can make a one time deposit by check. Use the enclosed postage paid envelope and
completed the one time deposit portion.

» You can set up monthly systematic contributions to your Express IRA. A specific amount is
withdrawn from your checking account on a monthly basis and contributed to your Express
IRA. Use the enclosed postage paid envelope and complete the systematic investment deposit
slip.

» You can transfer funds from an existing retirement account into your Express IRA, as long
as any securities have been liquidated. This type of transfer is referred to as a trustee-to-
trustee transfer. This is not a rolover, and because the distribution is not made directly to
you, the transfer is tax free.

# You can make a "rollover contribution” to your E.xpress IRA. Rollovers are generally tax-
free distributions to you of cash or other assets from one retirement plan that you then
contribute to another plan within 60 days. Typically these types of contributions come from
other JRAs, existing employer-sponsored plans (401(k) plans), deferred compensation plans
of state @and local government (457 plans) or tax-sheltered annuities (403(b) plans).

Question: v ‘
Are there any fees if ] withdraw the funds from my account and close it?

Answer:
There will be a $25.00 fee applied against your account when you close it.

Question:

How can I sign up for eDocuments and receive my Express IRA statements online?
Answer:

Go to www.hrblock.com/expressira and enter a valid email address.

Question:
Where can I go to get additional deposit slips or forms?

Answer:
You may visit us online at www.hrblock.com/expressira or call 1-800-HRBLOCK and select
Financial Services.
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Joe Smith’
123 Anytown
Any City, Any State 65421

H&R BLOCK"
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- H&R BLOCK’ _ | tax, mortgage and financial services

Express Yourself!

A new Express IRA Tax Professional incentive
program for tax season 2004

Participation is voluntary and is not a guarantee of employment.

Questions may be directed to

expressprograms@hrblock.com

H&R Block Company Confidential 1
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H&R BLOCK® tax, mortgage and financial services

Document Definitions:

Express Yourself!: Name of voluntary, new incentive program

Tax Professional: Associate who prepares taxes for H&R Block

TPS: Tax Preparation Software

Company: H&R Block Corporate Office

IRA: Individual Retirement Account

Express IRA: An Individual Retirement Account opened through H&R Block. H&R
Block Financial Advisors, Inc. is the custodian for the account. Investments are made in
an FDIC-insured money market account.

HRBFA: H&R Block Financial Advisors, Inc.

Program Description & Purpose

The “Express Yourself!” program is a one-time incentive program that rewards Tax
Professionals for assisting clients with opening Express IRAs in the tax office. H&R
Block will award tax pros who meet the qualifications and participate up to $100.

The purpose of this program is to have Tax Professionals experience Express IRAs for
themselves and gain familiarity with the product and the account opening process so
that they feel confident and knowledgeable offering it to their clients. The program is
designed to: R .
1. Incent Tax Professional to work through the screens to become more familiar with
the account opening process and mechanics in Tax Preparation Software (TPS).
2. Help Tax Professionals become more familiar with the Express IRA product
features and benefits by going through the client experience.

H&R Block Company Confidential 2
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CONFIDENTIAL
HRB 04671



H&R BLOCK® R tax, mortgage and financial services

General Overview:

Express Yourself? ‘
A voluntary, new Express IRA Tax Professional incentive program for tax season 2004.
There is no requirement to participate. Individuals who do not want to participate
should contact their district manager.

How it works:

1. Open Express IRAs for yourself and clients before the deadline* and H&R Block
will give you a reward of up to $100. This program is voluntary. It does not, in
any way, affect the existing Tax Professional compensation for Express IRAs.
Company (H&R Block Corporate) Tax Professionals will still receive $5.60 for
every Express IRA funded.

2. For each Express IRA that you assist a client in opening, H&R Block will give );ou
a cash award of up t0$25 per client account, and an option to use that award
towards funding your very own Express IRA. (Maximum award is $100).

3. As a Tax Professional, you will be able to open an Express IRA account with a $0
amount in TPS. (The minimum deposit for clients remains $300 or enrollment in
a $26 per month systematic deposit).

4. There are no administrative fees associated with participation in this program.
Funds will be awarded after tax season 2004. You will receive a check for your
award amount. If you choose to deposit the award amount into your Express IRA,
you may do so by endorsing the check and returning it to H&R Block in a postage
paid envelope that will be provided to you. You will receive a communication
regarding your award amount. ’

5. If you choose not to fund an Express IRA by August 1, 2004, and you have a zero

balance Express IRA opened as a result of this program, that account will be
closed on August 1, 2004.

*Please see refer to Program Details.

H&R Block Company Confideruial 3
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H&R BLOCK" tax, mortgage and financial services

Program Details
App!z'cab]e to Company and Franchise Associates

s All Associates preparing returns in TPS are eligible. Only Express IRAs opened in
TPS will count toward eligibility requirements.

s No pre-enrollment is necessary.
The Tax Professional award will be tiered according to the following schedule:

Account Award per XIRASs Cumulative Cumulative
Owner XIRA Opened Award XIRAs

' Opened
Tax $0 1 $0 1
Professional
Client 1 $25 1 $25 2
Client 2 $25 1 $50 3
Client 3 $25 1 $75 4
Client 4 $26 1 $100 5

e The maximum award as a result of the Express Yourself! program is $100.
e Tax Professionals who have an existing Express IRA are automatically qualified for
the program.
e Tax Professionals who do not have an existing Express IRA must meet one of the
following criteria: .
1. The Tax Professionals must open an account for a client by January 31%, 2004, or
2. The Tax Professionals must open their own personal Express IRA (funded, or
with $0 amount) and electronically file their tax return by February 15®, 2004, or
3. Complete a series of select practice exams in TPS. This process involves the office
leader and district manager verifying that the Tax Professionals completed the
practice Express IRA returns during TPS training. For specific details related to
this option, visit the program addendum documents on Block Net. under the
Express IRA section.
e A Tax Professional's existing Express IRA will count toward the requirement for
them to open their own Express IRA. ’ ,
e Ifa Tax Professional has an existing Express IRA, they must still open a client
account or have an existing client account recontribute in order to receive funding.
e The order in which accounts are opened does not matter (Tax Professional first vs.
client first) as long as the other qualifications are met.

H&R Block Company Confidential 4
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H&R BLOCK’ ' tax, mortgage and financial services

e  Tax Professionals that have clients with existing Express IRAs will have those

accounts count toward their totals if: 1) the client makes a recontribution to the
account, or 2) the client enrolls in or increases their ongoing monthly systematic
deposit amount.

Installment Contributioris:

This section applicable for Company Associates Only

The contributions will be ‘grossed-up’ for tax withholding purposes so that the Tax
Professionals will not incur any out-of-pocket tax liability since the awards are
considered wages/ta.xable earnings.

The awards given are in addition to the regular compensation for Express 1RAs
($5.50 per unit at the time of this writing).

This section applicable for Company and Franchise associates.

The contributions made by H&R Block are to be made in two installments after tax
seasons 2004 and 2005.

To be eligible for the second installment, Tax Professionals must be employed by
H&R Block or a franchise during the 2 year contribution period, i.e., successive tax
seasons.

Tax Professionals who choose to deposit their award amount in an Express IRA may
have those contributions directed to either a new Roth IRA or Traditional IRA
account or an existing account.

Earnings will be reported on the company Tax Professional’s W-2 forms as regular
compensation.

The contributions cannot be transferred to a relamve or made in anyone else's name -
other than the Tax Professional that earned the award.

As in prior tax seasons, Tax Professionals receive an employee discount of the $15
set-up/recontribution fee and the $10 annual maintenance fee.

The client accounts that a Tax Professional opens must be funded by May 1st, 2004.
Accounts rescinded or closed before May 1st will not qualify toward the number of
funded accounts required to be eligible for the program.

For tax purposes, Express IRAs funded as a part of this program will be directed
prospectively toward the Tax Professional’s 2004 or 2005 tax returns. Due to the
tming of the Block contributions, they will not be allowed to be directed toward a
2003 tax return. If they choose, Tax Professionals may contribute addmona] funds
that may be directed toward a 2003 tax return.

Only Express IRAs qualify, referred clients that open an HRBFA account do not
count toward the total. However, a client that opens an Express IRA first, then

H&R Block Company Confidential s
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H&R BLOCK®

tax, mortgage and financial services

subsequently upgrades it to an HRBFA account, will count toward a Tax
Professional’s total number of accounts.

e Franchise Tax Professionals that participate in the program must ensure they use
unique Tax Professional IDs (for TPS) so that the results can be tracked accurately.

Frequently Asked Questions

1. | What if I already have | If you have an existing Express IRA, you do not
an Express IRA? need to open another Express IRA to qualify for

this program.

2. | How much can I earn? | If you open an account for yourself and fora
client, H&R Block will send you a check for $25
in which you may cash or deposit into your
Express IRA. For each additional client account
opened, you will receive $25 for a maximum
award of $100. :

3. | Whatif I’'m not Since H&R Block will send you a check for your
eligible to open an award amount, you may choose to cash your
IRA (don’t meet age, | check instead of having it deposited in your
or income a Express IRA. The choice is yours.
requirements)

4. { CanlI direct the No. The timing of the account contributions will
contributions to my dictate that they are for either calendar year
calendar year 2003 tax | 2004 or 2005.
return?

5. | What type of Express | You may open either a Roth or traditional
TRA can I open? Express IRA.

6. | CanIhave the award | No. Only Tax Professionals may receive the
go to my spouse or a award.
relative?

7. | CanIhave the award | Yes. Since you will receive the award in payment
directed toward my of a check, you may direct it to your HRBFA
HRBFA brokerage account.
account?

8. | Will my client No. The accounts opened must be Express IRAs.
referrals that opened | If the account was originally opened as an
an HRBFA account Express IRA and then client subsequently
count toward the upgraded it to an HRBFA account, it will count

H& R Block Company Confidential
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tax, mortgage and financial services

* | number of accounts I

toward the total.

need to get the $100?7
9. | When will I receive You will receive your award check in late May or
| my award? early June of 2004 for the first installment. The
second installment will happen in late May or
early June of 20056.

10. | Can I withdraw the Yes. The funds are 100% yours.
funds once they are in
my account?

11. | Will I be charged the - | No. These fees are waived for H&R Block
$15 Express IRA set employee accounts and Franchise Tax
up fee or the $§10 Professionals participating in this program.
annual maintenance
fee?

12. | How do I get the We will send you a check for your award amount.

‘money? You may either cash it or deposit it into your
Express IRA.

13. | As a franchise Tax Yes, franchise Tax Professionals are eligible to
Professional, am I participate in the program.
eligible too?

14. | How do the two You will receive one-half of the award ($12.50,
installment payments | $25, $37.50 or $50) sometime in late May or early
work? ' June 2004. You will receive the second-half of

the award approx. one year later, sometirne in
late May or early June 2005. As such, you must
remain employed by H&R Block or a franchise
during both tax seasons.

15. | DoI have to open my | Yes. In order to qualify, you must either open
own account is TPS? your own account in TPS or must already have

an Express IRA in your name.

16. | Can I open my Yes. Please ask your District Manager about
Express IRA with the | these manual instructions.
manual account
opening kit that is
new this year?

17. | Will Express IRAs Possibly, Clients with an existing account that re-

that I opened for
clients in prior years
count towards the
number I need to

contribute or increase their monthly systematic
deposit will count towards your total number of
accounts for this program.
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tax, mortgage and financial services

qualify for the $100
award?

18. | Will I still receive the | Yes. Company Tax Professionals will still receive
regular compensation | the standard compensation ($5.60) for each
for each Express IRA | Express IRA that you open. However, you will
I open? not receive the compensation for your personal

' account. Franchise Tax Professional
compensation is determined by the Franchise
owner.

19. | How does the In order to meet the deadline to qualify for an
deadline work? award, any Tax Professional that does not

already have an Express IRA must fulfill one of
the following requirements:

1. The Tax Professional must open an
account for a client by January 31%, 2004,
or

2. The Tax Professional must open their own
personal express IRA (with a $0 amount)
and electronically file their tax return by
February 156%, 2004.

20. | Do I have to pre- No.
enroll for this? -

21. | Do 1 have to No. However, Express IRAs that are unfunded as
contribute any funds | of August 1, 2004 will be closed on August 1,
to the account? 2004. :

22. | Will this program be Currently, this offer is scheduled for this tax
offered every year? season only; take advantage of it while you can!

Results will be studied afterward and a decision
will be made whether or not to extend it.

23. | What if I do not open | In order to qualify for any of the awards, you
one for myself but I must open an Express IRA for yourself in TPS.
do 5 for my clients?

24. | Are franchise Tax Yes.

Professionals eligible? )
26. | If the award is Yes, the award will be considered taxable income

compensation to me,
will ] owe taxes?

to you. )
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RESERVYE INSURED DEPOSITS AGREEMENT

ik
This Reserve Insured Deposits Agreement (“Agreement”) is entered into as of this 26
day of _June , 2001, by and between RESERVE MANAGEMENT CORP., a New
Jersey corporation, with its principal office at 1250 Broadway, New York, New York, 10001-
3701("RMC"), and H&R BLOCK FINANCIAL ADVISORS, INC.,, with its principal place
office at 351 Criswild ; Detrad. AT ugIM

(the "HRBFA").

WHEREAS, RMC is & registered deposit broker with the FDIC and is the Authorized Agent for
Reserve Insured Deposits.

WHEREAS, HRBFA is a brokerage firm properly established and in good standing pursuant to
the applicable rules and regulations.

WHEREAS, RMC desires to retain HRBFA to market the Reserve Insured Deposits Account
and HRBFA is willing to perform the services hereunder.

NOW THEREFORE, in considerstion of the mutual terms and conditions set forth below and
for other good and valuable consideration, the parties agree as follows:

As used in this Agreement, the following terms shall have the following meanings, unless a
different meaning is clearly required by the context:

“Insured Deposits™ shall mean the Reserve Insured Deposits Account.

“Terms and Condijtions” shall mean the Terms and Conditions of the Insured Deposits as set forth
in Exhibit A, as amended from time to time upon written notice to HRBFA.

L. Non-exclusive Appointment: HRBFA is aware that RMC has filed a patent application
with the United States Patent and Trademark Office for the product and various related processes
described herein, HRBFA and RMC ecknowledge that the relationship described in this
Agreement is not exclusive. HRBFA is hereby appointed by RMC as a non-exclusive agent for the
sale of the Insured Deposits in those states and jurisdictions of the United States in which HRBFA
and the Insured Deposits are qualified for sale. HRFBA may make Insured Deposits aveilable
through HRBFA affiliates with which HRBFA has a clearing agreement upon written notice to
RMC,

HRBFA further acknowledges that nothing in this Agreement shall be construed to have the
effect of granting a license. HRBFA agrees that the use of RMC’s proprietary technology
shall only be in accordance with the intended purpose(s) contemplated by this Agresment,
except as otherwise expressly provided.

2. Establishment of Accounts and Authorized Deposits: HRBFA agrees to use its best
efforts to solicit qualified Client-investors for Insured Deposits. HRBFA will be solely responsible

for ensuring compliance with the various regulstions governing the solicitation of qualified Client-
investors for the Insured Deposits of each jurisdiction where they do so. Further, HRBFA shall be
solely responsible for determining suitability and obtaining any necessary documentation required in
connection with the qualified Client-investors. HRBFA certifies that the Client-investors of each
account for which they give instructions or registration thereof have authorized HRBFA to do so,
and that HRBFA will bear responsibility to and for the Client-investors of each account in lieu of
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furnishing RMC with such specific evidence of such suthority or with specific authorized
informstion ip connection with each such qualified sccount. HRBFA also acknowledges that it
will be required to furnish copies of such authorization and or copies of required account
documentation if requested by RMC. Any liability or costs resulting from HRBFA's feilure to
obtain or provide the necessary account documentation will be borne by HRBFA. Client-
investors shall make suthorized deposits into Insured Deposits only under terms as specified in the
Terms and Conditions. HRBFA agrees to provide prospective Client-investors with the Terms and
Conditions. HRBFA represents that the Insured Deposits will be offered and sold in accordance
with the terms and conditions of this Agreement, its Terms and Conditions and all applicable
laws, rules and regulations.

HRBFA agrees not to make any representations about Insured Deposits not included in said Terms
and Conditions or in any authorized supplemental materials supplied or authorized by RMC.
HRBFA agrees that it will comply in a timely fashion with all operational requests made by RMC
inchuding but not limited to, routine shareholder record maintenance, implementation of small
balance fees, etceteras. '

3. Indemuification: HRBFA agrees to hold RMC its effiliates, officers, directors and
employees harmless and to indemnify RMC in the event that HRBFA, or any of its representatives,
affiliates, employees or agents should violate any law, rule or regulation, or provisions of this
Agreement, which may result in any loss or liability or claim (including costs of investigation and
reasonable attorney and court fees) to RMC. RMC agrees to indemnify and hold harmless HRBFA
and HRBFA's affiliates, officers, directors and employees from and against any and all Josses,
lisbilities, claims and costs (including costs of investigation, reasonable attorneys and court fees)
resulting from RMC's violation of any law, rule ore regulation, or failure to fulfill its obligations
hereunder or from any alleged ineccuracy, omission or misrepresentation contained in the Terms and
Conditions, any printed material issued by RMC, any information supplemental to Terms and
Conditions, or apy advertising or sales materials prepared by RMC.

4. Relationship: HRBFA shall act in a fiduciary capacity with respect to Client-investors and
HRBFA shall not have any asuthority to act as agent of, RMC or any effiliate of RMC (including, but
not limited to, Resrv Partners, Inc., Reserve Management Company, Inc. ("RMCI™) and any mutual
fund managed by RMCI (such sffiliates being "RMC Affiliates™). HRBFA and its employees are not
asuthorized to make any representation concerning the Insured Deposits, RMC, or RMC Affiliates
except those contained in the Terms and Conditions, any authorized supplemental materials supplied
of authorized by RMC, or otherwise provided herein.

5. Payment: During the term of this Agreement, HRBFA shall receive from RMC payment
with respect to all accounts sccepted by RMC in which the executed sccount application form on file
with RMC is marked or designated to show that it was provided to the Client-investor by HRBFA
(each such marked account being a "HRBFA Account™).

Any payments and/or administrative service fees pursuant to this Agreement shall be paid at
the end of the month. Payment shall be based on the net asset value of Insured Deposits, which are
held in accounts, designated as a HRBFA Account. Payment shall be made by RMC within 30 days
after the close of each month for which such fee(s) is payable, No such monthly payment will be paid
if the average net asset value of all HRBFA Accounts upon which the fee is based is less than
$25,000.

Assistance payments to HRBFA will be at an annual rate determined and paid monthly as follows
average daily net assets of such Qualified Accounts of less than $4 billion, 0.80%; $4 billion but
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less than $5 billion, 0.83%; and, $5 billion or more, 0.85%, or in accordance with any subsequent
Notice pursuant to this Agreement.

All expenses, which HRBFA incurs in connection with activities under this Agreement, shall be
bome by HRBFA.

6. Authorized Deposits: Deposits made by telephone or wire order by HRBFA shall be made
to Reserve's subscription account and received by RMC and all necessary applications and other
documents required by RMC to establish an account or to settle a purchase or withdrawal, within five
(5) business days after RMC 's acceptance of the deposit/withdrawal or such shorter time as may be
required by law. If such payments or other settlement documents are not timely received by RMC,
HRBFA acknowledges that RMC reserves the right, without notice, to cancel the deposit or
withdrawal and HRBFA shall promptly reimburse RMC for any loss to RMC, including without
limitation, loss of RMC's profit suffered as & result of HRBFA 's failure to make the aforesaid timely
payment or settlement. If sales of the Insured Deposits are contingent upon RMC's receipt of
Federal Funds in payment therefore, HRBFA will forward promptly to RMC any deposits and/or
paymeats received by HRBFA for Insured Deposits from Client-investors.

Further, HRBFA agrees to reimburse RMC for any losses and costs incurred based on HRBFA's
instructions relating to the deposits in 8 HRBFA Account, as well as HRBFA provided information.

7. Withdrawal Requests: HRBFA may place withdrawal requests with RMC for Client-
investors but only in accordance with the Terms & Conditions. HRBFA understands and agrees that
by placing a withdrawal request with RMC by wire or telephone, HRBFA represents that a
withdrawal request for the Insured Deposits covered by the withdrawal request has been delivered to
HRBFA and that such request has been executed in the manner as required by the then current Terms
and Conditions. Such withdrawal requests shall be subject to the following additional conditions:

(a) For pre-registered instructions, HRBFA shall furnish RMC with the account number for the
withdrawal request and shall provide any additional documents, which may be required in
accordance with the then current Terms and Conditions and RMC's policies.

(V) A withdrawal request will be transacted at the next net asset computed after RMC receipt,
prior to RMC's normal close of business that day (8:30 am to 5:30 pm EST).

(c) In connection with & withdrawal request placed, if HRBFA fails to make delivery of all
required certificates and/or documents in a timely manner as stated above, RMC has the right to
cance] HRBFA's withdrawal request. If any cancellation of a withdrawal request or if any emor in
the timing of the acceptance of a withdrawal placed by HRBFA shall result in a Joss to RMC,
HRBFA shall promptly reimburse RMC for such loss.

If any authorized deposits under the terms of this Agreement are withdrawn from Insured
Deposits within seven (7) business days after deposit, HRBF A shall promptly repay to RMC the full
amount of the payments made by RMC on such deposits upon writien notice by RMC to HRBFA.,

8. Name; Logo. Neither RMC nor HRBFA, or its affiliates, shall use other’s name, logo or
any abbreviation or adaptation thereof for printed, electronic or published advertising, trade or

commercial purposes without the express written consent of the other, provided, consent is not
unreasonsably withheld.
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9. Advance Review of Certain Documepts. HRBFA and/or Greater Community Bancorp
shall provide RMC seven (7) business day advance review of any and/all written materials,
including but not limited to market brochures, applications, etc., relating to this product and/or
mentioning RMC. All such materials must be approved in writing by RMC prior to use. Ten
(10) copies of all final materials shall be sent to I, Dircctor of Marketing, The
Reserve Funds, 1250 Broadway, New York, NY 10001-3701within three (3) days prior to use.

10.  Representations: HRBFA represents and warrants that it is fully licensed and legally
empowered to solicit quslified Client-investors for the Insured Deposits under the laws of each
jurisdiction in which it conducts business and applicable laws and regulations. HRBFA agrees to
abide by all applicable laws and regulations, all of which are incorporated herein by reference.

11, Term, Termination: This Agreement shall be effective as of the date written above. This
Agreement may be terminated by either party upon fifteen (15) business days' written notice to the
other provided, however, that either party may terminate this Agreement effective within the
shorter time frame contained within such notice of termination in the eveat of: (i) a breach of this
Agreement by the non-terminating party; (i) an opinion of counsel that the continuation of the
Agreement would be in contravention of any relevant statute or regulation; (iii) a serious
impairment of the non-terminating party’s financial condition; (iv) a direction to terminate by a
regulatory agency; or, (v) the parties mutually agree in writing to a shorter period. Further, this
Agreement will terminate automatically in the event of its assignment.

12, Amendment: Any amendment to this Agreement will only be valid if in writing and
signed by the parties to be bound by such amendmeny(s). If any provision of this Agreement is
deemed to be in violation of law or is unenforcesble, the remainder of this Agreement with such
provision omitted will remain in full force and effect.

13. Notices: Except as otherwise provided in this Agreement, all notices required under this
Agreement shall be delivered in person, in writing by United States certified mail, commercial
ovemight delivery service or facsimile transmission with machine confirmation and original
sent via regular meil and shall be sent to RMC at The Reserve Funds, Attn: Office of Director
of Sales, 1250 Broadway, 32 Floor,JNcw York, NY 10001-3701; similarly, notice shall be
given to HRBFA st l _Gei . Dt , AT YPIIE , Atn:

unless a party specifies by written notice to the other party that e
different address should be used. Notices will be deemed delivered when delivered in person; or
if mailed by certified mail, on the third business day after the date of deposit in the United States
mail, and upon receipt, if by commercial overnight delivery service.

14. Governing Law: This Agreement and all the rights and obligations of the parties hereunder
shall be governed by and construed under the laws of the State of New York.

18. Miscellaneous. This Agreement supersedes all proposals, prior communications,
advertising, representations, warranties and promises, whether oral or written, relating to the
subject matter of this Agreement. This Agreement constitutes the entire agreement between the
parties as to the subject matter hereof and supersedes any and all agreements, representations and
warranties, written or oral, regarding such subject matter made prior to the time at which this
Agreement has been executed and delivered. Further, each party agrees to abide by all applicable
federa) and state laws and regulations in connection with the performance of its obligations under
this Agreement.
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The division of this Agreement ioto sections, clauses, paragraphs or subdivision and the insertion
of headings are for convenience only and shall not affect the construction on interpretation. This
Agreement shall not be modified except by a writing duly executed on behalf of the party against
whom such modification is sought to be enforced. The failure of any party to require
performance by another party of any provision of this Agreement shall in no way affect the full
right to require such performance at any time thereafter. Should any provisions of this-
Agreement be found unenforceable, the remainder shall still be in effect.

15 Confidentiality of Informatjon. Both parties, at &1l times, shall hold in confidence, and
shell at no time advise, use or disclose to any person, organization or agency, except those having
a specific need to know in performance of work connected to this contract, any proprietary or
confidential informatjon of the parties or of the customers of HRBFA. All customer names and
customer information is to be kept in strict confidence and no sharing of such information shall
oceur without written consent of the customer and of HRBFA. Parties agree and acknowledge
that HRBFA is subject to strict legal requirements regarding the confidentiality of customers and
RMC agrees to cooperate to protect such informeadon.

In case of any request or demands for the inspection of records by a regulatory body, RMC will
endeavor to notify HRBFA and to sccure instructions from an authorized officer of HRBFA as to
such request. RMC reserves the right, however, to exhibit the requested records to any person
whenever it is advised by its counsel that it may be held liable for the failure to exhibit the
records to such person,

Both partics agree that the Agreement may be executed in counterparts

IN WITNESS WHEREOF, each Party represents and warrants that the person signing this
Agreement on its behalf is an officer authorized to execute this Agreement on behalf of such
Party and the Parties have caused this Agreement to be executed and their respective corporate
seals to be affixed as of the date first above written by their respective officers hereunto duly
authorized.

RESERVE MANAGEMENT CORP.

ATTEST: [AFFIX SEAL]

- T By:

-

T -

Signature:

Senior Vice President

Title: P!'n')u

ATTEST: [AFFIX SEAL]

(H & R BLOCK FINANCIAL ADVISORS,
INC.)

Signature;

Title:

w\cgalMunds\currentagimkt_rid doc Page 3

CONFIDENTIAL HRB



AMENDMENT

This Amendment is made to the Reserve Insured Deposits Agreement dated June 26,
2001 between Reserve Management Corp. (“RMC”) and H&R Block Financial Advisors,
Inc. (‘HRBFA") (the “Agreement”).

RMC and HRBFA agree to the following amendment to Section 5, entitied Payment, of
the Agreement:

1. The first, second and fourth paragraphs under Section S remain as written;
2. The third paragraph under Section 5 should be deleted in its entirety and
replaced with the following language:

“Effective July 1, 2003, payments to HRBFA by RMC will be at the Federal
Funds Rate, calculated as follows:

Interest Compounding Method: Daily
Pricing Index: 30-day Moving Average for
Overnight Federal Funds.

Interest Reset Frequency: Every Monday. Using the previous
business day’s closing 30 day
average, rates will be reset on the
last business day of each week
effective the following Monday.

Pricing Source: Bloomberg L.P,
AGREED TO:

Reserve Management Corp.

By:
Name
Title -
X \%] 03
Date
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Express IRA

a better way to save -
great rates — FDIC insured

H&R BLOCK"*
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) | Express JRA
® o Great rates. Secure savings.

Open an H&R Block Express IRA and save for your future while you earn great
rates on the money you deposit And because your Express IRA is FDIC-insured, your
savings are always secure..

An Express IRA is an easy and affordable way to begin building your future right
away. You can fund your Express IRA in one of three convenient ways and can even
useyourtaxrefundasyouruubal contribution. Start making more money on your
savings right now and enjoy potential tax savings, toa. Emoythebmcﬁtsofm
Express IRA today!

B Great rates
2 FDICinsured
B Easy and affordable

The Saver’s Credit

A great way to save with an Express IRA

Your Express IRA could reduce the taxes you owe and qualify you for the Saver’s
Credit that could further reduce the federal income tax you pay. And your Savers
CretmcouldbewonhuptoSlO(l)"'I’hatgwesyout}ueewaysmmmhxelwiﬂ:
an Express JRA:
: o » Reduce your taxable income with a traditional IRA?
. B Claim the Saver’s Credit {f you qualify
’ . o 3 Pay no taxes on interest income®

b

smart determme if you qualify
PP @ for the Saver’s Credat

You may qualify for this nonrefundable income tax credit if you

B Are age 18 or older before the end of the year

3 Are not 3 full-time student

3 Are not claimed as a dependent

a8 Have a modified adjusted gross income that meets the guidelines’

. Talk to your tax professional today to find out if you qualify for the special Saver's Credit!

. 1 Your credit may be less. Credit is nonrefundable snd cannot reduce your txees below $0.
11 2 Esrly withdrawals may be subject to tax and peralty.
8 See table on page 2.
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mart 3 find out how much the
Saver's Credit is worth

The credit may be claimed on the first $2,000 ($2,000 per spouse if married and -
filing jointly) of retirement contributions you make to a qualified retirement plan, IRA
or Roth IRA. Depending on your modified adjusted gross income and filing status,
you could be eligible for a Saver’s Credit of up to 50% of your contribution. In general,
the Jower your income, the higher your credit rate, as shown in the table below. Your
H&R Block tax professional can help you determine if you qualify for the Saver's
Credit and help you calculate the amount of your credit rate.

"‘so'.ns.ooo -
$30,001-S32,500 $22,501-$24375  $15.001-$16250  20% of contribution

$32,501-550,000 $24,376-$37,500 $16,251-$25,000 10% of contribution

Over $50,000 ~ . Over $37,500 ~ Over 325,_000 . Credhnotava.iiéble'.

PO
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sma

® "P =9 choose your IRA

You can d\ooseauadjﬁonalonrRothIRAmsaveforyomm
Each offers unigue benefits. h

Traditional IRA

A traditional IRA may offer immediate tax savings by reducing your taxable
income for the current year. It also takes advantage of “tax deferral” This means you
don' pay taxes on your earnings until you make a withdrawal. And though your IRA
funds are intended for retirement, you may take distributions without penalty* for:

a First home purchase (up to $10,000)
‘2 Qualified education expenses

8 Any purpose beginning at age 594
B Qualified medical expenses

Roth IRA

A Roth IRA allows you to take distributions without penalty for all of the
purposes listed above, but offers even more flexibility. Although your contributions
to a Roth IRA aren' tax deductible, there are many other advantages:

B Pay no taxes on interest income*-
. B Withdraw your contributions at any time, for any reasan
. " m Contribute for as long as you have eamned income

4 Other exceptions pwy spply.
3 5 Early withdrawals may be subject to tax snd penalty.

CORNICINEAITIAL
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Make the most of your Express IRA savings with systematic investing. Here's
how it works. You specify a pre-set dollar amount to invest in your Express IRA each
month through automatic deposits. It's a great way to build your savings — and you
mnmnforaslmleassz.’umonﬂ\.Whenyouopenyow&presisA,askyomtax
pmtasionaltosetupsystemancimmngandwatchyomsavmgsgmw'

take advantage of
systematic investing

$20,000

: Sa\'/ln‘gs.Potentlal
1

$10,000 ~

hemmcvcecccncnecana

$3,158

T . . ————
S Years WYean . - 15 Yeory

' buration o

This chart assumes a 2 0% growth rate, compounded reonthly and is for ilustrative purposes only. Your sctual rate

of yetumn may vary.
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. . smat &= start now with your
® Step 5 tax refund

Open your ExpresIRA using your tax refund and begin saving right now! And’
you Imay even receive an immediate deduction on your taxes. You can also fund your
Express IRA with: .

Automatic monthly deposits of $25 or more
8 A personal check
® One-time direct deposit

Security with Express IRA

When you invest in an Express IRA, you can invest with confidence.

2 Your funds are FDIC-insured for up to $100,000
B You'll earn competitive interest rates on your account balance -

3 You'll have year-round access to our Investor Center, 30 you can always get
the help and advice you need to invest wisely

CONFINFNTIAL
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Open an Express IRA and start
saving today! ©

’ AnH&RBlocktaxpmf&s‘omlcanshowyouhowacom.ﬂbuﬁontonnExpm
IRA could increase your tax refund or reduce the taxes you owe. And the sooner you
start, the more you'll save. So dant put off preparing for your future.

Opmyowhpmmanmgyommviﬁtmﬁbeginsmﬁ_g_hmmpe
You've opened an Express IRA, one call is all it takes to update your account or
get answers to your financial questions.

H&RBlockisheretoheipwnhanyomﬁnamalneech.Cantoleammae(r
stop in today to open your Express IRA. :
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: investment services and securities products offered through HER Block Financial Advisors, Inc, member NYSE/SIPC, 3 dually
[ 3 - registered brokerideater and investment advisor. Tax services offered through subsidiathes of HAR Block Services, Inc. HER
s . Blodk, Inc. and H&R Block Services, IncC are not registered broker-dealers of registered Investrnent advisars. A Blodk.
- i e Tt . Mortgage Corporation b licersed or exernpt from hicersing to conduct business in afl states. H&R Block Morgage .
. S : Corporation, 20 Blanchard Road, Burfington, MA 01803 is an Arizone Morigage Banker, #8K0902757. Loars are made or
. anangtdpmuanupaDepanmemo!(orponnomtzﬁ‘lcfmaﬁnamkndmﬁcmImww
- Licensee, an Minois Residential Mortgage Licensee #4382 as H3R Block Mortgage Corporation by the Commiksioner
Banks and Real Estate, Suite® 2130, 310 South Michigan Avenue, Chicago, L 60604 (312-793-3000), k registered with the
Kansas Department of Banking, 3 Massachusetts Morigage Lender $MLOQJIY, icensed s 8 Mortgage Banker $5843-M8
and #5895-MHL by the New Hampshire Banking Department, ficensed by New Jersey Department of Banking and
Irsurance, is a Licersed Mortgage Banker - NYS Banking Department, i icensed &uhmw#

Banking, is » Rhode kland Lender Licemee. HER Blodk Mortgage Corporation Guidefines lppb[tnolm
programs. Copyright 2004 HAR Block Mortgage Corporation. Not all programs are available in oM aress. Program restric-
tions apply. AH rights reserved.

To make an appointment, ask your tax professional or call

1-800-HRBLOCK
hrblock.com

H&R BLOCK®

1026338 Rev 09/04
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To: I

CGC:

From: NG ;

Sub.ject: Welfare/Social Serices Issue
Date: 12/8/2004 10:57:15 AM

FYl

| was doing a little bit of research on the welfare/social services issue that may affect XIRA. | ran
across this...

*Additionally, accumulating assets may disqualify these families from participating in income benefit
programs like food stamps, if their assets exceed specific levels.”

http://www.financeprojectinfo.org/WIN/OtherAssetProgs.asp

Thanks,
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S

From:

Sent: Friday, December 17, 2004 8:24 PM

To:

Cc:

Subject: xIRA

-- you wanted some unit models for xIRA /

Here is the most recent model - built b_ several months ago.

POST MORTEM
ATA - XIRA TS 200.

One thing to keep in mind is, that since this model was built, our spread income has gone up roughly 75-80bp {100bp increase, with
20bp added to client yield). Jland ! will be revisiting this and other related topics in short order.
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Source

Direct JDE
Direct JDE
Tab: "xIBA Accounts-Assets-Trades”

Tab: "Statement & Insert Detail”
Tab: "Statement & Insert Detail”
Tab: "Other Expense Detail"

Tab: "Investor Center 8834"
Direct JDE

Tab: "Salary Adjustment”

Tab: "Statement & insert Detail”
Tab: "IT Support”

Tab: "Operations Support”

Tab: "Other Expense Detail”

Method/Note

Actual account 5882.x
Actual account 5880
Estimated based on assets/rate

Transfer into 3902/24853

Actual invoices from-

Calculated based on # of statements
Unit charge times number of accounts
TBD

Actual

Actual

Calculated based on salary/benetits

Actual based on report from/h

Estimated by on number of hours supporting xIRA

Estimated by on number of hours supporting xIRA
Estimated on number of wires/stops/ACH

Transfer into 6602/24853

HRB-12291



xIRA - Unit Analysis
xIRA P&L FYO05 Plan - Unit Analysis (Company-Owned)

Purpose: This schedule shows the FY04 Actual and FY 05 Plan for the HRBFA Net Allocation for back ofi

Revenue

Variable Expenses

Fixed Expenses

Non-Recurring

HRB-12292



7/12/2004

‘fice expenses that are transferred from HRBFA to US Tax 24853.

Deposit Fee

Custodial (Maint.) Fee

Acct Termination Fee

Spread Income on xIRA Assets
Tax Prep Complexity lift

Total Revenue]

Production Wages

Household Bank processing fee
Statement & Welcome Kit Expenses
Statement Postage Expenses

Form 5498 (xIRA Contribution)
Form 1099

Total Variable Expenses}

Investor Center dept expenese
HRBFA Dept 4096 Expenses (Mrktg)
Marketing Salary Expenses
Customer Letter Expenses

HRBFA IT Support Expenses
HRBDA Ops Support Expenses
HRBFA Treasury Support Expenses
Dept 24853 Salary & Benefits

Other USTX Dept 24853 expenses

Total Fixed Expenses

Subtotal Contribution

Express Yourself

Total Contribution

[FYO04 Actual] FY05 Plan B(W)
xIRA xIRA
Total Total $ %
$ 6.82|% 1080 3.98| 583%
3.85 3.19]] (0.66)] -17.2%
2.63 0841} (1.79)] -68.0%
0.32 1.21 0.89 | 280.8%
20.28 21.36 1.07 5.3%
33.90 37.40 3.50 10%)
11.40 1171 | (030 -2.7%
2.00 2.00 -
1.69 18311 (014} -8.1%
1.10 0.95 0.15] 13.5%
0.36 0.37 1] (001 -4.0%
0.08 0.06 0.03] 31.3%
16.63 16.92 | | (0.28) 2%
5.30 4.66 064 12.1%
0.16 - 0.16 ] 100.0%|
0.06 - 0.06 | 100.0%)
0.00 - 0.00 | 100.0%
0.24 0.15 0.09| 37.9%
0.29 0.15 0.15| 50.2%
0.10 0.04 0.06| 59.3%
0.65 0.61 0.04 6.4%
1.86 1.07 0.79] 42.5%
8.66 6.66 1.99 23%
8.61 13.82 ) | (5.21)] -60.4%)|
9.21 | 6.60 261] 28.4%
(0.60)] 7.22 ] | (7.82)] 1309.3%

Unit Basis

# of new accts

avg # of accts
# of closed accts

avg # of accts
# of new accts
mix

# of new accts
# of new‘accts
avq # of accts
avg # of accts
avg # of accts
avg # of accts

avg # of accts
avg # of accts
avg # of accts
avg # of accts
avg # of accts
avg # of accts
avg # of accts
avg # of accts

avg # of accts

# of new accts
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Explanation of Change and Other Comments

Researching the year-over-year decline
Currently 30 bps, plan to go 40 bps in July.

Welcome kits not previously included

Gaining economies of scale in servicing accounts
Cost now contained with Dept 24853 expenses
Cost now:contained with Dept 24853 comp & ben expenses

Reduction in promotions spending

Program discontinued, 05 expense related to 04
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From: [

Sent:  Thursday, February 24, 2005 9:34 PM

To:

Subject: FW: Follow-Up on xIRA Rates :
From:
Sent: Thursday, February 24, 2005 3:33 PM
To:

Cc:
- Subject: Follow-Up on xIRA Rates

- [Jf|hac asked for us to put together this comparative information. Youll see that comparison attached. I'd like to
discuss with you, because the landscape for’ companson is shtftmg a sugnrﬁcamiy from when the pnor analysis
" ‘was done . : . . . _

Some notes/talkmg pomts

»*e Most of the top 10-20 MMAs by interest rate) or pnmanly online stores that-are competing on scale, were not -
" there yet They're after the more sophisticated, higher. AGI rate—shoppers we’re not.

e Keep in mind the natuonal average is 1.89%. For $.10k MMAs it's 1:99%. ltrunk the nominal difference between

those two averages hints at the fact that most shops have accounts that are much larger than ours. Given the
general assumption that our average account balance is signify canty lower than competitors, we may be shooting -
| too high to try and match their interest rate {or even the national average). We may be comfortable to be'in the

" bottom half nationally in terms of interest rate. We show our true to the client through convenience;-FDIC
insurance, opening and funding via- the tax office, low minimums-and fees, advice, and a long-term
savings plan (pendmg the addition of XSAV and XDIR) in addition to the mterest rate,

_ e Given the current Fed environment, we are likely at a good opportunity to ranse our rate at least 25 bps, ideally
50. Obviously, in-season is the best time to announce an increased yield. it's a great talking point for tax pros and
generally increases XIRA awareness. Even conservative analysts speculate that the Fed will go to 3, many say
higher. .If we move to 1.5 for XiRA, we'll still have the off-season to capture increased spread as the Fed continues
to move their guidance upward. Until we move to the bank {and leam the bank's true cost of funds, etc.), 2.50

. bps lag between XIRA and the national MMA average yield may be a good place to be. Il have the current FY
|mpact assembled shortly.

There was an additional question about subisdy. The notion of our subsidy of the rate no longer applies. As

- Interest rates have risen, the subsidy has been eliminated. We receive the 30-day moving average of Fed Funds
from Reserve Funds. Currently that is 2.33%, but is changing daily and is going up at the moment. We passa
portion of that on as client yield {currently this is 1.096). .

3/23/2005
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From: [N
Sent:  Tuesday, November 30, 2004 4:53 PM

o [ |

Subject: IRAs and Assistance Program:

Did we make any headway on understanding how opening or holding an }RA affects an individual’s ability to
qualify for public assistance programs?

I never heard anything back I‘rom_. Did you?

Tax Products Wholesaling Manager
H&R Block

3/23/2005
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Subject:-  FW: Express IRA-English
Importance: High -

rFrom: N .
Sent: Friday, August 27, 2004 10:08 AM
To: I
Subject: FW: Express IRA-English
Importance: High

Vve asked _to take out the “new” references to the Saver’s Credit. Personally, I’d like:to modify the.
message on this brochure as well e.g. the “great rates” message doesn’t seem to sit well with tax.pros. i'd . -
rather focus on convenience, security, and tax savings. However, this updated brochure will be supptemental
to our existing stock {I think 2000 packets- 100 units each - is the batch size of this updated version); for new

offices and.restocking. .| don’t think mixed messaging is a-good idea. Additionally, finalized versions-are due
next Tuesday. What do you think?

From:

Sent: Tuesday, August 24, 2004 1:32 PM
To: . Lo
Subject: Express IRA-English ) st -
Importance: High R

We may have to reprint the Express IRA-English also...I've attached the PDF for your review. Bes;des puttmg the
dlscloswe on the back. are there any updates that need to be made to the language? .

Thanks,

Content Developer

H&R Block World Headquarters
phone: . . . ) v
e-maik: - R

37/23/2005
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Message Page 1 of 2

From: [N

Sent:  Friday, October 08, 2004 9:38 PM

To: _

Subject: Express IRA Interest Rate Update

Attached is an updated competitive view of XIRA vs. the 10 largest money market funds. As
anticipated, XIRA has fallen in IR comparison as other companies have passed-on aimost ail of the
FOMC's last 2 adjustments to their respective MMFs {50 bps). We used the same adjustments to our
underlying rate to take back some of the subsidization of XIRA. Currently we are subsidizing the XIRA

interest rate at 20 bps (client payout is 80 bps). Aeed to verify the subsidizatiory this is based uport JK's
cornments beiow.

Over the last 3 years, Express IRA has maintained a competitive interest rate relative to other MMFs.
Currently we rank last vs. the top 10 funds. Despite our diminishing interest in maintaining a top tier
interest rate, | would recommend we adjust our rate to 1.09%. This would put us on par with other large .
MMFs that offer relatively low minimum balances e.g. Schwab and Centennial. Presumably the FOMC
will make another Y point adjustment at their next meeting, at which point we could “give back™a
minority portion of the fed funds adjustment. This will present two fantastic messaging opportunities,
both in 545 {1.0%) and early tax season [perhaps 1.1%]), that we’re increasing the interest rate on

Express IRA. As rates continue to increase and we improve our spread income opportunity with the
bank conversion, we shouid be able to eliminate the subsidization by the end of next May:..

Let me know what you think.

----- Original Message--—-

From:

Sent: Wednesday, June 30, 2004 12:53 PM
To: N
Cc: I

Subject: RE: Express IRA Interest Rate Update

I agree with the recommendation.

----- Original Message-----
From:
Sent: Wednesday, June 30, 2004 12:46 PM
To:

Subject: RE: Express IRA Interest Rate Update

I've always been in favor of taking the spread and not passing any on...for all of the reasons John

articulated. If this is not palatable and if we find ourselves out of line with competition, we can always give
some back - say 5 or 10 bps.

-----Original Message--—--
From:

Sent: Wednesday, June 30, 2004 12:32 PM
To:

Subject: Express IRA Interest Rate Update

CONFIDENTIAL HRB-16199



Message Page 2 of 2

As you may know, the FOMC is expected to raise the Federal Funds rate today by
25bps (from 1.0% to 1.25%). As such, this will impact the underlying interest rate
for Express IRAs,

Attached to this email is @ comparison of the Express IRA to the seven largest money
market funds in the US. Currently, we rank 3™ in terms of yield and 1% in terms of
minimum deposit, i.e., we are very competitive.

The primary reason we are so competitive in terms of rate is due to the fact that we
are subsidizing it to the tune of 70bps. As stated in our ‘05 objectives, our goal is to
substantially reduce or eliminate this subsidy over the course of the fiscal year.

Though it remains to be seen what other similar funds will do (capture spread, pass
on the increase or a mix of both) and given our product’s competitiveness compared -
to other funds, it is my recommendation that we use the fed’s increase to reduce our

entire 25bps and recognize it as spread income going forward. Even If the other funds
pass on the entire increase to clients, 1 believe we will still have a competitive
product, though we would likely fall from the upper third to the lower third in terms of
yield (though we would still have a significant advantage in terms of minimums).

Choosing this course of action will benefit FY05’s pretax eamings by approx. $440K
over our current trajectory and by approx. $250k over the FYQ5 plan.

Another thing to consider is row that the fed has changed its position on short-term
rates, it is more likely that they will raise rates again before tax season. This would
give us another chance to recapture more subsidy, and/or raise the yield for XIRA
clients.

Let me know your thoughts on this or if you would like to have a meeting to discuss
this in more detail. Once the fed moves (today), we have several weeks to finalize
our course of action before our spread increases. During that time, we can get the
appropriate Input from other impacted groups (HRBFA, field mat., legal & compliance,
etc.)

CONFIDENTIAL HRB-16200



Express IRA

Yield Comparison:
Express IRA compared to the seven largest retail money market funds in the US.
Ranked by vield.

Notes:
- As of 10/05/04
- Source: iMoney.net (http//’www.imoneynet.comvretailLargestMMF_him)

IRupdate 100804 xlis IRupdate 100804 .xls
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[Fund Name | Recent 7-Day Yield (%) | Minimum Investment |
Vanguard Tax-Exempt MMF 1.52% $3,000
Vanguard Prime MMF/Retail 1.45% $3,000
Fidelity Cash Reserves 1.36% $2,500
Morgan Stanley Active Assets MT 1.30% $5,000
Schwab Value Advantage MF/inv 1.28% $25,000
Fidelity Municipal MMF 1.23% $5,000
Smith Barney Cash Port/Cl A 1.18% $1,500
Morgan Stanley Liquid Asset Fund 1.14% $5,000
Centennial Money Market Trust 1.06% $500
Schwab Money Market Fund 0.98% $1,000
H&R Block Express IRA 0.80% $300
IRupdate100804 .xis IRupdate100804.xis

CONFIDENTIAL
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[ Fund Assets (Smill) } WAM

$14,767
$43,856
$56,875
$22,202
$25,162
$15,714
$17,487
$20,280
$21,318
$45,110

$210

IRupdate 100804 .xlIs

39
52
51
57
51
41
22
36
42
42
52

IRupdate100804.xis
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Express IRA

Yield Comparison:
Express IRA compared to the seven largest retail money market funds in the US.
Ranked by yieid.

Notes:
- As of 6/29/04
- Source: iMoney.net (http//www.imoneynet.comvretaill argestMMF.htm)

1Rupdate 100804 .xis IRupdate100804.xIs
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Recent 7-Day| Minimum |Fund Assets

Fund Name Yield (%) | Investment {$mill) WAM
Vanguard Tax-Exempt MMF 0.98% $3,000 $14,260 39
Vanguard Prime MMF/Retail 0.95% $3,000 $43,873 52
H&R Block Express IRA 0.80% . '$300 $235 51
Fidelity Cash Reserves 0.78% $2,500 $55,613 57
Schwab Value Advantage MF/lnv 0.76% $25,000 $25,747 51
Morgan Stanley Active Assets MT 0.74% $5,000 $21,943 41
Fidelity Municipal MMF 0.67% $5,000 $15,401 22
Smith Barney Cash Port/Cl A 0.61% $1,500 $17,982 36
Morgan Stanley Liquid Asset Fund 0.58% $5,000 $21,039 42
Centennial Money Market Trust 0.55% $500 $21,570 42
Schwab Money Market Fund 0.48% $1,000 $48,113 52
IRupdate 100804 xIs IRupdate 100804 .xIs
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Express IRA

Yield Comparison:
Express IRA compared to the seven largest retail money market funds in the US.
Ranked by yield.

Notes:
- As of 6/22/04
- Source: iMoney.net (htip//www.imoneynet.conyretailLargestMMF.htm)

|IRupdate 100804 .xls IRupdate 100804 .xls
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Recent 7-Day | Minimum |Fund Assets
Fund Name Yield (%) | Investiment ($mill) WAM
Vanguard Tax-Exempt MMF 0.96% $3,000 $14,232
Vanguard Prime MMF/Retail 0.88% $3,000 $43,871 31
H&R Block Express IRA ) 0.80% " $300 $235 51
Fidelity Cash Reserves : 0.76% ' $2,500 $55,765 59
Schwab Value Advantage MF/Inv 0.73% $25,000 $25,865 49
Morgan Stanley Active Assets MT 0.71% $5,000 $21971 45
Fidelity Municipal MMF 0.68% $5,000 $15,446 23
Morgan Stanley Liquid Asset Fund 0.56% $5,000 $21,086 44
Smith Barney Cash Port/Cl A 0.54% $1,500 $18,139 32
Centennial Money Market Trust " 0.52% $500 $21,75¢ 43
Schwab Money Market Fund 0.45% $1,000 $48,461 52
IRupdate 100804 .xis IRupdate100804.xls
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rrom: (I

Sent:  Thursday, August 12, 2004 9:24 PM
To:
Subject: Things to ponder...

| was reading a thread on eyeonsales.com today and stumbled across something to ponder. The “expert” said:

it's_not about = "How_well does.my.product do.or.is fit for the job it's meantto do2™ . _ .

_ It's about — "How well does my product do what the client needs it to do?"

As | thought about this, | remembered that a significant portion of America has debt issues and is still paying off
loans, credit cards, etc.in lieu of saving. This means that a significant portion of our clients, perhaps even
disproportionately so, have debt issues.

. 1 don't know how many fimes | heard "My client’s can't afford it” this past tax season. Well, why can't they afford
it? We designed it for them, right? It's been completely and thoroughly scrubbed to help them get started.

The reality is, for many of those we thought we set out to help their money is not yet theirs. What we were
hearing about affordabifity may be symptomatic of the American personal debt dilemma.

* Unless we help them reclaim control of their finances, we're efiminating them as xIRA partners...and they are a
good portion of the audience we thought we were trying to help with this product.

Under those circumstances, can we ever eipect the xIRA to take off?

Tax Products Wholesaling Manager
H&R Block
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From:
Sent:  Friday, June 18, 2004 425 PM
To:
Cc:
Subject: RE: XIRA Account banding by balance

Thanks for your help.

From:

Sent: Friday, June 18, 2004 9:28 AM
To:

Subject: RE: XIRA Account banding by balance

Yes, that should be ok. Il give it to my boss, get it approved, and get the process started. I let you know when |
have something.

-——Original Message—
From:

Sent: FraI June IBI 2004 10:10 AM
To: :

Subject: RE: XIRA Account banding by balance

Will this work? Let me know if you think ] should change something.
Thanks,

From:

Sent: Friday, June 18, 2004 8:36 AM

To:

Subject: RE: XIRA Account banding by balance

Heto [l

I'd be happy to help, but | have to follow the ITR process. So if you could submit an ITR for the XIRA
banding by balance then I'll be able to work on it because | have to keep track my time.

Thanks,

--—--Original Message—

From:
Sent: Thursday, June 17, 2004 5:54 PM
To:

Subject: XIRA Account banding by balance
+ [

You helped us out quite a bit back in March when you ran this query (below). Is it
possible for you to run the same query again and include all of the new XIRAs that we

CONFIDENTIAL HRB-0027277



picked up this tax season? Thanks again for your help.

Reiards.

From:

Senmt: Tuesday, March 30, 2004 10:44 AM
To:*

Subject: Here are my count totals

vewo il

if you look at yestercay's total number it is 256,304 and today’s is 256,266 the difierence of 38
accounts. The number is different for many reasons... i.e. equity changes from day to day and
therefore the account balance changes, accounts open and close ete...

I coukint use yesterdays run ezsily so | had to rerun, and that's why the numbers are different.

Hope this helps.

XIRA Counts .
$0 - $10.00 66,460
$10.01 $50.00 2,029
$50.01 $100.00 5,565
$100.01 $250.00 13,219
$250.01 $500.00 77,375
$500.01 $750.00 37,739
$750.01-$1,000.00 13,381
$1,000.01-$1,500.00 17.728
$1,500.01-$2,000.00 5,210
$2,000.01-$3,000.00 9,567
$3,000.01-$4,000.00 3,839
$4,000.01-$5,000.00 1,506
$5,000.01-$7,500.00 2,135
$7,500.01-$10,000.00 409
$10,000.01 + 103

Total Accounts = 256,266

----Original Message---—

From:

Sent: Tuesday, March 30, 2004 10:09 AM
To:
Subject: FW: Bands on the run.xls

CONFIDENTIAL : HRB-0027278



Page ] of 1

rrom: [N

Sent: Tuesday, April 06, 2004 8:58 PM
To:
ce:

Subject: XIRA Functional Profitability - FY03

Everyone,

Sorry for the delay. Here's the additional information related to Express IRA tax form
complexity that I promised you. See the attached file.

In summary, it repfesents an additional $3.3 million of XIRA-driven tax prep revenue.

1'm still working on breaking out the non-XIRA consulting expenses currently allocated to
XIRAs.

Thanks,

Drector of Express Prigrsms
HAR Block Tax Services

P:
C:
F:

expressprograms@hrblock.com

CONFIDENTIAL HRB-0042389



Express IRA Functions! ProfitsbitRy
Complexity it due to presence of an Express IRA

RA Forms: Unh Price
Saver's Credit Form $ 6.8
Form 5328 $ 1939
Form 8606 (non-ded. IRA) $ 20.18
1040 page 2 (no 5329 reqY) $ 1108
IRA deduction worksheet $ 918

Un? price data source: Detailed Biling hems Usage Deta file, Amy Noeiker
Volumes data source: Corporate Analytics TS0O3 XIRA post mortem ancior eskmates

CONFIDENTIAL HRB-0042390



‘03 Volume  Reverue Mix
123221 $1,007,651 48.1%
10019 § 193644 ©85%
41217 § 829,716 16.1%
12627 $§ 139,654 5.0%
126,244 ! 1,158,899 83.9%
$3.,320.869

CONFIDENTIAL HRB-0042391



Re: XIRA Interest Rate Change Page 1 of 5

From: Emst, Mark

Sent: Friday, May 07, 2004 3:23 PM
To:

Subject: RE: XIRA Interest Rate Change

Only if you buy.

rrom: I

Sent: Friday, May 07, 2004 8:11 AM

To: Emst, Mark

Subjects FW: XIRA Interest Rate Change
FYl1-

I you don't have lunch plans I'f buy.
~—0riginal Message—

From:

]
Sent: Fﬁ, May 07, 2004 7:02 AM
To:

Subject: RE: XIRA Interest Rate Change

1 agree- my concems are more about the mismatch with what 1 thought | had been told on the reason for the rate
subskly (e.g. clients must have the subsidy to buy x-ira's) along with the approval process.

From:

Sent: Thu 5/6/2004 12:49 PM

To:

Subject: Re: XIRA Interest Rate Change

This discussion camc up in the summer and fall with the st the agrecment was lonamodify‘thcsbhsidybccamcﬂ:mm
questions (1 agreed) about tax pro acceptance. However, with the dramtic improvement in tax pro penetration, the sizable
increase in the asset base, the rate environment poised for chunge the iming is right to begin (he weaning process.

To e this is product management - paying aticntion to internal and external factors while trying to manage product
profitabilty.

Thoughts?

—~—Orxiginal Message—— .
From: hrblock.com>
Ta: @hrhlock.com>
Seat: Thu May 06 12:26:38 2004
Subject; Fw: XIRA Interest Rate Change

- why would we have suhsidized rates this past season given the diglogue fmrn.’l

CONFIDENTIAL HRB-0042431



Re: XTRA Interest Rate Change Page 2 of 5

CC:
Sent: 'Iho May 06 10:42:34 2004
Subject: RE: XIRA Interest Rate Change

1 completely agree. Since the proposed rate change was not scheduled to take effect until June 1st, I was actually intending
for my original crpail 10 scrve as the approval / discussion process for this particular decision. No unilateral decisions were
intended 1o be made on my part (sorry if it came off Like that). I was putting forth my recommended plan of action with
suffivient lead time for others 10 weigh in so hat 2 consensus could be reached.

Relative 1o the original intent of the rate subsidy as a mechanism 1o appease tax pros, yes that wes primarily the intent. Given
recent feedback we've seceived from the field, we feel that the mindset of the tax pro relative to interest rates has changed
over the Jast 18 months. They have a greater awareness of the extremely low interest rate environment and are more.
desensitized to it, i.e, “they ge1it”. As such, we don't feel it’s necessary 10 continve supporting thia subsidy o as grest of an
extent as we have been. These are more economical ways 10 appease the tax pros such as increased communications on the
conspetitiveness of XIRAs compared to other similar products (which we have done some of over the last year).

Tm sctting up a meeting wilh_ and- to meke surc we're all in agrecmeat.

Thanks,
[

—-—Original Mess

IFrom:

Sent: Wedpesday, May 05, 2004 6:08 PM
To:

Cc:

Subject: Re: XIRA Interest Rate Change

We need a process 10 approve these rypes of maves. 1 apprecinte the thinking, hut it is inconsistent with the earlier action to
create the subsidy which I believed was 1o appease tax pros.

Has the 1ax field leadership been consulted on this proposal?

st o

——Original Message——-

Sent: Wed May 05 11:12:56 2004

Subject: RE: XIRA Interest Rate Change

‘We've been monitaring fed rates closely for some time from the perspective of opportunities 1o redoce the rate subsidy. We
had anticipated fed rates rising earlier than now (as carly as late CYO03) in order to reduce the subsidy without Jowering the
rate 10 clients. When the fed Jeft rates alone yesierday, and gave no further solid indication that they would rise anytime
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- Re: XTRA Interest Rate Change . Page 3 of 5

soon, we feel it’s necessary to make a move on our own and had been planning to do so pending the ouleomeofycs!aday s
fed decision. . .

The rationale for reducing the subsidy at this poiot is based on several factors:

. With the additional $120 million in deposits accumulatcd this tax scason, the opportunity cost of the 70 bps subsidy
grows substapbally larger. Absent a change, the fully-loaded cost of the subsidy would be $1.6 million in FY0S.

. From a competitive rate standpoint, it’s not necessary (o continue ta subsidize the rate to the extent we have been.
Anccdotal cvidence shows that over ime tax pros and clients have become generally more aware of, and desensitized to, the
extrenxly Jow interest rate euvxmumem As such, there is Jess need DOW to soften the blow’ from fed mducbom than there
was 18 months ago.

. ‘We copsulted with fund managers al The Reserve Funds to get their perspective on our rate and its position in the
markel place. They felt strongly that there were immediale opportunities for us 10 reduoe the subsidy and agreed that it
should not substantially impact the perceptions of clients and tax pros.

. ‘We continue to manage this product’s profitability toward an optimum Jevel and to make further strides in that
direction; we felt 8 reduction i the rate subsidy was necessary st this time.

. According to the recent market comparisons we looked at, a 25 bps reduction Jeaves us with a rate that still puts us in
the top 25% of other similar FDIC woney iarket funds. It rauks even higher if you factar in our favoreble account
minimums.

. Reducing the subsidy solcly through comesponding fed rate hikes is economically risky dve to the likelihood of »
political pressure o keep retes Jow in an election year.

Other remaining options inclode:

Implementing an interest rate tiering structure (original]j' proposed last June) that would allow us to capture spread oo
the overal) asset portfolio (-25 bps) while offering a higher 10p-end rate 1o reduce negative perceptions (e.g., 1.5%). lnterest
rate tiering is 8 commonb practice and is used more often than not by other similar interest bearing products.

. Leaving the subsidy alooe. Not necessary due to the reasons stated above.

Being more conservative - Waiting for the fed to move in order 1 reduce the suhsidy. This spproach skightly redoces
client apd tax pro negative impact but is too capensive Jong texm and not necessary doe to the reasons stated above.

. Being more aggressive - Taking back the entize 70 bps subsidy in one or two moves. This is financially beneficial but

has 8 much greater risk of negstively impacting tax pro and client perceptions. Poor oprics due to timing just afier 1ax scavon
and would appear to be akin to 8 bait and switch offering.

We definitely do not weant (o negatively impact the increasing momentum of this product, derail tax pro sopport or create
client animosity. Though there is po definitive formula for rate chunges ip this sitvation, we feel a 25 bps reduction st this
time is @ solid step in the direction of reducing the rate subsidy while minimizing negative cffects.

Picasce Ict me know if you have any qucstions.

Thanks,

CONFIDENTIAL HRB-0042433



Re: XTRA Interest Rate Change Page 4 of 5

—--Original Mess:

From:

Sent: Toesda May 04, 2004 6:36 PM
To:

Ce:

Subjoct: RE: XIRA Interest Ratc Change

- what was the process for evaluating and then making the change?

——Original Message———

From:

Sent: Toesday, May 04, 2004 5:18 PM
To: DL - TAX SERVICES SLT

Cc:
Subject: XIRA loierest Rate Chunge

Note: Please keep this confidential until the appropriate field communications and operational changes are made.,

In keeping with the ongoing management of the Express IRA product, I wanted to make you aware of pending changes to the
Exprcss IRA iotcrest rate.

Cusrently, we receive total revenue of 1.0% (100 bps) from Reserve Funds on Express IRA dcpo#its. Over the last 16 moaths
or 50, we have been putting 70 bps of that spread back into the rate to subsidize it (our net spread being 30 bps during this
time). Without the subsidy, the intesest rate op the account would be 10 bps; with the subsidy the rate is 80 bps.

However, given the current interest rate environment and our desire 10 mapage XIRAs profitably, we now feel it is an
appropriate time to reduce the current subsidization of the rate.

Beginning approx. Jupe )st, we are reducing the inlerest rate subsidy by 25 bps (from 70 bps 10 45 bps), petting an
aupualized savings of approx. $557 thousand (assuming po attrition due to the rate change). Likewise, the interest rate paid
to clicots oo XIRA deposits will be Jowered from 80 bps 10 55 bps. There will be a thorovgh comumunications update 8CTOSS
the appropriatc channcls rclated to the change in ratcs.

Furthermore, our plan is 10 completely elimipate the interest rate subsidy by the end of this calendar year. We will continoe
1o monitor this monthly and will make changes consistent with the timing of Fcderal Reserve decisions. This will be a
staggered approach that will include opne or more of the following Jevers:
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Re: XTRA Interest Rate Change .. Page 5 of 5

Anticipated raises in the fed funds rate in the July time frame will allow additional subsidy redvction
Further intcroal reductions of the subsidy similar to the onc ocmmng Junc 1st

. Pussible copversion 10 H&R Block Bunk may offer incressed spresd opportunities

1 will be calling you soom to coordiniate the appropriate ficld communications.

Please Jet me koow if you have imy questions.

Thanks,

Direciar of Expus Programs

H&R Block Tax Services

P
C:

F:

lleriock.com

expressprograms @hrblock.com
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Sent: ednesda y 05, 2004 5:58 PM
To:

Subject: RE: XIRA Interest Rate Change

Now that the product on "stable” footing with the tax pros - this seems like # no-brainer,
given ' s comment about still ranking in the top quartile from a rate perspective.
Also, we don't advertise a rate change. I think it would be better to lower it now and
then take advantage of a rate increase as the Fed will eventually raise rates over the
next 12 nmonths...we can "pags along® some of the increase.

The only downside is that the interest rate savy will question the move as there is a

market perception that rates are moving up vs. down - I don't believe this is a big risk
given the dynamico atound this product.

The other no-brainer is the pursuit of the profit maximization goal given today's
environment and the desensitization of rates to our tax pros and clients.

----- Original Message—--—— . -
From:
Sent: Wednesday, May 0S5, 2004 11:18 AM
To: NG

Subject: Fw: XIRA Interest Rate Change

- fyi. Thoughts?

@hrblock .com>
Sent: Wed May 05 11:12:56 2004

Subject: RE: XIRA Interest Rate Change

|

We’ve been monitoring fed rates clogsely for some time from the perspective of
opportunities to reduce the rate subsidy. We had anticipated fed rates rising earlier
than now (as early as late CY03) in order to reduce the subsidy without lowering the rate
to clients. When the fed left rates alone yesterday, and gave no further solid indication
that they would rise anytime soon, we feel it’s necessary to make a move on our own and
had been planning to do so pending the outcome of yesterday’s fed decision.

The rationale for reducing the subsidy at this point is based on several factors:
. With the additional $120 million in deposits accumulated this tax season, the

opportunity cost of the 70 bps subsidy grows substantially larger. Absent a change, the
fully-loaded cost of the subaidy would be $1.6 million in FYO0S.

From a competitive rate standpoint, it’s not necessary to continue to subsidize
the rate to the extent we have been. Anecdotal evidence shows that over time tax pros and
clients have become generally more aware of, and desensitized to, the extremely low

interest rate environment. As such, there is less need now to ‘soften the blow’ from fed
reductions than there was 18 months ago. )

We consulted with fund managers at The Reserve Funds to get their perspective on
our rate and its position in the market place. They felt strongly that there were

CONFIDENTIAL HRB-0042468



immediate cpportunities for us to reduce the subsidy and agreed that it should not
substantially impact the perceptions of clients and tax pros.

We continue to manage this product’s profitability toward an optimum level and
to make further strides in that direction; we felt a reduction in the rate subsidy was
necessary at this time.

. According to the recent market comparisons we looked at, a 25 bps reduction
leaves us with a rate that still puts us in the top 25% of other similar FDIC money market
funds. It ranks even higher if you factor in our favorable account minimums.

Reducing the subsidy solely through corresponding fed rate hikes is economically
risky due to the likelihood of political pressure to keep rates low in an election year.

Other remaining options include:

Implementing an interest rate tiering structure (originally proposed last June)
that would allow us to capture spread on the overall asset portfolic (~25 bps) while
offering a higher top-end rate to reduce negative perceptions (e.g., 1.58). Interest rate

tiering is a common practice and is used more often than not by other similar interest
bearing products.

Leaving the subsidy alone. Not necessary due to the reasons stated above.
. Being more conservative - Waiting for the fed to move in order to reduce the
subsidy. This approach slightly reduces client and tax pro negative impact but is too
expensive long term and not necessary due to the reasons stated-above.

. Being more aggressive — Taking back the entire 70 bps subsidy in one or two
moves. This is financially beneficial but has a much greater risk of negatively impacting

tax pro &nd client perceptions. Poor optics due to timing just after tax season and would
appear to be 8kin to a bait and switch offering.

We definitely do not want to negatively impact the increasing momentum of this product,
derail tax pro support or create client animosity. Though there is no definitive formula
for rate changes in this situvation, we feel a 25 bps reduction at this time is a solid
step in the direction of reducing the rate subsidy while minimizing negative effects.

Please let me know if you have any questions.

Thanks,

Sent: Tuesday, May 04,
To:
Cc:

Subject: RE: XIRA Interest Rate Change

2004 6:36 PM
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-, what was the process for evaluating and then making the change?

Sent: Tuesday, May 04, 2004 5:18 PM
To: DL - TAX SERVICES SLT
Cc:

Subject: XIRA Interest Rate Change

Note: Please keep this confidential until the appropriate field communications and
operational changes are made.

In keeping with the ongoing management of the Express IRA product, I wanted to make you
aware of pending changegs to the Express IRA interest rate.

Currently, we receive total revenue of 1.0% (100 bps) from Reserve Funds on Express IRA
deposits. Over the last 16 months or so, we have been putting 70 bps of that spread back
into the rate to subsidize it (our net spread being 30 bps during this time). Without the

subsidy, the interest rate on the account would be 10 bps; with the subsidy the rate is 80
bps.

However, given the current interest rate environment and our desire to manage XIRAsS

profitably, we now feel it is an appropriate time to reduce the current subsidization of
the rate.

Beginning approx. June 1st, we are reducing the interest rate subsidy by 25 bps (from 70
bps to 45 bps), netting an annualized savings of approx. $557 thousand (assuming no
attrition due to the rate change). Likewise, the interest rate paid to clients on XIRA
deposits will be lowered from 80 bps to 55 bps. There will be a thorough communications
update across the appropriate channels related to the change in rates.

Furthermore, our plan is to completely eliminate the interest rate subsidy by the end of
this calendar year. 'We will continue to monitor this monthly and will make changes
consistent with the timing of Federal Reserve decisions. This will be a staggered
approach that will include one or more of the following levers:

Anticipated raises in the fed funds rate in the July time frame will allow
additional subsidy reduction

Further internal reductions of the subsidy similar to the one occurring June 1st

Possible conversion to H&R Block Bank may offer increased spread opportunities

I will be calling you soon to coordinate the appropriate field communications.
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Please let me know if you have any questions.

Thanks,

Director of Express Programs
H&R Block Tax Services

P:

C:

F:
-@hzblock .com

expressprograms@hrblock.com
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From:

Sent: W 15, 2004 3:20 PM
To:

Subject: RE: tax pros

Thanks

There is a very clear gap between our tax pro’s needed level of understanding of
XIRAs and the SFS training materials. We can‘t seem to get additional content or time within
skills for success allotted to XIRAs over the past several years. As such, we are creating a more
robust field guide/tax pro user.manual for next tax season that will hopefully help fill that gap.

I also think there's a big role for communications to help bﬁdge that gap with articles and
whatnot to increase tax pros understanding of XIRAs.

~—-Original Message—
From: I

Sent: Thursday, March 11, 2004 10:54 AM
To:

Subject: tax pros

I've been sitting in the President's Tax Field Advisory Council meetings for the past two days, looking for
"communication® holes. 've heard repeatedly that tax pros need to increase their financial literacy. I've heard many
tax pros say that the people they know who don't offer Express IRASs, don't offer them because they don

understand IRAs in general. They canl answer a question ike: When is a Roth best, etc.
I've passed this information on to Il who manages Block Central, and * who manages eNews
and internal tax communications.

Just thought you might be interested as well.
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From: [

Sent:  Friday, March 05, 2004 4:10 PM
ro:
ce:

Subject: RE: xIRA Obstacles

Thanks-.

We’ve heard the same feedback a thousand times.

Training and technology are the two biggest areas for improvement of this product.

——-Original Message---—
From:
Sent: Friday, March 05, 2004 9:57 AM
To: .

Cc:
Subject: xIRA Obstades

For what it's worth, the two most common obstacles I've observed during this second round of field visits
are educational.

Depending on office, | hear over and over again "I dont know enough about IRAs to talk with my clients
about them” and “I'm not comiortable with how the TPS screens handle IRAs.”

Tax Pros acknowledge these as reasons they avoki taking about IRAs and saving.

We can tak more about this Tuesday during the meeting/call.

CONFIDENTIAL HRB-0051582
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Monday, December 15, 2003 7:30 PM

From:
Sent:
To:
Ce:
Subject: RE: XIRA write offs

mhanks [

---—-0riginal Message———-—-
From: .
Sent: Monday, December 15, 2003 7:00 AM
To:
Cec:
Subject: RE: XIRA write offs

It's up to you. We won't be writing off the negative balances if we cannot offset them
against the positive writeoffs. It will be interesting to see how many of these accounts
recontribute. :

----- Original Message-———-—
From:
Sent: Frida December 12, 2003 5:45 PM
To:
Ce:
Subject: RE: XIRA write offs

The statements these clients receive during tax season will be an effective reminder that
they still have an active account and to encourage them to recontribute to the account
during their upcoming tax season visit, ‘

We recognize the potential cost savings that not statementing these clients would provide,
but we also recognize the potential opportunity for these clients to recontribute to their
accounts. Since US Tax is being billed directly for the statements by [ (to ny
dept.), it's a cost I'm willing to incur during and up through the end of tax season.

For this particular demographic of client, saving their money for several months and then
withdrawing the funds is actually meeting their savings needs. Many of those clients that
withdraw their funds will actually recontribute again to their account since it met their

savings needs before. This behavior is not intuitive to the average IRA investor but the
data shows it is occurring.

I want to make sure that these 43,000 accounts are included in the account balance update
file (that B celivers to TPS) so that the Tax Pros can prompt the discussion with
the client to make a recontribution during the upcoming tax season. For those clients
that decide not to make a recontribution this tax season, I believe it will be prudent to
do as you suggest - write off the balances and no longer statement them.

Thanks,

----- Original Message———-—-—
- Fron: N

Sent: Friday, December 12, 2003 6:38 AM
To:
Cc:
Subject: RE: XIRA write offs

I am not closing these accounts., I am simply writing off the small balances so that we do
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not continve to send statements to these customers. Why would we continue to send 43000
statements for balances under $1.007?

————— Original Message-—---—
From: N

Sent: Thursday, December 11, 2003 6:10 PM
To:
Cc:
Subject: RE: XIRA write offs

4
Thank you for the information regarding low and negative balance XIRAs. However, we do
not want to close these accounts right now. Please keep these accounts open. We would
like to give each of these clients the opportunity to recontribute during the upcoming tax
season.
If we close any low or negative balance accounts, we'll pursue that option after the tax

season, perhaps during the transition process to the HRB Bank.
Thanks,

Original Message——-—--

Sent: 12/11/03 11:49 AM
Subject: XIRA write offs

As I mentioned when we were discussing the writeoffs for Express Saversa, I had submitted a
request to identify Express IRA accounts with balances less than $1.00. I got the
statistics today: 43,000 accounts for

$7,330.72. Against these credits we would like to write off all

negative XIRA balances which are under $100. There are 163 of these

totaling §5,369.63. Unless you object we will be writing off these

positive and negative balances before the end of December making the December, 2003

statement the last one they will receive from HRBFA unless they have any additional
activity in 2004.
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Sent:  Friday, Aprii 09, 2004 654 PM
To:

Subject: XIRA Historical Fee Schedule.xis

Per our discussion yesterday, attached is the historical fee schedule for XIRAs,
including fee waiver rules and interest rates. As you'll see, fees have decreased
gradually since the inception of the product.

Let me know if you need anything else.

Thanks,

CONFIDENTIAL HRB-0057658
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HaR Block
Express Product Fund Annuel Yiekls

(Tex Ssason Only)
Reserve Funds®
Fed Funds' _FDIC Fund Yield _Ditference
Yest 2000 (pre Express)
Jan 5.40% 4.35% 1.11%
Feb 573% 4.63% 1.10%
Mar 585% 4.T5% -1.10%
Apr . 6.02% 4.90% -1.12%
Average Rate ‘ 57T% 4.66% A%
Yesr 2001 {Express IRA Pliot)
Jan 596% 5.10% -0 88%
Feb 5.40% 4.48% -1.04%
Mar - 531% 424% -1.07T%
481% 3.70% AN%
Average Rate 5.40% 43T% -103%
Yess 2002 (Express IRA Net1 Rollout)
Jan 1.79% 0.42% -139%
Feb 1.75% 0.52% 123%
Mar 1.76% 0.52% 1 29%
Apr 1.75% 0.52% 123%
Average Rate 1.75% 0.50% -125% <-———l
Yeer 2003 (Expected) * m: o “:F“
Jan 125% 1.00% 029%  fooved rates 1%
Feb 125% 1.00% 025%
Mar 125% 1.00% -0 26%
1.25% 1.00% -025%
- Average Rate - - : : . : 1.25% 1.00%. 020%
|{Comments:
Desphte coninued decines In the US interes! rate envirormment, we are improving the express product inerest rate from ~50bps 10 1.0% this
Jcoming tax season.

JO1 the spproximately 100 bps reduction in the difference between the Fed Funds rate and Reserve's FDIC fund yield from 2002 10 2003,
Reserve is subsidizing -25bps and HRB is subsidizing the remaining ~75bps.

To the exient there are continued rate adiustments by the Fed, we will adjust express product yields appropriately 1o maintain reasonable
‘rprudunlu.

1. Doto source: The Reserve Funds of New Yesk
2 Feserve FOIC yiskt of 1.0% & & express products only, the regulsr FOIC Lo yiskd is urrendly 21igm

XIRA Historical Fee Schedule xds - Fund Yieide
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Simple

4.25%
4.52%
4.64%

4.55%

4.90%
4.35%
4.15%
3.62%
427%

0.42%
0.52%
0.52%

T 0.50%

0.42%
0.52%
0.52%
0.52%
0.50%

Fund Yields
XIRA Historical Fee Schedule X8 -

HRB-0057661
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Low take rate owners who did not see value in the XIRA did not offer this product.
Some who did not use H&R Block software were unable to sell it. Others thought
that H&R Block beneﬁted from selling the XIRA at their clients' expense. They felt

that they were not trained well enough to make financial investment

recommendations to clients.

*"We do not sell the XIRA. We do not use H&R 8lock software, so we cant And
we are in the business of doing taxes, not providing financial advice.”

T T e o

familiar with various securities that are offered, and | will not sell this. | would
sooner tell someone to walk across the street to the bank before | tell them to
invest in an XIRA from Block.”

*L_wony_s _ﬂMXIRAJ.becausedl_pgys:gjmosLnQMmg_on ihe investment. 1. am—

“When you start telling people what to do with their money, you need the brokerage
piece of the training. Block's training of tax pros to provide advice on XIRAs is
woefully inadequate. Plus | am suspicious of any product Block would offer
because the company is purely in business to make a profit. They don't care about
the clients or the owners as long as we keep selling. | am not going to do that."
Many said their low income clients were not good candidates for the XIRA because
they needed their refunds. Others said that most of their clients had retirement
plans at work and would not be interested in the XIRA.

*I mention the XIRA to 1% of my clients. Il probably get fired or in some kind of

trouble for saying thet, but | don't care. | think that the people who are getting their
$300 refund back need 1t.*

"We have very few people here who would be interested in this product. Most have
limited income, and the rest are already retired. This is a poor town.”

"We put out the brochures, but a lot can't afford it or they already have good
retirement plans in the factories or muffier shop where they work.”

Some said that clients complained about being offered multiple products when all
they wanted was to have their taxes prepared. A few said they did not understand

the IRA concept. They indicated that they would weicome more training from H&R

39
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H&R BLOCK®

Barriers

Barriers to Greater Penetration

b

™

~

Lack of Tax Professional Acceptance
z.  Don't believe it's a competitive product
% Lack of confidence going through mechanics with client
¢.  Don't understand benefils of IRAs and/or Saver's Credit
No External Client Awareness
3 Not aware that we offer IRAs or of the Saver's Credit
3. Don't understand how an IRA can benefit them
Infrastructure Limitations
Field leadership and sales process experience

Technology
Training

ooy ow

= Over 63% of tax
pros (49k) did not
open a single
express IRA in TS
<}

* 20% of tax pros
opened 76% ot al
accounts in TS03

- Funded express
IRA take rate:
-83bps nTS 03

| -98bpsinTSO2 |

HRB-0066750
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HE&R BLOCK

Soluiiens

Solutions to Barriers — Lack of Tax Pro Acceptance

1. Don’t believe it's a competitive product
Solutions:
= i&r;anced pricing for low 1o moderate income (LMI) clients, < $30K

= Demonstrate through training and p.o.s. visudls the competitiveness
of express |RAs

» Demonstrate the overall client benefit of an express IRA when
including tax deduction and Saver's Credit benefit

2. Lack of confidence going through mechanics with client
Solution;
= Express Yourselfl (XIRA give away program)

3. Don't understand benefits of IRAs and/or Saver’s Credit
Solutions:

« Training enhancements
»  Tax Product Specialist (intemal wholesaler test)
« Tax Pro pre-season excitement mailer

HRR-NNRR7R1
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Enhancemsnts

Pricing Enhancements Description:

= We estimate 50% to 60% of clients would have their $15 set up fee waived in
TS 2004 if the proposed pricing enhancements are made.

= The client experience Is smooth and doesn’t require the tax pro explain all of
the waivers

= Fees are aulomatically adjusted in TPS
« Tax Pro still receives compensation ($5.50)

$15 Set-up/Recontribution Fee Waivers:
« LMiclients:
1. Retirement Saver's Credit eligible (5 million+ cliernts)
z. Earned Income Tax Credit filers (2.3 million dlients)
3. RAL takers (5 million dients)
« Client loyalty / performance based:
4. Account balances that reach $2,000 or > with a contribution
2. Systematic depositors of $150 per month or >

HRR_.NNRR7R?
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Hypothesis$ impaci

Hypothesis: :
Tax Pros are gating their client’s access, especially LMI clients, to
Express IRAs due 1o their belief that the product is not
competitive and therefore is not right for ‘their’ clients -
Top 4 reasons tax pros are not offering the product:
. $15sel up fee - “it’s too steep for my clients*

2. 81 2' re?contnb.nlon fee — “they've already paid once, why charge them
again

3. Lowinterest rate — *my client wilt never make up the lee”
4. $10 annual maint. fee — “my clients have to pay this in addition to the $15
fee®
Impact:
From the Tax Pro's perspective, clients are charged more in fees
than they will earn in interest

= As aresult many don't offer the product to their clients, and in particular,
won'l offer it 10 their low-income clients

HRB-0066753
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Pricing Research

Research Results ,
Tax Pros see XIRA fees as a grealer problem than do clients...

» Qualitative Tax Pro research indicates the following:
The features of an Express IRA in order of importance are:

i. Fees

2. Rate

3. Convenience of opening the account
4. Access lo funds

%, Security

« Quantitative client research indicates the following:
The features of an Express IRA in order of importance are:

t.  Security

Z. Fees

X Rate

4. Access lo funds

g.  Convenience of opening the account

Source: Drecoons Research inc., “Express IRA Fee ond Rate Siudy’, Aug. 2002

CONFINDFNTIA! HRB-0066754
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Pricing Research

Purchase Estimates for Express IRA

30% 1 30%
Fee inferest Rate
25% 25%
21%

mﬁ 20%4 4

15% A 15% 4 13%

10%

10% - 10% 4 g
5% 1 5%

NoFes S$10Fee $20Fee  S30Fee

5% Interest 4% Interest 3% Interest 2% Interest

= A nofee XIRA has nearly twice as much purchase interest than a $15

fee XIRA

= Clients are more sensitive to fees than to rate

Saurce: Direcions Reseerch inc., “Express IRA Fee and Rate SIudy”, Aug. 2002

HRB-0066755
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Pricing Rasearch

» The research would suggest a 2% take rate (current TS'04 plan) is not
possible with the current fee structure ($15 set up fee)

» Research indicates penetration improvement is more sensitive 1o fee
decreases than to rate increases.

» Reinforces assumption that a “no fee” product is important to drive

penetration.
Fee
$ 3000 § 2000 $ 10008 -
20% 062% 111% 09%
p| 304 094% 0% 125% 246%
&| 40%| 083F% 12P% 192% 2%,
50%] 133% 1.64% 251% 37%

Expected Penetration Rate

Saurce: Directions Aesearch inc., “Express IRA Fee and Rate Study”, Aug. 2002

CONFINFENTIAL HRR.NNDARR75RA
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Tax Revenue improvement

$ %
HRB Pyyde Segment No XIRA XIRA Ditference _ Ditference
01: Young Srugglers $ 12767 § 14710 § 19.44 152%
02: Working Class Rertters $ 13460 $§ 14844 $ 13.84 10.3%
03: Working Class Owners $ 13780 $ 15144 § 13.63 9.9%
04: Settled Conservatives $ 12611  §. 14584 § 18.72 15.6%
05; Retked . $ 12683 § 14212 § 1520 121%
06: Sriving Rolessonals $ 14079 $ 15390 $ 13.11 9.3%
07: Mid Income $ 14787 § 14870 § 0.84 0.6%
08: Investors $ 15392 § 15376 § (0.16) 0.1%
09: Weatth Markatl $ 18613 § 15320 $  (3284)  -17.6%
Weighted Average $ 13553 § 14935 § 13.82 10.2%

Note: Tax revenue shown does not include Express IRA fees

Significant lift in re't'urn-'complexity helps offset need for the $15 fee

+ Express IRA clients are on average $13.82 higher in tax revenue than similar
clients with no Express IRA :

+ Increase is driven by tax returm complexity:

« 1040 migration, (EZ 1o 1040 reg.), IRA forms, Saver's Credit forms,
worksheets

Source: Corp. Armlytics, sccount dexa through &21/03, repr

HRR-NNRR7K7



CONFIDENTIAL

HE&R BLOCK®

Pricing Rationa

Increased penetration will more than offset price reductions

58,810 948 “05%
Q225 1% 28,580,378 AL 9 10,808 k-3

Organic Ird yeur growth 30bps) 47,004 162% 24 483,531 16.9% 16,451 30,582
Eavire - Total 2110 702% 100,883,252 5.7% 66,766 136,344
LM incentives:
Saver's O odit Bigltie 2,109 1WI% 17,600,628 22% 47,% -
8 e 1,615 “o% 4.355.625 Jo% 1615 -
PAL Takers =017 BE% 2381,375 5% 25097 -
Retormanced Bused Accls 2500 09% 3,750,000 0% 2500 -
Torsd hcementa Accts 88,331 a.% 35,186,628 24.7% 831 -
Tots! Unique Cierd Daposits 289 401 100.0%  145.069.877 100.0% 153,087 136,344
Oppoartunity Cost Anslysis:
Fos Revanuss $ 20455
Forecasted Rversm .060.000
Ofeence opportunity cost) 014,044
Ottass irom greafer scomsn penetration:
Cmp-nynmmm account's (2BOK-2401Q° (13.82) 680,260
fes rov. rom sccounts $10 e @00%) 8525
ardbmlmmmimmwwas) 74340
haenats o mirmtion es income 97.122
Tow Offmts 1,250 256
Net benelit due 1o greder penelration 13 nslui

Sowce: Express Program Model

Note: Retention improvement benefis are not inciuded

1
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P

g Enharcemenis Sialus

» This program is almost completely implemented into all US Tax systems:
« TPS, training, marketing, merchandising, communications, efc.
= It is not possible to remove it at this point without problems occurring
« Many clients already know about it, a mmgauon plan is needed for those clients if

we chose to pull the program

Item Volume Status

1. Client Care Calling Program 3,000,000 Nearly SOOK contacted - too late
2. Guaranteed Loan Offer (GLO) malling 10,000 Already included - too late
3. Skills for Success treining materials 90,000 Already included - too late
4. Trelning Product Cards 90,000 Already printed - too late
5. Skiils for Success Instructor manuais 1,500 Already Included - on hokd
6. TPS enhancements - n/a Already Done - ber 2 removal possible
7. Recon system enhancements n/a Already Done - later removal possible
8. XJRA cakuiator charts (merchandlising) 300,000 Printing on hold
9. XIRA table tents (merchandising) 6,000 Printing on hoikd
10. Tax pro pre-season awareness mailer 90,000 Stripped out fee walvers
11. Nat1 convention signage & materiats 1,500 Stripped out fee walvers
12. Saver’s Credit direct mail campaign 90,000 Stripped out fee waivers

12
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Voiyme & Take Rate Forecast

When including the expected impact of alt Express IRA programs, it
is logical to move the forecast higher...

T3 Acual: . [ Pan_ -] [ 7S04 forecadt
Accounts| Yeke Rate] [Aocounts| Take Fate} {Accounts[ Jeke Rate:
Basefne (new & recontrbuti 126,54 0.53% 156,106 0.99% 156,108 0.99%
Organic Ird yess growih - 0.00% 83,894 0.53% 15,668 0.10%
Total 126,544 0.00% 240,000 1.52% 171,774 1.00%
UMi Ghent Incentives
Saver's Crecit Bigidle - 0.00% . 0.00% 47,119 0.30%
BTC Rers - 0.00% . 0.00% 11,615 0.07%
RAL Takars - 0.00% - 0.00% 25017 0.16%
Rerformance Based Accounts - 0.00% - 0.00% 2,500 0.02%
Total Frice Driven Yolume - 0.00% - 0.00% 86,250 0.55%
Express Yoursell - Chen1 Accounts - 0.00% . 0.00% 66,837 0.42%
B/A National Ad - Express FA - 0.00% 30,000 0.19% 30,000 0.19%
Toisl Olert Accouts 126514 0.00% 270,000 1.71% 354,081 225%
Express Yoursell - Tax Fro Accounts - 0.00% - 0.00% 52,739 0.3%
Yotal Funded Accounts 126,514 0.83% 270,000 1.71% 407,400 2.58%
AL

Source: Express Program Model
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Break-Even Modei Agsumptlions

Revenues from incremental accounts covers opportunity cost of all other clients
where the $15 fee would otherwise be charged

Saver’s Credit-Based XIRA Fee Waiver:
+ Target client base: 3.8mm SC elighle dlients with no 401(K) or IRA
+ 84bps penetration rate needed to break-even (31,600 accounts)
= Assumed an improvement in the recontribution rate from 17.5% 1o 35%
RAL-Based XIRA Fee Waiver: i .
= Target client base: 4.9mm RAL dlients *
« 8bps penetration rate needed to break-even (4,200 accounts)
= Assumed an improvement in the recontribution rate from 17.5% to 35%
EITC-Based XIRA Fee Waiver:
= Target client base: 2.3mm EITC dlients
= 20bps penetration rate needed to break-even (4,700 accounts)
» Assumed an improvement in the recontribution rate from 17.5% to 35%
Assel-Based XIRA Fee Waivers:
= Target client base: 85k new and existing accounts in a ‘sweet spot’ defined as:
+ Those that could make a contribution and move up the a $2,000 balance
« Those that wilt enrofl in a $150/mo systematic deposit or move up to $150/mo
+ Cumently we have 16,500 accounts with $2,000 or > that we would forgo fees.
* 20% of target accounts lo contribute more assets 10 break-even (17,700 accts)
= Assumed an improvement in the recontribution rate from 17.5% to 35%

Sowrce: Express Program Mool
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Prezk-Even P

Pricing Model P&L

(break-even scenarios)
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Source: Express Program Model
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Break-Fven |

Pricing Model Detailed Assumptions

(break-even scenarios)
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From: on behalf of NG ,

Sent: Wednesday, Au 13, 2003 8:22 P

To:

Cc:

Subject: RE: Video Commercials Status and Treatment

There are also other things we may or may not want to include in the XIRA commercial such as
mentioning the free XIRA options (Saver’s Credit and RAL bundles) or the funded XIRA for tax
pros offer (tax pros get an XIRA funded in their name).

I agree that the using the term “retirement” is too Ibng-term of a descriptor. Retirement as

commonly defined by most people is not a likely reality for most of our XIRA clients. Their
savings needs are more short-term in nature.

Rather than create a huge email thread, we should probably have a quick meeting to discuss our
options. .

Thoughts [l

Thanks,

—-—-Original Message—---
From:

Sent: Wednesday, August 13, 2003 2:07 PM
Cc:

Subject: RE: Video Commercials Status and Treatment

Hi there-
| have some concerns with this commercial.

1. It focuses on long term. | know that the audience is tax pro—but if long term is a key message that they
feel is being pushed down upon by the corporate office, most likely, they will communicate long term to
our clients. We know that our clients aren't focused on long term. Qur research indicates this year after
year. We have an opportunity to communicate to a captive audience of tax pros, and | think we should
leverage a different message.

2. The key messages that tax pros want addressed with offering Express IRA are: 1) Knowing that the
account opening process is easier than ever before and 2) knowing that Express IRA is competitive.
This has also been addressed in our tax pro research.

| really think we need to use the video as a lever against the 2 tax pro barriers stated above.

wess Proadects Marketing

CONFIDENTIAL HRB-0068203



--—-Original Message--—---

From:

Sent: Wednesday, August 13, 2003 11:51 AM
To:
Subject: FW: Video Commerdals Status and Treatment

FYl

--—-Original Message-----
From:

Sent: Wednesday, August 13, 2003 11:34 AM
ToO:

Cc:
Subject: Video Commercials Status and Treatment

We are adopting two types of treatment for the video commercials. Here's what we
have planned:

--Emotional approach: These will use tax professionals to pledge their commitment
to the client, and to making a difference to the client using the product or service
featured. This approach is appropriate for those items that we want to ensure that
tax pros are compliant and feel good about making the effort with every client . . .
and for which there is not a lot of baggage. I've slated the following topics for this
approach:

--e-file

--Express IRA (there is baggage on this one, but the emotional appeal seems
most appropriate)

--Send-a-Friend

--Edgy/humorous approach: These will feature an actor who starts off "speaking the
mind" of tax pros who have issues with the product or service being featured. Each
spot will turn on itself at the end, with the actor endorsing the product instead of
being irritated by it. I think this will really hit home with the tax pros, and give
great "aha” moments. This approach is appropriate for those items that the tax pros
think are outside the realm of tax prep and are things that "corporate” is pushing
but that they may not buy into. I've slated the following topics for this approach:

--e-solutions

--mortgage

--FA

--POM (I almost put this one in the other category because of the compliance
perspective, but think it will be more effective from this approach)

I've attached drafts of the four that I have seen so far and welcome your feedback
and thoughts. I expect to have initial drafts of the remaining three this week.

<< File: HRBscripts8_11.doc >>
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From:

Sent: Thursday, March 27, 2003 2:34 PM
To:

Subject: RE: Continuation of Systematic XIRA

The re-contribution rate right now is at 21.9% - way below what we expected. We'll be doing a
lot more detailed analysis of this as part of our TS 03 post mortem.

The number of express IRA deposit checks received so far this tax season is 3,555. However, 1
checked with the CSO and they are not differentiating checks that come with applications versus
those that are mailed in for existing accounts. I asked them to speculate and they thought 75%
of them were for new accounts. Therefore, you could assume the other 25% (approx 889
accounts) were mailed in to avoid the $15 fee. Though, some of those checks may be normal
re-contributions and not a direct attempt to avoid the fee. Worst case - it appears the
opportunity loss was fairly small: $13K or so.

Hoie that helps,

~—-0Original Message—-—
From:
Sent: Wednesday, March 26, 2003 9:25 PM
To:
Subject: RE: Continuation of Systematic XIRA

Did you get the updated stats on re-contributions?

Also -- who can pravide the stats on deposits through the mail? Is it correct that these would bypass teh $15 fee?

——Original Message-——
From:
Sent: March 23, 2003 10:39 PM
To:
Subject: RE: Continuation of Systematic XIRA

1 am having some numbers run now re-contributions to accounts opened last year. In
gross terms, the re-contribution rate is around 24%. However, this number needs to

be refined to adjust for time of the year differences, prior year new accounts only and
mailed in checks.

1 hope they aren’t mailing anything to Detroit since all the processing is happening in
KC! 1 am checking with the investor center to see what this number is. I believe they
are tracking deposits separately that come in through the mail.

-—-—-0riginal Message-—-
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From:
Sent: Saturday, March 22, 2003 9:23 AM

To:
Subject: Continuation of Systematic XIRA

Is anyone looking at how many clients that opened XIRA last year, are returning to our offices this
year and continuing their contributions?

Also - we heard that some TPs are encouraging clients to simply send in a check directly to Detroit,
thereby avoiding the $15 fee we charge. Is that true that the fee is avoided? Any way to know how
many of those we have?

mﬂwk.com

CONFIDENTIAL , HRB-0077944
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From:

Sent: Thursday, November 07, 2002 6:20 PM
To: Value 3 Suggestions

Subject: RE: Suggestion from: Anonymous

Beginning in January, we will be improving the interest rate offered this year for the H&R
Block express products. Even though the Federal Reserve has lowered interest rates since
last tax season, we will still be offering an improved interest rate. We are currently
analyzing additional banking products and services such as CD's, and regular savings
accounts.

We realize that a money market interest rate does not offer above average yields.

However, many of our clients investing for the first time have told us that their primary
concern is principal preservation, hence the FDIC insured fund. 1If a client wishes to be
more aggressive in their investment choices and possibly achieve a greater rate of return,
they can always visit with one of our licensed financial advisors to upgrade their
existing express IRA.

Thanks

Director of Express Programs

————— Original Message--——-

From: Value 3 Suggestions

Sent: Thursday, September 26, 2002 9:41 aM
To:

Subject: FW: Suggestion from: Anonymous

This message is forwarded to you on behalf of the Value? team. Please copy
value3suggestions@hrblock.com when you reply. If you are not the correct person to
respond to this message, please forward appropriately. Thank you.

Value?® team

————— Original Message-———-—

rron: I (- - [
Sent : Wednesday, September 25, 2002 2:48 PM

To: Value 3 Suggestions

Subject: Suggestion from: Anonymous

Name: Anonymous

Comments: Could cd,s be considered in addition to money markets for customers IRAs. I
beleive they can be sold without a license and may have a slightly better return then the
money market being marketed. Last year's money market offered reflected poorly on H&R
Block.

CONFIDENTIAL _ HRB-0080894
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From: I
Sent: Tuesda | 30, 2002 8:44 PM
To: &
Subject: RE: Did you know....
how about Yugo/Ferrari

—~Original Message—

From: I

Sent T ri 30, 2002 2:44 PM

7 .

s:'bject: RE: Did you know....

how about Hyundia/Mercedes?

HRBFA Detroit

direct line

| @

Tuesday, April 30, 2002 3:36 PM
RE: Did you know....

-
f-
~—Original M
From:
Sent:
Jo:

How about Toyota/Lexus?

HRBFA Finatdal Manayemsnt

rfingnaics Arlys's
ey
Original M
From:
Sent= T 30, 2:21 PM
To:

So who do we want to be? Ruth Chris or Ronald McDonald?

HRBFA Detroit
V-
f-

- direct line

——Origiral Message—
From:

Sent: T 0, 2002 3:20 PM
To:
Subject: RE: Did you know....

This is a crazy assumption. We would never, ever, never in a million years, promote a service
level for our "express” clients that had them meeting with advisors one on one. The only
"human” our express clients woukd ever interact with would be the tax pro or someone at a cail
center. Now, if an express client wanted to be upsold, that's a different story...

CONFIDENTIAL : HRB-0087512



—Original Message—

From:

Sent: T 30, 2002 12:55 PM
To:

Subject: Did you know....

that the average XIRA account brought on board this year has assets of $5177
we are ‘recruiting’ brokers with average annual production of $200-300K in annual production?
Now let's tie those two thoughts together......

if as a company we can generate 2% annual production on assets (which would be pretty good}, the
type of broker we're actively recruiting, would need 29,000 XIRA clients to achieve the desired
production. Assuming in our new model a broker only needs to meet with a client once a year (pretty
poor service If you ask me) our new 'home grown' broker will have 116 appointments a day to get
through his clients in a year, or 14 an hour.

HRBFA Detroit
V- direct ine
f-

CONFIDENTIAL HRB-0087513



From:

| !ugy. !ugust 22, 5! 431 PM

I = Presentation
I EIRA Presentation.ppt

<{ll £1RA Presentation.ppt>>

CONFIDENTIAL HRB-0089539
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- EIRA Presentation

8/22/02 DRAFT

1
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* Intro

QOutline

— (Rapport-funny story)
— Segue to what EIRA Means to HRB/ the mission(?)
* Demonstration of the value of being a financial partner
(the added value OF the brand to our clients because of the

EIRA)

* Tax client retention (value TO the brand because of the EIRA)

e Recap TS2002

— Key Learnings: facts/numbers and qualitative/research

— Key issues

e TS 2003 Plan

- Enhanced support for tax pros

Do denad Tl

a4 £ -

2
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Recap of TS 2002

» Facts and numbers
— Total accounts
— Total assets
— Average account contribution increased from
01 from x to x
— % of 01 EIRA clients that contributed in 02
— Number of tax pros that opened an EIRA
* X% opened x% (90/107)

3
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Recap of TS 2002

» Research Learnings
— Interest rate too low
— Fees too high
— Principal protection & FDIC insured is
important

4
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Recap of TS 2002

 Service Issues
— Processing
— Physical checks
— 800 # problem for tax pros

5
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TS 2003 Plan for EIRA

» Enhanced features
- Increased interest rate
~ Low/no fee

6
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TS 2003 Plan

e Tax Pro Support
— New 800 # call center support
— EIRA incorporated thruout training
— Enhanced simplicity within TPS
— Improved support materials

7
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. Q&A

— Tax pro comp ?

NEXT

8
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Fom: [N

Sent: Monday, August 26, 2002 556 PM

Subject: Express IRA 082702 ver1.0.ppt
Attachments: Express IRA 082702 ver1.0.ppt
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L‘..\]"IL!:~>' IRA

SVir Chanrel Develapnien:

1
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Express IRA Benzfits

& DExpress IRA "02 Recap

TSO3 Improvements & Plan

Q&A

2
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Significant opportunity for success.

£ Clients
Helps first time saver led saving
- Simplicity & convenieace
- Ability to access financial products and services

& Tax Pros
Added client value
Relationship depth and trust
Compersation

¥ Company
- Client retention
Lifetime client value

CONFIDENTIAL HRB-0089615
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Very successful first year introduction.

& 130.000 Accounts. 1.5 7 penetration
Average deposit of $500
45% of TSOI1 EIRA clients re-deposited $750in "02 - Averave $750
Tax Pros - 10% opened 90% of all accounts. 504 opened at 12ast one
65% of all CIRA s were opened by clients with inconmes < $30.000

Clicnt retention improved by 5 pereentage points get to the point

4
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Clients liked the service but were Jeft wanting more.

Rates 100 low

IFees oo high

Liked simplicity and convenience

Principal protection critical

Accepted and many times expected this service from 11&R Block

Want more information in the office when they buy

5
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Tax Pros need more support.

Prohlems in processing of phasical checks
Y Telephone support issues

Insufficient training resources and TPS practice opporunities

6

HRB-0089618



HE&R BLOCK

T A T A A T A A A T LA A AR AT VR AR A S A

Significantly improved features to drive retention.

& Jmproved Rates
Last yeur - .75%

- This year - 1.75% - 2.00% or higher (TBD)

=

2 Reduced Iees
Last year - §15 set up and S10 aanuval maiatenance

-~ This year - No sct up and ne/low annual maintenanee fec (7B

7
CONFIDENTIAL
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Support for Tax Pro’s will be improved.

New telephone support team

Express IRA incorporated throughout training processes
Simpler TPS screens

Improved support & reference materials

New client take away pieces in the office

8
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Why H&R Block Bank?

& Addad flexibility 10 enhance cliemt velue
Reduces pressure on fees and spread

Aligned with Option One strategies

9
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How will we know?

Volume

[Fewer rescissions
Larger average deposits
Greater retention

Tax Pro confidence in product and client penetration

10
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Recap

Clients want this service

Unique and large opportunity

Significant improvements have been made
Bank creates flexibility

Poised for success

11
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Attachments: XIRA fee retum proposal.doc; Microsoft Word Picture

Here is the proposal for the Express IRA Fee/Retum Quant study. | think that this approach is more in line to meet your
expected outcome. Ultimately, we will be about to determine the optimal fee and rate of return for the XiRA.

Oblective
e To determine the optimal fee/return structure that will maximize sales at the lowest cost to H&R Block.

Methodology

* A quantitative telephone survey among 300 current H&R Block tax clients who have NOT purchased an XIRA.
Respondents will participate in a discrete choice study where they will evaluate multiple choice scenarios or
product profiles. The products evaluated are unique combinations of the fees and rates of interest.
Respondents will be exposed to different sets of products to ensure reliable estimation of each feature and its
levels. The results will yield a utility value. Utilities express the impact that each attribute level has on a
consumer’s purchase intention or preference. These utilities will be used to report the relative importance of
each attribute as well as the utility of each atiribute level. The following is an example of the resuits.

e
XIRA fee retum
proposal.doc (...

Jiming

* If the study is approved by Monday, Aug 5, a topline report will be available the week of Aug 26. A full report will
be available two weeks after the topline.

Costs
e The cost to conduct this research will be approximately $22,000.

The proposal is attached. Please let me know if you have any questions or would like to meet to discuss. | will wait for
your approval before moving forward with this project.
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Exampie Output
Attribute-Level Utility Values
Product Atiributes
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Senior Marketing Research Analyst
H&R Block
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August 1, 2002

H&R Block
4400 Main Street
Kansas City MO

Re: Express IRA Fee/Return Research Study

Dear-:

Thanks for the opportunity to put forth our thinking on this research project. | have
outlined our proposed method and costs below.

Background and Objectives

The HRBFA Group is interested in optimizing its Express IRA ("XIRA") offering.
Curmrently the product is offered at a $15 initial fee with less than a 1% rate of retum.
Recognizing that this is not competitive with other IRAs in the market, they are interested
in testing various fee and retum options to induce more purchases across the Tax Client
base.

The specific objective of this research is to:
e determine the optimal fee/retum structure that will maximize sales at
the lowest cost to H&R Block.

Research Method

A quantitative telephone survey among current H&R Block tax clients who have NOT
purchased an XIRA is proposed. In total, 300 interviews will be conducted.
Respondents will be drawn from a client list provided by H&R Block. It is anticipated that
the interview will be 10 minutes in duration.

Respondents will participate in a discrete choice study where they will evaluate multiple
choice scenarios or product profiles. The products evaluated are unique combinations
of the fees and rates of interest. They will also be asked to evaluate each versus
“current market offerings” that they may be aware of. As analytical input, information

- CONFIDENTIAL HRB-0089995



regarding current savings/retirement planning will be collected (employer based
retirement/401(k), individual IRAs). Additionally, there will be several “descriptive
statements” regarding the XIRA that will be exposed to each respondent and reactions
to each in terms of personal relevancy and importance when choosing an investment
product will be explored. Finally, in order to determine how best to describe “rate of
retumn”, respondents will be asked to react to several different ways of describing it (rate
of retum versus yield after X months). R h

Note: It is our recommendation that interviews NOT be conducted with current XIRA
customers. Beyond the potential risk of alienating these customers with descriptions of
a ‘better deal” than the one they received, it seems reasonable to assume that if they
took the product at the current fee/retum structure, any of the proposed options would be
almost guaranteed to also induce purchase.

Analytical Output
The results of this approach will yield several analytical constructs:

Conjoint analysis: in the “real world", consumers make choices in the marketplace
based on the value they assign to various features. A basic premise of conjoint analysis
is that preference for a specific product is composed of the sum of its individual
attributes. Conjoint analysis will enable the researcher to quantify the value that
consumers place on each of the product features.

Respondents will be presented with a variety of different choice tasks in which they
study pairs of product offerings (in this case, rates of retum and fees) and select which
one, if any, they would purchase. Each respondent will repeat the choice task for a
number of different product configurations where the attributes and levels vary.
Respondents will be exposed to different sets of products to ensure reliable estimation of
each feature and its levels.

The fundamental calculation in conjoint analysis is the utility value. Utilities express the
impact that each attribute level has on a consumer’s purchase intention or preference.
The higher the utility value, the more strongly associated the specific attribute level is
with consumer preference. These utilities will be used to report the relative importance
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of each attribute as well as the utility of each attribute level. The following two charts

provide an example of this output:
Example Output
Relative Importance of Product Features
% of Total Importance

Of the four attributes exemplified below, APR is the most important to consumers. Credit Limit is
also refativety important ¥ consuiners, while' Lale Fee and Additional Credit Fee are less important.

APR 36
Credhk Limht 30
Lute Fes 19
m‘: Credht 1
o 3 1w 1B 3 =m 2% » e
Relstve impormnce (%)
Exampie Output
Attribute-Level Utility Values

Product Attributes

%.0 new 150 060 ne0 seso <m0 sane
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In addition to reporting attribute importance and utility values, Directions will provide a
sensitivity analysis that will demonstrate the impact on share of preference when
attribute levels are changed. An example of the output for a sensitivity analysis s\
provided below:
Eumplo Qutput
Base Case* Sensitivity Analysis
Simulated In Current Market Scenario™ =

n this example, a base case of current product offering is changed one atribute at a #me to see the
impact on simulated share of preference in the market among consumers.

Base Case Share
2%
Annual 9.9% I 52
Percentage 13.9% -2.¢ NS
Rate 15.9% 6.9 T
$4,000 I 4 4
CreditLimit  $2,000 2.5 SEEE
$1,000 -4.9 I
$5.00 R 3 -2
Late Fee $10.00 ' S
$20.00 -1.9
$10 T 24
Cradires &2 -1
$40 -2.1 .
‘-‘:mm L L ] - 2 . 1 4 ]
Crodit Lirah: $3,000 ONterence From Curvent Shere
Late Fou: $15.00
Addntonsl Credit Fee: §20 | ~The curent o base product simuinted for this example, wes sisuiaied wsing he Gresent mariet ofterings of hey compators.

Cost and Timing

The cost to conduct this research will be $22,000. The timeline would be as follows:
Questionnaire development and programming 1.5 weeks

Fieid 1 week

Topline One week after end of field
Final Report 2 weeks after end of field

- I look forward to working with you on this project. Please let me know if you
have any questions.

Regards,

CONFIDENTIAL HRB-0089998



Senior Account Executive

CONFIDENTIAL HRB-0089999



To: Emst, Mark
Subject: RE: IRA Accounts

Mark,

| here you and agree. I've been thinking deeply about this - my assumptions are not yet modeied nor are they in
the project doc but soon will be. | think the visibility of the fee is a major issue. Similar to the ‘best rate’ the 'no
fee' IRA can support the overall value message with both clients and tax pros. There are several things going on
designed-to give us some insight into-that ~ both qualitative-and quantitative tax pro and client research to be
completed by mid June.

Either way, whatever the product design — your point is that the value prop must resonant

—0Original Message—

From: Emst, Mark

Sent: Wednesday, May 29, 2002 7:24 PM
To:

Subject: FW: IRA Accounts

The attached note (from a DM) reflects the general sense that I think exits - that
ExpressIRA is the right thing for our clients, but the product is designed to nickel and dime
clients to the point where our field people don';t feel as good about the product as they
should. You should seriously look at whether, with a bank product design, we can eliminate
the fees so that our people feel better about the offer. I saw in your documentation of the
project that there are many things to be addressed, but the design of the product stuff
seemed pretty light - I can't tell if the assumption is that it is ok as is and doesn't need
much change. I think you should challenge that thinking.

Mark

-——Original Message—— :
From: I (maitto- @ hrblock.com)
Sent: Wednesday, May 29, 2002 8:53 AM

To: Mark Emst

Subject: IRA Accounts

Hi Mark,
Thank you for the kind words in your last response. I do appreciate them.

['ve been thinking about all the clients that we signed up for [RA's this past tax season. Qur mission was to help
these clients begin a savings plan since many of them had none. Many used $300 from their refunds to fund the
plan. My concem is the $10 maintenance fee that they will be assessed if they do not do the $25 systematic
investing. Many of these clients do not have savings or checking accounts.Even those clients with checking don't
always want others having access to them due to problems with possible bounced checks. So they will carn about
$1.50 intcrest and be charged $10 maintcnance foc. This may result in a lot of clicnts clocting to withdraw thicr
money from the IRA. ‘Ihen they will be assessed $75 (25% of their initial investment).

Wouldn't it be in the besl interest of clieats nol Lo charge the maintenance fee if they add (o their IRA with cither a
lump sum payment or by using their 2003 refund? Isn't the purpose of the program to belp our clients achieve their
financial goals by getting them to start to saving so that once they reach a $1000 or more, they can work with our

CONFIDENTIAL HRB-0090228



Financial Advisors for a more profitable investment?

I can just foresee next January when these maintenance fees are deducted from thier IRA and the small amount of
intcrest that they reccive, the number of complaints, phone calls, end perhaps bad publicity that H & R Block could
receive.

T really don't think the mainwcnance fees should exceed the amount of interest that we are paying on these accounts.
Clients won't be happy sceing their investments decreasing and not increasing. I feel that as long their is continued
activity with investing, the maintenance fee should be waived.

Thank for any consideration in this matter. I'm just trying to be proactive about what most likely will be the cutcome
in our distrcit nexl lax s€ason.™ T o ' ' T a

CONFIDENTIAL HRB-0080229



KANSAS CITY 06 MO
RAINTREE NORTH SHOPPING CENTER
LEE S SUMMIT, MO 64082

March 31, 2005

Page 1
Tax Prof. Name:
Tax Prof. No.:
; S%e Number:
sation Code:

BILLING CALCULATION Amount
1040 - Income From Salaries Only................. cees et s ee s 56.25
W2 / W2G. .o evnicannn c ettt sas i ettt et eeccat e 2.50
Sch A - Itemized Deductions........... Ceere e Cetee ettt 33.25
Child Tax Credit Worksheet........... ceecsnccoane cececensettennnns 21.50
Married Filing Joint Filing Status................................ 5.75
Dependents...... e . AR 5 By . £ B - -..-..{2 items) 5.50
MO 1040 Page 1 and 2 (B:;J e e eeeeeeaeaan 15.00
MO Itemized Deductions. & ceescesccaneaes 8.50

ce et et 148.25
. 144.15

System Calculated Total... Wami¥. .5
Prior Client Limitation Applied....

Total............ i et ee it et tetce e eas ettt et ettt e 144.00

CLIENT SUMMARY INFORMATION

Other Fees (Generatgdmby 15.00
Express IRA Fee. .g¥

Final Summary Total. 159.00
Fees withheld..... ... ..ttt eereesnnccnacnsns . 159.00
Payment From Client.........iettiiieiceneeeeencneetsonsoscosccnncasnsns 0.00
- E 2 1+ 3

Balance Due......--.... ceessesesse C et e asesce e e sestecs s s esenasnn 0.00
CONFIDENTIAL HRB 0093886
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(Today's Savings

e Claiming the child tax credit for you this year helped you reduce your federal taxes by $2,000.

* Claiming the dependent care credit for you this year helped you reduce your federal taxes by $400.

¢ You did yourself a favor by ¢
ear, because the; i i
ecause we ded IG1E

uting to an IRA. Yo
account argpt

* We itemized yo :

¢ By itemizing yout:
a federal tax savings of $37.

e in simple terms, the Marginal Tax Rate is the tax rate that you pay on your last dollar of taxable inco i
highest federal tax bracket that affects your tax calculation. The Effectyve Tax Rate is the percentage"c\)? 1tis the
your total income that you paid in taxes. For 2004, your Marginal Tax Rate is 15% and your Effective Tax Rate

1s 5%.
Filing, Refund and Balance Due Information

HIRETE,
)

$6,708.00
$1,000.00
$174.00

Advantage (2004) 5 FDADVICE- 1V 1.0

Form Softwars Copyright 1996 - 2005 H&R B lock Tax Services, Inc.
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Looking Ahead - Opportunities and Advice

¢ More Dependents Mean More Tax Breaks:
When you have a life event change, such as adding a dependent to your family, you may increase your
contributions to your Dependent Care Benefit plan up to the $5,000 maximum. If your expenses are greater
than that, you may even be able to claim up to an additional $1,000 using the chin care credit. Ask your tax

professional for more information.

¢ You told us you will be supporting someone new in 2005:
Claiming this additional person will reduce your 2005 taxes by about $465. If you do nothing now, you'll see
this reduction when you file your 2005 tax return. If you receive a refund, it will likely be even larger. But if you
could use that $46553Ung thEyaH spay Wheiehisls Bl @iiged gBYSBTE §ou can change
your withholding £ REE

¢ ; oV e-dhe £ , for - inciuding
deductions, cre ) exeftip ¥ihie ye y ¥ December 31. If
you need to pay for childcare in order to work, you can reduce your taxes even more. Finally, you may want
to consider starting a tax- advantaged education savings program for the new little one. Ask your tax
professional which plan(s) might work best for you,

¢ Tum charitable donations into tax savings:
if you donate old clothes or other household items to a favorite charity, be sure to calculate the full value of
the donation in order to maximize your tax savings. You can find the ralr market value by visiting a thrift
store in person or via the Internet or by using commercial valuation software such as H&R Block's

DeductionPro.

« Consider establishiig 3 Heah Savings ALco
With an HSA, you sel aside moneyfo pag mgdica; expenses i h.insurance. Your
contributions areddxadiedudiibie if 61T itemize delth oW ax
deferred. You CHE Famdtints 16 ime, {ax free. The
catch? To be elig e Kiyot' §SO%h ‘ fa Y e plan
(HDHP) - that's a plan with a deductible between $1, (for individual ¢ age; for family

coverage, the amounts are $2,000- $5,250), and which pays no benefits except for preventive care until the
deductible is met. For more information on opening an HSA, contact your insurance agent or financial
institution. For general information on HSAs, go to the U.S. Treasury Web site:

http://www ustreas.gov/offices/public- affairs/hsa/.

e Convent to a Roth 1RA:
Converting your traditional IRA to_a Roth IRA may create tax advantages for you. After five years, you can
withdraw money tax- free from a Roth IRA if you're 59 1/2 or older, and you can withdraw your confributions
ang‘éxp tof$10.000 of earnings to buy :;us home at any age. You'll have to _pay taxes on the money you
withdraw from yopfits IRK30 fibe RofiliRA HEIHTRdFanlagksine a REHIEY make that worth
it. We can help ¥ Calcuifiionss : S

¢ YOu can move r
If you want to trgfisfer relifgl Brocepdsiiroms b
Retirement Arraifgement),’y 4 Bds into™a .
the traditional IRA to a Roth IRA. The conversion is taxable, but it's not subject to a 10% penalty. If you would
like assistance in opening a traditional or Roth IRA, ask your tax professional. For more information about

IRAs, visit www.hrblock.com.

An H&R Block Tax Professional is available year-round to provide you with information about these opportunities.
For more information about tax, mortgage and financial services call 1- 800- HRBLOCK or visit hrblock.com.

This H&R Block Advantage document provides suggestions that may help you improve yous tax and finsncisl situstion Its contents should be considered in conjunclion with
information you receive from othes sources th st sre familisr with your specific circumstances. HBR Btlock Financial Advisors, inc., a subsidiary of HER Block Inc. offers investment
sefvices and securities products. HER Block Financial Advisors, Inc. is 8 dually- registered investment advisor and broker- dealer snd a member of NYSE/SIPC. Tax services
offered through subsidianes of H&R Block Services Inc. Mortgage satvices offered through H&R Block Mortgage Inc. H&R Biock inc., H&R Block Services Inc. snd H&R Block
Mortgsge inc. sre nof registered broker- desiers.

éﬁ:’n‘s'é'.?.?f.l Capy)'igm 1996 - 2005 HAR Block 'fEAs?vy.'cgsET&v 1.0
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| Child Care Credit or Dependent Care Benefit?

The dependent care benefit allows you to exclude up to $5,000 of your wages from income, social security,
and Medicare taxes to use for child care. Before the beginning of the year, you designate the amount of your
salarygou want to use for child care. The amount you designate to exclude must be used for qualified

ent care expenses; otherwise, it will be forfeited. The child care credit is a credit against your tax

depen
liability based on a percentage of the amount actually spent on work-related child care.

Factors to consider when deciding whether the child care credit or dependent care benefit is more
advantageous are:
B Your income lax bracket.

B How much yo )
B Whether your Sfat

B The amount ofyour e. Fofiexa age _ ; ependeat care benefit is
better because it shields your income fro curity and Medicar However, depending on the

amount of your income and the availabllity of a child care credit on your state return, it may be more
advantageous to claim the child care credit than to use the dependent care benefit.

" e

TFaa

An H&R Block tax professional is available year-round to provide you with information about these opportunities.
For more information about tax, mortgage and financial services call 1- 800- HRBLOCK or visit hrblock.com.

Advantage (2004) FDJUST4U- V1.0
Form Software Copyright 1996 - 2005 H&R Block Tax Services, Inc
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rEducate Yourself on Education Tax Benefits

Returning to school or sending the kids to coliege or trade school is expensive, so it pays to educate yourself
on the many tax benefits available for higher education expenses. If you're paying for those expenses out- of-
pocket, you may qualify for one of two credits or one or more of three deductions. And, if you're paying for
muitiple students, you may be able to claim muitipie benefits!

The credits: To help individuals offset the cost of education, the government created the Hope Credit, which
allows you a tax credil of up to $1,500 for each qualifying student who is in his or her first two years of post-
secondary education and attends school at least half time.

o@\ee 4 32 EHEl

e e e % o stitution. Because this is

- eve z«? iniiEd@pendent you claim.
; :

If you (or your q.endent)_i" g, your edugation: tigherde
Learning Credit picks up where the Hope Credit le&Vi it for 20% of the first

$10,000 you pay for all eligible students in your family. The credit can be claied every year.

As with some other tax credits, your modified adjusted gross income (MAGI) affects your benefits. If you're
single, the credit is phased out as your modified adjusted gross income reaches $42,000 and completely
disappears at $52,000. If you're married and file jointly, the modified AGl phase- out range is between $85,000
and $105,000. Taxpayers who choose the married filing separately status cannot claim this credit.

The deductions* : If your adjusted gross income is $65,000 or less ($130,000 or less if married and filing a joint
return), you may be eligible to deduct up to $4,000 of tuition and fees paid to an eligible institution of higher
education even if yguzden'l jlemize-deductions. If yougsincome:is:§6 30000 ? $$:000-$160,000 if
married and filing;# ( iCls ; an $80,000 ($160,000
If you or your sghitise is headed

if married and fill

j B / e ¥ gh skHiS, your education expenses
will probably previde you a¥ax bredk ¥ grelasses pove yonrs kifis: r present P
occupation, your expenses are deductible as an itemized deduction. This deduction, however, is limited to the
amount of your qualified education expenses that - when grouped with cerlain other expenses - exceeds 2%

of your adjusted gross income.

Another deduction allows you to deduct up to $2,500 of student loan interest, even if you don't itemize
deductions. The right to this write- off disappears as modified adjusted gross income moves from $50,000 to
$65,000 on an individual return and from $100,000 to $130,000 on a joint return. The deduction is for interest
on any loan (not just federal student loans) used exclusively to pay qualified higher education expenses
@ncluding room and board) for yourself, your spouse, or an individual who was your dependent at the time the
loan was taken out, The studeni st have_bgen al alf the _ i arkload far the
course of study t ‘ - - &

g .
duction, which you can

Something t? keep mind; 3 Ug ExXpen ; ble § aiqg fees

claim even if yog#ion't iterfiize deductjor d/etonent théeducakdn ‘gredits ¥ olzgenerally can't claim
multiple benefitsg' or the sgi'e sueig'ent?i@gnd yo& defiiitely cé%v-‘t claimimu ’%gen gfit8"16#the same expenses,
so you'll want to work closely with your tax professional to ensure that you claim the best benefit for your
particular situation.

*These are 2004 deduction specifications (indexed for inflation each year).

An H&R Block tax professional is available year-round to provide you with information about these opportunities.
For more information about tax, mortgage and financial services call 1- 800- HRBLOCK or visit hrblock.com.

Advaniage 2004) o 1006 . 2005 HER Block Tk Bereen ines "0
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[Looking Ahead - Occupation Advice

-you've told us that your occupation is Insurance Agent. Here are some things you should consider that
might heilp you save on your taxes and plan your finances. (If you are not self-employed, only business
expenses that exceed the limits described below may be deductible.)

8 To be deductible, business- related expenses must meet certain tests. They must be ineligible for reim-
bursement under your employer's plan, you must itemize the deductions, and the expenses must exceed
2% of your adjusted gross_income (AGI). For tax year 2004, 2% of your AGl was $1,3

H Whether or not your home office qualifies for deductions, you can still benefit from tracking business use
of services in your home. included in this group are:
s Long-distance and local telephone calls and services (for example, call waiting)
m Internet access

B You can deduct the mileage you drive betlween jobs and job sites, and for business- related errands.
However, the mileage of your commute between home and work is not deductible.

¥t R inTieeln, i o0 it

H The expense O
» The cost of Bhtak
s Dues for mgmbershigs:

] Subscriplio"fis to profé%sion" P

B When you purchase supplies or equipment to use at work, you may be able to deduct the cost of such
items as:
w Small client gifts ($25.00 and under)
s Ergonomic office equipment (foot rest, lumbar cushion)
» Measurement wheels

B Make sure you rev

You may be able to increase your deductions
by contributingz:: ;

Sy empmbesime vigwiyourzannual Social

r overal

iew you i retireme

arly.
al Relirg 33

§ £

An H&R Block tax professional is available year- round to provide you with information about these opportunities.
For more information about tax, morigage and financial services call 1- 800- HRBLOCK or visit hrblock.com.

This H&ij Block Advantage document provides iuggosti'oni that may hetp you improve your lax and financial situation. !ts conlents should be considesed in conjunction with
information you receive from other souices that are famitliar with your specific circumstances.

H&R Bilock Financial Advisors, Inc., a subsidiary of H&R Block Inc. offers invastment services and cecurities products. H&R Block Financial Advisors, Inc, is a dually- 1
investment sdvisor and broker- dealer and 3 member of NYSE/SIPC. Tax services of fered through subsidisries of H&R Block Services Inc. Mortgage services Dl':'ld’!eﬂg'l:u"':di'“ﬂ
Block Mortgage Inc H&R Block Inc., H&R Block Sesvices Inc. snd HER Block Mortgage Inc. are nol 1egisiered broker- dealers.

Advantage (2004! FDJUSTU2-1V 1.0 035 (08/26/2003)

Form Software Copyfight 1996 - 2005 H&R Block Tax Services, Inc
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2004 Tax Return Summary

Federal Year over Year Comparison

INCOME Year 2004 Year2003  Change($)
Wages, salaries, tips $74,512 $0 $74.512
Otherincome $425 $0 $425
Totalincome $74,937 $70,956 $3,981
ADJUSTMENTS

IRA deduction $1,000
Student loan interest dedy $667
Alimony paid $3,600
Total adjustments $1,267
ADJUSTED GROSS INCOME

Total income less total adjustments $69,670 $66,956 $2,714
TAXABLE INCOME

Taxes $5,001
Deductible interest $3,197
Contributions $1,725
Total temized deductions $9,923
Standard deductions $9,700
Exemptions $12,400
Taxable income $241
TAXCOMPUTATION i

Income tax $6,384
Tax before credits $6.384
CREDITS

Child care credit $400
Child tax credit $2,000
Totalcredits $1,600
Tax after credits $3,984
OTHER TAXES

Totaltax $3.984
PAYMENTS

Federal withholding $10,692
Total payments $10,692

An H&R Block Tax Professional is available year-round to provide you with information about these opportunities.
For more information about tax, mortgage and financial services call 1- 800- HRBLOCK or visit hrblock.com.

This HAR Block Advantage document provides suggestions that may help you improve your tax and financial situation. Its contents should be considered in conjunction with
information you receive from other sources that sre femiliar with your specific circumstances. HER Block Financial Advisors, Inc., a subsidisry of H&R Block inc. offers investment
sarvices and securities products. H&R Block Financial Advisors. Inc. 15 a dually- registered investment sdvisor and brokar- desler and a member of NYSE/SIPC. Tax services
oftered through subsidiaries ot H&R Block Services Inc. Mortgage services oflered through H&R Block Mortgage Inc. HER Block Inc , HAR Block Services Inc. and HAR Block

Mortgage Inc. are not registered bioker- deaters.

’gllenl Sum FDBASUM- 1V 1.0

otm Software C%Z.gm 1996 . 2005 H&R Block Tax Services, inc
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2004 Tax Return Summary

Federal Year over Year Comparison

REFUND Year 2004 Year2003 Change($)

Overpayment ‘ $6,708 $0 $6,708

Refund due $6,708 $2,332 $4,376

OTHER COMPUTATIONS

Alemnative minimum taxabje $64,748
$5.,001

Totaltax preferences and §
Marginal tax bracket
Effective tax bracket
Filing status

o

$23%

An H&R Block Tax Professional is available year- round to provide you with information about these opportunities.
For more information about tax, mortgage and financial services call 1- 800- HRBLOCK or visit hrblock.com.

This HER Block Advantage document provides suggestions that mey help you improve your tax and financial situstion. its contents should be considered in conjunction with
information you receive from other sources that sre famifiar with your specific cirtcumstances. H&R Block Financial Advisors, inc., a subsidiary of H&R Block Inc. offers investment
services and securities products. HER Block Financial Advisors, Inc. is adually- registered investment advisar and brokei-dealer and a member of NYSE/SIPC. Tax setvices
offered through subsidiaries of H&R Block Services Inc. Martgage services offered through H&R Block Mortgage inc. HER Block inc, H&R Block Services Inc. and H&R Block

Mortgage Inc. are not registered broker- dealers.

Cllent Sum (2004) DBASUM- 2V1 0

Form Sofiwaré Copyright 1996 - 2005 HER Block Tn Services, )
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Client Services

Date of Birth SSN Relationship Number of Months Supported
SELF N/A
SPOUSE N/A
SON 12
DAUGHTER 12
TYax Preparation Fees
Total Tax Preparation $127.00
E- File/SA Fee(s) ; RS : CFTHSR 3 ! N T $2.00
Additional Services
Peace of Mind(POM) % $15.00
(Ptease remember you ri¢éd to contact T : %
Express IRA (XIRA) fee $30.00
Total HRBFees $174.00
Total Fees $174.00
Express IRA (XiRA) Contribution
$1,247.00
$1,247.00
$2,494.00

Total XIRA contributions:

I, due to H&R Block's error, you are entitled to a larger refund (or smaller tax liability) than what we calculated, we wilt refund your tax preparation
fee for that return. At participating locations. Refund claims must be made during calendar year 2008,

An H&R Block Tax Professional is available year-round to provide you with information about these opportunities.
For more information about tax, mortgage and financial services call 1- 800- HRBLOCK or visit hrblock.com.

This H&R Block Advantage document provides suggestions that may help you improve your 1ax and financial situation. Its contents should be considered in conjunction with
information you receive f7om other sources that are lamiliar with your specific circumstances. H&R Block Financial Advisors, Inc., a subsidiary of H&R Block Inc. off ers investment
services and securities products H&R Block Financial Advisors, Inc. is a dually- registered invesiment advisor and broker- deaier and a member of NYSE/SIPC. Tax services
offered through subsidiaries of H&R Block Services Inc. Mortgage services offered through HSR Block Mortgage Inc. HAR Block Inc., HER Block Services inc. and H&R Block

Mortgage Inc. are not registered broker- dealers.

Cllenl Sum (20 ! FDBASUM-3V 1.0
Form Software Copytight 1996 - 2005 HAR Block Tax Services, inc.
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MR. 9.2006 6:39PM H&R BLOCK LEGAL NO. 197 P.2r

HAR Block
RAINTREE NORTH SHOPPING CENTER
LEE S SUMNIT, MO
Office: 24484 | iimiiﬁﬂ
Professional:
Client : I
Tax Preparation 154.00
Peace of wind 27.00
Retirement Service Fee 15.00
Total 196.00
Fees to be Withheld 196.00
Change Due 0.00
Employee No, 3|27

Thank You for choosing H&R Block
for your tax services.
3/5/2005 5:04:47 PH 5683008
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OPERATOR: Ladies and gentlemen, thank you for standing by. Welcome to the H & R BLOCK second quarters
earnings release conference call. During the presentation, all participants will be in a listen-only mode. Afterwards, you'l
be invited to participate in the question and answer session. At that time, if you have a question, please press the "1"
followed by the "4" on your telephone. This conference is being recorded Wednesday the 28th, 2001. | would now like to
turn the conference over to Mark Ernst, President and Chief Executive Officer of H & R BLOCK. Please, go ahead sir.

MARK ERNST: Thank you, good afternoon and welcome. Thank you for joining us to discuss our Fiscal 2002 second
quarter results. With me is Frank Cotroneo, our Senior Vice President and Chief Financial Officer; Jeff Yabuki, Executive
Vice President; David Byers, Senior Vice President and Chief Marketing Officer; Becky [Schulman], Vice President and
Treasurer; and Mark Barnett, our Director of Investor Relations. Before | begin my formal remarks, | need to remind
you that various comments we may make about future expectations, plans, and prospects for the company constitute
forward-looking statements within the meaning of the Federal Securities Law and are based on current information and
expectations. These statements speak only as of today. Actual results may differ materially from those indicated by these
forward-looking statements as a result of various important factors including those discussed in the second quarter press
release and in H & R BLOCK filings on Form 10K and Form 10Q, which are on file with the SEC. I'd also like to take
this opportunity to invite to you our annual investor conference, which we will host on January 8th in New York. This
year, we'll provide a comprehensive look at our gross strategy and how we're progressing with our plans to invigorate the
H & R BLOCK brand and business. This'll include an overview of our marketing plans and outlook for the upcoming tax
filing season. We're planning to conduct two optional sessions in the afternoon. First, we'll provide a detailed look at the
strategies for RSM McGladrey our business services segment, and then an in-depth review of the option run mortgage
business. Details concerning the conference will be posted on First Call or feel free to call Mark Barnett. We hope you'll
be able to join us. I'd like to highlight some additions to our senior management team that occurred this quarter. We've
been building a top-notch senior management team who is committed to our strategy and make H & R BLOCK a great
investment for shareholders. Joining us recently are Jeff [Branmeyer] as Senior Vice President and Chief Information
Officer and Brian Nygaard who joins us as president of our financial advisers business. Jeff comes to us from First
Union, now Wacovia, where he held senior-level positions in their technologies organization and most recently as CIO of
the company [INAUDIBLE] of the Money Store. Brian Nygaard joins us from ING, where he was running their North
American brokerage business. That business with over 10,000 representatives prepared Brian for the significant challenge
of building our distribution capabilities in a client-focused way. I'm delighted to have these two talented individuals join
us. I'm also pleased to annoyance that Tom Decker Sipe has been named to the H & R BLOCK Board of Directors.
Tom is currently President and CEO of Westaff, a temporary staffing and employment services firm, has a long and
distinguished career in the Schwab organization and will bring valuable counsel to us as we build our capabilities to serve
our clients' investment needs. Bob Davis has elected to retire after several years of service on the H & R BLOCK Board. |
want to personally acknowledge and thank Bob for his many important contributions to the Company over those many
years. Turning to the financial review, we've achieved solid results in the second quarter despite the slowing economy
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and the impact of the September 11th tragedies. Our consolidated quarterly net loss was $28 million or $.15 per share
compared to $49.7 million or $.27 per share last year. Of the $.12 per share improvement over last year, $.06 is the result
of improvement in operating performance; primarily driven by exceptionally strong results in our mortgage business,
which more than offset expected weakness in the investment services and some earlier-than-normal expenses in U.S. tax
services. The remaining $.06 improvement is the result of the reduction in goodwill amortization. Our proven results for
the quarter was somewhat restrained by our share repurchase program this quarter. The reduction in shares outstanding
and loss of income from cash deployed slightly increased the loss per share. Clearly we believe that this will be good for
our full-year results and is consistent with our capital allocation strategy. For those who regularly follow us, you know
that our tax business, as well as business services, are seasonal and we typically report a loss in the second quarter each
year. With the exception of investment services, we saw revenue growth across all of our major domestic lines of business
resulting in a 12% increase in second-quarter revenues to $378.7 million compared to $337.5 million a year ago. Our
cash flow in the second quarter also improved significantly. Our cash loss is as measured by gap net loss and adding back
the remaining after-tax amortization expense of acquired intangible assets improved $10.1 million or 35% to a loss of
$18.5 million or $.10 per share. This compares to a loss of $28.6 million or 16% — excuse me, $.16 per share in last year's
second quarter. Cash flow is measured by earnings before interest, taxes, depreciation, and amortization improved nearly
$20 million to $5.9 million for the second quarter compared to a negative $14.1 million last year. Before discussing our
segment results, let me comment on some highlights from the quarter. Our initiative to sell mortgages to our tax customers
again achieved very strong results in the second quarter. Demonstrating our strategy of deepening relationships with the H
& R BLOCK tax client base is working and is beginning to provide a sustainable source of revenues and earnings growth.
H & R BLOCK Mortgage, our retail channel, contributed 11% of the mortgage segment's $72.8 million year-over-year
improvement. Of all mortgage loans originated during the quarter, 10% of all loans and 62% of all retail loans came
from the H & R BLOCK tax client base. Moreover, lower acquisition costs associated with H & R BLOCK tax clients
helped to drive significantly higher margins from cross-sold loans. Our cost per loan for an H & R BLOCK tax client is
running about $830, substantially less than the cost per loan for $1,300 for a non-H & R BLOCK client. Results from the
wholesale mortgages servicing operations were outstanding this quarter as well. I'll talk more about that when | review
that segment. Also in terms of creating greater depth in the relationships we have with traditional tax clients, 1/3 of all
new accounts opened in our financial advisers business in this calender year have now come from H & R BLOCK tax
clients. And this does not include the approximately 25,000 IRA accounts that we opened last tax season. Before getting
into segment specifics, let me have Jeff Yabuki, our Executive Vice President, comment on preparations for the upcoming
tax filing season.

JEFFREY YABUKI: Thank you, Mark. In U.S. tax operations, we're understandably focused on preparation for the
upcoming tax season. Supported by strong retention of our existing tax professional staff and a 15% increase in our tax
school enrollment this year, we've had a solid recruiting effort for tax professionals. Our real estate commissions are in
place and our marketing campaign is ready to launch in January. We'll discuss our overall pricing strategy at our investor
conference. Our research isn't yet complete on what consumer impact we can expect from the tax law changes passed by
Congress earlier this year. While we recognize that the changes with the most impact won't go into effect until 2003, we
believe that concerns over the tax changes this season will present a strong opportunity for us. We expect to have specific
insight into consumer attitudes in the next few weeks. That information will better guide us in both setting expectations for
the year and in finalizing prices. This information will be shared at our investor conference in January. We've developed
a revamped marketing campaign that capitalizes both on the current environment and learning the surrounding message
effectiveness over the last two years. The research on the marketing campaign suggests that we have a strong consumer
message for this year. This, coupled with the expansion of the successful marketing programs, position us to capture
growth opportunities in the market. We're also introducing new products to bring additional value to our client base.
One of our strategies is to develop a broader portfolio of settlement products in anticipation of the potential changes in
traditional refund anticipation loans or route products. We continue to believe it will be three to five years before the IRS
speeds up refund processing to the point that traditional refund loan products are impacted. Nevertheless, we're taking
steps now to innovate and prepare ourselves for reduced demand for the traditional route products. For example, we'll
offer an instant route this year that will allow clients who qualify, based credit scores, to obtain loan approval immediately
and receive a check upon the completion of their tax return. Qualified clients will no longer need to return to the office a
second time to pick up their check. Our research suggests that instant access to a client's refund will be attractive not only
to our existing route clients but also to higher income clients who don't typically purchase bank products. We also believe
that an instant route product will create sustained value even as the IRS ultimately achieves its goal of processing refunds
in two to three days. This year, we're also introducing our first value add product for clients who owe taxes. Through our
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relations with Household Bank, we will offer qualifying clients an instant line of credit that can be used to pay the balance
due to the IRS. Along with the credit line, our clients will have same as cash terms for 90 days. We believe this product is
consistent with our stated desire, strengthening our value proposition to higher income client segments. As we're in the
learning stages of this new product, we've elected not to materially participate in the lending aspect of this product during
the upcoming tax season. In our E-solutions business, we've made significant enhancements to our software and on-line
products. In order to deliver targeted value to the digital tax marketplace, we've been focusing our efforts on two distinct
market segments. Digital self-preparation and on-line professional assistance, we think software will be the likely be the
dominant option in the digital self-preparation market this year, and for sometime. Our software pricing strategy for this
year is designed to continue building unit share while delivering meaningful profitability. Along with continuing to make
the H & R BLOCK brand, more prominent for tax software consumers, we have several new features that allow users
to experience H & R BLOCK in a very personal way. For example, we're providing both software and on-line users an
opportunity to have an H & R BLOCK tax professional review their return and provide the client feedback prior to filing.
This is an expansion of our successful on-line review service introduced last year. We'll also provide each of our retail
clients an opportunity to receive a free financial plan through our financial advisers business unit. We're continuing to
differentiate on-line through the delivery of integrated advice and breadth of services. We'll again offer our professional
tax service which allows people to have their taxes prepared online using existing capacity in our retail network. While this
program is still in the early stages of development, the clients that we acquired last year had very attractive demographics.
Helping to broaden the appeal of the H & R BLOCK brand. We're encouraged by the strong distribution potential related
to both our AOL-Time Warner alliance and our continuing strong relationship with Microsoft and the MSN network.
Now, let me turn the call back to Mark.

MARK ERNST: Thank you, Jeff. Now, I'll review the second quarter financial results from our different business
segments. In U.S. tax operations, which includes our U.S.-based tax services, interests and refinance loans and the E-
solutions business, we reported quarterly revenues of $28 million, a $1.6 million or 6% increase over last year's second
quarter. The pretax loss in the second quarter was $104.2 million compared to $85.7 million last year. The increased loss
was driven by a number of factors. Payroll taxes of $7.2 million, associated with heavy seasonal associate stock option
exercises, earlier technology development and marketing costs, and higher rents and field support wages resulting from
increased tax school enrollment. In preparing for what we believe will be a solid tax season, our operational readiness is
ahead of where we historically have been at this time this resulted in increased second quarter spending of approximately
$10 million primarily related to the implementation of technology and marketing initiatives. This early preparation should
result in reduced levels of spending during the 3rd and 4th quarters. At this point, we expect that the full-year contribution
margins for U.S. tax operations will be greater than what was originally planned. I'll comment on this further when we
talk about guidance. With respect to cash flow, the U.S. tax operations segment declined by $21.3 million to a negative
$92.3 million compared to last year's negative $71 million. Our international cash operations, which include Canada,
Australia, and the United Kingdom, generated revenue of $13.7 million, a decline of $1.2 million over last year. The
decline in revenues is largely attributable to an unfavorable Australian exchange rate. Pretax losses of $991,000 were
slightly higher than last year due primarily to somewhat weaker than expected tax season results in Australia offseting
improved performance in Canada. Our mortgage operations which include Option 1 and H & R BLOCK mortgage, our
retail mortgage operation, as mentioned earlier delivered exceptionally strong results this quarter. Revenues rose 114%
to $180.8 million compared to the same quarter last year and we're up 22% over the first quarter. Pretax earnings rose
to $93.2 million compared to $20.4 million in the year-ago period. $3.4 million dollars of the increase is a result of the
elimination of goodwill amortization. On a sequential basis, pretax earnings grew at 40%. We continually [INAUDIBLE]
to minimize the impact on our balance sheet. Fiscal year-to-date, 82% of our pretax earnings have been cash earnings.
[INAUDIBLE] strong cash flows coming from this business. Looked at it another way, $12 million of the second quarter's
$93 million of earnings is represented by residuals that we have added to our balance sheet. The remainder was realized
in cash. EBITDA increased $70.7 million or 207% to $96.9 million compared to $26.2 million last year and $69.9 million
in the first quarter. The exceptionally strong operating performance of our mortgage segment was driven by higher loan
origination and service volume, increased pricing from loan sales and increased contributions from our retail mortgage
business. Compared to the second quarter of last year, approximately $17 million of the increased performance was due
to increased spreads as a result of the lower interest rate environment. Loan origination volume was $2.6 billion dollars
or an increase of 76% over last year. Larger sales force, higher volume of applications, and an improved closing ratio
drove this strong growth and originations during the quarter. Compared to the prior quarter, loan origination volume
was essentially flat due to a temporary slowdown in originations in the weeks following September 11th. In October,
applications — application rates per day returned to pre-September 11th levels. For nonprime production, the percentage
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of loan refinancings to total loan originations hasn't changed significantly as a result of the decline in the interest rates. We
also achieved a 14% decline in the net cost of origination contributing to a 193 basis-point year-over-year improvement
in operating profit margin. While we're clearly benefiting from the declining rate environment, the work we've done to
reduce the cost of origination is allowing us to continue improving our position in the industry. The operating profit
margin for the second quarter was 3.52%, 352 basis points compared to 159 basis points last year. The operating profit
margin is defined as pretax earnings before goodwill amortization, provided by mortgage funding. Typical [INAUDIBLE
]in the second quarter grew 26% over last year. As of October 31st, Option One's servicing portfolio totaled $20.9 hillion,
an increase of $6.1 billion over last year's second quarter. I'm also pleased to be able to say that Fitch recently affirmed its
top rating for Option One's primary servicing and upgraded [INAUDIBLE] in to it's top rating. In so doing, they cited the
solid experience and tenure of the management team, strong internal controls and effective loan administration process,
and noted Option One's early and frequent borrower contact collection strategy and experienced loss mitigation, all of
which provided the company with a solid foundation for loan management and for loan performance. Related, we continue
to monitor the valuation of the residuals on our balance sheet as they can be sensitive to changes and prepayments as the
rates decrease Our servicing capabilities provide us with the opportunity to maintain a detailed view into the performance
of the underlying loans. | can tell you that based on loan performance relative to the valuation assumptions, our residuals
are fairly valued. Both current prepayments and defaults are well below our modeled levels. We monitor those values
very carefully, and based upon their current strong cash flow characteristics, future writeups are possible. Frank Cotroneo
will provide you with more details concerning these valuations in his balance sheet discussion. H & R BLOCK financial
advisers, our investment services operations, continues to be adversely impacted by weak market conditions which were
exacerbated this quarter by the tragic events of September 11th. Revenues of $64.8 million declined 61% from the year-
ago quarter and 6% from the first quarter. The subsequent revenues resulted in a pretax loss of $9.1 million compared to
pretax earnings of $11.8 million in the second quarter of last year. or pretax loss of $6.1 million in the first quarter of this
year. The elimination of goodwill amortization positively impacted this segment's year-over-year comparison by $4.1
million. In line with the rest of the industry, we continue to see weakness in the two main drivers of revenues, trading
volumes and margin lending. Second quarter trading volume declined 40% compared to last year. Commission and fee
income declined $24 million or 37%. Although we've increased our commission rates over the last year, the average
commission per trade declined to $63.17 compared to $70.52 last year as a result of smaller trade sizes due to lower
market levels. Interest income on margin accounts decreased $42.3 million or 71% from last year due to a 67% decline
in consumer margin balances and a 225 basis point decline in margin interest rates over the quarter. Prior to September
11th, indications were that margin balances had stabilized. However, in the weeks following, margin balances dropped
significantly as have those have throughout the industry. At the end of October, margin balances totaled $888 million
compared with $1.2 billion at the end of the first quarter and $2.6 billion a year ago. Over the past month, however,
we're again seeing indications that margin balances have stabilized. Even though the segment decreased $24.9 million
to $3.6 million compared to $28.4 million last year. This quarter included a one-time pretax charge of $1.7 million
associated with further staff reductions that has were made after September 11th. We continue to focus on controlling
expenses and rationalizing resources to match revenues balanced against our strategic investments into this business. As
bad as the market environment is, | nevertheless feel very good about the progress we've made since we've acquired
this business. We've taken significant steps to reposition H & R BLOCK financial advisers for growth. These include
developing capabilities to serve our clients in the manner they want to be served such as introducing on-line services,
right-sizing the business with an appropriate cost structure and effective expense controls, bringing our product line to
competitive parity through the introduction of c-based products such as cash management accounts and expanding mutual
fund products that will decrease our dependence on transactions fees. And these collectively — we will be able to recruit
and retain financial advisers. Where we're now beginning to focus. [INAUDIBLE] services. Revenues rose 17% to $91.8
million compared to $78.3 million dollars last year. Approximately, $7 million of this increase resulted from acquisitions,
netted the loss of revenue to the sale of KSM Business Services last January, with the remainder attributable to growth
in tax consulting and wealth management services. In mid-September, we saw a slowdown in consulting revenues. This
has been followed by a very strong rebound in October. For the segment, pretax earnings of $2.6 million compared
with the pretax loss of $1 million last year. Increased revenues were offset by off-season losses from newly-acquired
firms as well as normal operating cost increases. The elimination of goodwill amortization positively impacted the year-
over-year comparison by $4.6 million. [INAUDIBLE] in this segment decreased $1.4 million to $7.3 million compared

to $8.7 million last year. A recent announcement of an agreement to acquire Equikor Resources, a business valuation
and investment banking firm that specializes in corporate finance services for middle-market companies, represents an
expansion of our service capabilities within the RSM McGladrey channel. A core strategy for our business services
channel is to extend complementary nontraditional services to the RSM McGladrey client base. The Equikor acquisition
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is a prime example of this. With the combination of RSM and Equikor Services operate as the client base creates what
we believe to be significant opportunities. These are the first of what we expect to be several acquisitions of this nature.
Although we do not anticipate any large acquisitions, each will be a step assisting our goal to present RSM as the leading
[INAUDIBLE] business consulting firm serving small to midsized companies by reallocating our capital to strategic high
return business opportunities. Now, let me turn the call over to Frank Cotroneo, who will review the balance sheet and
other corporate items.

FRANK COTRONEO: Thank you, Mark. Good afternoon. In connection with our earlier adoption of the new
goodwill standards, SFAS 141 and 142, we're required to complete step one of the Goodwill impairment test base
reporting [INAUDIBLE] by October 31st. This task is an indicator of potential impairment under the new standards.

We have completed a test in accordance with the standards and found no indications of impairment in goodwill. At this
time, based on current information, we don't foresee business or economic conditions to result in a goodwill impairment
charge this fiscal year. During the quarter, we've experienced heavy seasonal compulsive stock option exercises. With the
large portion occurring in the first few days in September. Through October 31st, seasonal tax professionals exercised
options for 5.1 million shares of common stock compared to virtually none last year Which resulted in stock option
proceeds of $104 million. These unplanned proceeds were allocated to the share repurchase program. The option exercises
also resulted in additional payroll tax expense of $7.2 million in our U.S. tax operations. As seasonal tax professional
stock options are only exercisable from September through November of each year, we expect there'll be some, but not
significant, stock option exercises in the third quarter. The tax shield benefit of these option exercises contributed $29.9
million in additional equity this quarter and expected to contribute $41 million in the full year. During the second quarter,
the company repurchased approximately 7.6 million shares as a cost of $284 million. Year-to-date, we've repurchased 9.7
million shares as a cost of $352 million, or an average price of $36.32 per share. The adjusted weighted average shares
outstanding for the quarter fell only slightly as compared with the prior year as the bulk of the repurchases occurred in
the second half of the quarter. We continue to be on track to achieve our targeted capital structure of 35% debt to total
capitalization by fiscal year end 2003. Turning now to the balance sheet, there are several notable balance sheet changes.
The value and retained interest and [securitizations] at the end of the second quarter was $285 million down from $368
million at July 31st. The decline was primarily attributable to the sale of $134 million of residual interests in the second
quarter [INAUDIBLE] security. For balance sheet purposes, this was partially offset by a market to market increase for
residual interests were loans are cash flowing stronger than are originally modeled. This market to market adjustment
of $34 million went to equity and wasn't part of the current quarters earnings. Cash flows from the residual interests
continued to be higher than expected due three factors. First, excess retained interest spread has significantly increased
due reduced funding costs which is typically tied to one month [INAUDIBLE]. Secondly, loan losses to date are less than
projected when these interests were initially valued. And third, loan prepayments to date are less than those originally
projected as well. This higher than expected cash flow from residuals is causing net interest margins [securitizations] or
"NIMS" to — [INAUDIBLE] to retire 12 to 15 months early, compared to the originally estimated maturity of 24 to 30
months. Our expectation is to monetize this increased valuation through cash collections and a new "NIMS" offering
sometime in calendar 2002 as we continue to implementing our policy of minimizing the amount of residual interest we
hold. We also down carefully monitor the valuation of nonprime mortgage service rights or MSRs on our balance sheet.
Compared to the first quarter, MSR assets increased $8.9 million to $77.8 million. Out of a total servicing portfolio of
$24.9 hillion, MSRs are only booked against our own services portfolio of approximately $16 billion. The remaining

$6 billion of services portfolio is subservice loans for which we receive a fee. As you know, MSR valuations are most
sensitive to prepayment speeds. Our nonprime MSR assets tend to be more stable than comparable prime MSR assets as
prepayment penalties cause prepayment speeds to be more stable and predictable. As of October 31st, 74% of our own
servicing portfolio contained prepayment penalties with an average remaining duration of 20 months. Through the period
of January through October of this year, monthly prepayment rates averaged 2.2% compared to 1.7% for the calender
year 2000. This increase in prepayment rate is within our valuation assumptions and is dramatically less than the increase
in the prepayment fees experienced in the prime market. For specific data regarding loss performance, including losses
and prepayment rates, | would refer out to investor relations page of Option One's web site at WWW.OONC.COM.

Use the name "investor" and password: option#1 will provide you immediate access. The cost of common stock and
treasury increased from $674.7 to $858.5 million compared to the second last year. The increase is attributable to share
repurchases, less shares [INAUDIBLE] from option exercises. since October, 2000. Finally, notes payable increase from
$372 million at the beginning of the quarter to $882 million at the end of the quarter. The increase in balance is related
margin to $260 million increase in cash balances to increase on hand liquidity in the wake of September 11th. Now, I'l
turn the call back to Mark Ernst who will discuss our earnings outlook.
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MARK ERNST: It has been our practice. We try to update the outlook for full-year performance as new information
becomes available to us each quarter. We can now see that our revenue and earnings for the current fiscal year will likely
exceed what we've previously expected. Though many of the factors benefiting our mortgage business performance are
expected to continue through the balance of the fiscal year, we don't expect the declining rate environment to benefit us
going forward. While there are other environmental factors hindering our investment services business, we're encouraged
by what we've begun to see in this business recently. Also, as Jeff described, the tax season is shaping up well. We said
in June that for fiscal 2002, planning purposes within our U.S. tax operations, we were using a 10% revenue growth
assumption in setting our spending levels and targeting at 50 basis point margin improvement. While I'm optimistic that
it is shaping up to be a good tax season, it is a bit too early to provide fully updated revenue guidance for this segment
when we finalize our pricing, we'll have a complete view. It is our intention to provide with you a more detailed outlook
and guidance for the tax season at our January conference. We do know that spending has been well controlled and
that revenue growth will likely exceed 10% through a combination of marketing programs that will drive unit growth
and revenues from nontax preparation sources. Along with those slightly higher revenue expectations, we anticipate the
margin in the tax business will actually increase by 100 basis points at our currently forecasted revenue growth rate. The
combination of these various factors means we now expect revenue growth will be well within our long-term guidance
range and earnings per share for the full fiscal year will be between $2.15 and $2.25 per share. For the third quarter, we're
comfortable with the current street estimates, however as we experienced last year, material shifts in the filing patterns of
consumers can have a pretty significant impact in the results for the third quarter. In conclusion, we're obviously pleased
with the strong results we're reporting today through the hard work of our associates. We continue to deliver outstanding
and solid financial results and our preparations for the upcoming tax season are well ahead of where we've historically
been at this time. During the next several weeks, we'll make the financial decisions with respect to pricing as well as other
strategic initiatives for the upcoming tax season. | look forward to updating you with our outlook for the tax season at our
investor conference in January. With that, operator, we'd be happy to open the line for questions.

OPERATOR: Thank you, ladies and gentlemen. If you have a question for this question and answer session, press the
"1" followed by the "4" on your telephone. You'll hear a three-tone prompt to acknowledge your request. If your question
was answered and you wish to withdrawal your poll request, press the "1" followed by the "3." If you are on a speaker-
phone, please pick up the handset before entering your request. One moment please for the first question. Michael Hodes
of goldman Sachs, please, go ahead with your question.

MICHAEL HODES: Hi, good afternoon, guys. A couple questions. First disregarding the guidance, is the upward
move in guidance mostly a reflection of more conviction on the tax business given your comments on perhaps the
somewhat better margin? Or is it more just capturing just stronger mortgage trends? Secondly, in the mortgage business,
maybe you can talk more philosophically about how large are you willing to let that get? In my calculations, It's
approaching the third of the earning stream if you'll look to cap it. Then just a point of clarification in investment services,
could you just give me the average commission portrayed. | know what it is in the press release. | wasn't sure if you said
$53 per trade or $63 per trade.

MARK ERNST: It was $63.
MICHAEL HODES: Okay.

MARK ERNST: On the guidance. I'll tell you, most of the increase, although there's a slight amount of the increase
in guidance is driven by tax, most of the increase is from an expectation both currently as well as perspectively for the
mortgage business. That range does not include — it includes a little bit, a couple cents of additional upside that we see,
we can clearly see now in the tax business, but most of the guidance increase is coming out of mortgage. In terms of
mortgage, you know, philosophically, couple things about that business, one is we have been focused on ensuring that as
we — as the results come out of that business, that we're doing two things. One, that the bulk of the earnings that we're
reporting are coming in the form of cash and with that continuing to be our policy, as Frank talked about, we've been
doing a number of things that minimize the balance sheet impact and minimize the amount that we put or we maintain on
the balance sheet and any risk we maintain. That'll continue to be our policy. In terms of a cap on how large we would
let the business get, | suppose the real answer to that is, if at some point in the future we could not maintain the level
of cash earnings that come out of that business, we would take a hard look at what size we want it to be. In the current
environment, we're able to have much of the earnings, the vast bulk of the earnings, in fact, be in the form of cash. And
so, from our perspective, there's no philosophic reason to limit that. That may at some point hurt our year-over-year
comparisons, obviously from this line of business if at some point in the future we don't have the kind of cash earnings
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environment you get out of the mortgage business today. But as long as this type of environment is out there, we see this
as a great source of additional cash earnings.

MICHAEL HODES: Got you. Following up on the mortgage, it seems like you're trying to give us more disclosure
here. | take it that there's going to be, you know, a full array of analytics in the queue that we could track some of the
assumptions and the balance sheet items? There's a lot of what Frank talked about, you know, doesn't really jump out of
the balance sheet as stated.

MARK ERNST: Michael, there already is sensitivity analysis in the queue. But, again most of the information that |
think you'd want to see will be on the web site at Option One talking about prepayment speeds, delinquencies, residual
valuations, et cetera —

MICHAEL HODES: I've looked at it. But you're saying there'll be a way we can cross check it against the assumptions
on the securitizations

MARK ERNST: Yes.
MICHAEL HODES: Okay.

MARK ERNST: The other thing | was telling you Michael, and | mentioned at the outset. In the January conference,
we'll announce split and have an optional afternoon, if you will, where we'll going to go in-depth on McGladrey, the
business service business, for those of you who don't have a deep understanding of what our strategy is there and what
kind of dynamics we expect there. We're also going to do a deep dive on Option One in the mortgage business. So there
we'll give you a lot more this kind of — of analytics on how the business performs and what the balance sheet implications
are.

MICHAEL HODES: Thank you, guys.
MARK ERNST: Thank you.
OPERATOR: Our next question comes from Chris Gutek of Morgan Stanley. Please proceed with your question.

CHRIS GUTEK: Thank you, good afternoon, everybody. Mark and Frank, | don't want to beat a dead horse here but
certainly the mortgage residuals is a hot topic. A timely topic as well. | recognize the data is available at the web site. For
some of us who aren't mortgage experts, can you walk through in a little bit more detail what resource you're using for
prepayment rates, seeing currently, what you're the assumptions are that are embedded in the valuations and do the same
for the default rates as well. Having done that, Mark, can you follow up on the comment you may have to write up the
value of the residuals. By how much would that likely be? When will that likely happen if at all?

MARK ERNST: Sure, you know, it's a little bit difficult to give you, you know, a quick thumb nail on the key drivers.
The two key drivers obviously are prepays and default rate assumptions. | can tell you our typical default rate assumptions
are between 4 1/2% and 5 1/2%. If when we put a valuation around these things, those are the typical rates. It depends on
the vintage and the types of loans and a number of different things like that. What we know is that that's the cumulative
default rate we expect over the life of a pool of loans. Our oldest and worst-performance vintage is a 1995 vintage that is
currently running at about 375, 375 basis points of default. That's a very mature rate level. And that's our oldest and worst
performing pool. We're well underneath the typical assumptions that we'd make on those. On prepays, Frank mentioned
this, on a nonprime mortgage loan portfolio, typically you get prepayment penalties attached to the loan. While they're
somewhat controversial, that's part of what creates the stability and the valuation. | think the number was 74% of our
current loan servicing portfolio has prepayment penalties attached to it. That has the impact of making the prepayments
very, very predictable, because there's an expected and, you know, really happens spike that occurs once prepayment
penalties run off, but that's something we're able to plan for. So far, again, against the pools we have, we monitor this very
carefully, | don't think that | can recall a single pool that's running above its prepayment expectations. They're all typically
at or below the cumulative prepayment assumption that we use in the making these — putting these things on the books.
That's what led to the writeup comment. At some point as these loans pay down, we as the residual NIM holder have
the rights to the remaining cash flows. And we've been fairly conservative, we think, prudently conservative in the our
assumptions with these items put on the balance sheet. And they're stemming the cash flow. There's cash flowing earlier
and in bigger amounts than what we had originally modeled and our policy and our practice is to, as we can take these
things off the balance sheet, and find a buyer for them, we'll take them off the balance sheet. We think that we have a
number of them that are approaching a point where the cash flows will allow us to resell them and we would intend do



Page 8
Q2 2002 H & R Block Earnings Conference Call - Final FD (Fair Disclo

that. We expect that could happen in — some time in calender 2002. We really haven't determined when that would occur.
But in all likelihood that would entail a writeup at the time of a sale.

MICHAEL HODES: Okay. And maybe one follow up on that point if | could on the default rates, the starting comment
was looking the different pools since 1995, the default rates have been below what you've assumed, but the economy isn't
doing well recently, why should the historical default rates being below the estimates give us confidence that the default
rates won't rise in the next 12 months in the context of a weak economy?

MARK ERNST: Well, certainly that's an outstanding risk. And that's part of what we look at that on a regular basis.
| can tell you the 375 is the worst we've seen in terms of performance. It's far from the best. What we've seen over the
course of the weakening, | think, over the last six months or so is that the apparent run rate is up 50 basis points in terms
of expected defaults. That's our current estimate with the weakness we've seen in the economy most recently. But again,
we believe this gives us a lot of cushion to the level of expectation and also, you know, part of the benefit of this is our
servicing platform that we commented on the Fitch ratings that's been attached to our servicing business, but our ability
to see into these loans and these loan pools to intervene early when we think there's a risk of a borrower getting behind
and to take action on that, has proven historically to bring us in at lower loss rates than the industry. And | think this is a
kind of environment, a kind of economy where an outstanding service portfolio like ours or service operation like ours is
all the more important.

MICHAEL HODES: Okay. Makes sense. And if | could, one quick question about the tax business. | understand you
don't want to get into the detailed policy until early January. But the marketing strategy last year was clearly designed
to appeal towards the middle income customer and not as much to the low-income customer. My understanding of the
marketing strategy for the upcoming season is not to go with that message necessarily, but instead to focus on the tax law
changes which are likely to leave people pretty confused and try to take advantage of that confusion. If that that is, in fact,
the correct marketing strategy your company will be using, could that not potentially imply a negative mix shift in the
customer base back towards lower-income people and therefore lower growth in revenue for return and how do you plan
to prevent that from happening?

MARK ERNST: First, | would tell you, | don't think our marketing strategy is designed to move away from our past
strategy of moving more upscale. You know, how we'll craft a tax law change message and how the supporting things
that go with that are all being designed to continue our push to bring in a more — a higher income demographic. There's
nothing about this year's campaign that | would say is designed to shift that acquisition focus. The one thing that's different
this year that Jeff commented on was some new products we have in the settlement product portfolio. For example the
instant RAL and the balance due product will target slightly higher income demographics. The instant RAL, basically, the
way that works is — You come in and we'll, while you're in the office, we'll credit score you. And, if you qualify, you'll be
able to walk out with a check and never have to come back as well as the balance due where you'll get 90 days after April
15th with no interest charge and we'll front the amount of money for the balance due to the IRS, are both products that
we think will have more appeal to a higher income group and that continues to be our strategy. We also know that the tax
law changes themselves have a direct correlation between, you know, those changes and their impact on higher income
consumers. So just to focus on tax complexity and tax law change is likely to help us more strongly with higher income
consumers.

MICHAEL HODES: That's great, thank you, Mark.

MARK ERNST: What | would tell you also is we'll try to give visibility to that entire mix issue at the January
conference. 'Cause we're looking at it in very great depth.

MICHAEL HODES: Thank you, Mark.

OPERATOR: Our next question comes from Michael Millman of Salomon Smith Barney. Please proceed with your
guestion.

MICHAEL MILLMAN: Thank you, | guess a few questions and starting with the latest. There wasn't sheer market. If
you said on the balance due that you were going to front the interest or the balance through April 30th? And if so, are you
looking for the tax returns or will household be giving you some fee to get the loan? In addition on the tax, could you give
us some idea of on an atlas to average pro forma basis excluding, or adjusting for, the 142, what you're looking for for an
increase in costs this year? And also on the tax, you indicated you expect more like 100 basis points increase rather than
50 is that on an adjusted basis as well? If so, adjusted what would have last year's have been? And then on the mortgage, |
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was a little surprised. I'd thought that prepayment was running about 83% of the portfolio, at least of the recent portfolio.

So I'm not sure if the 74 takes into account historic numbers and in the same vain, the penalty duration, | thought, was

running over the last several years closer to 30 months rather than 20 months and then, again, if the 20 months, really
reflects historic numbers which are probably less important today than they had been. And then, maybe you could talk a
little bit about whether on the balance sheet if you've repaid some of those extra borrowings?

FRANK COTRONEQO: Sure. | think I've got all of those. Let me — I'll take them in order. On the balance due product,
let me describe how that will work. Um, basically for a client who comes to H & R BLOCK and has a balance due and
it doesn't matter when they come to us, if they come to us in January, February, March or up through April 15th, if they
have a balance due to the IRS, will pay the IRS on April 15th. We — not we, Household will through a loan that has no
interest and no payments for 90 days. And then at the end of 90 days, so by July 15th, if people repay the loan in totality,
there'll be no interest charged at all to the consumer. Basically, they get to — somebody who comes to H & R BLOCK,
has until July 15th to effectively pay their tax bill. This'll cost you nothing because Household is —

FRANK COTRONEO: That's right. This'll cost us nothing.
MICHAEL MILLMAN: Will Household pay you a fee for this business?

FRANK COTRONEO: No, what we've agreed to for the first year is that we'll provide the product and that they
will — we'll provide the product to our clients and the economics of the underlying loan product will stay with them.
It's a traditional 90 days same as cash where there's breakage on the 90 days. That's how the economics work for them.
Ultimately, what the pricing will be for this, if there'll be a charge, processing fee, or something like that remains to be
seen. And the balance will only be available up to $5,000. There's a few tweaks that are still in development. But we think
that this thing has some appeal or will have some appeal to, you know, to a higher income demographic. In terms of the
percentage of growth in expenses, | don't quite have the number the way you're asking the question. What | can tell you
is that the 100 basis point margin improvement is on an apples-to-apples basis. So after we adjust for the way in which
we're now allocating costs, it's still a 100 basis point increase in the margin year-over-year. That's at our current estimate
run rate for revenues which is slightly above 10%. So net/net, there's a bit of an increase that we can clearly see. That's
primarily being driven by less spending than we've had to make this year than what we've had anticipated we might have
to do get ready for tax season. On the mortgage business, the issue about the 30 month versus 20 months and the 83%
prepayment versus 74. The 74% of the current loan portfolio has prepayment penalties is a — is an aggregate number.
The 83% is in our more recent loans that are being put on the books. 83% of those have prepayment penalties attached.
We've made a concentrated effort to make this a part of the product design we have. And increasingly, we're seeing those
products that are being sold include the prepayment penalties. So if anything, the risk of prepayments is only getting
better, if you will, because more and more the loans we're now putting on the books have that kind of provision. The same
is true of the 30 month versus the 20 month. The 20 month is the remaining amount or the remaining average months for
prepayment penalties. The 30 months is a typical amount that we include in the up front when we put a loan on the books.

MICHAEL MILLMAN: So the bottom line is that your mortgages have gotten much more conservative more recently
than historically.

FRANK COTRONEO: All of that is mixed even with the pricing, but I'd say we've looked to take less risk in these
loans. They are less risky. Finally on the balance sheet and whether we've prepaid — essentially what you'll see on the
balance sheet this quarter, we've increased the amount of CP we have that is on a committed basis. We've extended that
out. We've extended that out the week following September 11th and basically locked in higher levels of CP and therefore
are carrying higher levels of cash in the event that, you know, we weren't sure what was going to happen. We weren't sure
about the liquidity in the markets out there and we didn't want to take any chances. So we locked in more liquidity than
we maybe ultimately would have had to.

MICHAEL MILLMAN: And that remains on the books? Also, you've said that you expect the mortgage strength to
continue, although not at the necessarily second quarter level, it was up 100 — the spread was up or the margin was up
about 100 basis points — For purposes of forecasting, would you suggest we use the lesser amount going forward or do
you think it gets even below that?

FRANK COTRONEO: Well, you know, that is sort of the — you know — What we know are a couple of things.
We estimate that during this quarter, the decline in interest rates that occurred during the quarter gave us $17 million of
additional income because of holding loans that ultimately came more valuable when rates declined. We don't think that
will occur again this quarter. Now, you know, Alan Greenspan could delight us all again with a drop in interest rates, but
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for planning purposes in our forecast, we're not using further declines in rates in setting our own internal expectations of
what pricing will be. Aside from that $17 million, I'd say, you know, our originations are running pretty consistent so far
this quarter with where they've been in the last two quarters, so | don't know we would expect a change there. And the
backend market appears to be as strong as it's ever been. Aside from the value gained from declining rates, you know,
we're look at the third quarter being much like the second quarters and first quarters.

MICHAEL MILLMAN: So somewhere in between the two, then?
MARK ERNST: | think that's probably right.

MICHAEL MILLMAN: Okay, thank you, mark.

MARK ERNST: Thank you.

OPERATOR: Our next question comes from Chris Gutek of Morgan Stanley. Please proceed with your follow-up
guestion.

CHRIS GUTEK: Yes, couple questions if | could. If we could switch to the financial advisory business for a minute. |
want to double check. I think in the last call you guys talked about tripling the number of tax preparation financial advisers
to 400 last season to 1200 in the current season. Are you on schedule to hit that target?

MARK ERNST: | think the answer to that is, "Yes." The latest round was we had a number of people in training.
We'd been shifting between different training classes in different parts of the country. The key is whether or not we have
them trained before we go into tax season or whether we are still training into the tax season. Our target was to get to that
many before tax season. You know, currently, I'd say we're probably, you know, from what | know, | think the training
classes have been a bit slower and delayed from what we'd expected. And as a result, we may be closer to 900 to 1,000
when we go into the tax season. Another thing we've been doing is we've been offering some of our tax professionals an
alternative track to the financial advisers track, which is to be a loan finder, if you will, for our mortgage business. We've
been training a number of people who have switched to that career path or that training path where we're training them on
how to source mortgage loans into a central processing center. There, we're actually expecting to have somewhere in the
order of 2000 to 2,500 people trained for that kind of a service or that kind of a role going into the tax season.

CHRIS GUTEK: Interesting. | think in the last season, you had quite a few express IRAs set up, my impression
those were essentially loss-leaders where you weren't making money because the account sizes were pretty small and the
product certainly wasn't very profitable to begin with. Is the thinking with the express IRA in the upcoming season to try
to leverage that loss-leading product into additional sales in the current tax season? Does that make any sense or?

MARK ERNST: | can tell you precisely what our strategy and our thinking is around the express ira. Last year, we
did about 24,000 or 25,000 of those accounts, on a pilot basis in certain regions of the country. We're rolling that product
out nationally, including to a number of our franchise offices, although not all of them will take the product this year. A
couple things, A, we think that the way we've structured it that the first-year economics are about to break even. And we
think that as the account sizes build over a number of years, it'll be a nice — it'll never be dramatically large — but a nice,
little profit center. The more important attribute of the express IRA that we think we can leverage overtime is the retention
impact it has on tax clients. We believe to be the case and we'll get our first indication of that in real life with clients this
year from the 25,000 who took that product last year on a pilot basis. What we believe to be the case is that clients who
leave some of their money behind with us at H & R BLOCK, are far more likely to come back to H & R BLOCK year
after year and therefore we could overtime improve the retention rate we have on the core client base. If we can do that
without losing money on the account in year one, we think that's a big win for the organization over time.

CHRIS GUTEK: Makes sense. Okay. One more follow-up on the tax business if | could, Mark. You mentioned the
shifting of technology costs and marketing costs into the fiscal second quarter. Could you elaborate on exactly what
technology and what you're doing from the marketing perspective in the second quarter?

MARK ERNST: Sure, as Jeff Yabuki talked about some of those, you know, the technology most notably is the big
driver of this. And in there, what we've been doing is implementing a field communications system and a new payroll
system that is designed to capture savings in a number of the — in our payroll costs that occur during tax season. Jeff can
give you a lot more detail.

CHRIS GUTEK: Okay.



Page 11
Q2 2002 H & R Block Earnings Conference Call - Final FD (Fair Disclo

JEFFREY YABUKI: Chris, what we've done is we've got, as Mark indicated, we've got a system for a new system for
our payroll. We've got several additional systems we're rolling out this year to help monitor tax season as we've started
to talk about last year that will — that have gotten out a bit earlier than we had expected. From a marketing perspective,
we had some expenses that we had moved forward. Most notably, some TTS advertising we planned for in a later quarter
and we extended in the second quarter and some more limited marketing program expenses that we've brought foreword.
Because we had a very good TTS year, as | mentioned, we also is have field-based labor costs that were — we end up
paying now that will end up converting basically to reduce our overall costs. It's a draw, an advance draw against future
salaries. So those will come back as well.

CHRIS GUTEK: Okay. Great, thanks.

OPERATOR: Our next question comes from Michael Millman of Salomon Smith Barney. Please proceed with your
follow-up question.

MICHAEL MILLMAN: Thank you, | guess a few clarifications. One, let's start with what TTS is. But also, maybe,
could you just go back over the retail mortgage business. | at least kind of missed some of those numbers. And then maybe
you could give us an idea in the second quarter what the gain of securitization mortgage was. And finally, maybe talk a
little bit — or you did touch upon it, | think — some of the strategy behind raising the TaxCut prices.

MARK ERNST: Sure. TTS stands for varyingly, depending on who you talk to and how long they've been with the
company, is tuition tax schools, or tax training schools, or tax training service, or a number of different things. But it's
known very affectionately around here as TTS. The retail mortgage business is obviously doing very well for us. We've
had good performance. | mentioned 60 some odd percent of our mortgage loans originated this quarter came from H
& R BLOCK clients. That's purely consistent with our strategy of using our H & R BLOCK client base as a pool of
prospects to offer this service into. Within that business, we are offering a full range of products. We're a little bit unique
in the industry in that we're not a specialist in conforming we're not a specialist in subprime. We're not a specialist in
government. We offer a full range of products. As a result, we're able to position ourselves both with BLOCK clients as
well as nonclients so if you're in the market for a mortgage, we have a product for you and we'll find you the best product
that's available. We think that's a very defensible position in the market and it plays very well with H & R BLOCK clients
where we don't have to turn somebody down for lack of a product that fits their needs. This business has — is up pretty
substantially from where we were a year ago in terms of originations. The pipeline continues to grow. And we are rolling
out the number of co-located retail offices where we have H & R BLOCK mortgage retail professionals in our offices that
share space with our advisers and with our tax professionals. So, all in all, we think the business goes along well and we
think it is a nice sustained growth for our business. | think if any place in our mortgage business that we're benefiting
from the refinance boom that's going on, it is probably in that line of business right now. We don't see as much refinance
activity going on inside of our Option One business. The proportion is about the same there. But, all in all, that business is
moving along well it continues to be an area focus for us. In terms of the margins that we've seen overall — This quarter,
we saw an overall net 328 basis point margin in the overall mortgage business. That's up from, | guess, last year for the
full fiscal year of '01, we had a 226 basis point overall margin. That was made up of a gain on sale of 471 basis points. We
earned warehouse interest. That was last year, full year, 57 basis points. Then we had an all-end cost of origination last
year of 303 basis points. This quarter, by comparison, our gain on sale was 511 basis points. So we're up 40 basis points
over last year. Our warehouse interest was up somewhat. It was at 90 basis points versus 57 last year. Our overall cost
of origination was down. It was down to 272 basis points. That's how we get to the net margin of 328 basis points. You
know, what that reflects are a number of things: The warehouse interest income is a reflection of financing costs being
dramatically lower as interest rates have dropped. The gain on sale is benefiting a bit from that. Although the quality of
the product we originate is really very much determined — causes us to get a very solid gain on sales. We've been focused
all year on how do you make sure that our cost of origination is an industry leading level, so that — industry-leading level
so we have the opportunity either to price aggressively when we need to or in appropriate times like this price to yield us
a good return. So overall, you know, again, our business there is performing, you know, very, very well.

MICHAEL MILLMAN: Mark, were those numbers you just cited second quarter or first half?

MARK ERNST: Those are second quarter. We can give you first half if you'd like. The first quarter was very much
like the second quarter.

MICHAEL MILLMAN: | guess the question was, | thought that the margin was 352 basis points. I'm not sure why
that differs from the 328.
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MARK ERNST: This is the operating profit margin. It doesn't include some of the other things like service income
that goes through the overall margin for the business.

MICHAEL MILLMAN: | see, so this is the production side?
MARK ERNST: This is the production side only. Yes.
MICHAEL MILLMAN: Okay.

MARK ERNST: In terms of our strategy related to our pricing for TaxCut this year, again, | think I'll let Jeff talk a bit
of what we're thinking there and & what we're looking for.

JEFFREY YABUKI: Michael, did you have a specific question about the pricing?
MICHAEL MILLMAN: It seems like the pricing is up about $5 across the board on the TaxCut?

JEFFREY YABUKI: Correct. We — as you may recall from last year, in that business, we took our prices materially
down in the prior year and shifted our model from a basically a full front-end model to a model that more closely mirrored
the market. And that is, some of the revenues coming in at retail are at point of sale. A fair amount of revenues coming
in on the back end. We started charging for states for the first time, and we were very pleased with the unit share that
we picked up. We do know maintaining a delta is important for us. And we believe with the software pricing that had
occurred in the prior year that we had the ability to raise prices at the $5 level and not impact our share and continue to
build profitability in that business line.

MARK ERNST: | think it's worth pointing out is that there's clearly a demarcation of this occurring in the market.
You know, if you look at Intuit's pricing for their basic product, they're moving their basic product up dramatically in
substantial ways, | think they're trying to push their brand to be the premium brand, which has been for some time in that
market, and to take it to positions less for the low end of the customer at the basic level.

MICHAEL MILLMAN: Right.

MARK ERNST: And while we'll maintain a pretty aggressive price at the basic level, that's given us the opportunity
to take a little bit more pricing latitude with that segment. Where we've historically gained much of our share is with the
new entrance in the markets. Those new entrants are typically buying the basis products. It's all tactical as this whole
industry kind of settled down now. We're all looking to make some good money in it.

MICHAEL MILLMAN: Thank you.
OPERATOR: Thank you.Steve Farley with [INAUDIBLE] Capital, please go ahead with your question.

STEVE FARLEY: Frank, can we please go back to, | believe | heard you say that something having to do with the sale
of new bonds led to you receiving an extra $44 million more than you thought from residuals and that it went straight to
equity and not to the income statement? Did | understand that right? Could you explain that to us? Maybe we should all
get our taxes done by you, guys because you can hide $44 million in income? [General laughter ]

FRANK COTRONEO: That's not the purpose and it wasn't only cash. If you go to the balance sheet as of July 31st,
residuals were $368 million. At the end of this quarter, they were $285 million. The reason for the big shift downward
were two activities taking place. One was we didn't complete the NIM, the net interest margin transactions on the first
quarter transactions in the first quarter. That got completed about three weeks after the first quarter, shortly in the middle
of August. Because — and that's the reason why the residuals were so large at the end of the first quarter. When the NIM
got placed, the residuals went down by the value of that transaction of $134 million. What we then did because the cash
flows on our residuals are coming in stronger than we'd anticipated, we did take a small mark to market of $44 million,
which is in line with gap.

MARK ERNST: But basically, Steve, the gap rules on this is we have to fairly value those residuals. When we do that,
we take a mark to market adjustments that runs through other comprehensive income, doesn't go through our earnings,
and we can only take that back into the gap earnings when we sell —when we receive cash. Um, we think that will happen.
But it hasn't happened yet. And that's why we tend to take the mark to market adjustment, and we took that into equity,
but we won't take it through gap until we realize cash. We think that's the transaction that could occur sometime in 2002
based on the current pattern of cash flows coming out of those NIMs.

STEVE FARLEY: Okay, thank you.
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MARK ERNST: Thanks. We'll be happy to do your taxes also.
STEVE FARLEY: Thank you.
OPERATOR: Our next question is from Bruce Babcock of [Saber] Capital. Please proceed with your question?

BRUCE BABCOCK: Thank you. | was a little confused on your shares outstanding. If | understand correctly, you
issued about 5 million shares or options or something to employees but you bought back 7 million, and yet the shares you
show on the balance sheet look like they didn't change at all. Can you give me an estimate by maybe by the end of the
year what your shares outstanding will be?

MARK ERNST: Sure, year-to-date we've purchased approximately 9.7 million shares. Options exercised are 7.2.
Expected shares, fully diluted shares by the end of the year are expected to be an approximate 183 million range.

FRANK COTRONEO: 183, 184. Right now, | think this quarter end was 183-something. That's basic. That's not fully
diluted. Fully diluted, add 2 million to that number.

MARK ERNST: Potentially.

FRANK COTRONEO: So it'll probably be on a full-year basis, you know, in the 184-185 million range.
BRUCE BABCOCK: And what was it last year? Do you have that?

MARK ERNST: Yeah, | do. That was 94. 188.

BRUCE BABCOCK: 188, something like that.

FRANK COTRONEO: Not big of an influence.

BRUCE BABCOCK: Thank you very much.

FRANK COTRONEOQO: It'll be down but it won't be down — you know, it'll be down 3 or 4 million shares.
BRUCE BABCOCK: Okay. Thank you.

OPERATOR: Our next question comes from John Neff of William Blair. Please proceed with your question.

JOHN ROMANO: Yeah, this is [John Romano] from William Blair. Could you provide some additional color on your
comments on your — the basis for your comment that the expectation for the tax season is shaping up well. Is that simply
from the changes in tax law or is that from the experiences you're seeing in your offices to date?

MARK ERNST: It's from a couple things. Part of it is how well prepared are we as an organization? And that is —
the key determiner to that is how well have we done in recruiting tax professionals. We have had an outstanding year
plus getting very high quality people. Plus retaining many of our people that we've had in the organization before. And
seeing very, very quality people in our [Crash] Tax Training program. So that's part of it. Part of it is encouragement
that we've seen in the way our marketing programs are coming together. We're fairly encouraged by both how we're —
I'm encouraged by how we've been able to capitalize on the learning that we've gained over the last couple of years and
convert that into a very quality campaign that we think will have a lot of consumer appeal. Certainly, my opinion doesn't
count. What counts is what consumers do with it. But our research on this campaign is very, very good. Um, so we look
forward to be able to share that campaign with you. You know, and clearly the historic view we have of tax law changes
and how that ultimately plays out in consumer demand for professional tax services, we think it is going our way. Now,
we know we know that and so we're doing some research to get at what consumer attitudes are about tax law changes this
year. Because this quirky situation is where there's a lot of talk about tax law changes but the fact of the matter is much of
the change starts kicking in next year, not this year. We think we'll benefit from consumer belief that there's been a lot of
change, but we want to validate that before we get ahead of ourselves with too great of expectations. | hope that wasn't,
you know, didn't leave you stunned.

JOHN ROMANO: No. Thank you.

OPERATOR: Ladies and gentlemen, as a reminder to register for a question, please press the "1" followed by the
"4" on your telephone. We have no further questions at this time, please proceed with your presentation or any closing
remarks.

MARK ERNST: | appreciate everybody joining us today. Let me, again, remind you, we'll hold our annual investor
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conference in New York on January 8th. Let me just point out that we'll hold our traditional tax season preview in the
morning and then conduct two focus sessions in the afternoon, one focused on business services strategy and then anothe
following that focused on the business of Option One. We hope you'll join us for all or part of that day. Thanks again for
joining us today.

LOAD-DATE: July 20, 2002
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Tillson, NY 12486
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Mark Ernst

President and Chief Executive Officer
H&R Block

4400 Main Street

Kansas City, MO 64111-1812

Dear Mr. Ernst:

| am writing to you for guidance on how | should interpret the wordsfinancial partner in our
Company's mission statement (To help our clients achieve their financial objectives by serving
as their tax and financial partner). Specifically, | need your leadership help to resolve whether
in presenting the Express Individual Retirement Arrangement (X[RA) for sale, certain information
about this product should be given to or withheld from clients. In other words, how should |
conform my presentation to our mission statement?

| am aware, as no doubt you are, that the overwhelming majority of our tax preparation clients are
low income working poor who complete the 1040A or 1040EZ tax return, rather than the 1040.
Many are single parents who are entitled to- several thousand dollars ofEarned Income Credit.
Few have bank accounts, or any savings. Supervisors have stressed that the sales presentation

of the XIRA must be limited to the "positive": the XIRA is an opportunity for clients to begin
saving for their children's education and/or their own retirement with an initial investment as small
as $300, less than many banks require for opening an IRA. Their account is fully guaranteed and
will be earning additional income. Moreover, there is no out of pocket expense to them as the
account can be set up, and contributed to-annually, from their anticipated tax refund, money
which they have not yet received and therefore would not miss. This would be a beneficial and
painless way of doing the right thing. The charge for setting up- the XIRA account is only s15,
with a fee of only $10 each subsequent year to maintain the account.

In order to accomplish the goal of encouraging clients to start saving, "negative" information is to
be withheld from the presentation. This includes the facts that a savings account can be
established in a bank with no set up- fee, nor maintenance fees, and closed with no termination fee
(unlike the XIRA with its s75 termination fee). A withdrawal can be made from a bank savings
account for any reason with no tax penalty, unlike-early withdrawals from IRAs where a tax
penalty applies unless withdrawals are made for a few purposes, like college education expenses.
Also to be withheld from the client is the -fact that a bank savings account would, in 2002, cam
the owner between double to quadruple the XIRA's yield which was then fluctuating around one
half of one percent. The client who started an- XIRA with $300 would have come out at the end
of the year with about s301. 50 in their account, whereas they would have put up, including the
set up fee, $315; in effect they would have lost s13.50. Tithe XIRA's yield neither fell nor rose,
and $300 continued to be contributed annually, by including the annual maintenance fee, overall



loss would persist until the thirteenth year when a net aggregate gain of $1.50 would first show
up on an account balance by then of $3,900, exclusive of this gain.

H&R Block is not in the business of creating business for savings banks. At the same timeour
mission is to serve as our clients' financial partner. | would expect a financial partner of mine not
to withhold information from me that might effect a decision affecting my welfare. Especially
because so many of our working poor clients are less educated and less sophisticated in financial
matters than we are, are we not mission bound to- lay out the cons as well as the pros? My
District Manager categorically told me not to, and to limit myself to a "positive" sales
presentation of the XERA. Otherwise, he said, probably correctly, clients would lose interest in
the product and walk out, wondering why | had been wasting their time. Similarly, my concern
that a client might need to terminate-his or her account because of unanticipated expenses, only
then to encounter the $75 termination fee, was met by the rejoinder that it is not my role to think
for clients. A point well taken. But to skew a sales presentation by withholding relevant
information in order to shape a client's action in a direction which | decide is in the client's

interest, is this not performing the role- of thinking for the client?

| have been enjoined to make a "positive presentation” of the XIRA to our customers and to
avoid mention of "negatives". | have been warned that failure ter do this- and failure to-makc sales
would "become an issue" with my supervisor, resulting presumably in curtailment or cessation of
earning opportunity from tax preparation-. Indeed- a policy of penalizing tax professionals-and the
method to be used for this is reflected in an exchange between the Company's Executive Vice
President and the-Director of Operations for the-North-East that was handed to-me during the
2002 tax season. | quote:

From: Yabukp, Jeff

I am heating stories that in some places we are taking out "veterans' (i.e., people-whp have
relationships with clients) off the schedules in place of people who are willing to sell z-ira's.
Without knowing the facts or commenting on this practice, wee needto be sure we are-nol doing
things that are contrary to preserving client relationships and this is especially important as we
look at the retention numbers: Please keep this in mind.

From: Koontz, Bill

The plan regarding this as-discussed in our February meeting is that people who-fit the mentioned
profile are to be scheduled only enough to prepare returns for clients who request them for an
appointment. This may mean limiting themto certain days These mentioned associates-were not

to be fixed or de-scheduled. It was to be explained to them that since they were not having the
desired success they would not he given unlimited access-to clients other than those requesting them.

If this is not a sum™ ari®®tion of what you understand please let me know so we can all be on the same
page.

Itis also a good idea to review once-againwith-your mapagers.
Bill

My questions are:



With respect to sales presentation of the IRA,, are tax professionals bound to disclose the
current and not only the historic yield, and all fees; and else-projeet the resulting impact of the
current yield, together with fees, on the client's account balance over time?

If such disclosure-results in reduction or loss-of sales; are tax professionals to-be-penalized by
curtailing or denying them opportunities to prepare clients’ tax returns?

I thank you for considering my questions and look forward to your reply.

Respectfully,

Laurence Salomon-
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BlockCentral

The Bottoms we
with Chairman and ceo, mark Ernst

Question Of the Week

"How Should |inteipret the words financial partner in our mission statement?
$Feclft .when | look at the ~xpressiRA, there are alternatives In the market

fered by other financial services companies that don't have the deficiencies (such as setup and
termination fees) that our product has. If I'm to be a financial partner with my clients, shouldn't |
encourage clients to gd elsewhere if our products aren't the best? "

Mark's answer

Sep. 20, 2002 — Our mission is to help our clients achieve their financial objectives by serving as their tax and financial partner. Our first step

toward helping clients achieve their financial objectives is to help them understand the things they can (and need) to do in order to achieve their
goals.

We offer financial advice (through Jot for You) that is tailored to each of our individual clients. Explaining this information is perhaps the moat
signlfcan t thing that Tax Professionals can do to consistently help clients achieve their financial goals. If we do nothing more than discuss this

financial advice with every dent, we will have significantly increased the value we add to Our client relationships and made significant progress
against bur missidn.

Many clients know what to do, but for various reasons don't take action. We 've all seen clients who come In year after year without Improving

their financial situation. They haven't begun to alive for their future, to begin saving to buy a home, educate their children or to have a secure
retirement

http:liblocknet. hiblock.cowlflocknetipr/BlockCentral/BottomLine_9 20 02. asp M.n,, n.nn
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The Express IRA that was available last year met many of the goals we have: it's a simple way to save, with security of prindpal.. But we know
'that it can Qe improved and We're-wodd g tp make changes to the*fee structure anflthe yield to the client. The Express IRA wpa speoifically
designed to addrebs the single rea est peed that hiahy Arilerlcahs have ~ savthg for ratlrehieht Tax ding may be the pee time of the year
when many people have funds that they could says — and we Waht to offer a * pie way for them to set 'Side part of their tax refund for their

future.

We always splits to have compedtive Products, but sometimes products offered by other companies will haye more pttrachve features or
returns. quite often these products Carl bb more Coml76ddvely Pripet' because they come withbut any Advice, requiring clients to select the

moat apptopriate product on their Om. Ifyod have a client Who le prepared tb take this ihipative, that's great.

e want to bnooutage clients to take action to lichieve than’' fiharlcidl goals. If they do ad, and cah db it better tieing services duleide of H&R

?100K, that's juat fihe.

It would be a great success for us to get to the point where our clients understand what they should do and are committed to take action. Too
often, they don't take action. That's why we offer products and services: to encourage our clients to begin down the path toward achieving their

financial goals. Fqr our part, we need to continually Improve those products and services to ensure that they're competitive.

| entourage out Tax Professionals to help their clibnts td work towatd achieving their financial goals! The competitive fsatutes; of out product

offetings shouldn't be art obstacle to helping a client get started  which It often the true test Of being a tak and financial partner.

Do you have a Block Central story, corhment, Idea or suggestion? Send them to blockcentral@hrblociccorh.
ID 2001. HRB Management. Inc.

httpl/blocknet.hrblook.com/Blocknet/pr/BlookC etttral/BottomLi ne_9 20 02. asp
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35 Nature's Drive
Tillson, NY 12486

4 October 2002

Mark Ernst

President and Chief Executive Officer
H&R Block

4400Main Street.

Kansas City, MO 64111-1812

Dear Mr. Ernst:

| wrote a letter to you on | August (copy enclosed)-including two direct questions concerning the
Company's policies towards clients and towards staff. | have received no reply. These questions
can be answeredwith a simple yes onto. Instead-I-have re communications from two of
your assistants (copies enclosed), to whom my letter was not addressed..

Array letter indicates, the policies | am-questioning appear-to be-the Company’s as articulated at
management levels up to the.level immediately below yours. This is why | wrote to you
personally. Are these policies which-effeetthe financialwelfere of clients and assogiates
unauthorized improvisations from lower level officials or do they emanate from the top?

| am interested inyour direct answers- fbi Lwv "© lated-reasons: As an associate I- der riot plan to
withhold disclosure of important financial details from clients, in contradiction to my District
Manager's advice. Accordingly; lexpect-notto be able to sellW's andtherefore world be
penalized financially by implementation of the policy currently communicated from District
Manager through-Executive Vice President-levels: Secondly; and this is whyl cannot fbllo! my
District Manager's advice, | hope that you will agree with me that full financial disclosure of the
XIRA'syield and terms isparticularlyimportanttathe working poor who comprise most of our
tax clients. It would not be difficult to take advantage of their relative lack of education and
financial- sophistication-by accentuating onlythe positives Buttheyare contributing members of
our own communities and of our own society. And our society has entered into a fateful conflict
with members of other societies | hope that you wittagreethatnow is the thee- especially for
strengthening our solidarity. I hope that you will countermand the policies currently being
pursued throughoutthe Company.

Respectfully,

Laurence Salomon
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BlockCentral

the Bottom Line
with Chairman and CEO, Mark Ernst

Question of the Week

"our Express IRA product has both advantages and disadvantages and | believe |
should tell clients about both. | know : won'tsell aS many Express IRAs if | tell clients
about some of the disadvantages, However, how can we become our clients’ tax and financial
partner If we give them Incomplete information that could be misleading? Will | be Penalized If
telling clients the full story results in lower Express IRA sales?"

Mark's answer

Nov. 1, 2002 —You're right to give interested clients a complete discussion of our Express IRA product. We have to give clients the full story In
order to give them advice that they can trust. We recoghlze that,not every client will want an Express IRA. Nevertheless, we want every client
tovalue &R Block as a tax and financial planner who will give them reliable advice. To give good advice about Express IRAs, we must fully
Understand the produot andits advantages and disadvantages. If you have concerns about the Express IRA, please discuss them with your
district managefr.The compahy'e strategy Is based on a commitment to building long.term relationships With ollehts, based upon financial advice
that clients trust. Client loyalty begins with our loyalty to the dlent. Clients will come to rely on our advice when they understand that our fltst
commitment if to help them achieve their financial objectives.

| believe that long-term chard loyalty Is ultimately a more profitable strategy than a ahott-term sales push. In the long-run, giving clients good
advloe Is more important to our strategy than selling them a product that may not be right for them.

Tax professionals should have goals, not Quotas. You should hot be penalized for failing to achieve a quota of Express IRA sales. Neither

http://blocknethrblock.com/Bloclrnet/pt/BlockCentral/BottomL.iie 11 01 02.aso
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should you be pressured to give advice that you believe is wrong for the client or to sell a product that doesn't serve the client's intermit,. If that
should haAppen, I'd like to know about it. Client satisfaction is our top priority, If your clients are satisfied, you and your supervisors Will be
satieeed As0".

That having been said, We are Moving ahead with plena to mike oUr  pleas |ka prbduct mdre oohlpetitlve this Seat, With highdr rater or
Warn and a more, faVorkble fee Structure. we still have a lbpg Way to g, to ichieVe the Company's mi6aibn but we're Making steady progrees
on ell fronts and I'M looking foiward fo a great tax setison this year.

Mahy bf Our olienth don't savd fqgt| retirement— And we're giving them good ddvloe wherrw encourage them to §o sd. That advice alone Would
incfeaSe but 0109 to clients as eir tdx end firlanblal partner, but It's onlsP astarte Wet neeq to help but clients aotdallP take aotloh on that
adVica. The fixk less IRA id a greatway tp help clients begin the jcdmey toWard at:hieving tthheir finandel objective§. Simply' providir(g the advice
without Moffitt ng the abddns that folldw from that a Ide it ohly half of ohr Job of SeNing as ow clients’ tax and financial parther.

Do you hhv@a Bjeck Central toly, cofnnlent, idea or suggestion? Send them to Wockoentrat9hrbl obk

@2001, HRB Managerrreril. Inc. -
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FD (Fair Disclosure) Wire
January 12, 2005 Wednesday
TRANSCRIPT: 01 1205 ah.713
LENGTH: 61873 words
HEADLINE: H&R Block, Inc. Investment Community Conference - F

BODY:

UNIDENTIFIED SPEAKER: (Advertisement) In 2003 Ray Wiskowski (ph) of Holland, Ohio visited H&R Block
to have his taxes prepared. There he met tax professional, John Irwin who helped Ray receive a substantial tax refund.
Through the H&R Block double check challenge Ray also received an additional refund due to him from a previous
year. John then introduced Ray to other H&R Block financial and mortgage services professionals who helped him
develop a retirement plan, open an IRA and obtain a pre-approved mortgage for Ray to buy his childhood home.

UNIDENTIFIED SPEAKER: My name's Ray Wiskowski, I'm 39 years old. I'm a dad and a husband. | have two
children Zachary, 15, Tabita 7. H&R Block has actually given me a future. I have a retirement that I can look forward
to. | have recommended H&R Block to all of my family and friends. It is one of the only endorsements I've ever made. |
know that my sister now uses H&R Block. My mother's used them for years. | should always listen to my mother |
guess. The experience has been wonderful. The personal interest is fantastic. I'm not just a numbers shoved in and out
the door.

One word to describe my life now that H&R Block's in it, | would have to say peaceful. I'm not worrying anymore
about what tomorrow's going to bring. If | had to describe the people at H&R Block, | would have to say it would be

integrity.
UNIDENTIFIED SPEAKER: We're so happy to have you here and help you with your taxes.

UNIDENTIFIED SPEAKER: I was not just shuffled through and said this is how much money you're getting back.
See you next year. | felt like | was important and it was nice. H&R Block enjoying value, enjoying relationships.

(End of advertisement)

OPERATOR: Ladies and gentlemen, please welcome H&R Block Chairman, President and Chief Executive
Officer, Mark Ernst.

MARK ERNST, CHAIRMAN, PRESIDENT AND CEO, H&R BLOCK: That's themanagement_team applaudmg.
| appreciate that. Good morning. I'm Mark Ernst, I'm the Chairman and CEO at H&R Block for those of you who do not
already know.

I want to start by thanking you for giving us some of your time today. We realize that there is always plenty of
things to do in terms of looking at different investment opportunities so we appreciate that you're willing to give us as
much time as you are today.

One thing I will tell you, we will try to do our best to respect that time and to give significant amount of information
about our business and give you enough insight to make the use of the time worthwhile.

I'd also like to welcome those people who are joining us by webcast today. We will be webcasting so that as we go
through the course of the day, and to the extent that we get into the Q&A | will remind you now and will remind you
also later that we'll have to use the microphone so that those people on the webcast can hear the questions.
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The other thing | would say logistically very quickly is that we've put on all of your places a set of all the slides that
we're going to be using today so that as you go through the course of the day you can see what we're doing and you can
see kind of where the discussion is headed. Part of the reason for saying that is my intent is that both the morning as
well as the afternoon we will not stop and take formal breaks. We're going to just keep going through, so to the extent
that people would like to or need to take a break you should do that on your own and you can see sort of looking ahead
into the book kind of where the discussion is headed as we go through. So that is logistics.

Let me before we begin just remind you that we will be - as part of this presentation making various comments that
will constitute "forward-looking statements.” | hope you will read and absorb what's on the screen so that you'll
understand that. Thank you.

Let me just talk briefly about the people who will be joining me today to do presentations. In addition to myself,
Bill Trubeck will be joining me this morning in the early session. Bill as many of you I think know, maybe you got a
chance to meet Bill either this morning or last night is our new EVP and Chief Financial Officer. I'll say more about Bill
later, but it's been a delight to have Bill join our management team He brings great experience. He is a really strong
cultural fit for our organization in terms of the way he thinks about business and the way he thinks about our
opportunities and he brings a real impatience for action which is something that I really appreciate and see the impact of
already. So you'll be hearing from Bill.

Jeff Yabuki is going to be talking about much of our branded strategy. Jeff as many of you know is our Executive
Vice President and Chief Operating Officer. He'll be joined during that section by Tim Gokey. Many of you have not
had the opportunity to meet Tim and | think I'm looking forward to having you get a sense of Tim this morning. Tim has
joined us as President of our Tax Business. Tim brings a real depth of insight into not just our business but the
businesses that we compete with around the country and the kind of opportunities that we believe we have inherent in
the Block brand in the Block business mix and I think you're going to get a sense of that although | suspect it'll be a
limited sense of the strength that Tim brings, but that insight and that competence that he brings is really great.

The other thing that you will maybe glean a little bit is that Tim has an incredibly straight personal leadership style.
One that fits very nicely with the scale and the type of organization and the culture that our organization has. So | look
forward to having you meet Tim

Then many of you know Steve Tait. Steve runs our RSM McGladrey business. He's going to join me this afternoon
in discussing that business and then Bob Dubrish will be joining us along with Bill O'Neill this afternoon as we talk
about the Option One Mortgage business. Two executives that | think you may already know.

Also, here today are a number of members of management. I'm not going to go through the whole list, but I would
like to just highlight two other executives that we've added to our Executive Management Team over the course of the
last year.

First of all is Nick Spaeth. Nick joined us as Senior Vice President and Chief Legal Counsel, Chief Legal Officer
for the company. He has been very active over the course of his career in managing regulatory and litigation matters and
brings a very, very strong set of both connections as well as insights into that activity for us. So we're delighted to have
Nick on board and finally Marc West has joined us as Senior Vice President and Chief Information Officer. Marc also
brings a wealth of background and experience and while you're going to hear some of the outcomes of things that we are
doing with technology across our various lines of business, | think as we look into the future we know that's only going
to be a more significant aspect of everybody's business and the competence that Marc brings to our organization sets us

—_up I think very nicely to continue to push forward in these various areas that we see coming.

Collectively, I would tell you, I believe we have one of the strongest management teams that | can quite imagine
being able to assemble for this type or this size of an organization. We are at a point where I'm just delighted with the
competency, the quality of people not just in terms of their technical competence in running the businesses and doing
the things that they do, but also the personal qualities, the leadership qualities they bring to H&R Block.

We have the beginnings of a very cohesive management team, executive team and | think that in many ways has
increased real long-term value for shareholders if we manage the dynamics right. A number of these people you'll have
the opportunity to meet today as part of our traditional format we will have various numbers of management available at
the lunch for all of you to meet. So | think I look forward to that.

From the agenda perspective let me sort of give you a sense of what we expect to do during the course of the day.
Bill and I are going to do a overview and talk about broad corporate issues as well as how we think about managing
things like capital allocation and managing our balance sheet. This morning we'll do that first then we're going to go into
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several hours of discussion about the H&R Block branded business, the tax businesses, but also those other businesses
that are designed to attract our Block clients to a retail consumer business including our financial services business
targeted at consumers.

We will go straight through during those two sessions and then we will finish with a Q&A that we think is going to
run maybe as much as an hour after we've gone through those two morning sessions. That will take us to about 1:00. We
expect to break about 1:00 and we will be back here at 2:00 and we'll start at 2:00 with business services. Steve Tait and
I will talk about the RSM McGladrey business.

We will do a short Q&A on that business only after we finish that session and then we'll go directly into a
discussion about the mortgage businesses and then we'll do a Q&A for the mortgage business afterwards. So all tolled
by estimate is that we're going to be finishing up this afternoon about 4.30 to 5.00 with all these sessions. So logistically
plan your day and with that let me jump into the discussion that we have around the broader corporate topics that we
have.

I'm not going to spend time today talking about governance practices. As | look back on the type of topics that
would traditionally be covered in a session like this, | think ifs been almost a requirement that you talk about your
governance practices and my sense is that many of you know this, you know we have done all the things that we weren't
doing previously. We've always had a very, very strong approach to governance. We've adopted stock option expensing
sometime ago. We've always had an independent Board. We've always had independent committees of the Board and
we have been working very diligently over the course of the last five years in fact to continually be improving our
disclosure practices. So I hope that at least with the information that many of you have about our business, we don't
need to spend a lot of time talking about those practices, but clearly if there's either questions or concerns, | invite you to
raise those when we get to the Q&A.

I do think it's important and this is not new, but we have - | want again articulate sort of the culture and the
investing culture the way we think about creating value for shareholders and it's important to | guess discuss this
because this truly does have a big impact on the way we think about our businesses. How we manage our businesses.
The type of businesses that we participate in and when we are in businesses how are we thinking about managing those
businesses within the overall mix of the company and that gets to this discussion about consistency. Looking for a set of
businesses where we can deliver consistent results within the context of the industry that we maybe participating in
where we are 1 guess focused on two specific things in my mind.

One is investing and building businesses for the long-term You'll hear that theme I think throughout the day that
across all of our different businesses we are looking at how do you build a business that has sustainable long-term
competitive advantage in markets where we can carve out a unique place for our business.

At the same time we recognize that the best way to demonstrate that you're truly creating value is by having that
value delivered to us in cash and so we pay very close attention to the generation of free cash flow in this company and
within that then what are we doing with that free cash flow and what's our capital allocations, practices and policies?
And again we're going to talk about that this morning, but that consistency we think is critical and that is a view that we
take to virtually everything that we do.

We're also very focused within our businesses at being in businesses where we can have a unique position in the
market and again you're going to hear that today with some exception frankly but with - and we'll talk about those
exceptions, but for the most part we have businesses and we are molding our businesses to have their unique positions in
their particular markets. So while we will talk about the tax business and there's plenty of competitors in the tax
bus;, ess;-we-recogni-ze-Thai-far-us-ta-be-eenfinuaflysueeessful we ha ye to-differentiate ourbusin e———gm
ways that position us as a unique player in our market.

The same thing is true in the mortgage business as much as you may think of that as a commoditizing business the
reality is we think that there are unique positions that we are creating and sustaining those businesses that we're in and
the same is true of all the businesses with maybe the exception of our fmancial advisors business today which we're
going to have some discussion about.

So we believe that for the longer term, the ability to continually be growing these businesses requires us to be more
than a commodity business inside of the industries that we're participating in and where we cannot do that we tend to
choose not to participate in those industries and finally the whole notion of leadership and the strength that shareholders
see in the leadership both in the business and from the company overall.
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We believe that you need to be able to as investors how what you can expect from us and that we have to deliver
against that and we take that responsibility very seriously. One thing that | think happens on a pretty regular basis, too
regular for me, but | think is a constant. There seems like there's always some degree of noise around something
happening inside of our business whether that's tax litigation, whether that's regulatory challenges that we 've had in our
financial advisors business. | think the simple reality is that in today's environment when you are in a mass consumer
business which virtually all of our businesses are, we're serving a large number of consumers on a either direct or nearly
direct basis, you cannot tolerate mistakes. You cannot make very many mistakes, because people are looking for those
mistakes on a pretty regular basis.

We take that responsibility very seriously. We recognize that we have to have an organizational culture that does
not accept us doing business in ways other than what are absolutely in the client's best interests. That is something that
we work very hard toward, but | think the reality is that when you're in a mass consumer business like we are - mass
consumer businesses there will be noise around that - those practices and again, one of the things that | believe
philosophically is that if we make mistakes somewhere in the organization we will take responsibility for it and we will
correct it and we will ensure that the organization knows what we expect of it.

Where we don't think we've made a mistake, but we have dullest regulators or others who are pursuing us in one
way or another, we will defend ourselves and we will defend our practices, but we take our role with our various
businesses and serving clients very seriously across our businesses.

I think it's important also for people to understand how at least I think about our business and our businesses and |
think we started to talk about our businesses kind of in this context a year ago and | want to reiterate it again this year
and that is that | think of us as having in effect three lines of business and pursuing three types of businesses.

The first of those are a set of consumer tax and financial services businesses that we operate under the H&R Block
brand in various different forms. The H&R Block brand brings real strength from a branding perspective. We think we
have and can sustain a very unique positions in a variety of markets that we can tap into because of our ubiquity in the
tax business. So as we think about our businesses, we really see first of all a set of consumer businesses carried under
the H&R Block brand and we're going to talk about those this morning as a group.

We also have a series of business tax and accounting and financial services businesses that are being developed and
are created under the RSM McGladrey brand here and | think you're going to hear this afternoon, we see ourselves
creating very unique value in a very valuable market position that does not exist competitively anyplace else in the
United States at least that we're aware of and we think we have taken meaningful steps to carve out a unique position in
the business to business space that is unlike anything that's out there and we see great opportunities in this business.
Steve's going to talk more about that this afternoon. So we carry a whole series of different businesses that we see
working together to carve out a unique place in the market now serving businesses all carried under the RSM
McGladrey brand.

And finally we do our wholesale and national accounts mortgage business under the Option One brand. I think in
all three of these cases Option One is included in this. There's real value being created in these brands in terms of the
unique aspects of the business and the way we are doing business within our various industries and Option One is no
exception to that. It has a unique spot in the wholesale and the national account mortgage business - the non-prime
mortgage business that we re going to discuss much more during the course of this day.

The other thing that | would just highlight as we get into the question of the day is that within each one of these

. brands we have a number of sort of unique businesses inside of each one of the brands. You're going to get more of a
flavor for that, but strategically we are looking to create leverage within each one of these brands and the businesses that

are carried inside of them.

So the leverage that we're looking to create is not across all three businesses as a corporate entity, but rather within
each one of the brands. So the businesses that we are participating in inside these businesses are really designed to fit
into the brand strategy and I think its for that reason let me just comment on the brand strategies themselves just real
briefly.

Under the H&R Block brand we have a brand strategy that talks about serving our clients as a tax and a financial
partner. The form that that takes is to go from delivery of a demand based service which is tax to delivering financial
advice as a component or an adjunct to that business and then going from that advice to action in various different forms
that are correct for consumers that we do business with.
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We are also building differentiation within that brand around channel access and the notion of advocacy for our
clients. So in general, | think the businesses and the activities that we have going on inside the Block brand all fits that
general notion of a strategic intent. For our quarterly challenges that we face in all of our businesses and | think the
Block brand is part of the businesses is no exception to that where the traditional tax only competitive environment and
in particular | suppose a portion of the market that focuses on speed of refund as the primary consumer benefit or a
primary consumer benefit is a different competitive landscape today than what it was certainly five years ago.

So in that sense were going to spend a lot of time today talking about what we see as one thing or addressing that
competitive challenge. But the simple reality is that if we did nothing but focus on how do you blunt sort of the speed of
refund competition that's out there which is growing in a variety of different forms, we would not get on with the more
important work of extending the brand and extending our differentiation.

I would tell you that the things that we are doing to try to drive differentiation in the Block brand and the Block
strategy, some are working and some are not working as well as they should. Multi-channel access. The ability to offer
consumers a variety of different channels for accessing our services is clearly working. We believe that we are perhaps
the leader in this whole space if not the emerging leader for multi-channel. We're offering consumers a variety of
different channels from which they can access our services.

The notion of delivering not just tax, but also financial advice as an adjunct to and giving us a platform from which
to serve clients in broader ways, | would tell you is also working and we believe that there is emerging clear evidence
that consumers are seeing greater benefit from what we are doing and we're going to share with you some of that data
today so that consumers are seeing more value from us pursuing that form of value enhancement that comes along with
their interaction with us.

The place that we are clearly not making the kind of progress that we expect that we should and we continue to
believe we could is on helping clients go from that advice to taking action in ways - in financial ways with us that
enhance not just the client's experience with us, but also enhances the economic relationship that we have with those
clients. We've made some progress and we've learned a lot but our progress has been far more modest than I think any
of us in the management team are satisfied with.

The RSM brand and the RSM business. We are very clearly focused on middle market business and we're going to
talk about what those middle market businesses are, but this is a part of the market that has sort of a wide open
competitive landscape that we think that we can uniquely fit into.

The competitive environment. There are many competitors. | mean its not that consumers - middle market
companies are not getting the services they need so we don't think they are getting the services in a form and an
efficiency that they would like from a single provider and we think we can be that provider. There is nobody nationally
who does this and there's nobody certainly with scale even on a regional basis that does this that brings the kind of depth
of capabilities that we have available to our clients and it is increasingly clear to us and | think increasingly clear to
many of our clients that there is a unique business model developing here that those clients really appreciate that carves
out a very specific and unique place for us. So we feel pretty good about this. But clearly again, | think would tell you
face challenges - a year ago | told you that a key challenge was internal execution. How do you grow and how do you
deliver profitability while you grow these businesses?

Steve and | are going to talk much more about that today, but I think we have - we've seen us turn the corner on that
and I'm very optimistic that we're on the cusp of being able to deliver to shareholders a bottom line that demonstrates the
_ real upside_that we think has existed in this business for sometime.

Beyond that in the short term there is a unique market moment that's occurring as we speak in this market and we
are working very aggressively to capitalize on what's going on in the market so the turmoil that exists in some of the
industry elements that we participate in and we want to ensure that this moment will pass and we won't have this
opportunity again so we need to take advantage of it while it's here.

And finally this business - this is the biggest business you've never head of and we recognize that there is a brand
awareness challenge for the RSM McGladrey brand. You're going to see data later that shows that we were actually
after the big four CPA firms we're the next largest accounting organization in America, but you'd never guess it based
on brand awareness. So we know that we are not well known.

One thing | want to mention upfront as sort of a setup to this afternoon. We typically don't do this, but we are going
to share with you our internal estimate of where this business will be at three years from now, because | would tell |
think this is perhaps within our portfolio business is one of the most significantly under appreciated businesses that we
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have and I've tried to make that point and I finally realized the only way to make that point is if we share financial
outcomes that we think we can achieve.

So we're going to share with you three year financial targets that we believe are achievable for this business to
demonstrate sort of the progress that we have and what we see is the opportunity in.

The Option One business. We again will have much more discussion about this, but strategically we have targeted
this business to have a series of and to give it multiple different origination channel alternative, but within virtually all of
those we are trying our best to carve out a unique position in the market. That unique position in the market around the
highest quality of service delivery to our channel partners whether that be a national account relationship or whether
those are the wholesale broker relationships that we have across the country and one of the challenges that I personally
have had you know was sort of hearing us describe our strategy and describing this unique position that we had in the
market and all the benefits that came from it was -- is this real or is this us kind of convincing ourselves that we've got a
really unique place in the market and so we have been pressing really hard on validating that - if that's true, is it true and
what aspects of our business model make that the case and how durable are those differences in terms of how we do
business versus our competitors and how can we extend that advantage if it's truly there and we're going to share with
you some of the information that we've been able to glean from that and I think it is informing us about where we have
to continually make progress to extend the service advantage that we know we do have with the broker community - the
mortgage brokerage community so that we don't get in a position where we have to compete on the basis of price only.

That is a difficult spot to be in. A particularly difficult spot to be in, in the market environment like the one that we
are going through right now and we think that one of things that will allow us to succeed through the changing market
environment that we're in is the fact that we do not compete directly on price. We compete through delivery of high
quality service and that does not force us to win on price or else lose our relationships.

There're clearly challenges in this business | think that you've heard us talk about over the course of the last six to
nine months. The rate environment change creates a lot of interesting dynamics not just in the industry but also
internally how you sort of stay current with your pricing. We're going to talk about that this afternoon.

We would expect that you're going to see slower market growth in the overall non-prime market and in fact we will
share with you our own internal projections, but we believe that you're going to see a decline in the scale of this business
- or the scale of this industry next year and then it will start to rebound after this year, after '05 and that creates some
critical choices that you must make about how you're going to compete and how you're going to win share in that kind
of a slower growth environment.

And fmally the service advantage. I think that from our perspective while we believe and we have data that would
suggest that we do in fact have a service advantage in this industry. That definition is continually changing as people
determine new ways to do business or better ways to serve clients, we have to stay at least a step if not two steps or
three steps ahead of the way other people are approaching delivering service to the intermediaries and we're going to
talk about that during the course this afternoon. So those are the businesses.

Having now | guess done this conference and done these discussions for maybe the last four or five years, |
personally have a little bit of an unusual feeling coming into this one and that is that across a number of our businesses it
feels like we have something to prove. In many cases these are very strong businesses. We're doing well and I think
we're doing the right things to build business for the long-term and typically I don't get too caught up in the you know
from short-term performance measures.

But it feels like across many of our businesses and | would say this_clearly is true in the taxbusiness and_] think we
will talk about that as go through the day, but it's also true in the mortgage business. It has always been true it seems like

in the RSM McGladrey business. It feels like there is - we are in a position where there's something that we need to
prove to our investors about the ability to deliver results out of these businesses.

What | can tell you is we take that very seriously and believe that we are well positioned to take advantage of the
unique positions that we have in the market, but in the next 12-18 months we expect to actually deliver against those

expectations and demonstrate that we strength here.

We have a very committed management team. Committed not just to performance in the business in the short-term,
but also committed management team to managing our businesses for long-term success. Something that we continue to
do and focus on and with that let me introduce the most recent addition to that executive management team, Bill
Trubeck. Bill as | have mentioned earlier is a very skilled business executive. He brings to our organization a very
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strong financial discipline, but beyond that he's a great business person. He's a strong leader. He's got great values that
fit very nicely with the organizational culture that we have and I'm just delighted that he's here. So Bill.

BILL TRUBECK, EVP AND CFO, H&R BLOCK: | want to thank you very much and good morning everyone and
thanks for those nice words Mark. If | thought | was that good | probably would have asked for more on the way in here,
but in any event it's nice to be with you. As most of you know and as Mark alluded to | am kind of the new kid on the
block here. For my remarks this morning are going really going to be fairly brief and designed basically to set the stage
for what will be I'm sure some very interesting and enlightening informative operational presentations which as you
know will follow this morning and then again this afternoon and we hope of course that all of you will be with us here
today for all of that.

But before | take you through the fmancial slides and again there a just a few of them, I'd like to say that as many of
you know and I've talked to you last night about the fact that | had been a CFO with a number of large Fortune 500
types companies during the course of my career including most recently CFO at Waste Management in Houston, Texas,
but from the standpoint of the business mix that we have here, the standpoint of seasonality, the unique financing
requirements we have throughout the company and most importantly | think from the standpoint of the potential for
long-term shareholder value creation this in my mind any how has been the most interesting assignment that I've yet to
tackle.

Block is a unique company in many ways as you know. I'm sure those of you whao've followed the company for a
number of years has come to that same point of view. But with the solid performance that has existed here under Mark's
leadership on the financial side, with the focus that we have as Mark mentioned on capital allocation in particular and
with the attention to effective balance sheet management and risk management, Block has positioned itself | think for
very solid performance and for growth and value creating opportunities in the future and many of those again you'll be
hearing about during the course of this morning and then this afternoon.

Now obviously Block faces some of the very same issues of uncertainty and so forth that other companies of similar
size and scale would face and which recently many of the folks who write about us have been only too happy to point
out, but with the strength of the brands that we have without reputation for service the quality of the management team
that Mark talked about and a strong cash flow and certainly our fmancial footing, it's easy to be very optimistic about
H&R Block in the future and for me at least the decision to come on board three months ago was clearly a very easy
one.

Now then let's take a look at some of these slides and this first one it's a - when you look at this in the aggregate it's
really pretty easy to draw some conclusions, one of which of course is that during the past five year performance here at
H&R Block has been consistently - really consistently strong.

Revenue and earnings growth has been running at or above the high-end of our long-term targets in large part due to
the phenomenal economic environment at 001 C the environment that enjoyed and successfully capitalized the time
during fiscal years 2003 and '04.

Performance in Tax Two has been strong with revenue and earnings growth there in the low to mid-teens. In fact if
you look at the performance from 2000 through 2004, H&R Block four year revenue compound annual growth rate was
14.9% and earnings compound annual growth rate was at 29% and those are numbers which most of the companies that
you all follow and many that we all know about I'm sure would be very pleased to have reported.

And equally importantly equity of the company has increased from $1.2 billion to $1.9 billion during that same

_ period. Butperhaps-maost importantly the shares outstanding have been brought down dramatically to the current |evel of
164.8 million shares and that represents a reduction of 31.3 million shares from the year 2000.

As you know in June of last year our Board of Directors authorized the repurchase program for up to 15 million
shares and under this program and the ones which existed previously we now have the ability to go out and repurchase
up to 15.1 million additional shares.

Another thing for those who track the company will also recall that there were major acquisitions made or a major
one in the year 2000 and by virtue of that acquisition Block was put in basically an undercapitalized position. However
from 2002 to 2004 (FY '04) Block grew its equity at 17.7% compound annual growth rate brining it up to a level that
was consistent with the requirements of its business activities and going forward and to the extent possible the
percentage of equity will be increased or decreased with the mix of assets and in accordance with our targeted capital
adequacy metrics.
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And just turning back to that level of shares outstanding for a moment. H&R Block has returned value to
shareholders both in the form of share repurchases and dividends. There are 16% fewer shares owning the now much
larger Block than there were in the year 2000 and at the same time dividends have been increased and they've continued
to grow although at a somewhat lower rate.

The Block's scorecard is equally impressive here when you look at this next slide and that the growth and cash flow
over the same five year period. First as we look at this one you can see that the earnings per share over the past five
years and you can also see the projection there for '05 and again you can see that the solid profession has continued
growing from a $1.27 per share in the year 2000 to $3.86 a share in '04 and a projected FY'05 number of $3.50-$4.00 for
the year.

This GAAP view of earnings however does not really adequately show the entire picture of the capital available. So
when you look at cash EPS we see the earnings adjusted here for the intangible amortization of course, good will
impairment, stock based compensation, net of taxes and as you can see the bars move on the - each one of the bars
moves progressively higher.

The expensing of stock based compensation which is a non-cash expense of course was adopted in FY'04 and for
the year resulted in an expense of just over $0.09 a share. The large expense in the first year was due to the one year
vesting schedule for the seasonal tax professionals stock option plan and the first third of the expensing for the three
year vesting schedule for the management of stock option plan and restricted stock brand plan.

Stock based compensation. The expense for stock based compensation is going to increase noticeably during the
next two year period just as the two remaining third of the management plan is expensed.

Next will answer the build up of a bar that shows free cash flow which includes net earnings plus depreciation of
course, amortization and good will impairment and stock based comp less of course capital expenditures and again the
story here when you look at the three bars lined up or the three representations is totally consistent. So the bottom line is
that regardless of which view you use to measure available capital H&R Block has significantly increased its level of
capital available to be put to work for all of our shareholders.

And with the equity base now at an appropriate level, shareholders should be particularly pleased I think with the
flexibility that all of this provides. And just one final comment on the outlook for '05. The small potential reduction
which you see in free cash flow for the year versus last year would be caused primarily by slightly lower earnings and
higher capital expenditures and both CapEx expenditures would of course be consistent with what you ‘Il hear about later
which includes the office expansions in the - particularly in the tax area.

Moving next to the topic of our liquidity and our access to capital. It's clear that Block's access to the appropriate
funding sources has kept up with the growth and operations. In addition the company's focused upon the most cost-
effective funding sources with success that you see here.

We've extended the term of our facilities. We've upsized capacity where that has been appropriate. We've added
new credit providers and have meaningfully reduced our costs and importantly we continue to be and are focused upon
being an investment grade company.

Our bank lines which are provided by a mix of 31 domestic and international banks have increased from $1.86
billion to $2.0 billion and during our last round of increases and | think this is instructive, we had over $3.0 billion of
offered commitment. I think here there's a clear vote of confidence and support for the company from this important

aroup ofbanks.

Our debt balance consists primarily of two medium term notes. One for $500 million which was associated you
may recall with the acquisition of HRBFA and our most recent $400 million debt issue and on that score 1'd like to point
out as well that the - that offering was extremely well received. It had actually been up scaled from a $300 million level
to $400 million and carried a coupon of 5-1/8th.

At the time that we placed this tenure offering, the relevant treasury the tenure treasury was trading at 4.0%. So

what that means is we had a spread there of just about 113 - roughly 113 basis points. So a particularly good
performance I think for a company that is not regularly in that market.

And by the way, the tenure is now trading in the range of about 425-427 as you probably know and so I think when
looking back obviously sometimes Block is just as good as good planning, but we'll take it.
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I also want to comment just briefly on Option One and here say that the terms of in terms of their finding of their
liquidity their sources continue to be excellent with additional providers really waiting in the wings. We have at this
point in time $9.0 billion available in warehouse lines from five providers.

Option One will also be launching later this year a $3.0 billion on balance sheet commercial paper - single seller
commercial paper program and however when that's in place we expect that the balances at quarter end will likely be

low due to the normal disposition strategies at Option One.

Importantly to this kind of financing can be up scaled to upsized if we need to and when the program is operational
just to make a note we will reduce the warehouse lines by about $2.0 billion here for efficiency purposes.

So just to summarize from the standpoint of available liquidity and protection both Block and OO1C are really in
great shape.

It's important to take away from this next slide is simply that we have achieved our targeted capital structure and we
have brought the debt to cap ratio down from what you see at the beginning there | said roughly 50% in 2000 to just
30% at last year end. The previously high levels of debt to capital were really a function of the acquisitions that I've
mentioned, so with the significant growth in equity over the five year period an appropriate ratio has now been clearly
achieved.

As you look at the right-hand side of this particular slide you can see that as a result of our commitments to stay
adequately capitalized the levels of non-restricted cash have grown even to the point where they're exceeding total debt.
Again the progress here is reflective of strong growth in the businesses and the disciplined capital management that I've
mentioned.

This final part | want to share with you on capital adequacy. This one simply shows the lists and the rank order
from top to bottom how we look at the priority uses for capital and basically we start with the primary use being the
(inaudible) agree investments in our businesses recognizing of course that with respect to capital requirements of H&R
Block the requirements in our businesses are relatively low.

The next use is in maintaining an adequate level of equity at the year-end for our balance sheet and business risk
purposes and the third use then is growing shareholder value through acquisitions through other investment
opportunities as they come along that are aligned with our strategic goals and meet specific total rates.

And finally all remaining capital importantly is returned to our stockholders either in dividends or through our share
repurchase program. So to summarize again, we feed the company lust. We then feed the balance sheets. We increase
shareholder wealth through the growth of the company and through the payment of dividends or share repurchase.

Now before | turn things back over to Mark, I'd like to just wrap up with a few thoughts and observations on my
own first 100 days here with the company and of course one of the first things and the most significant things that you
have to become aware of when you're thinking about selling a board is the fact that Block is an industry leader in three
of the four business segments that it's serves and is certainly well positioned to deliver long-term shareholder value.
There's strong brand equity. There's no question about it. Name recognition's extremely high. | guess with the possible
exception of our friend Ken Jennings, but notwithstanding that most people know Block. Know the name. Know the
reputation. Loyalty is there. We're celebrating the 50th anniversary of Block actually and we'll be at the closing bell
ceremony tomorrow | guess it is, celebrating that event.

. Wealso have high client satisfaction not only on the tax side but also in the other businesses and you'll see some
- statistics-on tharinthe followingpresentations-as well. As | sai,,

financial performance. If you look at what we have basically are stable or growing revenue streams. We have strong
cash flow as evidenced by all the charts | have put up thus far and we have a very disciplined capital allocations - cap
allocation methods within the company as Mark mentioned and | would certainly second that notion.

One of the very important things coming onboard and the point of focus for me was to understand that allocation
process and | can tell you that is based upon a very disciplined and sophisticated well thought out program of allocating
capital.

Now I've also talked about investment grade and of course that continues to be the metric by which establish our
goals, our targets and is very much in mind in everything that we do.
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We also have excellent access as | just mentioned to both long and short-term debt markets. The $400 million note
offering is just one example and Option One of course the solid performance that we have there in the asset backed

market.

On time I'd also point out that we'd love to have all three Redding (ph) agencies at the top level on the short-term
side but from where we stand today we're certainly able to cover all of our short-term borrowing requirements.

If we have a weak spot at this point in time, | would say it's in the area of investor relations in that we do not have
onboard as yet a replacement for that open position, but I can tell you we have a search underway. I'd be happy to take
information - feedback from any of you with respect to qualified candidates. Our goal - our objective is going to be
more active frequent communications with all of you with the streets and try to present that information in a way that it
helps you all much better understand where Block is headed. So we expect to have that filled hopefully within months
and you'll be hearing more about that and more from that person in due course.

The last slide that I'd like to mention a few things on this are really is just again observations of coming onboard
and one of the first things that I asked, in fact with respect to Sarbanes-Oxley as you can imagine coming in as the new
CFO, one of the first things | asked Mark was whether or not even before agreeing to come aboard was whether or not |
could go out and talk to internally our controller, our treasurer, general counsel and take NG (ph) and in fact meet with
some operating people at 001 C just to get a feel for where the company's stands with respect to Sarbanes-Oxley
compliance and where we are in that process and I can tell you without any hesitation that I'm very pleased with where
the company stands at this point in time.

There is a very talented and dedicated team onboard. They're active daily in trying to make sure that we comply
fully with the rules and | think that if there was anything | can guarantee you if anything came up that was problematic it
would be brought immediately to my attention. So | have great confidence that we're in good shape with respect to
compliance and we'll be totally compliant within the time frame of this fiscal year.

I want to mention to for those of you who follow obviously the detail and the [fuse] and the case. There was one
control weakness mentioned in the case and in the (inaudible) and that had to do with tax accounting issues. That is
being addressed currently and that will be cured absolutely within the balance of this fiscal year. So there should be no
problem there and again I think strong internal controls and no material weakness are anticipated.

| just wanted to say that we are positioned for success. | think we have demonstrated that we have ability to invest
in the future of this company. There's some very interesting things coming down the pipe that you will hear about. The
company is somewhat resistant which certainly does help and | think through the process of continuous evaluation that
we have internally and looking at both existing and ongoing operations and into the future, | think we're well positioned
for success.

So to sum up | think H&R Block has a lot going for it in terms of its financial strength. It's ability to support
operations and even looking at and accepting that they're variables that you cannot control. | still think we're well
positioned to accept the challenges that lie ahead on the financial and on the operating side. So with that I think I'll turn
it back over to Mark and thank you very much.

MARK ERNST: Thanks Bill. I'm going to wrap up this morning the opening portion of this - a couple of other
things. | want to reiterate - or have a reiteration of the capital allocation through practices | guess that we have and in
particular give you my sense of expectations for the foreseeable future, share our continuing a longer term outlook and
guidance that we have really with the view for the three to five year view and then finish with my traditional high level
assessmen d-how-well-we'vnluue agai,it sume-uf those-priori e_last--
year.

On the use of capital side. | think you've seen a chart like this from us before, but maybe the best news is that
there's nothing new in terms of any of this. We continue to focus on free cash flow. How do you generate free cash
flow? How do you maximize the efficiency that we have out of the use of capital that we have as we operate our
businesses and how do you ensure that you have high returns on capital that are required for businesses?

Our dividend policy or practice | guess has been to have a continually increase in dividends. Today, our payout
ratio is probably at the lowest level it's ever been. We have grown the dividend about 10% a year for the last five years.
Frankly, we see the dividend and share repurchases in many ways kind of alternatives to one another in most
environments, not all environments. | suppose if the past treatment of dividends were enhanced, we would look at this
differently, but for the time being, I suspect from a going forward perspective our dividend practice will continue to look
much like it's looked for the last several years.
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We use a lot of the additional excess capital to dedicate to share repurchase. As Bill mentioned and | think we've
mentioned this as early as last year, we have really reached or begun to get very close to the targeted capital levels that
we believe are appropriate to the targeted rating and through risks that we believe are appropriate for our mix of
businesses so that as we are generating significant amounts of free cash flow increasingly that is not being retained in
the business to replenish our capital levels, but rather I think return to shareholders through our share repurchase
program. Over the course of the last four years we've seen a 16% reduction in the number of shares outstanding.

The other thing that has happened is and it's just now working it's way into the diluted share count computation is
we have shifted much of the mix of use of equity incentives in the last couple of years to the point where we use far
fewer options today. We've shifted towards - continuing to be competitive with overall compensation throughout our
organization, but using equity - restricted shares and other forms of equity that have less dilutative effect on our earnings
and than what options do. We still use options to some degree m a variety of different ways but the overall level of
option awards has been brought down pretty dramatically in the last couple of years.

And finally acquisitions. With the exception of a year ago when we were completing the acquisition of some of our
major franchises a one-time opportunity, we for the most part have not been in the market looking to do meaningful size
acquisitions. We've done a few small acquisitions that fit neatly with some of the businesses and the opportunities that
we have.

You're going to hear more about some of that as we go through the course this morning, but the reality is we don't
see ourselves in the market doing major acquisitions in any form for the foreseeable future. We believe we have the mix
of businesses. We believe we have the foundations that we need in the businesses that we believe are appropriate to our
business or to our strategies and that while we will continue to have smaller opportunities that come along for the most
part we don't anticipate that you would see us dedicating a significant amount of capital to acquisitions.

In terms of longer term outlook. We are just fmishing - in fact | just saw | think the last of it in the last week or so a
longer term three to five year planning across all of our different lines of business. So with that | guess, | feel more
confident at least talking about some of the prospects that we think exist for our businesses going forward and in terms
of support that is behind our long-term expectations.

We believe that it is reasonable from our perspective to expect that we're going to see revenue growth in the 10-
15% range for the near term and when | say near term, | would say that s over a three to maybe four to five year cycle
because as you get out and beyond that it's pretty tough to judge what the world will look like, but if we look into the
next three to four years, maybe even into five years, we believe that revenue growth in the 10-15% range across the
range of businesses that we have is an achievable expectation that we should have.

We think earnings per share will grow in the 13-18% range. I'm going to talk more about how that happens. With
returns on equity not building capital, but rather getting returns on equity in the 30-40% range, we've actually been
above that for many of the last several years and we're not doing any of this by stretching the balance sheet. We think
we can do it by continually having a very prudent structure of both the assets that we carry as well as the capital that we
retain on our balance sheet.

The key for making those expectations come true I think though are a couple of things. The core tax business given
its secure scale simply must be growing very nicely for that to be achieved by us and | believe that for the next three to
four years we believe there is meaningful growth to come in our core tax business through the continued implementation
of our office expansion something we will talk about more this morning. Continued expansion of our channel

— partnerships such as the ones we have with Sears and with Wal-Mart where we can put_more points of presence and
more distribution points out there.

There will be changes coming in our portfolio of settlement products over the course of the next couple of years that
will have a impact on our ability to grow earnings and grow revenues. We are beginning to get very meaningful leverage
out of the investments that we've made into our digital business and that is having a strong effect on our ability to grow
the earnings and we think the tax segment we think that's going to continue and we believe there is opportunity for us to
manage our costs better within this business and to improve margins beyond where we have been at, even as we are in
the midst of an office expansion program. But we're working now on identifying just how big of an opportunity that
might look like.

At the same time we recognize that you can't do all this stuff and just sort of optimize the short-term without
seeding for the longer term and we're going to talk this morning about things that we are also expected to do within this
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guidance over the course of the next three to four years to establish or seed growth opportunities that will take us
beyond the point where we think office expansion can take us in the near term.

Looking at number of new very interesting exciting business models and some fundamental differentiation
strategies that we think will allow us to continue to grow the prominence of the Block brand. So with that I'm expecting
that we're looking at this segment of the business delivering high single, maybe even low double-digit revenue growth
with high single to double-digit earnings growth out of the tax segment as a whole.

In the mortgage business, again we're going to talk more about expectations specifically for that business, but we
are expecting that we can continue to and will continue to grow the level of originations in this business through a
variety of means that we'll talk about. We think that we have a very - continued very big opportunity in the retail part of
that business and grow earnings and revenues and we believe that we have the opportunity to lower our overall costs
origination to make that business even more competitive from an economic perspective.

So we are projecting that revenue growth in the mortgage business over the cycle will look like 10-15% a year and
that we believe there's earnings growth within this business that would - to be in the middle double-digit range as well.

RSM McGladrey and Financial Advisors you're going to see more specifically are a three year view of our attempt,
but we are expecting that with the addition that we're now at with the mix of businesses there, we are expecting that
you're going to see middle double-digit revenue growth in that mix of businesses for sometime and earnings growth that
will actually be even higher than that. So all in all we think that we're well positioned with virtually all of our businesses
to contribute very nicely to continued growth in the course of the next three to five years.

At the same time on the capital side as we've mentioned a number of times, we have the level of capital that we
have been targeting and we continue to be very focused on ensuring that we have the right mix of capital and the right
amount of capital to support the businesses and the business risks that we have so we're also very focused on returning
excess capital to our shareholders.

During the course of the last year, our share count has been reduced just under 5.0% so far and | would expect that
through capital allocation and in particular our share repurchase program we'll have the opportunity to continue to
reduce the share count which enhances obviously the EPS growth.

So overall I'd say that the prospects in a couple of years at least by our view of things looks pretty good and we're
doing that. We think we can deliver really good solid growth in the business - in the earnings the cash flow to this
company while at the same time not short cutting and short changing our investments in the longer term business
models that we think will continue to allow us to sustain both the brand that we have as well as the sort of the businesses
that we have inside those brands.

We clearly have some priorities that you're going to hear much more about. I'll just give you a quick highlight
before we get into the course of the detail. Under the Block brand and the Block businesses, there're a number of drivers
that we know we can impact that will allow us to grow and improve our position in this market and we have to
capitalize on those in the near term. We at the same time have to build additional business models that leverage and
build off the strong position that we have so that we have the opportunities to grow additional revenue and earnings
streams beyond sort of the nearer term planning horizons and consistent with our overall strategy for all the different
businesses that we have we are continually focusing on how do you drive differentiations in the way in which we serve
clients that allows us to have a unique competitive position in the market and sustain the competitive position that we
have had in this market and we'll talk about how we're doing that today, but these continue to be very significant

priorities for us and how we manage this business.

At RSM McGladrey, I'd say we're in a little bit of a different position than that and that this position is really well
positioned. We have to capitalize on the sort of current market disruption. You know the things that are going on inside
the market that we are uniquely positioned to capitalize on. We also continue to see an opportunity, although Steve and
his team have made real progress and in the course of the last 12-18 months at integrating the whole range of services
that we have available for our clients and to benefit both our clients and our business models process by bringing those
services together on behalf of clients. So we think we clearly are on a path now to capitalize and realize some of the real
value that's been building inside of that line of business.

And then in Option One where we're at today we have to adjust our business to the changing rate environment that
we're going to be experiencing as well as what we expect to be a slower growth environment for the non-prime business
overall building on the service advantage that we know we have within the industry is important to us. Driving down the
cost origination can have a very, very meaningful impact on the earnings and the bottom line of this business for us and
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we have to do that also at the same time that we've maintained real pricing discipline in the business. One of the key
challenges that we know we have is to price our services right in a tricky changing rate environment and we're very
focused on ensuring that we do that well.

I want to close out this morning's session by talking about both the key priorities and challenges that identified for I
guess myself last year and how well we did and then talk about what those look like going forward. Historically, I'm not
sure how I get caught doing this - historically I put grades on these and I my kids thought it was really funny to see me
do that. I've actually learned through the process this year that people throughout our organization wait to hear how well
we got graded this year based on this process. So those in the audience you may feel this is really interesting. Back in
the webcast there's a lot of people waiting to hear what we're going to say.

So with that let me talk about the things that we said were important a year ago and how well we did - | did, but
how well we did as an organization to actually deliver against this. Last year we said that we had to get the focus in our
tax business on growing our position in the market, developing and executing our growth strategies that would allow us
to gain or maintain profitable market share and | know this is sort of shocking for some people, but I'd give ita "B",
you're going to hear why that is this morning.

The simple reality despite sort of the performance last tax season is that we have a very strong understanding we
believe of those things that drive performance in this industry and the unique changes that have occurred over the course
of the last five years of what we have to do as an organization to respond to that to maintain our position in the market
and while it's not proven yet, and | think you know as | said in many ways it feels like it costs many of our businesses
this one included - the tax business included, we have to prove ourselves. The reality is we believe we have a very
strong insight and understanding of what's going on in the market. Where our position is. What our competitors
strengths and weakness are and what we have to do therefore to maintain and enhance our position in the market.

So probably the thing that keeps us from being an "A" is we haven't proven it yet, but overall | think the real work
that goes on behind the scenes to get us in a position where we can execute effectively on this in the market has been
done reasonably well.

We also talked about (inaudible) differentiations and the need to do it both - deliver on advice as well an enhance
the client experience as subset of that deliver financial services integration to support the value that we deliver to clients
average minus, C- and let me tell you this is a mixed bag. | think that the things that we have done to deliver quality
advice to our clients - to have clients see greater value in that, to get a better client experience in the core tax experience
they have, we've done quite well on and you're going to see data that supports that.

At the same time, we have clearly not made the progress we should make and we need to make at integrating
financial services into those clients relationships to enhance both clients relationships with us as well as the economic

outcomes that we can deliver for shareholders. So | think we have progress yet to be made there.

A year ago, | said we needed to drive growth in the financial advisors business, but | don't think there's any mystery
in that. We've been focusing on and delivering inside the business laying the foundation that allows us to be much more
successful with this business, but we have not translated that strength of foundation into revenues and earnings and we
know we have to do that and we have to do that in the very near term, but we did not get it done last year.

RSM. A year ago, | said we needed - we were well positioned in that business and our challenge was to execute and
I would tell you that Steve and his management team have done an outstanding job of executing and so we are as a
result m a much better position today. We are gaining very real traction in this business. We have a long way to go in

terms of the opportunity-that is presented to us. butwe took the steps in the courseof the last year that | was hoping we
could take to better position us for where we can go next.

Within Option One, we knew the world was going to look different over the course of the next year and in fact that
has been the case and the way | at least saw it then was that we needed to refine what we were doing to prepare
ourselves and to operate in an environment that was going to be different than the one we'd been operating in for a
number of years.

I think in many ways we have done those things that we had to. I think that we didn't know what we didn't know if
anything in terms of where the pockets of strength and maybe even the pockets of weakness within the organization
were and as we have had to adjust to a rising rate environment as we've had to adjust to various competitive actions that
our key competitors are taking in the market, I think we've learned a lot about ourselves and where we're strong. We've
proven to be strong and where we thought we were going to be strong, we found some places that we have to do better
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at and | think that as a result of that we are getting through what is a challenging changing market environment for this
business.

I'm going to probably - very good and we've done the things we had to do maybe with a bit of a lag, but we've done
the things that we need to do to address production and continue to have our ability to maintain or grow our share of the
market. | feel very good about our position there.

On the other hand, I think we've been slower on the cost side to manage our costs origination to ensure that we have
a very, very competitive cost structure in that business and the pricing environment in the mortgage business - you know
it's tough to judge frankly because | know there's trade-ups being made in the market every single day. There are
judgments being made about where's the right price point relative to the service advantage that we have and what's the
trade-off that you're making?

| think we're understanding where our price point advantage can be in that business given the service levels that we
deliver today, but that is an area where we will continue to be focused over the course of the next year to ensure that we
are fully taking advantage of the position we have in the market and recognizing that the competitive nature of that
industry is changing.

On the capital allocations side, | don't think I'd do anything different. It's hard for me to say there's anything based
on what we have done since we've talked a year ago on the way we have allocated capital that in hindsight I would do
differently.

So we'll take a decent grade on that and in choosing the winning results it's hard for me to say that - Bill and | were
discussing this as we were getting ready for today's session and Bill said, hey it doesn't look that bad to me, you know
but from my perspective in tax we ve had good financial performance but the issue about market share and units just
leaves a clear cloud that I think everybody in the room knows about that we have to get focused on, so | don't know how
we can claim great results without that piece of the puzzle being solved.

In the mortgage business we've had - we're working towards transition but it's clearly having an impact on us
financially at least in the short-term Financial Advisors we've been disappointed thoroughly in the results. There are
some | think we're getting the kind of results we need. So overall given the realities where we were at we'll take a "C"
on delivering results.

That leads to as we look forward one of the key priorities that at least | see for us as an organization going forward
many of these sound similar to where we've been because | don't think that we're seeing dramatic changes in the way in
which we are focused on the business. I'll just highlight a couple of things that are a little bit different.

Clearly in the tax business we have to focus on tax growth strategies that will contribute to our position in the
market. We're doing this in a very disciplined way. We're not throwing capital after growth just to prove that we can do
it, but at the same time we believe that we have opportunities to grow our position in the tax market and you're going to
hear much more about that and that is a top priority for us.

We have to continue to differentiate H&R Block in the market for the long-term. We believe we can do that and
strategically are pursuing this by delivering advice - the delivery of it - a growing and even better client experience. We
are doing that by integrating financial services where those are appropriate and one thing that is a little bit new that we
are beginning to work on is how do you deliver segment and service?

One of the challenges we've had | think with the business model - the Block business model is that it in many ways
has been one model designed to fit whoever will find it acceptable and as a result this mass market business model that
is our tax business has not been as tailored to different segments of the market as we believe we could benefit from if it

works.

That's easy to say, it's really hard to do and so we have begun the process looking at how do you better segment the
way in which we deliver service to consumers in different parts of the market and what do those changes have to look
like and therefore how would you modify the go-to-market strategies that we have across that business. I think in the
next year, two years, three years, four years, you're going to hear more and more from us about the ways in which we
can see delivering different refined value propositions to different sets of consumers out there all under the Block name,
not trying to dismantle or change the business, but trying to enhance the business in ways that fits the needs of
consumers better and better and better and you're going to hear the beginnings of that today as we talk about one part of
the market overall. So that | would highlight is a new priority for us as we go forward.
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Financial Advisors. We have to in the next - it's not the next 12 months, it's the next six months resolve the
prospects for this business and how it will fit into our overall strategy so we are very focused on resolving that fit for us
for the long term.

In Option One the changing market environment will be with us at least for the next 12 months. Probably even
longer than that and so we have to continue to be focused on those things that will extend our service advantage and at
the same time | believe meaningfully lower our costs originations so that we put ourselves in the best competitive
position possible to take advantage of the turmoil that will be out there as an industry that has been growing very rapidly
for a number of years finds itself flattening out with new sets of competitors having entered the market and ensuring that
our position in the market and the differentiated position that we have had continues to have real value and real fraction
and allows to build our share of the market overall.

Within RSM, Steve and 1 have talked about this extensively are very committed not to take our eye off the ball of
investing in the businesses that we think can deliver great results for us for the long term, but to over the course of the
next year begin to have those businesses delivering bottom line results that allow shareholders to see the progress that
we're making through the financial performance, not just through the words that we tell you.

So we're going to share with you some of the plans and where we think that's going to happen but again, it's not
designed to short cut or to take a short term orientation, but we do believe we've made the investments into this business
and into these businesses and ifs time for the businesses to start demonstrating that financially and of course we will do
all that while we continue our disciplined capital allocation and perspectively and hopefully deliver good solid financial
results in the near term or the short term as well.

So as | look forward to the next year and maybe before we will get together again those are the priorities that | see
across our businesses. Were going to now go into sessions talking about much more of this at a more granular level and
| want to start by having us go to the consumer tax businesses and the consumer financial services businesses.

We're going to cover a variety of things today. Just going to start by talking about our overall brand strategy. What
we're doing there. How we see - why we believe the things that we are focused on can position us well for not just the
near term but also the long term We're going to talk about the tax industry structure and some evolving views that we
have of what's going to happen over the course of the next five to ten years. Where the growth is coming and therefore
what do we have to do to position the Block brand for success for the future.

We're going to talk very specifically about the near term execution priorities that we have for the upcoming tax
season and then we're also going to talk about new business models that we are investing in so that we can improve our
growth prospects for the long term, both things around our traditional tax businesses from new business models that we
have in the market have been in development that will be in the market this year and how the fit of the consumer
financial services businesses is both working as well as where we see the changes to make it work even better and then
we will wrap it up with a little bit of a view of at least our view of where current tax filing season expectations are and
then we'll go to Q&A.

So with that let me introduce Jeff Yabuki, who's going to take the next section.

JEFF YABUKI, EVP AND COO, H&R BLOCK: Good morning. Mark, I just wanted to say thanks for the
performance review. I'm going to start by talking about as a bit of a quick review on our brands strategy. Mark
mentioned it earlier and kind of the key elements of that brand strategy.

Our brand strategy is to deliverhigh-qualitflax_and financial services differentiated on the basis of relevant and
actionable advice and actionable is one of the key words assessable by consumers in the channel of their choice and

really the elements of the strategy are exactly the same as we talked about last year really looking at how can we
broaden our tax capabilities.

When we talked about tax capabilities, we talked about the retail tax business, the digital business and we think
some new business opportunities that are in the tax segment that we're going to talk about today but really continuing to
focus our H&R Block brand strategy by putting the tax business in the center of that strategy.

Secondly, using personalized financial advice. Using advice as a key differentiator for us and included in that is
really still making progress on leveraging our data advantage. As you know, many of you know we have several years to
many years of sequential tax information for our clients and how can we use that data and how can we use technology to
deliver consistent and personalized financial advice.
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Next. What are the right advice fulfillment capabilities? We think advice is really key for us on a differentiation
front. However, we also recognize that advice has to turn into action and for us the key is what are the things that we
have to have within the H&R Block brand so that we are in fact allowing clients to have a better life, improve the
quality of their life to turn that advice into action and have that turn into shareholder value so that we have several
different ways that we can create shareholder value and we'll talk about that in a little bit and then lastly, how do we use
the multiple channels today?

We are the only tax services firm that has all of kind of the three big channels. Retail, software and online. We're
the only provider of those channels and how do we allow clients to seamlessly go across those channels and frankly how
do we begin integrating the other elements of the Block brand to allow for appropriate multi-channel access?

Another very important point in multi-channel access and this is especially relevant in the online channels is we are
bringing new people into the H&R Block brand. People who would otherwise not be exposed to the H&R Block brand
and we're going to talk about how that is in fact creating value of both in the short and the long term.

The first element of differentiation for us as we've talked about for several years is around advice and how can we
provide advice. One of the challenges that we have as some of you probably saw Jeopardy where one of the questions
was, what is the firm, the white collar firm - what is the film that hires 70,000 or more white collar seasonal workers and
clearly one of the challenges we have when we hire that many people and Tim will probably talk about how many
people we hired this year, is how do you deliver this consistent client experience?

How do you deliver that 16 million times and we are looking to use technology as our way to deliver advice to
ensure both quality in that advice, but to ensure that clients are getting the right advice based on their personal situation
and so what we see as an opportunity to take the tax return which is really very historical looking. You look in the
rearview mirror you prepare your tax return. We want to turn that into a proactive experience and today we have an
element in our tax preparation process called the Block Advantage and part of the Block Advantage is providing
customized advice and those advice elements include occupational advice, they include financial advice. For some
clients it includes government programs that maybe available to them.

It really depends oh the person's situation, but we think that takes the tax profits from being very historical in nature
to very forward looking and ties into our brand strategy in terms of setting clients up you'll have to take action to
improve their situation and actually we think it's very important because it enhances the image of our tax professionals
and the brand overtime.

The next key differentiator that we see is that of financial services generally and this strategy as we've talked about
before adds value for shareholders in several different ways. First we have product economics that are stand alone
profitable. We are able to setup an Express IRA for example. We have the ability to charge clients for the Express IRA
where it makes sense. Where we have the client right in front of us we don't have to send someone down the streets so
we're leveraging our existing infrastructure. We don't have a lot of incremental costs outside of technology to do that.
Where we're able to in effect create a spread on those assets to create some more under long economics and then very
importantly there's a loyalty advantage and what this chart shows is for clients that open Express IRA with us. They stay
with us on a seven percentage point higher level than those who do not. So the peer group for the people who take an
Express IRA would be retained at about a 73% level, but those who take an IRA are in fact retained at an 80% level. So
this loyalty advantage is critical for us in looking at one of the many ways that we can build retention.

As we've talked about for several years, there's no single silver bullet for increasing retention. We think that by
__ adding financial services that build's satisfaction and the loyalty is one of the ways that will increase retention overtime.

In the financial services business we get an even larger lift for our financial advisors. Even for clients who are
referred to a financial advisor and don't open an account we have a four percentage point lift in retention and so that
talks to the value of integrative relationship and increased satisfaction of clients just by knowing that they are being
supported by in fact an team of advisors and a very solid 11 percentage point gain when someone opens an account.

For those of you who were here last year, you know that that is an increase. Last year we saw about an 8% lift in
retention. So we're getting we think even better more targeted in working with people who are appropriate for these
kinds of referral services and mortgage continues to also see the lift. We have an eight percentage point lift in loyalty
where our clients have in fact opened a mortgage with us.

So again taking the client's tax situation, providing advice and turning it into a product relationship is quite
profitable in several dimensions and we believe key in our brand strategy. The last element of our brand strategy is one
of using channels a key differentiator where we have again retail, software and online as our four channels.
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Over the last several years, we've begun to look at ways to merge those channels together to allow people to
seamlessly cross between online and offices or software and online or whatever the case maybe and I'm going to talk a
little bit more about that later, but I did want to highlight right now that we have a new product - a new software product
that we introduced this year called, H&R Block's Signature, and H&R Block signature is an innovative product.

It's the first product of its kind that allows a software user basically the ability to interact with a tax professional on
a wide distance basis and in fact if any of you would be interested in that product if you can check out at the hospitality
desk, we'd be happy to let you have an opportunity to take a look at that as well. So this is in summary our brand
strategy consistent with what we had talked about in previous years.

| wanted to next talk about our view of the consumer tax marketplace. How the basically the 132 million or so
filers, how do they stack up? What are the characteristics and where do we have some opportunities here.

We believe that the marketplace in general is obviously split between paid preparation and do it yourself. In the
retail side of the business we would call the retail side, H&R Block, some of our branded competitors, many of the
storefront providers who are operating say speed of refund products today. There're about 29 million clients who are
served in that arena and their revenues for that segment are about ss.s billion a year and that includes all of the wow
related revenues or rack related revenues all of the underlying franchise revenues.

So for H&R Block we'll talk about what that means to us, but understand that these are all of the people in fact who
are benefiting from revenues against this segment today and this represents about 22% of total filers in the U.S. and
they're about 16 million banks products today that are offered and again all of those revenues appear in this segment.

The second element of the paid preparation marketplace is the CPA accountant segment. There're about so million
consumers who are served by that category of providers and | would point out that we're talking about the category of
providers and not necessarily the behavioral or psychological attributes of the people.

We serve in our retail channel a number of people who have CPA like attributes. I'm really talking about who's
delivering the services. But as you can see, paid preparation accounts for about 60% of the total tax preparation market
today and we think this segment is worth about $10-$12 - some estimates are as high as s14 billion. So this is a very
lucrative part of the market and frankly at the upper end of the market this is one of the places where you would see

RSM.

Interesting the characteristics of this market is they are extremely fragmented. Many, many competitors with very
loyal clients. It's a slower growing. It's not a mass marketed kind of segment. CPAs as you well know grow basically on
a referral basis so you don't see a lot of advertising. CPAs have almost no share of voice when it comes to media and it's
a very, very high margin business.

Although the net income comes out in the form of partner compensation or proprietor compensation so it's a little
bit different than you would see if you compared it to Block and again paid preparation is growing. Paid preparation we
think grew about 200 basis points in utilization from about ss= to 60 and change. Unfortunately as many of you know,
we won't know that data until September of 2005. But again a very attractive segment.

Moving to do-it-yourself. We believe there are roughly 40-45 million users in the do-it-yourself segment and you
really have online which is the fastest growing element of the online - I'm sorry, of the do-it-yourself segment and
actually the only growing segment we believe over the long haul for the do-it-yourselfers. There're about eight million
people using the online space today. Interestingly unlike the software business that I'll talk about in a moment, the

—online space has become a very low barrier to entry business where the software business has a very. very high or tall
barrier entry and that's called retail distribution.

Today because of the advent of FFA, you have basically anyone who meets the criteria of having an effective tax
engine can in fact go online and distribute tax returns. So it's gone from probably having three or four different providers
back in the year 2000 to | believe this year we're anticipating about 18 different firms distributing products on FFA
alone and there are many other distributors of tax preparation services online. So you're seeing a lot of fragmentation
without a lot of direct revenue. This segment total DIY, is only worth about ssoo million of which the online piece we
think is right around $100 million of revenue.

The stock in the largest revenue element at least of the do-it-yourself segment is in the software business. Now |
would caution you that there are not 20 million people buying software at this point. There are roughly s.s and maybe 9
million boxes of software sold a year and this 20 million really reflects what we call the "pass along effect." People
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buying software and basically passing it on to someone else and we can tell about how many returns are filed by IRS or
at IRS and it's about 20 million.

The software business is slowing and we think slowing rapidly. Our prospects for this business and I'll talk about
this a little bit more later are certainly over the long term that this will actually be a declining business in terms of new

software users with most of the people, the new users going to either online or retail.

And lastly kind of the other category and in the other category you have a series of different methods. You have
kind of the traditional pen and paper methodology. You have friends and family so | do a tax return for a friend of mine
and you have IRS's TeleFile system which we kind of lumped into this group right now with the IRS eliminating the
TeleFile system you'll have several million users who have to figure out a new method of tax preparation over the next

couple of years.

Many of the market characteristics are the same. A lot of fragmentation. You have customers looking for a lot of
value. You have growing share and you have pricing kind of somewhere between lack of pricing transparency and
basically clients having a fairly high level of insensitivity to price. So it's interesting that that goes across both the pay
right now, because we see both the paid preparation and the do-it-yourself methods. So that's our view of the overall
market based on kind of our own analysis and some of the analysis that's done outside of the industry - or in the
industry.

From our perspective how we shape up on the paid preparation side, we represent about 20% of all of the of the
paid preparation today of the 79 million people who are preparing - having their prepared - I'm sorry having their returns
prepared by someone else and we represent about 18% of the revenues on an equivalent basis and again as a reminder
you won't see that number in our financial statements anywhere because that number includes the revenues that we
collect in our company operations. The total production from the underlying franchisees and the total revenue associated
with bank products and other products some of which we do not get. At least we do not recognize those revenues today.

On the do-it-yourself side, we have about somewhere between 3.2 and 5.6 million people using an H&R Block
product and that would be an online product or a software product, some of which are paid for and some of which are
not paid for and on the revenue side, we're collecting about $100 million out of about $800 million.

So while we have and specifically on the paid preparation side, we have a very strong market position in terms of
size of our share. It's interesting to see how much opportunity may exist in both of these very attractive markets.

Thinking about the marketplace in general and specifically the paid preparation market as it relates to H&R Block,
we've had the last couple of years have clearly been challenging for us and in really looking at what are those factors
that are impacting us very clearly today and probably others in the industry, although it may not be quite as clear yet,
there has been a significant change in how people enter the tax markets. In the old days, I think the - at least the
institutional wisdom would be people would prepare their own return. They would then graduate to H&R Block and in
many cases would then graduate to a CPA and that was the lifecycle of a client.

Today as people enter the market they are very unlikely to enter the market as a paid - I'm sorry as a pen and paper
preparation and they're really looking to go to online especially as it relates to the youth market and so we're seeing a
shrinking - and we're going to talk about what that's means to us in the schools of new clients for H&R Block.

Number two. There are slower growth levels in our what we would call the traditional speed of refund segment.
Mark made reference to kind of looking at our business and breaking it down. I'll talk about that in a little bit of detail
because it's really in the process but there are distinct businesses underneath the 16 million clients that we serve at retail
today and sonic of [host sLginents eofthosesegments uc growing slow —
refund as all of you know has been slower for us over the last couple of years for a variety of reasons of which I'll talk
about later.

On top of the speed of refund the slower overall growth, | think you all have regulatory activity which is beginning
to change the dynamics of this segment as well and | think raising the awareness of those of us who provide services in
that area to be watchful of what's going on in that regulatory environment at a level that's higher than it has been over
the recent years.

Increased competitive intensity is something that we've talked about before and I'm going to save that for a later
slide and then lastly what's gone on with employment.

Looking in a little bit more depth on what this means over the last four years we've gone from 33 million people
preparing their own returns using pen and paper to 21 million is our estimate for how many people used pen and paper
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last and what the chart on the right shows is basically on a self-reported basis the new clients that we brought in from
the DIY pool in the year 2002, how does that compare to what we see in 2004 and what you can see is that the paper and

pencil pool is shrinking for us. There are less people and therefore we're bringing in less people in the firm from it.

Conversely, we're making progress on the online side of the equation and on the software side of the equation. One
of the things we're going to talk about is the importance of taking a lot of share in the digital channel and this is one of
the reasons why this is important. For us, the ability to bring in new clients is key to running our business and a lot of
these new clients are former do-it-yourselfers.

So we're picking up steam in some of the new areas of growth and we're obviously looking for ways to get a larger
share of paper and pencil, but | would ask you to understand that that mix has changed.

On the whole notion of competitive intensity, it raises a bit of an internal debate within H&R Block and that is if
you look at these charts, the first chart really talks about what is our percentage of locations relative to the other brand of
competitors. You can see back in the year 2000 we had 59% of all of the branded competitors and large local
competitors, 59% of those locations were H&R Block.

Get to the year - fast forward to 2004 and we're down to 46%. One of the reasons why we are growing our location
count and Tim is going to talk in some detail about why that's important. What it s meant to us. At the same time our
level of accessibility was declining. We had a substantial increase in the number of electronics return originators

basically people who are electronically filing.

Now you can't use this chart as a proxy for new competitors. What this really means - this is a much better proxy
for - between the year 2000 and the year 2004 if you assume that the only reason why people electronically file and that
would be an unfair assumption but to illustrate 63,000 locations could prepare a refmance station loan could
electronically file a return.

Fast forward to 2004 and that number is more been doubled but we estimate there're about 131,000 different
locations who can basically handle a return for someone who wants to get their money faster whether it be through
electronic filing or one of our settlement products or competitive settlement products. So it's not necessarily just
additional competition because H&R Block has always had new competition on an annual basis, but it is also the
competitors that we have being able to offer a substantially similar product and when you put those together those two
elements combined create what we refer as, "competitive intensity."

That said, we still see a very attractive market opportunity for H&R Block. We believe that over any extended
period of time the tax return growth itself for the overall market will continue to grow at a 100 basis points or so, but
paid preparation will continue to grow at a level that is faster than that of the market. In fact we did some research over
the year and there's about 78% of the total filing population that demonstrate paid preparation behaviors or has the
propensity to avail themselves at a paid preparation. So that doesn't mean that we'll see 78% paid preparation at some
point, but it does mean that there's still a lot of growth potential in paid preparation and there are some very large growth
opportunities in our digital and we think in the CPA client segment that we're going to talk about in a little more depth.

So that really moves us to our strategic priorities. What are we focused on both now and in the future?

The first area of growth for us - or the first area of focus for us is rebuilding our retail momentum and when | say
rebuilding retail momentum what I really mean is rebuilding our ability to grow the client at what is an acceptable rate
because we have a lot of momentum in the business for a variety of different things, but the core elements of this
strategy are increasing and expanding our points of presence and Tim will talk about all of the items.

Secondly. What are we doing not just to expand the number of locations we have today, but are we doing to
increase our service capacity in existing locations so that we can get the benefit of increased convenience in the 10,000
or so offices that we have today?

Third. Increasing retention and referral. Something that we've been talking about for several years. Tim's got some
very exciting information on how we're doing at increasing satisfaction which we think is a very key indicator of
increased retention and referral.

Talking about marketing effectiveness. We indicated last year that we needed to specifically improve our first half
campaign and Tim will talk about that as well.

Secondly. Driving growth in the digital channel. I can't impress upon you enough the importance of us growing the
digital side both as a stand alone we think very attractive marketplace given the high margins that exist in that business,
but secondarily the ability to bring people into the brand and overtime migrate them to paid preparation as that makes
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sense as well as (inaudible) for the attrition that occurs within our retail business people going to some kind of a digital
solution.

And lastly | want to introduce to you today some new value propositions, some new ways of doing business that
we'll be focused on for the next several years that we think are quite exciting. We're looking at what is the opportunity
for us to begin to attack the clients who have an affinity to work with a CPA.

Secondly. What are we going to do around financial services integration and does that fit with the H&R Block tax
business and then third we think there's actually an innovative and interesting way for us to basically operate as a back
office for CPA firms in the U.S. so that we don't have to serve them on a face-to-face basis, but we can in fact create
some interesting margin opportunities for us again leveraging our existing infrastructure.

So with that, I'm going to invite Tim Gokey in a moment to come up. Tim is our new President of U.S. Tax
Services and as Mark indicated we're quite pleased to have Tim onboard and | would invite you to engage Tim in a
conversation at sometime over the next several hours. So with that let me bring Tim up.

TIM GOKEY, PRESIDENT, U.S. TAX SERVICES: Thank you Jeff. Good morning to all of you. I had a chance to
meet a few of you last night and I'm looking forward to meeting more of you today and overtime. But today, I'm going
to take about 30 minutes to elaborate on the first strategic priority that Jeff discussed. Rebuilding momentum in our
retail business. This is clearly a critical component of our overall Block branded business strategy and so I'm going to
talk about some of the executional priorities that are related to that.

Jeff outlined a five part strategy for our retail business and let me just start with the first of those which is to
improve both convenience and capacity by expanding our points of presence and this is something certainly that we
have talked quite a bit about over the past year.

What we're showing here is a rather complicated chart that represents our current distribution network and our
future state of our distribution network. On the left is our current network. On the right, the future. Each of the
appropriately shaped little green blocks on the chart represents a specific metropolitan area and across the bottom of the
page is our share of distribution as represented by share of electronic return originators and on the left hand side is our
market share.

This represents one slice of the various analytics that is down and around the distribution opportunity and I really
think it brings up four key points.

The first is we see a very strong linkage between our share of distribution and our overall share of market.

Second. Because of the strength of our brand we see that as we gain share of distribution, we get disproportionately
gain market share. That happens particularly when we are under-penetrated from a distribution standpoint and then as
our distribution expands there we do see diminishing returns with that, but what it does allow is we have to be quite
targeted as we think about expanding our distribution.

So as we talked over the past 18 months or so about expanding our distribution network by over 2,000 regular
offices that is something that is not an across the board expansion, but its quite targeted in those areas where we believe
we are under-penetrated relative to the share of distribution and we should have for our brand and these analytics allow
us to have a very good understanding by looking at the relationship between market and share of distribution in a given
market in terms of what incremental returns we should expect network wide as we expand our distribution in any given
market and that allows us to be pretty targeted and disciplined in terms of the types of investments that we make.

Without geeing-nto-specific numbers, | (-aidus( say dtatthevrtetnal)a es of iewms that we expect flout these
network investments are very high. So if that is the broadest value let me talk for a moment about this year. I'm going to
talk first about regular offices and then I'm going to talk a little bit about alternative distribution.

On this chart the blue blocks are the zip codes in which we have expanded company owned offices this year and the
white blocks are where we're adding franchise offices this year. The red circles are areas of specific focus. I'm going
back to the chart we just looked at. They really show areas where we believe there is additional opportunity in terms of
the share distribution that we'd like to have in the market.

In fact some key points to draw out of this chart. First is that we are on track this year for meeting the upper range
that we have discussed in terms of the addition of regular offices. We expect to add in excess of 750 new regular offices
across the network this year. We are on track for all the executional milestones. We have a complex project
management office around this entire effort. A whole series of executional milestones and we have hit everyone of those
as we go forward.
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PERSUADING AMERICANS to save more — and save more wisely — for retirement is one of the few goals that
conservatives and liberals, Republicans and Democrats, employers and unions share these days.

So why is it taking so long to change an anachronistic Labor Department rule that nearly every expert agrees is foolish
and that encourages employers to act contrary to employees by funneling their money into low-yielding money-market
funds.

For years, employers have been moving from defined-benefit pension plans, the kind that promise a monthly check
based on years of service, in favor of defined-contribution plans in which money goes into mutual funds that workers
chose from a menu crafted by employers.

Until recently, employers gave workers the option of signing up, sometimes offering to match contributions as an
inducement, but largely ignored workers who failed to enroll. Today, a minority of employers, but a growing minority, are
enrolling employees automatically, giving them the right to opt out.

The subtle change, as my colleague Jeff D. Opdyke recently reported, provokes many more workers to save for
retirement. But employers who automatically enroll workers must decide where to invest workers' money if workers don't
choose. Should it go to money-market mutual funds, a combination of stocks and bonds or what?

Most employers, even those progressive enough to switch to what are called auto-enrollment or opt-out plans, still
put the money into money-market funds, which invest primarily in short-term corporate IOUs. The return is low, but
the principal is relatively secure. Money-market funds are a smart way to set aside money for next month's tuition or
for emergencies. But with an interest rate that hovers around the inflation rate, they are an awful vehicle for retirement
savings. "Especially with savings rates as low as they are, a 100% allocation to a money-market account is not safe,"
says Richard Thaler, a University of Chicago economist seeking ways to boost American saving. Indeed, he calls it a
"guarantee of inadequate retirement income."

A SURVEY OF 458 large U.S. employers by benefits consultant Hewitt Associates found that 19% now enroll their
employees in retirement plans automatically. Of those, 56% still use money-market funds as the default option; the rest
use a more sensible mix of stocks and bonds, often lifecycle funds tailored to a worker's age — more in stocks for the
young and more in bonds for the old. A survey of 1,694 plans (including those with and without auto-enrollment) by
Vanguard Group, the mutual-fund company, found that 80% put money into money-market funds or similar short-term
investment contract funds — unless the employee specifies another option.

Why? Partly inertia. But there is another reason: lawyers. "Some attorneys advise clients that choosing a money-
market fund or investment-control is the best way to minimize litigation," says Stephen V. Utkus of Vanguard's Center for
Retirement Research. They fear workers or class-action lawyers will sue an employer who puts money into any fund that
goes down. No expert knows of such a suit - except in cases, like Enron, where employers put a lot of workers' money
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into the company's stock — but that doesn't matter.

"Too many people are investing too much in money-market or similar nonequity funds, and too many are overinvesting
in employer stock," says J. Mark lwry, a former Treasury employee-benefits counsel. "Unfortunately, the ability to
improve investment choices through an infusion of professional guidance has been hampered by timidity on the part of
the government.”

LABOR DEPARTMENT rules written in the 1990s under the Employee Retirement Income Security Act are specific:
An employer doesn't have to worry about lawsuits if it gives workers a prudent choice of funds, and the worker picks
one — even if that fund goes sour. But rules didn't anticipate automatic enrollment, and the protection doesn't apply to
employers who make a reasonable choice when a worker doesn't.

"The Bush administration has implicitly endorsed lifecycle funds for Social Security private accounts,” Mr. Thaler

complains, "but the Department of Labor is still clinging to the archaic view that any investment whose principal can go
down is unduly risky."

The Labor Department is on the case. "We are looking at revising the regulation to encourage automatic enrollment
and appropriate default investments," says Ann Combs, assistant secretary for employee benefits security. "The difficult
technical issue is to define the investment objectives of a default option without putting into the regulation specific
investment products. Our hope is to have a proposed regulation out by year end. It is a priority for us."

Just in case the bureaucracy moves too slowly, Congress is weighing bills to force action so that policy makers,
scholars, employers and columnists can mm to harder issues in the effort to get Americans to save more.

Making a Choice

Where U.S. employers invest defined-contribution money if employees
don't specify a choice:

Money-market fund or guaranteed-investment contract 80%
Balanced/Life cyle fund 16%
Other 4%

Source: Vanguard Group, Dec. 2004 survey of 1,694 plans

NOTES:
PUBLISHER: Dow Jones & Company, Inc.
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) CLIENT SERVICE AGREEMENT
H&R BLOCK Effective January 1, 2006

WELCOME TO H&R BLOCK

Thank you for coming to H&R Block for professional tax services. This Client Service Agreement ("CSA™) will tell you
what you can expect from us, and what we need from you to deliver the great service you expect from H&R Block. The
signature you provide at the end will be a record of your understanding and your decisions.

PROFESSIONAL TAX SERVICES

H&R Block services are delivered to you for the limited purpose of preparing your tax return(s) and providing related
products, but we are not acting as a fiduciary on your behalf. We will prepare your federal, state and/or local tax
return(s) using systems we have designed to deliver professional tax services at a reasonable price.  We will (1)
interview you to learn details of your financial life that affect your taxes, and (2) we will ask you for documents such as
your W-2 statement(s) that help us accurately record your income, credits and deductions. You agree to (1) provide
this information to the best of your ability and (2) return to us for an amended return if you later remember or
discover information that could affect the accuracy of the return we prepared. If your amendment requires an
additional form or line item that was not part of the original return, there may be a charge for this service.

THE BLOCK ADVANTAGE: PERSONALIZED INFORMATION & SUGGESTIONS

As part of tax preparation, we will give you useful tax and tax-related financial information and suggestions based on
what you have told us. We may call this "advice" or "the Block Advantage" or both, and you understand that this is
general information based solely on what you have told us about yourself. It should not take the place of guidance
from specialists and experts such as attorneys and investment advisors, and it should be considered along with
information and opinions you receive from those advisors.

TAX-RELATED PRODUCTS & SERVICES

In addition to preparing your tax return, we will tell you about tax-related products and services that could affect the
amount or handling of your current year refund or balance due, or because they could affect your future tax situation.

Tax-Advantaged Savings Products available through H&R Block affiliates and other providers can give you tax savings
today plus savings you can use in the future for qualified purposes such as retirement or education.

Tax-Deductible Mortgage Loans. H&R Block affiliates and other providers may be able to help you own your own
home, or tap the equity in your existing home to pay off other kinds of debt. This is tax-smart because mortgage
interest is usually deductible, and most other kinds of debt are not.

If You Are Getting a Refund - No-Cost Options. E-filing is included in the cost of the services we provide. If we e-file
your federal return, expect your refund in 8-15 days if you choose direct deposit to your bank account or within 21
days if you choose to have the IRS mail you a check. If you mail your federal return to the IRS rather than e-file (H&R
Block will not mail your return for you), expect your refund in 5-8 weeks depending whether you choose direct deposit
to your bank account or a check mailed from the IRS.

If You Are Getting a Refund - Bank Options (Added Cost). A Refund Anticipation Loan ("RAL") is a loan that is
provided through HSBC Bank USA, N.A. ("HSBC") for the amount of your refund, minus bank and (if you choose) H&R
Block fees. An "Instant Money RAL" may enable you to receive a loan check today, or a "Classic RAL" may deliver a
loan check within 1-2 days. There is a $24.95 Refund Account Fee as well as a Finance Charge for either kind of RAL,

and the Finance Charge is higher for the Instant Money RAL. A Refund Anticipation Check ("RAC") delivers the

amount of your tax refund, less a $24.95 bank fee and Of you choose) your H&R Block fees, in 8-15 days. The timing of
a RAC is usually the same as IRS direct deposit of your refund to your own bank account.

If You Owe the IRS a Balance. If the tax return we prepare today shows that you owe money, you may either pay the
amount from your own sources, or establish a payment plan with the IRS. Or you may also obtain a revolving line of
cr lit from HSBC Bank USA, N.A. that has an annual fee, no interest if repaid in full within 90 days, and other terms
. conditions that will be disclosed before you sign the HSBC application.
106442  11/05



ARBITRATION

If a dispute arises between you and H&R Block, the dispute shall be settled through arbitration unless you opt-out of
this arbitration provision using the process explained in bold type below. This alternative to traditional lawsuits does
not necessarily require you to hire an attorney, and may cost you only $5 to have your dispute with H&R Block decided
by a third party. This third party, known as the Arbitrator, is empowered to settle the matter with the same set of
remedies available in court including compensatory, statutory, and punitive damages, injunctive and other equitable
relief, and attorneys' fees and costs. However, arbitration requires you waive your rights to sue H&R Block in court
before a judge and jury, and to waive any right to participate in any "class action™ lawsuit against H&R Block regarding
any issue that could otherwise be settled by arbitration. (Note: If you are a member of the putative class in Cummins,
etal., v. H&R Block, et al., Case No. 03-C-134 in the Circuit Court of Kanawha County, WV, this arbitration clause does
not apply to you.)

Right to Opt-Out of This Arbitration Provision: H&R Block does not require you to accept arbitration even though
you must sign this Client Service Agreement to receive service from us today. You may opt-out (reject) arbitration
within the first 30 days after you sign this Agreement by calling 866-714-5502 or by sending a signed letter to H&R

Block Legal Department, 4400 Main Street, Kansas City, MO 64111. The letter you send us should include your
printed name, Social Security number of yourself and joint filer if any, date you were served by H&R Block in

2006, and the words ""Reject Arbitration.” Your telephoned or written opt-out letter will override your signature
below regarding arbitration but no other provision of this document.

How Arbitration Works. If you have a complaint against H&R Block that you have been unable to solve by bringing it
to the attention of the office that served you, you may contact either the American Arbitration Association ("AAA") at
335 Madison Avenue, New York, NY 10017 or the National Arbitration Forum ("NAF") at P.O. Box 50191, Minneapolis,
MN 55405. Whichever organization you choose will appoint a neutral practicing attorney with more than ten years of
tax law experience to hear your side and H&R Block's side of the issue, and make a decision that is binding on both you
and H&R Block. The American Arbitration Association's rules of arbitration are available by mail from AAA or on the
Internet at www.adr.org. The National Arbitration Forum's rules are available by mail from NAF or on the Internet at
www.arbforum.com.

Arbitration Costs. You will be asked to pay a $5 fee, and H&R Block will pay all other filing, administrative, hearing
and miscellaneous arbitration expenses up to $1,500. H&R Block may consider paying arbitration costs that exceed
$1,500 but only if you win the arbitration.

Other Arbitration Terms & Information: Your arbitration will take place in the federal judicial district where you
live. The Arbitrator's award will be final and not subject to appeal except as permitted by the Federal Arbitration Act
("FAA ). Except as required by law, neither you nor H&R Block nor the Arbitrator may disclose the existence, content
or results of your arbitration without prior written consent from the other two parties.

My/our signature(s) below confirms that I/we understand and voluntarily agree to the terms of the
Arbitration Provision described above, as well as all other terms, conditions and disclosures presented
in this 2006 Client Service Agreement.

Client Signature Tax Professional, for H&R Block Tax Services, Inc.

Date Date

If you may be filing a joint return, your spouse must also sign:

Date Client Signature
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