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OPERATOR: Ladies and gentlemen, thank you for standing by. Welcome to the H & R BLOCK second quarters
earnings release conference call. During the presentation, all participants will be in a listen--only mode. Afterwards, you'll
be invited to participate in the question and answer session. At that time, if you have a question, please press the "1"
followed by the "4" on your telephone. This conference is being recorded Wednesday the 28th, 2001. I would now like to
turn the conference over to Mark Ernst, President and Chief Executive Officer of H & R BLOCK. Please, go ahead sir.

MARK ERNST: Thank you, good afternoon and welcome. Thank you for joining us to discuss our Fiscal 2002 second
quarter results. With me is Frank Cotroneo, our Senior Vice President and Chief Financial Officer; Jeff Yabuki, Executive
Vice President; David Byers, Senior Vice President and Chief Marketing Officer; Becky [Schulman], Vice President and
Treasurer; and Mark Barnett, our Director of Investor Relations. Before I begin my formal remarks, I need to remind
you that various comments we may make about future expectations, plans, and prospects for the company constitute
forward--looking statements within the meaning of the Federal Securities Law and are based on current information and
expectations. These statements speak only as of today. Actual results may differ materially from those indicated by these
forward--looking statements as a result of various important factors including those discussed in the second quarter press
release and in H & R BLOCK filings on Form 10K and Form 10Q, which are on file with the SEC. I'd also like to take
this opportunity to invite to you our annual investor conference, which we will host on January 8th in New York. This
year, we'll provide a comprehensive look at our gross strategy and how we're progressing with our plans to invigorate the
H & R BLOCK brand and business. This'll include an overview of our marketing plans and outlook for the upcoming tax
filing season. We're planning to conduct two optional sessions in the afternoon. First, we'll provide a detailed look at the
strategies for RSM McGladrey our business services segment, and then an in--depth review of the option run mortgage
business. Details concerning the conference will be posted on First Call or feel free to call Mark Barnett. We hope you'll
be able to join us. I'd like to highlight some additions to our senior management team that occurred this quarter. We've
been building a top--notch senior management team who is committed to our strategy and make H & R BLOCK a great
investment for shareholders. Joining us recently are Jeff [Branmeyer] as Senior Vice President and Chief Information
Officer and Brian Nygaard who joins us as president of our financial advisers business. Jeff comes to us from First
Union, now Wacovia, where he held senior--level positions in their technologies organization and most recently as CIO of
the company [INAUDIBLE] of the Money Store. Brian Nygaard joins us from ING, where he was running their North
American brokerage business. That business with over 10,000 representatives prepared Brian for the significant challenge
of building our distribution capabilities in a client--focused way. I'm delighted to have these two talented individuals join
us. I'm also pleased to annoyance that Tom Decker Sipe has been named to the H & R BLOCK Board of Directors.
Tom is currently President and CEO of Westaff, a temporary staffing and employment services firm, has a long and
distinguished career in the Schwab organization and will bring valuable counsel to us as we build our capabilities to serve
our clients' investment needs. Bob Davis has elected to retire after several years of service on the H & R BLOCK Board. I
want to personally acknowledge and thank Bob for his many important contributions to the Company over those many
years. Turning to the financial review, we've achieved solid results in the second quarter despite the slowing economy
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and the impact of the September 11th tragedies. Our consolidated quarterly net loss was $28 million or $.15 per share
compared to $49.7 million or $.27 per share last year. Of the $.12 per share improvement over last year, $.06 is the result
of improvement in operating performance; primarily driven by exceptionally strong results in our mortgage business,
which more than offset expected weakness in the investment services and some earlier--than--normal expenses in U.S. tax
services. The remaining $.06 improvement is the result of the reduction in goodwill amortization. Our proven results for
the quarter was somewhat restrained by our share repurchase program this quarter. The reduction in shares outstanding
and loss of income from cash deployed slightly increased the loss per share. Clearly we believe that this will be good for
our full--year results and is consistent with our capital allocation strategy. For those who regularly follow us, you know
that our tax business, as well as business services, are seasonal and we typically report a loss in the second quarter each
year. With the exception of investment services, we saw revenue growth across all of our major domestic lines of business
resulting in a 12% increase in second--quarter revenues to $378.7 million compared to $337.5 million a year ago. Our
cash flow in the second quarter also improved significantly. Our cash loss is as measured by gap net loss and adding back
the remaining after--tax amortization expense of acquired intangible assets improved $10.1 million or 35% to a loss of
$18.5 million or $.10 per share. This compares to a loss of $28.6 million or 16% ---- excuse me, $.16 per share in last year's
second quarter. Cash flow is measured by earnings before interest, taxes, depreciation, and amortization improved nearly
$20 million to $5.9 million for the second quarter compared to a negative $14.1 million last year. Before discussing our
segment results, let me comment on some highlights from the quarter. Our initiative to sell mortgages to our tax customers
again achieved very strong results in the second quarter. Demonstrating our strategy of deepening relationships with the H
& R BLOCK tax client base is working and is beginning to provide a sustainable source of revenues and earnings growth.
H & R BLOCK Mortgage, our retail channel, contributed 11% of the mortgage segment's $72.8 million year--over--year
improvement. Of all mortgage loans originated during the quarter, 10% of all loans and 62% of all retail loans came
from the H & R BLOCK tax client base. Moreover, lower acquisition costs associated with H & R BLOCK tax clients
helped to drive significantly higher margins from cross--sold loans. Our cost per loan for an H & R BLOCK tax client is
running about $830, substantially less than the cost per loan for $1,300 for a non--H & R BLOCK client. Results from the
wholesale mortgages servicing operations were outstanding this quarter as well. I'll talk more about that when I review
that segment. Also in terms of creating greater depth in the relationships we have with traditional tax clients, 1/3 of all
new accounts opened in our financial advisers business in this calender year have now come from H & R BLOCK tax
clients. And this does not include the approximately 25,000 IRA accounts that we opened last tax season. Before getting
into segment specifics, let me have Jeff Yabuki, our Executive Vice President, comment on preparations for the upcoming
tax filing season.

JEFFREY YABUKI: Thank you, Mark. In U.S. tax operations, we're understandably focused on preparation for the
upcoming tax season. Supported by strong retention of our existing tax professional staff and a 15% increase in our tax
school enrollment this year, we've had a solid recruiting effort for tax professionals. Our real estate commissions are in
place and our marketing campaign is ready to launch in January. We'll discuss our overall pricing strategy at our investor
conference. Our research isn't yet complete on what consumer impact we can expect from the tax law changes passed by
Congress earlier this year. While we recognize that the changes with the most impact won't go into effect until 2003, we
believe that concerns over the tax changes this season will present a strong opportunity for us. We expect to have specific
insight into consumer attitudes in the next few weeks. That information will better guide us in both setting expectations for
the year and in finalizing prices. This information will be shared at our investor conference in January. We've developed
a revamped marketing campaign that capitalizes both on the current environment and learning the surrounding message
effectiveness over the last two years. The research on the marketing campaign suggests that we have a strong consumer
message for this year. This, coupled with the expansion of the successful marketing programs, position us to capture
growth opportunities in the market. We're also introducing new products to bring additional value to our client base.
One of our strategies is to develop a broader portfolio of settlement products in anticipation of the potential changes in
traditional refund anticipation loans or route products. We continue to believe it will be three to five years before the IRS
speeds up refund processing to the point that traditional refund loan products are impacted. Nevertheless, we're taking
steps now to innovate and prepare ourselves for reduced demand for the traditional route products. For example, we'll
offer an instant route this year that will allow clients who qualify, based credit scores, to obtain loan approval immediately
and receive a check upon the completion of their tax return. Qualified clients will no longer need to return to the office a
second time to pick up their check. Our research suggests that instant access to a client's refund will be attractive not only
to our existing route clients but also to higher income clients who don't typically purchase bank products. We also believe
that an instant route product will create sustained value even as the IRS ultimately achieves its goal of processing refunds
in two to three days. This year, we're also introducing our first value add product for clients who owe taxes. Through our
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relations with Household Bank, we will offer qualifying clients an instant line of credit that can be used to pay the balance
due to the IRS. Along with the credit line, our clients will have same as cash terms for 90 days. We believe this product is
consistent with our stated desire, strengthening our value proposition to higher income client segments. As we're in the
learning stages of this new product, we've elected not to materially participate in the lending aspect of this product during
the upcoming tax season. In our E--solutions business, we've made significant enhancements to our software and on--line
products. In order to deliver targeted value to the digital tax marketplace, we've been focusing our efforts on two distinct
market segments. Digital self--preparation and on--line professional assistance, we think software will be the likely be the
dominant option in the digital self--preparation market this year, and for sometime. Our software pricing strategy for this
year is designed to continue building unit share while delivering meaningful profitability. Along with continuing to make
the H & R BLOCK brand, more prominent for tax software consumers, we have several new features that allow users
to experience H & R BLOCK in a very personal way. For example, we're providing both software and on--line users an
opportunity to have an H & R BLOCK tax professional review their return and provide the client feedback prior to filing.
This is an expansion of our successful on--line review service introduced last year. We'll also provide each of our retail
clients an opportunity to receive a free financial plan through our financial advisers business unit. We're continuing to
differentiate on--line through the delivery of integrated advice and breadth of services. We'll again offer our professional
tax service which allows people to have their taxes prepared online using existing capacity in our retail network. While this
program is still in the early stages of development, the clients that we acquired last year had very attractive demographics.
Helping to broaden the appeal of the H & R BLOCK brand. We're encouraged by the strong distribution potential related
to both our AOL--Time Warner alliance and our continuing strong relationship with Microsoft and the MSN network.
Now, let me turn the call back to Mark.

MARK ERNST: Thank you, Jeff. Now, I'll review the second quarter financial results from our different business
segments. In U.S. tax operations, which includes our U.S.--based tax services, interests and refinance loans and the E--
solutions business, we reported quarterly revenues of $28 million, a $1.6 million or 6% increase over last year's second
quarter. The pretax loss in the second quarter was $104.2 million compared to $85.7 million last year. The increased loss
was driven by a number of factors. Payroll taxes of $7.2 million, associated with heavy seasonal associate stock option
exercises, earlier technology development and marketing costs, and higher rents and field support wages resulting from
increased tax school enrollment. In preparing for what we believe will be a solid tax season, our operational readiness is
ahead of where we historically have been at this time this resulted in increased second quarter spending of approximately
$10 million primarily related to the implementation of technology and marketing initiatives. This early preparation should
result in reduced levels of spending during the 3rd and 4th quarters. At this point, we expect that the full--year contribution
margins for U.S. tax operations will be greater than what was originally planned. I'll comment on this further when we
talk about guidance. With respect to cash flow, the U.S. tax operations segment declined by $21.3 million to a negative
$92.3 million compared to last year's negative $71 million. Our international cash operations, which include Canada,
Australia, and the United Kingdom, generated revenue of $13.7 million, a decline of $1.2 million over last year. The
decline in revenues is largely attributable to an unfavorable Australian exchange rate. Pretax losses of $991,000 were
slightly higher than last year due primarily to somewhat weaker than expected tax season results in Australia offseting
improved performance in Canada. Our mortgage operations which include Option 1 and H & R BLOCK mortgage, our
retail mortgage operation, as mentioned earlier delivered exceptionally strong results this quarter. Revenues rose 114%
to $180.8 million compared to the same quarter last year and we're up 22% over the first quarter. Pretax earnings rose
to $93.2 million compared to $20.4 million in the year--ago period. $3.4 million dollars of the increase is a result of the
elimination of goodwill amortization. On a sequential basis, pretax earnings grew at 40%. We continually [INAUDIBLE]
to minimize the impact on our balance sheet. Fiscal year--to--date, 82% of our pretax earnings have been cash earnings.
[INAUDIBLE] strong cash flows coming from this business. Looked at it another way, $12 million of the second quarter's
$93 million of earnings is represented by residuals that we have added to our balance sheet. The remainder was realized
in cash. EBITDA increased $70.7 million or 207% to $96.9 million compared to $26.2 million last year and $69.9 million
in the first quarter. The exceptionally strong operating performance of our mortgage segment was driven by higher loan
origination and service volume, increased pricing from loan sales and increased contributions from our retail mortgage
business. Compared to the second quarter of last year, approximately $17 million of the increased performance was due
to increased spreads as a result of the lower interest rate environment. Loan origination volume was $2.6 billion dollars
or an increase of 76% over last year. Larger sales force, higher volume of applications, and an improved closing ratio
drove this strong growth and originations during the quarter. Compared to the prior quarter, loan origination volume
was essentially flat due to a temporary slowdown in originations in the weeks following September 11th. In October,
applications ---- application rates per day returned to pre--September 11th levels. For nonprime production, the percentage
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of loan refinancings to total loan originations hasn't changed significantly as a result of the decline in the interest rates. We
also achieved a 14% decline in the net cost of origination contributing to a 193 basis--point year--over--year improvement
in operating profit margin. While we're clearly benefiting from the declining rate environment, the work we've done to
reduce the cost of origination is allowing us to continue improving our position in the industry. The operating profit
margin for the second quarter was 3.52%, 352 basis points compared to 159 basis points last year. The operating profit
margin is defined as pretax earnings before goodwill amortization, provided by mortgage funding. Typical [INAUDIBLE
] in the second quarter grew 26% over last year. As of October 31st, Option One's servicing portfolio totaled $20.9 billion,
an increase of $6.1 billion over last year's second quarter. I'm also pleased to be able to say that Fitch recently affirmed its
top rating for Option One's primary servicing and upgraded [INAUDIBLE] in to it's top rating. In so doing, they cited the
solid experience and tenure of the management team, strong internal controls and effective loan administration process,
and noted Option One's early and frequent borrower contact collection strategy and experienced loss mitigation, all of
which provided the company with a solid foundation for loan management and for loan performance. Related, we continue
to monitor the valuation of the residuals on our balance sheet as they can be sensitive to changes and prepayments as the
rates decrease Our servicing capabilities provide us with the opportunity to maintain a detailed view into the performance
of the underlying loans. I can tell you that based on loan performance relative to the valuation assumptions, our residuals
are fairly valued. Both current prepayments and defaults are well below our modeled levels. We monitor those values
very carefully, and based upon their current strong cash flow characteristics, future writeups are possible. Frank Cotroneo
will provide you with more details concerning these valuations in his balance sheet discussion. H & R BLOCK financial
advisers, our investment services operations, continues to be adversely impacted by weak market conditions which were
exacerbated this quarter by the tragic events of September 11th. Revenues of $64.8 million declined 61% from the year--
ago quarter and 6% from the first quarter. The subsequent revenues resulted in a pretax loss of $9.1 million compared to
pretax earnings of $11.8 million in the second quarter of last year. or pretax loss of $6.1 million in the first quarter of this
year. The elimination of goodwill amortization positively impacted this segment's year--over--year comparison by $4.1
million. In line with the rest of the industry, we continue to see weakness in the two main drivers of revenues, trading
volumes and margin lending. Second quarter trading volume declined 40% compared to last year. Commission and fee
income declined $24 million or 37%. Although we've increased our commission rates over the last year, the average
commission per trade declined to $63.17 compared to $70.52 last year as a result of smaller trade sizes due to lower
market levels. Interest income on margin accounts decreased $42.3 million or 71% from last year due to a 67% decline
in consumer margin balances and a 225 basis point decline in margin interest rates over the quarter. Prior to September
11th, indications were that margin balances had stabilized. However, in the weeks following, margin balances dropped
significantly as have those have throughout the industry. At the end of October, margin balances totaled $888 million
compared with $1.2 billion at the end of the first quarter and $2.6 billion a year ago. Over the past month, however,
we're again seeing indications that margin balances have stabilized. Even though the segment decreased $24.9 million
to $3.6 million compared to $28.4 million last year. This quarter included a one--time pretax charge of $1.7 million
associated with further staff reductions that has were made after September 11th. We continue to focus on controlling
expenses and rationalizing resources to match revenues balanced against our strategic investments into this business. As
bad as the market environment is, I nevertheless feel very good about the progress we've made since we've acquired
this business. We've taken significant steps to reposition H & R BLOCK financial advisers for growth. These include
developing capabilities to serve our clients in the manner they want to be served such as introducing on--line services,
right--sizing the business with an appropriate cost structure and effective expense controls, bringing our product line to
competitive parity through the introduction of c--based products such as cash management accounts and expanding mutual
fund products that will decrease our dependence on transactions fees. And these collectively ---- we will be able to recruit
and retain financial advisers. Where we're now beginning to focus. [INAUDIBLE] services. Revenues rose 17% to $91.8
million compared to $78.3 million dollars last year. Approximately, $7 million of this increase resulted from acquisitions,
netted the loss of revenue to the sale of KSM Business Services last January, with the remainder attributable to growth
in tax consulting and wealth management services. In mid--September, we saw a slowdown in consulting revenues. This
has been followed by a very strong rebound in October. For the segment, pretax earnings of $2.6 million compared
with the pretax loss of $1 million last year. Increased revenues were offset by off--season losses from newly--acquired
firms as well as normal operating cost increases. The elimination of goodwill amortization positively impacted the year--
over--year comparison by $4.6 million. [INAUDIBLE] in this segment decreased $1.4 million to $7.3 million compared
to $8.7 million last year. A recent announcement of an agreement to acquire Equikor Resources, a business valuation
and investment banking firm that specializes in corporate finance services for middle--market companies, represents an
expansion of our service capabilities within the RSM McGladrey channel. A core strategy for our business services
channel is to extend complementary nontraditional services to the RSM McGladrey client base. The Equikor acquisition
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is a prime example of this. With the combination of RSM and Equikor Services operate as the client base creates what
we believe to be significant opportunities. These are the first of what we expect to be several acquisitions of this nature.
Although we do not anticipate any large acquisitions, each will be a step assisting our goal to present RSM as the leading
[INAUDIBLE] business consulting firm serving small to midsized companies by reallocating our capital to strategic high
return business opportunities. Now, let me turn the call over to Frank Cotroneo, who will review the balance sheet and
other corporate items.

FRANK COTRONEO: Thank you, Mark. Good afternoon. In connection with our earlier adoption of the new
goodwill standards, SFAS 141 and 142, we're required to complete step one of the Goodwill impairment test base
reporting [INAUDIBLE] by October 31st. This task is an indicator of potential impairment under the new standards.
We have completed a test in accordance with the standards and found no indications of impairment in goodwill. At this
time, based on current information, we don't foresee business or economic conditions to result in a goodwill impairment
charge this fiscal year. During the quarter, we've experienced heavy seasonal compulsive stock option exercises. With the
large portion occurring in the first few days in September. Through October 31st, seasonal tax professionals exercised
options for 5.1 million shares of common stock compared to virtually none last year Which resulted in stock option
proceeds of $104 million. These unplanned proceeds were allocated to the share repurchase program. The option exercises
also resulted in additional payroll tax expense of $7.2 million in our U.S. tax operations. As seasonal tax professional
stock options are only exercisable from September through November of each year, we expect there'll be some, but not
significant, stock option exercises in the third quarter. The tax shield benefit of these option exercises contributed $29.9
million in additional equity this quarter and expected to contribute $41 million in the full year. During the second quarter,
the company repurchased approximately 7.6 million shares as a cost of $284 million. Year--to--date, we've repurchased 9.7
million shares as a cost of $352 million, or an average price of $36.32 per share. The adjusted weighted average shares
outstanding for the quarter fell only slightly as compared with the prior year as the bulk of the repurchases occurred in
the second half of the quarter. We continue to be on track to achieve our targeted capital structure of 35% debt to total
capitalization by fiscal year end 2003. Turning now to the balance sheet, there are several notable balance sheet changes.
The value and retained interest and [securitizations] at the end of the second quarter was $285 million down from $368
million at July 31st. The decline was primarily attributable to the sale of $134 million of residual interests in the second
quarter [INAUDIBLE] security. For balance sheet purposes, this was partially offset by a market to market increase for
residual interests were loans are cash flowing stronger than are originally modeled. This market to market adjustment
of $34 million went to equity and wasn't part of the current quarters earnings. Cash flows from the residual interests
continued to be higher than expected due three factors. First, excess retained interest spread has significantly increased
due reduced funding costs which is typically tied to one month [INAUDIBLE]. Secondly, loan losses to date are less than
projected when these interests were initially valued. And third, loan prepayments to date are less than those originally
projected as well. This higher than expected cash flow from residuals is causing net interest margins [securitizations] or
"NIMS" to ---- [INAUDIBLE] to retire 12 to 15 months early, compared to the originally estimated maturity of 24 to 30
months. Our expectation is to monetize this increased valuation through cash collections and a new "NIMS" offering
sometime in calendar 2002 as we continue to implementing our policy of minimizing the amount of residual interest we
hold. We also down carefully monitor the valuation of nonprime mortgage service rights or MSRs on our balance sheet.
Compared to the first quarter, MSR assets increased $8.9 million to $77.8 million. Out of a total servicing portfolio of
$24.9 billion, MSRs are only booked against our own services portfolio of approximately $16 billion. The remaining
$6 billion of services portfolio is subservice loans for which we receive a fee. As you know, MSR valuations are most
sensitive to prepayment speeds. Our nonprime MSR assets tend to be more stable than comparable prime MSR assets as
prepayment penalties cause prepayment speeds to be more stable and predictable. As of October 31st, 74% of our own
servicing portfolio contained prepayment penalties with an average remaining duration of 20 months. Through the period
of January through October of this year, monthly prepayment rates averaged 2.2% compared to 1.7% for the calender
year 2000. This increase in prepayment rate is within our valuation assumptions and is dramatically less than the increase
in the prepayment fees experienced in the prime market. For specific data regarding loss performance, including losses
and prepayment rates, I would refer out to investor relations page of Option One's web site at WWW.OONC.COM.
Use the name "investor" and password: option#1 will provide you immediate access. The cost of common stock and
treasury increased from $674.7 to $858.5 million compared to the second last year. The increase is attributable to share
repurchases, less shares [INAUDIBLE] from option exercises. since October, 2000. Finally, notes payable increase from
$372 million at the beginning of the quarter to $882 million at the end of the quarter. The increase in balance is related
margin to $260 million increase in cash balances to increase on hand liquidity in the wake of September 11th. Now, I'll
turn the call back to Mark Ernst who will discuss our earnings outlook.
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MARK ERNST: It has been our practice. We try to update the outlook for full--year performance as new information
becomes available to us each quarter. We can now see that our revenue and earnings for the current fiscal year will likely
exceed what we've previously expected. Though many of the factors benefiting our mortgage business performance are
expected to continue through the balance of the fiscal year, we don't expect the declining rate environment to benefit us
going forward. While there are other environmental factors hindering our investment services business, we're encouraged
by what we've begun to see in this business recently. Also, as Jeff described, the tax season is shaping up well. We said
in June that for fiscal 2002, planning purposes within our U.S. tax operations, we were using a 10% revenue growth
assumption in setting our spending levels and targeting at 50 basis point margin improvement. While I'm optimistic that
it is shaping up to be a good tax season, it is a bit too early to provide fully updated revenue guidance for this segment
when we finalize our pricing, we'll have a complete view. It is our intention to provide with you a more detailed outlook
and guidance for the tax season at our January conference. We do know that spending has been well controlled and
that revenue growth will likely exceed 10% through a combination of marketing programs that will drive unit growth
and revenues from nontax preparation sources. Along with those slightly higher revenue expectations, we anticipate the
margin in the tax business will actually increase by 100 basis points at our currently forecasted revenue growth rate. The
combination of these various factors means we now expect revenue growth will be well within our long--term guidance
range and earnings per share for the full fiscal year will be between $2.15 and $2.25 per share. For the third quarter, we're
comfortable with the current street estimates, however as we experienced last year, material shifts in the filing patterns of
consumers can have a pretty significant impact in the results for the third quarter. In conclusion, we're obviously pleased
with the strong results we're reporting today through the hard work of our associates. We continue to deliver outstanding
and solid financial results and our preparations for the upcoming tax season are well ahead of where we've historically
been at this time. During the next several weeks, we'll make the financial decisions with respect to pricing as well as other
strategic initiatives for the upcoming tax season. I look forward to updating you with our outlook for the tax season at our
investor conference in January. With that, operator, we'd be happy to open the line for questions.

OPERATOR: Thank you, ladies and gentlemen. If you have a question for this question and answer session, press the
"1" followed by the "4" on your telephone. You'll hear a three--tone prompt to acknowledge your request. If your question
was answered and you wish to withdrawal your poll request, press the "1" followed by the "3." If you are on a speaker--
phone, please pick up the handset before entering your request. One moment please for the first question. Michael Hodes
of goldman Sachs, please, go ahead with your question.

MICHAEL HODES: Hi, good afternoon, guys. A couple questions. First disregarding the guidance, is the upward
move in guidance mostly a reflection of more conviction on the tax business given your comments on perhaps the
somewhat better margin? Or is it more just capturing just stronger mortgage trends? Secondly, in the mortgage business,
maybe you can talk more philosophically about how large are you willing to let that get? In my calculations, It's
approaching the third of the earning stream if you'll look to cap it. Then just a point of clarification in investment services,
could you just give me the average commission portrayed. I know what it is in the press release. I wasn't sure if you said
$53 per trade or $63 per trade.

MARK ERNST: It was $63.

MICHAEL HODES: Okay.

MARK ERNST: On the guidance. I'll tell you, most of the increase, although there's a slight amount of the increase
in guidance is driven by tax, most of the increase is from an expectation both currently as well as perspectively for the
mortgage business. That range does not include ---- it includes a little bit, a couple cents of additional upside that we see,
we can clearly see now in the tax business, but most of the guidance increase is coming out of mortgage. In terms of
mortgage, you know, philosophically, couple things about that business, one is we have been focused on ensuring that as
we ---- as the results come out of that business, that we're doing two things. One, that the bulk of the earnings that we're
reporting are coming in the form of cash and with that continuing to be our policy, as Frank talked about, we've been
doing a number of things that minimize the balance sheet impact and minimize the amount that we put or we maintain on
the balance sheet and any risk we maintain. That'll continue to be our policy. In terms of a cap on how large we would
let the business get, I suppose the real answer to that is, if at some point in the future we could not maintain the level
of cash earnings that come out of that business, we would take a hard look at what size we want it to be. In the current
environment, we're able to have much of the earnings, the vast bulk of the earnings, in fact, be in the form of cash. And
so, from our perspective, there's no philosophic reason to limit that. That may at some point hurt our year--over--year
comparisons, obviously from this line of business if at some point in the future we don't have the kind of cash earnings
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environment you get out of the mortgage business today. But as long as this type of environment is out there, we see this
as a great source of additional cash earnings.

MICHAEL HODES: Got you. Following up on the mortgage, it seems like you're trying to give us more disclosure
here. I take it that there's going to be, you know, a full array of analytics in the queue that we could track some of the
assumptions and the balance sheet items? There's a lot of what Frank talked about, you know, doesn't really jump out of
the balance sheet as stated.

MARK ERNST: Michael, there already is sensitivity analysis in the queue. But, again most of the information that I
think you'd want to see will be on the web site at Option One talking about prepayment speeds, delinquencies, residual
valuations, et cetera ----

MICHAEL HODES: I've looked at it. But you're saying there'll be a way we can cross check it against the assumptions
on the securitizations

MARK ERNST: Yes.

MICHAEL HODES: Okay.

MARK ERNST: The other thing I was telling you Michael, and I mentioned at the outset. In the January conference,
we'll announce split and have an optional afternoon, if you will, where we'll going to go in--depth on McGladrey, the
business service business, for those of you who don't have a deep understanding of what our strategy is there and what
kind of dynamics we expect there. We're also going to do a deep dive on Option One in the mortgage business. So there
we'll give you a lot more this kind of ---- of analytics on how the business performs and what the balance sheet implications
are.

MICHAEL HODES: Thank you, guys.

MARK ERNST: Thank you.

OPERATOR: Our next question comes from Chris Gutek of Morgan Stanley. Please proceed with your question.

CHRIS GUTEK: Thank you, good afternoon, everybody. Mark and Frank, I don't want to beat a dead horse here but
certainly the mortgage residuals is a hot topic. A timely topic as well. I recognize the data is available at the web site. For
some of us who aren't mortgage experts, can you walk through in a little bit more detail what resource you're using for
prepayment rates, seeing currently, what you're the assumptions are that are embedded in the valuations and do the same
for the default rates as well. Having done that, Mark, can you follow up on the comment you may have to write up the
value of the residuals. By how much would that likely be? When will that likely happen if at all?

MARK ERNST: Sure, you know, it's a little bit difficult to give you, you know, a quick thumb nail on the key drivers.
The two key drivers obviously are prepays and default rate assumptions. I can tell you our typical default rate assumptions
are between 4 1/2% and 5 1/2%. If when we put a valuation around these things, those are the typical rates. It depends on
the vintage and the types of loans and a number of different things like that. What we know is that that's the cumulative
default rate we expect over the life of a pool of loans. Our oldest and worst--performance vintage is a 1995 vintage that is
currently running at about 375, 375 basis points of default. That's a very mature rate level. And that's our oldest and worst
performing pool. We're well underneath the typical assumptions that we'd make on those. On prepays, Frank mentioned
this, on a nonprime mortgage loan portfolio, typically you get prepayment penalties attached to the loan. While they're
somewhat controversial, that's part of what creates the stability and the valuation. I think the number was 74% of our
current loan servicing portfolio has prepayment penalties attached to it. That has the impact of making the prepayments
very, very predictable, because there's an expected and, you know, really happens spike that occurs once prepayment
penalties run off, but that's something we're able to plan for. So far, again, against the pools we have, we monitor this very
carefully, I don't think that I can recall a single pool that's running above its prepayment expectations. They're all typically
at or below the cumulative prepayment assumption that we use in the making these ---- putting these things on the books.
That's what led to the writeup comment. At some point as these loans pay down, we as the residual NIM holder have
the rights to the remaining cash flows. And we've been fairly conservative, we think, prudently conservative in the our
assumptions with these items put on the balance sheet. And they're stemming the cash flow. There's cash flowing earlier
and in bigger amounts than what we had originally modeled and our policy and our practice is to, as we can take these
things off the balance sheet, and find a buyer for them, we'll take them off the balance sheet. We think that we have a
number of them that are approaching a point where the cash flows will allow us to resell them and we would intend do
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that. We expect that could happen in ---- some time in calender 2002. We really haven't determined when that would occur.
But in all likelihood that would entail a writeup at the time of a sale.

MICHAEL HODES: Okay. And maybe one follow up on that point if I could on the default rates, the starting comment
was looking the different pools since 1995, the default rates have been below what you've assumed, but the economy isn't
doing well recently, why should the historical default rates being below the estimates give us confidence that the default
rates won't rise in the next 12 months in the context of a weak economy?

MARK ERNST: Well, certainly that's an outstanding risk. And that's part of what we look at that on a regular basis.
I can tell you the 375 is the worst we've seen in terms of performance. It's far from the best. What we've seen over the
course of the weakening, I think, over the last six months or so is that the apparent run rate is up 50 basis points in terms
of expected defaults. That's our current estimate with the weakness we've seen in the economy most recently. But again,
we believe this gives us a lot of cushion to the level of expectation and also, you know, part of the benefit of this is our
servicing platform that we commented on the Fitch ratings that's been attached to our servicing business, but our ability
to see into these loans and these loan pools to intervene early when we think there's a risk of a borrower getting behind
and to take action on that, has proven historically to bring us in at lower loss rates than the industry. And I think this is a
kind of environment, a kind of economy where an outstanding service portfolio like ours or service operation like ours is
all the more important.

MICHAEL HODES: Okay. Makes sense. And if I could, one quick question about the tax business. I understand you
don't want to get into the detailed policy until early January. But the marketing strategy last year was clearly designed
to appeal towards the middle income customer and not as much to the low--income customer. My understanding of the
marketing strategy for the upcoming season is not to go with that message necessarily, but instead to focus on the tax law
changes which are likely to leave people pretty confused and try to take advantage of that confusion. If that that is, in fact,
the correct marketing strategy your company will be using, could that not potentially imply a negative mix shift in the
customer base back towards lower--income people and therefore lower growth in revenue for return and how do you plan
to prevent that from happening?

MARK ERNST: First, I would tell you, I don't think our marketing strategy is designed to move away from our past
strategy of moving more upscale. You know, how we'll craft a tax law change message and how the supporting things
that go with that are all being designed to continue our push to bring in a more ---- a higher income demographic. There's
nothing about this year's campaign that I would say is designed to shift that acquisition focus. The one thing that's different
this year that Jeff commented on was some new products we have in the settlement product portfolio. For example the
instant RAL and the balance due product will target slightly higher income demographics. The instant RAL, basically, the
way that works is ---- You come in and we'll, while you're in the office, we'll credit score you. And, if you qualify, you'll be
able to walk out with a check and never have to come back as well as the balance due where you'll get 90 days after April
15th with no interest charge and we'll front the amount of money for the balance due to the IRS, are both products that
we think will have more appeal to a higher income group and that continues to be our strategy. We also know that the tax
law changes themselves have a direct correlation between, you know, those changes and their impact on higher income
consumers. So just to focus on tax complexity and tax law change is likely to help us more strongly with higher income
consumers.

MICHAEL HODES: That's great, thank you, Mark.

MARK ERNST: What I would tell you also is we'll try to give visibility to that entire mix issue at the January
conference. 'Cause we're looking at it in very great depth.

MICHAEL HODES: Thank you, Mark.

OPERATOR: Our next question comes from Michael Millman of Salomon Smith Barney. Please proceed with your
question.

MICHAEL MILLMAN: Thank you, I guess a few questions and starting with the latest. There wasn't sheer market. If
you said on the balance due that you were going to front the interest or the balance through April 30th? And if so, are you
looking for the tax returns or will household be giving you some fee to get the loan? In addition on the tax, could you give
us some idea of on an atlas to average pro forma basis excluding, or adjusting for, the 142, what you're looking for for an
increase in costs this year? And also on the tax, you indicated you expect more like 100 basis points increase rather than
50 is that on an adjusted basis as well? If so, adjusted what would have last year's have been? And then on the mortgage, I
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was a little surprised. I'd thought that prepayment was running about 83% of the portfolio, at least of the recent portfolio.
So I'm not sure if the 74 takes into account historic numbers and in the same vain, the penalty duration, I thought, was
running over the last several years closer to 30 months rather than 20 months and then, again, if the 20 months, really
reflects historic numbers which are probably less important today than they had been. And then, maybe you could talk a
little bit about whether on the balance sheet if you've repaid some of those extra borrowings?

FRANK COTRONEO: Sure. I think I've got all of those. Let me ---- I'll take them in order. On the balance due product,
let me describe how that will work. Um, basically for a client who comes to H & R BLOCK and has a balance due and
it doesn't matter when they come to us, if they come to us in January, February, March or up through April 15th, if they
have a balance due to the IRS, will pay the IRS on April 15th. We ---- not we, Household will through a loan that has no
interest and no payments for 90 days. And then at the end of 90 days, so by July 15th, if people repay the loan in totality,
there'll be no interest charged at all to the consumer. Basically, they get to ---- somebody who comes to H & R BLOCK,
has until July 15th to effectively pay their tax bill. This'll cost you nothing because Household is ----

FRANK COTRONEO: That's right. This'll cost us nothing.

MICHAEL MILLMAN: Will Household pay you a fee for this business?

FRANK COTRONEO: No, what we've agreed to for the first year is that we'll provide the product and that they
will ---- we'll provide the product to our clients and the economics of the underlying loan product will stay with them.
It's a traditional 90 days same as cash where there's breakage on the 90 days. That's how the economics work for them.
Ultimately, what the pricing will be for this, if there'll be a charge, processing fee, or something like that remains to be
seen. And the balance will only be available up to $5,000. There's a few tweaks that are still in development. But we think
that this thing has some appeal or will have some appeal to, you know, to a higher income demographic. In terms of the
percentage of growth in expenses, I don't quite have the number the way you're asking the question. What I can tell you
is that the 100 basis point margin improvement is on an apples--to--apples basis. So after we adjust for the way in which
we're now allocating costs, it's still a 100 basis point increase in the margin year--over--year. That's at our current estimate
run rate for revenues which is slightly above 10%. So net/net, there's a bit of an increase that we can clearly see. That's
primarily being driven by less spending than we've had to make this year than what we've had anticipated we might have
to do get ready for tax season. On the mortgage business, the issue about the 30 month versus 20 months and the 83%
prepayment versus 74. The 74% of the current loan portfolio has prepayment penalties is a ---- is an aggregate number.
The 83% is in our more recent loans that are being put on the books. 83% of those have prepayment penalties attached.
We've made a concentrated effort to make this a part of the product design we have. And increasingly, we're seeing those
products that are being sold include the prepayment penalties. So if anything, the risk of prepayments is only getting
better, if you will, because more and more the loans we're now putting on the books have that kind of provision. The same
is true of the 30 month versus the 20 month. The 20 month is the remaining amount or the remaining average months for
prepayment penalties. The 30 months is a typical amount that we include in the up front when we put a loan on the books.

MICHAEL MILLMAN: So the bottom line is that your mortgages have gotten much more conservative more recently
than historically.

FRANK COTRONEO: All of that is mixed even with the pricing, but I'd say we've looked to take less risk in these
loans. They are less risky. Finally on the balance sheet and whether we've prepaid ---- essentially what you'll see on the
balance sheet this quarter, we've increased the amount of CP we have that is on a committed basis. We've extended that
out. We've extended that out the week following September 11th and basically locked in higher levels of CP and therefore
are carrying higher levels of cash in the event that, you know, we weren't sure what was going to happen. We weren't sure
about the liquidity in the markets out there and we didn't want to take any chances. So we locked in more liquidity than
we maybe ultimately would have had to.

MICHAEL MILLMAN: And that remains on the books? Also, you've said that you expect the mortgage strength to
continue, although not at the necessarily second quarter level, it was up 100 ---- the spread was up or the margin was up
about 100 basis points ---- For purposes of forecasting, would you suggest we use the lesser amount going forward or do
you think it gets even below that?

FRANK COTRONEO: Well, you know, that is sort of the ---- you know ---- What we know are a couple of things.
We estimate that during this quarter, the decline in interest rates that occurred during the quarter gave us $17 million of
additional income because of holding loans that ultimately came more valuable when rates declined. We don't think that
will occur again this quarter. Now, you know, Alan Greenspan could delight us all again with a drop in interest rates, but
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for planning purposes in our forecast, we're not using further declines in rates in setting our own internal expectations of
what pricing will be. Aside from that $17 million, I'd say, you know, our originations are running pretty consistent so far
this quarter with where they've been in the last two quarters, so I don't know we would expect a change there. And the
backend market appears to be as strong as it's ever been. Aside from the value gained from declining rates, you know,
we're look at the third quarter being much like the second quarters and first quarters.

MICHAEL MILLMAN: So somewhere in between the two, then?

MARK ERNST: I think that's probably right.

MICHAEL MILLMAN: Okay, thank you, mark.

MARK ERNST: Thank you.

OPERATOR: Our next question comes from Chris Gutek of Morgan Stanley. Please proceed with your follow--up
question.

CHRIS GUTEK: Yes, couple questions if I could. If we could switch to the financial advisory business for a minute. I
want to double check. I think in the last call you guys talked about tripling the number of tax preparation financial advisers
to 400 last season to 1200 in the current season. Are you on schedule to hit that target?

MARK ERNST: I think the answer to that is, "Yes." The latest round was we had a number of people in training.
We'd been shifting between different training classes in different parts of the country. The key is whether or not we have
them trained before we go into tax season or whether we are still training into the tax season. Our target was to get to that
many before tax season. You know, currently, I'd say we're probably, you know, from what I know, I think the training
classes have been a bit slower and delayed from what we'd expected. And as a result, we may be closer to 900 to 1,000
when we go into the tax season. Another thing we've been doing is we've been offering some of our tax professionals an
alternative track to the financial advisers track, which is to be a loan finder, if you will, for our mortgage business. We've
been training a number of people who have switched to that career path or that training path where we're training them on
how to source mortgage loans into a central processing center. There, we're actually expecting to have somewhere in the
order of 2000 to 2,500 people trained for that kind of a service or that kind of a role going into the tax season.

CHRIS GUTEK: Interesting. I think in the last season, you had quite a few express IRAs set up, my impression
those were essentially loss--leaders where you weren't making money because the account sizes were pretty small and the
product certainly wasn't very profitable to begin with. Is the thinking with the express IRA in the upcoming season to try
to leverage that loss--leading product into additional sales in the current tax season? Does that make any sense or?

MARK ERNST: I can tell you precisely what our strategy and our thinking is around the express ira. Last year, we
did about 24,000 or 25,000 of those accounts, on a pilot basis in certain regions of the country. We're rolling that product
out nationally, including to a number of our franchise offices, although not all of them will take the product this year. A
couple things, A, we think that the way we've structured it that the first--year economics are about to break even. And we
think that as the account sizes build over a number of years, it'll be a nice ---- it'll never be dramatically large ---- but a nice,
little profit center. The more important attribute of the express IRA that we think we can leverage overtime is the retention
impact it has on tax clients. We believe to be the case and we'll get our first indication of that in real life with clients this
year from the 25,000 who took that product last year on a pilot basis. What we believe to be the case is that clients who
leave some of their money behind with us at H & R BLOCK, are far more likely to come back to H & R BLOCK year
after year and therefore we could overtime improve the retention rate we have on the core client base. If we can do that
without losing money on the account in year one, we think that's a big win for the organization over time.

CHRIS GUTEK: Makes sense. Okay. One more follow--up on the tax business if I could, Mark. You mentioned the
shifting of technology costs and marketing costs into the fiscal second quarter. Could you elaborate on exactly what
technology and what you're doing from the marketing perspective in the second quarter?

MARK ERNST: Sure, as Jeff Yabuki talked about some of those, you know, the technology most notably is the big
driver of this. And in there, what we've been doing is implementing a field communications system and a new payroll
system that is designed to capture savings in a number of the ---- in our payroll costs that occur during tax season. Jeff can
give you a lot more detail.

CHRIS GUTEK: Okay.
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JEFFREY YABUKI: Chris, what we've done is we've got, as Mark indicated, we've got a system for a new system for
our payroll. We've got several additional systems we're rolling out this year to help monitor tax season as we've started
to talk about last year that will ---- that have gotten out a bit earlier than we had expected. From a marketing perspective,
we had some expenses that we had moved forward. Most notably, some TTS advertising we planned for in a later quarter
and we extended in the second quarter and some more limited marketing program expenses that we've brought foreword.
Because we had a very good TTS year, as I mentioned, we also is have field--based labor costs that were ---- we end up
paying now that will end up converting basically to reduce our overall costs. It's a draw, an advance draw against future
salaries. So those will come back as well.

CHRIS GUTEK: Okay. Great, thanks.

OPERATOR: Our next question comes from Michael Millman of Salomon Smith Barney. Please proceed with your
follow--up question.

MICHAEL MILLMAN: Thank you, I guess a few clarifications. One, let's start with what TTS is. But also, maybe,
could you just go back over the retail mortgage business. I at least kind of missed some of those numbers. And then maybe
you could give us an idea in the second quarter what the gain of securitization mortgage was. And finally, maybe talk a
little bit ---- or you did touch upon it, I think ---- some of the strategy behind raising the TaxCut prices.

MARK ERNST: Sure. TTS stands for varyingly, depending on who you talk to and how long they've been with the
company, is tuition tax schools, or tax training schools, or tax training service, or a number of different things. But it's
known very affectionately around here as TTS. The retail mortgage business is obviously doing very well for us. We've
had good performance. I mentioned 60 some odd percent of our mortgage loans originated this quarter came from H
& R BLOCK clients. That's purely consistent with our strategy of using our H & R BLOCK client base as a pool of
prospects to offer this service into. Within that business, we are offering a full range of products. We're a little bit unique
in the industry in that we're not a specialist in conforming we're not a specialist in subprime. We're not a specialist in
government. We offer a full range of products. As a result, we're able to position ourselves both with BLOCK clients as
well as nonclients so if you're in the market for a mortgage, we have a product for you and we'll find you the best product
that's available. We think that's a very defensible position in the market and it plays very well with H & R BLOCK clients
where we don't have to turn somebody down for lack of a product that fits their needs. This business has ---- is up pretty
substantially from where we were a year ago in terms of originations. The pipeline continues to grow. And we are rolling
out the number of co--located retail offices where we have H & R BLOCK mortgage retail professionals in our offices that
share space with our advisers and with our tax professionals. So, all in all, we think the business goes along well and we
think it is a nice sustained growth for our business. I think if any place in our mortgage business that we're benefiting
from the refinance boom that's going on, it is probably in that line of business right now. We don't see as much refinance
activity going on inside of our Option One business. The proportion is about the same there. But, all in all, that business is
moving along well it continues to be an area focus for us. In terms of the margins that we've seen overall ---- This quarter,
we saw an overall net 328 basis point margin in the overall mortgage business. That's up from, I guess, last year for the
full fiscal year of '01, we had a 226 basis point overall margin. That was made up of a gain on sale of 471 basis points. We
earned warehouse interest. That was last year, full year, 57 basis points. Then we had an all--end cost of origination last
year of 303 basis points. This quarter, by comparison, our gain on sale was 511 basis points. So we're up 40 basis points
over last year. Our warehouse interest was up somewhat. It was at 90 basis points versus 57 last year. Our overall cost
of origination was down. It was down to 272 basis points. That's how we get to the net margin of 328 basis points. You
know, what that reflects are a number of things: The warehouse interest income is a reflection of financing costs being
dramatically lower as interest rates have dropped. The gain on sale is benefiting a bit from that. Although the quality of
the product we originate is really very much determined ---- causes us to get a very solid gain on sales. We've been focused
all year on how do you make sure that our cost of origination is an industry leading level, so that ---- industry--leading level
so we have the opportunity either to price aggressively when we need to or in appropriate times like this price to yield us
a good return. So overall, you know, again, our business there is performing, you know, very, very well.

MICHAEL MILLMAN: Mark, were those numbers you just cited second quarter or first half?

MARK ERNST: Those are second quarter. We can give you first half if you'd like. The first quarter was very much
like the second quarter.

MICHAEL MILLMAN: I guess the question was, I thought that the margin was 352 basis points. I'm not sure why
that differs from the 328.
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MARK ERNST: This is the operating profit margin. It doesn't include some of the other things like service income
that goes through the overall margin for the business.

MICHAEL MILLMAN: I see, so this is the production side?

MARK ERNST: This is the production side only. Yes.

MICHAEL MILLMAN: Okay.

MARK ERNST: In terms of our strategy related to our pricing for TaxCut this year, again, I think I'll let Jeff talk a bit
of what we're thinking there and & what we're looking for.

JEFFREY YABUKI: Michael, did you have a specific question about the pricing?

MICHAEL MILLMAN: It seems like the pricing is up about $5 across the board on the TaxCut?

JEFFREY YABUKI: Correct. We ---- as you may recall from last year, in that business, we took our prices materially
down in the prior year and shifted our model from a basically a full front--end model to a model that more closely mirrored
the market. And that is, some of the revenues coming in at retail are at point of sale. A fair amount of revenues coming
in on the back end. We started charging for states for the first time, and we were very pleased with the unit share that
we picked up. We do know maintaining a delta is important for us. And we believe with the software pricing that had
occurred in the prior year that we had the ability to raise prices at the $5 level and not impact our share and continue to
build profitability in that business line.

MARK ERNST: I think it's worth pointing out is that there's clearly a demarcation of this occurring in the market.
You know, if you look at Intuit's pricing for their basic product, they're moving their basic product up dramatically in
substantial ways, I think they're trying to push their brand to be the premium brand, which has been for some time in that
market, and to take it to positions less for the low end of the customer at the basic level.

MICHAEL MILLMAN: Right.

MARK ERNST: And while we'll maintain a pretty aggressive price at the basic level, that's given us the opportunity
to take a little bit more pricing latitude with that segment. Where we've historically gained much of our share is with the
new entrance in the markets. Those new entrants are typically buying the basis products. It's all tactical as this whole
industry kind of settled down now. We're all looking to make some good money in it.

MICHAEL MILLMAN: Thank you.

OPERATOR: Thank you.Steve Farley with [INAUDIBLE] Capital, please go ahead with your question.

STEVE FARLEY: Frank, can we please go back to, I believe I heard you say that something having to do with the sale
of new bonds led to you receiving an extra $44 million more than you thought from residuals and that it went straight to
equity and not to the income statement? Did I understand that right? Could you explain that to us? Maybe we should all
get our taxes done by you, guys because you can hide $44 million in income? [General laughter ]

FRANK COTRONEO: That's not the purpose and it wasn't only cash. If you go to the balance sheet as of July 31st,
residuals were $368 million. At the end of this quarter, they were $285 million. The reason for the big shift downward
were two activities taking place. One was we didn't complete the NIM, the net interest margin transactions on the first
quarter transactions in the first quarter. That got completed about three weeks after the first quarter, shortly in the middle
of August. Because ---- and that's the reason why the residuals were so large at the end of the first quarter. When the NIM
got placed, the residuals went down by the value of that transaction of $134 million. What we then did because the cash
flows on our residuals are coming in stronger than we'd anticipated, we did take a small mark to market of $44 million,
which is in line with gap.

MARK ERNST: But basically, Steve, the gap rules on this is we have to fairly value those residuals. When we do that,
we take a mark to market adjustments that runs through other comprehensive income, doesn't go through our earnings,
and we can only take that back into the gap earnings when we sell ---- when we receive cash. Um, we think that will happen.
But it hasn't happened yet. And that's why we tend to take the mark to market adjustment, and we took that into equity,
but we won't take it through gap until we realize cash. We think that's the transaction that could occur sometime in 2002
based on the current pattern of cash flows coming out of those NIMs.

STEVE FARLEY: Okay, thank you.
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MARK ERNST: Thanks. We'll be happy to do your taxes also.

STEVE FARLEY: Thank you.

OPERATOR: Our next question is from Bruce Babcock of [Saber] Capital. Please proceed with your question?

BRUCE BABCOCK: Thank you. I was a little confused on your shares outstanding. If I understand correctly, you
issued about 5 million shares or options or something to employees but you bought back 7 million, and yet the shares you
show on the balance sheet look like they didn't change at all. Can you give me an estimate by maybe by the end of the
year what your shares outstanding will be?

MARK ERNST: Sure, year--to--date we've purchased approximately 9.7 million shares. Options exercised are 7.2.
Expected shares, fully diluted shares by the end of the year are expected to be an approximate 183 million range.

FRANK COTRONEO: 183, 184. Right now, I think this quarter end was 183--something. That's basic. That's not fully
diluted. Fully diluted, add 2 million to that number.

MARK ERNST: Potentially.

FRANK COTRONEO: So it'll probably be on a full--year basis, you know, in the 184--185 million range.

BRUCE BABCOCK: And what was it last year? Do you have that?

MARK ERNST: Yeah, I do. That was 94. 188.

BRUCE BABCOCK: 188, something like that.

FRANK COTRONEO: Not big of an influence.

BRUCE BABCOCK: Thank you very much.

FRANK COTRONEO: It'll be down but it won't be down ---- you know, it'll be down 3 or 4 million shares.

BRUCE BABCOCK: Okay. Thank you.

OPERATOR: Our next question comes from John Neff of William Blair. Please proceed with your question.

JOHN ROMANO: Yeah, this is [John Romano] from William Blair. Could you provide some additional color on your
comments on your ---- the basis for your comment that the expectation for the tax season is shaping up well. Is that simply
from the changes in tax law or is that from the experiences you're seeing in your offices to date?

MARK ERNST: It's from a couple things. Part of it is how well prepared are we as an organization? And that is ----
the key determiner to that is how well have we done in recruiting tax professionals. We have had an outstanding year
plus getting very high quality people. Plus retaining many of our people that we've had in the organization before. And
seeing very, very quality people in our [Crash] Tax Training program. So that's part of it. Part of it is encouragement
that we've seen in the way our marketing programs are coming together. We're fairly encouraged by both how we're ----
I'm encouraged by how we've been able to capitalize on the learning that we've gained over the last couple of years and
convert that into a very quality campaign that we think will have a lot of consumer appeal. Certainly, my opinion doesn't
count. What counts is what consumers do with it. But our research on this campaign is very, very good. Um, so we look
forward to be able to share that campaign with you. You know, and clearly the historic view we have of tax law changes
and how that ultimately plays out in consumer demand for professional tax services, we think it is going our way. Now,
we know we know that and so we're doing some research to get at what consumer attitudes are about tax law changes this
year. Because this quirky situation is where there's a lot of talk about tax law changes but the fact of the matter is much of
the change starts kicking in next year, not this year. We think we'll benefit from consumer belief that there's been a lot of
change, but we want to validate that before we get ahead of ourselves with too great of expectations. I hope that wasn't,
you know, didn't leave you stunned.

JOHN ROMANO: No. Thank you.

OPERATOR: Ladies and gentlemen, as a reminder to register for a question, please press the "1" followed by the
"4" on your telephone. We have no further questions at this time, please proceed with your presentation or any closing
remarks.

MARK ERNST: I appreciate everybody joining us today. Let me, again, remind you, we'll hold our annual investor
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conference in New York on January 8th. Let me just point out that we'll hold our traditional tax season preview in the
morning and then conduct two focus sessions in the afternoon, one focused on business services strategy and then another
following that focused on the business of Option One. We hope you'll join us for all or part of that day. Thanks again for
joining us today.

LOAD--DATE: July 20, 2002



35 Nature's Drive
Tillson, NY 12486

1 August 2002

Mark Ernst
President and Chief Executive Officer
H&R Block
4400 Main Street
Kansas City, MO 64111-1812

Dear Mr. Ernst:

I am writing to you for guidance on how I should interpret the wordsfinancial partner in our
Company's mission statement (To help our clients achieve their financial objectives by serving
as their tax and financial partner). Specifically, I need your leadership help to resolve whether
in presenting the Express Individual Retirement Arrangement (X[RA) for sale, certain information
about this product should be given to or withheld from clients. In other words, how should I
conform my presentation to our mission statement?

I am aware, as no doubt you are, that the overwhelming majority of our tax preparation clients are
low income working poor who complete the 1040A or 1040EZ tax return, rather than the 1040.
Many are single parents who are entitled to- several thousand dollars ofEarned Income Credit.
Few have bank accounts, or any savings. Supervisors have stressed that the sales presentation
of the XIRA must be limited to the "positive": the XIRA is an opportunity for clients to begin
saving for their children's education and/or their own retirement with an initial investment as small
as $300, less than many banks require for opening an IRA. Their account is fully guaranteed and
will be earning additional income. Moreover, there is no out of pocket expense to them as the
account can be set up, and contributed to-annually, from their anticipated tax refund, money
which they have not yet received and therefore would not miss. This would be a beneficial and
painless way of doing the right thing. The charge for setting up- the XIRA account is only $15,
with a fee of only $10 each subsequent year to maintain the account.

In order to accomplish the goal of encouraging clients to start saving, "negative" information is to
be withheld from the presentation. This includes the facts that a savings account can be
established in a bank with no set up- fee, nor maintenance fees, and closed with no termination fee
(unlike the XIRA with its $75 termination fee). A withdrawal can be made from a bank savings
account for any reason with no tax penalty, unlike-early withdrawals from IRAs where a tax
penalty applies unless withdrawals are made for a few purposes, like college education expenses.
Also to be withheld from the client is the -fact that a bank savings account would, in 2002, cam
the owner between double to quadruple the XIRA's yield which was then fluctuating around one
half of one percent. The client who started an- XIRA with $300 would have come out at the end
of the year with about $301.50 in their account, whereas they would have put up, including the
set up fee, $315; in effect they would have lost $13.50. Tithe XIRA's yield neither fell nor rose,
and $300 continued to be contributed annually, by including the annual maintenance fee, overall



loss would persist until the thirteenth year when a net aggregate gain of $1.50 would first show
up on an account balance by then of $3,900, exclusive of this gain.

H&R Block is not in the business of creating business for savings banks. At the same timeour
mission is to serve as our clients' financial partner. I would expect a financial partner of mine not
to withhold information from me that might effect a decision affecting my welfare. Especially
because so many of our working poor clients are less educated and less sophisticated in financial
matters than we are, are we not mission bound to- lay out the cons as well as the pros? My
District Manager categorically told me not to, and to limit myself to a "positive" sales
presentation of the XERA. Otherwise, he said, probably correctly, clients would lose interest in
the product and walk out, wondering why I had been wasting their time. Similarly, my concern
that a client might need to terminate-his or her account because of unanticipated expenses, only
then to encounter the $75 termination fee, was met by the rejoinder that it is not my role to think
for clients. A point well taken. But to skew a sales presentation by withholding relevant
information in order to shape a client's action in a direction which I decide is in the client's
interest, is this not performing the role- of thinking for the client?

I have been enjoined to make a "positive presentation" of the XIRA to our customers and to
avoid mention of "negatives". I have been warned that failure ter do this- and failure to-makc sales
would "become an issue" with my supervisor, resulting presumably in curtailment or cessation of
earning opportunity from tax preparation-. Indeed- a policy of penalizing tax professionals-and the
method to be used for this is reflected in an exchange between the Company's Executive Vice
President and the-Director of Operations for the-North-East that was handed to-me during the
2002 tax season. I quote:

From: Yabukp, Jeff

I am heating stories that in some places we are taking out "veterans' (i.e., people-whp have
relationships with clients) off the schedules in place of people who are willing to sell z-ira's.
Without knowing the facts or commenting on this practice, wee needto be sure we are-nol doing
things that are contrary to preserving client relationships and this is especially important as we
look at the retention numbers: Please keep this in mind.

From: Koontz, Bill

The plan regarding this as-discussed in our February meeting is that people who-fit the mentioned
profile are to be scheduled only enough to prepare returns for clients who request them for an
appointment. This may mean limiting them to certain days These mentioned associates-were not
to be fixed or de-scheduled. It was to be explained to them that since they were not having the
desired success they would not he given unlimited access-to clients other than those requesting them.

If this is not a sum m arization of what you understand please let me k now so we can all be on the same
page.

It is also a good idea to review once-againwith-your mapagers.

Bill

My questions are:



With respect to sales presentation of the IRA„ are tax professionals bound to disclose the
current and not only the historic yield, and all fees; and else-projeet the resulting impact of the
current yield, together with fees, on the client's account balance over time?

If such disclosure-results in reduction or loss-of sales; are tax professionals to-be-penalized by
curtailing or denying them opportunities to prepare clients' tax returns?

I thank you for considering my questions and look forward to your reply.

Respectfully,

Laurence Salomon-
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+with Chairman and CEO, Mark Ernst

Question Of the Week

"How should I inteipret the words financial partner in our mission statement?
$peclf t ,.when I look at the ~xpressiRA, there are alternatives In the market
offered by

auy

other financial services companies that don't have the deficiencies (such as setup and
termination fees) that our product has. If I'm to be a financial partner with my clients, shouldn't I
encourage clients to gd elsewhere if our products aren't the best? "

Mark's answer

Sep. 20, 2002 — Our mission is to help our clients achieve their financial objectives by serving as their tax and . financial partner. Our first step
toward helping clients achieve their financial objectives is to help them understand the things they can (and need) to do in order to achieve their
goals.

We offer financial advice (through Jot for You) that is tailored to each of our individual clients. Explaining this information is perhaps the moat
signlfcan t thing that Tax Professionals can do to consistently help clients achieve their financial goals. If we do nothing more than discuss this
financial advice with every dent, we will have significantly increased the value we add to Our client relationships and made significant progress
against bur missidn.

Many clients know what to do, but for various reasons don't take action. We ' ve all seen clients who come In year after year without Improving
their financial situation. They haven't begun to alive for their future, to begin saving to buy a home, educate their children or to have a secure
retirement
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The Express IRA that was available last year met many of the goals we have: it's a simple way to save, with security of prindpal.. But we know
'that it can Qe improved and We're-wodd g tp make changes to the•fee structure anflthe yield to the client. The Express IRA wpa speoifically
designed to addrebs the single rea est peed that hiahy Arilerlcahs have ~ savthg for ratlrehieht Tax ding may be the pee ti me of the year
when many people have funds that they could says — and We Waht to offer a *pie Way for them to set 'Side part of their tax refund for their
future.

We always splits to have compedtive Products„but sometimes products offered by other companies will haye more pttrachve features or
returns. quite often these products Carl bb more Coml76ddvely Pripet' because they come wlthbut any Advice, requiring clients to select the
moat apptopriate product on their Om. Ifyod have a client Who le prepared tb take this ihipative, that's great.

We want to bnooutage clients to take action to lichieve than' fiharlcidl goals. If they do ad, and cah db it better tieing services duleide of H&R
?look, that's juat fihe.

It would be a great success for us to get to the point where our clients understand what they should do and are committed to take action. Too
often, they don't take action. That's why we offer products and services: to encourage our clients to begin down the path toward achieving their
financial goals. Fqr our part, we need to continually Improve those products and services to ensure that they're competitive.

I entourage out Tax Professionals to help their clibnts td work towatd achieving their financial goals! The competitive fsatutes; of out product
offetings shouldn't be art obstacle to helping a client get started which It often the true test Of being a tak and financial partner.

Do you have a Block Central story, corhment, Idea or suggestion? Send them to blockcentral@hrblociccorh.
ID 2001. HRB Management. Inc,

httpl/blocknet.hrblook.com/Blocknet/pr/BlookC etttral/BottomLi ne_9_20_02. asp 2/7/1997



35 Nature's Drive
Tillson, NY 12486

4 October 2002

Mark Ernst
President and Chief Executive Officer
H&R Block
4400Main Street.
Kansas City, MO 64111-1812

Dear Mr. Ernst:

I wrote a letter to you on I August (copy enclosed)-including two direct questions concerning the
Company's policies towards clients and towards staff. I have received no reply. These questions
can be answeredwith a simple yes onto. Instead-I-have re communications from two of
your assistants (copies enclosed), to whom my letter was not addressed..

Array letter indicates, the policies I am-questioning appear-to be-the Company's as articulated at
management levels up to the.level immediately below yours. This is why I wrote to you
personally. Are these policies which .effeetthe financialwelfere of clients and assogiates
unauthorized improvisations from lower level officials or do they emanate from the top?

I am interested inyour direct answers- fbi Lwv re lated-reasons:
As an associate I- der riot plan to

withhold disclosure of important financial details from clients, in contradiction to my District
Manager's advice. Accordingly; Iexpect-notto be able to sellW's andtherefore world be
penalized financially by implementation of the policy currently communicated from District
Manager through .Executive Vice President-levels: Secondly; and this is whyI cannot fbllo! my
District Manager's advice, I hope that you will agree with me that full financial disclosure of the
XIRA'syield . and terms isparticularlyimportanttathe working poor who comprise most of our
tax clients. It would not be difficult to take advantage of their relative lack of education and
financial- sophistication-by accentuating onlythe positives Buttheyare contributing members of
our own communities and of our own society. And our society has entered into a fateful conflict
with members of other societies I hope that you wittagreethatnow is the thee- especially for
strengthening our solidarity. I hope that you will countermand the policies currently being
pursued throughout the Company.

Respectfully,

Laurence Salomon
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BlockCentral
the Bottom Line
with Chairman and CEO, Mark Ernst

Question of the Week

"Our Express IRA product has both advantages and disadvantages and I believe I
should tell clients about both. I know I won'tsell as many Express IRAs If I tell clients
about some of the disadvantages, However, how can we become our clients' tax and financial
partner If we give them Incomplete information that could be misleading? Will I be Penalized If
telling clients the full story results in lower Express IRA sales?"

Mark's answer

Nov. 1, 2002 —You're right to give interested clients a complete discussion of our Express IRA product. We have to give clients the full story In
order to give them advice that they can trust. We recoghlze that,not every client will want an Express IRA. Neverthelesss, we want every client
to value &R Block as a tax and financial planner who will give them reliable advice. To give good advice about Express IRAs, we must fully
Understand the produot and its advantages and disadvantages. If you have concerns about the Express IRA, please discuss them with your
district managefr.The compahy'e strategy Is based on a commitment to building long.term relationships With ollehts, based upon financial advice
that clients trust. Client loyalty begins with our loyalty to the dlent. Clients will come to rely on our advice when they understand that our fltst
commitment if to help them achieve their financial objectives.

I believe that long-term chard loyalty Is ultimately a more profitable strategy than a ahott-term sales push. In the long-run, giving clients good
advloe Is more important to our strategy than selling them a product that may not be right for them.

Tax professionals should have goals, not Quotas. You should hot be penalized for failing to achieve a quota of Express IRA sales. Neither
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should you be pressured to give advice that you believe is wrong for the client or to sell a product that doesn't serve the client's intermit,. If that
should happen, I'd like to know about it. Client satisfaction is our top priority. If your clients are satisfied, you and your supervisors Will be
satieeed Aso".
That having been said, We are Moving ahead with plena to mike oUr pleas IkA prbduct mdre oohlpetitJve this Seat, With highdr rater of
Warn and a more, faVorkble fee Structure. We still have a Ibpg Way to g0 to ichieVe the Company's mi6aibn but we're Making steady progrees
on ell fronts and I'M looking foiward to a great tax setison this year.

Mahy bf Our olienth don't savd fottl retirement— And we're giving them good ddvloe wherrw encourage them to do sd. That advice alone Would
incfeaSe but 0l09 to clients as eir tdx end firlanblal partner, but It's onlsP astart• Wet neeq to help but clients aotdallP take aotloh on that
adVica. The flxk less IRA id a greatway tp help clients begin the jcdmey toWard at:hieving tthheir flnandel objective§. Simply' prbvidlr(g the advice
without Moffitt ng the abddns that fblldw from that a Ide it ohly half of ohr Job of SeNing as ow clients' tax and financial parther.

Do you hhv@@ a Bieck Central toly, cofnnlent, idea or suggestion? Send them to Wockoentrat9hrbl_ obk ,
@2001, HRB Managerrrerll. Inc.
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HEADLINE: H&R Block, Inc. Investment Community Conference - F

BODY:

UNIDENTIFIED SPEAKER: (Advertisement) In 2003 Ray Wiskowski (ph) of Holland, Ohio visited H&R Block
to have his taxes prepared. There he met tax professional, John Irwin who helped Ray receive a substantial tax refund.
Through the H&R Block double check challenge Ray also received an additional refund due to him from a previous
year. John then introduced Ray to other H&R Block financial and mortgage services professionals who helped him
develop a retirement plan, open an IRA and obtain a pre-approved mortgage for Ray to buy his childhood home.

UNIDENTIFIED SPEAKER: My name's Ray Wiskowski, I'm 39 years old. I'm a dad and a husband. I have two
children Zachary, 15, Tabita 7. H&R Block has actually given me a future. I have a retirement that I can look forward
to. I have recommended H&R Block to all of my family and friends. It is one of the only endorsements I've ever made. I
know that my sister now uses H&R Block. My mother's used them for years. I should always listen to my mother I
guess. The experience has been wonderful. The personal interest is fantastic. I'm not just a numbers shoved in and out
the door.

One word to describe my life now that H&R Block's in it, I would have to say peaceful. I'm not worrying anymore
about what tomorrow's going to bring. If I had to describe the people at H&R Block, I would have to say it would be
integrity.

UNIDENTIFIED SPEAKER: We're so happy to have you here and help you with your taxes.

UNIDENTIFIED SPEAKER: I was not just shuffled through and said this is how much money you're getting back.
See you next year. I felt like I was important and it was nice. H&R Block enjoying value, enjoying relationships.

(End of advertisement)

OPERATOR: Ladies and gentlemen, please welcome H&R Block Chairman, President and Chief Executive
Officer, Mark Ernst.

MARK ERNST, CHAIRMAN, PRESIDENT AND CEO, H&R BLOCK: That's themanagement team applaudmg.	
I appreciate that. Good morning. I'm Mark Ernst, I'm the Chairman and CEO at H&R Block for those of you who do not
already know.

I want to start by thanking you for giving us some of your time today. We realize that there is always plenty of
things to do in terms of looking at different investment opportunities so we appreciate that you're willing to give us as
much time as you are today.

One thing I will tell you, we will try to do our best to respect that time and to give significant amount of information
about our business and give you enough insight to make the use of the time worthwhile.

I'd also like to welcome those people who are joining us by webcast today. We will be webcasting so that as we go
through the course of the day, and to the extent that we get into the Q&A I will remind you now and will remind you
also later that we'll have to use the microphone so that those people on the webcast can hear the questions.
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The other thing I would say logistically very quickly is that we've put on all of your places a set of all the slides that
we're going to be using today so that as you go through the course of the day you can see what we're doing and you can
see kind of where the discussion is headed. Part of the reason for saying that is my intent is that both the morning as
well as the afternoon we will not stop and take formal breaks. We're going to just keep going through, so to the extent
that people would like to or need to take a break you should do that on your own and you can see sort of looking ahead
into the book kind of where the discussion is headed as we go through. So that is logistics.

Let me before we begin just remind you that we will be - as part of this presentation making various comments that
will constitute "forward-looking statements." I hope you will read and absorb what's on the screen so that you'll
understand that. Thank you.

Let me just talk briefly about the people who will be joining me today to do presentations. In addition to myself,
Bill Trubeck will be joining me this morning in the early session. Bill as many of you I think know, maybe you got a
chance to meet Bill either this morning or last night is our new EVP and Chief Financial Officer. I'll say more about Bill
later, but it's been a delight to have Bill join our management team He brings great experience. He is a really strong
cultural fit for our organization in terms of the way he thinks about business and the way he thinks about our
opportunities and he brings a real impatience for action which is something that I really appreciate and see the impact of
already. So you'll be hearing from Bill.

Jeff Yabuki is going to be talking about much of our branded strategy. Jeff as many of you know is our Executive
Vice President and Chief Operating Officer. He'll be joined during that section by Tim Gokey. Many of you have not
had the opportunity to meet Tim and I think I'm looking forward to having you get a sense of Tim this morning. Tim has
joined us as President of our Tax Business. Tim brings a real depth of insight into not just our business but the
businesses that we compete with around the country and the kind of opportunities that we believe we have inherent in
the Block brand in the Block business mix and I think you're going to get a sense of that although I suspect it'll be a
limited sense of the strength that Tim brings, but that insight and that competence that he brings is really great.

The other thing that you will maybe glean a little bit is that Tim has an incredibly straight personal leadership style.
One that fits very nicely with the scale and the type of organization and the culture that our organization has. So I look
forward to having you meet Tim

Then many of you know Steve Tait. Steve runs our RSM McGladrey business. He's going to join me this afternoon
in discussing that business and then Bob Dubrish will be joining us along with Bill O'Neill this afternoon as we talk
about the Option One Mortgage business. Two executives that I think you may already know.

Also, here today are a number of members of management. I'm not going to go through the whole list, but I would
like to just highlight two other executives that we've added to our Executive Management Team over the course of the
last year.

First of all is Nick Spaeth. Nick joined us as Senior Vice President and Chief Legal Counsel, Chief Legal Officer
for the company. He has been very active over the course of his career in managing regulatory and litigation matters and
brings a very, very strong set of both connections as well as insights into that activity for us. So we're delighted to have
Nick on board and finally Marc West has joined us as Senior Vice President and Chief Information Officer. Marc also
brings a wealth of background and experience and while you're going to hear some of the outcomes of things that we are
doing with technology across our various lines of business, I think as we look into the future we know that's only going
to be a more significant aspect of everybody's business and the competence that Marc brings to our organization sets us
up I think very nicely to continue to push forward in these various areas that we see coming.

Collectively, I would tell you, I believe we have one of the strongest management teams that I can quite imagine
being able to assemble for this type or this size of an organization. We are at a point where I'm just delighted with the
competency, the quality of people not just in terms of their technical competence in running the businesses and doing
the things that they do, but also the personal qualities, the leadership qualities they bring to H&R Block.

We have the beginnings of a very cohesive management team, executive team and I think that in many ways has
increased real long-term value for shareholders if we manage the dynamics right. A number of these people you'll have
the opportunity to meet today as part of our traditional format we will have various numbers of management available at
the lunch for all of you to meet. So I think I look forward to that.

From the agenda perspective let me sort of give you a sense of what we expect to do during the course of the day.
Bill and I are going to do a overview and talk about broad corporate issues as well as how we think about managing
things like capital allocation and managing our balance sheet. This morning we'll do that first then we're going to go into
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several hours of discussion about the H&R Block branded business, the tax businesses, but also those other businesses
that are designed to attract our Block clients to a retail consumer business including our financial services business
targeted at consumers.

We will go straight through during those two sessions and then we will finish with a Q&A that we think is going to
run maybe as much as an hour after we've gone through those two morning sessions. That will take us to about 1:00. We
expect to break about 1:00 and we will be back here at 2:00 and we'll start at 2:00 with business services. Steve Tait and
I will talk about the RSM McGladrey business.

We will do a short Q&A on that business only after we finish that session and then we'll go directly into a
discussion about the mortgage businesses and then we'll do a Q&A for the mortgage business afterwards. So all tolled
by estimate is that we're going to be finishing up this afternoon about 4.30 to 5.00 with all these sessions. So logistically
plan your day and with that let me jump into the discussion that we have around the broader corporate topics that we
have.

I'm not going to spend time today talking about governance practices. As I look back on the type of topics that
would traditionally be covered in a session like this, I think ifs been almost a requirement that you talk about your
governance practices and my sense is that many of you know this, you know we have done all the things that we weren't
doing previously. We've always had a very, very strong approach to governance. We've adopted stock option expensing
sometime ago. We've always had an independent Board. We've always had independent committees of the Board and
we have been working very diligently over the course of the last five years in fact to continually be improving our
disclosure practices. So I hope that at least with the information that many of you have about our business, we don't
need to spend a lot of time talking about those practices, but clearly if there's either questions or concerns, I invite you to
raise those when we get to the Q&A.

I do think it's important and this is not new, but we have - I want again articulate sort of the culture and the
investing culture the way we think about creating value for shareholders and it's important to I guess discuss this
because this truly does have a big impact on the way we think about our businesses. How we manage our businesses.
The type of businesses that we participate in and when we are in businesses how are we thinking about managing those
businesses within the overall mix of the company and that gets to this discussion about consistency. Looking for a set of
businesses where we can deliver consistent results within the context of the industry that we maybe participating in
where we are 1 guess focused on two specific things in my mind.

One is investing and building businesses for the long-term You'll hear that theme I think throughout the day that
across all of our different businesses we are looking at how do you build a business that has sustainable long-term
competitive advantage in markets where we can carve out a unique place for our business.

At the same time we recognize that the best way to demonstrate that you're truly creating value is by having that
value delivered to us in cash and so we pay very close attention to the generation of free cash flow in this company and
within that then what are we doing with that free cash flow and what's our capital allocations, practices and policies?
And again we're going to talk about that this morning, but that consistency we think is critical and that is a view that we
take to virtually everything that we do.

We're also very focused within our businesses at being in businesses where we can have a unique position in the
market and again you're going to hear that today with some exception frankly but with - and we'll talk about those
exceptions, but for the most part we have businesses and we are molding our businesses to have their unique positions in
their particular markets. So while we will talk about the tax business and there's plenty of competitors in the tax
bus;,,ess;-we-recogni-ze-Thai-far-us-ta-be-eenfinuaflysueeessful we ha ye to-differentiate ourbusing
ways that position us as a unique player in our market.

The same thing is true in the mortgage business as much as you may think of that as a commoditizing business the
reality is we think that there are unique positions that we are creating and sustaining those businesses that we're in and
the same is true of all the businesses with maybe the exception of our fmancial advisors business today which we're
going to have some discussion about.

So we believe that for the longer term, the ability to continually be growing these businesses requires us to be more
than a commodity business inside of the industries that we're participating in and where we cannot do that we tend to
choose not to participate in those industries and finally the whole notion of leadership and the strength that shareholders
see in the leadership both in the business and from the company overall.
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We believe that you need to be able to as investors how what you can expect from us and that we have to deliver
against that and we take that responsibility very seriously. One thing that I think happens on a pretty regular basis, too
regular for me, but I think is a constant. There seems like there's always some degree of noise around something
happening inside of our business whether that's tax litigation, whether that's regulatory challenges that we 've had in our
financial advisors business. I think the simple reality is that in today's environment when you are in a mass consumer
business which virtually all of our businesses are, we're serving a large number of consumers on a either direct or nearly
direct basis, you cannot tolerate mistakes. You cannot make very many mistakes, because people are looking for those
mistakes on a pretty regular basis.

We take that responsibility very seriously. We recognize that we have to have an organizational culture that does
not accept us doing business in ways other than what are absolutely in the client's best interests. That is something that
we work very hard toward, but I think the reality is that when you're in a mass consumer business like we are - mass
consumer businesses there will be noise around that - those practices and again, one of the things that I believe
philosophically is that if we make mistakes somewhere in the organization we will take responsibility for it and we will
correct it and we will ensure that the organization knows what we expect of it.

Where we don't think we've made a mistake, but we have dullest regulators or others who are pursuing us in one
way or another, we will defend ourselves and we will defend our practices, but we take our role with our various
businesses and serving clients very seriously across our businesses.

I think it's important also for people to understand how at least I think about our business and our businesses and I
think we started to talk about our businesses kind of in this context a year ago and I want to reiterate it again this year
and that is that I think of us as having in effect three lines of business and pursuing three types of businesses.

The first of those are a set of consumer tax and financial services businesses that we operate under the H&R Block
brand in various different forms. The H&R Block brand brings real strength from a branding perspective. We think we
have and can sustain a very unique positions in a variety of markets that we can tap into because of our ubiquity in the
tax business. So as we think about our businesses, we really see first of all a set of consumer businesses carried under
the H&R Block brand and we're going to talk about those this morning as a group.

We also have a series of business tax and accounting and financial services businesses that are being developed and
are created under the RSM McGladrey brand here and I think you're going to hear this afternoon, we see ourselves
creating very unique value in a very valuable market position that does not exist competitively anyplace else in the
United States at least that we're aware of and we think we have taken meaningful steps to carve out a unique position in
the business to business space that is unlike anything that's out there and we see great opportunities in this business.
Steve's going to talk more about that this afternoon. So we carry a whole series of different businesses that we see
working together to carve out a unique place in the market now serving businesses all carried under the RSM
McGladrey brand.

And finally we do our wholesale and national accounts mortgage business under the Option One brand. I think in
all three of these cases Option One is included in this. There's real value being created in these brands in terms of the
unique aspects of the business and the way we are doing business within our various industries and Option One is no
exception to that. It has a unique spot in the wholesale and the national account mortgage business - the non-prime
mortgage business that we 're going to discuss much more during the course of this day.

The other thing that I would just highlight as we get into the question of the day is that within each one of these
brands we have a number of sort of unique businesses inside of each one of the brands. You're going to get more of a _ _
flavor for that, but strategically we are looking to create leverage within each one of these brands and the businesses that
are carried inside of them.

So the leverage that we're looking to create is not across all three businesses as a corporate entity, but rather within
each one of the brands. So the businesses that we are participating in inside these businesses are really designed to fit
into the brand strategy and I think its for that reason let me just comment on the brand strategies themselves just real
briefly.

Under the H&R Block brand we have a brand strategy that talks about serving our clients as a tax and a financial
partner. The form that that takes is to go from delivery of a demand based service which is tax to delivering financial
advice as a component or an adjunct to that business and then going from that advice to action in various different forms
that are correct for consumers that we do business with.
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We are also building differentiation within that brand around channel access and the notion of advocacy for our
clients. So in general, I think the businesses and the activities that we have going on inside the Block brand all fits that
general notion of a strategic intent. For our quarterly challenges that we face in all of our businesses and I think the
Block brand is part of the businesses is no exception to that where the traditional tax only competitive environment and
in particular I suppose a portion of the market that focuses on speed of refund as the primary consumer benefit or a
primary consumer benefit is a different competitive landscape today than what it was certainly five years ago.

So in that sense were going to spend a lot of time today talking about what we see as one thing or addressing that
competitive challenge. But the simple reality is that if we did nothing but focus on how do you blunt sort of the speed of
refund competition that's out there which is growing in a variety of different forms, we would not get on with the more
important work of extending the brand and extending our differentiation.

I would tell you that the things that we are doing to try to drive differentiation in the Block brand and the Block
strategy, some are working and some are not working as well as they should. Multi-channel access. The ability to offer
consumers a variety of different channels for accessing our services is clearly working. We believe that we are perhaps
the leader in this whole space if not the emerging leader for multi-channel. We're offering consumers a variety of
different channels from which they can access our services.

The notion of delivering not just tax, but also financial advice as an adjunct to and giving us a platform from which
to serve clients in broader ways, I would tell you is also working and we believe that there is emerging clear evidence
that consumers are seeing greater benefit from what we are doing and we're going to share with you some of that data
today so that consumers are seeing more value from us pursuing that form of value enhancement that comes along with
their interaction with us.

The place that we are clearly not making the kind of progress that we expect that we should and we continue to
believe we could is on helping clients go from that advice to taking action in ways - in financial ways with us that
enhance not just the client's experience with us, but also enhances the economic relationship that we have with those
clients. We've made some progress and we've learned a lot but our progress has been far more modest than I think any
of us in the management team are satisfied with.

The RSM brand and the RSM business. We are very clearly focused on middle market business and we're going to
talk about what those middle market businesses are, but this is a part of the market that has sort of a wide open
competitive landscape that we think that we can uniquely fit into.

The competitive environment. There are many competitors. I mean its not that consumers - middle market
companies are not getting the services they need so we don't think they are getting the services in a form and an
efficiency that they would like from a single provider and we think we can be that provider. There is nobody nationally
who does this and there's nobody certainly with scale even on a regional basis that does this that brings the kind of depth
of capabilities that we have available to our clients and it is increasingly clear to us and I think increasingly clear to
many of our clients that there is a unique business model developing here that those clients really appreciate that carves
out a very specific and unique place for us. So we feel pretty good about this. But clearly again, I think would tell you
face challenges - a year ago I told you that a key challenge was internal execution. How do you grow and how do you
deliver profitability while you grow these businesses?

Steve and I are going to talk much more about that today, but I think we have - we've seen us turn the corner on that
and I'm very optimistic that we're on the cusp of being able to deliver to shareholders a bottom line that demonstrates the
real upside that we think has existed in this business for sometime.

Beyond that in the short term there is a unique market moment that's occurring as we speak in this market and we
are working very aggressively to capitalize on what's going on in the market so the turmoil that exists in some of the
industry elements that we participate in and we want to ensure that this moment will pass and we won't have this
opportunity again so we need to take advantage of it while it's here.

And finally this business - this is the biggest business you've never head of and we recognize that there is a brand
awareness challenge for the RSM McGladrey brand. You're going to see data later that shows that we were actually
after the big four CPA firms we're the next largest accounting organization in America, but you'd never guess it based
on brand awareness. So we know that we are not well known.

One thing I want to mention upfront as sort of a setup to this afternoon. We typically don't do this, but we are going
to share with you our internal estimate of where this business will be at three years from now, because I would tell I
think this is perhaps within our portfolio business is one of the most significantly under appreciated businesses that we
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have and I've tried to make that point and I finally realized the only way to make that point is if we share financial
outcomes that we think we can achieve.

So we're going to share with you three year financial targets that we believe are achievable for this business to
demonstrate sort of the progress that we have and what we see is the opportunity in.

The Option One business. We again will have much more discussion about this, but strategically we have targeted
this business to have a series of and to give it multiple different origination channel alternative, but within virtually all of
those we are trying our best to carve out a unique position in the market. That unique position in the market around the
highest quality of service delivery to our channel partners whether that be a national account relationship or whether
those are the wholesale broker relationships that we have across the country and one of the challenges that I personally
have had you know was sort of hearing us describe our strategy and describing this unique position that we had in the
market and all the benefits that came from it was -- is this real or is this us kind of convincing ourselves that we've got a
really unique place in the market and so we have been pressing really hard on validating that - if that's true, is it true and
what aspects of our business model make that the case and how durable are those differences in terms of how we do
business versus our competitors and how can we extend that advantage if it's truly there and we're going to share with
you some of the information that we've been able to glean from that and I think it is informing us about where we have
to continually make progress to extend the service advantage that we know we do have with the broker community - the
mortgage brokerage community so that we don't get in a position where we have to compete on the basis of price only.

That is a difficult spot to be in. A particularly difficult spot to be in, in the market environment like the one that we
are going through right now and we think that one of things that will allow us to succeed through the changing market
environment that we're in is the fact that we do not compete directly on price. We compete through delivery of high
quality service and that does not force us to win on price or else lose our relationships.

There're clearly challenges in this business I think that you've heard us talk about over the course of the last six to
nine months. The rate environment change creates a lot of interesting dynamics not just in the industry but also
internally how you sort of stay current with your pricing. We're going to talk about that this afternoon.

We would expect that you're going to see slower market growth in the overall non-prime market and in fact we will
share with you our own internal projections, but we believe that you're going to see a decline in the scale of this business
- or the scale of this industry next year and then it will start to rebound after this year, after '05 and that creates some
critical choices that you must make about how you're going to compete and how you're going to win share in that kind
of a slower growth environment.

And fmally the service advantage. I think that from our perspective while we believe and we have data that would
suggest that we do in fact have a service advantage in this industry. That definition is continually changing as people
determine new ways to do business or better ways to serve clients, we have to stay at least a step if not two steps or
three steps ahead of the way other people are approaching delivering service to the intermediaries and we're going to
talk about that during the course this afternoon. So those are the businesses.

Having now I guess done this conference and done these discussions for maybe the last four or five years, I
personally have a little bit of an unusual feeling coming into this one and that is that across a number of our businesses it
feels like we have something to prove. In many cases these are very strong businesses. We're doing well and I think
we're doing the right things to build business for the long-term and typically I don't get too caught up in the you know
from short-term performance measures.

But it feels like across many of our businesses and I would say this clearly is true in the taxbusiness and I think we
will talk about that as go through the day, but it's also true in the mortgage business. It has always been true it seems like
in the RSM McGladrey business. It feels like there is - we are in a position where there's something that we need to
prove to our investors about the ability to deliver results out of these businesses.

What I can tell you is we take that very seriously and believe that we are well positioned to take advantage of the
unique positions that we have in the market, but in the next 12-18 months we expect to actually deliver against those
expectations and demonstrate that we strength here.

We have a very committed management team. Committed not just to performance in the business in the short-term,
but also committed management team to managing our businesses for long-term success. Something that we continue to
do and focus on and with that let me introduce the most recent addition to that executive management team, Bill
Trubeck. Bill as I have mentioned earlier is a very skilled business executive. He brings to our organization a very



Page 7
H&R Block, Inc. Investment Community Conference - F FD (Fair Disclos

strong financial discipline, but beyond that he's a great business person. He's a strong leader. He's got great values that
fit very nicely with the organizational culture that we have and I'm just delighted that he's here. So Bill.

BILL TRUBECK, EVP AND CFO, H&R BLOCK: I want to thank you very much and good morning everyone and
thanks for those nice words Mark. If I thought I was that good I probably would have asked for more on the way in here,
but in any event it's nice to be with you. As most of you know and as Mark alluded to I am kind of the new kid on the
block here. For my remarks this morning are going really going to be fairly brief and designed basically to set the stage
for what will be I'm sure some very interesting and enlightening informative operational presentations which as you
know will follow this morning and then again this afternoon and we hope of course that all of you will be with us here
today for all of that.

But before I take you through the fmancial slides and again there a just a few of them, I'd like to say that as many of
you know and I've talked to you last night about the fact that I had been a CFO with a number of large Fortune 500
types companies during the course of my career including most recently CFO at Waste Management in Houston, Texas,
but from the standpoint of the business mix that we have here, the standpoint of seasonality, the unique financing
requirements we have throughout the company and most importantly I think from the standpoint of the potential for
long-term shareholder value creation this in my mind any how has been the most interesting assignment that I've yet to
tackle.

Block is a unique company in many ways as you know. I'm sure those of you who've followed the company for a
number of years has come to that same point of view. But with the solid performance that has existed here under Mark's
leadership on the financial side, with the focus that we have as Mark mentioned on capital allocation in particular and
with the attention to effective balance sheet management and risk management, Block has positioned itself I think for
very solid performance and for growth and value creating opportunities in the future and many of those again you'll be
hearing about during the course of this morning and then this afternoon.

Now obviously Block faces some of the very same issues of uncertainty and so forth that other companies of similar
size and scale would face and which recently many of the folks who write about us have been only too happy to point
out, but with the strength of the brands that we have without reputation for service the quality of the management team
that Mark talked about and a strong cash flow and certainly our fmancial footing, it's easy to be very optimistic about
H&R Block in the future and for me at least the decision to come on board three months ago was clearly a very easy
one.

Now then let's take a look at some of these slides and this first one it's a - when you look at this in the aggregate it's
really pretty easy to draw some conclusions, one of which of course is that during the past five year performance here at
H&R Block has been consistently - really consistently strong.

Revenue and earnings growth has been running at or above the high-end of our long-term targets in large part due to
the phenomenal economic environment at 001 C the environment that enjoyed and successfully capitalized the time
during fiscal years 2003 and '04.

Performance in Tax Two has been strong with revenue and earnings growth there in the low to mid-teens. In fact if
you look at the performance from 2000 through 2004, H&R Block four year revenue compound annual growth rate was
14.9% and earnings compound annual growth rate was at 29% and those are numbers which most of the companies that
you all follow and many that we all know about I'm sure would be very pleased to have reported.

And equally importantly equity of the company has increased from $1.2 billion to $1.9 billion during that same
period. Butperhaps most importantly the shares outstanding have been brought down dramatically to the current level of
164.8 million shares and that represents a reduction of 31.3 million shares from the year 2000.

As you know in June of last year our Board of Directors authorized the repurchase program for up to 15 million
shares and under this program and the ones which existed previously we now have the ability to go out and repurchase
up to 15.1 million additional shares.

Another thing for those who track the company will also recall that there were major acquisitions made or a major
one in the year 2000 and by virtue of that acquisition Block was put in basically an undercapitalized position. However
from 2002 to 2004 (FY '04) Block grew its equity at 17.7% compound annual growth rate brining it up to a level that
was consistent with the requirements of its business activities and going forward and to the extent possible the
percentage of equity will be increased or decreased with the mix of assets and in accordance with our targeted capital
adequacy metrics.
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And just turning back to that level of shares outstanding for a moment. H&R Block has returned value to
shareholders both in the form of share repurchases and dividends. There are 16% fewer shares owning the now much
larger Block than there were in the year 2000 and at the same time dividends have been increased and they've continued
to grow although at a somewhat lower rate.

The Block's scorecard is equally impressive here when you look at this next slide and that the growth and cash flow
over the same five year period. First as we look at this one you can see that the earnings per share over the past five
years and you can also see the projection there for '05 and again you can see that the solid profession has continued
growing from a $1.27 per share in the year 2000 to $3.86 a share in '04 and a projected FY'05 number of $3.50-$4.00 for
the year.

This GAAP view of earnings however does not really adequately show the entire picture of the capital available. So
when you look at cash EPS we see the earnings adjusted here for the intangible amortization of course, good will
impairment, stock based compensation, net of taxes and as you can see the bars move on the - each one of the bars
moves progressively higher.

The expensing of stock based compensation which is a non-cash expense of course was adopted in FY'04 and for
the year resulted in an expense of just over $0.09 a share. The large expense in the first year was due to the one year
vesting schedule for the seasonal tax professionals stock option plan and the first third of the expensing for the three
year vesting schedule for the management of stock option plan and restricted stock brand plan.

Stock based compensation. The expense for stock based compensation is going to increase noticeably during the
next two year period just as the two remaining third of the management plan is expensed.

Next will answer the build up of a bar that shows free cash flow which includes net earnings plus depreciation of
course, amortization and good will impairment and stock based comp less of course capital expenditures and again the
story here when you look at the three bars lined up or the three representations is totally consistent. So the bottom line is
that regardless of which view you use to measure available capital H&R Block has significantly increased its level of
capital available to be put to work for all of our shareholders.

And with the equity base now at an appropriate level, shareholders should be particularly pleased I think with the
flexibility that all of this provides. And just one final comment on the outlook for '05. The small potential reduction
which you see in free cash flow for the year versus last year would be caused primarily by slightly lower earnings and
higher capital expenditures and both CapEx expenditures would of course be consistent with what you 'll hear about later
which includes the office expansions in the - particularly in the tax area.

Moving next to the topic of our liquidity and our access to capital. It's clear that Block's access to the appropriate
funding sources has kept up with the growth and operations. In addition the company's focused upon the most cost-
effective funding sources with success that you see here.

We've extended the term of our facilities. We've upsized capacity where that has been appropriate. We've added
new credit providers and have meaningfully reduced our costs and importantly we continue to be and are focused upon
being an investment grade company.

Our bank lines which are provided by a mix of 31 domestic and international banks have increased from $1.86
billion to $2.0 billion and during our last round of increases and I think this is instructive, we had over $3.0 billion of
offered commitment. I think here there's a clear vote of confidence and support for the company from this important
group ofbanks.

Our debt balance consists primarily of two medium term notes. One for $500 million which was associated you
may recall with the acquisition of HRBFA and our most recent $400 million debt issue and on that score I'd like to point
out as well that the - that offering was extremely well received. It had actually been up scaled from a $300 million level
to $400 million and carried a coupon of 5-1/8th.

At the time that we placed this tenure offering, the relevant treasury the tenure treasury was trading at 4.0%. So
what that means is we had a spread there of just about 113 - roughly 113 basis points. So a particularly good
performance I think for a company that is not regularly in that market.

And by the way, the tenure is now trading in the range of about 425-427 as you probably know and so I think when
looking back obviously sometimes Block is just as good as good planning, but we'll take it.
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I also want to comment just briefly on Option One and here say that the terms of in terms of their finding of their
liquidity their sources continue to be excellent with additional providers really waiting in the wings. We have at this
point in time $9.0 billion available in warehouse lines from five providers.

Option One will also be launching later this year a $3.0 billion on balance sheet commercial paper - single seller
commercial paper program and however when that's in place we expect that the balances at quarter end will likely be
low due to the normal disposition strategies at Option One.

Importantly to this kind of financing can be up scaled to upsized if we need to and when the program is operational
just to make a note we will reduce the warehouse lines by about $2.0 billion here for efficiency purposes.

So just to summarize from the standpoint of available liquidity and protection both Block and OO1C are really in
great shape.

It's important to take away from this next slide is simply that we have achieved our targeted capital structure and we
have brought the debt to cap ratio down from what you see at the beginning there I said roughly 50% in 2000 to just
30% at last year end. The previously high levels of debt to capital were really a function of the acquisitions that I've
mentioned, so with the significant growth in equity over the five year period an appropriate ratio has now been clearly
achieved.

As you look at the right-hand side of this particular slide you can see that as a result of our commitments to stay
adequately capitalized the levels of non-restricted cash have grown even to the point where they're exceeding total debt.
Again the progress here is reflective of strong growth in the businesses and the disciplined capital management that I've
mentioned.

This final part I want to share with you on capital adequacy. This one simply shows the lists and the rank order
from top to bottom how we look at the priority uses for capital and basically we start with the primary use being the
(inaudible) agree investments in our businesses recognizing of course that with respect to capital requirements of H&R
Block the requirements in our businesses are relatively low.

The next use is in maintaining an adequate level of equity at the year-end for our balance sheet and business risk
purposes and the third use then is growing shareholder value through acquisitions through other investment
opportunities as they come along that are aligned with our strategic goals and meet specific total rates.

And finally all remaining capital importantly is returned to our stockholders either in dividends or through our share
repurchase program. So to summarize again, we feed the company lust. We then feed the balance sheets. We increase
shareholder wealth through the growth of the company and through the payment of dividends or share repurchase.

Now before I turn things back over to Mark, I'd like to just wrap up with a few thoughts and observations on my
own first 100 days here with the company and of course one of the first things and the most significant things that you
have to become aware of when you're thinking about selling a board is the fact that Block is an industry leader in three
of the four business segments that it's serves and is certainly well positioned to deliver long-term shareholder value.
There's strong brand equity. There's no question about it. Name recognition's extremely high. I guess with the possible
exception of our friend Ken Jennings, but notwithstanding that most people know Block. Know the name. Know the
reputation. Loyalty is there. We're celebrating the 50th anniversary of Block actually and we'll be at the closing bell
ceremony tomorrow I guess it is, celebrating that event.

We also have high client satisfaction not only on the tax side but also in the other businesses and you'll see some
-

.,—
statistics-on tharinthe followingpresentations-as well. As I sai,,
financial performance. If you look at what we have basically are stable or growing revenue streams. We have strong
cash flow as evidenced by all the charts I have put up thus far and we have a very disciplined capital allocations - cap
allocation methods within the company as Mark mentioned and I would certainly second that notion.

One of the very important things coming onboard and the point of focus for me was to understand that allocation
process and I can tell you that is based upon a very disciplined and sophisticated well thought out program of allocating
capital.

Now I've also talked about investment grade and of course that continues to be the metric by which establish our
goals, our targets and is very much in mind in everything that we do.
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We also have excellent access as I just mentioned to both long and short-term debt markets. The $400 million note
offering is just one example and Option One of course the solid performance that we have there in the asset backed
market.

On time I'd also point out that we'd love to have all three Redding (ph) agencies at the top level on the short-term
side but from where we stand today we're certainly able to cover all of our short-term borrowing requirements.

If we have a weak spot at this point in time, I would say it's in the area of investor relations in that we do not have
onboard as yet a replacement for that open position, but I can tell you we have a search underway. I'd be happy to take
information - feedback from any of you with respect to qualified candidates. Our goal - our objective is going to be
more active frequent communications with all of you with the streets and try to present that information in a way that it
helps you all much better understand where Block is headed. So we expect to have that filled hopefully within months
and you'll be hearing more about that and more from that person in due course.

The last slide that I'd like to mention a few things on this are really is just again observations of coming onboard
and one of the first things that I asked, in fact with respect to Sarbanes-Oxley as you can imagine coming in as the new
CFO, one of the first things I asked Mark was whether or not even before agreeing to come aboard was whether or not I
could go out and talk to internally our controller, our treasurer, general counsel and take NG (ph) and in fact meet with
some operating people at 001 C just to get a feel for where the company's stands with respect to Sarbanes-Oxley
compliance and where we are in that process and I can tell you without any hesitation that I'm very pleased with where
the company stands at this point in time.

There is a very talented and dedicated team onboard. They're active daily in trying to make sure that we comply
fully with the rules and I think that if there was anything I can guarantee you if anything came up that was problematic it
would be brought immediately to my attention. So I have great confidence that we're in good shape with respect to
compliance and we'll be totally compliant within the time frame of this fiscal year.

I want to mention to for those of you who follow obviously the detail and the [fuse] and the case. There was one
control weakness mentioned in the case and in the (inaudible) and that had to do with tax accounting issues. That is
being addressed currently and that will be cured absolutely within the balance of this fiscal year. So there should be no
problem there and again I think strong internal controls and no material weakness are anticipated.

I just wanted to say that we are positioned for success. I think we have demonstrated that we have ability to invest
in the future of this company. There's some very interesting things coming down the pipe that you will hear about. The
company is somewhat resistant which certainly does help and I think through the process of continuous evaluation that
we have internally and looking at both existing and ongoing operations and into the future, I think we're well positioned
for success.

So to sum up I think H&R Block has a lot going for it in terms of its financial strength. It's ability to support
operations and even looking at and accepting that they're variables that you cannot control. I still think we're well
positioned to accept the challenges that lie ahead on the financial and on the operating side. So with that I think I'll turn
it back over to Mark and thank you very much.

MARK ERNST: Thanks Bill. I'm going to wrap up this morning the opening portion of this - a couple of other
things. I want to reiterate - or have a reiteration of the capital allocation through practices I guess that we have and in
particular give you my sense of expectations for the foreseeable future, share our continuing a longer term outlook and
guidance that we have really with the view for the three to five year view and then finish with my traditional high level
assessmen d-how-well-we'vnluue agai,it sume-uf those-priori e_last--
year.

On the use of capital side. I think you've seen a chart like this from us before, but maybe the best news is that
there's nothing new in terms of any of this. We continue to focus on free cash flow. How do you generate free cash
flow? How do you maximize the efficiency that we have out of the use of capital that we have as we operate our
businesses and how do you ensure that you have high returns on capital that are required for businesses?

Our dividend policy or practice I guess has been to have a continually increase in dividends. Today, our payout
ratio is probably at the lowest level it's ever been. We have grown the dividend about 10% a year for the last five years.
Frankly, we see the dividend and share repurchases in many ways kind of alternatives to one another in most
environments, not all environments. I suppose if the past treatment of dividends were enhanced, we would look at this
differently, but for the time being, I suspect from a going forward perspective our dividend practice will continue to look
much like it's looked for the last several years.
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We use a lot of the additional excess capital to dedicate to share repurchase. As Bill mentioned and I think we've
mentioned this as early as last year, we have really reached or begun to get very close to the targeted capital levels that
we believe are appropriate to the targeted rating and through risks that we believe are appropriate for our mix of
businesses so that as we are generating significant amounts of free cash flow increasingly that is not being retained in
the business to replenish our capital levels, but rather I think return to shareholders through our share repurchase
program. Over the course of the last four years we've seen a 16% reduction in the number of shares outstanding.

The other thing that has happened is and it's just now working it's way into the diluted share count computation is
we have shifted much of the mix of use of equity incentives in the last couple of years to the point where we use far
fewer options today. We've shifted towards - continuing to be competitive with overall compensation throughout our
organization, but using equity - restricted shares and other forms of equity that have less dilutative effect on our earnings
and than what options do. We still use options to some degree m a variety of different ways but the overall level of
option awards has been brought down pretty dramatically in the last couple of years.

And finally acquisitions. With the exception of a year ago when we were completing the acquisition of some of our
major franchises a one-time opportunity, we for the most part have not been in the market looking to do meaningful size
acquisitions. We've done a few small acquisitions that fit neatly with some of the businesses and the opportunities that
we have.

You're going to hear more about some of that as we go through the course this morning, but the reality is we don't
see ourselves in the market doing major acquisitions in any form for the foreseeable future. We believe we have the mix
of businesses. We believe we have the foundations that we need in the businesses that we believe are appropriate to our
business or to our strategies and that while we will continue to have smaller opportunities that come along for the most
part we don't anticipate that you would see us dedicating a significant amount of capital to acquisitions.

In terms of longer term outlook. We are just fmishing - in fact I just saw I think the last of it in the last week or so a
longer term three to five year planning across all of our different lines of business. So with that I guess, I feel more
confident at least talking about some of the prospects that we think exist for our businesses going forward and in terms
of support that is behind our long-term expectations.

We believe that it is reasonable from our perspective to expect that we're going to see revenue growth in the 10-
15% range for the near term and when I say near term, I would say that 's over a three to maybe four to five year cycle
because as you get out and beyond that it's pretty tough to judge what the world will look like, but if we look into the
next three to four years, maybe even into five years, we believe that revenue growth in the 10-15% range across the
range of businesses that we have is an achievable expectation that we should have.

We think earnings per share will grow in the 13-18% range. I'm going to talk more about how that happens. With
returns on equity not building capital, but rather getting returns on equity in the 30-40% range, we've actually been
above that for many of the last several years and we're not doing any of this by stretching the balance sheet. We think
we can do it by continually having a very prudent structure of both the assets that we carry as well as the capital that we
retain on our balance sheet.

The key for making those expectations come true I think though are a couple of things. The core tax business given
its secure scale simply must be growing very nicely for that to be achieved by us and I believe that for the next three to
four years we believe there is meaningful growth to come in our core tax business through the continued implementation
of our office expansion something we will talk about more this morning. Continued expansion of our channel
partnerships such as the ones we have with Sears and with Wal-Mart where we can put more points of presence and__
more distribution points out there.

There will be changes coming in our portfolio of settlement products over the course of the next couple of years that
will have a impact on our ability to grow earnings and grow revenues. We are beginning to get very meaningful leverage
out of the investments that we've made into our digital business and that is having a strong effect on our ability to grow
the earnings and we think the tax segment we think that's going to continue and we believe there is opportunity for us to
manage our costs better within this business and to improve margins beyond where we have been at, even as we are in
the midst of an office expansion program. But we're working now on identifying just how big of an opportunity that
might look like.

At the same time we recognize that you can't do all this stuff and just sort of optimize the short-term without
seeding for the longer term and we're going to talk this morning about things that we are also expected to do within this
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guidance over the course of the next three to four years to establish or seed growth opportunities that will take us
beyond the point where we think office expansion can take us in the near term.

Looking at number of new very interesting exciting business models and some fundamental differentiation
strategies that we think will allow us to continue to grow the prominence of the Block brand. So with that I'm expecting
that we're looking at this segment of the business delivering high single, maybe even low double-digit revenue growth
with high single to double-digit earnings growth out of the tax segment as a whole.

In the mortgage business, again we're going to talk more about expectations specifically for that business, but we
are expecting that we can continue to and will continue to grow the level of originations in this business through a
variety of means that we'll talk about. We think that we have a very - continued very big opportunity in the retail part of
that business and grow earnings and revenues and we believe that we have the opportunity to lower our overall costs
origination to make that business even more competitive from an economic perspective.

So we are projecting that revenue growth in the mortgage business over the cycle will look like 10-15% a year and
that we believe there's earnings growth within this business that would - to be in the middle double-digit range as well.

RSM McGladrey and Financial Advisors you're going to see more specifically are a three year view of our attempt,
but we are expecting that with the addition that we're now at with the mix of businesses there, we are expecting that
you're going to see middle double-digit revenue growth in that mix of businesses for sometime and earnings growth that
will actually be even higher than that. So all in all we think that we're well positioned with virtually all of our businesses
to contribute very nicely to continued growth in the course of the next three to five years.

At the same time on the capital side as we've mentioned a number of times, we have the level of capital that we
have been targeting and we continue to be very focused on ensuring that we have the right mix of capital and the right
amount of capital to support the businesses and the business risks that we have so we're also very focused on returning
excess capital to our shareholders.

During the course of the last year, our share count has been reduced just under 5.0% so far and I would expect that
through capital allocation and in particular our share repurchase program we'll have the opportunity to continue to
reduce the share count which enhances obviously the EPS growth.

So overall I'd say that the prospects in a couple of years at least by our view of things looks pretty good and we're
doing that. We think we can deliver really good solid growth in the business - in the earnings the cash flow to this
company while at the same time not short cutting and short changing our investments in the longer term business
models that we think will continue to allow us to sustain both the brand that we have as well as the sort of the businesses
that we have inside those brands.

We clearly have some priorities that you're going to hear much more about. I'll just give you a quick highlight
before we get into the course of the detail. Under the Block brand and the Block businesses, there're a number of drivers
that we know we can impact that will allow us to grow and improve our position in this market and we have to
capitalize on those in the near term. We at the same time have to build additional business models that leverage and
build off the strong position that we have so that we have the opportunities to grow additional revenue and earnings
streams beyond sort of the nearer term planning horizons and consistent with our overall strategy for all the different
businesses that we have we are continually focusing on how do you drive differentiations in the way in which we serve
clients that allows us to have a unique competitive position in the market and sustain the competitive position that we
have had in this market and we'll talk about how we're doing that today, but these continue to be very significant
priorities for us and how we manage this business.

At RSM McGladrey, I'd say we're in a little bit of a different position than that and that this position is really well
positioned. We have to capitalize on the sort of current market disruption. You know the things that are going on inside
the market that we are uniquely positioned to capitalize on. We also continue to see an opportunity, although Steve and
his team have made real progress and in the course of the last 12-18 months at integrating the whole range of services
that we have available for our clients and to benefit both our clients and our business models process by bringing those
services together on behalf of clients. So we think we clearly are on a path now to capitalize and realize some of the real
value that's been building inside of that line of business.

And then in Option One where we're at today we have to adjust our business to the changing rate environment that
we're going to be experiencing as well as what we expect to be a slower growth environment for the non-prime business
overall building on the service advantage that we know we have within the industry is important to us. Driving down the
cost origination can have a very, very meaningful impact on the earnings and the bottom line of this business for us and
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we have to do that also at the same time that we've maintained real pricing discipline in the business. One of the key
challenges that we know we have is to price our services right in a tricky changing rate environment and we're very
focused on ensuring that we do that well.

I want to close out this morning's session by talking about both the key priorities and challenges that identified for I
guess myself last year and how well we did and then talk about what those look like going forward. Historically, I'm not
sure how I get caught doing this - historically I put grades on these and I my kids thought it was really funny to see me
do that. I've actually learned through the process this year that people throughout our organization wait to hear how well
we got graded this year based on this process. So those in the audience you may feel this is really interesting. Back in
the webcast there's a lot of people waiting to hear what we're going to say.

So with that let me talk about the things that we said were important a year ago and how well we did - I did, but
how well we did as an organization to actually deliver against this. Last year we said that we had to get the focus in our
tax business on growing our position in the market, developing and executing our growth strategies that would allow us
to gain or maintain profitable market share and I know this is sort of shocking for some people, but I'd give it a "B",
you're going to hear why that is this morning.

The simple reality despite sort of the performance last tax season is that we have a very strong understanding we
believe of those things that drive performance in this industry and the unique changes that have occurred over the course
of the last five years of what we have to do as an organization to respond to that to maintain our position in the market
and while it's not proven yet, and I think you know as I said in many ways it feels like it costs many of our businesses
this one included - the tax business included, we have to prove ourselves. The reality is we believe we have a very
strong insight and understanding of what's going on in the market. Where our position is. What our competitors
strengths and weakness are and what we have to do therefore to maintain and enhance our position in the market.

So probably the thing that keeps us from being an "A" is we haven't proven it yet, but overall I think the real work
that goes on behind the scenes to get us in a position where we can execute effectively on this in the market has been
done reasonably well.

We also talked about (inaudible) differentiations and the need to do it both - deliver on advice as well an enhance
the client experience as subset of that deliver financial services integration to support the value that we deliver to clients
average minus, C- and let me tell you this is a mixed bag. I think that the things that we have done to deliver quality
advice to our clients - to have clients see greater value in that, to get a better client experience in the core tax experience
they have, we've done quite well on and you're going to see data that supports that.

At the same time, we have clearly not made the progress we should make and we need to make at integrating
financial services into those clients relationships to enhance both clients relationships with us as well as the economic
outcomes that we can deliver for shareholders. So I think we have progress yet to be made there.

A year ago, I said we needed to drive growth in the financial advisors business, but I don't think there's any mystery
in that. We've been focusing on and delivering inside the business laying the foundation that allows us to be much more
successful with this business, but we have not translated that strength of foundation into revenues and earnings and we
know we have to do that and we have to do that in the very near term, but we did not get it done last year.

RSM. A year ago, I said we needed - we were well positioned in that business and our challenge was to execute and
I would tell you that Steve and his management team have done an outstanding job of executing and so we are as a
result m a much better position today. We are gaining very real traction in this business. We have a long way to go in
terms of the opportunity that is presented to us, butwe took the steps in the courseof the last year that I was hoping we
could take to better position us for where we can go next.

Within Option One, we knew the world was going to look different over the course of the next year and in fact that
has been the case and the way I at least saw it then was that we needed to refine what we were doing to prepare
ourselves and to operate in an environment that was going to be different than the one we'd been operating in for a
number of years.

I think in many ways we have done those things that we had to. I think that we didn't know what we didn't know if
anything in terms of where the pockets of strength and maybe even the pockets of weakness within the organization
were and as we have had to adjust to a rising rate environment as we've had to adjust to various competitive actions that
our key competitors are taking in the market, I think we've learned a lot about ourselves and where we're strong. We've
proven to be strong and where we thought we were going to be strong, we found some places that we have to do better
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at and I think that as a result of that we are getting through what is a challenging changing market environment for this
business.

I'm going to probably - very good and we've done the things we had to do maybe with a bit of a lag, but we've done
the things that we need to do to address production and continue to have our ability to maintain or grow our share of the
market. I feel very good about our position there.

On the other hand, I think we've been slower on the cost side to manage our costs origination to ensure that we have
a very, very competitive cost structure in that business and the pricing environment in the mortgage business - you know
it's tough to judge frankly because I know there's trade-ups being made in the market every single day. There are
judgments being made about where's the right price point relative to the service advantage that we have and what's the
trade-off that you're making?

I think we're understanding where our price point advantage can be in that business given the service levels that we
deliver today, but that is an area where we will continue to be focused over the course of the next year to ensure that we
are fully taking advantage of the position we have in the market and recognizing that the competitive nature of that
industry is changing.

On the capital allocations side, I don't think I'd do anything different. It's hard for me to say there's anything based
on what we have done since we've talked a year ago on the way we have allocated capital that in hindsight I would do
differently.

So we'll take a decent grade on that and in choosing the winning results it's hard for me to say that - Bill and I were
discussing this as we were getting ready for today's session and Bill said, hey it doesn't look that bad to me, you know
but from my perspective in tax we 've had good financial performance but the issue about market share and units just
leaves a clear cloud that I think everybody in the room knows about that we have to get focused on, so I don't know how
we can claim great results without that piece of the puzzle being solved.

In the mortgage business we've had - we're working towards transition but it's clearly having an impact on us
financially at least in the short-term Financial Advisors we've been disappointed thoroughly in the results. There are
some I think we're getting the kind of results we need. So overall given the realities where we were at we'll take a "C"
on delivering results.

That leads to as we look forward one of the key priorities that at least I see for us as an organization going forward
many of these sound similar to where we've been because I don't think that we're seeing dramatic changes in the way in
which we are focused on the business. I'll just highlight a couple of things that are a little bit different.

Clearly in the tax business we have to focus on tax growth strategies that will contribute to our position in the
market. We're doing this in a very disciplined way. We're not throwing capital after growth just to prove that we can do
it, but at the same time we believe that we have opportunities to grow our position in the tax market and you're going to
hear much more about that and that is a top priority for us.

We have to continue to differentiate H&R Block in the market for the long-term. We believe we can do that and
strategically are pursuing this by delivering advice - the delivery of it - a growing and even better client experience. We
are doing that by integrating financial services where those are appropriate and one thing that is a little bit new that we
are beginning to work on is how do you deliver segment and service?

One of the challenges we've had I think with the business model - the Block business model is that it in many ways
has been one model designed to fit whoever will find it acceptable and as a result this mass market business model that
is our tax business has not been as tailored to different segments of the market as we believe we could benefit from if it
works.

That's easy to say, it's really hard to do and so we have begun the process looking at how do you better segment the
way in which we deliver service to consumers in different parts of the market and what do those changes have to look
like and therefore how would you modify the go-to-market strategies that we have across that business. I think in the
next year, two years, three years, four years, you're going to hear more and more from us about the ways in which we
can see delivering different refined value propositions to different sets of consumers out there all under the Block name,
not trying to dismantle or change the business, but trying to enhance the business in ways that fits the needs of
consumers better and better and better and you're going to hear the beginnings of that today as we talk about one part of
the market overall. So that I would highlight is a new priority for us as we go forward.
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Financial Advisors. We have to in the next - it's not the next 12 months, it's the next six months resolve the
prospects for this business and how it will fit into our overall strategy so we are very focused on resolving that fit for us
for the long term.

In Option One the changing market environment will be with us at least for the next 12 months. Probably even
longer than that and so we have to continue to be focused on those things that will extend our service advantage and at
the same time I believe meaningfully lower our costs originations so that we put ourselves in the best competitive
position possible to take advantage of the turmoil that will be out there as an industry that has been growing very rapidly
for a number of years finds itself flattening out with new sets of competitors having entered the market and ensuring that
our position in the market and the differentiated position that we have had continues to have real value and real fraction
and allows to build our share of the market overall.

Within RSM, Steve and 1 have talked about this extensively are very committed not to take our eye off the ball of
investing in the businesses that we think can deliver great results for us for the long term, but to over the course of the
next year begin to have those businesses delivering bottom line results that allow shareholders to see the progress that
we're making through the financial performance, not just through the words that we tell you.

So we're going to share with you some of the plans and where we think that's going to happen but again, it's not
designed to short cut or to take a short term orientation, but we do believe we've made the investments into this business
and into these businesses and ifs time for the businesses to start demonstrating that financially and of course we will do
all that while we continue our disciplined capital allocation and perspectively and hopefully deliver good solid financial
results in the near term or the short term as well.

So as I look forward to the next year and maybe before we will get together again those are the priorities that I see
across our businesses. Were going to now go into sessions talking about much more of this at a more granular level and
I want to start by having us go to the consumer tax businesses and the consumer financial services businesses.

We're going to cover a variety of things today. Just going to start by talking about our overall brand strategy. What
we're doing there. How we see - why we believe the things that we are focused on can position us well for not just the
near term but also the long term We're going to talk about the tax industry structure and some evolving views that we
have of what's going to happen over the course of the next five to ten years. Where the growth is coming and therefore
what do we have to do to position the Block brand for success for the future.

We're going to talk very specifically about the near term execution priorities that we have for the upcoming tax
season and then we're also going to talk about new business models that we are investing in so that we can improve our
growth prospects for the long term, both things around our traditional tax businesses from new business models that we
have in the market have been in development that will be in the market this year and how the fit of the consumer
financial services businesses is both working as well as where we see the changes to make it work even better and then
we will wrap it up with a little bit of a view of at least our view of where current tax filing season expectations are and
then we'll go to Q&A.

So with that let me introduce Jeff Yabuki, who's going to take the next section.

JEFF YABUKI, EVP AND COO, H&R BLOCK: Good morning. Mark, I just wanted to say thanks for the
performance review. I'm going to start by talking about as a bit of a quick review on our brands strategy. Mark
mentioned it earlier and kind of the key elements of that brand strategy.

Our brand strategy is to deliverhigh-qualitflax and financial services differentiated on the basis of relevant and
actionable advice and actionable is one of the key words assessable by consumers in the channel of their choice and
really the elements of the strategy are exactly the same as we talked about last year really looking at how can we
broaden our tax capabilities.

When we talked about tax capabilities, we talked about the retail tax business, the digital business and we think
some new business opportunities that are in the tax segment that we're going to talk about today but really continuing to
focus our H&R Block brand strategy by putting the tax business in the center of that strategy.

Secondly, using personalized financial advice. Using advice as a key differentiator for us and included in that is
really still making progress on leveraging our data advantage. As you know, many of you know we have several years to
many years of sequential tax information for our clients and how can we use that data and how can we use technology to
deliver consistent and personalized financial advice.
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Next. What are the right advice fulfillment capabilities? We think advice is really key for us on a differentiation
front. However, we also recognize that advice has to turn into action and for us the key is what are the things that we
have to have within the H&R Block brand so that we are in fact allowing clients to have a better life, improve the
quality of their life to turn that advice into action and have that turn into shareholder value so that we have several
different ways that we can create shareholder value and we'll talk about that in a little bit and then lastly, how do we use
the multiple channels today?

We are the only tax services firm that has all of kind of the three big channels. Retail, software and online. We're
the only provider of those channels and how do we allow clients to seamlessly go across those channels and frankly how
do we begin integrating the other elements of the Block brand to allow for appropriate multi-channel access?

Another very important point in multi-channel access and this is especially relevant in the online channels is we are
bringing new people into the H&R Block brand. People who would otherwise not be exposed to the H&R Block brand
and we're going to talk about how that is in fact creating value of both in the short and the long term.

The first element of differentiation for us as we've talked about for several years is around advice and how can we
provide advice. One of the challenges that we have as some of you probably saw Jeopardy where one of the questions
was, what is the firm, the white collar firm - what is the film that hires 70,000 or more white collar seasonal workers and
clearly one of the challenges we have when we hire that many people and Tim will probably talk about how many
people we hired this year, is how do you deliver this consistent client experience?

How do you deliver that 16 million times and we are looking to use technology as our way to deliver advice to
ensure both quality in that advice, but to ensure that clients are getting the right advice based on their personal situation
and so what we see as an opportunity to take the tax return which is really very historical looking. You look in the
rearview mirror you prepare your tax return. We want to turn that into a proactive experience and today we have an
element in our tax preparation process called the Block Advantage and part of the Block Advantage is providing
customized advice and those advice elements include occupational advice, they include financial advice. For some
clients it includes government programs that maybe available to them.

It really depends oh the person's situation, but we think that takes the tax profits from being very historical in nature
to very forward looking and ties into our brand strategy in terms of setting clients up you'll have to take action to
improve their situation and actually we think it's very important because it enhances the image of our tax professionals
and the brand overtime.

The next key differentiator that we see is that of financial services generally and this strategy as we've talked about
before adds value for shareholders in several different ways. First we have product economics that are stand alone
profitable. We are able to setup an Express IRA for example. We have the ability to charge clients for the Express IRA
where it makes sense. Where we have the client right in front of us we don't have to send someone down the streets so
we're leveraging our existing infrastructure. We don't have a lot of incremental costs outside of technology to do that.
Where we're able to in effect create a spread on those assets to create some more under long economics and then very
importantly there's a loyalty advantage and what this chart shows is for clients that open Express IRA with us. They stay
with us on a seven percentage point higher level than those who do not. So the peer group for the people who take an
Express IRA would be retained at about a 73% level, but those who take an IRA are in fact retained at an 80% level. So
this loyalty advantage is critical for us in looking at one of the many ways that we can build retention.

As we've talked about for several years, there's no single silver bullet for increasing retention. We think that by
adding financial services that build's satisfaction and the loyalty is one of the ways that will increase retention overtime.

In the financial services business we get an even larger lift for our financial advisors. Even for clients who are
referred to a financial advisor and don't open an account we have a four percentage point lift in retention and so that
talks to the value of integrative relationship and increased satisfaction of clients just by knowing that they are being
supported by in fact an team of advisors and a very solid 11 percentage point gain when someone opens an account.

For those of you who were here last year, you know that that is an increase. Last year we saw about an 8% lift in
retention. So we're getting we think even better more targeted in working with people who are appropriate for these
kinds of referral services and mortgage continues to also see the lift. We have an eight percentage point lift in loyalty
where our clients have in fact opened a mortgage with us.

So again taking the client's tax situation, providing advice and turning it into a product relationship is quite
profitable in several dimensions and we believe key in our brand strategy. The last element of our brand strategy is one
of using channels a key differentiator where we have again retail, software and online as our four channels.
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Over the last several years, we've begun to look at ways to merge those channels together to allow people to
seamlessly cross between online and offices or software and online or whatever the case maybe and I'm going to talk a
little bit more about that later, but I did want to highlight right now that we have a new product - a new software product
that we introduced this year called, H&R Block's Signature, and H&R Block signature is an innovative product.

It's the first product of its kind that allows a software user basically the ability to interact with a tax professional on
a wide distance basis and in fact if any of you would be interested in that product if you can check out at the hospitality
desk, we'd be happy to let you have an opportunity to take a look at that as well. So this is in summary our brand
strategy consistent with what we had talked about in previous years.

I wanted to next talk about our view of the consumer tax marketplace. How the basically the 132 million or so
filers, how do they stack up? What are the characteristics and where do we have some opportunities here.

We believe that the marketplace in general is obviously split between paid preparation and do it yourself. In the
retail side of the business we would call the retail side, H&R Block, some of our branded competitors, many of the
storefront providers who are operating say speed of refund products today. There're about 29 million clients who are
served in that arena and their revenues for that segment are about $5.5 billion a year and that includes all of the wow
related revenues or rack related revenues all of the underlying franchise revenues.

So for H&R Block we'll talk about what that means to us, but understand that these are all of the people in fact who
are benefiting from revenues against this segment today and this represents about 22% of total filers in the U.S. and
they're about 16 million banks products today that are offered and again all of those revenues appear in this segment.

The second element of the paid preparation marketplace is the CPA accountant segment. There're about 50 million
consumers who are served by that category of providers and I would point out that we're talking about the category of
providers and not necessarily the behavioral or psychological attributes of the people.

We serve in our retail channel a number of people who have CPA like attributes. I'm really talking about who's
delivering the services. But as you can see, paid preparation accounts for about 60% of the total tax preparation market
today and we think this segment is worth about $10-$12 - some estimates are as high as $14 billion. So this is a very
lucrative part of the market and frankly at the upper end of the market this is one of the places where you would see
RSM.

Interesting the characteristics of this market is they are extremely fragmented. Many, many competitors with very
loyal clients. It's a slower growing. It's not a mass marketed kind of segment. CPAs as you well know grow basically on
a referral basis so you don't see a lot of advertising. CPAs have almost no share of voice when it comes to media and it's
a very, very high margin business.

Although the net income comes out in the form of partner compensation or proprietor compensation so it's a little
bit different than you would see if you compared it to Block and again paid preparation is growing. Paid preparation we
think grew about 200 basis points in utilization from about 58% to 60 and change. Unfortunately as many of you know,
we won't know that data until September of 2005. But again a very attractive segment.

Moving to do-it-yourself. We believe there are roughly 40-45 million users in the do-it-yourself segment and you
really have online which is the fastest growing element of the online - I'm sorry, of the do-it-yourself segment and
actually the only growing segment we believe over the long haul for the do-it-yourselfers. There're about eight million
people using the online space today. Interestingly unlike the software business that I'll talk about in a moment, the
online space has become a very low barrier to entry business where the software business has a very, very high or tall
barrier entry and that's called retail distribution.

Today because of the advent of FFA, you have basically anyone who meets the criteria of having an effective tax
engine can in fact go online and distribute tax returns. So it's gone from probably having three or four different providers
back in the year 2000 to I believe this year we're anticipating about 18 different firms distributing products on FFA
alone and there are many other distributors of tax preparation services online. So you're seeing a lot of fragmentation
without a lot of direct revenue. This segment total DIY, is only worth about $800 million of which the online piece we
think is right around $100 million of revenue.

The stock in the largest revenue element at least of the do-it-yourself segment is in the software business. Now I
would caution you that there are not 20 million people buying software at this point. There are roughly 8.5 and maybe 9
million boxes of software sold a year and this 20 million really reflects what we call the "pass along effect." People
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buying software and basically passing it on to someone else and we can tell about how many returns are filed by IRS or
at IRS and it's about 20 million.

The software business is slowing and we think slowing rapidly. Our prospects for this business and I'll talk about
this a little bit more later are certainly over the long term that this will actually be a declining business in terms of new
software users with most of the people, the new users going to either online or retail.

And lastly kind of the other category and in the other category you have a series of different methods. You have
kind of the traditional pen and paper methodology. You have friends and family so I do a tax return for a friend of mine
and you have IRS's TeleFile system which we kind of lumped into this group right now with the IRS eliminating the
TeleFile system you'll have several million users who have to figure out a new method of tax preparation over the next
couple of years.

Many of the market characteristics are the same. A lot of fragmentation. You have customers looking for a lot of
value. You have growing share and you have pricing kind of somewhere between lack of pricing transparency and
basically clients having a fairly high level of insensitivity to price. So it's interesting that that goes across both the pay
right now, because we see both the paid preparation and the do-it-yourself methods. So that's our view of the overall
market based on kind of our own analysis and some of the analysis that's done outside of the industry - or in the
industry.

From our perspective how we shape up on the paid preparation side, we represent about 20% of all of the of the
paid preparation today of the 79 million people who are preparing - having their prepared - I'm sorry having their returns
prepared by someone else and we represent about 18% of the revenues on an equivalent basis and again as a reminder
you won't see that number in our financial statements anywhere because that number includes the revenues that we
collect in our company operations. The total production from the underlying franchisees and the total revenue associated
with bank products and other products some of which we do not get. At least we do not recognize those revenues today.

On the do-it-yourself side, we have about somewhere between 3.2 and 5.6 million people using an H&R Block
product and that would be an online product or a software product, some of which are paid for and some of which are
not paid for and on the revenue side, we're collecting about $100 million out of about $800 million.

So while we have and specifically on the paid preparation side, we have a very strong market position in terms of
size of our share. It's interesting to see how much opportunity may exist in both of these very attractive markets.

Thinking about the marketplace in general and specifically the paid preparation market as it relates to H&R Block,
we've had the last couple of years have clearly been challenging for us and in really looking at what are those factors
that are impacting us very clearly today and probably others in the industry, although it may not be quite as clear yet,
there has been a significant change in how people enter the tax markets. In the old days, I think the - at least the
institutional wisdom would be people would prepare their own return. They would then graduate to H&R Block and in
many cases would then graduate to a CPA and that was the lifecycle of a client.

Today as people enter the market they are very unlikely to enter the market as a paid - I'm sorry as a pen and paper
preparation and they're really looking to go to online especially as it relates to the youth market and so we're seeing a
shrinking - and we're going to talk about what that's means to us in the schools of new clients for H&R Block.

Number two. There are slower growth levels in our what we would call the traditional speed of refund segment.
Mark made reference to kind of looking at our business and breaking it down. I'll talk about that in a little bit of detail
because it's really in the process but there are distinct businesses underneath the 16 million clients that we serve at retail
today and sonic of [host sLginents eofthosesegments uc growing slow .... .
refund as all of you know has been slower for us over the last couple of years for a variety of reasons of which I'll talk
about later.

On top of the speed of refund the slower overall growth, I think you all have regulatory activity which is beginning
to change the dynamics of this segment as well and I think raising the awareness of those of us who provide services in
that area to be watchful of what's going on in that regulatory environment at a level that's higher than it has been over
the recent years.

Increased competitive intensity is something that we've talked about before and I'm going to save that for a later
slide and then lastly what's gone on with employment.

Looking in a little bit more depth on what this means over the last four years we've gone from 33 million people
preparing their own returns using pen and paper to 21 million is our estimate for how many people used pen and paper
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last and what the chart on the right shows is basically on a self-reported basis the new clients that we brought in from
the DIY pool in the year 2002, how does that compare to what we see in 2004 and what you can see is that the paper and
pencil pool is shrinking for us. There are less people and therefore we're bringing in less people in the firm from it.

Conversely, we're making progress on the online side of the equation and on the software side of the equation. One
of the things we're going to talk about is the importance of taking a lot of share in the digital channel and this is one of
the reasons why this is important. For us, the ability to bring in new clients is key to running our business and a lot of
these new clients are former do-it-yourselfers.

So we're picking up steam in some of the new areas of growth and we're obviously looking for ways to get a larger
share of paper and pencil, but I would ask you to understand that that mix has changed.

On the whole notion of competitive intensity, it raises a bit of an internal debate within H&R Block and that is if
you look at these charts, the first chart really talks about what is our percentage of locations relative to the other brand of
competitors. You can see back in the year 2000 we had 59% of all of the branded competitors and large local
competitors, 59% of those locations were H&R Block.

Get to the year - fast forward to 2004 and we're down to 46%. One of the reasons why we are growing our location
count and Tim is going to talk in some detail about why that's important. What it ' s meant to us. At the same time our
level of accessibility was declining. We had a substantial increase in the number of electronics return originators
basically people who are electronically filing.

Now you can't use this chart as a proxy for new competitors. What this really means - this is a much better proxy
for - between the year 2000 and the year 2004 if you assume that the only reason why people electronically file and that
would be an unfair assumption but to illustrate 63,000 locations could prepare a refmance station loan could
electronically file a return.

Fast forward to 2004 and that number is more been doubled but we estimate there're about 131,000 different
locations who can basically handle a return for someone who wants to get their money faster whether it be through
electronic filing or one of our settlement products or competitive settlement products. So it's not necessarily just
additional competition because H&R Block has always had new competition on an annual basis, but it is also the
competitors that we have being able to offer a substantially similar product and when you put those together those two
elements combined create what we refer as, "competitive intensity."

That said, we still see a very attractive market opportunity for H&R Block. We believe that over any extended
period of time the tax return growth itself for the overall market will continue to grow at a 100 basis points or so, but
paid preparation will continue to grow at a level that is faster than that of the market. In fact we did some research over
the year and there's about 78% of the total filing population that demonstrate paid preparation behaviors or has the
propensity to avail themselves at a paid preparation. So that doesn't mean that we'll see 78% paid preparation at some
point, but it does mean that there's still a lot of growth potential in paid preparation and there are some very large growth
opportunities in our digital and we think in the CPA client segment that we're going to talk about in a little more depth.

So that really moves us to our strategic priorities. What are we focused on both now and in the future?

The first area of growth for us - or the first area of focus for us is rebuilding our retail momentum and when I say
rebuilding retail momentum what I really mean is rebuilding our ability to grow the client at what is an acceptable rate
because we have a lot of momentum in the business for a variety of different things, but the core elements of this
strategy are increasing and expanding our points of presence and Tim will talk about all of the items.

Secondly. What are we doing not just to expand the number of locations we have today, but are we doing to
increase our service capacity in existing locations so that we can get the benefit of increased convenience in the 10,000
or so offices that we have today?

Third. Increasing retention and referral. Something that we've been talking about for several years. Tim's got some
very exciting information on how we're doing at increasing satisfaction which we think is a very key indicator of
increased retention and referral.

Talking about marketing effectiveness. We indicated last year that we needed to specifically improve our first half
campaign and Tim will talk about that as well.

Secondly. Driving growth in the digital channel. I can't impress upon you enough the importance of us growing the
digital side both as a stand alone we think very attractive marketplace given the high margins that exist in that business,
but secondarily the ability to bring people into the brand and overtime migrate them to paid preparation as that makes
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sense as well as (inaudible) for the attrition that occurs within our retail business people going to some kind of a digital
solution.

And lastly I want to introduce to you today some new value propositions, some new ways of doing business that
we'll be focused on for the next several years that we think are quite exciting. We're looking at what is the opportunity
for us to begin to attack the clients who have an affinity to work with a CPA.

Secondly. What are we going to do around financial services integration and does that fit with the H&R Block tax
business and then third we think there's actually an innovative and interesting way for us to basically operate as a back
office for CPA firms in the U.S. so that we don't have to serve them on a face-to-face basis, but we can in fact create
some interesting margin opportunities for us again leveraging our existing infrastructure.

So with that, I'm going to invite Tim Gokey in a moment to come up. Tim is our new President of U.S. Tax
Services and as Mark indicated we're quite pleased to have Tim onboard and I would invite you to engage Tim in a
conversation at sometime over the next several hours. So with that let me bring Tim up.

TIM GOKEY, PRESIDENT, U.S. TAX SERVICES: Thank you Jeff. Good morning to all of you. I had a chance to
meet a few of you last night and I'm looking forward to meeting more of you today and overtime. But today, I'm going
to take about 30 minutes to elaborate on the first strategic priority that Jeff discussed. Rebuilding momentum in our
retail business. This is clearly a critical component of our overall Block branded business strategy and so I'm going to
talk about some of the executional priorities that are related to that.

Jeff outlined a five part strategy for our retail business and let me just start with the first of those which is to
improve both convenience and capacity by expanding our points of presence and this is something certainly that we
have talked quite a bit about over the past year.

What we're showing here is a rather complicated chart that represents our current distribution network and our
future state of our distribution network. On the left is our current network. On the right, the future. Each of the
appropriately shaped little green blocks on the chart represents a specific metropolitan area and across the bottom of the
page is our share of distribution as represented by share of electronic return originators and on the left hand side is our
market share.

This represents one slice of the various analytics that is down and around the distribution opportunity and I really
think it brings up four key points.

The first is we see a very strong linkage between our share of distribution and our overall share of market.

Second. Because of the strength of our brand we see that as we gain share of distribution, we get disproportionately
gain market share. That happens particularly when we are under-penetrated from a distribution standpoint and then as
our distribution expands there we do see diminishing returns with that, but what it does allow is we have to be quite
targeted as we think about expanding our distribution.

So as we talked over the past 18 months or so about expanding our distribution network by over 2,000 regular
offices that is something that is not an across the board expansion, but its quite targeted in those areas where we believe
we are under-penetrated relative to the share of distribution and we should have for our brand and these analytics allow
us to have a very good understanding by looking at the relationship between market and share of distribution in a given
market in terms of what incremental returns we should expect network wide as we expand our distribution in any given
market and that allows us to be pretty targeted and disciplined in terms of the types of investments that we make.

Without geeing-nto-specific numbers, I (-aidus( say dtatthevrtetnal)a es of iewms that we expect flout these
network investments are very high. So if that is the broadest value let me talk for a moment about this year. I'm going to
talk first about regular offices and then I'm going to talk a little bit about alternative distribution.

On this chart the blue blocks are the zip codes in which we have expanded company owned offices this year and the
white blocks are where we're adding franchise offices this year. The red circles are areas of specific focus. I'm going
back to the chart we just looked at. They really show areas where we believe there is additional opportunity in terms of
the share distribution that we'd like to have in the market.

In fact some key points to draw out of this chart. First is that we are on track this year for meeting the upper range
that we have discussed in terms of the addition of regular offices. We expect to add in excess of 750 new regular offices
across the network this year. We are on track for all the executional milestones. We have a complex project
management office around this entire effort. A whole series of executional milestones and we have hit everyone of those
as we go forward.
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PERSUADING AMERICANS to save more — and save more wisely — for retirement is one of the few goals that
conservatives and liberals, Republicans and Democrats, employers and unions share these days.

So why is it taking so long to change an anachronistic Labor Department rule that nearly every expert agrees is foolish
and that encourages employers to act contrary to employees by funneling their money into low-yielding money-market
funds.

For years, employers have been moving from defined-benefit pension plans, the kind that promise a monthly check
based on years of service, in favor of defined-contribution plans in which money goes into mutual funds that workers
chose from a menu crafted by employers.

Until recently, employers gave workers the option of signing up, sometimes offering to match contributions as an
inducement, but largely ignored workers who failed to enroll. Today, a minority of employers, but a growing minority, are
enrolling employees automatically, giving them the right to opt out.

The subtle change, as my colleague Jeff D. Opdyke recently reported, provokes many more workers to save for
retirement. But employers who automatically enroll workers must decide where to invest workers' money if workers don't
choose. Should it go to money-market mutual funds, a combination of stocks and bonds or what?

Most employers, even those progressive enough to switch to what are called auto-enrollment or opt-out plans, still
put the money into money-market funds, which invest primarily in short-term corporate IOUs. The return is low, but
the principal is relatively secure. Money-market funds are a smart way to set aside money for next month's tuition or
for emergencies. But with an interest rate that hovers around the inflation rate, they are an awful vehicle for retirement
savings. "Especially with savings rates as low as they are, a 100% allocation to a money-market account is not safe,"
says Richard Thaler, a University of Chicago economist seeking ways to boost American saving. Indeed, he calls it a
"guarantee of inadequate retirement income."

A SURVEY OF 458 large U.S. employers by benefits consultant Hewitt Associates found that 19% now enroll their
employees in retirement plans automatically. Of those, 56% still use money-market funds as the default option; the rest
use a more sensible mix of stocks and bonds, often lifecycle funds tailored to a worker's age — more in stocks for the
young and more in bonds for the old. A survey of 1,694 plans (including those with and without auto-enrollment) by
Vanguard Group, the mutual-fund company, found that 80% put money into money-market funds or similar short-term
investment contract funds — unless the employee specifies another option.

Why? Partly inertia. But there is another reason: lawyers. "Some attorneys advise clients that choosing a money-
market fund or investment-control is the best way to minimize litigation," says Stephen V. Utkus of Vanguard's Center for
Retirement Research. They fear workers or class-action lawyers will sue an employer who puts money into any fund that
goes down. No expert knows of such a suit - except in cases, like Enron, where employers put a lot of workers' money
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into the company's stock — but that doesn't matter.

"Too many people are investing too much in money-market or similar nonequity funds, and too many are overinvesting
in employer stock," says J. Mark Iwry, a former Treasury employee-benefits counsel. "Unfortunately, the ability to
improve investment choices through an infusion of professional guidance has been hampered by timidity on the part of
the government."

LABOR DEPARTMENT rules written in the 1990s under the Employee Retirement Income Security Act are specific:
An employer doesn't have to worry about lawsuits if it gives workers a prudent choice of funds, and the worker picks
one — even if that fund goes sour. But rules didn't anticipate automatic enrollment, and the protection doesn't apply to
employers who make a reasonable choice when a worker doesn't.

"The Bush administration has implicitly endorsed lifecycle funds for Social Security private accounts," Mr. Thaler
complains, "but the Department of Labor is still clinging to the archaic view that any investment whose principal can go
down is unduly risky."

The Labor Department is on the case. "We are looking at revising the regulation to encourage automatic enrollment
and appropriate default investments," says Ann Combs, assistant secretary for employee benefits security. "The difficult
technical issue is to define the investment objectives of a default option without putting into the regulation specific
investment products. Our hope is to have a proposed regulation out by year end. It is a priority for us."

Just in case the bureaucracy moves too slowly, Congress is weighing bills to force action so that policy makers,
scholars, employers and columnists can mm to harder issues in the effort to get Americans to save more.

Making a Choice

Where U.S. employers invest defined-contribution money if employees
don't specify a choice:

Money-market fund or guaranteed-investment contract 80%
Balanced/Life cyle fund 16%
Other 4%

Source: Vanguard Group, Dec. 2004 survey of 1,694 plans
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PUBLISHER: Dow Jones & Company, Inc.

LOAD-DATE: August 5, 2005



CLIENT SERVICE AGREEMENT
H&R BLOCK" Effective January 1, 2006

WELCOME TO H&R BLOCK

Thank you for coming to H&R Block for professional tax services. This Client Service Agreement ("CSA") will tell you
what you can expect from us, and what we need from you to deliver the great service you expect from H&R Block. The
signature you provide at the end will be a record of your understanding and your decisions.

PROFESSIONAL TAX SERVICES

H&R Block services are delivered to you for the limited purpose of preparing your tax return(s) and providing related
products, but we are not acting as a fiduciary on your behalf. We will prepare your federal, state and/or local tax
return(s) using systems we have designed to deliver professional tax services at a reasonable price. We will (1)
interview you to learn details of your financial life that affect your taxes, and (2) we will ask you for documents such as
your W-2 statement(s) that help us accurately record your income, credits and deductions. You agree to (1) provide
this information to the best of your ability and (2) return to us for an amended return if you later remember or
discover information that could affect the accuracy of the return we prepared. If your amendment requires an
additional form or line item that was not part of the original return, there may be a charge for this service.

THE BLOCK ADVANTAGE: PERSONALIZED INFORMATION & SUGGESTIONS

As part of tax preparation, we will give you useful tax and tax-related financial information and suggestions based on
what you have told us. We may call this "advice" or "the Block Advantage" or both, and you understand that this is
general information based solely on what you have told us about yourself. It should not take the place of guidance
from specialists and experts such as attorneys and investment advisors, and it should be considered along with
information and opinions you receive from those advisors.

TAX-RELATED PRODUCTS & SERVICES

In addition to preparing your tax return, we will tell you about tax-related products and services that could affect the
amount or handling of your current year refund or balance due, or because they could affect your future tax situation.

Tax-Advantaged Savings Products available through H&R Block affiliates and other providers can give you tax savings
today plus savings you can use in the future for qualified purposes such as retirement or education.

Tax-Deductible Mortgage Loans. H&R Block affiliates and other providers may be able to help you own your own
home, or tap the equity in your existing home to pay off other kinds of debt. This is tax-smart because mortgage
interest is usually deductible, and most other kinds of debt are not.

If You Are Getting a Refund - No-Cost Options. E-filing is included in the cost of the services we provide. If we e-file
your federal return, expect your refund in 8-15 days if you choose direct deposit to your bank account or within 21
days if you choose to have the IRS mail you a check. If you mail your federal return to the IRS rather than e-file (H&R
Block will not mail your return for you), expect your refund in 5-8 weeks depending whether you choose direct deposit
to your bank account or a check mailed from the IRS.

If You Are Getting a Refund - Bank Options (Added Cost). A Refund Anticipation Loan ("RAL") is a loan that is
provided through HSBC Bank USA, N.A. ("HSBC") for the amount of your refund, minus bank and (if you choose) H&R
Block fees. An "Instant Money RAL" may enable you to receive a loan check today, or a "Classic RAL" may deliver a
loan check within 1-2 days. There is a $24.95 Refund Account Fee as well as a Finance Charge for either kind of RAL,
and the Finance Charge is higher for the Instant Money RAL. A Refund Anticipation Check ("RAC") delivers the
amount of your tax refund, less a $24.95 bank fee and Of you choose) your H&R Block fees, in 8-15 days. The timing of
a RAC is usually the same as IRS direct deposit of your refund to your own bank account.

If You Owe the IRS a Balance. If the tax return we prepare today shows that you owe money, you may either pay the
amount from your own sources, or establish a payment plan with the IRS. Or you may also obtain a revolving line of
cr lit from HSBC Bank USA, N.A. that has an annual fee, no interest if repaid in full within 90 days, and other terms
... I conditions that will be disclosed before you sign the HSBC application.
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ARBITRATION

If a dispute arises between you and H&R Block, the dispute shall be settled through arbitration unless you opt-out of
this arbitration provision using the process explained in bold type below. This alternative to traditional lawsuits does
not necessarily require you to hire an attorney, and may cost you only $5 to have your dispute with H&R Block decided
by a third party. This third party, known as the Arbitrator, is empowered to settle the matter with the same set of
remedies available in court including compensatory, statutory, and punitive damages, injunctive and other equitable
relief, and attorneys' fees and costs. However, arbitration requires you waive your rights to sue H&R Block in court
before a judge and jury, and to waive any right to participate in any "class action" lawsuit against H&R Block regarding
any issue that could otherwise be settled by arbitration. (Note: If you are a member of the putative class in Cummins,
et al., v. H&R Block, et al., Case No. 03-C-134 in the Circuit Court of Kanawha County, WV, this arbitration clause does
not apply to you.)

Right to Opt-Out of This Arbitration Provision: H&R Block does not require you to accept arbitration even though
you must sign this Client Service Agreement to receive service from us today. You may opt-out (reject) arbitration
within the first 30 days after you sign this Agreement by calling 866-714-5502 or by sending a signed letter to H&R
Block Legal Department, 4400 Main Street, Kansas City, MO 64111. The letter you send us should include your
printed name, Social Security number of yourself and joint filer if any, date you were served by H&R Block in
2006, and the words "Reject Arbitration." Your telephoned or written opt-out letter will override your signature
below regarding arbitration but no other provision of this document.

How Arbitration Works. If you have a complaint against H&R Block that you have been unable to solve by bringing it
to the attention of the office that served you, you may contact either the American Arbitration Association ("AAA") at
335 Madison Avenue, New York, NY 10017 or the National Arbitration Forum ("NAF") at P.O. Box 50191, Minneapolis,
MN 55405. Whichever organization you choose will appoint a neutral practicing attorney with more than ten years of
tax law experience to hear your side and H&R Block's side of the issue, and make a decision that is binding on both you
and H&R Block. The American Arbitration Association's rules of arbitration are available by mail from AAA or on the
Internet at www.adr.org. The National Arbitration Forum's rules are available by mail from NAF or on the Internet at
www.arbforum.com.

Arbitration Costs. You will be asked to pay a $5 fee, and H&R Block will pay all other filing, administrative, hearing
and miscellaneous arbitration expenses up to $1,500. H&R Block may consider paying arbitration costs that exceed
$1,500 but only if you win the arbitration.

Other Arbitration Terms & Information: Your arbitration will take place in the federal judicial district where you
live. The Arbitrator's award will be final and not subject to appeal except as permitted by the Federal Arbitration Act
("FAA " ). Except as required by law, neither you nor H&R Block nor the Arbitrator may disclose the existence, content
or results of your arbitration without prior written consent from the other two parties.

My/our signature(s) below confirms that I/we understand and voluntarily agree to the terms of the
Arbitration Provision described above, as well as all other terms, conditions and disclosures presented
in this 2006 Client Service Agreement.

Client Signature Tax Professional, for H&R Block Tax Services, Inc.

Date Date

If you may be filing a joint return, your spouse must also sign:

Date Client Signature
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