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L

DEFINITIONS

As used 1n this Tax Increment Financing Plan, the following terms shall have the

following meanings:

A.

B.

“City,” the City of Kansas City, Missouri,

“Blighted area,” an area which, by reason of the predominance of defective or
inadequate street layout, unsanitary or unsale condittons, deterioration of site
improvements, improper subdivision or obsolete platting, or the existence of
conditions which cndanger lilc or property by fire and other causes, or any
combination of such factors, retards the provision of housing accommodations or
constitutes an econorme or social liability or a menace to the public health, safety,
morals, or welfare in its present condition and usc.

“Commission,” the Tax Increment Financing Commission of Kansas City, Missouri.

“Economic Activity Taxes,” the total additional revenue from taxcs which are
imposcd by a municipality and other taxing districts, and which are generated by
economic activities within a redevelopment area over the amount ol such taxes
generated by cconomic activities within such redevelopment area in the calendar year
prior to the adoption of the ordinance designating such a redevelopment area, while
tax increment [inancing remains in effect, but excluding personal property taxes,
taxes imposed on sales or charges for slccping rooms paid by transient guests of
hotels and motels, licenses, fees or special assessments. For redevelopment projccts
or redevelopment plans approved after December 23, 1997, if a retail establishment
relocates within one year from one facility to another facility within the same counly
and the governing body of the municipality finds that the relocation is a direct
beneficiary of tax increment financing, then for purposes of this dcfinition the
economic activity taxes generated by the retail establishment shall equal the total
additional revenues from economic activity taxes which arc imposed by a
municipality or other taxing district over the amount of economic activity taxes
generated by the retail establishment in the calendar year prior to its relocation to the
redevelopment arca. _For redevelopment plans or projects approved by ordinance that
result in net new jobs from the relocation of a national headquarters from another
statc to the area of the redevelopment project, the economic activity taxes and new
state tax revenues shall not be based on a calculation of the incremental increase in
taxcs as compared to the base year or prior calendar year for such rcdevclopment
project, rather the incremental increasc shall be the amount of total taxes generated
from the netl new jobs brought in by the national headguarters from another statc.

“Giambling Establishment,” an cxcursion gambling boat as defined in section 313.800,
RSMo, and any related business facility including any real property improvements
which are directly and solely related to such busincss [acility, whose sole purpose is to
provide goods or scrvices to an excursion gambling boat and whose majority ownership
interest is held by a person licensed to conduct gambling games on an excursion
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gambling boal or licensed to operate an excursion gambling boat as provided in sections
313.800 to 313.850, RSMo.

“Obligations,” bonds, loans, debentures, notes, special certificates, or other evidences
of indebtedncss issucd by a municipalily to carry out a redevelopment project or to
fund outstanding obligations.

“Ordinance,” an ordinance enacted by the governing body of a city, town, or village
or a county or an order of the governing body of a county whose governing body is
not authorized to enact ordinances.

"Tayment in Lieu of Taxes," those estimated revenues from real property in the area
selected for a redevelopment project, which revenues according to the redevelopment
project or plan are to be used for a private use, which taxing districts would have
received had a Municipality not adopled tax increment allocation financing, and which
would result from levies made after the time of the adoption of tax increment allocation
financing, during the time the current equalized value of real property in the project area
exceeds the total initial equalized value of real property in such arca until the designation
1s terminated pursuant to subsection 2 of Section 99.8350. Payments in lieu of taxes
which are due and owing shall constitutc a lien against the real estate of the Redevel-
opment Project from which they are derived, the lien of which may be foreclosed in the
same manner as a special assessment Hen as provided in Section 88.861 R.S.Mo.

“Project Improvements,” those devclopment activities undertaken within the
Redevelopment Area intended to accomplish the objectives of the Redevelopment
Ptan.

“Redeveloper,” the busincss organization or other entity selected by the Commission
to implement the Redevelopment Plan, or a Redevelopment Project (s). There may
be more than ene Redeveloper designated pursuant to this Redevelopment Plan.

“Redevelopment Agreement,” the agrcement between the City of Kansas City,
Missouri, the Tax Increment Financing Commission and Redeveloper for the
implementation of the Redevelopment Plan.

“Redevelopment Area,” an area designated by a municipality, in respect to which the
municipality has madc a finding that there exist conditions which cause the area to he
classified as a blighted area, a conservation area, an economic development area, or a
combination thereof, and which includes only those parcels of real property directly
and substantially benefited by the proposed Redevclopment Project.
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“Redevelopment Plan,” the comprchensive program of a municipality for
redevelopment intended by the payment of redevelopment costs to rcducc or
eliminate thosc conditions, the existence of which qualified the Redevelopment
Project Area as a blighted area, conservation area, economic development arca, or
combination thercof, and to thercby enhance the tax bases of the taxing districts
which extend into the Redevelopment Area.

“Redevelopment Project,” any development project within a Redevelopment Area in
furtherance of the objectives of the Redevelopment Plan.

“Redevelopment Project Area,” the area selected for a specilic redevelopment project.

“Redevelopment Project Costs” include the sum total of all rcasonable or necessary
costs mcurred or estimated to be incurred, any such costs incidental to a
Redevelopment Plan and a Redevelopment Project.  Such costs include, but are not
limited (o the following:

1. Costs of studics, surveys, plans and specifications;

2. Professional service costs, including, but not Ilimited to, architectural,
engineering, legal, marketing, financial, planning or special services, Except
the reasonablc costs incurred by the commission established in section 99.820
for the administration of sections 99.800 to 99.865, such costs shall be
allowed only as an inttial expense which, to be recoverable, shall be included
in the costs of a redevelopment plan or projeccet;

3. Property assembly costs, including but not limited to, acquisition of land and
other property, real or personal, or rights or interests therein, demolition of
buildings, and the clearing and grading of land;

4. Costs of rchabilitation, reconstruction, repair or remodeling of existing
buildings and fixtures;

5. Cost of construction of public works or improvements;

6. Fmancing costs, including, but not limited to all necessary and incidental
expenses related to the issuance of Obligations, and which may include
payment of interest on any Obligations issued hereunder accruing during the
estimated period of construction of any Redevelopment Project for which such
Obligations are issued and for not more than eighteen months thercafter, and
including reasonable reserves rclated thereto;

7. All or a portion of a taxing district’s capital cost resulting from the
Redevelopment Project necessarily incurred or to be incurred in furtherance of
the objectives of the Redevelopment Plan and Project, to thc cxtent the
municipality by written agreement accepts and approves such costs;
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Relocation costs to the extent that a Municipality determines thal relocation
costs shall be paid or are required to be paid by federal or state law;

Payments in licu of taxcs.

“Special Allocation Fund,” the fund of a municipalily or its commission, which
contains at least two separate segregated accounts for each redevelopment plan,
maintained by the treasurcr of the municipality or the treasurer of the commission
mto which payments in lieu of taxes and other revenues are deposited in the other
account.

“Tax Increment Financing,” tax increment allocation linancing as provided pursuant
to Chapter 99.800, et seq. RSMo.

“Taxing Districts,” any political subdivision of Missouri having the power to levy
taxes.

1. TAX INCREMENT FINANCING

This Plan is adopted pursuant to the Real Property Tax Increment Allocation
Redevelopment Act, Missourt Revised Statutcs, Scetion 99.800 through 99.865 (the “Act™). The
Act cnables municipalities to finance Redevelopment Project Costs with the revenuc generated
from Payments in Lieu of Taxes and Economic Activily Taxes. This Redevelopment Plan shall
be filed of record against all real property in the approved Redevelopment Project Arca.

fll. GENERAL DESCRIPTION OF PLAN AND PROJECT.

A.

KC-898510-3

The Redevelopment Plan. The 1200 Main/South Loop Tax Increment Financing
Redevelopment Plan (the “Redevelopment Plan™) proposes to acquire, develop,
construct, rehabilitate and improve office space, parking garages, public improvements,
streetscape, park development, residential development, retail development, as well as alt
necessary public inlrastructure, appurtenances and utilities.

Redevelopment Area. The Redevelopment Plan Area is an area generally within the
boundaries of an area beginning with Grand Avenue on the cast from Truman Road
to13th Street; then the Redevelopment Area runs west on 13" Street until Watnut Street;
then the Redevelopment Arca runs north to Petticoat Lane; then the Redevelopment Area
runs west to Main_Street; then the Redevelopment Area runs north to the center line of
cast-west alley located north of Lot 1, E & A Subdivision within the block bound by
10"/11"/Main and Baltimore; then the Redevelopment Area runs south on Raltimore to

the center line ot the east-west alley located south of Lot 1, & A Subdivision within the
block bound by 10™/11"/Main and Baltimore; then the Redevelopment Area runs south to
12™ Sircet; then the Redevelopment Area runs west to Baltimore Street; and then the
Redevelopment Area runs south on Baltimore Street until Truman Road which is the
southern boundary of the Redevelopment Area in Kansas City, Jackson County,
Missouri, (the “City”) as legally described in Exhibit 1A (the “Redevelopment
Area”).
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Projcet Improvements. The Projeet Improvements will consist of the (1)
acquisition of land (if) acquisition and demolition of the vacant Jones Store
buillding (111) construction of parking garages, (iv) construction of
retail/entertainment uses of approximately 325,000 to 450,000 square feet, (v)
construction of two oftfice buildings containing approximatcly 450,000 to 650,000
square and 250,000 to 300,000 square feet, (vi) renovation of the Hotel President
(vit) construction of mixed development which will include residential, retail,
office, and open space uses, (viii) construction of improvements in One Kansas
City Place otfice building (ix) construction ol improvements in and parking for
Town Pavilion as shown in Exhibit 2.

Redevelopment Projects. The Project Improvements and other redevelopment
activitics will be undertaken as a series of at least 7 redevelopment projects (the
“Redevelopment Projects”), each of which will be approved by ordinance in
conformance with the Act. The Redevelopment Area is described in Exhibit TA.
The Redevelopment Project Areas provided for in this Plan are described in
Exhibit 1B and depicted on Exhibit 2 B. Estimated construction and employment
information for Redevelopment Projects 1 and 2 are set forth in Exhibit 4.

Estimated Date of Completion. The estimated dates for completion of each
Redevelopment Project are set lorth on Exhibit 5. The completion of all
redevelopment projects and retirement of Obtligations incurred to finance
redevelopment costs will oceur no later than twenty-three (23) vears from the
adoption of the ordinance approving a specific Redevelopment Project. In no
event shall any ordinance approving a Redevelopment Project be adopted later
than ten (10) years from the adoption of the ordinance approving this
Redevelopment Plan.

Redevelopment Plan Objectives. ‘The general objectives of the Redevelopment
Plan are;

1. To climinate adverse conditions which are detrimental to public health,
safety, morals, or welfare in the Redevelopment Area and to climinate and
prevent the recurrence thereof for the betterment of the Redevelopment
Area and the community at large;

2. To enhance the tax base of the City and the other Taxing Districts,
encourage private investment in the surrounding area, and increase
employment opportunities in the Redevelopment Area;

3. To increase employment opportunities;

4. To stimulatc construction and development and generate tax revenues,
which would not occur without Tax Increment Financing assistance;

5. To support the creation of a new garage for usc by residences, businesses
and employees within the Downtown Loop;
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Gaming  Status.  The Redevelopment Plan does not include the initial
development or redevelopment of any gambling cstablishment,

FINANCING

Lstimated Redevelopment Project Costs. Redevelopment Project Costs for
Projects 1, 2 and 3a arc cstimated to be approximately $536,463,354.The Plan
proposes that approximately $4449,159.463in Redevelopment Project Costs be
rcimbursable from the Statutory TIF Special Allocation Fund, City Annual
Appropriation of EATS, Missouri Downtown FEconomic Stimulus Authority
Spccial Allocation Fund, and State TIF Special Allocation Fund. Project 1 will
use the Missouri Downtown Economic Stimulus Authority Special Allocation
Funds for eligible reimbursable cost and Project 2 will received State TIF Special
Allocation Funds for eligible reimbursable cost. The estimated Redevelopment
Project Costs and costs eligible for reimbursement from the Special Allocation
Fund are identified in Exhibit 5. Thc rcimbursable Project Costs include those
shown in Exhibit 5.

The Commission has determined that certain planning and special services
expenses of the Commission, which are not direct Redevelopment Project costs,
are nonetheless reasonable and necessary for the operation of the Commission and
are incidental costs to the Redevelopment Project. Thesc incidental costs will be
rceovered by the Commission from the Special Allocation Fund in an amount not
to exceed five percent (5%) of the Payments in Licu of Taxcs and Economic
Activity Taxes paid annually into the fund.

Anticipated Sources of Funds. Anticipated sources and amounts of funds to pay
Redevelopment Project Costs and amounts to be available from thosc sources arc
shown on Exhibit 7. The expected sources of funds to be used to reimburse
eligible expenses include (i) affected developer’s equity, (ii) PILOTS, (i)
Economic Activity Tax, and (i) state and federal sources.

If bonds are issued, bond proceeds will be deposited in a special construction fund
for usc in payment of Reimbursable Project Costs.

Pavments in Licu of Taxes. Calculations of expected proceeds of Payments in
Lieu of Taxes are based on current real property asscssment formulas and current
and anticipaled property tax rates, both of which are subject to change due to
many factors, including reassessment, the effects of rcal property classification
for real property tax purposes, and the rollback in tax levies resulting from
reassessment or classification. The estimated total Payments in Licu of Taxcs
generated within the Plan over the duration of the Plan is $101.017,032.

It is anticipated that all of the available Payments in Lieu of Taxes will be uscd 1o
reimburse eligible Redevelopment Project Costs as provided for in this Plan.
Howgver, any Payments in Lieu of Taxes that exceed the amount necessary for
such reimbursement shall be declared surplus and be available for distribution to
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the various Taxing Districts in the Redevelopment Area in the manner provided
by the Act.

Lconomic Activity Taxes. Over the life of the Plan, the total Economic Activity
Tax revenues cstimated to be generated are approximately $335,063,360. Of the
total additional revenue from taxes imposed hy the municipality or other taxing
districts and which arc generated by economic activities within the
Redevelopment Project Areas, as defined in Section 99.845.3, fifty percent (50%),
or approximatcly $167.531.680 over the life of the Plan, will be made available
upon annual appropnation, to pay eligible Redevelopment Project Costs. Thosc
Economic Activity Taxes available to pay project costs are shown in Exhibit 6.

Anticipated Economic Activity Taxes are based upon projected net earnings taxes
paid by businesses and employees, as well as sales tax. 1t is assumed that nct
earnings and sales tax revenues will increase due to inflation at a rate of 3% a year
in addition to the assumed increases due to job creation and business expansion.
The estimated PILOTS and Economic Activity Tax revenues are set forth in
Exhibit 6 attached hereto.

The amount of Economic Activity Taxes in excess of the funds deemed necessary
by the Commission for implcmentation of this Plan, if any, may be declared as
surplus by the Commission. The declared surplus will be available for
distribution to the various taxing districts in the Redevelopment Area in the
manner provided by the Act.

The Plan rcquircs that all allected businesses and property owners be identified
and that the Commission shall be provided with documentation rcgarding
payment of Economic Aclivity Taxes by Redeveloper, its contractors, tenants and
assigns. The Commission shall make available information to the City of Kansas
City regarding the identity and location of the affected businesses. It shall be the
obligation and intent of the City of Kansas City to dctermine the Economic
Activity Taxes and to appropriate such funds into the Special Allocation Fund, no
less frequently than yearly and no more frequently than quarterly, in accordance
with the Act,

Anticipated Type and Terms of Obligations. In the event Obligations are issued,
the Plan intends that these obligations have a first call on the PILOTS and
Economic Activity Taxes revenue strcam. Additionally, it is estimated that available
project revenues must equal 120% - 175% of the annual debt service payments
required for the retirement of the Obligations. Revenues received in excess of 100%
of lunds necessary for the payment of principal and interest on the Obligations may
be used for reserves, including but not limited to capital improvement reserves,
reimbursable project costs or to call Obligations in advance of their maturitics or
declared surplus. Obligations may be sold in onc or more series in order to
implement this Plan. All Obligations shall be retired no later than 23 years after the
adoption of the ordinance adopting tax increment financing for the redevelopment
project, or projects which support such Obligations, the costs of which are to be paid
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from the proceeds thereof. No redevelopment project may be approved by ordinance
adopted morc than ten years from the adoption of the ordinance approving the
redevelopment plan under which the project is authorized.

F. Evidence of Commitments to Finance Commitments for any private financing of
Redevelopment Project Costs necessary to complete Project Improvements for all
Projects shall be submitted for approval prior to the approval of any ordinance.
Evidence of capacily to obtain private financing is attached as Exhibit 14.

V. MOST RECENT EQUALIZED ASSESSED VALUATION

The total initial equalized asscsscd valuation of the Redevelopment Area according to
current records of the Kansas City Assessor’s Office is approximately $9,574,885 on land and
$24,198,474 on improvements. The current combined ad valorem property tax levy is projected
to be $9.97 (including 1989 M & M replacement taxes and Blind Pension Fund) per $100
assessed valuation on land and $9.22 (including 1989 M & M replacement taxes and Blind
Pension Fund) per $100 assessed valuation on improvements, The 2003 annual ad valorem tax
revenue from the Redevelopment Area is approximately $3,185,775.

The Total Initial Equalized Asscssed Valuation of the Redevelopment Area will be
determined prior to the time each individual Redevelopment Projcct is approved by ordinance.
Payments in Lieu of Taxes measurcd by subsequent increases in property tax revenue which
would have resulted from increased valuation had Tax Increment Financing nol been adopted
will be segregated from taxes resulting from the Total Initial Equalized Assessed Valuation as
defined hercin, and deposited in a special allocation fund earmarked for payment of
Redevelopment Projects Costs as defined herein.

VI.  ESTIMATED EQUALIZED ASSESSED VALUATION AFTER REDEVELOPMENT

When the Project Improvements have been completed, the total asscssed valuation of the
Redevelopment Area will be determined. The estimated increase in assessed valuation and the
resulting Payments in Lieu of Taxes are shown in Exhibit 6. When complete and the
Redevelopment Plan is terminated, the Redevolopment Area will annually initially yield the
estimated rcal property taxes as indicated in Exhibit 6.

VII.  GENERATL LAND USE

The Redevelopment Area identifies propcrtics to be redeveloped for a mixed use of
commercial, retail, residential, open space and publicly owned parking. The Redevelopment
Projects shall be subject to the applicable provisions of the City’s Zoning Ordinance as well as
other codes and ordinances as may be amended from time to time. The proposed land use is
consistent with the Downtown Land Usc and Development Plan, which was adopted hy the City
on March 27, 2003 by Ordinance Number 030165.

VIHI. CONFORMANCE TO THE DOWNTOWN LAND USE AND DEVELOPEMENT PLAN
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The TIF Plan is consistent with the City’s Comprehensive Plan, specifically with the
[FOCUS Plan as approved by the City Council on October 30, 1997 by Rcesolution Number
971268, This TIF Plan incorporating the {vllowing improvements:

1. Coordinate public and private parking for multiple developments within
the Downtown Loop.

2. Develop ncw residential units within the Downtown Loop.
3. Eliminate blight with the removal of the vacant Jones Store.

IX. EXISTING CONDITIONS IN THE REDEVELOPMENT AREA.

The Redevelopment Area qualifies as a Blighted Area. 'The Redevelopment Arca has the
1200 Main Blight Study, Hotel President Blight Study and the Power & Light Blight Study,
altached as Exhibit 10, to provide evidence of dilapidation, obsolescence, presences of structures
below minimum code standards, excessive vacancies, and other blighting conditions stated
within the Redevelopment Act in Section 99.805(3) R.S.Mo.

X. “BUT FOR TIF”

Substantial public financing of Project Improvements is identified within the Plan. [his
assistance is necessary to ensure successful redevelopment of the Plan Arca to serve the public
purpose set forth herein. The purposc of the affording public assistance is to accomplish the
statcd public purpose and not to subsidize otherwise economically viablc Redevelopment
Projects. In order to ensure that the public assistance being provided does not subsidize an
unrcasonable level of camings, each project within the Plan will be required to have a cash-on
cash internal rate of return analysis completed and presented to the Tax Increment Financing
Commission prior to approval of the project. The analysis must demonstrate that the project
would not be undertaken but for the public assistance being provided to the project.

Acceptable investment returns to real estate investors depend on a large number of
external factors and the naturc of the specific investment, including, the property sector of land
use; the life cycle of the property; local market conditions such as new development, major
employers and their plans, demographics and the like; the overall risk associated with the
property; inflation expectations, and numerous other factors. The best method of determining
the need for assistance and the sizing of the TIF assistance is to study the developer’s internal
ratc of return (“IRR™). The internal rate of return takes inte account both the annual income
derived as cash flow as well as the potential return from a hypothetical sale of the private
improvements at the end of the forecast period.

The Redevelopment Apgreement shall contain provisions whereby the public may
participate in excess of the annual cash-on-cash rcturn. The level of participation will be
identified in the financial analysis of each project,

In the event that any Project Improvement is refinanced or sold, once all cost of the sale
or refinancing have been paid, the private debt retired, the investors’ equity investment returned,
the public will sharc in residual proceeds. The annual cash-on-cash and residual salcs
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participation shall be in the same proportion as the proportion of public investment in the
completed Project or group of Projects bears to the total cost of all Project Improvements in such
Project or group of Projects. The proceeds of such participation shall be distributed per the
discretion of the Tax Increment Financing Commission.

Pcr the attached report, Projects 1,2 and 3 would have negative IRR without tax
increment financing assistance. Project 1 would have a14.4% IRR with TIF assistance, Project 2
would have a 1.7% IRR and Project 3 would have a 9.3% IRR.

XI. COST-BENEFIT ANALYSIS

A cost-benefit analysis shall be prepared for Plan. This analysis and other evidence
submitted to the Commission shall describe the (1) impact on the cconomy of each taxing
district if the Plan and projects arc not built; {2) impact on the economy of each taxing district if
the Plan and projects are built; (3) a fiscal impact study on every affected political subdivision;
and (4) sufficient information to dectermine whether the projects as proposed are financially
feasiblc,

XM, ACQUISITION AND DISPOSITION

It is anticipated that it will be nceessary to acquire property to achieve the redevelopment
objcctives. The Commission may acquire property by purchasc, donation, lease or eminent
domain in the manner provided for by corporations in Chapter 523, R.S.Mo. The property
acquircd by the Commission may be cleared, and either (1) sold or leased for private
redevelopment or (2) sold, leased, or dedicated for construction of public improvements or facilities.
No properly lor a redevelopment project shall be acquired by eminent domain later than five (5)
years from adoption of the ordinance approving the project. See Exhibit 12 for notation of
properties, which could be under consideration of acquisition.

XM, RELOCATION ASSISTANCE PLAN

Should relocation be nccessary, relocation assistance will be available to all eligible
displaced occupants in conformance with the Commission’s Relocation Assistance Plan as
shown in Exhibit 13 or as may be required by other state or federal laws. Any relocation will be
at the cxpense of a Redeveloper, the Tax Increment Financing Commission or the City of Kansas
City, Missouri.

X1V. ENTERPRISE ZONE

In the cvent mandatory abatement is sought or received pursuant o Section 135.215,
R.S.Mo., as amended, such abatement shall not serve to reduce payments in lieu of taxes that
would otherwise have been available pursuant to Section 99.845, R.S.Mo. without Commission
approval. Said designation shall not rclicve the assessor or other responsible official from
ascertaining thc amount of equalized assessed valuation of all taxable property annually as
required by Section 99.855, R.S.Mo.

XV. PROVISION OF PUBLIC FACILITIES
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Redeveloper will provide and maintain all necessary public facilities and utilities to
service the Redevelopment Area

XVI. REDEVELOPMENT AGREEMENT

Upon approval of this Plan, the Tax Increment Financing Commission and Redeveloper
will enter into a Redevelopment Agreement, which will include, among other things, provisions
relative to the following:

1.

2.

KC-898516-5

implementation of the Plan;

reporting of Economic Activily Taxes;

the Commission’s Affirmative Action Policy;

a design guideline review and approval proccss;

the Commission’s Relocation Plan, if any;

approval by Commission of the costs, design of the Project Improvements,
Redevelopment Project Costs, certified rcimbursable Redevelopment
Project Cosls; and

public participation in €xcess return,
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EXHIBIT1A

REDEVELOPMENT AREA

Beginning at the point of intersection of the westerly prolongation of the northern
boundary of Lot 1, E & A Subdivision with the center line of the right-of-way of
Baltimore Avenue; thence south along the center line of the right-of-way of Ballimore
Avenue Lo 1ts intersection with the westerly prolongation of the southern boundary of Lot
1, E & A Subdivision; thence east along the southern boundary of Lot 1, E& A
Subdivision to its intersection with the center line of the public alley lying west of Lot 2,
E & A Subdivision; thence south along the center line of the public alley lying west of
Lot 2, E & A Subdivision to its intersection with the westerly prolongation of the
southern boundary of Lot 2, E & A Subdivision; thence east along the southem boundary
of Lot 2, E & A Subdivision, to the point of intersection of the easterly prolongation of
the southern boundary of Lot 2, E & A Subdivision with the center line of the right-of-
way of Main Street; thence south along the center line of the ri %ht-of—way of Main Street
to its intersection with the center line of the right-of-way of 12" Street; thence west along
the center line of the right-of-way of 12™ Street to its intersection with the center line of
the right-of-way of Baltimore Avenue; thence south along the center line of the right-of-
way of Baltimore Avenue to its intersection with the center line of the right-of-way of
U.S. Interstate Highway Route No. 35 (Truman Road); thence east along the center line
of the right-of-way of Interstate Highway Route No.35 (Truman Road) to its intersection
with the center line of the right-of-way of Grand Street; thence north along the center
line of the right-of-way of Grand Street to its intersection with the center line of the right
of way with 13" Street; thence west along the center line of the right-of-way of 13®
Street to its intersection with the center line of the right-of-way of Walnut Street; thence
north along the center line of the right-of-way of Walnut Street to its interscction with the
casterly prolongation of a line 11.75 feet south of the north line of Lot 47, Block 4,
McGee’s Addition and paraile]l with the south line of the right-of-way of 12" Street;
thence west along said line to a point 77 feet west of the west line of the right-of-way of
Walnut Street; thence south parallel with the west line of the right-of-way of Walnut
Street 8.25 feet; thence west parallel with the south line of the right-of-way of 12 Street
to the center line of a public alley 1ying east of and adjacent 1o Lots 55 through 63,
inclusive, Block 4, McGee’s Addition and lying west of and adjacent to Lots 46 through
54, inclusive, Block 4, McGee’s Addition; thence north along the center line of said
public alley to its intersection with the center line of the right-of-way of 12" Street;
thence east along the center line of the right-of-way of 12" Street to its intersection with
the center line of the right-of-way of Walnut Street; thence north along the center line of
the right-of-way of Walnut Street to its intersection with the center line of the right-of-
way of Petticoat Lane, also know as 1 1 Street; thence west along the center line of the
right-of-way of Petticoat Lane (11" Street) to its intersection with the center line of the
right-of-way of Main Street; thence north along the center line of the right-of-way of
Main Street to the eastetly prolongation of the northern boundary of Lot 1, E & A
Subdivision; thence west along the northern boundary of Lot 1, E & A Subdivision to its
point of intersection with the center line of the north-south public alley lying east of Lot
4, Block 10, Ashburn’s Addition; thence north along the center line of the north-south
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public alley lying cast of Lot 4, Block 10, Ashburn’s Addition (o its intersection with the
center line of the east-west public alley lying north of Lot 1, E & A Subdivision; thence
west along the center line of the east-west public alley lying north of Lot 1, E & A
Subdivision to its intersection with the center line of the right-ot-way of Baltimore
Avenue Lo the point of beginning. Area is being defined using the center line of the right-
of-way of streets, alleys, and lanes as now established.
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EXHIBIT 1B

LEGAL DESCRIPTION
PROJECT 1

Entertainment District:

Block 110: Beginning at the point of intersection of the westerly prolongation of the
northern boundary of Lot 55, Block 4, McGee’s Addition with the center line of the right-
of-way of Main Strect, as said street is now established; thence south along the center lme
of the right-of-way of Main Street to its intersection with the westerly prolongation of the
northern boundary of the southern half of Lot 59, Block 4, McGee’s Addition; thence east
along said line to its point of intersection with the center line of the public alley lying cast
of and adjacent to Lots 55 through 63, inclusive, Block 4, McGee’s Addition and west of
and adjacent to Lots 46 through 54, inclusive, Block 4, McGee's Addition; thence south
along the center line of said alley to the point of interscetion of the southerl%i prolongation
of (he center line of said alley with the center line of the right-of-way of 13" Street, as
said street is now established; thence cast along the center linc of the right-of-way of 13®
Streel to its intersection with the center line of Walnut Street; thence north along the
center line of Walnut Street to its intersection with the easterly prolongation of a line
11.75 feet south of the north linc of Lot 47, Block 4, McGee’s Addition and parallel with
the south line of 12" Street, as said street is now established; thence west parallel with the
south line of 12™ Street to a point 77 foct west of the west line of Walnut Street; thence
south parallel with the west line of Walnut Street 8.25 feet; thence west parallel with the
south line of 12™ Street to the center line of a public alley lying east of and adjacent to
Lots 55 through 63, inclusive, Block 4, McGee's Addition; thence north along the center
line of said alley to its intersection with the westerly prolongation of the northern
boundary of Lot 46, Block 4, McGee’s Addition; thence west along the northem
boundary of Lot 55, Block 4, McGee’s Addition to the point of beginning; which
includcs, among other property:

All of Lots 48, 49, 50, 51, 52, 53, 54, 55, 56, 57, 58, and the northern half of Lot 59, all in
Block 4, McGee’'s Addition, a subdivision in Kansas City, Jackson County, Missouri,
according to the recorded plat thercof; and

All that part of Lot 47, Block 4, McGee’s Addition to Kansas City, Jackson County,
Missouri described as follows:

Beginning at the Southeast comer of Lot Forty-Seven (47), Block Four (4), ol McGece’s
Addition to the City ol Kansas, as per recorded plat, thence ranning North along the East
line of said Lot, on a line parallel with the West line of Walnut Strect thirty-scven (37)
feet, nine (9) inches, thence West on a line parallel with the South line of Twelfth Street
seventy-seven (77) feet; thence South on a line parallel with the West line of Walnut
Street-eight (8) feet three (3) inches; thence West on a line parallel with the South hne ol
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Twelfth Street thirty-cight (38) feet and six (6) inches to the West line of said Lot
Number Forty-seven (47), thence South on East line ol allcy running North and South
through said Block Four (4) twenty-nine (29) feet, six (6) inches to the Southwest corner
of said T.ot Forty-Seven (47), thence East and parallel with the South line of Twelfth
Street one hundred lifteen (115) feet and six (6) inches to the Point of Beginning.

1219 Main: Beginning at the point of interscction of the center line of the right-of-way of
Thirteenth Strect with the center line of the right-of-way of Main Street; thence north
along the center line of the right-of-way of Main Strect to its intersection with the
westerly prolongation of the north boundary of the south 24.75 feet of Lot 59, Block 4,
McGee's Addition; thence east along the northern boundary of the south 24.75 feet of Lot
59, Block 4, McGee’s Addition, to the center line of the alley lying east of and adjoining
the south 24.75 feet of Lot 59 and all of Lots 60 to 63, inclusivc, Block 4, McGee’s
Addition; thence south along the center line of said alley to the point of intersection of the
southerly prolongation of the center line of said alley with the center line of the right-of-
way of Thirteenth Street; thence west along the center line of the right-of-way of
Thirtcenth Street to the point of beginning, which contatns the following:

The south onc-half of Lot 59, all of Lots 60 to 63, inclusive, Block 4, McGee's Addition,
a subdivision in Kansas City, Missouri.

Block 124:

All of Lots 1 through 4, inclusive, Block 8, REID’S ADDITION, a subdivision
in Kansas City, Jackson County, Missouri, according to the recorded plat thereof,
being more particularly deseribed as follows:

Beginning at the Northwest corner of said Lot 1, being also a point of
intersection of the South right-of-way line of 13" Street with the East right-of-way
line of Baltimore Avenue, as said street and avenue are now both established; thence
East along said South right-of-way line and along the North line of said Lot 1, a
distance of 108.10 feet to the Northeast corner thereof; thence South along the East
line of said Lots 1 through 4, inclusive, a distance of 100 feet to the Southcast corner
of said Lot 4; thenee West along the South line of said Lot 4, a distance of 108.10 feet
to the Southwest corner thereof; thence North along the West line of said Lots 4
through 1, inclusive, and along the East right-of-way line of said Baltimore Avenue,
a distance of 100 feet to the Puint of Beginning. Containing 0.248 acres, more or
less; and

All of Lots 5 through 8, inclusive, all in Block 8, REID’S ADDITION, a
subdivision, according to the recorded plat thereof, together with all of Lots 73
through 76, inclusive, including the North-South alley lying West of and adjacent to
the West line of said Lots 73 through 76, inclusive, all in Block 6, McGEE’S
ADDITION, a subdivision, according o the recorded plat thereof, all in Kansas
City, Jackson County, Missouri, being more particularly described as follows:
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Beginning at the Northeast corner of said Lot 73, being also the point of intersection
of the South right-of-way linc of 13™ Street with the West right-of-way line of Main
Street, as said streets are now both established; thence South along said West right-
of-way linc and along the East line of said Block 6, a distance of 148.5 feet to the
Southeast corner of said Lot 76, thence West along said the South line of said Lot 76
and its Westerly prolongation, a distance of 146.59 feet to the Southeast corner of
Lot 8, Block 8, REID’S ADDITION, a subdivision in said City, County and State,
according to the recorded plat thereof; thence West along the South line of said
Lot 8, a distance of 108.10 feet to the Southwest corner thereof; thence North along
said East right-of-way and along the West line of Lots 8 through 5, inclusive,

Block 8, a distance of 99 feet to the Northwest corner of said Lot 5; thence East
along the North line of said Lot 5, a distance of 108.10 fect to the Northeast corner;
thenee North along the East line of Lots 4 through 1, inclusive, of said Block 8, a
distance of 100 feet to the Northeast corner of said Lot 1; thence East along the
Easterly prolongation of the North line of said Lot I and along the South right-of-
way line of said 13™ Street, a distance of 146.59 feet to the Point of Beginning.

Block 125: A fee simple condominium interest in an elevated condominium unit to be
created by the filing of a condominium plan and plat creating a condominium unit over
and above the ground containing customary utility, maintenance, use and access rights
over the Southerly 158 feet of all of Lots 82 through 99 of Block 7 of McGece’s Addition
To Kansas City, County of Jackson, State of Missouri, according to the recorded plat
thereof.

Block 126: Lots 100 through 117 of Block § of McGee’s Addition To Kansas City,
County of Jackson, State of Missouri, according to the recorded plat thereof.

Block 138: Lots 1, 2, 3 and 4 of Block L. of Second Resurvey of Reid’s Addition, a
subdivision in the City of Kansas City, County ol Jackson, Statc of Missouri, according
to the recorded plat thereof.

Lots 7, 8, 9@ and 10 of Block 9 of Reid’s Addition 'T'o Kansas City, County of Jackson,
State of Missouri, according to the recorded plat thereof.

Lots 208, 209, 210, 211 and 212 of Block 15 of McGee’s Addition To Kansas City,
Counlty of Jackson, Statc of Missouri, according to the recorded plat thereof.

Block 139: Lots 190, 191, 192, 193, 194, 199, 200, 201, 202 and 203 of Block 14 of
McGee's Addition To Kansas City, County of Jackson, State of Missouri, according to
the recorded plat thercof.

Block 140: Lots 172, 173, 174, 175, 176, 181, 182, 183, 184 and 185 of Block 13 of

McGee's Addition To Kansas City, County of Jackson, State ol Missouri, according to
the recorded plat thereof.
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EXHIBIT1B

LEGAL DESCRIPTION
PROJECT AREA 2

Beginning at the point of intersection of the center line of the right-of-way of 13" Strect
and the center line of the right-of-way of Walnut Street; thence south along the center
line of the right-of-way of Walnut Street to the point of intersection of the center line of
the right-of~way of 14" Street; thence west along the center line of the right-of way of
14" Street to the point of intersection of Main Street; thence north along the center line of
the right-of-way of Main; thence east along the center line of the right-of-way of 1 3th
Strect to the Point of Beginning. All center-line of right-of-way are as now established.

All or part of other property which includes: 1.ots 82 through 99 of Block 7 of McGee’s
Addition To Kansas City, County of Jackson, State of Missouri, according to the
rccorded plat thereof, however excluding the air rights over the southerly 158 feet of all
of Lots 82 through 99 of Block 7 of McGee’s Addition to Kansas City, County of
Jackson, Statc of Missouri according to the recorded plat thereof.
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EXHIBIT 1B

LEGAL DESCRIPYION
PROJECT AREA 3

Hotel President

All of Block E, 2™ RESURVEY OF REID’S ADDITION, a subdivision in
Kansas City, Jackson County, Missouri, according to the recorded plat thereof, being
more particularly described as follows:

Beginning at the Southwest corner of Lot 4 of said Block E, being also the point
of intersection ol the North right-of-way line of 14™ Street with the East right-of-way line
of Baltimore Avenue, as said street and avenue are now both established; thence North
along said Easl right-ol-way linc and along the West line of said Lot 4, a distance of
130.50 feet to the Northwest comer thereof; thence East along the North line of Lots 4
through 1, inclusive, of said Block E, a distance of 108.10 feet to the Northeast corner of
said Lot 1; thence South along the East line of said Lot 1, a distance of 130.50 feet 1o the
Southeast comer thereofl’ thence West along the South line of said Lots 1 through 4,
inclusive, and along the North right-of-way line of said 14" Street, a distance of 108.10
feet to the Point of Beginning. Containing .0324 acres, more or less; and

All of Lots 9 through 12, inclusive, including the vacated alley South of and
adjacent to the South line of said Lot 12, all in Block 8, REID’S ADDITION, a
subdivision, according to the recorded plat thereof, together with all of Lots 77
through 81, inclusive, including the North-South alley lying West of and adjacent to
the West line of said Lots 77 through 81, inclusive, all in Block 6, McGEE’S
ADDITION, a subdivision, according to the recorded plat thereof, all in Kansas
City, Jackson County, Missouri, being more particularly described as follows:

Missouri, being more particularly described as follows:

Beginning with the Northcast corner of said Lot 77, which is 148.5 feet south
of the northeast corner of Lot 73 being also the point of intersection with the West
right-of-way line of Main Street, as said streets arc now hoth established; thence
South along said West right-of-way line and along the East line of said Block 6, a
distance of 297 fect to the Southeast corner of said Lot 81, being also a point of
intersection with the North right-of-way line of 14™ Street, as now established; thence
West along satd North right-of-way line and along the South line of said Lot 81 and its
Westerly prolongation, a distance of 146.59 fect to the Southeast corner of Lot 1,
Block E, 2™ RESURVEY OF REID'S ADDITION, a subdivision in said City, County
and State, according to the recorded plat thereol; thence North along the East linc of said
Lot 1, a distance of 130.50 feet to the Northeast comer thereof; thence West along the
North lin¢ of Lots 1 through 4, inclusive, of said Block E, a distance of 108,10 feet to the
Northwest comer of said Lot 4, being also a point on the East right-ol-way linc of
Baltimore Avenue, as now established; thence North along said East right-of-way and
along the West line of Lots 12 through 5, inclusive, Block 8, REIY’S ADDITION, a
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subdivision in said City, County and Stalc, according to the recorded plat thereof, a
distance of 99 feet to the Northwest corner of said Lot 9; thence

East along the North line of said Lot 9, a distance of 108.10 feet, of said Block 8;
thence East along the North line of said Lot 77 a distance of 146.59 feet to the Point
of Beginning.
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EXHIBIT 1B

LEGAL DESCRIPTION
PROJECT AREA 4

Town Pavilion Building Tract:

Beginning at the point of intcrsection of the center line of the right-of-way of Petticoat
Lane with the center line of the right-of-way of Main Street; thence south along the
center line of the right-ol-way of Main Strect to its intersection with the center line of the
right-of-way of 1 2™ Street; thence east along the center line of the right-of-way of 1 2t
Street to its intersection with the center line of the right-of-way of Walnut Street; thence
north along the center line of the right-of-way of Walnut Street to its intersection with the
center line of the right-of-way of Pctticoat Lanc; thence west along the center line of the
right-of-way of Petticoat Lane to the point of beginning; all of which includes, among
other property:

All of Lot I, K J & J Addition; Unit A-1, Unit A-2 and Unit B, K J & J Condominium, a
condominium subdivision in Kansas City, Jackson County, Missouri.
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EXHIBIT 1B

LEGAL DESCRIPTION
PROJECT AREA 5

Transamerica Garage Tract:

Beginning at the point of interscction of the westerly prolongation of the northern
boundary of Lot 1, E & A Subdivision with the center line of the right-ol-way ol
Baltimore Avenuc; thenee south along the center line of the right-ot-way of Baltimore
Avenue to its intersection with the westerly prolongation of the southern boundary of Lot
1, E & A Subdivision; thence cast along the southern boundary of Tot 1, E & A
Suhdivision to its intersection with the center line of the public alley lying west of Lot 2,
E & A Subdivision; thence south along the center line of the public alley lying west of
Lot 2, E & A Subdivision to its intersection with the westerly prolongation of the
southern boundary of Lot 2, E & A Subdivision; thenee cast along the southern boundary
of Lot 2, E & A Subdivision, to the point of intersection of the easterly prolongation of
the southern boundary of Lot 2, E & A Subdivision with the center line of the right-of-
way of Main Street; thence north along the center line of the right-of-way of Main Street
to the easterly prolongation of the northern boundary of Lot 1, E & A Subdivision; thence
west along the northern boundary of Lot |, E & A Subdivision to its point of intersection
with the center line of the north-south public alley lying cast of Lot 4, Block 10,
Ashbhum’s Addition; thence north along the center line of the north-south public alley
lying east of Lot 4, Block 10, Ashburn’s Addition to its intersection with the center line
of the east-west public alley lying north of Lot 1, [ & A Subdivision; thence west along
the center line of the east-wcst public alley lying north of Lot 1, E & A Subdivision to its
intersection with the center line of the right-of-way of Baltimore Avenue; thence south
along the center line of the right-of-way of Baltimore Avenue to the point of beginning;
all of which includes, among other property:

All of Lots 1 and 2, E & A Subdivision; the south 2 of the east-west public alley lying
north of Lot 1, E & A Subdivision; the west /5 of that portion of the north-south public
alley lying south of the easterly prolongation of the center line of the east-west public
atley lying north of Lot 1, E & A Subdivision; the east /2 of the north-south public alley
fying west of Lot 2, E & A Subdivision.
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EXHIBIT1B

LEGAL DESCRIPTION
PROJECT AREA 6

One Kansas City Place Tract:

Beginning at the point of interscction of the center line of the right-of-way of 12" Street
and the center line of the right-of-way of Baltimore Avenue; thence south along the
center line of the right-of-way of Baltimore Avenue to its intersection with the westerly
prolongation of the southern boundary of the northem 14 feet of Lot 12, Block 1, Rerd’s
Addition; thence cast along the southern boundary of the northern 14 feet of Lot 12,
Block 1, Reid’s Addition to its intersection with the eastern boundary of Lot 12, Block 1,
Reid’s Addition; thence south along the eastern boundary of Lot 12, Block |, Reid’s
Addition, and along the eastern boundary of the north 6 feet of Lot 13, Block 1, Reid’s
Addition, to its intersection with the westerly prolongation of a line 27 4 feet south of
and parallel with the northern boundary of Lot 70, Block 5, McGee’s Addition; thence
east along a line 27 ¥ feet south of and parallel with the northern houndary of Lot 70,
Block 5, McGee’s Addition, to its intersection with the center line of the right-ol-way of
Main Street; thence north along the center line of the right-of-way of Main Street to its
intersection with the center line of the right-of-way of 12™ Street; thence west along the
center line ol the right-of-way of 12™ Street to the point of beginning; all of which
includes, among other property:

All of Lots 64 through 69, inclusive, Block 5, McGee’s Addition; the north 27 % feet of
Lot 70, Block 5, McGece’s Addition; all of Lots 1 through 4, inclusive, Block A, Resurvey
of Reid’s Addition; all of Lots 7 through 11, inclusive, Block 1, Reid’s Addition; and the
north 14 fcet of Lot 12, Block 1, Reid’s Addition; together with the vacated alley west of
and adjacent to Lots 64 through 69, inclusive, Block 5, McGee’s Addition, and the north
27 ¥ feet of Lot 70, Block 5, McGee’s Addition, and east of and adjacent to Lot 1, Block
A, Resurvey of Reid’s Addition, and Lots 7 through 12, inclusive, Block 1, Reid’s
Addition, and the north 6 feet of Lot 13, Block 1, Reid’s Addition; the vacated alley
south of and adjacent to Lots 1 through 4, inclusive, Block A, Resurvey of Reid’s
Addition and north of and adjacent to Lot 7, Block 1, Reid’s Addition, together with that
portion of the vacated alley and vacated 12" Street vacated by Ordinance No. 58327
recorded as Document No. K-679831.
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EXHIBIT1B

LEGAL DESCRIFTION
PROJECT AREA 7

Expansion Office Building

A fee simple condominium interest in an elevated condominivm unit to be created by the
filing of a condominium plat and plan creating a condominium unit over and above the
ground and containing customary utility, maintenance, use and access rights over the
northern 160 feet of:

Lots 1 through 12 of Block 8 of Reid’s Addition to Kansas City, County of Jackson, State
of Missouri, according to the recorded plat thereof.

Lots 1,23 and 4 of Block E of Second Resurvey of Reid’s Addition, a subdivision in the
City of Kansas City, County of Jackson, Statc of Missouri, according to the recorded plat
thercot,

Lots 73 through 81, Block 6 of McGee’s Addition To Kansas City, County of Jackson,
State of Missouri, according to the recorded plat thereofl

FAMLRFUBTOne KC Place- I'arking Garage'Legal Description of Redeveloprient Area.dos
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EXHIBIT 3
SPECIFIC OBJECTIVES OF REDEVELOPMENT PLAN

1. To cure the blighted conditions identified in the blight study, by inter alia, the
tmprovements described in this Plan.

2. To acquire land.

3. To acquire and demolish the vacant Joncs Store building,

4. To construct public parking garages.

5. Toimprove public streets, sidewalks, streetscape and public infrastructure.
6. To construct an 325,000 to 425,000 square feet of an Entertainment District.
7. Ta rehabilitate office spacc in One Kansas City Place.

&. To rehabilitate the Hotcl President and future expansion of hotel for 320
additional rooms.

9. To construct two office buildings approximately 450,000 to 650,000 square feet
and 250,000 to 350,000 square feet,

H). To construct mixed uscd which includes retail, residential, office and open space.
1. To construct improvements in and parking for the Town Pavilion.

12. To upgrade and refurbish utilitics and other infrastructure facilities serving the
Redevclopment Area,

13. To cnhance the tax base by inducing development of the Redevclopment Area to
its highest and best use, bencfit taxing districts and encourage private investment

11 surrounding areas.

14. To promote the health, safety, order convenience, prosperity and general welfare,
as well as efficiency and economy in the process of development.

15. To provide development and business opportunities in the Redevelopment Area
and surrounding areas.

16. To stimulate construction crmployment opportunities and increase demand for
sceondary and support services for the surrounding arca.

{File: “W2GOTLIATH\OCUMENTS edo-ducs\6Uipre'solo\ty:.00022 723.DOCY



EXHIBIT 4A

PROJECT AREA 1

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart for each Project Area. Reproduce this chart for each Project

Area,

NEW
CONSTRUCTION

Existing
Structure
§to
REMAIN
AS 1S

Existing Structures to
be REHABILITATED

Total

Existing Structures
to he
DEMOLISHED

Squarc fcet of
QFFICE Space

Square feet of
RETAIL Space

Approximately
350,000 sq.ft.

Approximately
48,600 sqf't

Approx. %03,727
sq.ft.

Square feet of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Approximately
350,000 sq.il.

Approximately
48,600sq.fi.

Approximately
398,600 sq.fi.

Approx. 903,727
sq. .

Number of
DWELLING
UNILS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

2,000 spaces

2,000 spaces

Surface parking lot
1,500 surlace spaces

* A Project Area 1s defined as a specific geographical area within the overall Plan Arca that is
developed during a specific time frame

{File: “W2GOLIATH\DOC UMENTS wde -docs 60 praiso o000 S02 8. NOC)




EXHIBIT 4A
PROJECT 2

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart for each Project Area. Reproduce this chart for cach Project

Area.

NEW
CONSTRUCTION

Existing
Structure
s to
REMAIN
AS IS

Existing Structures
to be
REITABILITATED

Total

Existing Structurc
to be
DEMOLISHED

Square feet of
OFFICE Space

Approximately
500,000 sq.ft.

Approx,
500,000 sq.it.

Square feet of
RETAIL Space

Square feet of
INSTIPUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Approximately
300,000 sq.fi.

Approximalely
500,000 sq.11.

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

1,052 to 1,200 spaces

1,052 to 1,200
SPaccs

* A Project Area is defined as a spectfic geographical area within the overall Plan Arca that is
developed during a specific time frame

{File: “WW2GOLIATHIDOCUMENT S :ede-docsid0protsoloi@ (002 5029. DOC)




EXHIBIT 4A
Project 3 A

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart tor cach Project Arca. Reproduce this chart for each Project

Arca.

NEW
CONSTRUCTION

Existing
Structure
s to
REMAIN
AS IS

Existing Structures
to be
REHABILITATED

Total

Existing Structare
to he
DEMOLISHED

Square feet of
OFFICE Space

Squarce fect of
RETAIL Spacc

Square feet of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Numiber of
DWELLING
UNITS

Number of
HOTEL ROOMS

214

214

Number of
PARKING SPACES

* A Project Area is defined as a specific geographical area within the overall Plan Arca that is
developed during a specific time frame
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EXHIBIT 4A
Project 3 B

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart for each Project Arca. Reproduce this chart for each Project

Ared.

NEW
CONSTRUCTION

Exisling
Siruclure
s to
REMAIN
AS IS

Existing Structurcs
to be
REHABILITATED

Total

Existing Structure
to be
DEMOLISHED

Square feet of
OFFICE Space

Squarc feet of
RETAIL Space

Squarc fect of
INSTITUTIONAL
Space

Squarc fect of
INDUSTRIAL
Space

Total Square Fect

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

320

320

MNumber of
PARKING SPACES

* A Project Area is defined as a specilic geographical arca within the overall Plan Area that is
developed during a specific time frame
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EXHIBIT 4A
Project 4

CONSTRUCTTON TOTALS BY PROJECT AREA*

Please complete the following chart for each Project Area. Reproduce this chart for each Project

Area.

NEW
CONSTRUCTION

Existing
Structure
Kt
REMAIN
ASIS

Existing Structures
to be
REHBABILITATED

Total

Existing Structure
to be
DEMOLISHED

Square fect of
OFFICE Spacc

Square fect of
RETAIL Space

Square feet of
INSTITUTIONAL
Space

Squarc fect of
INDUSTRIAL
Space

Total Square Feet

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

* A Project Area is defined as a specific geographical area within the overall Plan Area that 1s
developed during a specific time frame

{File: “W2GOLIATHDOCUMENTS wile dues'&Pprotsolai@e0002 503 1. DOC)




EXHIBIT 4A
Project 5

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart {or cach Project Area. Reproduce this chart for each Project

Arca,

NEW
CONSTRUCTION

Existing
Structure
s to
REMAIN
AS IS

Existing Structures
to be
REHABILITATED

Total

Existing Structure
to be
DEMOLISHED

Square feet of
— OQFFICE Space

Square Teet of
RETAIL Space

Square feet of
INSFITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

‘Total Square Feet

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

developed during a specific time frame

= {File: WW2GOLIATHDOCUMENT S:cde-does:604protisol o i ry0u2 5033, DOC
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EXHIBIT 4A
Project 6

CONSTRUCTION TOTALS BY PROJECT AREA*

Plcasc complcte the following chart for each Project Area. Reproduce this chart for each Projeet

Area.

NEW
CONSTRUCTION

Existing
Structure
s to
REMAIN
ASIS

Fxisting Structures
to be
REHABILITATED

Total

Existing
Structures to be
DEMOLISHED

Square fect of
OFFICE Spacc

Approximately
270,000 sq.ft.

Approximatcly
270,000 sq.{t.

Squarc fect of
RETAIL Space

Squarc fect of
INSTITUTIONAL
Space

Squarc fect of
INDUSTRIAL
Space

Total Square Feet

Approximately
270,000 sq.{t.

Approx.
270,000 sq. ft.

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

* A Project Area is defined as a specific geographical area within the overall Plan Area that is
developed during a specific time frame
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EXIIIBIT 4A
Project 7

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart for cach Project Area. Reproduce this chart for each Project

Area,

NEW
CONSTRUCTIO
N

Existing
Structures
to
REMAIN
AS IS

Existing Structures
to be
REUABILITATED

Total

Existing
Structures to be
DEMOLISHED

Square feet of
OFFICE Space

Approximalely
250,000 1o 350,000
sq. [

Approximately
250,000 to
350,000 sq..ft.

Square feet of
RETAIL Space

Square feet of
INSTITUTIONAL
Space

Squarc feet of
INDUSTRIAL
Spacc

Total Square Feet

Approximately
250,000 to 350,000
sq.ft.

Approximately
250,000 1o
350,000 sq.ft.

Number of
DWELLING
UNITS

Number of
HOTFEL ROOMS

Number of

PARKING SPACES

* A Project Area is defined as a specific geographical area within the overall Plan Area that is
developed during a specific time frame
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EXHIBIT 4A

PROJECT AREA 1

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart for each Project Area. Reproduce this chart for cach Projcct

Area.

NEW
CONSTRUCTION

Existing
Structure
5 lo
REMAIN
AS IS

FExisling Structures to
be REHABILITATED

Total

Existing Structure:
to be
DEMOLISHED

Square feet of
OFFICE Space

Square feet of
RETAIL Space

Approximately
350,000 sq.ft.

Approximately
48,600 sgf.t

Approx. 903,727
syt

Square feet of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Approximately
350,000 sq.f.

Approximately
48,600sq.1t.

Approximately
398,600 sqg.it.

Approx. 903,727
5q.11.

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

2,000 spaces

2,000 spaces

Surface parking lot
1,500 surface spaces

* A Project Area is delined as a specilic geographical arca within the overall Plan Arca that is
developed during a specific time frame

{File: “W2COLIATH\DOCUMENT S \ede-docsiolprotsolot99:0002 5028 DOC)




EXHIBIT 4A
PROJECT 2

CONSTRUCTION TOTALS BY PROJECT AREA¥*

Please complete the [ollowing chart for cach Project Area. Reproduce this chart for each Project

Area.

NEW
CONSTRUCTION

Existing
Strucinre
s to
REMAIN
ASIS

Existing Structares
te be
REHARILITATED

Total

Existing Structure
to be
DEMOLISHED

Square feet of
OFFICE Space

Approximately
500,000 sq.tt.

Approx.
500,000 sq.ft.

Square feet of
RETAIL Space

Squarc fect of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Approximately
300,000 sq.ft.

Approximately
500,000 sq.ft.

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

1,052 to 1,200 spaces

1,052 to 1,200
spaces

* A Project Area s defined as a specific geographical arca within the overall Plan Arca that is
developed during a specific time frame

{File: WW2GOLIATH\DOCUMENT Stede-docs 6 0hprotsole: 990002 5029 DOC )




EXHIBIT 4A
Project3 A

CONSTRUCTION TOTALS BY PROJECT AREA™*

Please complete the following chart for each Project Area. Reproduce this chart for each Project

Area.

NEW
CONSTRUCTION

Existing
Stracture
s o
REMAIN
AS 1S

Existing Structures
to be
REHABILITATED

Total

Existing Structure
to be
DEMOLISHED

Squarce feet of
OFFICE Space

Square feet of
RETAIL Space

Square feet of
INSTITUTIONAL
Space

Squnare feet of
INDUSTRIAL
Space

Total Square Feet

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

214

Number of
PARKING SPACES

* A Project Arca is defined as a specific peopraphical area within the overall Plan Area that 1s
developed during a specific time frame
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EXHIBIT 4A
Project 3 B

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the lollowing chart for cach Project Area. Reproduce this chart for each Project

Area.

NEW
CONSTRUCTION

Existing
Structure
5 to
REMAIN
ASIS

Existing Structures
to be
REHARBILITATED

Total

Exisling Structure
to be
DEMOLISHED

Squarc fect of
OFFICE Space

Squarc fect of
RETAIL Space

Squarc feet of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

320

3240

Number of
PARKING SPACES

* A Projeet Arca is defined as a specific peographical arca within the overall Plan Area that is
developed during a specific time frame

{File: “W2GOLIATH:DOCUMENTS ede-docs 60 protsalo: 390002 5032 DOC




EXHIBIT 4A
Project 4

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complele the following chart for each Project Area. Reproduce this chart for each Project

Area.

NEW
CONSTRUCTION

Existing
Structure
s to
REMAIN
AS TS

Existing Structures
to be
REIIARILITATED

Total

Existing Structure
to be
DEMOLISHED

Square feet of
OFFICE Space

Squarc fect of
RETAIL Space

Square feet of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

‘Total Square Feet

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

* A Project Area is delined as a specilic geographical arca within the overall Plan Arca that is
developed during a specific time frame
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EXHIBIT 4A
Pruject 5

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart for each Project Area. Reproduce this chart for each Project

Area.

NEW
CONSTRUCTION

Existing
Structure
s to
REMAIN
AS IS

Existing Structures
to be
RENTABILITATED

Total

Existing Structure
Lo be
DEMOLISHED

Square feet of
OFFICE Space

Square feet of
RETAIL Spacc

Square feet of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of
PARKING SPACES

* A Project Area is defined as a specific geographical arca within the overall Plan Arca that is
devetoped during a specific time frame
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EXHIBIT 4A
Project 6

CONSTRUCTION TOTALS BY PROJECT AREA¥*

Please complete the following chart for each Project Area. Reproduce this chart for cach Projcct

Arca,

NEW
CONSTRUCTION

Existing
Structure
sto
REMAIN
AS IS

Existing Structures
to be
REHABILITATED

Total

Existing
Structures to he
DEMOLISIIED

Square feet of
OFFICE Space

Approximalely
270,000 sq.ft.

Approximately
270,000 sq.fi.

Square feet of
RETAIL Space

Sepuare feet of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Approximately
270,000 sq.fi.

Approx.
270,000 sg. fi.

Number of
DWELLING
IINTTS

Number of

HOTEL ROOMS

Number of
PARKING SPACES

* A Project Area is defined as a specific geographical area within the overall Plan Area that is
developed during a specific time frame
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EXHIBIT 4A
Project 7

CONSTRUCTION TOTALS BY PROJECT AREA*

Please complete the following chart for each Project Arca. Reproduce this chart for each Project

Arca.
Existing Existing Structures
NEW Structures to be Total Existiny
CONSTRUCTIO to RENABILITATED Siructures to be
N REMAIN DEMOLISHED
AS IS
Square feet of Approximately Approximately
OFTICE Space 250,000 to 350,000 250,000 to

sg. ft.

350,000 sq..ft.

Square feet of
RETAIL Space

Square fect of
INSTITUTIONAL
Space

Square feet of
INDUSTRIAL
Space

Total Square Feet

Appraximately
250,000 to 350,000
sg.fi.

Approximately
250,000 to
350,000 sq.1t.

Number of
DWELLING
UNITS

Number of
HOTEL ROOMS

Number of

PARKING SPACES

* A Project Arca is defined as a specific geographical area within the overall Plan Area that 1s
developed during a specific time frame
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EXHIBIT4B

Employment Information

This employment information includes Project 1, 2, and 3a.

Pcrmanent jobs to be CREATED IN 2,034
Kansas City
Permanent jobs to be RELOCATED
TO Kansas City
Permanent jobs to bc RETAINED IN 1,493
Kansas City

TOTAL 3,586
Anticipatecd Annual Payroll $162,436,000
Estimated number of construction 2,200
workers to be hired during construction
phase

fEile: wWW2GOLIA THIDOC UMENT Stede docs:n0yprotsalo: 9900022727 DOCY



Projects 1-7 Budget

EXHIBIT 5 A
12 SOUTH LOCP TIF PLAN
_____ : ESTIMATED REDEVELOPMENT PRCJECT COSTS

ESTIMATED REIMBURSABLE DEVELOFER
TOTAL FROM TIF EQUITY/
o PROJECT REVENUES OTHER
COSTS FINANCING

TIF COMMISSION EXPENSES'

- 1. Estimated Reimbursable Costs for Plan Implementation
A Legal $175,000 $175.000 0
B. Agenda 2,000 2,000 )

- C. Staff Time 70,000 70,000
D. Miscellanecus 30,000 30,000 )
2. Plan Administration Expenses 150,000 150,000 0

Subtotal $427,000 $427,000 30

PROJECT AREA 1 -Entertainment District

h Site $41,414,639 $41,414,639
Public Parking Structures $24 250,000 $24,250,000 0
Ratait Construction 95,625,000 54,000,000 41,625,000
Public Infrastructure 20,000,000 20,000,000 0
Architectura¥Engineerng Fees 2,250,000 2,250,000 0
SUBTOTAL $133,529,639 $141,914,639 $41,625,000
Final Development Project 1 and 2
Approval Fees ($.05 per

- square fool@ 925,000) $46,250 30 $0
PROJECT AREA 2 -H&R Block Cffice Building

- Site $59,439,700 $59.439,790
Public Parking Structures 22,876,194 $22,876,194
Tenant Improvement 27,565,985 $27.565,085
Developer Fec 3,845 869 $3,6845,869 %0

T Furniture, Fixtures and Equipment 14,000,000 $7.589,936 $2.410,014
Pre-Occuapncy Costs 13,671,250 $13,671,250
Interest Expense 171,000,000 $ 171,000,000 3 -
SUBTOTAL $308,399,088 $292,317,824 $16,081,264



Project 3A - Hotel President Rengvation

Land Acquisition Cost and Short Term Debt
Motel Construction Costs - Hard Costs
Architect & Engineering

Furniture, Fixtures & Equipment
Environmental Abatement

Brownfield Legal Expense

Developers Fees

Pre Opening Expenses

Owners Development Costs (appraisal, envr}
Financing Fees

Legal Feas, Title, Closing Costs

Inspecting Engineer {HDR Engineering}
Interest Raserva '
Contingency

Operating Allowance

SUBTOTAL

Final Dovelopment Project A
Approval Fees ($.05 per
square foot@ 247 254)

* The first draw from the Project Fund will be used to reimburse the Developer for the out-of-

Projects 1-7 Budget

ESTIMATED REIMBURSABLE DEVELOPER
TOTAL FROM TIF EQUITY/
PROJECT REVENUES OTHER
COSTS FINANCING

2,550,000 2,550,000 0
24,822,595 11,477.185 13,345,210
2,421 532 - 2,421,532
5,550,000 - 5,550,000
2,025 485 472,815 1,552 640
242,086 - 242 086
367,081 - 367,981
500,000 - 500,000
724,545 - 724,545
1,281,000 - 1,281,000
523,013 - 523,013
45,000 - 45,000
1,044,620 - 1,044,620
1,000,000 - 1,000,000
1,000,000 - 1,000,000
$44,007,627 $14,500,000 $29,597,627
$12,363 $0 $0

pocket costs expended for land acquisition, hard construction costs, environmental
abatement and a portion of the architectural and engineering fees.

**The Hotel Hard Construction Costs includes approximately $222,000 in streetscape and

public right-of-way improvements.

*** No TIF Proceeds will be used to fund furniture, fixtures or equipment.

=+ Developer has been, or will be, issued federal and state historic tax credits and

brownfield redevelopment tax credits, the proceeds from the sale of which will fund a portion

of developer's costs. The proceeds of the sale of those 1ax credits is estimated to be as
follows: federal --$6,248,000; state -- $7,578,746; brownfield - $1,707,086; total --



Project 47
Project 57
Project 6 2
Project 72

TOTAL

ESTIMATED REIMBURSABLE
TOTAL FROM TIF
PROJECT REVENUES

COsTS
$0
$0
$0
$o
$536,463,354 $449,159,463

! The selected developer shall pay all fees and expenses of the TIF Commission lor

Plan preparation, approval and imptementation including, but not limited to, staff time,
agenda costs, legal fees, printing and publication of notices. The selected

developer shall be billed for these expenses by the Commission as needed. These
expenses shalt be considered reimbursable project costs to the developer from

the Special Allocation Fund.

in addition, the Commiszion has determined that those planning and special services
expenses of the Commission which cannot be directly atfributable to a particular
project are nonetheless reasonable and necessary for the operation of the Coammlssion
and are incidental to the project. These incidental costs will be recovered by the
Commission from the Special Allocation Furst in ah amount not to exceed five percant
{5%) of the PILOTS and Economic Activity Taxes patd annually into the fund.

? plan to be amended at the time of submission of specific projects.

The amounts inlcuded herein are estimated expenses stated in 2003 dollars.

Projects 1-7 Budget

DEVELOPER
EQUITY/
OTHER
FINANCING
$0
$0
$0
$0

$87,303,891



EXHIBITS B

ESTIMATED REDEVELOPMENT SCHEDULE

PROJECT

COMPLETE

Project 1Kansas City LIVE
Site Development/Tenant Finish

Project 2 H&R Block Office Building
Construction of Parking Garage

Project 3A Renovation of Hotel President
Project 3B Hotel President Expansion

Project 4 Town Pavilion

Project 5 Trans America Parking Garage
Project 6 Renovation of One Kansas City Place

Project 7 H&R Block Office Expansion

Note: “0” is the date of Plan approval

fFile: WW2GOLIATH.DOC UMENTS ede-doos 60iproisolot 9900022729 DOCY
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Pres TIF Projections

Hotel President Block TIF Plan

Phase | (214 Room Renovation/Upgrade of President Hotsl)

TIF Revenue Projections
HVE Scenario 2

Taxes Avallable Under Statutory TIF

5%
FAB F&B Individual Total EATS PILDTS TIF Admin. Total TIF
Yeaar Sales CVT Earnings Per TIF Fae {Statutory)
1 3 55885 3% 40,644 § 20,000 § 116,529 % 530,985 {35,376) $ £72,138
2 61,808 44,804 20,600 127 008 580,985 {35,900) 882,005
a 65,533 47,6681 21,218 134,412 538 850 (36,713) 897 540
4 £8 206 45,805 21,855 139,665 £495,850 (36 576) 702,538
a 70,249 51,080 22,610 143,849 GOB. 047 (47 634} 716,082
] 72,356 52,823 23,185 148,164 608,847 {37.851} 719,161
7 74,529 54,203 23,861 162,612 617,980 {38,530} 732,083
-] 76,766 55,830 24,597 157,193 617,980 {38,759) 736,415
9 79,088 57,504 25,3535 161,908 827,250 {39,458) 749,700
10 81,441 58 230 26,005 168,767 627,250 {39,701) 754,316
11 83,885 81,007 26,878 171,770 . 636,659 (40,421) V68,007
12 86,401 62,837 27,685 176,923 636,854 (40,675 772,902
13 88,593 64,722 28,515 182,231 646,209 (41,422) TR 017
14 21,668 68,664 29,31 187,697 645,200, {41,685) Fa2.211
15 94,413 68,664 30,262 153,328 655,902 {42 462) B06,769
16 97,245 70,724 31,159 188,128 855,002 {42.751) 812,278
17 100,162 72,845 32,094 205,102 665,740 {43,542} §27,300
id 103,167 75.031 3,057 211,255 565,740 {43,850) B33,148
19 106,262 77,282 34,049 217,593 B75,728 (44,668) B448,653
20 109,450 749,600 35,070 224321 &75,726 {44,992) BS54 854
21 112,734 81,988 36,122 230,844 £B85,862 {45,835) aro an
az 116,116 84,448 37,208 237,770 685,862 {45,182} 877.450
23 118,559 68,981 38,322 244,603 696,150 {47 053} 534,000
Tatat § 2015730 $ 1465988 § 640,068 % 4,130,774 § 14,718,169 &% {942,447) § 17,908,456
Assumpligng:
SALES TAX DETAIL
KCWO Ganaral 2.0000% KCMO F&B CVT 2.0000%
ATA Portich 0.0000% KCMO MOTEL CVT 7.5000%.
Nat KGMO 2.0000% KCMO HOTEL CVT
Jacksan Co. 0.7500% {% available) 80%
I otal Lacat 2.7500% Earnings Tax 1%
Statutory EATS are 50% of total ecanomic activity texes collected by City and County
Project consisis of rehabilitation of the President Hotel resulting in 214 rooms
F&B Sales — Sales increase when stabilization occurs in Yaar 3: $ 4,786,070
Base yeer sales assumed to be $0 Tax Rate: 2.7600%
Inflation at 3% per yaar thereaftar % of Tax Cepiured: 50%
F&B CVT - Sales increase when stabilization oceurs in Year 3: & 4,766,070
Basg year sales assumed to be $0 . Tax Aate: 2.0000%
Inflation at 9% per year thereatter % of Tex Captured: 50%
Individual Earnings --
Number of employees: 120 Increase over Base: § 4,000,000
Average Annual Salary: $ 33,333 Tax Rate: 1.0000%
Base yoar aarnings: $ - % Captured: 50%
Inflation at 3% par year thereator
PILOTS -- Property tax increment; Value Approach
Eslimated value (per room} of Hotel upan completion of construction: $ 112,150
Taotal prajactad appraised value: § 24,000,100
Assassed at 32%; tax rate of $7.803 per $10G valus Projected Yr. 1 Assesement: § 7,680,032
inliation @ 1.5% every other year initial Equalized A d Value: § 106,215
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Preg TIF Projections

Taxes Available Under Super TIF

Hotel Hotal F&B F&B Individual Tatal
Year Sales CVT Sales CVT Earnings Super TIF
1 $ 111,350 § a75807 § 406844 § 40844 § 20,000 $ 588,444
2 128,587 433,983 44,804 44,804 20,600 672778
3 138,866 472,384 47,861 47,881 21,218 728,889
4 146,296 493,748 49,605 49,605 21,865 761,108
5 150,677 508,533 61,090 51,090 22,510 783,900
B 155,197 523,789 52,623 52,623 23,185 807,416
7 155,856 539,515 54,203 54,203 23,881 831,658
8 164,655 555,712 55,630 55,830 24,597 866,624
9 168,584 572,379 57,504 57,504 25,235 882,317
10 174,683 589,557 58,230 59,230 26,005 908,798
1 178,924 807,243 81,007 61,007 26,878 936,060
12 185,322 625,461 62,837 62 837 27,685 964,141
13 190,881 844,224 64,722 64,722 28,515 993,068
14 196,608 663,551 66,664 68,664 29,371 1,022,658
15 202,505 683,456 68,664 68,664 30,252 1,053,543
16 208,581 703,962 70,724 70,724 31,159 1,085,150
17 214,839 725,080 72,845 72,845 32,094 1,417,704
18 221,284 746,833 75,031 75,031 33,057 1,151,235
19 227022 769,236 77.282 77,282 34 049 1,185,772
20 234,760 792315 79,600 79,600 35,070 1,221,345
21 241,803 216,084 91,988 81,988 36,122 1,257,988
22 240,057 840,567 84,448 84,448 37,206 1,295,725
23 266,629 865,784 85,881 §6,981 38,322 1,334 567
Total & 4,310,876 § 14,549,207 § 1465986 % 1465986 § 849,058 § 22441112
Assumptions:
SALES TAX DETAIL
KCMO Ganaral 2.0000% KCMO FAB CVT 2.0000%
ATA Portion 0.0000% KCMO HOTEL CVT 7.5000%
Net KCMOD 2.0000% KCMO HOTEL GVT
Jackson Co, 0.0000% {% available) W%
Tolal Local 2.0000% Eamings Tax 1%

142004

Super TIF EATS are remaining 50% of economic actlvity taxes collectad by City and the CVT on rooms
Project consists of rehabilitation of the President Hote! resulting in 214 rooms

Hotel Salea — 214 rooms; Stabilization occurs in Year 3 @ ADR ol:

§127.90

Base year sales assumed to be %0 Tax Rate: 2.0000%

intlation at 3% per year thareafter % of Tax Captured: 100%:
F&B Sales - Salas increase when stabilization ocours in Year 3: % 4,766,070

Saga year salas aasumed to be $0 Tax Rate: 2.0000%

Infiation at 3% per yaar thareafter % of Tax Captured: 50%
F&B CVT - Sales in¢crease when stabllization occurs in Year 3; $ 4,766,070

Base year sales assumed o be $0 Tax Rate: 2,0000%

Inflalion at 3% per year theresfter

% of Tax Captured

: BO%

lndividual Earnings —

Number of smployees: 120 Increagse over base: $ 4,000,000
Average Annual Salary: 3 33,333 Tax Rate: 1.0000%
Base year earnings: $ - % Captured: 60%
Inflation at 3% per year thersafter
Hotel CVT - 80% of CVT tax on rooms; inflation at 3% per year thersatter $127.90
Calculation does not assume a base year
Initial Aogm Revenue: $ 5,557,507
Tax Rate: 7.5000%
% of Tax Captured: 80%

Pres TIF Projections - Page 2 o1 3
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Pres TIF Projections

Total TIF & SuperTIF Revenuss

125% 4.50% Present Value of Cumulative

TOTAL Cumulative Coverage PY Total TIF at Annual TiF at

TIF ! STIF Annual TiIF Factor FACTOR 4,50% Fresent Valua
$ 1,260,563 3 1,260,583 § 1,008 4E6 0.95647 § 084,572 % 964,572
1,354,673 2,615 456 1.083 898 0.91484 991,597 1,956,169
1,426,438 4,041,893 1,141,150 0.87502 498,534 2,954,703
1,463,647 5,605,541 1,170,186 D.B3694 979,986 3,934,689
1,498 962 7,004,502 1,199,189 0.80051 859,947 4,894,637
1,526,578 8,531,080 1,221,262 (1. 7TB567 935,081 5,829,717
1,583,720 10,084, BDG 1,250,975 0.73234 916,142 6,745,859
1,583,039 11,687,838 1,274,431 0.70047 892 686 7,638,554
© 1,832,017 13,319 867 1,305,614 0.66598 874,732 8,513,287
1,863,111 14,562,966 1,330,483 0.64082 852 599 9,365,886
1,704 066 16,687,035 1,363,253 0.812932 835,571 10,201,457
1.737.044 18,424,078 1,389,635 058625 814,669 11,016,126
1,780,083 20,204,161 1,424,086 0.56073 798,517 11,814,643
1,815,068 22.016,229 1.452.055 0.53632 ks Ner . 12,583,414
1,860,312 23,879,541 1,488,249 0.51298 763,442 13,356,857
1,897 428 25 776,969 1,517,942 0.49065 744,762 14,101,638
1,945,004 21,721,973 1,566,003 0.46930 730,227 14,831,065
1,984,361 25,706,354 1,587,505 1.44887 712,583 15,544,448
2,034,425 31,740,779 1,627 540 0.42933 G498, 758 16,243,205
2,076,200 33,618,979 1,660,960 0.41085 682,066 16,925,271
2,128,857 35.945.8}35 1,703,085 0.29277 BEB, 025 17,594,185
2,173,175 38,118,011 1,738,540 0.37568 £53,129 18,247,324
2,228 557 40,347,608 1,762,878 0.35932 840 533 18,887,957

$ 40,347,608 $ 32,278,086 % 18,887,957
]
{2.124.895) Months Capital int.
HE 16,769,061 Net For Project Finance }
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EXHIBIT 7
PROJECT 1

A, SOURCES OF FUNDS FOR
ALL ESTIMATED REDEVELOPMENT PROJECT COSTS

1. Amount of Reimbursable Costs from PILOTS $141,914,639
And Economic Activity Taxes
2. Developer $ 41.625000
TOTAL $183,539,639
B. BONBDS

The total estimated amount of PTLOTS and Economic Activity Taxes over the twenty-three
years of reimbursable project cost in this Plan Irom Projeet 1 as provided in the Act is
approximately $168.650,995. The Commission may dedicate part or this entire amount to
help support the issuance of bonds.

tFile: W2 GO LIATH DOCUMENT Stede-docs' 60t piuisolot @R00022 728 DOCS



EXHIBIT 7
PROJECT 2

B. SOURCES OF FUNDS FOR
w ALL ESTIMATED REDEVELOPMENT PROJECT COSTS

1.  Amount of Reimbursable Costs from PILOTS $202.317,824
And Economic Activity Taxcs
) 2. Developer $ 16,081,264
TOTAL $308,399,088
C. BONDS

‘The total estimated amount of PILOTS and Economic Activity Taxes over the twenty-three
years of reimbursable project cost in this Plan from Project 2 as provided in the Act is
approximately $68,563,785. The Commission may dedicate part or this entire amount to help
support the 1ssuance of bonds.
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EXHIBIT 7
- PROJECT 3A

C. SOURCES OF FUNDS FOR
ALL ESTIMATED REDEVELOPMENT PROJECT COSTS

1.  Amount of Reimbursable Costs from PILOTS $ 14,500,000
And Economic Activity Taxes
""" 2. Developer $ 29.597.627
) TOTAL $ 44,097,627
D. BONDS

The total estimated amount of PILOTS and Economic Activity Taxes over the twenty-three
ycars of rcimbursable project cost in this Plan from Project 3 as provided in the Act is
approximately $17.906.496. The Commission may dedicate part or this entirc amount to help
support the i1ssnance of bonds.
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EXHIBIT 10
BLIGHT STUDY

On File at Tax Increment Finance Commission offices
at 10 Petticoat Lane, Suite 250
Kansas City, MO 64106



Tt MarsHALL GROUS

1000 Hart Road , Suiie 240
Barrington, IL 60010
R00.445.9799

December 19, 2003

President Hotel LC

5750 West 95™

Suite 200

Qverland Park, Kansas 66207

KCHLC

5750 West 95

Suite 200

Overland Park, Kansas 66207

Re:  $24,100,000 Construction and Term Loan to
Kansas City Hilton Hotel
Downtown Kansas City, Missouri
Gentlemen: :

Marshall Investments Corporation (“Marshall”) commits to make a loan to President
Hotel LC and KCH LC, as borrowers, in accordance with and subject to the terms and conditions
of the Application attached hereto, addressed to Marshall (“Application™), the terms and
conditions of which are incorporated into and made a part of this Commitment. This
Commitment replaces any and all previous commitments from Marshall for the above property. -

_ Notwithstanding anything in the Application to the contrary, the Application Fee is
$785,250, $30,000 of which has been paid, $120,500 of which is due and payable with the
delivery to Marshall of this Commitment executed by you not later than the close of business
on December 24, 2003, and $634,750 of which is due and payable at closing.

Paragraph'G 12 of the Application has been satisfied.

By acceptance of this Commitment, you agree that the Application Fee of $785,250 set
forth above is now eamed by Marshall.

If you timely accept this Commitment, it shall be effective for 120 days, but in any event

not later than April 16, 2004 , by which date, if the Loan is not closed in escrow or extended by
Marshall in writing, this Commitment shall expire without further notice.
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Please indicate your acceptance of this Commitment by executing one counterpart of the
same and returning it to us not later than close of business on December 24, 2003. If a fully

executed copy is not returned by said date and time, this Commitment shall cxpire without

further notice and shall be nutl and void.

Yours very truly,

MARSHALL INVESTMENTS CORPORATION,
a Minnesota corporation

By:

Its

Accepted and agreed to this
day of , 2003.

PRESIDENT HOTEL LC, a Missouri
limited liability company

By:
its:

Accepted and agreed to this __
day of , 2003

KCH LC, a Missouri limited liability company

| By:
Its:

oAC. D—""

Vice President
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SECURITIES AND EXCHANGE COMMISSION
Washington, D.C, 20549 :

FORM 10-Q

(Mark One)
& QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIS EXCHANGE ACT OF 1934
For the guarterly perind ended October 31, 2003

OR

0O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file nemhber 1-6089

H&R BLOCK, INC.

{Exacl nane of registrant as specified in its charter)

MISSOURI 44-IA7856
{Stalke yr ther jurisdiction of {LR.S. Employer
incorporation or organizativn} Identification No.)
4400 Main Street

Kunsus City, Missouri 64111
{Address of principal executive offices, including zip codc)

{816) 753-6900
{Registrant’s telephone number, including area code)

Tndicate by check mark whether the registrant (1)} has filed all seports required o be filed by Section 13 or 15(d) of the Securities Fxchange Act of 1934 during the
preceding 12 inonths {or for such shorter period that the registrant was required to file such reports), and (2) has been subject 10 such filing requirements for the past
90 days.

Yes B No 0

The number of shares outstanding of the registrant’s Common Stock, without par value, ai the close of business on November 28, 2003 was 178,278,294 shares.
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Cash and cash cquivalents
Cash and cash equivalents — restricted

H&R BLOCK, INC.

CONDENSED CONSOLIDATED BALANCE SHEEES

Amouvnis in thousands, except share amounts

ASSETS

Receivables from customers, brokers, dealers and clearing organizations, net

Receivabics, net {notc 4)
Prepaid expenses and other current assets

Total current asscts

Residual inferests in securitizations (note 5)
Mortgage servicing rights (note 5)
Property and equipmnent, at cost less accumulated depreciation and amortization of $523,897 and

$485,608

Intangible assets, net (nofe 6)
Goodwill, net (note 6)

Other assets

Total assets

Liahilities:

Current portion of long-terin debit
Notes payablc — commercial paper

Accounts payable to customers, brokers and dealers

Accounts payable, avcrued expenses and viher
Accrucd salarics, wages and payroll taxcs
Accrned income taxes

Total current liabilities

Long-term debt

Other noncurrent liabilities
Total liabilities

Stockholders’ equity:

Common stock, no par, stated value $.01 per share

Additional paid-ia capita

Accumulated other comprchensive income (hote 8)

Retained eamings

LIABILITIES AND STOCKHOLDERS® EQUITY

Less cost of 40,343,784 and 38,343,944 shares of common stock in treasury

Total stockholders” equity

Total liabilities and stockholders” equity

{Octeber 31,
23

{Lnausdited}

261,330
571,163
584,721
340,794
638,496

2,356,504

37604
111,960

283,556
350,188
§30,053
171,511

4,461,376

75,385
124,630
999,009
455,362

$3,202
130,614

1,818,202

807,738
299,539

2,925479
2,179
510,951
62,628
2,169,317
(1,209,178}
1,535,897

4,461,376

See Notes 1o Condensed Consolidated Financial Statements

1-

April M0,
2003

$ 875,353
434,242
317,037
403,197
513,532

2,747,361

204,337
99,265

288,594
341,865
714,215
148 268

b 4,603,905

$ 55,678

862,594
468,933
210,629
299,262

1,897,196

822,302
220,698

2,940,196

2,179
496393
36,862
2,221,868

(L093,593)

1,663,709

3 4,603,903




Tahle of Contents

II&R BL.OCK, INC.
CONDENSED CONSOLIDATED INCOME STATEMENTS
Unaudited, amounts in thousands, except per share amounts

Three Manths Ended Six Mnnths Fnded
October 31, Oetober 31,
2003 2002 2003 2002
Revennes:
Service revenucs $ 230,800 3 2066404 § 446,262 3 396973
Gains on sales of mortgage assets 220,282 151,377 412,528 206,385
Interest income 87.R68 92,726 158,819 170.946
Product sales 28,164 15,510 56,515 306,922
Royalties 3416 2,835 4,983 4,056
Other 3,318 2,524 6,038 3,480
579,855 471,386 1,085,545 902,762
QOperating expenses:
Emgployee compensation and henefits 255,764 229,285 480,969 439,483
Occupancy and equiprent 82,314 71,431 158,405 136,293
Interest 19,900 22,6498 43,096 44972
Depreciation and amortization 40,080 36,495 76,010 72,008
Marketing and advertising 21,683 20818 31,791 30,004
Supplies, freight and postage 14,187 13,852 22,141 22,318
impairment of guodwill - 0,000 — 24,000
Other 120,957 133,445 239,369 213,709
563 885 534,084 1,052 441 OR2,847
Operating income {loss) 15,970 (62,688) 33,104 (80,085}
{iher income, net 1164 443 2859 t,934
Income (loss) before taxes 17,134 (62,245) 35,963 (78,151}
Income taxes (benefit) ] 6,758 (24.898) 14,068 {31,260)
Net income: (loss) before cumulative effect of change in accounting principle 10,376 (37,347) 21,895 {46,891)
Cumulative effect of change in accounting principle lor mulliple detiverable
revenue arrangements, less taxes of $4,031 - - (6,359) —
Net income {loss) i ¥ 10,376 $ (37347) h3 15,536 $  (46.,89!)
Buasic carnings (Joss) per share;
Before change in accig, principle % .06 3 (.21) $ A2 3 {.26)
Cumulative effect of change in accounting principle _ — {.03) —
Net income (loss) $ 6 3 (.21 5 KLt b {.26)
Diluted earnings (loss} per share: :
Before change in acctg, principle $ 06 3 (.21} $ 12 $ {.26)
Cumnlative effect of change in accounting principle — — (.03) —
Net income (oss) $ 06 3 (.21 $ 09 3 {.20)

See Notes to Condensed Consolidated Financial Statmen!s
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H&R BLOCK, INC,

CONDENSED CONSOLIDATED STATEMENTS OF CASII FLOWS

Unaudited, amounts in thousands

Six Monihs Enbend

(Jetober 31,
2003 2002
Cash flows from operating activities:
Net income (loss) % 15,536 {46,891)
Adjustments 1o reconcile net income (loss) to nct cash uscd in operating activities:
Depreciation and amortization 76,010 72,068
Accretion of residual interests in securitizations (70,906} {92,853)
Tmpairmients of residual interests in securitizations 11,106 24,132
Additivas w rading secusities  residual interests in securitizations (195,021} {136,760}
Proceeds from net intcrest margin transactions, net 147,107 136,013
Additions to morigage servicing rights {48,002 {37.968)
Amortization of morgage servicing nghis 35,307 20,087
Net change in receivabte from Trusts {54,483) (19,828}
Cumulative effect of change in accounting principle 6,359 —
Impairment of goodwill — 24,000
Mortgage loans held for sale:
Criginations and purchases (11,650,851) (7,930,567 )
Sales and principal repayroents 11,634,472 7,848,969
Other net changes in working capital, net of acquisitions {365.984) (210,224)
Net cash nsed in operating activities {163,350) (349,828)
Cash flows from investing activilies:
Available-for-sale secunitics:
Purchases of availahla-for-sale sacurities (9,5357) {7,602)
Cash received [rom residuad inlerests in secuatizalions 68,850 103,885
Sales of other available-for-salc sceuritics 13,721 7,946
Purchases of property and equipment, net (43,591) (537,003)
Paymcents made for business acquisitions, net of cash acquired {123,330 (21,397)
Other, net 251 {2,817)
Net cash provided by (used in} investing activities (91,387) 22,926
Cush flows from financing activities:
Repayments of notes payable (499,771) (6,430,067)
Proceeds from issuance of notes payable 624,401 6,911,680
Proceeds from securitization financing 50,100 —_
Tayments on acquisition debt (45,100} {47.995)
Dividends paid (68,087) (61.474)
Acguisition of treasury shares (178,847 (313,603)
Proceeds from issuance of common stock 59,851 94,667
Other, net {1,833) (1,536)
Net cash provided by (used in) financing activities (59,286) 151,672
Net decrease in cash and cash cquivalents {614,023) (175,230)
(ash and cash equivalents at beginning of the period 875,353 436,145
Cash and cash equivalents at end of the period b 261,330 260915

See Notes to Condensed Consolidated Financial Statements
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Unaudited, dolfars in thousands, except per share amounts

1.

Busis of Presentation

The condensed consolidated halance sheet as of October 31, 2043, the condensed consolidaterd income statements for the three and six months ended

Uctober 31, 2003 and 2002, and the condensed consolidated statements of cash flows for the six months cnded Ocrober 31, 2003 and 2002 have been prepared
by the Corpany, without audit. In the opinion of management, all adjustments {which include only normal recurring adjustments} necessary (o present fairly the
financial position, resutts of aperations and cash flows at October 31, 2003 and for all periods presented have been mmade.

Financial results for the thece months ended July 31, 2003 have been restated as a result of the adoption of Fmerging Tssues Task Force Issve No. 00-21,
“Revenbe Arrangements with Multiple Deliverables™ (GITT 00-21). See note 13 to the condenscd conselidated financial stulernents (ur additional information.

Certain reclassifications have been made to prior year amounts to conforin to the currenl year presentation, These reclassifications had no effect on the results of
operations or steckholders” equity as previously reported.

Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles generally accepted in
the Thiited States have been condensed or nmitted. These condensed consolidated financial statements should be read in conjunction with the financial
statements and notes thereto included in the Comnpany's April 30, 2003 Annval Report to Shareholders on Form 10-K.

Operating revenues of the U.S. Tax Operations, Business Services and International Tax Operations segments are scasonal in nature with peak revenues
occurring in the months of January through April, Therefore, results For inlerin periods are nat indicative of results to be expected for the foll year.

The Compuny files its Federal and state income tax returns on a calendar year basis. The condensed consolidated incomne statements reflect the eftective tax
rates expected to be applicable for the respective full fiscal years.
Business Combinations

During the six months ended October 31, 2003, cash payments of 118,828 were mude or acetued relaied 1o the acquisition of assets in the franchize territories
of ten former major franchisaes. See discussion related ro liigation involving major franchisces in note 11 1o the condensed consolidated finuncisl slalements.

Results related to the ten former major franchise tertitories, from the datcs company-owned operations coimnsenced, have been included in the accompanying
condensed consolidated financial statements.

4
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Due to pending litigatinn, the purchase price allocations have not been finulized. The preliinary allocation of the purchase price to assets acquired is as
follows: property and equipisient of $4,168; goodwill of $83,267; customer refationships of $21,362 and noncompete agreements of $10,031. The custamer
relationships and noncompete agreements will be amortized vver ten yeurs and theee years, respectively, and the weighted average life of the imangible asscts is
approximalely eight years. Goodwill recognized in these transactions is included in the U.S. Tax Opcrations segment and all but $3,304 is deductible for tax
purpases. The preliminary purchasc price allocations will be adjusted epon determination of the final purchase price.

3. Eurnings (Loss) Per Share

Basic camings (loss) per sharc is computed using the weighted average shares ontstanding during each perind. The dilutive effect of potential common shares is
included in diluted eamings per share. The computations of basic and diluted camings (loss) per share are as follows:

{in (U5, except per share amounis) Three months ended Six months ended
Ortober M, October 31,
piL1ES 2602 2003 2002

Net income (loss) before change in sccounting
principle $ 10,376 $ (37,347 $ 21,895 $ (46,891)
Basic weighted average common shares 177,828 178,880 178,616 180,045
Dilutive potentiat shares from stock options and
mstrivied slock 3,282 - 3,348 —
Convertible prefeered stock 1 — 1 —_
Dilutive weighled average common shares 181,111 178,880 181,565 180,045
Farnings {loss) per share hefore change in accounting
principle:

Basic and diluted $ 06 5 (21} $ 12 3 {.26)

Diluted carnings per sharc cxcludes the impact of shares of common stock issuable upon the exercise of options to purchase 6.5 million shares of stock as of
Cctober 31, 2003, as the aptions’ exercise prices were greater than the average market price of the commen shares and therefore. the effecl would be
antidilutive, Diluted loss per share us of Dotober 31, 2002 excludes the impact of 19.0 million shares issnable npon the exercise of stock optiens and the
conversion of 1,216 shares of preferred stock to common stock, as they are antidilulive.

The weighted average shares vutstanding for the three and six months ended Gctober 31, 2063 decreasad to 1778 million and 178.6 million, respectively, from
178.9 milkion and 180.0 million last ycar, respectively, primarily due to the purchase of treasury shares by the Company. The effect of these purchases was
partially offset by the issuance of treasury shares related to the Company”s stock-based compensation plans.

5.
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During the six months ended Octoher 31, 2003, the Company issued 2.2 million shares of commen stock pursuant to the exercise of stock aptions, employee
stock purchascs and awards of restricted shares, in accordance with the Company's stock-based compensation plans, During the six months ended October 31,

2002, the Company ssued 3.6 million shares of common stock pursuant to the exercise of stuck oplions, employee stock purchases and awards of restricted
shares.

During the six months ended Octoher 31, 2003, the Company acquired 4.2 million shares of its common stock ul an aggregate cost of $178,847. Daring the six
months cnded October 31, 2002, the Compuny acquived 6.5 million shares of its common stock at an aggregate cost of $313,603.
4. Receivahles

Receivables consist of the following:

October 31, 2003 April 30, 2003
Business Servives accounts receivable 5 154,143 b3 185,023
Mortgape loans held for sale 100,174 68,518
Loans to franchiseas 39,370 33,341
Refund anticipalion lvans (RALs) and related receivables 17,200 12,871
Software receivables §,5322 36,810
Cither 50,836 §9,054
363,295 425,617
Allowance for douhtful accounts (12678) (17,038)
Lower of cost or markel adjusinent (9,823) {3.382)
$ 340,794 b 403,197
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5. Mortgage Banking Activities

Activity related 1o residual interests in sceuritizations for the six months ended October 31, 2003 and 2002 and the twelve months ended Aprit 30, 2003 consists
of the fullowing:

Six Menths Ended Year Ended
October 31,
2003 Ocinher 31, 22 Agril 30, 2003
Balanee, beginning of period $ 264337 % 365,371 3 365.371
Additions from NIM transactions 1,514 153 753
Additivns from secured financing, held as collateral 40,196 — —
Cash reecived {38,850) (103, 885) {140,795)
Cash received on sales of residual interesis — — (142.486)
Accretion 70,906 92,853 145,165
Impairments of fair valuc (11,106) (24.132) {(54,111)
Exercise of call nptiom (2,603) - —
Changes in unrealized holding gaing arising during the period, net 22,910 55,790 90,440
Balance, end of pecied 5 7604 b3 386,756 3 264,337

The Company sold $11,631,750 and $7,813,332 of morigage ioans in whole loan sales W third-panty trusts (Trusts) during the six months ended October 31,
2003 and 2002, respectively, with gains totaling $424,034 and 5320,517, respectively, recorded on these sales.

Residual interests vatucd ar $19%,025 and $136,766 werc sccuritized in net interest margin (NIM) transactions during the respective six-month periods. Net cash
proceeds of $147,107 and $136,013 were received from the NIM transactions for the six months ended October 31, 2003 and 2002, respectively. Addidonal
cash proceeds of $50,100 were received as a sesult of the secured financing, as deseribed below. Total net additions to residual interests from NIM transactions
for the six months ended October 31, 2003 and 2002 were $1.814 and $753, respectively.

In the second quarter of fiscal year 2004, the Campany completed a NIM transaction with a special purpose entity {SPE) that did not qualify as a qualifying
special purpose cntity (QSPE), and therefore the SPE has been consolidated and the transaciion is being accounted for as a secured financing (on-balance sheet
securitization). As a result of the on-halance sheet securitization, the condensed consolidated balance shect includes a residual interest of $40,196, which is held
as collateral for the related Gnancing, ang an iolerest rate cap, which is a derivative insttument, The residual interest is accounted for as a trading security. The
interest rate cap of $9,904 is included in other assets. Additionally, a liability for the principal batance of the bonds issued by the NIM trust of $50,100 has been
included in other noncurrent liahilities on the condensed consolidated halance sheet.

The residual interest and interest rate cap underlying the bonds are owned by the NIM trust and arc not available to the Company’s creditors. As such, the
bondhalders have no secourse to the Company for the failure of the underlying mortgage loan horeowers to pay when due. The
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interest rate cap is held tor the benefil of the underlying bondholders of the NIM bonds 1o mitigate nsk assoviated with the resichial cash flows.

Cash flows of $68,850 and $103,885 were received from the sccuritization trusts for the six months ended October 31, 2003 and 2002, respectively. Cash
received on residual interests is included in investing activities in the condensed consolidated statcmenis of cash flows.

Residual interosts are classified as eilther avaitable-for-sale (AFS) or trading sccuritics and are therelore repurted at fair market value (based on discounted cash
flow models). Unrealized holding gains represent the write-up of AFS residual inferests as a result of actual or cstimated Jower interest rales, loan losses or lnan
prepayinents han previousty projected in the Company’s valuation models. Trading securities are marked-to-market through the income staement.

Aggregate net unrealized gains on residual interests, which had not yet been accreted into income, totaled $120,903 at October 31, 2003 and $98.G89 at Apoit
3, 2003. These unrealized gains are recorded net of deferred taxes in other comprehensive income, and may be recognized in income in future periods cither
through accretion or upon farther sceuritization ur sale of the related resicual interest.

In connection wish sccuritization (runsactions, the Clompany, as servicer, has a 10% call option, whereby the Company, at its discretion, may repurchase the
outstanding lnans in the securitization once the cumrent value of the loans is 10% or less of their original value. During the quarter ended July 31, 2003, the
Company, as servicer, exercised its 10% call option on a residual intcrest originally recorded in 1996. The remaining cutstanding loans were reparchased from
the securitization trust, and the proceeds were vsed to pay off the remaining bondhotders. These repurchased loans may be included in future sale transactions.
At the time the call option was exercised, the book value of the residual interest was $2,603.

Activity related to mortgage servicing rights (MSRs) consists of the following:

Six Months Ended Year Ended
Ocilober 31, 2003 October 31, 2002 April 30, 2003
Balance, beginning of peried h 99,265 $ 81,893 $ 81,893
Additions 43,002 37,968 65,345
Amortization (35,307) (20,087) (47,107)
Impairments of fair valuc — — (860)
Balance, end uf peniud § 111,960 s 99774 5 99,265

8
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The key assumptions the Company wiilized to originally estinuale the cash flows and values of residual inferests for securitizations during the three months
ended October 31, 2003 are as follows:

Listimated annval prepayments 30% to 90%
Estimated credit losses 4.74%
Discount rate — residual inlerests 13.21% 10 18.19%
Variable retumns to third-party LIBOR forward corve

beneficial interest holders at NIM closing datc

The following table illustrutes key assumptions the Company utilizes to estimate the cash flows and values of residual interests and MSRs at October 3§, 2003:

Estimated annual prepayments 30% to $0%
Estimated credit Josses 1.71% w 14.08%
Discount rate — residual interests 12% o 43.30%
Discount rate — MSRs 12,80%

At Octwber 31, 2003, the sensitivities of the carrent fair value of the residual interests and M3Rs to 10% and 20% adverse changes in the above key assemptions
are as follows:

Kesidential Murlgage Loans

Original NIM Servicing
Residoals - Residualy Asset
Carrying amount/fair value of residuals b} 26,251 % 291,353 3 F11.960
Weighted average life (in years) 2.1 18 1.2
Prepayments (including defaults):
Adverse 10%  $impact on fair valne 5 1,236 3 2,714 $ {(19,707)
Adverse 20% — $impact on fair valve 2484 £,020 {39,236)
Credit losses:
Adverse 10%  Simpact on fair value $ (1,477) % (33,035) Not applicable
Adverse 2(0% — $impact on fair value (2,765) {62,588) Naot applicable
Discaunt rate:
Adverse 10% — S$impact on fair value k) (777 % (5,142) % (1,865)
Adverse 20% — $impact on fair valuc (1,485) (£1342) (3,431)
Variable interest rates:
Adverse 10% — $impact on lair value % 104 % (10,540) Mot applicable
Adverse 204% — $impact on fair value 210 {19,943) Not applicable

These sensitivities are hypothetical and sheuld be used with caution. As the table indicates, changes in fair value based on a 10% variation in assumptions
generally cunnot be extrapolated because the relationship of the change in assumption ta the change in fair value may not be
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linear. Also in this tablc, the cffect of & variation of a particular assnmption on the fair value of the retained interest is caleulated without changing any other
msswnptions, Tt is likely thar changes in ene factor may result in changes in another, which might magnify or counteract the sensitivitics,
6. Tntangible Assets and Goodwill

Intangible asseis consisl of the [ollowing:

October 31, 2001 April 30, 2003
{irnss Gross
Carrying Avcumulalied Carrying Accumutaled
Amount Amortization Amuount Amortization
1.8, Tax Operations:
Customer relationships $ 21,362 % {B55) $ — $ -
Noncompete agrecmenis 14,031 (859} — —
Business Services:
Custorner relationships 120,178 (50,421) 120,178 {44,192)
Noncompete agreements 26,909 (7,447} 26,900 6,157}
Trade name — amutiizing 1,450 217 1,450 (205)
Trade name — non-amoriizing 55,637 {4,868) 55,637 (4,868)
Inveslient Services: :
Customer relationships 293,000 {114,758) 293,000 (104,108}
Corporate Operations:
Custoner relationships 84 (24) 172 (10}
Noncompete agrecments 295 (@) 60 (1}
Total intangible assets 3 526706 % (179,518) $ 497406 3 (155,541)

Amortization of intangible assets for the three and six months caded October 31, 2003 was $12,861 and $23.977, respectively. Amortization of intangible assets
for the three and six months ended October 31, 2002 was $10,966 and $22,285, respectively. Estimated amortization of intangible assets for liscal years 2004
throngh 2008 is $51,384, $50,556, $4%,55%, $42,988 and $41,218, respeclively.

Changes in the carrying srmount of guodwili for the six months ended October 31, 2003, consist of the following:

April 30, 2003 Additions Other Qctober 3, 2003
U.8. Tax QOperations b 130,502 b 83,892 3 — b 219,394
Mortgage Operalions 152,467 — — 152,467
Business Services 279,650 25,832 — 305,482
Investment Services 145,732 — — 145732
Intcmational Tax Operations : 5,606 512 591 6,769
Corporate Operations 198 11 ' 209
Tatal goodwilt $ 714,215 s 115,247 $ 561 h 830,053

10-




Table of Contents

Additions to goodwill for U.S. Tax Operations inchide $83,267 related to asset acquisitions involving former major [runchise husinesses and other acquisitions
of $5,625. Additions to poodwill for Business Services primurily resutl from the last confingent payment reated to the acquisition of the non-attest assets of
McGladrey & Pullen, LLP of approximately $25,000.

The Company tests goodwill for impairment annually, er more frequently if events oceur which indicate a potential reduction in the fair value of a reporting
units net assets below its carrying value. Durang the six manths ended October 31, 2002, a goodwill impairment charge of $24.000 was recorded for the
Investmenl Services segment. No such impairment or cvents indicating potential impairment have heen identified within any of the Company’s scgments during
the simonths ended October 31, 2003,

7. Derivalive instruments

The Company, in the normal coucse of business, enters into commitments with its customers 1o fund mortgage loans [or specified periods of time at “locked-in"
interest rates. These financial instruments represent cormilments (rate-lock equivalent) to fund loans. The estimated fair value of these ratc-lock cquivalents is
detennined based on the difference in the vatue of the commitments to fund loans between the date of commiiment and the date of valuation, taking into
consideration the probability of the cormmitments being exercised and changes in other marker conditions, At October 31, 2003 and April 30, 2003, the
Company eecorded assets totaling $13,144 and $12,531, respectively, in prepuid expenses and other current assets on the condensed consolidated balance shects
related to these cormmiunents.

The NIM Trust, in the normal course of business, enters into interest rate caps to mitigate interest rale risk W the underlying bondholders of the NIM honds. The
interest rate cap is owned by the NEM Trust, which is notmally not consolidated by the Company. As a resuit of the sceured financing completed in Oclober
2003, an interest ratc cap of $9,%04 has been included in vther assels on the condensed consolidated balance sheet at October 31, 2003, The interest rate cap will
be marked- to-market monthly through the income statement. There are no adjusiments to the interest mie enp included i the consolidated income statements for
the three and six months ended October 31, 2003,

The Company entered into an agreement with Household Tax Masters, Inc. (Household) during tiscal year 2003, whereby the Company waived its right to
purchase any participation intcrests in and receive license [ees relating to RALs during the period January 1 through April 30, 2003. In consideration for
waiving these rights, the Company received a series of payments from Houschold, subject to certain adjustinents based on delinquency rates on RALs made by
Househotd theough Precember 31, 2003. The adjustment to the payments will be paid in January 2004, This adjustment is & derivative and will be marked-to-
market monthly through December 31, 2003, During the three and six wonths ended October 31, 2003, the Company recognized $1,446 and $5,560,
respectively, of revenues related to this instrument. A receivable of $10,731 and $5,171 is included on the condensed consolidated balance sheet as of

October 31, 2003 and April 30, 2003, respectively.
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8. Comprehensive Income

The Company’s comprehensive income is comprised of net income (loss), the change in net unrealized gain on marketable securities and foreign currency
{ranskation adjustments. The compnneats of comprehensive income (loss) for the three and six months ended Ociober 31, 2003 and 2002 were:

Three months ended Six months ended
Ukctober 31, October 31,
203 22 2003 2002
Net income (foss) $ 1037 $ (37,347) $ 15536 3 {46,891}
Change in net unrealized gain on marketable securities 6,172} 450 14,036 34,200
Change in foreign currency tmnstation adjastnients 5,087 1,289 11,730 771
Comprehensive income (Inss) § 10,291 b {35,608) 3 41,302 % (11,920}
9, Stock-Based Compensation

Prior to fiscal year 2004, the Company accounted for stock-based compensation plans under the recognition and measurement provisions of APB Opinion

Nao. 25, “Accounting for Stock Issued to Employees™ (APB 25) as allowed under Stalernent of Financial Accounting Standards No. 123, “Accounting for Stock-
Based Compensation” (SFAS 123). Effective May 1, 2003, the Company adopted the fair value recognition provisions of SFAS 123, under the prospective
transition mcthod as deseribed in Statement of Financial Accounting Standards No. 148, *Accounting for Stock-Rased Compensation — Transition and
Disclosure” (SFAS 148). Had compensation cost for all stock-based compensation plan grants been determined in accordance with the [uir value acceunting,
method prescribed under SFAS 123, the Campany’s net income (loss) and earnings (Ioss) per share for the three and six months ended October 31, 2003 and

2002 would have been as follows:
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Three Months Ended Six Months Ended
COetober 31, Ucluber 31,
2003 2 200% 2002
Net income (loss) as reported $ 10,376 $ (37341 % 15,530 $ (40,891
Add: Stock-hased compensation expense included in reported
net incotoe, net of related tax effects 2,005 310 2,397 532
Deduct: Total stock-based compensation ¢xpense determined
nnder fair valne methad for all awards, net of related tax
effects {3,365) (5,586) (10,631) (12,214}
Pro [upua nel incone (loss) $  0BI6 0 (492023 3 7,702 3 (58571
Basic earnings {loss) per share:
As reporied $ 06 $ {21 $ 09 b (206}
Pro forma .04 {.24) O4 (.33}
Diluted eamings (loss) per share:
As reported $ 06 % {.21) % LY 3 (263
Pro forma 04 {.24) 04 (33}
10. Supplemental Cash Flow Information
During the six moaths ended October 31, 2003, the Company paid $170,826 and $42,724 for income taxes and interest, respectively, During the six months
ended October 31, 2002, the Company paid $124, 844 and $39,927 for income taxes and interest, respectively.
During the six months ended October 31, 2003 and 2002, the Company treated the following as non-cash investing activities:
Six months ended October 31,
2003 2002
Additions ro residual interests 5 1,814 5 753
Residual interest mak -fo - market 22910 55,7196
Accrued payment on acguisition debt 25,000 —
11. Commitments, Contingencies, Litigation and Risks

Commitments and Contingencies

The Company offers separately priced guarantees under its Peace of Mind guarantee program to tax clients wherehy the Company will assume the cost of
additional tax assessments attributable to tax retum preparation crror. The Company defers the revenue and expenses associated with these guarantees, and
recognizes these amounts over the term of the guarantee based upon historical claims data. The related current asset and liahility are included in prepaid
expenses and other current assets and accounts payable, accrued expenses and uther, respeclively, on the
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condensed consolidated balance sheets. The related nancurrent asset and liability are included in other assets and other noncurrent liabilitics, respectively, on the
condensed consolidated balance sheets. During the three months ended Gctober 31, 2003, the Company adopted EITF 00-21 and recorded a cumulative effect of
u chunge in accounting principle as of May 1, 2003, See further discussion in note }3. Changes in the deferred revenue Hability for the six mionths ended
October 31, 2003 and 2002 and the twelve months ended April 30, 2003 are as follows:

Six Months Ended Year Ended
October 31, Aprit 30,
2003 2002 2003
Balance, heginning of period $ 44,280 5 44 952 % 44 982
Amounis deferred for new guarantees issved 975 193 28,854
Revenue recognized on previous deferrals (37,358} (14,131) {24,556)
Adjustment resulting from change in accounting principle 61,487 — —
Balance, end of period % 74,184 $ 31,044 $ 49,280

Ciplion One Mortgage Corporation provides a puarantee up fo 2 maximum amount equat fo approximately 109 of the aggregate principal balance of mortgage
leans held by the Trusts (qualifying special purpose entities) before ultimule disposilion of the loans by the Trusts. This guarantee would be called upon in the
event adequate procesds were not available from the sale of the mortgage loans to satisty the currcnt or ultimate payment obligations of the Trusts. No losses
have been sustained on this comnitinenl since its inception. The total principal amount of Trust obligations outstanding as of October 31, 2003 and April 30,
2003 was $3,811,085 and $2,176,286, respectively. The fair value of mortgage loans held by the Trusts as of Gelober 31, 2003 and April 33, 2003 was
approximately $3,960,000 and $2,273,000, respectively. At October 31, 2003 and Apnil 30, 2003, a liability, which represcnts the cstimated valuc of the 10%
guarantee, of $10.256 and $6,175, respectively, was recorded in accounts payable, accrued expenses and ather on the condenset consolidated balance sheets.

The Company manages its interest rate risk by entering into forward loan sale commitments to be settled at a future date. The Company had commitmenis to sell
Lloans of $5,310,000 and $1,470,031 as of Deiober 31, 2003 and April 30, 2003, respectively.

The Cempany has entered into whole loan sale agreements with investors in the normal course of business, which include standard representations and
warranties customary o the mortgage bunking industry, Violations of these representations and warranties may require the Company to tepurchase foans
previously sold. A lability has been established related to the potential loss on repurchase of loans previously sold of $28,682 and $18,85% at October 31, 2003
and April 30, 2003, respectively. This liability is included in accounts payable, accrued expenses and other on the condensed consolidared balance sheets.
Repurchased loans are normally sold in subsequent sale transactions.

The Company und ils subsidiaries have vanous contingent purchase price obligations in connection with prior acquisitions. Tn many cases, contingent payments
1o be made in

“14-




[able of Contents

conngction with these acquisitions are nut subject o a stated lunit. The Company estimates the potential payments (undiscounted) total approximartely 38,750
and $52,290 as of October 31, 2003 and April 30, 2003, respectively. The Company’s estimate is based on current nancial conditions. Should actual results
differ matcriatly from the Company’s assumplions, the potential payments will differ from the above estimate. Such payments, if and when paid, would be
reconded as additiomal goodwill.

The Company has contractval commitments to fund certain [ranchises requesting deaws on Franchise Fanity Lines of Credit {FELCs). The commitment to fund
FELCs as of Qctober 31, 2003 and April 30, 2003 rotaled 360,307 and 856,070, respecdvely, with a related receivable balance of $39,370 and $33,341,
respectively, included on the condensed consalidated balance sheets. The receivable represents the amount drawn on the FELCs az of October 31, 2003 and
April 30, 2003,

The Company and its subsidiznies also routinely enter into contracts that include embedded indemnifications that have characteristics similar 1o guarantees.
Other guarantees and indemnifications of the Company and its subsidianies include obligations 1o protect counter parties from losses arising from the following:
a) tax, tegal and other risks related fo the purchase or disposition of businesses; b) penalties and interest asscssed by Federal and state taxing authonilies in
connection with tax retumns prepared for clivnts; ¢} inderufication of the Company’s directors and officers; and d) third-party claims relating to various
arrangements in the normal course of business. Typically, there i no statcd maximum payment related to these indemnifications, and the lerm of indemnities
may vary and in many cases is lienited only by the applicable statute of limitations. The likelihood of any claims being asserted against the Company or its
subsidiaries and the ultimate liability related 1o any such claims, if any, is difficult to predicl. While managetment cannot provide assurance the Company and its
subsidiaries will ultimately prevail in the event any such claims are asserted, management believes the fair valuc of these guarantees and indemnifications is not
material as of October 31, 2003.

Litigution

In November 2002, the Company and a major franchisce of a subsidiary of the Company, reached an agreement with the plaintifl class in the class action
lawsuit entitled Ronnie and Nancy Haese, et al. v. H&R Block, Inc. et af., Case No. CV96-423, in the District Court of Kleberg County, Texas, related to RALs.
The sceticment provides a five-year package of coupons class nembers can use to abtain a vatiety of tax preparation and tax planning services from the
Company's subsidiaries. The Company’s major franchisee, which operates more than half of all H&R Block offices in Texas, will share a purtion of the total
setthement cost. As a result, the Company recorded a biability and pretax expense of 341,672, during the second quarter of fiscal year 2003, which, at the time,
represented the Company’s best cstimae of its share of the setilement cost lor plaintiff class legal fees and expenses, tax products and associated mailing
expenses. The settlement was approved by the court as a part of a final judgment entcred on Junc 24, 2003, No appeals of the judgment and award were filed.
The Company paid the award of $49,900 of atlomeys’ fees and expenses to class counsel on August 22, 2003. Tn addition to the liability that has alecady been
recorded and/or paid, the Company will reduce revenues associated with 1ax
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preparation scrvices as the coupons are redeetoed each year. Distnbution of e setllement coupons was made following the end of the second quarter.

‘The Company has been involved in a nomber of other putative RAT. class action cases since 1990 and has successfully defended many cascs. In order 1o avoid
the uncertainty of litigation and the diversion of resources and personnel resulting from the lawsuits, the Colnpany, the lending bank, and the plaintiffs in the
cave Joel E. Zawikowski, ef o, v. Beneficial Nationa! Bunk, B&R Block, Inc., et al. (renamed Lynne A. Carnegie, e ol. v. HER Block, Ine., er al). Case No. 98-
C-2178 in the United States District Court for Morthemn Minuis, had agreed (o a seltlement class and a settlement of R AL-related claims on a nationwide basis.
Under that sentlement, the Company and the lending bank agreed to cach pay $12,500 toward a $25,000 settlement fund for the benelit of the class members.
The seilemen was approved by the Thistrict Court in February 2001 and the defendants paid the $25,000 into an escrow fund. Cenain class members who had
objected to the settlement appealed the order approving the settlersent Lo the Seventh Circuil Coun of Appeals. fn April 2002, the Court of Appeals reversed the
Bistrict Caort’s order approving the seitlement and remanded the matter back to the District Court for further consideration of the fuimess and adequicy of the
proposed settlernent by u new District Court judge. In April 2003, the District Court judge declined to approve the $25,000 sealement, finding that counsel for
the seftlement plaintiffs had been inadcquate represcnsatives ot the plaintitf class and failed to sustain their burden of shuwing thal the settlement was fair. The
Judge uppuinled new counsel for the plaintiffs in the first quarter of fiscal year 2004 and named their client, Lynne A. Carnegie, as lead plaintitf, The new
counst} for the plaintitts have since filed an smended complaiol and a motion for pastial summary judgment. The defendants have filed 2 motion to dismiss, a
brief in respense to allegations in the plaintiffs’ amended complaint relating to class certification, and responses {0 plaintitfs” motion for purial sumomary
Judgment. The Comnpany recorded a receivable in the amount of its $12,500 share of the settlement fund in the fourth quarter of fiscal year 2003 and recorded a
reserve in such quarter ot $12,500 consistent with 1he existing sellement sulhonty ol the Board of Directors. The defendants requested the release of the
escrowed settlement fund and the $12,500 was received during the second quarter of fiscal year 2004, The Company intends to defend the case undd the
renaining RAL class action litigation vigorously and there are no assurances that any of the matters will result in settlements or as to the amount of any
setilement.

"The Comupany and certain of its current and former officers and directors ane named defendants in litigation entitled Pau! White, et al. v. H&R Block, et al.,
consolidated Case Numbers 020CVE465, 020 VU661, 02C V682 and 02CV9830 pending in the Uniled States District Court far the Southern District of New
York since the third quarter of fiscal year 2003. The respective named plaintiffs seek to represent a class of shareholders who purchased the Company’s stock
between November 8, 1997 and Novejuber 6, 2002, and allege that the defendants violated Section F{b) of the Securities Exchange Act of 1934 and Rule 10b-5
promulgated thereunder by failing te disclosc to sharcholders various cascs in which the Company had been sued regarding the RAL program, by failing o set
adegpate reserves for those cases, and hy failing to disclose the supposed implications, of those cases for the furure of the RAL program. The four securities law
cascs werc alt assigned to the same judge und consolidated for pre-lnal matters. A consolidaled complaint was Nled in March 2003 and the defendants
responded by filing a motion to dismiss in
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April 2003, In response to defendants’ motion to dismiss, he plaintiffs informed defendants that they wished further 10 amend their complaint. Defendants
consented 1o the filing of an amended complaint as a plcading matter, the plaintiffs filed (he amended complaint, and the defendants filed a motion to dismiss it
in August 2003. The Company believes (he claims in these actions are without merit, and intends to defend them vigotously.

‘The Company is a naued defendant in licigation entitled William B Smith, Inc., et al. v. &R Block, Inc., er al., Casc No, 99-CV-206379, pending in the Circuit
Court of Jackson County, Missouri (previously known as Armstrong Business Services, Inc., et al. v. HAR Block, Inc, et al). The action was filed by “major”
franchisees against the Company and cerain of its subsidiaries relating 10 alleged breaches of contract and other matlers. The Compuny’s subsuliary, HRB
Royally, Inc., the franclisor under the applicable franchise agreements, filed a counterclaim and subsequently a motion for summary judgment sceking a
declaration that IIRB Royalty, Inc. could clect not to renew the mujor frunchive agreemenis when the then current five-year terms came to an end. Such motion
for summary judgment was granted in March 2001 and upheld on appeal. TIRB Royalty notified the plaintiff major franchisees in 2000 that it did not mienl
renew their tranchise agreements at the expiration of the then cureent renewal terms and that the agreements would terminate at those times. The renewai dates
varied among the franchisees. Pursuant 1o the franchise agreements, HRB Royalty must pay a “fuir and equitable price” to the franchisee for the franchisee’s
[ranchise business, and such price must ba no less than 80% of the franchisee’s revenues for the most recent 12 months ended April 30, plus the value uf
cquipment and supplies, and cerlain off-season expenses. The Circuit Court ruled in May 2003 that major franchise agreements with renewal terms scheduled to
expire prior to July 1, 2003, will expire on July 1, 2003, and other major franchise agreements will expire ay the renewal terms expire commencing in
September 2003 and ending in fiscal year 2005. The Court ordered defendants to pay for the franchise businesses as provided in the franchisc agreements on the

" applicable dates of expiralion, During the six months ended Ociober 31, 2003, franchise agreements of twelve major franchisees expired and subsidiaries of the

Company acquired and began opcrating (ax preparation businesses as company-owned operations in the {ranchise lemilories of ten funmer major franchisees.
With respect to the two other franchisees with expired franchise agreements, one franchizee entered into a new franchise agreement with a limitcd term and onc
franchisee continued litigation challenging (he expirulion uf the franchise agreement. Cash payments of $118,828 were made or acemed related to these former
major franchises during the six months ended Ocrober 31, 2003,

In Smith, plaintiffs” claims against the Company and its subsidiaries remain in the trial court. In heir second amended petition, the plaintiffs seek in excess of
$20,000 in actual damages, punitive damages, unspecified statutory damages, declaratory, injunctive and other relief, including attomeys’ fees under atlegations
of breach of contruct, breach of the covenant of guod [aith and fair dealing, unfair business practices, state anti-trust violations, hreach of fiduciary duty, prima
facie tort, violations of various state franchisc stamecs, fraud and misrepresentation, waiver and estoppel, umbiguily and refonuation, refief with respect to a
post-termination covenant not to compete in the franchise agreements, and a request for a fair and equitable payment upon nonrenewal of the franchise
agreements. The major franchisees allege, arong other things, thal the sale of TaxCut® income tax retumn preparation software and online tax
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services and the purchase of accounting firms encroached on their exclusive franchise temitories, The defendunts believe that the allegations against then: are
without merit and continue to defend Ihe case vigorously. Management believes that amounts, if any, required to be paid by the Company and its subsidiaries i
the discharge of liabilities or settlements relating to these claims of the plaintifts in this litigation will not huve a material adverse effect on the Corpany’s
consotidatcd results of operations, cash flows ur liancial position,

In August 2003,  subsidiary of the Company entered intn a transaction with one of the former major franchisces whose franchise sgreements expired in the first
quarter, pursuant to which such subsidiary acquired the stock ol the fanchisee and the franchises released the Company and its affiliates from any further
liahitity regarding additional payments under the major franchisc agreements. With the exceptions of the former franchisee that executed a release and the
franchisee that entered into a new franchise agreement, the court will determine if any additional payments arc required for these frunchise businesses.

The first trial involving one of the plaintiffs in the Smirk litigation was held in October 2003, Al the conclusion of (his trial, the jury rendered a verdict and the
court entered a judgment requiting the Company to make an additional payment of $3,197 for the franchise business. As of October 31, 2003, the Company
recorded this lability in accounts paysble, accrued expenses and uther on the condensed consolidated balance sheet. The original payment for the franchise
husiness made in the first quarter of fiscal year 2004 was $4,955, This trial alsc involved the #ssues relaling Lo thal plaintiff's claims for damages against the
Company. The jury rendered a verdict of $921 in favor of the plaintiff on the plaintiff's claims against the Company. The outcomc of the trial is subject to post-
trial motions and possible appeals. The next trial to take place ay a parl of the Stk liligation is schednled for May 2004.

In addition 10 the aforementivned vases, the Company and its subsidiaries have from time ro time been party to claims and lawsuits arising out of such
subsidiaries’ business operations, including other claims and lawsuiis relating to RALs, and claiins and lawsuits concerning the preparation of customers’
income tax retarms, the electronic filing of income tax retrns, the fees charged custormers for various serviees, the Peace of Mind guarantee program associated
with income tax retumn preparation services, relativnships wilh franchisees and contract disputes. Such lawsnits include actions by individual plaintiffs, as well
as cases in which plaintiffs seek 10 represent a class of similarly sitated customers. The amounts claimed in these cluins and lawsuits are substantiat in some
instances, and the ultimate liability with respect to such litigation and claims is difficult to predict. The Company's management considers these cases to be
ordinary, routine litigation incidental w its business, believes the Company and its subsidiaries have meritorious defenses to each of them and is defending, or
intends to defend, them vigorously. While managcment cannot provide assurance the Company and its subsidianes will ultimately prevail in each instance,
management believes that amounts, if any, required to be paid by the Company and its subsidiarics in the discharge of labilities or settlernents will not have a
matcrial adverse effect on the Company’s vensolidated results of operations, cash flows or financial position. Regardless of outcome, claims and litigation can
adversely affect the Company and its subsidiarics duc to defense costs, diversion of management and publicily related to such malters,

18




Ttis the Company’s policy to accrue for amounts relatcd 1o legal matters if it is probuble that a liability bas been incurred and un wnounl is reasonably estimable.
Many of the various legal procesdings are covered in whole, or in part, by insurance.
12 Segment Information

Information conceming the Company’s operations by reporlable operaling segment for the three and six months ended October 31, 2003 and 2002 is as follows:

Three months ended Six months ended
July 31, Oetober 31, (etnber 31, (kialier 31,
2003 2003 2002 2003 HH2

Revenues:

.S, Tax Operations 5 40,522 $ 47,189 5 33,429 5 87,711 § 56,715

Morigage Operations 302 895 351,156 274,588 654,051 524,854

Business Services 98,499 109,024 97,883 207,523 193,197

Invesiorent Services 56,687 52,7013 50,027 109,690 108,690

International Tax Opcrations 5,459 19,095 15,326 24,554 19,609

Corporate Operations 1,328 688 143 2,016 {343)

3 505,690 $ 579,855 $ 471,396 $ 1,085,545 b1 902,162

Income {loss) from: :

U.5. Tax Operations 5 (93,172) $ (130,938} $ (152,299 $ (224,110 3 (246,329)

Mortgage Operations 163,829 184,026 153,520 347,855 300,605

Business Services (6,679) (2,732} (3,785) (9.411) (B,058)

Investrnent Services (13.757) (15,336 (27,936) (29,093) (60,733)

International Tax Operations (6,408) 555 (250) (5,853) 6,701)

Corporate Operations {24,984) (18,441} (31,495) {43.423) (56,935)

Income {toss) before taxes % 18,829 b 17,134 $ (62,245) % 35,903 b3 (78,151)

Resulis for the quarter ended July 31, 2003 have boen restated for the adoption of EITF 00-21.
13 New Accounting Pronouncements

SFAS 149
In Apri! 2003, Statement of Financial Accounting Standards Mo. 149, “Amendment of Staterment 133 on Derivative Instruments and Hedging Activities” (SFAS 149}
was issued. SFAS 14% amends and clarifies the accounling fur dervalive instranenis and incorporates many of he implementation jssues cleared as a nesult of the
Derivatives Implementation Group process. The provisions of this standard are effective for contracts entered into or modified after June 30, 2003, The adoption of this
standard did not have a matesial impact on the Company’s consolidated financial staternents.
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FIN 46
In January 2003, the Financial Accounting Standards Board (FASB) issucd Interpretation No. 46, "Consolidation ot Variable Interest Entities™ (FIN 46). FIN 46

provides guidance with respect Lo the consulidation of certain variable interest entities (V1Es} whereby a VIE must be consolidated by its primary heneficiary if the
entity does not effectively disperse risks among parties involved. The primary beneficiary is one who absorbs a majority of the cxpected losses, residual retums, or both
as a resuit of holding vanable interests, FIN 46 also requires disclosures for both the primary beneficiary of a VIE and other parties with significant variable interests in

the entity.

The provisions of FIN 46 apply nnmediately 1o VIEs created afier January 31, 2003, and to VIEs in which an enterprise obtains an interest after that dare. In
October 2003, the FASB issued a staff position delaying the ctfcctive date of the consolidation requircments of FIN 46 under certain circumstances to periods
ending on or after December 15, 20073 foc entities created before February §, 2003.

The Mortgage Operations segment has an interest in certain QSPEs it currently does not consolidate, which are exempt from the provisions of FIN 46. The
Company is vontinuing its evaluation of interests in potential VIEs, and will continue to monitor additienal guidance as provided by the FASB on this standard.

EITF 0-21
In August 2003, the Company adopted EITF 00-21, EITF 00-21 requires cousideration received in connection with arrangements involying multiple revenne generating

activities be measured and allocated to cach scparate unit of accounting in the arrangement. Revenue recognition is determined separately [or eack unit of accounling
within the arrangement. ETTF 00-21 impacts revenue and expense recognition related to tax preparation in the Company's premium tax offices where Peace of Mind
(POM) guarantees are inciuded in the price of a completed tax retum. Prior te the adoption ol EFTF 00-21, revenues and expenses related to POM goarantees at
premium offices were recorded in the same period as rax preparation revenues. Beginming May 1, 2003, revenues and direct expenses related to POM guarantecs arc
now initially delerred and recognized over the guarantes period in proportion to POM claims paid. As a result of the adoption of EITF 00.21, the Company recorded a
curnmlative effect of a change in accounting principle of $6,359, net of taxes of $4,031, as of May 1, 2003. The Company's results of operations for the three months
ended July 31, 2003 have been restated to reflact the cumulative effect of a chanpe in accounting principle as of May 1, 2003 and o reflect the recognition of deferred

revenues and expenses for the three montbs ended July 31, 2003,

Restated results for the three months ended July 31, 2003 and pro forma results, as if EITF 00-21 had been applied during each period, for the three months
cnded July 31, 2002 and Oclober 31, 2002 and the stx monaths ended October 31, 2002 are as [vllows:
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Three months ended July 31,

W3 2002
As reported Restated As reparted Pro forne
Revenucs $ 494,843 3 505,690 3 431,366 3 442757
Income (loss) before taxes 17,297 18,829 {15,906) (13,514)
Net income (foss) before cumulative etfect of change
in accounting principle 10,582 11,519 (9.544) {8,109)
Cumulative effect of chiange in accounting principle — (,359) — —
Net income {Juss) % 10,582 z 5,160 % (2.544) 3 (8, 109)
Basic and diluted earmings (loss) per share 5 .06 g 03 $ {.05) $ (.04)
Three munths ended Six mwnths ended
Octoher 31, 22 Oclober 31, 2002
As reported I'ro forma Ag reported Pro forma
Revenues $ 471,346 $ 481,003 $ 902,762 $ 923,760
Loss betore taxes {62.245) (60.744) (78,151} (74,258)
Neat loss : 5 (37,347) 3 {36,446) $ (46,891} $ {44.555)
Basic and diluicd loss per share $ {.21) b 1 (.20 $ (.26} § (.25)

Revenucs recognized during the three months ended July 31, 2003 and October 31, 2003 and (he six months ended October 31, 2003, which were initially
recognized in prior periods and reversed as part of the coimulative effect of a change in accounting pringiple, totaled $10,847, $9.578 and $20,425, respectively.

Exposure Draft — Amendment of SFAS 140
The FASDB has decided to reissue its exposuare draft, “Qualifying Special Purposc Entitics and Isolation of Transferred Assets, an Amendment of FASE Statement
No. 140,” during the first quarter of calendar year 2004, The purpose of the proposal is to provide more specific puidance on the accounting for transfers of financial
assets to a QSPE.

Provisiens in the firsl exposure draft, if adopted, may have required the Company to consclidate its curment QSPEs (the Trusts) established in its Mortgage
Operations segment. As of October 31, 2003, the Teusts had asscts and liabilitics of $3,811,085. The provisions of the exposure drult are subject (o FASB due
process and are subject to change. The Company will continue to
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monitor the status of the exposure drall, and consider changes tn current structures to comply with the proposed rules.
14. Condensed Consolidating Financial Statements

Rlock Financial Corporation (IFC) is an indirect, wholly owned conselidated subsidiary of the Company. BFC is the Isswer and the Company is the Guarantor
of the Senior Notes 1ssued on October 21, 1997 and April 13, 2000. These condensed consolidating financial statlements have becn prepared using the equily
method of accounting. Earnings of subsidiarics are, thercfore, reflected 1o the Company’s invesitment in subsidiaries account. The elimination entries eliminate
investinends in subsidianies, related stockholder’s equity and other intercompany balanccs and transactions.

Condensed Consaolidating Income Statements

Three months ended October 31, 2003

HE&R Block,
Inc. BFC Other Consatidated
(Guarantor) (Lssuer) Subsidiaries Elims HE&R Rlnck
Total revennes 3 — $ 407,279 % 172,638 % (62) $ 579,855
Expenses:
Compensation & benefits — 114,390 141,352 22 255,764
Occupancy & equipment “m 19,810 62,504 — 82,314
Tnterast — 11,612 ¥,288 — 19,900
Depreciation & anortization — 18,391 21,689 —_ 40,080
Markering & advertising — 9,831 12,016 {164y 21,683
Supplies, freight & postage — 3.684 10,503 — 14,187
Other — Q0,981 39,060 (R4} 126,957
— 268,699 295412 {226) 563,885
Opcrating income (loss} — 138,580 (122,714) 164 15,970
Other income, net 17,134 — 1,164 {17,134) 1,164
Income (loss) before taxes (benctit) 17,134 138,580 (121,610) (16.970) 17,134
Income taxes (henefit) 6,758 56,410 {49,716) (6,604 6,758
Met income (loss) $ 10,376 3 82,170 3 {71,894) $ (10.276) b3 10,376
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"l'otal revenues

FExpenses:
Compensation & benefits
Occupancy & equipment
Interest
Depreciation & amorlization-
Marketing & advertising
Supplies, freight & postage
Impairment of goodwill
Other

Operating income (foss)
Other income, nct

Income {Juss) before taxes (benelil)
Income taxes (benefit)

Net tncome {oss)

Total revennes

Expenses:
Compensation & benefits
Occupancy & equipinent
Interest
Depreciation & amortization
Marketing & adverlising
Supplics, frcight & postage
Other

Operating income (Juss)
Other income, net

Income (loss) before taxes (benefit)
Income taxes (benefit)

Net incom: (loss) before change in
accounting

Cumulative effect of change in
accounting

Net income (loss)

‘Three memths ended October 31, 2002

&R Block,
Inc. BFC Other Consolidated
{{rmranior) {Issuer) Subsadiaries Elins H&R Block
$ $ 326,054 $ 145384 $ 42y § 471,39
98,007 131,197 21 229,295
— 17,256 54,175 - 71,431
— 16,004 6,694 — 22,698
19,066 17,429 — 36,495
— §.039 12,934 {155) 20,818
- 4,660 8,192 — 13,852
0,000 — — 6,000
_— 55,437 78,19 {132) 133,495
- 224 469 309,811 {196) 53,084
— 101,585 (164,427) 154 (62,688)
{62,245) — 443 62,245 443
{62,245) 101,585 (163 ,984) 62,399 (62,245}
(24,898) 32,0499 (57.060) 24961 (24 898}
$ (37,37 b 09,450 b3 (106,924) 5 37438 3 (37,347}
Six months ended Oetober 31, 2003
11&R Block,
L. BIC Other Consolidated
(Guaranior} {Dssuwer] Subsidiaries Elimns HE&R Block
$ — $ 772610 $ 313099 (104) $ 1,085,545
— 218,079 262,824 il 480,969
— 38,797 119,668 — 158,465
- 24,463 18,633 — 43,056
— 36,092 39,518 — 76,010
16,441 15,679 (329) 3Ll
—_ $,101 14,640 —_ 22,741
— 161,885 77,654 (170 239,369
— 503,858 549,016 (433) 1,052,441
— 268,752 (235977) 329 33,104
35,963 — 2,859 (35,963) 2,859
35963 268,752 (233,118) (35,634) 35,063
14,068 109,551 (95,612) (13,939) 14,068
21,895 159,201 (137,506) (21,6953 21,895
(6,359) _ (6,359) 6,359 (6,359)
& 15536 § 159,201 % (143,865) {15,336)

$ 15,536
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Kix months enekedd Octnber 31, K2

HE&R Block,
The. BFC Other Consolitated
{Guarantor) {lssuer) Subsidiaries Elims HXR Blnck
Total revenues 5 — % 636957 4 205,950 3 {1459 Q02,762
Expenscs:
Compensation & henefits — 189,392 249,768 323 439,483
Occopancy & equipment 31,419 104,874 — 136,243
Interest — 33,730 11,242 —_ 44,972
Depreciation & amortization — 37,537 34,531 —- 72,068
Marketing & advertising 12,562 17,751 {309) 3,004
Supplies, freight & postage — 8,557 i3,761 e 22,318
Goodwill impairment — 24,000 - 24,000
Other — 109,760 105,017 {468) 213,700
— 446,357 536,944 {454} 082,847
Ogperating income (loss) —_ 190,600 (270,994) 309 (BO,085)
Other income, net {78,131) — 1,934 78,151 1,534
Income (loss) before taxes {benefit) {78,151) 190,600 {269,060) 78,400 (78.151)
Income taxes {benefit) {31,260) 76,364 {107,748 } 31,384 (31,260)
Net income (loss) $  (46,891) $ 114236 $ (161,312 $ 47076 $  (46,891)
Condensed Consolidating Balance Sheets
Octuber 31, 2000
H&R Block, o BF(: (riher Consolidated
{{iunrontory (Tssuer) Bubsidiaries Elims H&R Block
Cash & cash equivalents 5 — 138,639 $ 102,671 % — $ 261,330
Cash & cash equivalenls -
restricted —_— 559,715 11,448 — 571,163
Receivables from customers,
brokers and dealers, nel — 584,721 — — 584,724
Reccivables, net 2,393 173,556 164,845 — 340,794
Intangible assets and gnodwill,
net — 476,441 703,800 —_ 1,180,241
Investments in subsidiaries 3,593,778 215 797 (3,593,778) Lo12
Other assets (240) 1,156,433 365,205 717 1,522,115
Total assets $  3,595931 3,109,740 3 1,348,766 § 0 (3,593,061) $ 4461376
Notes payable $ — 124,630 3 — % — % 124,630
Accts. payable to customers,
brakers and dealers — 3 (MG — — 999 (09
Long-term debt — 747,875 59,863 — 807,738
{Onher liahilities 2 413,318 580,782 — 994,102
Net intercompany advances 2,060,032 (215,954} (1,844,465) 387 —
Stockholders” equity 1,535,897 1,040,862 2,552,586 {3,593 ,448) 1,535,897
Tatal liahilities and
stockholders” eguity $ 359591 3,109,740 5 1,348,766 5 (3,593,061) % 4,461,370
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Cash & cash cquivalents

Cash & cash enuivalents -
resineted

Receivables from customers,
brokers and dealers, net
Reecivables, net

Intangible assets and goodwill,
net

Investments in subsidiarics
Chher assets

Total asscts

Accts. payable to customers,
brokers and dealers
Long-term dehbt

Olher habilities

Nct intetcompany advances
Stockholders’ equity

Total liabilities and
stockholders’ eguity

April 30, 2003

&R Block, Inc. BFC Other Consolidated

{Guarantor} {Issuer) Subsidiaries Elims 11&R Block
$ - 180,181 $ 695172 — £75,353
— 420,787 17,455 — 438.242
517037 — - 517,037
168 171,612 231,417 —_ 403,197
— 4910891 564 989 — 1,056,080
3,546,734 215 1.105 (3,546,734) 1,320
{1,321) 1,018,118 293 930 949 1312676
$ 3,545,581 2,800,041 3 1,804,068 (3,545,785) 4,603,905
b3 — 862,694 5 — -—_ 862,694
— 747,550 74,752 — 822,302
2654 360,125 892457 {36) 1,255,200
1,879,218 (37,776) (1,841,943) 501 —_
1,663,709 867 418 2078802 (3,546,250) 1,663,709
$ 3,545,581 2 800,041 % 1,804,068 (3,545,785) b 4,603,905
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Condensed Consolidating Starements of Cush Flows

Net cash provided by (used in)
Operating actvities:

Cash flows from investing:
Purchase of AFS securities
Cash received on residvals
Sales of AES securities
Purchase property & equipment
Payments for business acq
Nct intercompany advances
Other, net

Met cash provided by (uscd in)
investing activities

Cash flows from financing:
Repayments of notes payable
Procecds from notcs payable
Proceeds fram securitization
[inancing
Payments on acquisition debt
Dividends paid
Acyuisition of treasury shares
Proceeds from issuance of
common stock
Met intercompany advances
Other, net

Net cash provided by (uscd in)
financing activities

Net decrease in cash
Cash — beginning of pericd

Cash — end of peniod

Nix mumiths ended Oviasler 31, 2003

H&R Block,
Liwc. BIFC Oher Consolidaterd
{Guaraniur} (Issuer) Subsidiaries Elims H&R Block

$ 6,264 (93.412) $ (376200 b — 3 (463,350)
-_ — (2,537) (9,557}

—— 68,850 — —_ 68,850

10,827 2894 — 13,721
—_ (10,212} (3337 - (43,591)
— — {123,337) — {123,337

180,814 — — flEGLRLAY —_

— 3,873 (3,346) — 2,527
180,814 75,338 (166,725} (180,814) (91,387)
— (499,771} — — {499,771)

— 624,401 624,401

30,100 — — 50,100
— — {45,100} — (45,100)
(6B.087) — — — (68,087 )
{178.847) — — — {178,847)
59,851 — — — 59,851

- (178,178) (2,636} 180,814 —_—
— —_ (1,833) — (1.833)
{187,083) (3,448) {49,56%) 180,814 (539,286)
— {21,522} (392,501} — {614.023)

— 180,181 695,172 — 875,353

3 — 158,659 3 102,671 5 -_ $ 261,330
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Fix months ended October 31, 2002

HER Hiock,
Ine. BFC Other Consalidaied
(Guarantor) (Issuer} Subsidiaries Elims H&R Block
Net cash provided by {used in)
operating activities b 19,163 $ {1,i81) 3 (367,810 5 — $ (349,828)
Cash flows from inyesting:
Purchase of AFS securities —_ —_ (7,692) — (7,692)
Cash recerved vn residuals 103 885 —— 103,885
Sales of AFS securities — — 7.946 - 7,946
Purchase property &
cquipment — (7.486) (49,517 — (57,003)
Payments for basiness acq —- — (21,397) -— (21,397)
Net intercompany alvances 261,247 — — {261,247) -
Other, net e (556 2,257 — (2,813)
Net cash provided by (used in) .
investing activities 261,247 95,843 {72917 {261,247) 22,926
Cash flows from financing:
Repayments of notes payable — (6,430,067 ) — — {6,430,067)
Proveeds [rom notes payable e 6,911 680 — — 6,911,680
Payments on acquisition debt — — {47,995) - (47,993)
Dividends paid {61,474) — — — (61,474)
Acquisition of lreasury shares (313.603) — — — (313,603)
Proceeds from issuance of
common stock 94 667 : - . 94,667
Met intctcompany advances —_ (670,362} 405,115 261,247 —
Other, net — — (1,536) — (1,536)
Net cash provided by (used in)
financing activities 2804107 {188,749 350 584 261,247 151,672
Net decrease in cash —_ (94,087) (81,143} — {175,230%
Cash — beginning of period — 197,539 238 186 436,145
Cash — end of period 3 — 3 103,872 b3 157,043 3 — ] 260,915

15, Subsequent Event

On November 25, 2003, the Company declared a cash dividend of $.20 per share to shareholders of record as of December 12, 2003, payable o January 2,
2004,
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION

RESULTS OF OPERATIONS

H&R Block, Inc, {the Company) is a diversiticd company with subsidiaries primarily engaged in the business of providing financial scrvices including tax services,
investment and mortgage products and services, and accounting and consulting services. For nearly 50 years, the Company has been developing relationships with
millions of tax clients and its sirategy is to expand on these relationships.

TI&R Block’s Mission:

To help our clients achieve their financial objectives
by serving as their tax and financial partner.

H&R Rlock’s Vision:

To be the world's leading provider of financial services
through tax and aecounting-based advisory relationships.

Key to achieving the Company’s mission and vision is enhancing client experiences through consistent delivery of valuable services and advice. The Caompany believes
offering advice facilitates a financial partnership and increases client satisfaction and retention. New products and services are continually introduced to bring addivicnal
value to the overall experience and allow clients te reach their financial objectives. Operating in mu!tiple lines of business allows the Company 1o serve the changing
financial needs of all its customers. The Company carries out its mission and vision through the following reportable operating segments:

U.8. Tax Operations: This segment primarity consists of the Company’s income tax preparation businesses, Retail 1ax offices served 16.5 million taxpayers in fiscal
year 2003 — more than any other personal tax services company. This segment also served 2.1 million clients through TaxCut tax preparation software (includes only
federal e-filings} and online tax preparation in fiscal year 2003. By offering professional and do-tt-yourself lax preparation options, the Company can serve its clients
how they choose to be served.

Muriguge Operaliony; This segment is primanly engaged in the origination of non-prime mortgage loans, the sale and sccuritization of mortgage assets (which
includcs mongage loans and residual interests), and the servicing of non-prime loans. A key focus of Mortgage Operations is to optimize cash flows from its operations.
The Company believes offering mortgage products to other segments” clients results in added value 10 the total client experience.

Business Services: This segment is engaged in providing accounting, tax, consulting, payroll, emplayee benefits and capital markets services o business clients and
tax, financial and estate planning, wealih managenknt and insurance services (o individuats. The Company continoes to focus on establishing core scrvice relationships

with middle-market clients by adding non-traditional business and personal services to enhance these client relationships. In doing so, the
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Cowpany inlends to develop Bosiness Services as a leading provider of middle-market professional services.

Investment Services: This segment is primarily engaged in offering investment services and securities producis, Investment Services also offers these services and
products to 1.5, Tax and Merigage Operations clients, bringing additional value to the overall client experience.

Infernutional Tux (yperations: This segment is primarily engaged in providing local tax return preparation, filing and related services in Cannda, Australia wid the
United Kingdom. In addition, Internationul 'Tax Operations includes Ohverseas operations, which consists of company-owned and franchise offices preparing tax rerums
for U.5. citizens living abroad.

The analysis that follows should be read in conjunction with the tables below and the condensed consolidated income statements found on page 2.

Consvliduted H&R Block, Inc.

Consolidated HER Block, Inc. — Three-Month Results

fin s, except per sheare amounts}

Thiee months ended

Octoher 31,
2003 Oetoher 31, 2002 July 31, 23

Revenues A 579,855 b 471,396 5 505,690
Pretax income (loss) 17,134 (62,245) 18,820
Net income (loss) before change in accounding principle 10,374 (37,347) 11,519
Comulative effect of change in accounting principle —_ — {6.359)
Net income (loss) % 10,376 % (37,347) % 5,160
Basic camings (loss) per share:

Before change in accounting priaciple $ 06 ] .21 % kLo

Net income (loss) $ 06 $ .21y % Kz}
DNiluted eamings (Inss) per share:

Belore change in accounling pninciple 3 06 3 (.21) b 06

Met income (1oss) 5 .06 5 (.21) ] 03

Results for the quarter ended July 31, 2003 have heen restated for the adoption of Emerging Issnes Task Force Issue No. 00-21, “Revenue Amangements with Muitiple
Leliverables™ {EITF 00-21). '

Overview

A summary of the Company’s resnlts for the thres months snded October 31, 2003 is as follows:
= Nelincome was $10.4 nallion, compared 1o a net toss of $37.3 million in the prior year.
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Revenues grew $108.5 miltion, or 23.0%, over the prior year.

U.S. Tax Operations” revenues increased $13.8 million, or 41.2%, primuarity due to increased Peace of Mind revenues related 10 the adoption of EITF (00-21, while
expenses decrcased 4,1%, primarily as a result of a litigation reserve recorded in the prior year,

Murigage Operations’ revenues and pretax eamings increased $76.6 million and $30.3 million, respectively, over the prior year and $48.3 million and $20.2 million,
respectively, over the preceding quarter.

Mortgage originations totaled $6.3 biltion, an increase uf 63 5% nver the prior year and 19.4% over the preceding quarter. Exceution priving un sales of mortgage
assets declined Lo 3,87% from 4.78% in the prior year and 4.42% in the preceding quurter.

Investment Services” pretax resulls inproved 45. 1% due primarily to a $6.0 million goodwill impairment charge recorded in the prer year,

Consoliduted HER Rlock, Ine. — Six-Month Results

{in O00s, except per share amounts)

Six monihs emded

October 31, 2003 Oclaber 31, HHZ

Revenuces 3 1,085,545 b3 902,762
Pretax income (loss) 35,963 (78,151}
Net income (loss} before change in accounting principle 21,895 {46,891}
Cumulative effect of change in accounting principle (6,359) —
Net income (loss) 3 15,536 $ (46.891)
Basic carnings {loss} per share:

Before change in accounting principle -] 12 $ (.26)

Net income {loss) L] 09 $ {26)
Diluled earmings (loss) per share:

Before change in accounting ponciple k] A2 5 (26)

Net income {luss} $ 09 3 {268)

Orerview

A summary of the Campany’s results for the six months ended October 31, 2003 is as follows:

Net income was $15.5 million, compared to a net loss of $46.9 million in the prior year.

Revenues grew $182.8 million, or 2U.2%, over the pnor year.

U.S. Tax Opeiations' revenues increased $31.0 million, or 54.7%, primarily due to increased Peace of Mind revenues reluted to the adoption of ETTF 00-21.
Mortgage Operations’ revenues and pretax eamings increased $129.2 million and 347.3 million, respectively, over the prior year.

Mortpage originations totaled $11.7 billion, an incrense oI 60.7% over Lhe prior year.

Envestment Services’ pretax results improved 52.1% due pritnasily 1o a $24.0 million goodwill impairment charge recorded in Lhe prior year.
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1.5, Tax Operations

This segment is primarily engaged in providing tax return preparation, filing and related services in the United States. Segment revennpes include fees earned for tax-
related services performed at company-owned tax offices, royaltics from franchisc otfices, sales of tax preparation and ether software, fees {rom online tax preparation.
and payments related to refund anticipation lean (RAL) participations.

TaxCut from [1&R Block enables do-it-yourself users to prepare their federal and state tax returns easily and accuratcly. Scveral versions of the software arc availablic
to suit the neads of individual users, including TaxCut Standard, TaxCut Deluxe (includes free stafe and electromnic filing), TaxCut Platinum for more complex returns
and TaxCut Home & Business for small business owners. Cther persenal productivity soltware packages are also olfered, including H&R Block Deduction Pry,
WillPower and Ilome & Business Attorney.

Clients also have the uption of onling do-il-yoursell tax preparativn, onling professional lax review, online tax udvice and ynline tax preparation through & tax
professional (whereby the clicnt completes an online tax organizer and sends it to a tax professional for preparation} throvugh the Arblock.com website. The Company
participates in the Free File Alliance, formed in fiscal year 2003. This alliance was created by the industry and the Internal Revenue Service (TRS), and allows qualified
lower-income filers 1o prepare and file their fderal retun ondine at no charge.

During the six months ended Qctober 31, 2003, subsidiaries of the Company began operating income tax return preparation businesses in the franchise territories
previously operated by ten of s former major franchisees. As a result of these operations, the company expects to have 476 more company-owned and 238 more
regular franchise offices for the npcoming tax season. The final purchase prices are pending litigation or settlement. Preliminary purchase price allocations have been
made and will be adjusted upon determination of the final purchase price. The resulis for the three and six months ended October 31, 2003 include compensation,
occupancy, legal, amortization and other cxpenscs related o the commencement of company-owned operations in the former tranchise territorics totaling $12.8 million
and $13.2 million, respectively.

Financial results for the three months ended July 31, 2003 have been restated as a resubt of the adoption of Emerging Issues Task Force Issue No. 00-21, “Revenue
Arrangements with Multiple Deliverables™ (EITF ()-21), as it relates to the Peace of Mind (POM) guarantee program. See note 13 to the condensed conselidated

linancial stalements for additional inforuation.
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1.8, Tax Operations — Three-Month Results

{in (003)
Three months ended
October 31, 23 Oetober 31, 2002 July 31, 2063
Tax preparation and related foes % 12,792 $ {3370 3 11,839
Royalties 1,651 1,402 1,036
RAL waiver [ges 1,446 — 4,114
Software salcs Y33 360 260
Online tax services 430 242 556
© Peace of Mimil revenue 17,658 6,775 15,90%
Other 12,279 11,080 2,808
Tuotal revenues 47,189 33,429 40,522
Compensation and henefits 35,927 36,677 27,340
Occupancy and equipment 44,286 37,241 40,280
Depreciation and amortization 10,781 6,387 7,842
Cost of software sales 723 295 251
Supplies, frcight and postage 3,047 4,204 1.183
Lagal 11,101 45,947 3,782
Other 27,050 16,373 20,382
Allocated corporate and shared costs:
Information technology 22908 18,524 19,655
Marketing 564 6,732 2,71%
Finance 4708 4,760 3,555
Supply 4,886 3,284 2,084
Orther 6,176 5,304 4,591
Total expenses 178,127 185,728 133,694
Pretax loss $ (130,938) 3 {152,249) $ 93,170

Three months ended October 31, 2003 compared to October 31, 2002
U.S. Tax Operations” revenves increased $13.8 million, or 41.2%, for the three months ended October 31, 2003, compared 1o the three months ended October 31, 2002,

Tax preparation and related fees decreased $0.6 million, or 4.3%, for the three months ended Qetober 31, 2003. This decrease is primarily due to a 2.6% decrease in the
average charge, net of discounts, offset by a 7.3% increase in tax returns prepared. The net average charge decreased to $185.47 in the current quarter compared to
$190.37 last year, Average charge is calculated as tax preparation and filing fees, less discounts if applicable, divided by the nember of clients served. Tax returns
prepared in company-owned offices during the current quarter were 75 thousand, compared to 70 thonsand in the prior year.

During fiscal ycar 2003, the Company entered into an agreement with Household Tax Mastets, Inc. (Household), whereby the Company waived its right to purchase
any panticipation interests in and receive license fees for RALs during the period January 1 through April 30, 2003. In considecation for waiving these rights the
Company received # series of payments from Houschold in fiscal year 2003, subject to certain adjustments in fiscal year 2004 based on delinguency rates. Durning the
three months ended October 31, 2003 the Company recorded
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additional revenues of $1.4 million based on projected delinquency rates through December 31, 2003, The waiver agreement with FHiousehold was a one-year apreement.
The final payment is expected to be received in Janvary 2004, based on actual delinquency rates as of December 31, 2003, The Company inlends to pasticipate in RALs
during the upComing tax scason.

POM revenues [or the three months ended October 31, 2003 increased $10.9 million, or $60.6%, due o the adoption of EFTF 00-21. Pdor (o the adoption of EITF 00-
21, cevenucs related to POM guaranices in premivrm offices were recorded within wax preparation revenues. With the adoprion of EITF 00-21, the revenues are deferred
and recognized over the guarantee period. The increase aver the prior year is a rasult of the amortization of larger deferred cevenue balances established as part of the
cumulalive glfect of a change 1 accounling ponciple.

Taotal expenses for the three months ended October 31, 2003 were $178.1 million, down $7.6 million, or 4.1%, from the prior year. The decrease fram the prior year is a
result ol a hitigaton setlement recorded in the poor year and effeciive vll-season cost controls. These decreases were partially oftsct by additional costs from the
commencement of company-owned operations in former major franchise territories. Legal expenses declined $34.8 million, or 75.8%, primarily due to the Texas RAL
litigation reserve of $41.7 million recorded in the previous year, partially affset by legal costs incurred reluled (s other vpen Litigation, Oceupancy and equiporenl costs
increased $7.0 million over the prior year, due to increases of 215 in company-owned offices under leasc and offices related to the former major franchise territories.
Depreciation and amortization expenses increased in conjunction with additional equipment parchased for new office locations opened during the period. Amortization
of intangible assels incrensed $1.7 million due to the acyuisition of assels fum funmes major franchisees. Other expenses in the current quarter increased $10.7 miliion
over last year. The increase was primarily duc to $5.6 million of additicnal POM cxpenses refated to the adoption of EITF 00-21. Additionally, travel and consuliing
expenses increased by $1.6 miltion and $1.2 million, respectively. Information technelogy expenses increased $4.4 miltion, or 23.7%, for the guarter ended October 31,
2003, priroanily due to additivnal lecimology projects.

The pretax loss of $130.9 million for the three months ended October 31, 2003, represents a 14.0% improvement over the prior year loss of $152.3 million.

Due 1o the seasonal nature of this segment’s busingss, operating resnlts for the three months ended October 31, 2003 are not comparable 1o the three months ended
July 31. 2003 and are not indicative of the expected results for the entire fiscal year.
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(7.5, Tax Operations — Six-Monih Results

firt O¥KIs)
8lx months ended
Cetober 31, 2803 October 33, 2002
Tax preparation and related fees % 24,631 b 24,378
Royalties 2,687 2318
RAL waiver tees 5,560 —
Software sales 1,193 1431
Online tax services 986 519
Peace of Mind revenuc 37,567 14,326
Other 15,087 13,743
Total revenucs 87,711 50,715

Compensation and benelils 63,267 3,241
Occupancy and equipment 84,566 74,431
Depreciation and amortization 18,623 12,525
Cost ol software sales 974 569
Supplics, freighn and postage : 5,130 3,752
Fegal 14,883 48,305
Oiher 47,432 26,897
Allocated corporal and shared costs:

Information technology 42,563 34,226

Marketing 8,383 11,804

Finance 8,263 5,963

Supply 6,970 5,585

Chher 10,767 10,774

Total expenses 311,821 303,044

Pretax loss b (224,110} b3 (246,32)

Six months ended October 31, 2003 compared to October 31, 2002

LS. Tux Operations’ revenues increased $31.0 million, or 54.7%, {or the six months ended October 31, 2003, compared to the six months ended October 31, 2002,
Tax preparation and related fees increased slightly for the six months ended October 31, 2003, as a result of a 2.2% increase in the average charge, net of discounts, and
# 1.7% incrense in ux relumns prepared. The net average charge increased o $171 .36 in the current pediod compared to $167.68 last year. Tax returos prepared io

company-owned offices during the current pertod were 162 thousand, compared (o 159 thousand in the prior year,

During the six months ended Ociober 31, 2003 the Company recorded revenues of $5.6 million in conjunction with the RAL waiver ugreenient with Household based
on projected delinquency rates through December 31, 2003,

POM revenues for the six months ended October 31, 2003 increased $23.2 million, or 162.2%, principally due to the advption of EITF 00-21.
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Tatal expenses for the six months ended October 31, 2003 were $311.8 million, up $8.8 million, or 2.9%, from the prior year. The increasc over the prior year is
prrmunly a result of the costs of additional offices and the commencement of company-owned operations in former major franchise territories. These increased costs
were offset by lower legal expenses as a result of a prior year litigation scttlement, and cffective off-scason cost controls, Oceupancy and equipment costs increased
$10.1 million due to increases of 215 in company-owned offices under lease and offices related to the former major franchise territories. Depreciation and amortization
cxpenses increascd in conjunction with additionat equipment purchased for new olfice localions vpened duning the period. Amonization of infangible assets increased
%1.7 million due to the acquisition of assets from former major franchisees, Other expenses in the current period increased $20.5 million over last year, The increase
was primadily due o $11.8 miltion of additional POM expenses refated to the adoption of RITF (0-21, and $4.2 million of additional interest aceretion related to a legal
settlernent. Additionally, consultunt fees and travel expenses increased $3.0 milliva and $1.4 million, respeciively. Infonuation technology expenses increased

$8.3 million, or 24.4%, for the six months ended October 31, 2003, primarily due to additional technology projects. Offsctting these inercases, legal expenses declined
$33.4 million, or 69.2%, primarily due to the Texas RAL litigation reserve of 34 1.7 million recorded in the previons year, partially offset by legal costs incurred related
to other open litigation.

. The pretax loss of $224.1 million for the six months ended October 31, 2003, represents a 9.0% improvement over the prior year loss of $246.3 million.
Mortgage Operations

This scgment is primarily cngaged in the origination of nen-prime mortgage loans, sales and securitizations of mortgage assets and servicing of non-prime loans.
Revenues consist of proceeds from sales and secuoritizations of foans and related assets, accretion on residual interests, loan servicing fees and interest received on loans.

Substantially all non-prime mortgage loans originated are sold daily to qualifying special purposc entities (Trusts). The Company removes the mortgage loans from its
balance sheet and records the gain on the sale, cash and a receivable which reprasents the ultimate expected outcome from the disposition of tha foans by the Trusts. The
Trusts, us directed by the thicd-party benelicial interest holders, either sell the Joans directly (0 third-parly mvestors or back o the Comnpany’s secuntization enlity to
pool the loans for securitization, depending on market conditions.

In a secuntization lransaction, the Trusts (mnsfer the loans 1o a special purpose eolity, which is a consolidaked subsidiary of the Company, and the Company
simultancously transfers the loans and its receivablic, and the right to reccive all payments on the loans, to a sceuritization trust. The sccuritization trust mects the
definition of a qualifying speciat purpnse entity (QSPE) and is therefors not consolidated by the Company. The securitization trust issues bonds, which are suppornted by
cash flows frum (he pooled loans, W hind-pary investors, The Coinpany relaing an inlerest io (he luans in the form of a residual interest (including overcullateralization
(OC} accounts and uncertiticated interests) and usually assumes first risk of loss for credit losscs in the loan pool, As the cash flows of the underlying loans and market
conditions change, the value of
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the Company’s residnal interesis may also change, resulting in cither additionat unrealized gains or impairment of (he residual interests.

To accelerate ¢ash flows from its residual interests, the Company sceuritizes the majority ol its residual inlerests in net interest margin (NTM) transactions. Tn a NEM
transaction, residual interests are nommally Irnnslerred o another QSPE (NIM trast), which then issues bonds to third-party investors. In the second quarter of fisel year
2004, the Company completed a NIM transaction with a special purpose entity (SPE) that did not gualily as a1 QSPE and, therefore the SPF has been consolidated and
the transaction was accounted for as a secured financing {on-balance sheet securitization).

Proceeds from the bands arg rsturned to the Company as payment for the tesidual interests, The bonds are secured by pueled residual interests and are obligations of the
NIM trust, The Company retains a subordinaled interest in the NIM trust, and receives cash flows on its residual interest generally after the bonds issued to the third-
party investors are paid in full. Residual interests retainced from WNIM sccuritizations may also be bundled and sokd in a subsequent securitization.

Substantially all non-prime loans criginated and subseguently sold or securitized are transferred with servicing rights retained. Servicing activities include proccssing of
maortgage Inan payments and the administration of mortgage loans, with loan servicing fees received monthly over the lile of the inortgage loans. The Company has
truditionally received a servicing fee of 50 basis points per annum on the outstanding principal balance of loans sold or securitized, as well as the right to receive certain
anciltary income including, but not limited to, late fees. In recent transuclions, slep-servicing fee structures have been implemented. The purpose of step-servicing is 16
better match the stream of incoming servicing revenues against the related servicing expenscs. Generally, the cost 10 service a pool of Joans is fower innnediately after
origination and increases as ke related loan pool ages. Recent step-servicing fee structures provide the company with a servicing fee of 30 basis points per annum for
the first 10 months of servicing, 40 basis points per annum for the nexi 20 months of servicing and 65 basis points for the remuinder of the servicing term.

Prime morigage loans are sold in whole loan sales, servicing rights released, (o third-party buyers.

Market interest ratcs have begun to increase after a sustained period of declining rates. In a rising interest rate environment the Company expects its profit margins will
narrow from their historically high levels due to less favorable loan exceution pricing, Actual cxecution pricing on sales of morigage assets declined 10 3. 87% during
the three months ended October 31, 2003 compared t0 4.78% in the prior year. As such, growth in pretax income for the mortgage operations segment is expected to be
more mederate or perhaps decline from results (cxcluding a $130.9 million gain on sule of NIM residual interests} Tor the Dscal year ended April 30, 2003,
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Mortgage Operations — Three-Month Statistics

{dotlars in O00s)

Three months ended

Octotrer 31, 2003 Octaber 31, 2002 July 3, 2003
Mumber of ouns onginaled:
Wholesale (non-prime) 36,233 21,536 28,494
Retail: Priime [.o44 3,089 4,65
Non-prime 4,110 2,754 3,004
Total 42,287 27.37% 35,503
Volume of loans osiginated:
Wholesale (non-prime) b3 5,603,118 3 3,083,895 $ 4,405,224
Retail: Prime 247,661 444 469 540,326
Non-prime 492977 351,694 365,331
Total 3 6,343,756 $ 3,880,058 $ 5310881
Loan sales $ 6,330,449 b 3,821,049 3 5,301,341
Weighted average FICO) seore = 611 604 607
Exuculion price +— Net gain on sale 387% 478 % 442%
Weighted averape interest rate for borrowgers = 7.51% 8.24% 7.54%
Weighted average loan-to-valug & ) TR2% 76.1% 78.3%
(1) Diefined ns total premivm received divided by woral balance of loans defivered Lo ihird parly investors or securitization vehicles (eacloding muorlgages seovicimg oghis and the efiect of loan
otiginaticn expenses). :
2} Represents pon-prime production.
Murtyage Operations -—— Three-Month Resudis
fin 003}
‘Three months ended
Owetober 31, 2003 October 31, 2002 July 31, 2001
Components of gains on sales:
Gains on sales of mortgage assets b 220,652 % 153507 % 203,382
Impairment of residual interests (363) {3,702) (10,743}
Total gains on sales 220,289 151,377 192,639
Loan servicing revenug 51,659 41,325 43,317
Accretion income 36,843 54,002 34,063
Interest income: 41,858 27,429 27,274
Other 507 365 602
Total revenues 351,156 274,588 302,895
Compensation and benefits 77,152 62,226 £5,483
‘Servicing and processing 24,609 16,0606 25,251
Oc¢cupancy and cquipment 12,589 10,364 11,558
Bad debt axpense 12,226 3,296 3514
Oiher 38,554 28,576 27,260
Totat expenses 167,130 124,068 139,066
Pretax income $ 184026 % 133,520 § 163,829
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Three months ended Octoher 31, 2003 compared to October 31, 2002

Martgage Operations’ revenucs increased $76.6 million, or 27.9%, for the three months ended Uctober 31, 2003 compared to the prior year. Revenue increascd
primarify s a result of higher production volummes.

“The following table suminarizes the key drivers of gains on sates ol mortgage loans:

{dollars in Os)
‘Iree nwaths ended October 31,

2003 2002
Number of sales associates 2,476 2,005
Taotal number of applications 72,858 55,026
Closing rutio '™ 58.0% 49.8%
Total number of originations 42,287 27379
Average loan size 5 130 $ 142
‘Total vnginations % 6,343,756 5 3,580,058
Non-prime / prime ratio 246:1 77:1
Commitmeants 1o fund loans 5 3,244,958 $ 2221671
Loan sales 3 6,330,449 b 3,821,649
(iains on sales of mortgage asscts k3 220,632 $ 155,079
Execulion price — net gain on sale ™ IRTR 4.78%
i} Inciudes all direct sales and back vilice salss support associates.
2} Pereentage of loans funded divided by iotal applicatiuns,
3 Defined as total premium recelved divided by torml balance of loans delivers to lhid parly investors of securitization vehicles {excluding mortgage seevicing rights and rhe effect of loan

origination expenses},
Gains on sales of mortgage loans and related assets increased $65.6 million for the three months ended Oclober 31, 2003, The increase over last yearis aresult of a
significant increasc in loan vrigination volume, partially offset by a decrease in loan sale execution pricing and an inercase in loan eriginalion expenses. During the
second quarter, the Company originated $6.3 billion in mortgage loans corpared to $3.9 billion last year, an increase of 63.5%. The execution price on mortgage toans
orginated und sold decreased e 3. 87% for the camrent quarter comparcd 10 4,78% last year, primarily s a result of a decrease in the average interest rate during the
peniod.

Impairments uf residual inferests in securitizations of $0.4 million were recognized in the current period, conpared to $3.7 million for the three months ended
Qctober 31, 2002,

The following labke sununarizes the key drivers of loan servicing revenues:

fdeltlars in O00s)
Three months ended October 31,
2003 2002
Number of Toans scrviced 295,636 220,842
Average servicing portfolio $ 36,825,033 $ 26,141,181
Avcrage delinquency rale 6.28% 7.21%
Value of MSRs k3 111,960 3 90774
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Loan servicing revenues increased $10.3 million, or 25.06, compared to the prior year. The increasc reflects a higher loan servicing portfoliv. The average servicing
portfolin for the three-month peried cnded October 31, 2003 increased $10.7 Lillion, or 40.9%, to $36.8 hillion.

Total accretion of residual interests of $36.8 miliion for the throe months ended October 31, 2003 represents a decrease of $17.2 million from prior year accretion of
$54.1 million. This decline is due to a lawer avernge balance of related residuals, resulting primarily from the sale of previously secuntized residunl interests {NIM
residuals) during the third quarter of tiscal year 2003,

During the second quacter of fiscal year 2004, the Company's residual interests continued to perform beiter than expected comparcd 1o internal valuation models,
primarily duc to sustained Jow interest rates and more favorable prepayiment and loss rates. As a result of these items, the Company recorded pretax mark-to-market
write-ups, which increased the fair value of its residnal interests $20.9 million during the quarter, These write-ups were recorded, net of wrile-downs of $10.4 million
and deferred taxes of $4.0 mallion, in other comprelensive income and witl be accreted into income throughout the remaining life of those residual inicrests. Future
changes in interest rates or other assumptions, based on market conditions or actual luan pool performance, could cause additional adjustments to the fair value of the
residual interests and could canse changes to the accretion of these residual interests in future periods. Additionally, sales of NIM residual interests would result in
decreases to aceretion income in lulure perods. :

Interest income mereased $14.4 million, or 52.6%, for the quader ended October 31, 2003, primarily due to an increase in the average balance on loans held by the
Trusts. This increase was offset by lower interest margin eamned. Inlerest margin is the difference between the tate on the underlying loans and the financing costs of the
Trusts. The interest margin decreased to 5.39% for the three months ended October 31, 2003, from 5.64% a year ago.

Taotal expenses for the three months ended October 31, 2003, increased $46.1 million, or 38.0%. over the year-ago quarter. This incresse is primarily due to

$14.9 nullion in increased compensation and benefits as a result of a 23.5% increase in sales associates needed to support higher loan production volumes. Scrvicing
and processing cxpenses increased by $10.0 million as a result of u higher averuge servicing porlfolio during the three months ended October 31, 2003, Qecupancy and
equipment charges increased $2.2 million due to nine additional branch offices opencd since the prior year quarter ended, contimsed expansion of the secomd servicing
center thal opened in Aogust 2002 and additional administrative office space. Rad debt expense increased $8.9 million primarily due to more whole loan sales than
securitizations in the cucrent year, for which higher reserves are set up at the time of sale for estimaled wepurchases. Whole loan sales accounted for 79% of total loan
sales, compared to 72% in the prior year. Other expenses increased by $10.0 million to $38.6 million for the current quarter, primanty due to $2.0 miltion in moreaysed
marketing expenses ind $4.5 pillion in increased allocated corporate and shared costs. Allocated eosts inereased as a result of additional insurance costs and the
expensing of stock-based compensation,
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Pretax incomce incrcased $30.5 1illion 1o $¥84.0 million for the threc months ended Ociober 31, 2003,

Three months ended October 31, 2003 compared to July 31, 2003

Mortgage Operations® revenues increased $48.3 million, or 15.9%. for the three months ended October 31, 2003, compared to the preceding quarter.

The following tahle surmmarizes the key drivers of guins on sales of mortgage loans:

fdoftars in 000s) Three months ended
October 31, 203 July 31, 2003

Number of sales associates ™ 24% 2,330
Tulal number of applications ) 72,838 62,544
Closing ratio 58.0% 56.8%
Total number of originations 42,287 35,503
Average lvan size ;] 150 § 150
Toral originations $ 6,343,756 3 5,310,881
Non-prime / prime ratio 246:1 881
Coounitments ta fond loans 3 3244958 3 2900917
Loan salecs $ 6,330,449 % 5,301,341
Gains on sales of mortgage asscts $ 220,652 $ 203382
Executivn price - net gain nn sale ™ 3R7T% 4.42%

o Includes all direct sales and back office sales suppart associales.

{2} Percentage of loans funded divided by total applications.

[£)) Detined as tolal premium reseived divided by total balance of loans delivered 1o third party investors ur secmilization vehicles feacluding mortgage servicing rights and the effect of Inan

oTigination expenses).
Gains on sales of morgage loans and related nssels for both wholesale and retail increased $17.3 million to $220.7 miilion for ibe current quarter., This increase from
the preceding quarter is primarily a result of a 19.4% increase in loans originated, which was padially offset hy a decrease in execution pricc on loan sales as u mesult of
the rising interest tale snvirorment. The execution price on loan sales for the quarter decreased to 3.87% from 4.42% for the three months ended July 31, 2003,

Inpainnents of residual inferests in secoritizations of $0.4 million were recognized during (e second quarter, compared e $10.7 million for the threc months ended
July 31, 2003, The first guarler impaimments resulted from a decline in value of older residuals based on foan perfunnance.

The following table summarizes the key drivers of loan servicing revenues:

tdoftars in 600s) Three months ended
October 31,
2003 July 3, 2003
Number of loans serviced 295636 261,344
Average servicing portfolio $ 36,825,033 $ 32,757,225
Average delinquency rate 6.28% 6.60%
Valve of MSRs 3 101,900 5 106,056
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Loan servicing revenues increased $3.3 million, or 6.9%, compared to the first quarter of fiscal year 2004, The jncrease reflects a higher loan-servicing portfolio. The
average scrvicing portfolio fur the three monihs ended October 31, 2003 increased $4.1 billion, or 12.4%, to $36.8 billion.

Acerction of residual inlerests of $36.8 million represents an increase of 8.2% from the preceding quarter aceretion of $34.1 mitlion, primarily due to write-ups taken
during the first guarter of tiscal year 2004,

Intcrest income increased $14.6 willion, or 53.5%:, for the quarter ended October 31, 2003, duc to an increase in the average balunce on loans held by the Trusts. This
increase was offset by lowcr intercst margin eamed. The interest margin decreased to 5.39% during the three months ended October 31, 2003, from 5.51% in the first
quarier.

Total expenses increased $28.1 mitlion, or 20.2%, pimarly due to tncreased compensation and benefit costs associared with the increase in salcs associates. Bad debt
expense increased $2.7 million primarily due to more whole loan sales than securitizations in the current quarter, which requires higher reserves ta e set up at the tima
of sale for cstimated repurchases, Whole loan sales nceounted for 79% of 1otal loan sales, compared to 57% in the first quarter, Other expenses also increased

$11.3 million due to $2.7 million of additional marketing expenses, $2.3 nullion in addifional consofting expenses and 312 million of additicnal depreciation and
amorlizalion. Allocated corporate and shared costs also increased $2.5 million, primasily duc to increased insurance costs and the expensing of stock-based
compensation,

Pretax income increased $20.2 million, or 12.3%, for the three months ended October 31, 2003 compared to the preceding quarler.
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Mortgage Operations —- Six-Month Statisties

{doffars in (fs)

Six mwmths ended

October 31, X3 Octvber M, 2002
Numbcer of loans originated:
Whalesale (non-prime) 64,727 42,310
Retail: Prme 5,949 4,988
Non-prime 7,114 5,133
Total 7,790 32,43}
VYolume of loans originated.
Wholesale (non-prime) 10,008,341 5,920,054
Retail: Prime 787,987 098,509
Non-prime 858,308 633,984
Total 11,654,636 7.253.447
Loan salcs:
Loans ariginated and sold 11,031,790 7179379
Louns avquired and sold 633,953
Tatal 11,631,790 7,813,332
Weighted average FICO scorc™ 603 601
Execulion price - Net gain on sale® 4. 18% 4.83 %
Loans originated and sold 418% 4.83%
Loans acquired and sold —% 0.18%
Total 4.18% 4.44%
Weighted average inlerest rale for barrowers'” 7.53% 252%
Weighted average loan-to-valuc™ 18.2% T2.1%
H Defined as totat premium received divided by total balance of loans delivered 1o third party investors or securitizadon vehicles (excluding morigage s viciny rights and the effect of lnan

arigination axpenses).
2) Represents non-prime peoduction.
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Morteage Operations — Six-Month Kesults

{in GO0s) Six months ended

Ociuber 31, 203 October 31, 2002

Components of gains on sales:

Gains ot sales of mortgage assets $ 424,034 $ 320517
Impairment of residual interests (11,108} (24,132)

Total gains on sales 412,928 296,385

T.oan servicing revenue 99,976 804,275

Accretion ineonme 70,506 92,853

Interest ircome 69,132 54,266

Other 1.10% 1,115

Total revenues 054,051 524,894

Coempensation and beneiis 142,635 115,193

Servicing and processing 31,860 31,627

Occapancy and equipment 24,147 17,938

Bad debt expense 21,740 0117

Orher 65,514 50412

Total ¢xpenscs 306,196 224,289

Pretax income 3 347,855 z 300,605

Six months ended October 31, 2003 campared to October 31, 2002

Mortgage Operations’ revenues increased $129.2 million, or 24.6%, for the six months ended October 31, 2003 compared to the prior year. Revenve increased primarily
as a result of higher production volumes.

The following table surnmarizes the key drivers of gains on sales of monigage loans:

{doffars in O00s) Six months ended Oeiober 31,

2003 2002
Number of sales associates ™ 2470 2,005
Total nuanber of applications ' 135,402 102,661
Closing ratic = ’ 57.5% 5L1%
Total number of originations T1.790 52431
Average loan size % 150 % 138
‘Total originutions % 11,654,636 3 7,253,447
Non-pritnc / prime tatio : 138:1 : 94:1
Commitments to fund loans $ 3,244,958 $ 2,221,671
Loun sules b3 11,631,790 % 74813332
Gains on sales of mortgage asscis % 424,034 ] 320,517
Execution price — net gain on sale 4.18% 444 %
{1} Includes alt dircer sales and back office sales suppon associates.
12) Percentage of loans funded divided by 1otal applications.

(3} Defined as total premium received divided by total balance of loans delivered to third party investors or securitization vehicles (excluding mongage servicing rights and the effect of Joan
origination expenses).
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Gains on sales of mortgage loans and related assels increased $103.5 miflion for the six months ended Octoher 31, 2003, The increase over last year is a result of a
significant increase in loan origination volume, partially offsct by a decrease in loan sale execution pricing and increased luan origination expenses. During the corrent
year, the Company originated $11.7 billion in mortgage loans compared to $7.3 billion last year, an increase of 60.7%. The cxccution price on mertgage loans
originated and sold decreased to 4.18% for the current period compared 1o 4.83% last year, prinaily as a result of a decrease in the average interest rate during the
penod.

Impairments of residual interests in securitizations of $11.1 million were recognized in the six months ended Qutober 31, 2003, due to a decline in value of older
residuals bused on loan performance. Tmpairments of residuals for the six months ended October 31, 2002 totaled $24.1 million,

The following table summarizes the key drivers of loan servicing revenucs:

{doflars in 000s) Six months ended Octoher 3,

20403 2002
Number of loans serviced 295,636 220,842
Average servicing portfvlio 3 34,896,920 3 25,707,639
Average delinquency rate 6.43% 6.92%
Value of MSRs ] 111,960 3 774

Loan servicing revenues increased $19.7 million, or 24.5%, this year. The increase reflects a higher loan servicing portfolio. The average servicing porifelio for the six
months ended October 31, 2003 increascd $9.2 billion, or 35.7%, to $34.4 billion.

Total accreticn of residual interests of $70.9 iillion for the six months ended October 31, 2003 represents a decrease of $21.9 million from prior year accretion of
$92.9 million. This decline is due to a lower average balance of related residuals, resulting primarily from the sale of NIM residuals during (he third quarter of fiscal
year 2003,

The Company recorded pretax mark-to-market write-ups on its residual interests, which increased the fair valuc $78.4 million during the period. These write-ups were
recorded, net of write-downs of $14.3 million and deferred taxes of $24.4 million, in other comprehensive income and will he acereted into income throughout the
remaining life of those residual interests. Futurc changes in interest rates or other assumptions, based on market conditions or actuat loan pool performince, could cause
additional adjustments to the fair value of the residoal interests and could cause changes to the accretion of these residual interests in future periods. Additionally, sajes
of NIM residual interests would result in decreases te aceretion income in foture periods.

Interest income increased $14.9 million, or 27.4%, for the six months ended October 31, 2003, due 1o an increase in the average balance on loans held by the Trusts.
‘I'his incrense was offset by lower inlerest margin earned. The interest margin decreased to 5.45% during the six months ended QOctober 31, 2003, from 5.85% a year
ago.
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Tatal expenses for the six months ended October 31, 2003, increased $81.9 million, or 36.5% over the year-ago period. This increase is primarily due to a $27.4 million
increase in compensation and benefits 2s a result of 2 23.5% increase in sales associates needed to support higher loan production volumes. Servicing and processing
expenses increased by $20.2 million us a result of a higher average servicing portfolio during the six months ended October 31, 2003. Occupuncy and equipment
charges jnvreased $6.2 million due to nine additional branch offices opened since October 2002, continued expansion of the second servicing center that opened in
August 2002 and edditional admrinisirative office space. Rad debt expense increased $12.6 million primarity as a result of the increase in whole loan sales compared to
securitizations, for which higher reserves are sct up at the time of sule for estimated repurchases. Other expenses increased by $15.4 miltion 0 $65.8 miltion lor the
current period, prinarily due to $4.4 million in increased marketing expenses and $5.9 million in increased altucated cosporate and shared costs. Allocated costs
increased due to higher insurance costs und (he expensing of stock-based compensation.

Pretax income ncreased $47.3 miflion o $347.9 miltion for the six months ended Qetober 3§, 2003,
Business Services

This segment is cngaged in providing aceounting, tax, consulting, payroll, employes henefits and capital markets services 10 business clients and tax, financial and
estate planning, wealth management and insurance services 1o individuals. Business Services provides accovnting, payroll and hyman resources services to McGladrey
& Pullen LLP (M&P) in exchange for a management fee. The Company also has commitments to fund M&F’s opcrations.

A substantial portion of Business Services” husiness is generated by one-time projccts or extended services. bmprovemenls in the current business environment have
caused clients to begin canticusly spending money on discretionary projects. Resulis in the Company's consulting services remain weak while other service revenues
ate seging improvement.

45-




Table of Contents

Business Services — Three-Month Results

fir D005} Three munihs ended
Cclober 31, 2003 October 31, HHR2 July 31, 2003

Traditional accounting 5 54,441 3 51,195 % 45,006
Busincss consulting 24,174 21,755 21.575
Capital markets 17,870 10,563 16,630
Other 15,535 14,370 15,198

Total revenues 109,024 7,883 9OR,499
Compensation and benefits 73,397 65,654 70,285
Oceupancy and equipment 6,785 6,789 6,066
Depreciation and amortizalion 5.647 5,497 5496
Marketing and advertising 1,660 1,775 2,195
Bl Jebt expense 1116 2,439 1.361
Other 21,151 19,554 19,775

Total expenses 111,756 101,668 105,178
Pretax loss % {2,732) L (3,785) 3 {6,679

Three months ended Qctober 3, 2003 compared to October 31, 2002

Business Services’ revenues for the three months ended Oclober 31, 2003 increased $11.1 million, or 11.4%, from the prior year. This increase was primarily due to a
$7.3 million increase in capital markets revenues, resulting from a higher number of business valuation projects. Traditiona} accounting revenues also increased

$3.2 mitlion due tv mure billable houts during the quarter for tax services.

Total expenses increased $10.1 million, or 9.9%, for the three months ended October 31, 2003 compared to the prior year. Compensation and benefits costs incrcased
$9.7 million, primanily as a resuli of (he increased activity in the capital markets business. Additionally, other expenses increused §1.6 miltion, prienarily due 10
increased employee recruiting costs.

The pretax loss for the three months ended Qctober 31, 2003 was $2.7 million compared to a foss of $3.8 million in the prior year.

Duc to the seasonal nature of (his segment’s business, operating resalis for the three months cnded October 31, 2003 are not comparable to the three months ended
July 31, 2003 and are not indicative ot the cxpected results fur the entire fiscal year.
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Business Services — Six-Monih Results

{in O Six months ended
Qctober 31, 203 Oxctober 31, 2002

Traditional accounting % 04,537 5 101,117
Business consulting 42,749 43,493
Capital markets 34,500 20,481
Olher 30,737 28,106

Total revenues 207,523 193,197
Compcnsation and benefits 145,682 134,728
{Jceupancy and equipment 12,851 11,291
Depreciaiion and amortization 11,143 11,192
Marketing and advertising 3,833 3,263
Bad debt expense 2477 3,328
Other 40,926 37.451

Total expenses 216,934 20,255
Pretax toss % (9.411) $ (8,058)

Six months ended October 31, 2003 compared to October 31, 2002

Busincss Services” revenues for the six months ended October 31, 2003 increased $14.3 million, or 7.4%, from the prior year. This increase was primarily duc to a
$14.0 million increase in capiial markels revenues, resulting from a highcr number of business valuation projects. Other revenucs also incrensed $2.0 million due to
improved performance in the outsourced services area. These increases were partially offset by a slight decline in iraditional accounting revenues.

Total expenses increased $15.7 milion, or 7.8%, for the six months ended Octeber 31, 2003 vompared to the prior year. Compensation and benefits costs increased
$11.0 million, primasily as a result of the increased activity in the capital markets business. Additionally, other expenses increased $3.5 million, primarily due to
increased reeruiting and insurance costs.

The pretax loss [or the six months ended October 31, 2003 was $9.4 million compared to aloss of $8.1 million in the prior year.
Investment Services

This segment is primarily engaged in offering investment services and securities products through H&R Block Financial Advisors, Inc. (HRBFA), a full-service
securities broker-deater and a registered investment advisor. Products ang services offered to Investment Scrvices’ customers include: equities, annuities, fixed income
products, mutual funds, margin accounts, money market funds with sweep provisions for settlement of custemer transactions, checking privileges, account
accessfreview via the internet, onling irading, fee-based accounts, individual retirement accounts, dividend reinvestment and aption accounts, equity research and locus
lists, model purifolios, asset allocation strategies, cconomic cosmuentaries and other investment tools and information. In addition, clients of the Company's U.S. Tax
Operations scgment are given the opportunity to open an Express IRA through HRBFA as a part of the income tax retum preparation process.
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Key ta the future suceess of the Investment Services segiment is retention of its financial advisors and recrustment of new advisors, One of the Company’s key initiatives
is to build revenues through the addition of experienced financial advisors. More than 100 new advisors have been recruited through the sccond quarter, which was
ofTset by attrition of primarily less experienced advisurs. The retentinn and recrnitment of experienced advisors continues to be a key initiative for fiscal year 2004,

Investment Servires — Three-Month Statistics

Three months ended

Telober 31,
2003 Oxctober 31, 2002 July 31, 2003
Custamer trades (1} 347,828 392,850 363,053
Customer duily average trades 5.351 4,570 3,339
""" Average revenue per trade {2) 5 i16.22 $ 119.21 % 126.46
MNumber of active accounts T48 403 110,495 755,643
Average trades per active account per quarter 0.46 0.4 0.48
Average trades per active account per year (amnualized) 1.8 1.65 1.92
Ending balance ol assets under administration (hillions) 3 257 $ 214 5 24.3
Average assets per active account 3 34,340 b 002 % 32,114
Ending margin balances (millions) % 538 3 503 3 317
Ending customer payables bulances {millions) $ 981 A 821 $ 923
Number of advisors 1,010 1,055 1001
Included in the numbcrs above are the following relating to fee based
acocounts:
Customer accounts 5,174 4,351 4,894
Average revenue per account % 1,897 3 1,503 b 1,701
Ending balatce of assets under administration (millions) g 1.088 % 658 3 916
Average asscts per active account 3 210,290 3 151,170 b3 187,064
[4}] Includes both wrades on which commissions are earned {“commissionable wrades™) and trades for which no commission is earned (“fee-based rades™). Excludes open-ended mutual fund
redemptions.
{2) Cnicull:led as tofal commissions divided by commissionable trades.

48-




Table of Cantents

Investment Services - - Three-Month Results

{in (N5 ) ‘Three munths ended
Orctober 31, 2003 October 3, 2002 July 31, 2003
Transactional revenue $ 23,462 $ 22,906 % 25,985
Annnitized revenue 13,689 8,029 12476
Production revenue 36,851 30,935 38,4581
Other revenuve 1,795 9,334 9,996
Non-interest revenue 44,646 40,269 48,457
Margin interest revenue 8,057 9,758 2,530
Less: interest expense 207 1,586 410
Net interest revenue 7,850 8,172 7920
Total revenues (1) 52496 4R 441 56,377
Commissions 10,875 9,740 12,441
Other variable expenses 1402 831 1,201
Total variable expenscs 12,278 10,571 13,642
Gross profit 44,218 37,870 42,735
Compensation and benefits 22,751 23;36{] 22,430
Uccupancy and equipinent 6823 6,640 7221
Depreciation and amortization 11,046 12,546 11,591
Impairment of geodwill — 6,000
Other 10,223 13,929 11,469
Allocated corporate and shared costs 4,711 2,931 3,741
Tosal fixed cxpenses 55,554 65,806 56,492
Pretax loss 4 (15,335 5 (27.836) $ (13,757}
(1} ‘Total revenuss, leis IRterest expense.

‘Three months ended October 31, 2003 compared to Octuber 31, 2002

Investment Services’ revenues, net of interest expense, far the three months ended October 31, 2003 increased $4.1 million. or 8.4%, 10 $52.5 million compared to prior
year revenucs of $48.4 million. The increase is primarily dug (o higher snnuitized revenues, which are based on customer assets rather than transactions.

Transactionat revenue, which is based on transaction or trade guantities, rose $0.3 million, or 1.1%, from the prior year due to an increasc in trading activity, partially
offset by a declinc in the average revenue per trade. Annuitized revenues increased $3.7 million, or 7.5%, due to increased sales of annyities and mutual funds.

Margin interest revenoe declined 17.4% from the prior year to $8.1 million, which is primarily a result of a 13.4% decline in interest rates and an 8.1% decrease in
average margin balances. Margin balances have declined from an average of $560.0 mitlion for the three months ended Oclober 31, 2002 to $514.4 million in the
current perind, due te weak invester confidence,
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[nterest expense for the second guarter of fiseal year 2004 declined 87.0% to $0.2 million compared lu $1.6 million i the second quarter of fiscal year 2003,

Total expenses decreased $8.5 million, or 11.2%, to $67.8 million primarity as a result ot the $6.0 million goodwill impairment charge recorded in the prior ycar. Other
expenses decreased primarily as a result of consulting fees incurred in the priar year related to the conversion o a new back-office systent

The pretax loss for Investmenl Services for the second quarter of fiscal year 2004 was $15.3 milfion compared (o the pror year toss of §27.9 million.
Three munths ended Octaher 31, 2003 compared to July 31, 2003

Investment Services” revenues, net of intcrest expense, for the three months ended October 31, 2003 declined $3.9 million, or 6.9%, to $52.5 million compared (o the
preceding quarter.

Production revenue decreased $1.6 million, or 4.2%, primarily due to the conlinued shift to fee-based products.
Margin interest revenue fell $0.5 million, or 5.5%, to $8.1 million for the quarter ended Cctober 31, 2003, which is primarily a cesult of lower interest rutes.

Total expenscs decreased $2.3 million from the preceding quarter. The $1.6 miltion decrease in comrmission expensc is primarily due to the decling in production
revenues. In addition, other expenses declined $1.2 million primarity as a resull of first quarter postage costs related fo customer mailings.

The pretax loss for the Invesiment Services segiment was $15.3 million, compared to a loss of $13.8 million in the first quarter of fiscal year 2004.
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Investment Servires - Six-Month Staristics

Six months endcd

Owtober 31, 2003 October 3, 2002

Customer trades 710,881 £67,130
Customer daily average trudes 5,345 5,253
Average revenue per trade 3 121.44 % 1i9.04
Number of aclive accoants 748 403 710,495
Ending balance of asseis under administration (billions} % 25.7 % 214
Average assels per active account 5 34,340 $ 30,102
Ending margin balances {millions) $ 538 b3 503
Ending customer payables balances (millions) § 481 3 821
Number of advisors 1,010 1.055
Tncluded in the numbers above are the Following relating to fee-based avcounts:

Customer aceounts 5174 4,351

Average revenuc per account 5 1,753 3 1,484

Ending balance of assets under administration (millions} $ 1,088 % 658

Average assets per active account $ 210,290 % 151,17}
1) Includes both trades on which commissions arc camed (“commissionatts mades™) and rades for which no commission is earned {“lee-Lrased wades”). Excludes open-coded mutual fund

redemplions. :
{2 Calenlaied as total issiong divided by commissionable rades.
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Investmeni Services  Siv-Month Results

fin G0s) Six months ended
Oetober 31, 2003 Ociober M, 2002
Transactional revenuc $ 49,147 % 51,865
Annnitized revenne 26,165 17,368
Production revenue 15312 69,233
Other revenueg 17,734 15,503
Non-interest revenue 93,103 87.736
Margin interest revenug 16,587 20,954
Less: interest expense 817 3,271
Net interest revenue 15,770 17,677
Total revenues 108,873 105,413
Couanissions 23,316 21,120
Other variablc cxpenses 2,604 1,379
Total variable expenses 25,920 22,499
Gress profit R2,953 82,914
Compensation and bencfits 45,181 47211
Occupancy and equipmeant 14,044 13,282
Depreciation und amortization 22637 25,647
Impairment of goodwill - 24,000
Other 21,692 27,628
Allocated corporate und shared costs 8,492 5,899
Total fixed expenses 112,046 143,647
Pratax loss b (29,093) % (60,733)
(I Taral revenues, less inlerest expense.

Six nwmths ended October 31, 2003 compared to October 31, 2002

Investment Services' revenues, net of interest expense, for the six months ended October 31, 2003 improved 33.5 million, or 3.3%, to $108.9 million compared 1o prior
year revenues of $105.4 million. The increase is primarily duc to higher annuitized revenue.

Transactional revenue declined $2.7 miltion, or 5.2%, from the prior year due 1o the continved shift to fee-hased products. Annuitized revenues increased $8.8 million,
or 50.7%, due to incraasad sales of annuities and mutual funds.

Margin interest revenue declined 20.8% from the prior year to $16.6 million, which is primarity a result of lower margin balances. Margin hatances have declined from
an average of $640.0 million for the six months ended Qctober 31, 2002 to $507.7 million in the cusrent pericd. Interest expense: for the first half of fiscal year 2004
declined 75.1% to $0.% million compared (o $3.3 nallion in the first half of fiscal year 2003.
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Total expenses decrensed $28.2 million, or 17.0%, to $138.0 million primarily as a result of the $24.0 million goudwill impaiviment charge recorded in the prior year.
Other expenses decreased $5.% million primarily us a result of consulting fees incurred in the prior year related 1o the conversion to a new back-olbce syslem.
Depreciation and amortization declined by $3.0 million as a result of the consolidution of field vlfices and the related asset sales. Commissions and other variable
expenses increased as a result of higher production revenues.

The pretax luss for Investment Services for the fiest half of fiscal year 2004 was $29.1 million compared to the priot yeac lass of $60.7 million.

Internatinnal Tax Operations

This segment is primarily cngaged in providing lucal tax return preparation, filing and related services in Canada, Australia and the United Kingdom. In addition,
International Tax Operations includes Overscas operations, which consists of company-owned and franchise offices in eight countries that prepare U.S. tax retums for

.5, citizens living abroad. This segment served 2.3 million taxpayers in fiscal year 2003,

Tax-related service revermas inciude fees from company-owned tax offices and royalties from frnchise offices. The Canadian tax season is from January to April, the
Australian tax season is from July lo Oclober and the United Kingdnm’s tax season is from August to March.

Operations in this sepment of the Company are transacted in the local currencies of the countries in which it operates, therefore the results can be affected by the
translation into U.S. dollars. The weakening of the U.S. dollar dusing the quarter had the impact of increasing reporied revenues, income and losses.

International Tux Operations - Three-Month Results

ftn (M) Three monihs ended
October 31,
2003 Qctober 31, 2002 July 31, 2003
Revenues:
Canada 3 3,025 b 2,529 % 3,766
Australia 15657 12,345 1,123
United Kingdom 305 3249 319
QOverseas 108 123 251
Total revenues 19,095 15,326 5,459
Pretax income (loss):
Canada (4,858) (4,260) {3,695)
Australia 01,297 5,030 (2,010)
UInited Kingdom (196) (193) (189)
Crversens (127} (359) (78)
Allocated corporate and shared costs (561} (468} (436)
Pretax income (loss) % 555 3 (250) 3 (6,308 )
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Three months ended October 31, 2003 compared to October 31, 2002

International Tax Qperations’ revenues for the three months ended Oclober 31, 2003 increased $3.8 million, or 24.6%, comparcd 1o the three months ended October 31,
2002. This improvernent is primarily due to results in Australia, where tax returns prepared in the curtent guarter increased 3.2% compared o the prior year.
Additionally, the average charge per relurn increased 1.3%.

Pretax income of $0.6 million for the quarter ended October 31, 2003, was an improvement of 50.8 million compared to (ke loss recarded in the second quarter last
year. This improvement is duc primarily to strung performance in the Anstralian tax season. This improvement was partially offsct by unfavorable exchange rates in
Canada.

Dze to the seasonal nature of this segment’s busincss, operating resulis for the three months ended October 31, 20013 are not comparable to the three months ended
July 31, 2003 and are not indicative of the expected results for the entire fiscal year.

International Tax Operations — Six-Month Results

{inn GO5) Six months ended
Octolier 31, 2003 Octobrer 31, 2002
Reverues:
Caunada % 6.791 b3 5,334
Australia 16,780 13,237
United Kingdom ' 624 642
Oversens 359 396
Total revenues 24,554 19,609
Pretax income (loss):
Canada (8.553) (8,450
Australia 4,287 3451
United Kingdom (385) {331)
Overseas (205} {456
Allocatcd corporate and shared costs (997) (875}
Prelax income {1oss) 5 {5,853) $ 6,701)

Six months ended October 31, 2003 compared to October 31, 2002

International Tax Operations” revenues for the six months ended October 31, 2003 increased $4.9 million, or 25.2%, compared to the six moaths ended October 31,
20¢2. This improvement is primarily due to results in Australia, whete tax retums prepared in the current period increased 3.5% comnpared te the prior year and the
average charge per retumn increased |.4%. Canadian revenues also improved, doe to increases of 6.1% in both the number of off-scason retumns and average charge per
reum.

The pretax loss of $5.9 mitlion fur the six months ended October 31, 2003, was an improvement of $0.8 million compared to the Toss recorded in the prior year. Resulls
in Ausiralia improved as a result of better performance in the Australian fax season,

54




Table of Contents

Corporate Operations

This segment consists primarily of corporate support departments, which provide services to the Campany’s operating segments. These suppurl departments consist of
wasketing, information technology, facilitics, humun resources, executive, legal, finance, government relations and corporate communications. These support
department costs ure targely allocated to the Company’s operating segments. The Company’s captive insurance and franchise financing subsidiaries are also included
within this segment.

Corporate Operations — Three-Month Results

{is (CN3s) Three months ended
October 31, 2003 October 31, 2002 July 31, 2003
Operating revenues 3 2,253 b 1,553 3 2728
Fliminations {1,565} {1,410) (1,400)
Total revenues 688 143 1,328
Corporatc expenses:
Compensation and benefits 930 4,476 3,069
Enterast expense:
fnteres| on acguisition deht 17.074 18,203 17,672
Other interest 89 1,299 175
Marketing and advertising (2) 83 {76)
Other 2,869 5,353 6,845
20,960 29,414 27,685
Support departments:
Informaticn technology 26,738 22,348 23,213
Marketing 5,430 6,069 2,664
Finance 8,835 7,203 6,899
Stock-based eompensation 3,084 — 1.040
Other 14,108 13,483 5,783
58,195 49,193 43,599
Allecation of corporate and shared costs {58,021) {46,436} (43,777}
Investient income, net 2005 533 1,195
Pretax loss $ {18,441) $ (31,495) % (24,984)

Three months ended October 31, 2003 compured (o October 31, 2002

Compensation and benefils decreased primarily as a result of $2.1 million of additional cxpenscs related to deferred compensation plans in the prier year. The decrease
in inferest expense on acquisition debt is atributable to lower finuncing costs and 2 $45.1 million payment on acquisition debt in August 2003. Other expenses declined
as & result of lower sllocations of support department costs to Corpotate Operations.

Information fechnology department expenses increascd $4.4 million, or 19.6%, primarity due to an increase in headeouint and related facilities. Stock-based
compensation expenses increased as a result of the expensing of all stock-based compensation, which began vn May t, 2003.
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The pretax loss was $18.4 miltion, compared with last yzar's second quarter Joss of $31.5 million.

De to the nature of this scgment, the three months ended October 31, 2003 are not comparable to the theee months ended July 31, 2003 and are not indicative of the
expecled results for the entire fiscal year.

Comporate Operations — Six-Month Results

fire GOGy) Six months ended
Cheluber 31, 2003 October 31, 2002
Operating revenues 3 4,981 $ 2291
Eliiminations {2,965) {2,634}
Total revenues 216 (343)
Corporate expenscs:
Compensation and benefits 3,099 8,638
Intcrest expensc:
Interest on acquisition debt 34,746 36,976
Olher interest 264 {1,555)
Marketing and advertising 78) 230
Other 9.7i4 12,364
AR,645 56,653
Support departments:
Infenoation tecknology 49,951 41,279
Marketing 8,004 10,708
Finance 153,734 13,405
Stock-bused copensation 4,124 —
Other 23,891 24,313
101,794 89,705
Adlpcation of curporate and shared costs (101,798) (838.149)
Investment incore, net 3,200 1,617
Pretax loss % (43,425) % (56,935)

Six months ended October 31, 2003 compared to October 31, 2002

Operating revenues increascd $2.7 million as a result of a write-down of investments in the prios year.

Compensaticn and benefits decrensed as a result of $5.5 million of additional expenses related to deferred compensation plans in the prior year. The decrease in interest
expense on acquisition debt is attributable to lower financing costs and a $45.1 million puyment oo acquisition debt in August 2003, Other expenses decreased as a

resull ol lower allocations to Corporate Operations.
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Information technology department expenses increased $8.7 million, or 21.0%, primarily due (0 an increase in Ieadcount and refated facilities. Stock-based
compensation expenses increased as a result ol the expensing of all steck-based compensation, which began on May 1, 2003,

The pretax loss was $43.4 million, compared with last year’s first quarter loss of $56.9 million.
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FINANCIAL CONDITION

These comments should be read in conjunction with the condensed consolidated balance sheets and condensed consolidated stutements of cash flows found on pages 1
and 3, respectively.

The Company's liquidity needs are met primarily through a combination of aperating cash flows, commercial paper (CF} issvance and otf-balance sheet inanciog
AITANZEITIeLS.

OPERATING CASH FLOWS & LIQUIDITY BY SEGMENT

Operating cash requireroents totaled $463 4 million and $349.8 million for the six months ended October 31, 2003 and 2002, respectively. A condensed consolidating
statement of cash flows by segment for the six months ended October 31, 2003 [ullows. Generally, interest is not charged on interconmpany activitics berween scgments.

{im OQ05) U.E. Tax Mnrigage Business Envestument International Corporate Consolldated
Operations Operations Services Kervices Tax Operations Operations 1&R Block
Cash provided by {used in}:
Cperations b (268,343%) § 28,035 S 13,285 3 (536,206) % 16,341 % (196,462} & {463,350)
Investing (120,939) $1,237 (4,785) 351 (2,.214) (25,037} (91,387)
Financing — 30,100 (45.425) - (107) (63,854} (59,286)
Net intercompany 397,255 {144,844) 44,575 40,453 {10,352) {327.087) -

Net intercompuny uclivilies are excluded from the investing and financing activities within the segment cash flows. The Company believes thal by excluding the
intercompany activities, the cash flows by segment more clearly depict Lhe cash generated and vsed by each segment. Had the intercompany activities been included,
those sepments in a net lending simiation would have been included in investing activities, and those in a nel borrowing siluation would have been incloded in financing
activities.

11.S. Tax Operations: 118, Tax Operations has historically been the lacgest provider of annuat operuting cash Qows to the Company. This segment generally operates
at a loss during the first Lwe guartess of the fiscal year due to off-season costs and preparation activities for the upcoming tax scason, The seasonal nature of U.S. Tax

. Operations generally results in a large positive operating cash Now in the [ourih quaster. U8, Tax Operations had total cash requirements of $389.3 million for the six

maonths ended October 31, 2003,

Mortgage Operations: This segment gencratcs cash as a result of Joan sales and securitizations, NIM transactions, sales of NIM residual interests and as its residual
intervsls 1ature. Mortgage Operations generated $28.0 million in cash from operating activities primarity trom the sale and securitization of morigage loans. This
segment also generated $61.2 million in cash frum investing activities primarily from cash seceived on residual interests, and $30.1 million in cash from financing
activities as a resule of the on-balance sheet secusitization completed during the quarter.

Gains on sales of mortgage loans and related assets olabed $412.9 million, of which 77% was received as cash. The cash was recorded as operating activities.
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Gains on sales of mortgage asscts consist of the following:

{in (i) Six months ended
Oetoher 31, 2003 October 31, 2002

Guins on whale 1oans scld by the Trusts $ 298,460 g 216,908
Gains on loans securitized 129,617 119,515
Net change in rcceivable from the Trusts 54,483 19,828
Gains on retained mongage servicing rights 48,002 32,699
Net change in fair vatue of rate-lock commitments 613 4,615
Additions to residual interests 1,814 753
Iinpuinnents to fair value of residual intercsts (11,106) {24,132)
Origination cxpenses, nel (108,955) (73,801

;] 412,928 % 196,385
Percent of gains received as cash 1% 89%

Cash received on residual interests in securitizations totaled $6%.9 and $103.9 for the six months ended October 31, 2003 and 2002, respectively.

The mortgage segment regularly sells loans as a source of Yiquidity for its prime and non-prime morigages, Whole loan sales to the Trusts through October 31, 2003
were $11.6 billivn eompared with $7.8 billion for the same period in fiscal year 2003. Additionally, Rlock Financlal Corporation (BFC) provides the mortgage segment
a $150 million line of credit for working capital needs.

In order to finance ils prime originations, the Company utilizes a warchouse facility with capacity np to $50 miltion, which expires in Junc 2004, The facility bears
interest at one-month LIBOR plus 64 to 175 busis points. As of Qctober 31, 2003, the balance outstanding under this facility was $1.6 million and is included in
accounls payable, accrued expenses and other on the condensed consolidaled balance sheets.

Management helieves the sources of liquidity available 1 the Mortgage Operations segment are predictable and sutficient For its needs. Risks to the stability of these
sources include external events impacting the asset-backed sceurities market. The liquidity available from the NIM transactions is alse subject to external events
impacting this market. These external events include, but are not limited to, adverse changes in the perception of the non-prime industry or in the reguiation of non-
prime lending and, to a lesser degree, teduction in the availability of third parties that provide credit enhancement. Performance of the securitizations will also impact
the segmen’s future participation in these mackets. The four warchouse facifities used by the Trusts are suhject to anneal renewal, each at different time during the
year, in Aptil, August, Decernber and February and any of the above events could lcad to ditficulty in renewing the lines. These tisks are mitgated by the availability of
whole loan sales and financing provided by the Company, and 1o a lesser extent, by staggered renewal daics related to these lines.

Business Services: Business Services fonding requirements are largely related to working capital needs. Funding is available from the Company sufficient to cover
these needs. This

1
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segment generated $13.3 miilion in cash from operating activities primarily related to the cotlections of receivables in the first hall of [iscal year 2004, Rosiness
Services used $45.4 million in financing activities, primarily as a result of payments on acquisition debt.

Investment Services: Investment Services used $56.2 million in cash from opcrating activities during the quarter, primarily due to the timing of cash deposits that are
restricted [or the benefit of customers.

Investment Services, through HRBFA, is subject to regulatory requisements intended to cnsure the generul Minancial soundness and liquidity of broker-dealers. HRBFA
is required! lo maintain minimum net capital as defined under Rule 15¢3-1 of the Securities Exchange Act of 1934 and comnplies with the alternative capital requircment,
which requizes a broker-dealer to maintain net capital equal to the greater of $250 thousund or 29 of the combined aggregate debit balances arising [ customer
trunsactions. The net capital rute also provides that equily vapilal may not be withdrawn or cash dividends paid if resulling net capital would be less than the greater of
5% of combined nggregate debit items or 120% of the minimum reguired nel capitat. As of Geteber 31, 2003, HRBFA’s net capital of $120.3 million, which was 18.9%
of aggregate debit items, cxcecded its minimum tequired net capital of $12.7 million by $107.6 nallion. Although HRBFA has always exceeded its minimusm: nel capital
requirernents, dering the six months ended October 31, 2003 the Company contributed $32.0 million of additional capital to HRBFA.

To manage short-teem liquidity, HRBFA muiniains a $300 million unsecured credir facility with BEC, ity indirect corporate parent. As of October 31, 2003 there were
no eulslanding balances on this facility.

Liguidity needs relating 1o clicnt trading und margin-borrowing activities are met primarily through cash balances in client heakerage accounts and working capital.
Management believes these sources of funds will continue to be the primary sources of liquidity for Investment Scrvices. Stock loans have historically been used as a
sccondary source of funding and could be used in the future, if warranted.

Securities burrowed and securities loaned transactions are generalty reported as collatecalized financings. These transactions require the Company to deposit cash and/er
collateral with the lender. Securilies loaned consist of securities owned by customers, which were purchased an margin. When loaning sccuritics, the Company receives
cash coltateral approximately equal to the vatue of the securities loaned. The amount of cash coltatcral is adjusted, as required, for market fluctnations in the value of
the securities loaned. Interest rates paid on the cash collateral fluctuate as short-tenm inderest rates change.

To satisfy the margin deposit requirement of clicnt option transuctions with the Optiens Clearing Corporation (OCC), Investment Services pledges customers’ margined
securitics, Pledged securities as of October 31, 2003 totaled $73.8 million, an cxcess of $18.6 million over the margin requirement.
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Management helieves the funding sources for Investment Servives are stable. Liquidity cisk within this segment is primarily limited to maintaining sutficient capital
Levels (0 obtain secorities lending liquidity to support margin borrowing by customers.

International Tax Operations: International Tax Operations provided $16.3 million in cash from operating activities during the quarter primarily due to higher
earnings during the Australian tax season and collections of receivables from Revenue Canada related 1o its discounted return program.

International Tux Chperations are peverally self finded. Cash halances are held in Canada, Australia and the United Kingdom independently in lucal currencies. H&R
Block Canada has a commercial paper program up to $125 mnillion (Canadian). At October 31, 2003, there was no commercial paper outstanding.

CAIMTAL RESOURCES

Cash used in aperating activities totaled $463.4 million for the six months ended October 31, 2003, compared with $349.8 mmilion [or the six moaths ended October 31,
2002,

Cash expenditures during the six months ended October 31, 2003 relating to investing and financing activities include the purchase of property und equipment
($43.6 million}, payments on acquisition debt ($45.1 million}, payment of dividends (368.1 million), payments related to business acquisitions {$123.3 million} and the
acquisition of treasury shares ($178.8 million).

Cash and cash cquivalents — restricted totaled $571.2 millivn at October 31, 2003. HRBFA held $527.1 million of this total segregated in a special reserve account for
the exclusive benefit of customers pursuant to Rule 15¢3-3 of the Sceuritics Exchange Act of 1934. Restricted cash held by Mortgage Operations totaled $32.6 million
at October 31, 2003 us a resull of cash held for cutstanding commitments te fund mortgage Inans. Restricted cash of $11.5 million at October 31, 2003 held by Business
Services is related to funds held to pay payroll taxes on bebalf of its clients.

On September 12, 2001, the Company’s Bourd of Directors avthorized the repurchase of 15 million shares of common stock. On June 11, 2003 the Company's Board of
Directors approved an authorization to repurchase up 1o 20 million additional shares of its common stock. During the [irst half of fiscal year 2004, the Company
purchased 4.1 million shares pursuant to these authorizations at an agpregate price of $177.6 million, or an avcrage price of 342,99 per share. There are upproximalely
17.8 rmiltion shares remaining under the June 20013 authorization at October 3§, 2003, The Company plans to continue to purchase its shares on the open market in
accordance with this authorization, subject to various factors including the price of the stock, the ability to maintain progress toward a capital structure that will support
a singie A rating, the availahility of excess cash, the ability to maintain liquidity and financial flexibility, compliance with sccuritics laws and other investment
opportunities available.
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OFF-BALANCE SHEET FINANCING ARRANGEMENTS

The Company has commitments to fund mongage loans in its pipeline of $3.2 billion at October 31, 2003, subject to contract verification. External market forces
impact the probability of loan commitments heing closed, and therefore, total commitments outstanding do nol necessarily represent future cash requirements. If the
loan commitments are cxercised, they will be funded through the Company’s off-balance sheet arangements.

For the six months ended October 31, 2003, the final disposition of loans was 33% securitizations and 67% third-party whole loan sales. For the six months ended
October 31, 2002, the final disposition of lvans was 43% securitizations and 57% third-party whole loan sales.

In the second quarter of fiscal year 2004, the warehouse facilities utitized by the Trusts were increased to $5.0 billion, An additional $1.0 billivn facilily was added that
expires in August 2004 and bears interest at one-momth LIBOR plus 50 Lo 6O basis points. This facility is subjecr ta similar performance triggers, limits and financial
covenants as the other facilities, Tn November 2003, two of the existing $1.5 billion facilitics were increased to $2.0 billion each, which increased the total warehouse
facitities to $6.0 billion,

The Financial Accouniing Standards Board (FASR) has decided to reissue its exposure draft, “Qualifying Special Purpose Entities and lsolation of Transferred Assets,

an Amendment of FASB Statcment No. 140,” during the (irst quarter of calendar year 2004, The pumpose of the propoesal is to provide more specific guidance on the
accounting for transfers of financial assets to a QSPE.

Provisions in the first cxposure draft, if adopted, may have reguired the Company to consolidate its current QSPFs (the Trusts) established in its Mortgage Operations
segment. As of October 31, 2003, the Trusts had assets and liabilitics of $3.8 billion. The provisions of the expusure draft are subject to FASB dve process and are
subject to change. The Company will continue to monitor the status of the exposure draft, and consider changes to current seructurcs 10 comply with the proposed rules.

There have been no other material changes in the Company’s off-balance sheet financing arrangements from those reported al April 30, 2003 in the Company’s Annual
Rcport on Form 10-K.

COMMERCIAL PAPER ISSUANCE

The Company parficipates in the United States and Canadian commercial paper mazkets to meet daily cash needs. Commercial puper is issued by BFC and H&R Block
Canada, Inc., wholly owned subsidiaries of the Company.,

The Cowpany incurs short-ferm harrewings throughout the year primarity to fund seasonal working capital nceds, dividend payments and purchases ol treasury stock.
Because of the seasonality of ils businesses, the Company has hisiorically had short-term borrowings throughout
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the year. Borrowings of $124.6 million were eutstanding at Outober 31, 2003, compared with $481.6 mitlion at October 31, 2002.

1S, commercial paper issuanecs arc supported by an unsecured commitied loe of credit (CLOK) from a consortium of twenty-four banks. The $2.0 biltiva CLOC is
subject to annuul renewal in August 2004 and has a one-year term-out provision with a maturity date in August 2003, This line is subject to various affirmarive and
negative covenants. This CLOC includes $1.5 billion for CP back-up and generat corporate purpeses and $300 million for working capital use, geoveral corporate
purposes and CP back-up. The CLOC was undrawn at October 31, 2003.

The Canadian issuanccs are supported by a credis [avility provided by one bank in an amount not to exceed $125 million (Canadian). This linc is subject to a muinirun
net worth covenant. The Canadian CLOC is subject to annual scnewal in December 2003, The CLOC was undrawn at October 31, 2003

Management believes the commercial paper market is stable. Risks wo (he stability of the Company’s commereial paper market participation wounld be a short-term
rating downgrade, adverse changes in the Company’s financial pecformance, non-rcnewal or termination of the CLOCS, adverse publicity and operational risk within
the commercial paper market, Management believes if any of these events were to occur, the CLOCS, to the extent available, could be used for an orderly exit from the
commercial paper market, though at a higher cost to the Company. Additionaily, the Company could turn to other sources of liguidity, including cash, debt issuance
under the existing shelf registration and assel sales or securitizations.

CONTRACTUAL OBLIGATIONS AND COMMERCIAY. COMMITMENTS

In fiscal year 2000, HRB Royalty, Inc. (HRB Royalty), a wholly owned subsidiary of the Company, placed most o its iajor franchises on notice that it would not he
renewing their respective franchise agreements as of the next renewal date. The agreements have expired or will expire on varying datcs in fiscal years 2004 and 2005
Pursuant to the terms of the applicable franchise agrecments, HRB Royalty must pay the major franchisee a “fair and equitable price” for the franchise business and
such price shall not be less than eighty percent of the franchisee’s revenues for the most recent twelve months ended April 30, plus the value of equipment and supplies,
and certain off-season expenses.

During Ihe six months ended October 31, 2003, franchise agreements of twelve major franchisees expired and subsidiarics of the Company began operating lax
preparation businesses as company-owned operations in the franchise letritories of ten former major franchisees. With respect to the two other franchisees with expired
franchise agreements, one franchisee entered into a new franchise agreement with a limited term and one franchisee conlioued litigation challenging the expiration of
the franchise agreement. Cash puyments of $118.8 million were made or accrued related to these former major franchises during the six months ended October 31,
2000,

In August 2003, a subsidiary of the Company entered into a transaction with one of the former major franchisees whose franchise agreements expired in the first
quarter, pursiant to which such subsidiary acquired the stock of the franchisce and the franchisee relcased the Company and its
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affiliatcs trom any further liubility regarding additional payments under the major franchise agreements. With the exceptions of the former [ranchisee that executed a
release and the franchisce that entered into & new franchise agreement, the court will determine it any additional payments are required for these franchisc businesses.
The first iriad reluting to one major franchisee was held in Ociober 2003. At the conclusion of this trial, the jury rendered a verdict and the courl enlered a judgment
requiring the Company to make an additional payment of $3.2 miltion for the franchise busincss. As of October 31, 2003, the Company recorded this liability in
accounts payable, accrued expenses and other on the condensed consolidated balance sheet. The originat payment for the franchisc business nade in the first quarter of
fiscal year 2004 was $5.0 million. The vuicome of the trial is subject to post-trial motions and possible appeals.

In light of the continuing litigation and possibie negetiation with the former major franchisees, ere is no certainty regarding the ulimate amount of payments or that
subsidiaries of the Company will commence operations in all of the remaining former major franchisc (erritories. Moreuver, itis possible that HRB Royalty and certain
former [ranchisees could agree to other arrangements, some of which may not require payments for the franchise businesses or any related assets.

There have been no other material changes in the Company’s contractual obligations and commercial commitmenis from those reporled at April 30, 2003 in the
Company's Anoual Report on Form 10-K.

REGULATORY ENVIRONMENT

Certain state laws restrict or prohibit prepayment penalties on mortgage loans, and the Company relied on the federal Alternative Morigage Transactions Parity Act
(Parily Act) and related rules issued in the past by the Office of Thrift Supervision (OTS) u preempt state limitations on prepayment penalties. The Parity Act was
enacted to extend to financial institutions, other than federally chartered depository institutions, the federal preemption thul federally chastered depository institutions
enjoy. However, in September 2002, the OTS rcleased 8 new rule Lhal reduced the scope of the Parity Act preemption effective July 1, 2003 and, as a result, the
Company can no longer rely on the Parity Act to preeinpt state restrictions on prepayment penalties. The glintination of this federal preemption requires compliance
with state restrictions on prepayment penattics. These restrictiuns prohibit the Company from charging any prepayment penalty in six states and restrict the amount or
durstivr of prepayment penalties that the Company may impose in an additional eleven stales. This places the Company at a competitive disadvantage refative to
financial institutions that continue to enjuy federal preemption of such state restrictions. Such institutions can charge prepayment penalties without regard 1o state
vestrictions and, as a result, may be able to offcr loans with interest rate and loan fee structures that are more attractive than the intcrcst rate and loan fee structures that
the Company is uble to offer, It is estimated that the net impact to Mortgage Operations will be a reduclion in revenues of approximately $35.0 million in fiscal year
2004 as a result of the climination of prepayment penalties.

The United States, vartous state, local, provincial and foreign governments and some sclf-regulatory organizations have euacted statutes and ardinances, and/or adopted
rules and
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vepulations, regulating aspects of the businesses in which the Company’s subsidiaries arg involved, including, but not limited 1o, commiercial incnme tax refurm
preparers, income tax courses, the cleceronic filing of income tax returns, the facilitation of refund anticipation loans, loan originations and aszisiance in loan
originations, mostgage lending, privacy, consumer protection, frunchising, sales methads, hrokers, hroker-dealers and various aspecls of securities fransactions,
financial planners, investment advisors, aceountants and the aceounting practice. The Company s subsidiaries seek to determine the applicability of such stutules,
ordinunces, rules and regnlations (collectively, Laws) and comply with those Taws that apply 1o theit activites. From tinme Lo time in the ordinary course of business,
the Company and its subsitiaries receive inguities from governmental and self-regulatory agencies regarding the applicability of Laws to the products and services
affered by the Company’s subsidiaries. In respunse 1o past inquiries, the Company’s subsidiarics have agreed G coruply with such Laws, convinced the suthorities that
such Laws were not applicable or that compliance already exists, and/or modified such subsidiaries’ activitics in the applicable junisdiction to aveid the application of
all or certain parts of such Luws. The Company's management believes that the past resolution of such inkpiries and its ongoing compliance with Laws liave not had a
inaterial adverse effect on the consolidated financiul staiements of the Company and its subsidiarics. The Company cannot predict what effect future Laws, changes in
interpretations of existing Laws, or the results of future regulator inguiries wilh respect to the applicability of Laws may havc on the Company’s subsidiaries, the
consalidated financial statcments of the Company and its subsidiaries.

FORWARD-LOOKING INFORMATION

The information contwined in this Form 10-¢} and the exhibits hereto may contain forward -looking statements within the meaning of Scction 27A of lhe Securities Act
of 1933 and Section Z1E of the Securities Exchange Act of 1934, Such statements are based upon cucrent information, expectations, estimates and projections regarding
thes Company, the industries and markets in which the Compuny vperates, and management’s assumptions and belicts relating thereto, Words such as “will,” “plan,”
“expect,” “remain,” “intend,” “estimate,” “approximate,” and variations thereot and similar expressions are intended to identify such forward-looking stateruenls. These
statements speak only as of the date on which they are made, are not guarantees of future performance, und invulve certain risks, uncertainties and assumptions that are
difficult to predict. Therefore, actual outcomes and resuits could ruaterially differ from what is expressed, implied or forccast in such forward-looking statements. Such
differences could be cuused by a number of factors including, but not limited 10, the uncertainty of laws, legislation, regulations, supervision and licensing by Federal,
state and local authotities and self-regulatory vrganizations and their impact on any lines of business in which the Company's subsidiaries are involved; unforeseen
compliance costs; the uncertainty that the Company will achieve or exceed ils revenue, income and earnings per share growth goals and expevlatiuns for fiscal year
2004; the uncerainty that uctual fiseul year 2004 financial results will fall within the guidance provided by the Company; the uncertainty that the geowth rate for
mortgage originations in the Morigage Operations segment will equal or exceed the growth rate expericaced in fiscal year 2003 or the first and second quarters of fiscat
year 2004; the unceriginty as to the effect on the consolidated financial statements of the adaption of accounting prorouncements; risks associated with sources of
liquidity for each of the lines of busincss of the Company; changes in interest rates; changes in economic, political or regulatory environments; changes in competition
and the effects of such
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changes; the inability (w implement the Company's strategies; changes in management and management strategies; the Company's Inability to successfully design,
create, modify and aperate its computer systems and networks; the uncertainty of assumptions utilized 1o estimate cash flows from residual interests in securitizations
and morigage servicing rights; the uncestainty of assumptions and criteria used in the testing of geodwilt and lung-lived assets for impairment; litigatien invelving the
Company and its subsidiaries; the uncertainty as to the outcome of any fitigation; the uncertainty as to the timing or cost of commencement of operations in tormer
major (ranchise tersitories or the fair and equitable price to be paid for any major franchise business; and risks described from fime fo time in reports and registration
statements filed by the Company and its subsidiaries with the Securities and Exchange Commission. Readers should take these factors into account in evalvating any
such forward-looking statements. The Company undertakes no obligation lu update publicly ar revise any forward-leoking statements, whether as a result of new
informativn, lulure events or atherwise.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

There have been no matesial changes in market risk from those reported at April 30, 2003 in the Company’s Annuaj Report on For 10-K.

CONTROLS AND PROCEDURES

Diisclosure controls and procedures are controls and ether procedurcs that are designed 1o ensure informution reguired to be disclosed in reports filed or submitted under
the Sceurities Act of 1934 is recorded, processed, summarized and reported within the time periods specified in the nales and forms of the Securities and Eachange
Cormmission. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure such information is accomulated and
conununicated to management, including the Chief Executive Officer and Chief Financial Otficer or persons perforraing similar (unctions, as appropriate, to allow
timely decisions regarding required disclosures.

In conjunciivn with managerment, including the Chief Executive Officer and Principal Accounting Officer, the Company has cvaluated the effectiveness of the design
and operation of its disclosurc controls and procedures as of the end ol the period covered by this quarterly repori, Rased on this evaluation, the Chief Executive Officer
and Principal Accounting Officer have cancluded these controls and procedures are effective. There have been no significant changes in intemnul conirols, or in other
factors, which would significanily affect these contrals subsequent to the date of evaluation.
PART II — OTHER INFORMATION
. ITEM [, LRGAL PROCEEDINGS
RAL Litipation

The Company reported in current reports on Forms 8. K, previouws qoarterly reports on Form 10-Q and in its annual report on Form 10-K for the year ended April 30,
2003, certain events and information rclating to class action litigation and putative cluss action liligaiion involving its
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subsidiaries’ relund salicipation loan programs (collectively, “RAL Cases™). The Compuny hus defended numerous class action and putative class action lawsuits filed
against it involving the RAL program and a variety of legal theories asserted by plaintiffs. The amounts claimed in these lawsuits have been substantiat in some
instances. OF the cases that are no longer pending, some were dismissed on the Company's wotions for dismissal or summary judgment, some were dismisscd
votuntarily by the plaintitfs after u deniaj of class certification, and some were settled. Two RAL Cascs involving statewide classes (discussed belaw} had final riat
conrt approvals of sertiements during the First six months of fiscal year 2004 and two other RAL Cases were dismissed in Angust 2003 in connection with vne of those
settlernents. One new putative class action RAL Case was filed in August 2003. The Company cunlinues Lo believe it hias meritorions defenses 10 the RAL Cases and
intends 1o defend the remaining RAL Cases vigurously, However, there can he no assurances as to the outcome of the pending RAL Cases individually or in the
aggregate, and there can be no assurances on and the impact of the RAL Cases on the Company’s financial position. The following is updatced information regardiny Lhe
pending RAL Cases in which developments occurred during or after the threc months ended Uctober 31, 2003:

Ronnic and Nancy Haese, et al. v. H&R Block Inc., et al., Case No. CV96-4213, Districl Court of Kleberg County, Texas, (“Haese I'"y and Ronnie and Nancy Haese, et
al. v. H&R Block Ine., et ul., Case No. CV.99-314-D, District Court of Kleberg County, Texas (“Haese 1), filed originally as ene action on July 30, 1996, On
November 19, 2002, the Company anncunced that a settlement had besn reached parsuant to which the Company and its major franchisec will issuc coupons to class
meanbers that may be redeemed over a five-consecutive-year pericd following final approvat of the setllement and once alt appeals have been exhausted. ach class
member will reecive a packet containing 15 coupons under the settlement. Three coupons will be redeemable each year — onc for a $20 rebate on lax preparation or
electronic filing services at Block offices, one that may be redeemed for TaxCut Platimum Lax preparation software {or a product of equivalent value), and one that may
be redeeted for Tax Planning Advisar, a tax planning ook (or a product of equivalent vatug), The settlement also provides thal defeadants will be responsible for the
payment of court-approved legal fees up to $4% millicn and expenses of class counsel up to $300,000. As a result of the settlement announcement, the Company
recorded  Tiability and pretax expense of $41.7 million during the sccond quarter of fiscal year 2003, which represented, at that time, the Company’s best estimate of its
share ol the selileruent cost for plaintiff class attorneys® fees and expenses, tax products and associated mailing expenses. The Company paid the award of $49.9 million
of attorneys® fces and cxpenses to class counsel on Augusi 22, 2003, During the fourth quarter of fiseal year 2003 and prior to the filing of the final scilement
agreement with the court and any motions for approval of the settlcment and legal fees and expenses of class counsel, the plaintiffs had filed a motien asking the Texas
court w direct that $26 million of awarded class counsel faes be paid to the plaintiff class membets. A hearing on the final approval of the setilement agreement was
held on June 24, 2003, and the judge entered 2 final judgment un June 24, 2003 fully and finally approving the setllement agreement, finding it fair, adcquate and
reasonable and that it protects the rights of the class, is in the best interests of the scttiement class and meets all criteria required by Texas law. As a part of the final
judgment, the coust also (1) dismissed with prejudice the clatms of class members who obtained RALS in Texas during the period from 1992 through 1996: {2) granted
defendants’ Supplemental Motion for Summary Judgment as to class members who only
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obtained RALs from 1988 throngh 1991, and ordcred that such defendants take nothing on their claims against the defendants; (3) granted defendants’ Mation to
Compel Arbitration as to those members of the class who obtained a RAL for the first line from: 1997 to 2002, and dismissed the ctaims of those class rembers without
prejudive as to those members rights to pursue those claims through binding arbitration; (4) vacated its January 30, 1998 Order pertaining to arbitration clanses and
contacts with the class: and (5} withrew its rulings as to fiduciary duty, breach or the nature of the beeach thereof, and for forfeiture as reflected in the Court’s
November &, 2002 letier. In a separate Order daied June 24, 2003, the Court found that the awarding of attomeys™ and expenses wias appropriate and ordered that class
counsel and objecturs” class counsel be awarded amomeys” fees in the amount of $49.0 million on condition that, upen payment of the fees 1o class counsels” leust
acconnt, class counsel shall pay $26.0 million of (he attomeys’ fees fo the class members pursuant to an approved distribution plan. The Order also provided that
$106.000 from the award of attomeys” fees be used to create u cy pres fund pursvant to an approved cy pres plan and specificd the manner in which the remaining
award of atiomeys’ fees was Lo be distributed among the class counsel and objectors” class counsel. There were no appeals of such final judgment and Order refating lo
attomeys' faes and expenses. In addition to the liability that bas already heen recorded and/or paid, the Company will reduce revenues associated with tax preparation
services as (he caupons are redeemed each year, Distribution of the setlement coupoos was made following the end of the second quarter.

Haese H arose from plaintiffs’ splitting off sorne claims from Haese f and, in connection with the sextlement ot Haese /, the case wus distnissed on August 20, 2003,

Veronica f. Martiner, et ai. v. H&R Block, Inc., et al., Case No. 02-3629-E in the District Court of Nueces County, Texas, was dismissed on August 20, 2003, in
accordance with the settlement agreement involved in the setilement of Haese 1.

Lyane & Carnegie. e al. v. Household International, Inc., H&R Block, Inc., et al., (formerly Joel E. Zawikowski, et . v. Bencficial MNational Bank, H&R Block, Inc.,
Black Financial Corporation, et al.) Case No, 98 C 2178, United Stutes District Conrt for the Northern District of Ulinois, Eastem Division. On April 15, 2003, the
District Cousl judge declined to apprave a $25 million settlement of this matter, finding that counsel for the settement plaintiffs had been inadequate representatives of
the plaintiff class and failcd 10 sustain their burden of showing that the seftlement was fair. The judge appointed new counsel for the ptaintiffs in May 2003 and named
their client, Lynne Camegie, as bead plaintiff. The new counsel for the plaintifls filed an amended complaint and a motion for partial summary judgment during the
quarter ended Juty 31, 2003, The defendants filed a motion to dismiss, a brief in response to allegations in the plainliffs’ amended complaint relating to class
certification, and responses to plaintiffs” motion for partial summary judgment. Extensive discovery is proceeding, In the fourth quarter of fiscal yeur 20013, the
Company recorded a receivable in the amount of its $12.5 million sharc of the settlement fund and recorded a reserve of $12.5 million consistent with the cxisting
settlement authority of the Bourd of Directors. The defendants requestad the release of the escrowed scttlement fund and the Company’s $12.5 million share of such
fund was received during the second quarter of tiscal year 2004, The Company intends to defend the case vigorously and there are no assurances that the malter will
result in o seitlement or as to the amount of any settlement.
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Belinda Peterson, et al. v, H&R Block Tax Services, Inc., Case No. 95CI12389, in the Circuit Coust of Conk County, Tlinois. A settlement was reached in Apal 2003
involving un estimated maximum total amount of $253,000. As a part of the sefflement, class members who submit a claim will receive $25 in cash, with a puaranteed
minimum total payout of $40,000 and a maximum total payout of §55,000. Class counsel will receive $220,000, the named class representative will receive $5,000, and
it is expecied that it will cost up to $15,000 to administer the settlement. Preliminary approval of the scitlement was granted on June 12, 2003 and notices of the
settloment and claim fors have been sent to the class. The sertlement was approved and a judgment entered after a final faimcss hesring held io Cctober 2003,

Levorn and Geral Mitchell, et al. v, HER Block and Ruth & Wren, Case No. CV-95-2067, in the Circuit Court of Mobile Counly, Alabama, The court granted plaintiffs’
motion for cluss certification during the quarter ended July 31, 2003, and the defendants filed their natice of appeal regarding such certification vo August 14, 2003

Roy Curbajal, et al. v. H&R Block Tax Services, Inc., et ul., Case No. DBC-0626 in the United States District Court for the Northern District of linais, The defendants’
motion 1 compel arbitration was granted on September 16, 2003, and the case was disnissed. Plaintiffs have appealed.

Abby Themas, et al. v. Beneficial National Bank, H&R Block, inc., et al., Case No. 4:03-CV-00775 GTE in the United States District Court [or the Eastern District of
Arkansas, Westem Division, was originally filed in the Circuit Court for Phillips County, Arkansus on August 12, 2003, and was subsequently removed to federal court.
Tt is a putative class action alleging fravdulent misrepresentation, fraudulent concezlment, dual ageacy, breach of fiduciary duty, violation of Arkansas Deceptive and
Unconscionable Ttute Practices Law, violation of Arkansas” Secrct Payments or Allowance of Rebates and Refunds Law, unjust enrichment, breach of contract und
deceit in connection with the RAL program. The complaint requests that the court certify a nationwide class ol all persons who obtained a RAL from September 1987
through December 1997, who do not have an arbitration provisivn in (heir contract. It also seeks a subcelass of class members who are 60 years of age or older, or wha
are Disabled Persons under Arkansas Statuies section 4-88-201. Plaintiffs seck an unspecified amount of damages, cestitution, equitable relief, attorheys’ fecs, and costs
of court. Defendants have moved to dismiss and compel arbitration. Plaintiffs thereafter filed an amended complaint and 4 motivn (o remand the case to state court. On
December &, 2003, the federal court denied plaintiffs® motion to remand.

Dennis 1. Smith v. H&R Block, et al., Case Nu. 3:03CV 7181 in the Tnited States District Court for the Northern District of Obio, Western Bivision. The Company was
not seeved with the original complaint filed in the matter. The Company was served with an amended complaint in November 2003, alicging RICU violations, fraud,
breach of fiduciary duties, negligence, conversian, and violation of Ohio consumer fraud statutes as u result of the wrongful deprivahion of alk or part of plaintff’s tax
refunds under the “Rapid Refund™ program. The comuplaint generally alleges violations of the Fair Debt Collection Practices Act and uppears to relate to the
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cross-collection of prior RAL debt by banks invuived in the RAL program or the refund anticipation ¢heek program. The amended couplaint does not include any class
atlegations.

Shurcholder Matter

Paul White, et al. v. II&R Block, et al., consolidated Case Nuuibers 02CVB965, 020V9661, 02CV9682 and 02CV9830, respectively, in the United States District Court
for the Southern District of New York, invelves four cases in which the respective namwed plainliffs seek to represent a class of shareholders who purchased the
Compatiy’s stock between November 8, 1997 and November 6, 2002, and allege that the Company and certain of jts current and former officers and directors violated
Section 10(h) of the Securities Exchange Act of 1934 and Rule 10b-5 promulgaled thereunder by failing to disclose 1o shareholders various cases in which the Company
had been sued regarding the RAL puogram, hy failing to set adequate reserves for those cascs, and by fuiling Lo disclose the supposed implications of those cases for the
future of the RAL program. The four securities law cases were all assigned to the same judge and consolidated for pre-teial matters. A consolidated complaint was filed
in March 2003 and the defendants responded by filing a motion to dismiss in Apn§ 2003. In response to defendants” motion to dismiss, plaintiffs informed defendants
that they desired further (o amend theit complaint. Defendants consented to the filing of an amended complaint as u pleading matter, the plaintiffs filed the amended
complaint, and the defendants filed a motion to dismiss it in August 2003. The Company helieves the claims in these actions are wilhout merit and jntends to defend
thewm vigorously.

Peace of Mind Litigarion

Lorie 7. Marshall, et af. v. H&R Block Tax Services, Inc., et al., Civil Action 20021000004, in the Cireuit Court of Madison County, Iilinois, is a class action case filed
on January 18, 2002, as to which the court granted pluinu(fs’ first amended motion for class certification on August 27, 2003, Flaintiffs® claims consist of five counts
relating 1o the defendants’ Peace of Mind program under which the applicable tax return preparution subsidiary assumes lisbility for the cost of additional tax
assessments atiributable 10 tux seturn preparation emor. The plaintiffs atlege that defendants” sate of its Peace of Mind guarantee constitules statutory fraud by selling
insurance without a license, an unfair trade practice, by omissivn and by “cramming’ (i.e., charging customers for the guarantee even though they did not request it
and/or did not want it), and constitwtes a breach of fiduciary duty. A hearing on the motion to certify both a nationwide plaintiff class and a nationwice defendant class
was held on August 14, 2003, and, on August 27, 2003, (he court certified the following plaintiff classes: (t) all persons who were charged a scparate fer for Peace of
Mind by “H&R Block™ or a defendant I1&R Block class member from January 1, 1997 tv inal judgment; (2) all persens who reside in certain class states and who were
charged a separate Lee for Peace of Mind by “H&R Rlack,” or a defendant H&R Block class member, and that was not licensed (v sell insurance, from Jannary 1, 1997
to final judgment; and (3} all persons who had an unsoliciled charge for Peace of Mind posted to their bills by “H&R Block™ or a defendant H&R Block class member
from Tanuary 1, 1997, to final judgment. Among those excluded from the plaintiff classes ar all persons who received the Peace of Mind guarantee through an H&R
Block Premiurn office and all pecsons who reside in Texas and Alabama. The court also certified a defendant class consisting of sny entily with ihe names
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“H&R Block” or “HRE” in its name, or otherwise affiliated or associated with H&R Block Tax Services, Inc., and which sold or selis the Peace of Mind product,
Tefendants have filed a motion askiny the trial coust to certify the class certification issues fur interlocutory appeal.

There are two other putative cluss actions pending against the Company in Texas and Alabama that involve the Peace of Mind guarantce, The Texas case involves the
sarpe attorneys for the plaintiffs as are involved in the Marshall litigation in Hlinois and substantially similar allegalions. The Alahama case involves allcgations of
selling insurance without of ticense in connection with the Peacc of Mind program, the erroneons preparation of income tax returns thal subjected plaintiffs 1o audits,
failure to provide assistance in responding to auditors’ rexquests, failure to pay the penalties. interest, and additional taxes under Block™s standard guarantee and Peace of
Mind programs, unjust enrichment, and breach of contract. No classes have heen certified in either of these two cases. The Company believes the claims in these Peace
of Mind actions ure wilhout merit and intends to defend them vigorously. However, there can be no assurances as to the outcome of these pending actions individoally
ar in the aggregate, and there can be no assurances on the impact of these actions on the Company’s financial condition.

Franchise Livigution

The Company is a named defendant in litigation entitled William R. Smith, Inc., et al v. [I&R Block, Inc., et af., Case Nu. 99.CV-2006379, pending in the Circuit Court
of Jackson Cuounly, Missouri (previously known as Armstrong Business Services, Inc., et el v. H&R Block, Inc., et al). The action was filed by certain “major”
franchisees against the Company and certain of its subsidiaries relating to alleged breaches of contract und other matters. The Company's subsidiary, HRB Royalty.
Inc.. the franchiser under the applicable franchisc agrecments, filed a counterclaim and subsequently a motion for suramary judgment seeking a declaration that IHIRB
Rovalty, Inc. could elect not to rnew the major franchise agreements when their present five-year terms came to an end. Such motion for summary judginent was
granted in March 2001 and upheld on appeal, HRB Royally notified the plaintiff major franchisees in 2000 that it did nol intend to renew their franchise agreements at
the expiration of the current renewal terms and that the agrecments would terminate at that time. The renewal dates vary among the franchisevs. Pursuant to the
franchise agreements, HRB Royally 1oust pay a “fair and equitable price” to the franchisce for [mnchisee's franchise business, and such price must be no less than 30%
of the franchisee’s revenues for the most recent 12 months ended April 30, plus the value of equipment and supplics, and certain of[-season expenses. The Circuit Court
ruled in May 2003 (hat major franchise agreements with renewal terms scheduled Lo expire prior to Jaly 1, 2003, will expire on July 1, 2003, and other major franchise
agreements will expire as their renewal ters expire commencing in September 2003 and ending in fiscal year 2005. The Court ordered defendants to pay for the
Iranchise businesses as provided in the franchise agreements on the applicable dates of expiration. During the six months ended October 31, 2003, franchise agreements
of twelve major franchisees expired and subsidiaries of the Company began operuling lax preparation businesses as company-owned operations in the franchise
territories previously operated by ten former major franchisees. Cash payments of $118.8 million were made or accrued related to these former major franchisc
businesses during the six months ended October 31, 2003. In August 2003, a subsidiary of the Company entercd into a transaction with one of the major franchisees
whase franchise agreements had expired in the first quarter, pursuant to which such
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subsidiary acquired (he stock of the franchisee and the franchisce released the Company and its affiliates from any further liability regarding additional payments nnder
the major franchise agreements. In addition, during the first quarter of fiscal year 2004, a Company subsidiary and one major franchise entered into a new franchise
agreement with & limited teem and a relcase of the Company and its affiliates from any liahility in the litigation, including any liability regarding payinenis for the
franchise business under the prior major franchise agreement. With the exception of the tranchisees that bave executed releases and the franchisee that entered into a
new franchise agreement, the court will determine if uny additional payments are required for these franchise busincsses, There is no cenainly as to the timing and final
cost of cusnmencement of operations in the former major franchise territories o the payinents of fair and equitable prices for the franchise busincsses.

In Smith, plaintiffs’ claims against the Company und its subsidiaries remain in the trial court. In their second amended petition, the pluintills seek in excess of

$20 millicn in uctual damages, punitive damages, unspecificd stasutory damages, declaratory, injonctive and other relief, including attorneys’ fees under allegations vl
breach of contract, brcach of the covenunt of goad faith and fair dealing, unfair business practices, state anti-trust violations, breach of fiduciary duty, prima facie tort,
violations of various state franchise statutes, fraud and mistepresentation, waiver and estoppel, ambiguity and reformation, relicf with respeet to u post-termination
covenant not 1v compete in the franchise agreements, and a request for a fair and equitable payment upun nonrenewal of the franchise agrecments. The major
franchisees allege, among other things, that the sule of TaxCut income tax return preparation software and online tax serviees and the purchuse of accounting firms
encroached on their exclusive franchise territories. The defendants believe that the allegations against them are without merit and continue to defend the case
vigorously, Management bebieves that amounts, if any, required to he paid by the Company and its subsidiaries in the discharge. of liabilities or settlements relating to
these claims of the plaintiffs in this litigation will not have a materinl adverse effect on the Company’s consolidated results of operations, cash flows or finuncial
positivn,

The trial involving one of the plaintiffs in thé Smirh litigation took place in Ocluber 2003 and involved the issnes relating to that plaintff’s claims against the Company
and to determine il any additional payments are required to provide the former franchises with a fair and equitable price for the franchise husiness. The jury rendered a
verdict of $0.9 million in tavor of the plaimiff on the plaintiff’s claims against the Company and a verdict of $3.2 million with respect to atditionat payments for the
franchise business. A subsidiary of the Company had made a payment of $5.0 mzllion Lo such plaintiff as payment for the franchise business in the fitst quartcr of fiscal
year 2004. The vutcome of the triak is subject to post-trial motions and possible appeals. The next tial to take place us parl of the Smith litigation is scheduled for

May 2004.

Other Claims und Litigation
The Company and its subsidiaries have from time to time been party to ciaims and lawsuits not discussed herein arising vut of its business operations, including
additional claims and lawsuits concemning RALs and the Peace of Mind guarantee program, and claims and lawsuits concerning the preparation of customers’ income

tax retams, the electronic filing of customers’ tax retums, the fees charged customers for vanvus products and sexvices, Insses incurred by customers with
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respect to their investiment accounts, relationships with franchisees, denials of mertgage loans, contested mortgage foreclosures, other aspects of the mortgage business,
intellectual property disputes, and contruct dispules. Such lawsnits include actions by individnal plairtiffs, as well a3 cases in which pluintifls seek to represent a class
ol siiilarly situated customers. The amounts claimed in these claims and lawsuits are subslantial in some instances and the wltimate Liahility with respect to such
litigation and claims is ditficult to predict. The Company’s management considers these cases to he ordinary, routine litigation incidental to its business, believes and
Company and its snhsidiaries have meritorious defenses to each of them, and is defending, vr intends 1o defend, them vigorousty. While management cannot provige
assurance that the Company and its subsidiaries will ultimately prevail in each instance, management belicves that amounts, if any, required 1o te paid by the Company
and its subsidiaries in the discharge of Yiabilitics or settlements in these other matters witl not have a material adverse effect on the Company’s consolidated results of
operations or financial position.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
The annual meeting of sharehylders of (he registrant was held an September 10, 2003. At such meeting, three Class [1 dircetors werc elected to serve three-year terms.
In addition, the proposals set forth below were submitted to a vote of sharzholders. With respect to the election of directors and the adoption of each proposal, the

nuinber of vates cast for, against or withheld, the number of abstentions, and the numbcr of no votes (if applicable) were as fullows:

Election of Class [1 Ivirectors

Muminee Yotes FOR Votes WITHHELD

. Kenneth Banm 154,492,796 1,939,685
Henry F. Frigon 150,062,319 6,370,162
Roger W. Hale : 152,902,523 3,529,958

Approvels of an Amendment to the 2003 Long-Term Executive Compensation Plan

Youes For, 142,940,871
Votes Against: 12,792,495
Abstain: 699,113
Ratification of the Appointment of KPMC LLP as the Registrant's Lidependent A Ls for e year ended April 3, 2004
Vuoles For: 151,578,294
Yotes Against: 4,300,546
Abstain: 344,641

At the close of business on July 8, 2003, the record datc for the annual mecting of sharcholders, there were 180,313,591 shares of Comunon Stock of the registrant
vuistanding und entitled to vote at the meeting. There were 156,432,481 shares represented at the annual meeting of sharehelders held on September 10, 2003.
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ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K.

a) Exhibils

10.1 Sepuraliun Agreement dated Septemnber 4, 2003 between HRB Management, Inc. and Frank J. Cotroneo.

10.2 2003 Long-Term Bxecutive Compensation Plan (as amended Seplember 10, 2003)

3Lk Certification by Chiet Exccutive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

3.z Cerification by Principal Accounling Olficer puesoant ta Section 302 of the Sarbanes-Oxley Act of 2002,

32.1 Cerificalion by Chief Executive Officer farnished pursnant 1o 18 U.S.C. 1350, as adopted by Section %06 of the Sarbanes-Oxley Act
of 2002.

322 Ccﬂi?;gg;n by Principal Accounting Officer famished pursuant to 18 U.8.C. 1350, as adopied by Scction 906 of the Sarbunes-Oxley
Act o .

b) Reports on Form 8-K

The registrant filed a current report on Form 8-K dated Angust 27, 2003, reporting under ltem 12 thercof its issuance of a press releuse annuuncing the results of
operations for its first quarier cnding July 31, 2003,
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SIGNATURES

Pursuant 1o 1be requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its hehalf hy the undersigned thereunto
duly authorized.

H&R BLOCK, INC.

(Registrant)

DATE 12710433 RY /sf Mark A. Emst

Mark A. Emst
Chairman of the Board, President
and Chief Executive Officer

DATE 1210003 BY fa/ Melanie K. Coleman

Mclanic K. Coleman
Vice President and
Corporate Controller
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Exhibit N,

Fxhihit Index

Bescelption

10.1

1.2

Separation Agreement dated September 4, 2003 between HRB Manageroent, lnc. and Feank }. Cotroneo.

2003 Long-Term Executive Compensation Plan (as amended Seplember 10, 2043)

Certification by Chief Executivc Officer pursuant io Section 302 of the Sarbunes-Onley Act of 20012
Certification by Principal Accounting Officer pursuant to Scction 302 of the Sarbanes-Dxley Act of 2002,
Certification by Chief Fxecutive Officer furnished pursuant to 18 U.5.C. 1350, as adopted by Section Y06 of Lhe

Sarbanes-Oxley Acl of 2002,

Certification by Principal Acconnting (Wficer furnished pursuant 1o 18 U.5.C. 1350, as adopted by Section 906 of the
Sarbancs-Oxley Act of 2002,



EXHIBIT 10.1

TERMINATION AGREEMENT
THIS TERMINATION AGREEMENT (Lhe "Agreement} is entered into as of the 3rd day of September, 2003, by and
between HRE Management, In¢., a Missouri corporatien {("HRB"), and Frank J. Cotruneo {"Cotroneo"}.

ARTICLE (GNE

TERMINATIUN OF EMPLOYMENT

1. Mutual Agreement to Terminate Employment Agreement. HRB and Cotroneo acknowledge and agree that they are
parties to an Employment Agreement dated January 26, 2000 {the "Employment Agreement”), and that they desire to
terminate Cotroneo's employment under the Employment Agreement by this Agreement. The parties agree that such
termination ¢f employment is mutual and shall not be considered a termination for or without "cause” or for
"gquod reason” (as such terme are defined in the Employment Agreement}, except as noted for the sole purpose
described in Section 4(a} (iii) of this Agreement. Such employment and the Employment Agreement will terminate
affective as of the close of business on October 31, 2003, or puch earlier date as is mitually agreed upon by
the parties in writing {(the "Terminatien Date"}. By this Agreement, the parties agree to waive any notice of
termination required by the Employment Agreement..

2. surviving Cbligations. HNotwithstanding the above, the terminatiocn of Cotroneo's employment will not affect
tha following provisions of the Employment Agreement which, by their express terms as set forth therein, impose
continuing obligations on one or more of the parties following termination of the Employment Agresment:

o Article Two, “Confidentiality," Sections 2.01, 2.02

fa) Article Three, "Non-Hiring; No Contlicts; Nouncompetition,"
Sections 3.0, 3.02, 3.04, 3.05

fa] Article Four, "Misccllaneous," Section 4.046.
3. Resaignation as Officer.

{a) Cotroneo will resign (i} as Senior Vice President and Chief
Financial Officer of H&R Block, Inc. ("Elock") and {ii} from any and all officer
and director pogitionz held with HRB and all other subaidiaries of Block (all
such cother subsidiariesa of Block, collectively "Affiliates" and individually an
"affiliate"). Such resignations will be effective as of the Termination Date,
except ag provided in Section 3(b) of this Agreement. Cotroneo will execute
regignationa in the form attached hereto as Exhibit A contemporanecusly with hia
execution of this Agreement.

{b) Cotronec acknowledges that Block is undertaking a search for a new Chief Financial Officer and, in the
event Block is prepared to elect a new Chief Financial Officer prior to the Termination Date, Cotroneo sgrees to
accelerate hia resignation as Senior Vice President and Chief Financial Officer of Block and execute a new
resignation cffective ag of the date Block elects such new Chief Financial Officer. Such accelerated resignation
shall have no effect on Cotroneo's continued employment with HRB through the Termination Date
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and shall not provide grounds for Cotromwo to terminate the Employment Agresment
for "good reason. "

4. Continued Employment: Compensation and Benefita.
fa} In consideration of Cotronec's promises hersin, HRB agrees to continue to employ Cotronec through the
Terminaticon Date, and that Cotrones will be paid his base salary {at the rate of $289,000 per year) and benefits
as of the date of this Agreement through the Termination Date. Upcon Cotroneo’'s execution of the release
agreement attached herets as Exhibit B (the "Release AgreemenlL") on the Termination Date, HRB will agree to
provide the compensation and benefits as follows and as described in the Roelease Agqreement on the terms
described therein:

{i}) In further consideration for Cotroneo's promizes herein,
HRE will pay to Cotronco £301,476 {which amcunt represents an aggregate
of one-half of Cotroneo's (A} annual base zalary and (B) target
short-term incentive compensation for HRB'a fiscal year 2004, each
determined as of the date of thie Agreement) over the &6-month period
beginning on the Termination Date in semi-monthly equal installments of
$25,123 {less required tax withholdinge and elected benefit
withheldings) . Such payments shall not encompass payment to Cotroneo
for any unused vacation or other paid time off accrued as of the
Termination Date, payment for which will be made in accordance with
HRB's policy as soon as administratively feasible after the Termination
Date.

{ii) Cotronec will remain eligible to participate in those
health and welfare plang maintained by HRE offering medical, dental,
vigion, smployee assistance, flexible spending account, life insurance,
and accidental death and dismemberment insurance benefits during the
6-month period beginning on the Termination Date on the game hasis az
enployees of HRB, after which Cotroneo may be eligible to continue
coverage of those benefits provided under group health plans in
accordance with his rights under EBection 4980B of the internal Revenue
Code.

{iii} For the limited purpose of permitting Cotronec to
exercise those stock options to purchase shares of Block's common stock
granted to Cotroneo by Block ("Stock Options") that are oubtstanding and
exercigable as of the Termination Date, for the first 3 months after
the Termination Date, HRB agrees to characterize Cotronec's termination
of employment a3 & termination of employment by HRB without "cause.“
Such characterization shall have no effect on the number of Stock
Cptiona outstanding and exercisable as ¢f the Termination Date. A list
of the Stock Options existing and exercisable as of the date of this
Agreement is attached hereto az Exhibit C.

{b} The compensation and benefits described in Section 4{a) of this Agreement will ceape and no further
compengation and benefite will be provided to Cotronec under the Release Agreement if Cotroneo knowingly
violates any of his post-employment obligations as get forth in Sections 2 and & of this Agreement. If Cotroneo
unknowingly violates any of his post-employment obligations as aet forth in Sections 2 and 6 of this Agreement,
Cotroneo agrees to take such acticons as are necessary to correct the viclation(s}) once he is wmade aware of the
violation{s).




fc} The parties agree that, in accordance with Scetion 1.06{(c) of the Emplcoyment Agreement, HRB shall have no
further financial obligations to Cotronec under the Employment Agreemcnt and no further payments of base salary
or other compensation or benefits shall be payable by HRR to Cotronec, except (i) as required by the express
terms of any wrilten henefit plans or written arrangements muintained by HRE and applicable to Cotroneo as ol
the Termination Date, {ii) as may be required by law, or (iii) as have been mutually agreed upon between the
parties in this Agreement.

{d} Upon Cotroneo's execubion of the Release Agreement on the Terminatiom Datr:, HRB, on behalf of itself,
Block, and Affiliates, will on the Terminabion Date also execute the Release Agreement as provided for therein.

5. Business Expenses: Commitments. HRB will promptly pay directly, or reiwburse Cotroneo for, all business
expenses to the extent such expenaes are paid or incurred by Cotroneo during the term of the Employment
rgreement in accordance with HRB's policy in effect from time to time and to the extent such expenses were
reasonahle and necessary to the conduct by Cotromeo of HRB'e buginess. During the period from the date of this
Agreement through the Termination Date and at all times thereafter, Cotroneo will not initiate, make, ranew,
confirm or ratify any contraclts or commitments for or on behalf of Block, HRB or any Affiliate without Block's
prior written consent.

&. Cotronen's Responsibilitiea.

{a) During the pericd from the date of this Agreement through the
Termination Date, Cotroneo will act in a manner consistent with the standards of
conduct and performance he has observed during his employment with HRB and will
cooperate with management of Block, HRB and any Affiliate ae requeated in
providing information regarding areas c¢f his expertise and experience with
Block. Cotroneo acknowledges that his employment responsibilities may be reduced
prior to the Termination Date at HRB'e rale discretion and that any such
reduction in employment responsibilities shall not provide grounda for Cotroneo
to terminate the Employment Agreement for "good reason. ¥

{pY After the Termination Date and for a period of one year thereafter,
in the svent a (i) claim is asserted against Bleck, HRB or any Affiliate and/or
their respective employees, agents, officers, or directors or (ii) a government
investigation is commenced with respect to Block, HRB or any Affiliate and/or
their respective employees, agents, officers, or directors, Cotromes will,
without compensation, except for reimbursement for any out-of-pocket expenses,
provide reazonable assistance and cooperation with Block, HRR and Affiliates in
connection with such a claim or government inveatigatiem. Thereafter Cotroneo
will similarly assist and cooperate with Block, HRB and/or. Affiliates, for which
he will be reimbursed for hig c¢osts and paid reasonable compensation for hia
time, as agreed upan by the parties, except in litigaticn matters where Cotroneo
ig a named party. In such cages Cotroneo will continue to provide reasonable
cooperation, as requested, and will receive reimbursement for hig costs, but
receive no compensation for his time.

{c) Cotroneo will not at any time or in any manner {i} defame Block,
HRB, or any Affiliate or their respective past or present directors and
employees, (ii} make disparaging statements to the media, or to any employee or
contractor of Block, HRE or any other Affiliate, concerning Bleck, HRB or any
Affiliate, their reapective past or present directorsg



and employees concerning any matter related to his employment or non-employment, or (iii} do any deliberate act
degigned primarily to injure the busipess or reputation of Block, HRB or any affiliate. Nothing in this
provision shull be construed to prevent Cotruneo from responding to a subpoena or other lawfully issued summons,
or from providing truthful information to any law enforcement or admninistrative agency or prospective employer;
or from waking appropriate disclosures to counsel for Block, HRB, or any Affiliale, to Block's external
auditors, or to the Audit Committee of the Board of Directors of Block, as to any subject within the scope of
Cotroneo's employment. Cotronco agrees that any information permitted to be provided to a prospective employer
pursuant Lo the prior sentence will not include information required to be held confidential in accordance with
his post-employment obligations set forth in Section 2 uf this Agreement.

7. HRB's Responsibilities. Neither HRB, Block, any Affiliates, nor any of their senior executive officers or
dircetors will at any time or in any manner (i) defame Cotroneo, {ii) make disparaging statements ta the media
or to any employes or contractor of HRE, Block or Affiliates regarding Cotronec, his performance, character,
gtatus or any other persunal or professional matter, or (iii) do any del iberate act designed in whole or in part
ta injure, embarrass or damage Cotronec's reputation, or interfere with his ability to obtain new employment.
HRB and Cotronen agree that HRB will respond to inguiries from Cotroneo's prospective new employers by providing
the letter attached herelo as Exhibit D, and will otherwise only act consistently with its then-current practice
of providing certain limited information to prospective employers of former amployees. Cotroneo agrees that
furnishing such letrer and complying with such practice shall not constitute interference with hia ability to
obtain new employment . Nothing in this provision shall be construed to prevent HRBE, Block, or any Affiliates
from responding to a subpocna or other lawfully issued summons, or from providing Lruthful information to any
law enforcement or administrative agency.

8. Third-Party Beneficiary. The parties hereto agree that Block is a third-party beneficiary as to the
cbligations imposed upon Cotroneo under the Employment Agreement and this Agreement and as to the rights and
privileges to which HEB is entitled pursuant to the Employment Agreement and this Agreement, and that Block i
entitled to all of the rights and privileges associated with such third-party-beneficiary status.

9. Successcors and Assigns. This Agreement and each of its provisions will be binding upon Cotronec and the
heirs, executors, successors and administrators of Cotronec or his estate and property, and will inure to the
benefit of HRB, Block and their successors and assigng. Cotroneo may not assign or transfer to others the
obligation to perform hiz dutiea hereunder.

10. Specific Performance. The parties acknowledge that meoney damages alone will not adequately compensate HREB,
Block or Cotronec for breach of any ol the covenants and agreements herein and, therefore, in the event of the
breach or threatened breach of any such covepant or agresment by either party, in addition to all other remedies
available at law, in equity or ctherwise, a wronged party will be entitled Lo injunctive relief compelling
specific performance of {or uther compliance with) the terms hereof.

11. Dispules. In the event that after the parties have executed this Agreement, there is a dispute or
disagreement between the patea as to the interpretation, implementation or enforcemenl of any aspect of this
Agreement, the parties agree to submif




auch dispute or disagreement to non-binding mediation. In the cvent any snch dispute or disagreement is not
resolved by mediation, the prevailing party in any subsequent litigation shall be cntitled to reimbursement for
reaccnable legal fees that party expended in the mediation and litigation.

12. Entire Agreement. Thiws Ayresment., the Release Agreement (if such Release Agreement is fully exccuted}, and
the surviving post-termination obligations of the Ewmployment Agreement constitute the entire agreement and
understanding between HRB and Cotronec concerning the subject matter hereof. No modification, amendment,
termination, or waiver of this Agreement will be binding unless in writing and signed by Cotroneo and a duly
authorized officer of HRB., Failure of HRB, Block or Cotropneo Lo insist upon striet compliance with any of the
Lerms, covenants, or conditions hereof will not be deemed a waiver of such terms, covenante, and conditiens.

13. Notices. Notices hereunder will be deemcd delivered five daya following deposit thereof in the United
States mail (postage prepaid) addressed to Cotroneo at 11709 High Drive, Leawood, Kansas 66211; and to HRB at
4400 Main Street, Kanegas City, Missouri 64111; Attn: Mark A. Ernst, with a copy to James H. Ingraham, Bsg., HE&R
Block, Inc., 4400 Main Street, ¥ansas City, Misgouri &41111; or to such other address and/or person designated by
any party in writing to¢ the other parties.

14. Counterparts. This Agreement may be signed in counterparts and delivered by facsimile transmission
confirmed promptly thereafter by actual delivery of executed counterparts.

Executed as a sealed inatrument under, and to be governed by,
construed and enforced in accordance with, Lhe laws of the State of Missouri.

/fs/ Frank J. Cotroneo
Frank J. Colroneo

Dated: 34703

HRB Management, Ing.
a Missouri corporation

By: /s/ Mark A. Ernst

Mark A. Ernost
President and Chief Executive Officer

Dated: 4 Sept. 03



EXHIBIT A

RESIGNATICON

TO: The Baard of Directors of [Name of Companyl]:

Effective October 31, 2003, I herseby resign as [positicn] of [Hame of
Company] , a [Mame of State]l corporation.

Frank J. Cotroneo




EXIIIBIT B

RELEASE AGREEMENT
THIS RELEASE AGREEMENT {("this Release Agreemsnt”) is entered into as ot the 31st day of October 2003, by and
bhatween HRB Management, Inc., a Missouri corporation ("HRB"), and Frank J. Cotroneo (“Cotronea"j.

WHEREAS, HRB and Cotroneo are parties to an Agreemcnt duted ap of
September 1, 2003, under which the parties mutually agreed to terminate the
Employment Agreement dated Januvary 26, 2000, by and betwsen HRB and Cotronec
{the "Employment Agreement"), and Cotronco's cmplouyment thereunder (the
"Termination Agreement™).

NOW, THEREFORE, in consideration of the premises and the mutual
covenanta contained herein, the sufficiency of which is hercby acknowledged, the
pates agree ag followa:

1. Release by Cotroneo. In vonsideration of HRB's promise to Cotroneo of the compensation and benefits
specified in Section 5 of this Release Agrezement and Section 4 of the Termination Agreement, Cotronec for
himeelf and for his relations, heirs, legal representatives, and assigns uncondilionally releases and forever
discharges H&R Block, Inc. {"Block"}, HRB and each other subsidiary of Block (each such other subsidiary an
vpffiliate™), their reppective present and past directors, officers, employees, agenta, predecessors,
successors, and assigns of and from any and all claims, demanda, actions, causes of action and suits of any kind
whatsoever, whether under federal or state statute, local regulaticn or at common law or which thereafter arise
from any malter, fact, circumstance, event, happening or thing whatsoever occurring or failing to occcur prior to
the date of this Release Agreement involving Cotronec's smployment by HRB or any Affiliate, including, without
limitation, Cotroneo's hiring, compensation earned as of or before the date of this Release Agreement, the
termination of Cotroneo's responsibilities as an officer of Block and as z director and/or officer of HRE and
each Affiliate, Cotromeo's termination as an employee of HRB, other obligations of Bleck, HRB or any Affiliate
{except for those obligations expressly stated in this Release Agreement, the post-termination previsions of the
Employment Agreement or applicable benefit plans), and further including, but not limited to, any claims for
race, sex oY age discrimination under the Age Disgcrimination in Employment Act, as amended ("ADEA"}, Title VII
of the Civil Rights Act of 1964, the 1991 amendments of such Civil Rights Act, the Americans with Disgabilities
Act, ag amended, and all other federal and state statutes and common law doctrinea.

2. Releaae hy HRE.

{a) Except as provided in SeclLion 2{k) of this Release Agreement, HRB for itself and for its present and past
directors, officers, employees, predecessors, succossors, assigns and Affiliates hereby unconditionally releasea
and forever discharges Cotroneo, his relations, assigns, heirs, legal representatives, of and from any and all
claims, demands, actions, causes of action and suits of any kind whatsoever, whether under federal or atate
statute, local regulation or at common law or which thereafter arise from any matter, fact, circumstance, event,
happening or thing whatsoever occurring or failing to occur prior to the date of this
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Releane Agreement involving Cotroneo's employment by HRE or any Affiliate, and
the performance of his responsibilities under the Employment Agreement.

(b The release deacribed in Section 2{a) of this Release Agreement does not include a release of {i}
Cotroneo's obligations under that certain letter dated March 31, 2003, addressed to James H. Ingraham attached
hereto as Exhibit 1, and (ii) any claims, demands, ackions, causes of action and suits of any kind whatsoever
invelving acts of traud, or embezzlement, whether known or unknown as ol bhe date of this Release Agreement. The
Company expressly represents that it has no knowledge or belief at this time that Cotroneo engaged in any such
conduct .

3. Consideration of Release of ADEA Claims. With regard to the waiver/release of righte or claims under the
ADEA, Cotroneo acknowledges and understands that this is a legal document and that he is legally entitled to,
and has been offered, a petiod of twenty-one {21} dayz (Lhe "Consideration Period") to comsider the
waiver/rolease of such rights or claims under this Release Agreement belore signing it. After signing this
Release Agreement, Cotroneo may revoke the waiver/release of rights or claims under the RDEA by giving written
notice ("Revocation Notice") to Mark A. Ernst, 4400 Main Street, Kansas City, Missouri 64111, within seven {7)
days after the date of signing {such seven (7) day pericd, the "Revocabian Pericad" and such date of signing, the
"Signing Date"}. For such revocation to be effective, the Revocaticon Notice must be received no later than 5:00
p.m., Kansas City, Missouri time, on the seventh (7th) day afrer the Signing Date. If Cotroneo provides the
Revocation Notice to HRB, this Release Agreement will be null, void and unenforceable by either party., and HRB
will have no obligatien to make any payments or provide any benefits to Cotronea hereunder.

4. Acknowledgements. COTRONEC ALSQ ACKNOWLEDGES THAT HRE HAS ADVISED HIM TO CONSULT WITH AN ATTORNEY FRIGR TGO
STGNING THIS RELEASE AGREEMENT OR BEFQRE THE EXPIRATION OF THE REVOCATION PERICD. COTROMEC SFECIFICALLY
ACKNOWLEDGES AND AGREES THAT EITHER THE FULL TWENTY-ONE (21) DAY CONSIDERATION PRRIOD HAS LAPSED OR HE HAS BREEN
OFFERED SUCH TWENTY-ONE {(21) DAY CONSIDERATION PERIOD BUT HAS ELECTED TOQ WAIVE AND FOREGO ALL OF THE APPLICABLE
DAYS WHICH HAVE NOT YET LAPSED IN SUCH TWENTY-OWE (21) DAY CONSIDERATION PERIOD. COTRONESC ACKNOWLEDGES AND
AGREES THAT UPON SUCH CONSIDERATION HE HAS DECIDED TQ WAIVE AWD RELEASE ANY CLATMS HE MAY HAVE UNDER THE ADEA,
PURSUANT TQ THE TERME OF TH1S RELEASE AGREEMENT.

5. tCompensation and Benefits. The parties agree that Cotroneo will receive the compensation and benefits from
HRE after the Termination Date provided for in Sections 4 {a) and {if} of the Termination Agreement.

6. Termination of Compensation and Benefits. The compensation and benefits described in Secticn 4 of the
Termination Agreement will cease and no further compensation and benefits will be provided to Cotronec under
thig Release Agreement if Cotromeo knowingly violates any of his obligations under Sectione 2 and & of the
Termination Agreement. If Cotruneo unknowingly violates any of his obligations under Sections 2 and 6 of bhe
Termination Agreement, Cotroneo agrees to take such actions as are necessary to correct the viclation(s} once he
i made aware of the wiclation{s}.

7. Thiz Release Agrecement shall not affect the rights and cobligations
of the parties under the Termination Agreement.
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8. Successors aud Assigne. This Release Agreement and each of its provisions will be binding upon Cotronso and
the heirs, executors, successors, and administrabors of Cotronec or his estate and property, and shall inure to
the benefir of HRB, Block and their successors and assigns. Cotroneo may not assign or transfer to others the
obligation to perform hip duties hereunder. Executed as a sealed instrument under, and to be govorned by,
construed and enforced in accordance with, the laws of the State of Missouri.

Frank J. Cotronec
Dated:

IIEB Management, Inc.
a Missouri corporation

By:

Mark &. Ernsat

President and Chief Executive Officer
Dated:




BEXHTRTIT 1

James H. Ingraham

genior Vice President and Gensral Counsel
HiR Block, Inc.

4400 Main Streesl

Kansas City, MO 64111

Re: Undertaking

Dear Mr. Ingraham:

T understand that the Board of Tirectors of H&R Block, Inc. (the "Company") has determined te indemnify me, to
the tulleat extent permissible under Missouri law and the Company's Bylaws, in connecticon with the recently-
filed securities clase action naming me as a co-detendant, including White v. H&R Block, Inc. et al, Bmith Wv.
H&R Block, Inc. et al, Rodney v. H&R Block, Inc., et al, McCormack v. H&R Block, Inc, et al, and any other
related case (collectively, the "RAL Disclosure Litigaticon"). I also understand that the Ccmpany will pay, on my
behalf and as they accrue, all expenses incurred in defending the RAL Disclosure Litigation prier to its final
disposition.

I hereby undertake to repay such amounts advanced hy the Company on my behalf unless it shall ultimately be
determined {whether by the Board of Directors or otherwise) that I am entitled to be indemnified because T acted
in good faith and in a manner I reasonably believed to be in, or not opposed, to the best interests of the
Company .

Very truly yours,

f8/ FRANK J. COTRONECQ

Frank J. Cotroned

Dated: 3731703




EXHTERIT C
OPTIONEE S TATEMENT H&R BLOCK. INC.

FXERC1SABLE AS QF 9/3/2003

FRANK J. COTRONED

OITICHE OPTICNS/DATE
GRANT EXPLRATIGH GRANT GRANTER (IR oI TION TRANSFERRED OPTICHS OFTIONG
TATE DATE PLAN LD} TYFE TPANSFERRED TO PRICE iy CFFTE TANDING EXERCISABLE
2/21/3000  2/21/2010 Bd 1 Incentive 14,856 §20.1875 14, B5E 14, 856 CURRENT
2/ 21 /2nad 2/21/2000 B1 1 Mon-Qualified “5, 144 £20_1875 25,144 25,14 CURLEMT
£/30/2000 &/30/2m10 Ed L Incentive 1 216.1875 1 1 {ORRENT
&/30/2000 673072010 241 Mom-Oualified 63, 95%% $15.1875 FAPREE) 23,333 CURRENT
f/infannl H/30/2011 Bq 1 Tacentive 3, 09H £33,2750 3,088 n [UKRKENT
3,098 on 06/30/2006

6/30/2001  §/30/2011 a1 Ren-Dualified B&, 902 532.1784 £5,570 4 CURRENT

23,334 on D60/ 2005
20,238 oa 06/30/2005
&/a0/2002 E/30/2012 B4 1 Incentive 4,332 $46.1500 EEEF Q CURRENT
2,166 an 06/30/2004
2,165 o 0673072004
s/30/2002  &/30/2012 B L Non-qualified 50,668 445.1500 50,638 L] CURRENT
16,171 £n 0673073004
16,165 on D6/ 50/20065
13,332 on DE/I0/2006
6730720603 4/30/2013 a4 1 Kem - pualificd 45,090 43,2500 EERRILil] 1] CURRENT
15,000 nn DR/ A0/2004
15,000 on 06/30/2005
15,000 on ©8/30/2008

Optianes Tokalse 230,000 210,002 3,334




EXHIBIT D
REFEREHCE LETTER
To Whom It May Concern:
Frank Cobrones was Senior Vice-President and Chief Financial Officer of HeR Block from February 21, 2000 to
Cctober 31, 2003, During hia tenure, Mr. Cotrones was an integral member of our management team. Frank left to

pursue other opportunities, and his departure was amicable. We wish him well.

Sincerely yours,

Mark A. Ernst



EXHIBIT 10.2
H&R BLOCK, INT.

2003 LONG-TERM EXECUTIVE COMIDENSATION PLAN
(AL AMENDED SEPTEMBER 19, 2003)

1. PURPOSES. The purposes of thie 2003 Long-Term Executive Compensation Plan are to provide incentives and
rewards to those employees largely responaible for the succeas and growth of H&R Block, In¢. and its subsidiary
corporations, and to assist all such corporaticns in attracting and rebaining executives and other key employees
with experience and ability.

2. DEFINITIONS.

{a} AWARD means onc or more of the following: shares of Common Stock,
Restricted shares, Steck Options, Incentive Stock Options, Stock Appreciation
righta, pPerformance Shares, Performance Units and any other rights which may hbe
granted to a Recipient under the Plan.

{b) COMMITTEE means the Compensation Committes deseribed in Section 2.

{¢) COMMON STOCK meane the Common Stock, without par value, of the
Company .

{d) COMPANY means H&R Block, Inc., a Missouri corporation, and, unless the context atherwise reqguires, includes
ite "gubaidiary corporationa® {as defined in Section 424(f) of the Internal Revenue Code} and their respective
divisions, departments and subeidiaries and the respective divisions, departments and subsidiaries of such
subsidiaries.

{e) INCENTIVE STOCK OPTION means a Stock Option which meets all of the requirements of an "incentive stock
option" as defined in Section 422(b} of the Internal Revenus Code.

{I} INTERNAL REVENUE CODE means the Internal Revenue Code of 1986, as
now in effect or herecafter amended.
{g) PERFORMANCE PERIOD means that peried of time specified by the Commiltee during which a Recipient must
satisfy any designated performance geals in order to receive an Award.

{h} DPERFORMANCE SHARE meanc the right to receive, upon satisfying designated performance geoals within a
Performance Period, shares of Common Stock, cash, or a combination of cagh and sharea of Common Stock, based on
the market value of shares of Common Stock covered by such Performance Shares at the close of the Performance
Period.

{i} PERFCRMANCE UNIT means the right to receive, upon satisfying designated performance goale within a
Performance Pericd, shares of Common 3tock, cash, or a combination of cash and shares of Common Stock.

{j) PLAN meanz this 2003 Long-Term Executive Compensalion Plan, ag the
same may be amended f£rom time to time,

{k) RECIPIENT means an ecmployee of the Company who has been granted an
Award under the Plan,
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{1} RESTRICTED SHARE means a share of Common Stock issued to a
recipient hereunder subject to such terms and vonditions, including, without
limitation, forfeiture or resale to the Company, and to such restrictions
against sale, transfer or other disposition, as the Committee may determine at
the time of issunance.

{m} STOCK APPRECTATION RIGHT means the right to receive, upon exercise of a atock appreciation right granted
under this klan, shares of Common Stock, cash, or a combination of cash and shares of Common Shoack, based on the
increase in the market value of the shares of Common Stock covered by such stock appreciation right from the
initial day ot the Performance Periad for such atock appreciation right to the date of exercise.

{n1) ST0CK OPTION means the right to purchase, upon exercise of a stock
option granted under this Plan, shares of the Company's Common Stock.

3. ADMINISTRATION OF THE PLAN. The Plan shall be administered by the
Committes which ghall consiat of directors of the Company, to be appeointed by
and toc serve at the pleasure of the Board of Directore of the Company. A
majority of the Committee members shall constitute a guorum and the acts of a
majority of the members present at any meeting at which a queorum is present, or
acts approved in writing by a majority of the Committee, shall be valid acts of
the Committee, however designated, or the Board of Directoras of the Company if
the Board has not appeointed a Committee.

The Committee shall have full power and authority to construe, interpret and administer the Plan and, subjeckt
to the powers herein specifically reserved to the Board of Directors and subject to the other provisions of this
Plan, to make determinations which shall be final, conclusive and binding upon all persons including, without
limitation, the Company. the shareholders of the Company, the Board of Directors, the Reciplents and any perscms
having any interest in any Awards which may be granted under the Plan. The Committee ghall impose such
additional ecnditions upon the grant and exercise of Awards under this Plan as may from time to time be deemed
necessary or advisable, in the opinion of counsel to the Company, to comply with applicable laws and )
regulations. The Committee from time to time may adopt rules and regulaticns for carrying out the Plan and
written policies for implementation of the Plan. Such policies may include, but need not be limited to, the
Lype, size and terms of Awards to be made to Recipients and the conditions for payment of such Awards.

4. ABSOLUTE DISCRETION. The Commitrtee may, in its sole and absclute discretion (subject to the Committee's
power to delegate certain autherity in accordance with the second paragraph of this Section 4), at any time and
from Lime Lo bime during the continuance of the Plan, (i) determine which employees of the Company shall be
granted Awards under the Plan, (ii} grant to any employee so selected such an Award, (iii} determine the type,
gize and terms of Awards to be granted {subject to Sectioms &, 10 and 11 hereof}, (iv) establish objectivesn and
conditions for receipt of Awards, (v) place conditions or restrictions on the payment or exercise of Awards, and
{vi) do all other things necessary and proper to carry out the intentions of this Plan; provided, however, that,
in each and every casze, those Awarda which are TIncentive Stock Options shall contain and he subject to those
reguirements specified in Secticn 422 of the Internal Revenue Code and shall be granted only to those employees
eligible thereunder to receive the same. '

The Committes may at any time and from time to time delegate to the
Chief Executive Officer of the Company authority to take any or all of the
actions that may be taken by the Committee as specified in this Section 4 or in
other pectiong of the Plan in connection with the determination of Recipients,
types, sizes, terms and conditions of Awards under the Plan and the grant of any
such Awards, provided that any authority so delegated (a) shall apply only to
Awards to employees of the Company that are not cfficers of
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Company under Regulation Seetion 240.1ea-1(f) promulgated pursuant to Seclion 16 of the Securities Exchange Act
of 1934, and {bL) shall be exercised only in accordance with the Plan and such rules, regulations, guidelines,
and limitations as the Committee shall prescribe.

% . ELTGTRILITY. awards may be granted to any employee of the Company. No member of the Committer {other Ethan
any ex officio member) shall be eligible for grants of Awards under the Plan. An employee may be granted
multiple forms of Awards under Lhe Plan. Incentive Stock Options may be granted under bthe Plan to a Recipient
during any calendar year only if the aggregalbe fair market value (determined as of the date the Incentive Stock
Option ip granted) of Cowmon Stock with respect to which Incentive Stock Options are exercisable for the first
time by such Recipienk during any calendar year under the Plan and any other "incentive stock option plana" {as
defined in the Internal Revenue Code) maintained by the Company does not exceed the sum of $100,000.

§. OTOCK SURJECT TO THE PLAN. The total number of shares of Common
3tock issuable under this Plan may not abt any time exceed 5,000,000 shares,
subject to adjustment as provided herein. All of such shares may be issued or
issuable in connection with the exercise of Incentive Stock Cptions. ghares of
Common Stock not actually issued purauant to an Award shall be available for
future Awards. Shares of Common Stock to be delivered or purchased under the
Plan may be either authorized but unissued Common Stock or treasury shares. The
total number of shares of Common Stock that may be subject to one or wore Awards
granted to any one Recipienl during a calendar year may not excead 500,000,
subject to adjustment as provided im Section 16 of the Plan.

7. AWARDE.

{a} Awards under the Flan may include, but need not be limited to,

shares of Common Stock, Restricted Shares, Stock Options, Incentive Stock
Optionsg, Stock Appreciatiovn Rights, Performance Shares and Performance Units.
The amount of each Award may be based upon the market value of a share of Common
Stock. The Committee may make any other type of Award which it shall delermine
is consistent with Lhe wubhiectives and limitations of the Plan.

{b) The Committee may establish perfiormance goale to be achieved within such Performance Periods as may be
gelected by it using such measures of the performance of the Company as it may select as a condition te the
receipt of any Award.

8. VESTING REQUIREMENTS. The Committes may determine that all or a portien of an Award or a payment to a
Recipient pursuant to an Award, in any form whatsocever, shall be vested at such times and upon such terms as may
be selected by it.

9, DEFERRED PAYMENTS AND DIVIDEND ANDY INTEREET EQUIVALENTS.

{a) The Committes may determine that the receipt of all or a portion of
an Award or a payment to a Regipient pursuant to an Award, in any form
whateoever, shall be deferred. Deferrals shall be for such periods and upon such
terms as the Committee may determine.

{b) The Committee may provide, in ite sole and absolute discretion, that a Recipient to whom an Award is
payable in whole or in part at a future time in shares of Common Stock shall be entitled to receive an amount
per share egual in value to the cash dividends paid per share on issued and outslanding shares as of the
dividend record dates ococurring during the period from the date of the Award to the date of delivery of such
share to the Recipient. The Committee may alsc authorize, in its sole and absolute discretion, payment of an
amount which a Recipient
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would have received in interest on {i} any Award pavable at a tuture time in cash during the period from the
date of the Award to the date of payment, and {ii} any cash dividends paid on issued and outstanding shares as
of the dividend record dates occurring during the period frowm the date of an Award to the date of delivery of
shares pursuant to the Award. Any amounts provided under this subsection shall be payable in such matner, at
such time or times, and subject to zuch terma and conditions as the Committee may determine in itg sole aud
abpolute discretion.

10. STOCK OPTION PRICE. The purchase price per share of Common Steck under sach Stock Option shall be
determined by the Committee, but shall not be less Lhan market value {as determined by the Committee) of one
share of Commen Stock on the date the Stock Option or Inccuntive Stock Option is granted. Payment for exerclse of
any Stock Option granted hereunder shall be made (al in cash, or (b} by delivery of Common Stock having a market
value equal to the agyregate option price, or {¢) by a combination of payment ¢f cash and delivery of Common
Stock in amcunts such that the amount of cash plug Lhe market value of the Common Stock equals the aggregate
option price.

11. STOCK APPRECIATION RIGHT VALUE. The base value per share of Common Stock covered by an iward in the form of
a Stock Appreciation Right shall be the market value of one share of Commen Stock on the date the Award is
granted.

12. CONTINUATION OF EMPLOYMENT. The Committee shall require that a Recipient be an employee of the Company at
the Lime an Award ir paid or exercised. The Committes may provide for the termination of an outstanding Award if
a Recipient ceases to be an employes of the Company and may establish such other prowvisions with respect to the
termination or disposition of an Award on the death or retirement of a Recipient as it, in its sole discretion,
deems advisable. The Committee shall have the sole power to detexmine the date of any circumstancesa which shall
conetitute a ceasation of employment and to determine whether such cessation is the result of retirement, death
or any other reason.

13. REGISTRATION OF STOCK. Each Award shall be subject to the

requirement that if at any time the Committee shall determine that gqualification
or registration under any state or federal law of the shares of Common Stock,
Restricted Shares, Stock Options, Incentive Stock Optiona, or other securities
thereby covered or the consent or approval of any governmental regulatory body

im necessary or desirable ag a condition of or in comnectien with the granting
of such Award or the purchaae of shares thereunder, the Award wmay not be paid or
exercised in wheole or in part unless and until such qualification, registration,
consent or approval shall have been effected or cbtained free of any conditions
the Committee, in ite discration, decms unacceptable.

14. EMPLOYMENT STATUS. No Award shall be construed as impesing upon the Cowpany the obligation to continue the
enployment of a Recipient. No employee or other person shall have any claim or right to be granted an Award
under the Plan.

15, ASSIGNABILITY. No Award granted pursuant to the Plan shall be transferable or assignable hy the Recipient
other than by will or the laws of descent and distribution and during the lifetime of the Recipient shall be
exercisable or payable only by or to him or her.

16. DILUTICH CR COTHER ADJUSTMENTS. In the event of any changes in the
capital structure of the Company, including but not limited to a change
resulting from a stock dividend or split-up, or combination or reclassification
of shares, the Board of Directors shall make zuch equitable adjuatments with
reapact to Awards or any provisiona of this Plan as it deems necessary and
appropriate, including, if neceasary, any adjustment in the maximum number of
shares of




Commen Stock subject to khe Plan, the maximum number of shares that may be subject to one or more Awards
granted to any one Recipient during a calendar year, or theo number ot sharca ol Common Slock subject to an
cutatanding Award.

177. MERGEE, CONSOLIDATION, REQRGANIZATION, LIQUIDATION, ETC. If the Company shall becoms 4 party Lo any
carporabe merger, consolidation, major acquisition of property for stock, reorganization, or liguidation, the
Board of Directors shall make such arrangements it deems adviaable with respect to outstanding Awards, which
shall be binding upon the Recipients of cutstanding Awards, including, but not limited to, Lhe subatitution of
new Awarde for any Awarda then cutstanding, the assumption of any such Awards and the termination of orxr payment
for such Awards.

18. WITHHOLDING TRXES. The Company shall have the right to deduct from all Awards hereunder paid in cash any
foderal, state, lowal or foreign taxes required by law to be withheld with respect to such Awards and, with
respect to Awards paid in other than cash, to require the payment (bhrough withholding from the Recipient's
salary or ctherwise) of any such taxes. Subject to such conditions as the Committee may establish, Awards
payable in shares of Commen Stock, or in the form of an Incentive Stock option or 3tock Option, may provide that
the Recipients thereof may elect, in accordance with any applicable regulations, te satisfy all or any part of
the tax required to be withheld by the Company in connection with such Award, or the exercise of such Incentive
stock Option or 3Stock Option, by electing to have the Company withhold a number of shares of Common Stock
awarded, or purchased pursuant to such exercise, having a fair market value on the date the tax withholding iz
required to be made egual to or less than the amount required to be withheld.

_ 19. COSTS AND EXPENSES. The cost and expenses of administering the Plan
shall be borne by the Company and not charged to any Award or to any Recipient.

20. FUNDING OF PLAN. The Plan shall be unfunded. The Company shall not
be vequired to establish any aspecial or separate fund or to make any other
segregation of aspets to assure the payment of any Award under Lthe Plan.

21. AWARD COHTEACTS. The Committee eshall have the power to specify the form of Award contracts to be granmted
from time to time pursuant to and in accordance with the provisions of the Plan and such contracts shall be
tinal, conclusive and binding upan the Company, the shareholders of the Company and the Recipients. No Recipient
shall have or acquire any rights under the Plan except such as are evidenced by a duly executed contract in the
form thus specified. No Recipient shall have any rights as a holder of Common Stock with respect to Awards
hereunder unless and until certificates for shares of Common Stock or Restricted Shares are issued to the
Reaipient .

22. GUIDELINES. The Board of Directors of the Company shall have the power to provide guidelines for
administration of the Plan by the Committee and to make any changes in such guidelines as from time to time the
Board deems necesgary.

23. BAMENDMENT AND DISCONTINUANCE. The Board of Directors of the Company shall have the right at any time during
the continuance of the Plan to amend, modify, supplement, suspend or terminate the Plan, provided that in the
abzence of the approval of the holders of a majority of the gshares of Common Stock of the Company present in
person or by proxy at a duly constituted meeting of gharechelders of the Company, nc such amendment, modification
or supplement shall (i} increase the aggregate number of shares which may be issued under the Plan, unless such
increage ig by reason of any change in capital structure referred to in Bection 14
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hereof, (ii) change the termination date of the Plan provided in Sect ion 24, {iii) delete or amend the market
value restrictions contained in Sections 10 and 11 hereof, (iv) materially modify the requirements as to
eligibility lor participation in the Plan, or (v} makterially increase the benefits accruing to participants
under the Plan, and provided further, that no amendment, modification vt termination of the Flan shall in any
manner affect any Award of any kind theretofore granted under the Plan without the consent nf the Recipient of
the Award, unleas auch amendment, wodification or terminalion is by reason of any change in capital slructure
referved to in Section 16 hereof or unless the same is by reason of the matters referred to in Section 17
hereof.

24 . TERMINATION. The Cummittes may grant Awards at any time prior to July 1, 2013, on which date this Plan will
terminate except as to Awards then ocutsianding hersunder, which Awards shall remain in =ffect until they have
expired according to their terms or until July 1, 2023, whichever firat occurs. Mo Incentive Stock Option shall
be exercisable later than 10 years following the date it is granted,

25. APPROVAL. This Plan shall Lake effect July 1, 2¢03, contingent upon
prior approval by the sharehclders of the Company.
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EXHIBIT 31.1

CERTIFICATION FURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Mark A. Ernwst, Chief Exeocutive Qfficer, certify that:

1. I have reviewed this quarterly report on Form 10-Q of H&R Block, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period coversd by this report:

3. Based an my knowledge, the financial statements, and other financial infermation included in this report,
fairly present in all material respects the financial condition, results of operations and cash flows of the
registrant as of, and for, the pericds presented in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures {am defined in Exchangc Act Rules 13a-15{e) and 15d-15{e}} for the registrant and have:

a) Designed asuch disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the regisbtrant, including its
conselidated subsidiaries, is made known to us by others within theose entities, particularly during the period
in which this report is being prepared;

b) Evaluated the effectivenesz of the registrant’'s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
pericod covered by this report based on such svaluation; and

c) Disclosed in this report any change in the registrant's internal control over financial reporting that
cccurred during the registrant's most recent fiscal guarter (the registrant's fourth guarter in the case of an
annual report) that hae materially affected, or is reasonably likely to materially affect, the registrant's
internal control over financial reporting; and -

5. The registrant's other certifying officer and I have disclossd, based on our most recent evaluation of
internal control over financial reporting, Lo the regiatrant's auditors and the avdit committes of the
registrant's board of directors {or persons performing the eguivalent functions):

a) A1l significant deficiencies and material weaknesses in the design or operation of internal contral over
tinancial reporting which are reasomably likely to adversely affect the registrant's ability to record, proccss,
summarize and report financial information; and

k) Any fraud, whekher or not material, that involves management or other employees who have a significant role
in the registrant's internal control over financial reporting.

Date: December 10, 2003 ) /&/ MARK A. ERNST
Mark B. Ernst
Chief Executive Officer
H&R Block, Inc.




FXHIBIT 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SAREANES-OXLEY ACT OF 2002

I, Melanie . Coleman, Principal Accounting Officer, certify that:

1. I have reviewed this guarterly report on Form 10-0Q of H&ER Block, Ino.;

2. bBased on my knowledge, this report doecs not contain any untrue skalemenl of a makerial fact or omit to state
a material fact necessary to make the statements made, in light of the circumstances under which such statemenks
ware made, not misleading with respect to the period covered by this report;

3. bBased on my knowledge, the financial statements, and other financial information included in this report,
fairly present in all material respects the financial condition, results of coperations and cash flows of the
regietrant as of, and for, the periods presented in this report;

4. The registrant's other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures {as defined in Exchange Act Rules 13a-15{e} and 154-15(e)) for the registrant and have:

a) Designed such disclosure controls and procedures, or caused guch disclosure controlas and procedures to he
designed under our supervision, to ensure that material information relating to the registrant, including ita
consclidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report ia being prepared;

k) Evaluated the affectiveness of the registrant's diaclosure controls and procedures and presented in this
report our conclusiona aboub the effectivenese of the diaclosure controles and procedures, as of the end of the
pericd covered by this report based on such evaluation; and

¢) Discleosed in this report any change in the registrant's internal control over financial reporting that
aecurred during the regiabrant's most recent figcal quarter {the registrant's fourth guarter in the caae of an
annual report} that has materially affected, or is reascnably likely to materially affect, the registrant's
internal control cover financial reporting; and

5. The regietrant's other certifying officer and I have disclosed, baeed on our most recent evaluation of
internal control over financial reporting, to the registrant's auditors and the audit committee of the
reglstrant's board of directors (or persons performing the equivalent functions):

a) All signifivant deficiencies and material weaknesges in the design or operation of internal control over
financial reporting which are reasonably likely teo adversely affect the registrant's ability to record, procesa,
summarize and report financial information; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant's internal control over financial reporting.

Nate: December 10, 2003 /e/ MELANIE K. (COLEMAN
Malanie K, Coleman
Principal Accounting Officer
HLR Block, Inc.




EXHIBIT 32.1

CERTIFICATION PURSUANT TO

18 U.8.C. SECTION 1350,

AE ADOPTED PURSIIANT 'I'0

SECTION 206 OF THE SARBANES OXLEY ACT OF 2002
In connecticon with the quarterly report of He&R Block, Inc. (the "Company") on Form 10-¢ for the periced ending

Ciotober 31, 2003 as filed with the Securities and Exchange Commission on the date heresf (the "Report"}., I, Mark
A. Ernszt, Chief Executive Officer of the Conpany, certify pursuant to 1B U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:

11 The Repork fully complies with the requirements of Section
13{a) or 15{(d) of the Securities Exchangc Act of 1934; and

{2} The information contained in the Report fairly presents, in
all material rcapecta, the financial condition and reesults of
operations of the Company.

/8/ MARK A. ERNST

Mark A. Ernat

Chief Executive Officer
H&R Block, Inc.
Lecember 10, 2003




EXRIBIT 32.2

CERTIFICATION FURSULNT TO
18 U 8.C. SECTTON 1350,
AS ADOPTED PURSUANT TO
SECTIUN Y06 OF THE SARBANES-OXLEY ACT OF 2002
In connectien with the quarterly rsport of H&R Block, Inc. (the "Company”) on Form 10-0 lor the period ending
Dotober 31, 2003 as filed with the Securities and Exchange Commission on the date hereof (the "Reporc®), T,
Melanie K. Coleman, Principal Accounting Officer of the Company, certify pursuant to 18 U.5.C. Section 1350, as
adopted pursuant to Section 906 of the Sarbanes-Oxley ket of 2002, that:

(1) The Report fully complies with the requirements of Section
13(a) or 15{d) of the Securitiesg Exchange Act of 1934; and

(2} The information contained in the Report fairly presents, in
all material respects, the financial condition and results of
aoperationa of the Company.

/5/ MELANIE K. COLEMAN
Melanie K. Coleman

Principal Accounting Officer
H4&R Block, Inc.

Dacember 10, 2003
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EXHIBIT 13

RELOCATION ASSISTANCE PLAN

(a) Definitions. The following terms, whenever used or referred to herein, shali
have the following meanings:

(1) Designated Occupants. "Designated  Occupants”  shall mean

handicapped displaced occupants and those displaced occupants who are 65 years

of age or older at-the time of the notice to vacate or who have an income less than

the average median income for the metropolitan area as certified annually by the

Director of City Development based upon standards established by the Department
- of Housing and Community Development of Kansas City, Missou.

(i) Displaced Business. “"Displaced Business” shall mean any business that
moves from real property within the development area as a result of the acquisition
‘of such property, or as a result of written notice to vacate such property, or in
conjunction with the demolition, alteration or repair of said property, by the Tax
Increment Financing Commission pursuant to RSMo. 99.800 et. seq., as amended.

(iii) Displaced Occupant. “Displaced Occupant” shall mean any occupant who
moves from real property within the development area as a result of the acquisition
~Of such property, or as a result of written notice lo vacate such property, or in
connection with the demolition, alteration or repair of said property, by the Tax
Increment Financing Commission pursuant to RSMO. 99.800 et. seq., as amended. )

{iv)  Handica Occupant. "Handicapped Occupant” shall mean -any
occupant who is deaf, legally blind, or orthopedically disabled to the extent that

- acquisition of other residenice presents a greater burden than other occupants would
encounter or that modification to the residence would be necessary.

(V)  Occupant. ~_ "Occupant” shall mean a residential occupant of a building
having lawful possession thereof, and further shall include any person in lawful -
possession, whether related by blood or marriage to any other occupant.

(vi).  Person."Person” shall mean - any tndividual, firm, partnership, joint
venture, association, corporation and any life insurance company, organized under
the laws of, or admitted to do business in the State of Missouri, undertaking a
redevelopment project in a urban renewal area, whether organized for profit or not,
estale, trust, business trust, receiver or trustee appointcd by any state or federal
court, syndicate, or any other group or combination acting.as a unit, and shall
inclede the male as well as the female gender and the plural as well as the stngular
number. :

(b) Plan Requirement.  Every person approved by the Commission as a developer
of property subject to be acquired by the Tax Increment Financing  Commission if
furtherance of a Tax Increment Financing plan shall submit to the Commission a
relocation plan as part of the developer's redevelopment plan.

{c) Contents of Plan. The relocation plan shall provide for the following:

() Payments to all displaced occupants and displaced businesses in
occupancy at least ninety (90) days prior to the date said displaced occupant or said
displaced business is required to vacate the premises by the developer, its assigns or



any person seeking acquisition powers under the Tax Increrment Financing plan
pursuant (o RSMo. 99800 et. seq., as amended; and

(i) Program for identifying needs of displaced occupants and displaced
businesses with special consideration given to income, age, size of family, nature of
business, availability of suitable replacement facilities, and vacancy rates of
affordable facilities; and o

(11i) Program for rcferrals of displaced occupants and displaced businesses with
provisions for a minimum of three (3) suitable referral sites, a minimum of ninety
(90) days notice of referral sites for handicapped displaced occupants and sixty (60)
days. notice of referral sites for all other displaced occupants and displaced
busincsses, prior to the date such displaced occupant or displaced business is
required to vacate the premises; and arrangements for transportation to inspect
referral sites to be provided to designated occupants. S

(iv) Every displaced occupant and every displaced business shall be given a
ninety (90) day notice to vacate; provided, however, that the developer may elect to
reduce the notice time to sixty (60) days if the developer extends the relocation
payments and benefits set forth in subsections (d), (e) and () below to any
displaced occupant or displaced business affected by said reduction in time.

(d)  Payments to Occupants. All displaced occupants eligible for payments under

subsection (c)(i) hereof shall be provided with relocation payments based upon one of the
following, at the option of the occupant: : -

0] A $500.00 payment to be paid at least thicty (30) days prior to the date the
occupant is required to vacate the premises; or g

(i)  Actual réasonable costs of relocation including actal moving costs, utility
deposits, key deposits, storage or personal property up to one month, utility transfer
and connection fees, and other initial rehousing deposits including first and Jast
month's rent and security deposit. . .

{¢)  Handicapped Displaced Occupant Allowance. In addition 1o the payments
provided in subsection (d) hereof, an additional relocation payment shall be provided to
- handicapped displaced occupants which shall equal the amount, if any, necessary to adapt
a replacement dwelling to substantially conform with the accessibility and usability of -
- such occupant's prior residence, such amount mot to excecd Four Hundred Dollars

($400.00).

D Payment to Businesses. All displaced businesses eligible for payments under
subsection (c)(i) hereof shall be provided with refocation payments based upon the
following, at the option of the busincss: '

() A $1,500.00 payment to be paid at least thirty (30) days prior to the date
the business is required to vacate the premiscs; or

Gi) Actual costs of moving including costs for packing, crating, disconnecting, |
dismantling, reassembling and mnstalling all personal equipment and costs for
relettering signs and replacement stationery.

1§:4) Waiver of Payments. Any occupant who is also the owner of premises and any
business may waive their relocation Payments set out above as part of the negotiations for




acquisition of the interest held by said occupant or business. Said waiver shalt be in
writing and filed with the Commission.

(hy  Notice of Relocation Benefits. ~ All occupants and businesses eligiblc for
relocation benefits hereunder shall be notified in writing of the avatlability of such
~ relocation payments and assistance, such notice to be given concurrent with the notice of
referral sites required by subsection (c)iii) hereof.

(1) Persons Bound by the Plan. Any developer, its assigns or transferees, provided
assistance in land acquisition by the Tax Increment Financing Comumission, is required to
comply with the Executive Director of the Comumission. Such certification shall include,
among other things, the addresses of all occupied residential buildings and structures
within the redevelopment plan area and the names and addresses of écciipants and
‘businesscs displaced by the developer and specific relocation benefits provided to each
-occupant and business, as well as a sample notice provided each occupant and business.

()~ Minimum Requirements.  The requirements set out herein shall be considered
-minimum standards. In reviewing any proposed redevelopment plan, the Cominission
shall determine thé adequacy of the proposal and may require additional elements to be
" provided therein. L ' -





