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H&R BLOCK, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
Amounts in thousands, except share amounts

July 31, April 30,
2003 2003
(Unaudited)
ASSETS
Cash and cash equivalents $ 674,679 $ 875,353
Cash and cash equivalents — restricted 528,300 438,242
Receivables from customers, brokers, dealers and clearing organizations, net 539,954 517,037
Receivables, net 308,535 403,197
Prepaid expenses and other current assets 472,087 513,532
Total current assets 2,523,555 2,747,361
Residual interests in securitizations 290,854 264,337
Mortgage servicing rights 106,056 99,265
Property and equipment, at cost less accumulated depreciation and amortization of
$503,445 and $485,608 274,539 288,594
Intangible assets, net 330,749 341,865
Goodwill, net 723,617 714,215
Other assets 155,825 148,268
Total assets $ 4,405,195 $ 4,603,905
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Current portion of long-term debt $ 55218 $ 55,678
Accounts payable to customers, brokers and dealers 947,016 862,694
Accounts payable, accrued expenses and other 433,049 468,933
Accrued salaries, wages and payroll taxes 74,869 210,629
Accrued income taxes 232,443 299,262
Total current liabilities 1,742,595 1,897,196
Long-term debt 822,505 822,302
Other noncurrent liabilites 236,444 220,698
Total liabilities 2,801,544 2,940,196
Stockholders’ equity:

Common stock, no par, stated value $.01 per share 2,179 2,179
Additional paid-in capital 499,401 496,393
Accumulated other comprehensive income 62,713 36,862
Retained earnings 2,200,088 2,221,868
Less cost of 39,674,704 and 38,343,944 shares of common stock in treasury (1,160,730) (1,093,593)
Total stockholders’ equity 1,603,651 1,663,709

Total liabilities and stockholders’ equity $ 4,405,195 $ 4,603,905

I I

See Notes to Condensed Consolidated Financial Statements
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H&R BLOCK, INC.

CONDENSED CONSOLIDATED INCOME STATEMENTS
Unaudited, amounts in thousands, except per share amounts

Revenues:
Service revenues
Gains on sales of mortgage loans
Interest income
Product sales
Royalties
Other

Operating expenses:
Employee compensation and benefits
Occupancy and equipment
Interest
Depreciation and amortization
Marketing and advertising
Supplies, freight and postage
Impairment of goodwill
Other

Operating income (loss)
Other income, net

Income (loss) before taxes
Income taxes (benefit)

Net income (loss)
Basic earnings (loss) per share
Diluted earnings (loss) per share

Dividends per share

Three Months Ended
July 31,

2003 2002
$209,734 $190,569
192,639 145,008
70,951 78,220
17,232 15,412
1,567 1,201
2,720 956
494,843 431,366
222,156 210,188
76,151 64,862
23,196 22,274
35,930 35,573
10,108 9,186
8,554 8,466
— 18,000
103,146 80,214
479,241 448,763
15,602 (17,397)
1,695 1,491
17,297 (15,906)
6,715 (6,362)
$ 10,582 $ (9,544)
$ .06 $  (.05)
I I
$ .06 $  (.05)
I I
$ .18 $ .16

See Notes to Condensed Consolidated Financial Statements
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H&R BLOCK, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
Unaudited, amounts in thousands

Three Months Ended
July 31,
2003 2002
Cash flows from operating activities:
Net income (loss) $ 10,582 $ (9,544)
Adjustments to reconcile net income (loss) to net cash used in operating
activities:
Depreciation and amortization 35,930 35,573
Accretion of residual interests in securitizations (34,063) (38,761)
Impairments of residual interests in securitizations 10,743 20,430
Additions to trading securities — residual interests in securitizations (145,522) (76,265)
Proceeds from net interest margin transactions 145,522 75,648
Additions to mortgage servicing rights (24,482) (18,185)
Amortization of mortgage servicing rights 17,691 9,489
Net change in receivable from Trusts 25,353 (12,639)
Impairment of goodwill — 18,000
Other changes in working capital, net (149,618) (185,061)
Net cash used in operating activities (107,864) (181,315)
Cash flows from investing activities:
Available-for-sale securities:
Purchases of available-for-sale securities (8,192) (7,146)
Cash received from residual interests in securitizations 27,502 41,309
Sales of other available-for-sale securities 11,185 4,960
Purchases of property and equipment, net (12,749) (16,331)
Payments made for business acquisitions, net of cash acquired (9,126) (75)
Other, net 2,310 (2,437)
Net cash provided by investing activities 10,930 20,280
Cash flows from financing activities:
Repayments of notes payable — (1,962,998)
Proceeds from issuance of notes payable — 2,119,490
Dividends paid (32,362) (29,004)
Acquisition of treasury shares (83,633) (37,108)
Proceeds from issuance of common stock 14,092 13,214
Other, net (1,837) (712)
Net cash provided by (used in) financing activities (103,740) 102,882
Net decrease in cash and cash equivalents (200,674) (58,153)
Cash and cash equivalents at beginning of the period 875,353 436,145
Cash and cash equivalents at end of the period $ 674,679 $ 377,992

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

Unaudited, dollars in thousands, except per share amounts

1.

Basis of Presentation

The condensed consolidated balance sheet as of July 31, 2003, the condensed consolidated income statements for the three months ended July 31, 2003 and
2002, and the condensed consolidated statements of cash flows for the three months ended July 31, 2003 and 2002 have been prepared by the Company,
without audit. In the opinion of management, all adjustments (which include only normal recurring adjustments) necessary to present fairly the financial
position, results of operations and cash flows at July 31, 2003 and for all periods presented have been made.

Certain reclassifications have been made to prior year amounts to conform to the current year presentation. These reclassifications had no effect on the
results of operations or shareholders’ equity as previously reported.

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

Operating revenues of the U.S. Tax Operations and Business Services segments are seasonal in nature with peak revenues occurring in the months of
January through April. Therefore, results for interim periods are not indicative of results to be expected for the full year.

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

Business Combinations

During the three months ended July 31, 2003, franchise agreements of two major franchisees expired and subsidiaries of the Company began operating
these as company-owned operations in the tax preparation business. Under the terms of the franchise agreements, the franchisor must pay the major
franchisees a fair and equitable price for their franchise businesses that may be no less than 80% of the franchises’ revenues for the twelve months ended
April 30, 2003, plus the value of equipment and supplies, and certain off-season expenses. Cash payments of $5,024 were made to former major
franchisees during the quarter. In August 2003, a subsidiary of the Company entered into a transaction with one of the major franchisees whose franchise
agreements expired in the first quarter, pursuant to which such subsidiary acquired the stock of the franchisee and the franchisee released the Company and
its affiliates from any further liability regarding additional payments under the major franchise agreements. With the exception of the franchisees that have
executed releases, the courts will determine if any additional payments are required for these franchise businesses. The first trial relating to one major
franchisee is
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scheduled to take place in October 2003. The payments made in the first quarter are included in goodwill at July 31, 2003.
3. Earnings (Loss) Per Share

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

(in thousands, except per share amounts) Three months ended
July 31,
2003 2002

Net income (loss) $ 10,582 $ (9,544)
Basic weighted average common shares 179,445 181,209
Dilutive potential shares from stock options and restricted stock 3,475 —
Convertible preferred stock 1 —
Dilutive weighted average common shares 182,921 181,209

Earnings (loss) per share:
Basic $ .06 $ (05)
Diluted .06 (.05)

Diluted earnings per share excludes the impact of shares issuable upon the exercise of common stock options of 5.2 million for the three months ended July
31, 2003, as the options’ exercise prices were greater than the average market price of the common shares and therefore, the effect would be antidilutive.
Diluted loss per share for the three months ended July 31, 2002 excludes the impact of shares issuable upon the exercise of common stock options of 20.9
million and the conversion of 1,216 shares of preferred stock to common stock, as they are antidilutive.

The weighted average shares outstanding for the three months ended July 31, 2003 decreased to 179.4 million from 181.2 million last year, primarily due to
the purchase of treasury shares by the Company. The effect of these repurchases was partially offset by the issuance of treasury shares related to the
Company’s stock-based compensation plans.

During the three months ended July 31, 2003, the Company issued 578,112 shares of common stock pursuant to the exercise of stock options, employee
stock purchases and awards of restricted shares, in accordance with the Company’s stock-based compensation plans. During the three months ended
July 31, 2002, the Company issued 630,156 shares of common stock pursuant to the exercise of stock options, employee stock purchases and awards of
restricted shares.

During the three months ended July 31, 2003, the Company acquired 1.9 million shares of its common stock at an aggregate cost of $83,633. During the
three months ended July 31, 2002, the Company acquired 796,900 shares of its common stock at an aggregate cost of $37,108.
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4. Accounts Receivable

Receivables consist of the following:

July 31, April 30,
2003 2003

Business Services accounts receivable $146,465 $185,023
Mortgage loans held for sale 67,816 68,518
Loans to franchisees 34,021 33,341
Refund anticipation loans (RALSs) 16,348 12,871
Software receivables 3,895 36,810
Other 60,376 89,054
328,921 425,617
Allowance for doubtful accounts (12,352) (17,038)
Lower of cost or market adjustment (8,034) (5,382)
$308,535 $403,197

5. Mortgage Banking Activities

Activity related to residual interests in securitizations for the three months ended July 31, 2003 and 2002 and the twelve months ended April 30, 2003
consists of the following:

Three Months Ended Year Ended
July 31, July 31, April 30,
2003 2002 2003

Balance, beginning of period $ 264,337 $ 365,371 $ 365,371
Additions (from NIM transactions) — 617 753
Cash received (27,502) (41,309) (140,795)
Cash received on sales of residual interests — — (142,486)

Accretion 34,063 38,761 145,165
Impairments of fair value (10,743) (20,430) (54,111)
Exercise of call option (2,603) — —

Changes in unrealized holding gains arising during the period, net 33,302 54,765 90,440

Balance, end of period $ 290,854 $ 397,775 $ 264,337
I I I

The Company sold $5,301,341 and $3,991,683 of mortgage loans in whole loan sales to third-party trusts (Trusts) during the three months ended July 31,
2003 and 2002, respectively, with gains totaling $203,382 and $165,438, respectively, recorded on these sales.

Residual interests valued at $145,522 and $76,265 were securitized in net interest margin (NIM) transactions during the respective three-month periods.
Net cash proceeds of $145,522 and $75,648 were received from the NIM transactions for the three months ended July 31, 2003 and 2002, respectively.
Total net additions to residual interests for the three-months ended July 31, 2003 and 2002 were zero and $617, respectively.
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Cash flows of $27,502 and $41,309 were received from the securitization trusts for the three months ended July 31, 2003 and 2002, respectively. Cash
received on residual interests is included in investing activities in the condensed consolidated statements of cash flows.

Residual interests are classified as available-for-sale securities and are therefore reported at fair market value (based on discounted cash flow models).
Gross unrealized holding gains represent the write-up of residual interests as a result of actual or estimated lower interest rates, loan losses or loan
prepayments than previously projected in the Company’s valuation models.

Aggregate net unrealized gains on residual interests, which had not yet been accreted into income, totaled $131,432 at July 31, 2003 and $98,089 at April
30, 2003. These unrealized gains are recorded net of deferred taxes in other comprehensive income, and may be recognized in income in future periods
either through accretion or upon further securitization of the related residual interest.

In connection with securitization transactions, the Company has a 10% call option, whereby the Company, at its discretion, may repurchase the outstanding
loans in the securitization once the current value of the loans is 10% or less of their original value. During the quarter ended July 31, 2003, the Company
exercised its 10% call option on a residual interest originally recorded in 1996. The remaining outstanding loans were repurchased from the securitization
trust, and the proceeds were used to pay off the remaining bondholders. These repurchased loans may be included in future sale transactions. At the time
the call option was exercised, the book value of the residual interest was $2,603.

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

Three Months Ended Year Ended
July 31, July 31, April 30,

2003 2002 2003
Balance, beginning of period $ 99,265 $ 81,893 $ 81,893
Additions 24,482 18,185 65,345
Amortization (17,691) (9,489) (47,107)
Impairments of fair value — — (866)
Balance, end of period $ 106,056 $ 90,589 $ 99,265

The following table illustrates key assumptions the Company utilizes to estimate the cash flows and values of residual interests and MSRs at July 31, 2003:

Estimated annual prepayments 20% to 90%
Estimated credit losses 2.03% to 12.36%
Discount rate — residual interests 12% to 30.81%
Discount rate — MSRs 12.8%
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At July 31, 2003, the sensitivities of the current fair value of the residual interests and MSRs to 10% and 20% adverse changes in the above key
assumptions are as follows:

Residential Mortgage Loans

Original NIM Servicing
Residuals Residuals Asset
Carrying amount/fair value of residuals $ 25,595 $ 265,259 $106,056
Weighted average life (in years) 2.1 2.0 1.2
Prepayments (including defaults):
Adverse 10% — $ impact on fair value $ (1,309) $ (1,236) $(19,415)
Adverse 20% — $ impact on fair value (1,661) 2,161 (39,021)
Credit losses:
Adverse 10% — $ impact on fair value $ (1,534) $ (44,683) Not applicable
Adverse 20% — $ impact on fair value (2,893) (80,548) Not applicable
Discount rate:
Adverse 10% — $ impact on fair value $ (758) $ (5,748) $ (1,655)
Adverse 20% — $ impact on fair value (1,447) (11,075) (3,271)
Variable interest rates:
Adverse 10% — $ impact on fair value $ 68 $ (15,231) Not applicable
Adverse 20% — $ impact on fair value 136 (29,345) Not applicable

These sensitivities are hypothetical and should be used with caution. As the table indicates, changes in fair value based on a 10% variation in assumptions
generally cannot be extrapolated because the relationship of the change in assumption to the change in fair value may not be linear. Also in this table, the
effect of a variation of a particular assumption on the fair value of the retained interest is calculated without changing any other assumptions. It is likely
that changes in one factor may result in changes in another, which might magnify or counteract the sensitivities.

The key assumptions the Company utilized to estimate the cash flows and values of residual interests at the date of securitization during the three months
ended July 31, 2003 are as follows:

Prepayment speed 35% to 90%
Expected credit losses 4.14%
Residual cash flows discounted at 40.43% to 41.60%
Variable returns to third-party beneficial interest holders LIBOR forward curve at

NIM closing date plus 1%
ramp over 12 months
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6. Intangible Assets and Goodwill

Intangible assets consist of the following:

July 31, 2003 April 30, 2003
Gross Gross
Carrying Accumulated Carrying Accumulated
Amount Amortization Amount Amortization
Business Services
Customer relationships $120,178 $ (47,300) $120,178 $ (44,192)
Noncompete agreements 26,909 (6,798) 26,909 (6,157)
Trade name — amortizing 1,450 (242) 1,450 (205)
Trade name — non-amortizing 55,637 (4,868) 55,637 (4,868)
Investment Services
Customer relationships 293,000 (107,433) 293,000 (100,108)
Corporate Operations
Customer relationships 172 13) 172 (10)
Noncompete agreements 60 3) 60 (1)
Total intangible assets $497,406 $(166,657) $497,406 $(155,541)
I I I I

Amortization of intangible assets for the three months ended July 31, 2003 and 2002 was $11,116 and $11,319, respectively. Estimated amortization of
intangible assets for fiscal years 2004, 2005, 2006, 2007 and 2008 is $44,463, $44,102, $43,485, $40,583 and $39,092, respectively.

Changes in the carrying amount of goodwill for the three months ended July 31, 2003, consist of the following:

April 30, July 31,
2003 Additions Other 2003

U.S. Tax Operations $130,502 $8,891 $ — $139,393
Mortgage Operations 152,467 — — 152,467
Business Services 279,650 214 — 279,864
Investment Services 145,732 — — 145,732
International Tax Operations 5,666 21 276 5,963
Corporate Operations 198 — — 198
Total goodwill $714,215 $9,126 $276 $723,617
I I — I

Additions to goodwill for U.S. Tax Operations include major franchise acquisitions of $5,024 and other acquisitions of $3,867.

The Company tests goodwill for impairment annually, or more frequently if events occur which indicate a potential reduction in the fair value of a
reporting unit’s net assets below its carrying value. During the three months ended July 31, 2002, a goodwill impairment charge of $18,000 was recorded
for the Investment Services segment. No such impairment or events indicating impairment have occurred within any of the Company’s segments during the
three months ended July 31, 2003.
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7. Derivative Instruments

The Company, in the normal course of business, enters into commitments with its customers to fund mortgage loans for specified periods of time at
“locked-in” interest rates. These financial instruments represent firm commitments (rate-lock equivalent) to fund loans. The estimated fair value of these
rate-lock equivalent commitments is determined based on the difference in the value of the commitments to fund loans between the date of commitment
and the date of valuation, taking into consideration the probability of the commitments being exercised and changes in other market conditions. At July 31,
2003 and April 30, 2003, the Company recorded assets totaling $9,882 and $12,531, respectively, in its condensed consolidated balance sheets related to
these commitments. These amounts are included in prepaid expenses and other current assets.

The Company manages its interest rate risk by entering into forward loan sale commitments to be settled at a future date. The Company had commitments
to sell loans of $2,500,000 and $1,470,031 as of July 31, 2003 and April 30, 2003, respectively.

The Company entered into an agreement with Household Tax Masters, Inc. (Household) during fiscal year 2003, whereby the Company waived its right to
purchase any participation interests in and receive license fees relating to RALs during the period January 1 through April 30, 2003. In consideration for
waiving these rights, the Company received a series of payments from Household, subject to certain adjustments based on delinquency rates on RALs
made by Household through December 31, 2003. The adjustment to the payments will be paid in January 2004. This adjustment is a derivative and will be
marked-to-market monthly through December 31, 2003. During the three months ended July 31, 2003 the Company recognized $4,114 of revenues related
to this instrument.

8. Comprehensive Income

The Company’s comprehensive income is comprised of net income (loss), the change in net unrealized gain on marketable securities and foreign currency
translation adjustments. The components of comprehensive income during the three months ended July 31, 2003 and 2002 were:

Three months ended

July 31,
2003 2002
Net income (loss) $ 10,582 $ (9,544)
Change in net unrealized gain on marketable securities 20,208 33,750
Change in foreign currency translation adjustments 5,643 (518)
Comprehensive income $ 36,433 $ 23,688
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10.

Stock-Based Compensation

Prior to fiscal year 2004, the Company accounted for stock-based compensation plans under the recognition and measurement provisions of APB Opinion
No. 25, “Accounting for Stock Issued to Employees” (APB 25) as allowed under Statement of Financial Accounting Standards No. 123, “Accounting for
Stock-Based Compensation” (SFAS 123). Effective May 1, 2003, the Company adopted the fair value recognition provisions of SFAS 123, under the
prospective transition method as described in Statement of Financial Accounting Standards No. 148, “Accounting for Stock-Based Compensation —
Transition and Disclosure” (SFAS 148). Had compensation cost for all stock-based compensation plan grants been determined in accordance with the fair
value accounting method prescribed under SFAS 123, the Company’s net income (loss) and earnings (loss) per share would have been as follows:

Three Months Ended
July 31, July 31,
2003 2002
Net income (loss) as reported $ 10,582 $ (9,544)
Add: Stock-based compensation expense included in reported net income, net of
related tax effects 792 222
Deduct: Total stock-based compensation expense determined under fair value method
for all awards, net of related tax effects (5,065) (6,628)
Pro forma net income (loss) $ 6,309 $  (15,950)
Basic earnings (loss) per share:
As reported $ .06 $ (.05)
Pro forma .04 (.09)
Diluted earnings (loss) per share:
As reported $ .06 $ (.05)
Pro forma .03 (.09)

Supplemental Cash Flow Information

During the three months ended July 31, 2003, the Company paid $73,122 and $16,788 for income taxes and interest, respectively. During the three
months ended July 31, 2002, the Company paid $82,386 and 13,179 for income taxes and interest, respectively.
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During the three months ended July 31, 2003 and 2002, the Company treated the following as non-cash investing activities:

Three months ended

July 31,
2003 2002
Additions to residual interests $ — $ 617
Residual interest mark-to-market 33,302 54,765

11. Commitments, Contingencies, Litigation and Risks

Commitments and Contingencies

The Company offers separately priced guarantees under the Peace of Mind program to tax clients whereby the Company will assume the cost of additional
tax assessments attributable to tax return preparation error. The Company defers a portion of the revenue associated with these guarantees, and recognizes
these amounts over the term of the guarantee based upon historical claims data. The related liability is included in accounts payable, accrued expenses and

other on the condensed consolidated balance sheets. Changes in the deferred revenue liability for the three-month periods ended July 31, 2003 and 2002
and the twelve months ended April 30, 2003 are as follows:

Three Months Ended Year Ended
July 31, April 30,
2003 2002 2003
Balance, beginning of period $ 49,280 $ 44,982 $ 44,982
Amounts deferred for new guarantees issued 125 101 28,854
Revenue recognized on previous deferrals (8,698) (7,451) (24,556)
Balance, end of period $ 40,707 $ 37,632 $ 49,280

Option One Mortgage Corporation provides a guarantee up to a maximum amount equal to approximately 10% of the aggregate principal balance of
mortgage loans held by the Trusts (qualifying special purpose entities) before ultimate disposition of the loans by the Trusts. This guarantee would be
called upon in the event adequate proceeds were not available from the sale of the mortgage loans to satisfy the current or ultimate payment obligations of
the Trusts. No losses have been sustained on this commitment since its inception. The total principal amount of Trust obligations outstanding as of July 31,
2003 and April 30, 2003 was $1,786,356 and $2,176,286, respectively. The fair value of mortgage loans held by the Trusts as of July 31, 2003 and

April 30, 2003 was approximately $1,856,000 and $2,273,000, respectively. At July 31, 2003 and April 30, 2003, a liability of $4,645 and $6,175,
respectively, was recorded in the condensed consolidated balance sheets.

The Company has entered into whole loan sale agreements with investors in the normal course of business, which include standard representations and
warranties customary to the mortgage
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banking industry. Violations of these representations and warranties may require the Company to repurchase loans previously sold. A liability has been
established related to the potential loss on repurchase of loans previously sold of $29,526 and $18,859 at July 31, 2003 and April 30, 2003, respectively.
This liability is included in accounts payable, accrued expenses and other on the condensed consolidated balance sheets. Repurchased loans are normally
sold in subsequent sale transactions.

The Company and its subsidiaries have various contingent purchase price obligations in connection with prior acquisitions. In many cases, contingent
payments to be made in connection with these acquisitions are not subject to a stated limit. The Company estimates the potential payments (undiscounted)
total approximately $35,147 and $52,290 as of July 31, 2003 and April 30, 2003, respectively. The Company’s estimate is based on current financial
conditions. Should actual results differ materially from the Company’s assumptions, the potential payments will differ from the above estimate. Such
payments, if and when paid, would be recorded as additional goodwill.

The Company has contractual commitments to fund certain franchises requesting draws on Franchise Equity Lines of Credit (FELCs). The commitment to
fund FELCs as of July 31, 2003 and April 30, 2003 totaled $56,494 and $56,070, respectively, with a related receivable balance of $34,021 and $33,341,
respectively, included in the condensed consolidated balance sheets. The receivable represents the amount drawn on the FELCs as of July 31, 2003 and
April 30, 2003.

The Company and its subsidiaries also routinely enter into contracts that include embedded indemnifications that have characteristics similar to guarantees.
Other guarantees and indemnifications of the Company and its subsidiaries include obligations to protect counter parties from losses arising from the
following: a) tax, legal and other risks related to the purchase or disposition of businesses; b) penalties and interest assessed by Federal and state taxing
authorities in connection with tax returns prepared for clients; c) indemnification of the Company’s directors and officers; and d) third-party claims relating
to various arrangements in the normal course of business. Typically, there is no stated maximum payment related to these indemnifications, and the term of
indemnities may vary and in many cases is limited only by the applicable statute of limitations. The likelihood of any claims being asserted against the
Company or its subsidiaries and the ultimate liability related to any such claims, if any, is difficult to predict. While management cannot provide assurance
the Company and its subsidiaries will ultimately prevail in the event any such claims are asserted, management believes the fair value of these guarantees
and indemnifications is not material as of July 31, 2003.

Litigation

In November 2002, the Company and a major franchisee of a subsidiary of the Company, reached an agreement with the plaintiff class in the class action
lawsuit entitled Ronnie and Nancy Haese, et al. v. H&R Block, Inc. et al., Case No. CV96-423, in the District Court of Kleberg County, Texas, related to
RALs. The settlement provides a five-year package of coupons class members can use to obtain a variety of tax preparation and tax planning services from

the Company’s
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subsidiaries. The Company’s major franchisee, which operates more than half of all H&R Block offices in Texas, will share a portion of the total settlement
cost. As a result, the Company recorded a liability and pretax expense of $41,672, during the second quarter of fiscal year 2003, which, at the time,
represented the Company’s best estimate of its share of the settlement cost for plaintiff class legal fees and expenses, tax products and associated mailing
expenses. The settlement was approved by the court as a part of a final judgment entered on June 24, 2003. No appeals of the judgment and award were
filed. Through July 31, 2003, the Company recorded an additional liability and pretax expense of $3,077 in connection with this settlement for a total
liability and pretax charge of $46,586. The Company paid the award of attorneys’ fees and expenses to class counsel on August 22, 2003. In addition to the
liability that has already been recorded and/or paid, the Company will reduce revenues associated with tax preparation services as the coupons are
redeemed each year. Distribution of the coupons will be made prior to the 2004 tax season.

The Company has been involved in a number of other putative RAL class action cases since 1990 and has successfully defended many cases. In order to
avoid the uncertainty of litigation and the diversion of resources and personnel resulting from the lawsuits, the Company, the lending bank, and the
plaintiffs in the case Joel E. Zawikowski, et al. v. Beneficial National Bank, H&R Block, Inc., et al. (renamed Lynne A. Carnegie, et al. v. H&R Block, Inc.,
et al.), Case No. 98-C-2178 in the United States District Court for Northern Illinois, had agreed to a settlement class and a settlement of RAL-related
claims on a nationwide basis. Under that settlement, the Company and the lending bank agreed to each pay $12,500 toward a $25,000 settlement fund for
the benefit of the class members. The settlement was approved by the District Court in February 2001 and the defendants paid the $25,000 into an escrow
fund. Certain class members who had objected to the settlement appealed the order approving the settlement to the Seventh Circuit Court of Appeals. In
April 2002, the Court of Appeals reversed the District Court’s order approving the settlement and remanded the matter back to the District Court for further
consideration of the fairness and adequacy of the proposed settlement by a new District Court judge. In April 2003, the District Court judge declined to
approve the $25,000 settlement, finding that counsel for the settlement plaintiffs had been inadequate representatives of the plaintiff class and failed to
sustain their burden of showing that the settlement was fair. The judge appointed new counsel for the plaintiffs in the first quarter of fiscal year 2004 and
named their client, Lynne A. Carnegie, as lead plaintiff. The new counsel for the plaintiffs have since filed an amended complaint and a motion for partial
summary judgment. The defendants have filed a motion to dismiss, a brief in response to allegations in the plaintiffs' amended complaint relating to class
certification, and responses to plaintiffs' motion for partial summary judgment. The Company recorded a receivable in the amount of its $12,500 share of
the settlement fund in the fourth quarter of fiscal year 2003 and recorded a reserve in such quarter of $12,500 consistent with the existing settlement
authority of the Board of Directors. The defendants requested the release of the escrowed settlement fund and the $12,500 is expected to be received during
the second quarter of fiscal year 2004. The Company intends to defend the case and the remaining RAL class action litigation vigorously and there are no
assurances that any of the matters will result in settlements or as to the amount of any settlement.

The Company and certain of its current and former officers and directors are named defendants in litigation entitled Paul White, et al. v. H&R Block, et al.,
consolidated Case Numbers 02CV8965, 02CV9661, 02CV9682 and 02CV9830 pending in the United States District Court for the Southern District of

New York since the third quarter of fiscal year 2003. The respective named
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plaintiffs seek to represent a class of shareholders who purchased the Company’s stock between November 8, 1997 and November 6, 2002, and allege that
the defendants violated Section 10(b) of the Securities Exchange Act of 1934 and Rule 10b-5 promulgated thereunder by failing to disclose to shareholders
various cases in which the Company had been sued regarding the RAL program, by failing to set adequate reserves for those cases, and by failing to
disclose the supposed implications of those cases for the future of the RAL program. The four securities law cases were all assigned to the same judge and
consolidated for pre-trial matters. A consolidated complaint was filed in March 2003 and the defendants responded by filing a motion to dismiss in April
2003. In response to defendants’ motion to dismiss, the plaintiffs informed defendants that they wished further to amend their complaint. Defendants
consented to the filing of an amended complaint as a pleading matter, the plaintiffs filed the amended complaint and the defendants filed a motion to
dismiss it in August 2003. The Company believes the claims in these actions are without merit, and intends to defend them vigorously.

The Company is a named defendant in litigation entitled William R. Smith, Inc., et al. v. H&R Block, Inc., et al., Case No. 99-CV-206379, pending in the
Circuit Court of Jackson County, Missouri (previously known as Armstrong Business Services, Inc., et al. v. H&R Block, Inc., et al.). The action was filed
by 24 “major” franchisees against the Company and certain of its subsidiaries relating to alleged breaches of contract and other matters. The Company’s
subsidiary, HRB Royalty, Inc., the franchisor under the applicable franchise agreements, filed a counterclaim and subsequently a motion for summary
judgment seeking a declaration that HRB Royalty, Inc. could elect not to renew the major franchise agreements when their present five-year terms came to
an end. Such motion for summary judgment was granted in March 2001 and upheld on appeal. HRB Royalty notified the plaintiff major franchisees in
2000 that it did not intend to renew their franchise agreements at the expiration of the current renewal terms and that the agreements would terminate at that
time. The renewal dates vary among the franchisees. Pursuant to the franchise agreements, HRB Royalty must pay a “fair and equitable price” to the
franchisee for franchisee’s franchise business, and such price must be no less than 80% of the franchisee’s revenues for the most recent 12 months ended
April 30, plus the value of equipment and supplies, and certain off-season expenses. The Circuit Court ruled in May 2003 that major franchise agreements
with renewal terms scheduled to expire prior to July 1, 2003, will expire on July 1, 2003, and other major franchise agreements will expire as their renewal
terms expire commencing in September 2003 and ending in fiscal year 2005. The Court ordered defendants to pay for the franchise businesses as provided
in the franchise agreements on the applicable dates of expiration. During the three months ended July 31, 2003, franchise agreements of two major
franchisees expired and subsidiaries of the Company began operating these as company-owned operations in the tax preparation business. Cash payments
of $5,024 were made to former major franchisees during the quarter. In August 2003, a subsidiary of the Company entered into a transaction with one of
the major franchisees whose franchise agreements expired in the first quarter, pursuant to which such subsidiary acquired the stock of the franchisee and
the franchisee released the Company and its affiliates from any further liability regarding additional payments under the major franchise agreements. In
addition, an agreement was reached during the first quarter of fiscal year 2004 between a Company subsidiary and one major franchise on a new franchise
agreement with a limited term and a release of the Company and its affiliates from any
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liability in the litigation, including any liability regarding payments for the franchise business under the prior major franchise agreement. With the
exception of the franchisees that have executed releases, the court will determine if any additional payments are required for these franchise businesses.
There is no certainty as to the timing and final cost of acquisition as to the franchise businesses.

In Smith, plaintiffs’ claims against the Company and its subsidiaries remain in the trial court. In their second amended petition, the plaintiffs seek in excess
of $20,000 in actual damages, punitive damages, unspecified statutory damages, declaratory, injunctive and other relief, including attorneys’ fees under
allegations of breach of contract, breach of the covenant of good faith and fair dealing, unfair business practices, state anti-trust violations, breach of
fiduciary duty, prima facie tort, violations of various state franchise statutes, fraud and misrepresentation, waiver and estoppel, ambiguity and reformation,
relief with respect to a post-termination covenant not to compete in the franchise agreements, and a request for a fair and equitable payment upon
nonrenewal of the franchise agreements. The major franchisees allege, among other things, that the sale of TaxCut income tax return preparation software
and online tax services and the purchase of accounting firms encroached on their exclusive franchise territories. The defendants believe that the allegations
against them are without merit and continue to defend the case vigorously. Management believes that amounts, if any, required to be paid by the Company
and its subsidiaries in the discharge of liabilities or settlements relating to these claims of the plaintiffs in this litigation will not have a material adverse
effect on the Company’s consolidated results of operations or financial position.

A trial previously scheduled for September 2003 involving two of the plaintiffs in the Smith litigation has now been rescheduled for October 2003 and such
trial will now involve only one plaintiff, a former major franchisee whose franchise agreement expired on July 1, 2003. The trial will resolve the issues
relating to that plaintiff’s claims against the Company and determine if any additional payments are required to provide the former franchisee with a fair
and equitable price for the franchise business.

In addition to the aforementioned cases, the Company and its subsidiaries have from time to time been party to claims and lawsuits arising out of such
subsidiaries’ business operations, including other claims and lawsuits relating to RALs, and claims and lawsuits concerning the preparation of customers’
income tax returns, the electronic filing of income tax returns, the fees charged customers for various services, the Peace of Mind guarantee program
associated with income tax return preparation services, relationships with franchisees and contract disputes. Such lawsuits include actions by individual
plaintiffs, as well as cases in which plaintiffs seek to represent a class of similarly situated customers. The amounts claimed in these claims and lawsuits are
substantial in some instances, and the ultimate liability with respect to such litigation and claims is difficult to predict. The Company’s management
considers these cases to be ordinary, routine litigation incidental to its business, believes the Company and its subsidiaries have meritorious defenses to
each of them and is defending, or intends to defend, them vigorously. While management cannot provide assurance the Company and its subsidiaries will
ultimately prevail in each instance, management believes that amounts, if any, required to be paid by the Company and its subsidiaries in the discharge of
liabilities or settlements will not have a material adverse
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12.

13.

effect on the Company’s consolidated results of operations or financial position. Regardless of outcome, claims and litigation can adversely affect the
Company and its subsidiaries due to defense costs, diversion of management and publicity related to such matters.

It is the Company’s policy to accrue for amounts related to legal matters if it is probable that a liability has been incurred and an amount is reasonably
estimable. Many of the various legal proceedings are covered in whole, or in part, by insurance.

Segment Information

Information concerning the Company’s operations by reportable operating segment for the three months ended July 31, 2003 and 2002 is as follows:

Three months ended

July 31,
2003 2002
Revenues:
U.S. Tax Operations $ 29,675 $ 23,286
Mortgage Operations 302,895 250,306
Business Services 98,499 95,314
Investment Services 56,987 58,663
International Tax Operations 5,459 4,283
Corporate Operations 1,328 (486)
$494,843 $431,366
Income (loss) from:
U.S. Tax Operations $(94,704) $(94,030)
Mortgage Operations 163,829 147,085
Business Services (6,679) (4,273)
Investment Services (13,757) (32,797)
International Tax Operations (6,408) (6,451)
Corporate Operations (24,984) (25,440)
Income (loss) before taxes $ 17,297 $ (15,906)

New Accounting Pronouncements
SFAS 149

In April 2003, Statement of Financial Accounting Standards No. 149, “Amendment of Statement 133 on Derivative Instruments and Hedging Activities”
(SFAS 149) was issued. SFAS 149 amends and clarifies the accounting for derivative instruments and incorporates many of the implementation issues
cleared as a result of the Derivatives Implementation Group process. The provisions of this standard are effective for contracts entered into or modified
after June 30, 2003. The adoption of this standard did not have a material impact on the Company’s consolidated financial statements.

FIN 46

In January 2003, the Financial Accounting Standards Board (FASB) issued Interpretation No. 46, “Consolidation of Variable Interest Entities” (FIN 46).
FIN 46 provides guidance with respect to
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the consolidation of certain variable interest entities (VIEs) whereby a VIE must be consolidated by its primary beneficiary if the entity does not effectively
disperse risks among parties involved. The primary beneficiary is one who absorbs a majority of the expected losses, residual returns, or both as a result of
holding variable interests. FIN 46 also requires disclosures for both the primary beneficiary of a VIE and other parties with significant variable interests in
the entity.

The provisions of FIN 46 apply immediately to VIEs created after January 31, 2003, and to VIEs in which an enterprise obtains an interest after that date.
FIN 46 applies in the first fiscal year or interim period beginning after June 15, 2003, to VIEs in which an enterprise holds a variable interest it acquired
before February 1, 2003.

The Company has not obtained an interest in a new or existing VIE subsequent to January 31, 2003. The Mortgage Operations segment has an interest in
certain qualifying special purpose entities (QSPEs) it currently does not consolidate, which are exempt from the provisions of FIN 46.

The Company is continuing its evaluation of interests in potential VIEs, which would be subject to the provisions of FIN 46 for the second quarter of fiscal
year 2004.

EITF 00-21

In November 2002, Emerging Issues Task Force Issue No. 00-21, “Revenue Arrangements with Multiple Deliverables” (EITF 00-21) was issued. EITF 00-
21 requires consideration received in connection with arrangements involving multiple revenue generating activities be measured and allocated to each
separate unit of accounting in the arrangement. Revenue recognition would be determined separately for each unit of accounting within the arrangement.
EITF 00-21 is effective for revenue arrangements entered into in fiscal periods beginning after June 15, 2003, and may be applied to existing arrangements
with any impact shown as a cumulative effect of a change in accounting principle in the income statement. The Company will adopt EITF 00-21 as of
August 1, 2003, and expects to record a cumulative effect of an accounting change of approximately $6,000 to $7,000, net of tax. EITF 00-21 impacts
revenue recognition in the Company’s premium offices where Peace of Mind (POM) guarantees are included in the price of a completed tax return. Prior to
the adoption of EITF 00-21, revenues related to the POM
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14.

guarantees at premium offices were recorded consistent with tax preparation revenues. Revenues and direct expenses related to the POM guarantees will
be initially deferred and recognized over the guarantee period in proportion to POM claims paid.

Exposure Draft — Amendment of SFAS 140

The FASB has issued an exposure draft, “Qualifying Special Purpose Entities and Isolation of Transferred Assets, an Amendment of FASB Statement
No. 140.” The purpose of the proposal is to provide more specific guidance on the accounting for transfers of financial assets to a QSPE. If enacted as
drafted, the exposure draft would be effective as of January 1, 2004.

Provisions in the exposure draft may require the Company to consolidate its current QSPEs (the Trusts) established in its Mortgage Operations segment.
As of July 31, 2003, the Trusts had assets and liabilities of $1,786,356. If necessary, the Company may be able to modify its current structure in a manner
that would allow the Trusts to retain QSPE status and the off-balance sheet treatment. The provisions of the exposure draft are subject to FASB due
process and are subject to change. The Company will continue to monitor the status of the exposure draft, and consider changes to current structures to
comply with the proposed rules.

Condensed Consolidating Financial Statements

Block Financial Corporation (BFC) is an indirect, wholly owned consolidated subsidiary of the Company. BFC is the Issuer and the Company is the
Guarantor of the Senior Notes issued on October 21, 1997 and April 13, 2000. These condensed consolidating financial statements have been prepared
using the equity method of accounting. Earnings of subsidiaries are, therefore, reflected in the Company’s investment in subsidiaries account. The

elimination entries eliminate investments in subsidiaries, related stockholder’s equity and other intercompany balances and transactions.
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Condensed Consolidating Income Statements

Total revenues

Expenses:
Compensation & benefits
Occupancy & equipment
Interest
Depreciation & amortization
Marketing & advertising
Supplies, freight & postage
Other

Operating income (loss)
Other income, net

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

Net income (loss)

Total revenues

Expenses:
Compensation & benefits
Occupancy & equipment
Interest
Depreciation & amortization
Marketing & advertising
Supplies, freight & postage
Impairment of goodwill
Other

Operating income (loss)
Other income, net

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

Net income (loss)

Three months ended July 31, 2003

H&R Block, Inc. BFC Other Consolidated
(Guarantor) (Issuer) Subsidiaries Elims H&R Block
$ — $365,331 $ 129,554 $  (42) $494,843
— 103,689 118,423 44 222,156
— 18,987 57,164 — 76,151
— 12,851 10,345 — 23,196
— 17,701 18,229 — 35,930
— 6,610 3,663 (165) 10,108
— 4,417 4,137 — 8,554
— 70,904 32,328 (86) 103,146
— 235,159 244,289 (207) 479,241
— 130,172 (114,735) 165 15,602
17,297 — 1,695 (17,297) 1,695
17,297 130,172 (113,040) (17,132) 17,297
6,715 53,141 (46,490) (6,651) 6,715
$10,582 $ 77,031 $ (66,550) $(10,481) $ 10,582
Three months ended July 31, 2002
H&R Block, Inc. BFC Other Consolidated
(Guarantor) (Issuer) Subsidiaries Elims H&R Block
$ — $310,903 $ 120,566 $ (103) $431,366
— 91,385 118,571 232 210,188
— 14,163 50,699 — 64,862
— 17,726 4,548 — 22,274
— 18,471 17,102 — 35,573
— 4,523 4,817 (154) 9,186
— 3,897 4,569 — 8,466
— 18,000 — — 18,000
— 53,723 26,827 (336) 80,214
— 221,888 227,133 (258) 448,763
— 89,015 (106,567) 155 (17,397)
(15,906) — 1,491 15,906 1,491
(15,906) 89,015 (105,076) 16,061 (15,906)
(6,362) 44,265 (50,688) 6,423 (6,362)
$ (9,544) $ 44,750 $ (54,388) $ 9,638 $ (9,544)
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Condensed Consolidating Balance Sheets

Cash & cash equivalents

Cash & cash equivalents - - restricted

Receivables from customers, brokers
and dealers

Receivables

Intangible assets and goodwill

Investments in subsidiaries

Other assets

Total assets

Accts. payable to customers, brokers
and dealers

Long-term debt

Other liabilities

Net intercompany advances

Stockholders’ equity

Total liabilities and stockholders’
equity

Cash & cash equivalents

Cash & cash equivalents - - restricted

Receivables from customers, brokers
and dealers

Receivables

Intangible assets and goodwill

Investments in subsidiaries

Other assets

Total assets

Accts. payable to customers, brokers
and dealers

Long-term debt

Other liabilities

Net intercompany advances

Stockholders’ equity

Total liabilities and stockholders’
equity

July 31, 2003

H&R Block, Inc. BFC Other Consolidated
(Guarantor) (Issuer) Subsidiaries Elims H&R Block
$ — $ 204,274 $ 470,405 $ — $ 674,679
— 513,057 15,243 — 528,300

— 539,954 — — 539,954

277 140,304 167,954 — 308,535

— 483,766 570,600 — 1,054,366
3,586,085 215 646 (3,586,085) 861
(244) 1,001,569 295,794 1,381 1,298,500
$3,586,118 $2,883,139 $ 1,520,642 $(3,584,704) $4,405,195
I L] I I L]
$ = $ 947,016 — — 947,016
— 747,713 74,792 — 822,505

20,049 326,763 686,179 (968) 1,032,023
1,962,418 (103,452) (1,861,150) 2,184 —
1,603,651 965,099 2,620,821 (3,585,920) 1,603,651
$3,586,118 $2,883,139 $ 1,520,642 $(3,584,704) $4,405,195

April 30, 2003

H&R Block, Inc. BFC Other Consolidated
(Guarantor) (Issuer) Subsidiaries Elims H&R Block
$ — $ 180,181 $ 695,172 $ — $ 875,353
— 420,787 17,455 — 438,242

— 517,037 — — 517,037

168 171,612 231,417 — 403,197

— 491,091 564,989 — 1,056,080
3,546,734 215 1,105 (3,546,734) 1,320
(1,321) 1,019,118 293,930 949 1,312,676
$3,545,581 $2,800,041 $ 1,804,068 $(3,545,785) $4,603,905
I I I I I
$ — $ 862,694 $ = $ — $ 862,694
— 747,550 74,752 — 822,302

2,654 360,125 892,457 (36) 1,255,200
1,879,218 (37,776) (1,841,943) 501 —
1,663,709 867,448 2,678,802 (3,546,250) 1,663,709
$3,545,581 $2,800,041 $ 1,804,068 $(3,545,785) $4,603,905
I L] I I L]
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Condensed Consolidating Statements of Cash Flows

Net cash provided by (used in) operating
activities:

Cash flows from investing:
Purchase of AFS securities
Cash received on residuals
Sales of AFS securities
Purchase property & equipment
Payments for business acq.

Net intercompany advances
Other, net

Net cash provided by (used in) investing
activities

Cash flows from financing:
Dividends paid
Acquisition of treasury shares
Proceeds from issuance of common stock
Net intercompany advances
Other, net

Net cash provided by (used in) financing
activities

Net increase (decrease) in cash
Cash — beginning of period

Cash — end of period

Three months ended July 31, 2003

H&R Block, Inc. BFC Other Consolidated
(Guarantor) (Issuer) Subsidiaries Elims H&R Block
$ 18,703 $ 59,156 $(185,723) $ — $(107,864)
— — (8,192) — (8,192)
— 27,502 — — 27,502
— 2,603 8,582 — 11,185
— (5,350) (7,399) — (12,749)
— — (9,126) — (9,126)
83,200 — — (83,200) —
— 5,858 (3,548) — 2,310
83,200 30,613 (19,683) (83,200) 10,930
(32,362) — — — (32,362)
(83,633) — — — (83,633)
14,092 — — — 14,092
— (65,676) (17,524) 83,200 —
— — (1,837) — (1,837)
(101,903) (65,676) (19,361) 83,200 (103,740)
— 24,093 (224,767) — (200,674)
— 180,181 695,172 — 875,353
$ — $204,274 $ 470,405 $ — $ 674,679
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Net cash provided by (used in) operating
activities

Cash flows from investing:
Purchase of AFS securities
Cash received on residuals
Sales of AFS securities
Purchase property & equipment
Payments for business acq.

Net intercompany advances
Other, net

Net cash provided by (used in) investing
activities

Cash flows from financing:
Repayments of notes payable
Proceeds from notes payable
Dividends paid
Acquisition of treasury shares
Proceeds from issuance of common

stock
Net intercompany advances
Other, net

Net cash provided by (used in) financing
activities

Net increase (decrease) in cash
Cash — beginning of period

Cash — end of period

Three months ended July 31, 2002

H&R Block, Inc. BFC Other Consolidated
(Guarantor) (Issuer) Subsidiaries Elims H&R Block
$ 3,370 $ 65,444 $(250,129) $ — $ (181,315)

— — (7,146) — (7,146)

— 41,309 4,960 — 46,269
— (9,851) (6,480) — (16,331)
— — (75) — (75)
49,528 — — (49,528) —
_ _ (2,437) — (2,437)
49,528 31,458 (11,178) (49,528) 20,280
— (1,962,998) — — (1,962,998)

— 2,119,490 — — 2,119,490
(29,004) — — — (29,004)
(37,108) — — — (37,108)
13,214 — — — 13,214
— (198,633) 149,105 49,528 —

— — (712) — (712)
(52,898) (42,141) 148,393 49,528 102,882
— 54,761 (112,914) — (58,153)

— 197,959 238,186 — 436,145

$ — $ 252,720 $ 125,272 $ — $ 377,992
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL CONDITION
RESULTS OF OPERATIONS

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

H&R Block’s Mission:

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

H&R Block’s Vision:

To be the world’s leading provider of financial services
through tax and accounting based advisory relationships.

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

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

Mortgage Operations: This segment is primarily engaged in the origination of non-prime mortgage loans, the sale and securitization of mortgage assets (which
includes mortgage loans and residual interests), and the servicing of non-prime loans. A key focus of Mortgage Operations is to optimize cash flows from its
operations. The Company believes offering mortgage products to other segments’ clients results in added value to the total client experience.

Business Services: This segment is engaged in providing accounting, tax, consulting, payroll, employee benefits and capital markets services to business clients
and tax, financial and estate planning, wealth management and insurance services to individuals. The Company continues to focus on establishing core service

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

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

International Tax Operations: This segment is primarily engaged in providing local tax return preparation, filing and related services in Canada, Australia and
the United Kingdom. In addition, International Tax Operations includes Overseas operations, which consists of company-owned and franchise offices preparing
tax returns for U.S. citizens living abroad.

The analysis that follows should be read in conjunction with the tables below and the condensed consolidated income statements found on page 2.
Consolidated H&R Block, Inc.

Consolidated H&R Block, Inc. — Three-Month Results

(in 000s, except per share amounts)

Three months ended

July 31, July 31, April 30,
2003 2002 2003

Revenues $ 494,843 $ 431,366 $ 1,918,592
Pretax income (loss) 17,297 (15,906) 842,294
Net income (loss) $ 10,582 $ (9,544) $ 494,642

—— — —
Basic earnings (loss) per share $ 06 $ (.05) $ 2.76
Diluted earnings (loss) per share $ 06 $ (.05) $ 2.71

— — —
Overview
A summary of the Company’s results for the three months ended July 31, 2003 is as follows:
. Net income was $10.6 million, compared to a net loss of $9.5 million in the prior year.
. Revenues grew $63.5 million, or 14.7%, over the prior year primarily due to the Mortgage Operations segment.
. U.S. Tax Operations revenues increased 27.4% primarily due to favorable delinquency rates related to the RAL waiver agreement, while expenses

increased only 6.0%, reflecting effective off-season cost control measures.

. Mortgage originations totaled $5.3 billion, an increase of 57.4% over the prior year and 10.9% over the preceding quarter.
. The Investment Services segment’s pretax loss declined 58.1% due primarily to an $18.0 million goodwill impairment charge recorded in the prior year.
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U.S. Tax Operations

This segment is primarily engaged in providing tax return preparation, filing and related services in the United States. Segment revenues include fees earned for
tax-related services performed at company-owned tax offices, royalties from franchise offices, sales of tax preparation and other software, fees from online tax
preparation, and payments related to refund anticipation loan (RAL) participations.

TaxCut® from H&R Block enables do-it-yourself users to prepare their federal and state tax returns easily and accurately. Several versions of the software are
available to suit the needs of individual users, including TaxCut Standard, TaxCut Deluxe (includes free state and electronic filing), TaxCut Platinum for more
complex returns and TaxCut Home & Business for small business owners. Other personal productivity software packages are also offered, including H&R Block
Deduction Pro, WillPower and Home & Business Attorney.

Clients also have the option of online do-it-yourself tax preparation, online professional tax review, online tax advice and online tax preparation through a tax
professional (whereby the client completes an online tax organizer and sends it to a tax professional for preparation) through the hrblock.com website. The
Company participates in the Free File Alliance, formed in fiscal year 2003. This alliance was created by the industry and the Internal Revenue Service (IRS), and
allows qualified lower-income filers to prepare and file their federal return online at no charge.
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U.S. Tax Operations — Three-Month Results

(in 000s)
Three months ended
July 31, July 31, April 30,
2003 2002 2003

Tax preparation and related fees $ 12,110 $ 11,008 $1,064,045
Royalties 1,036 916 122,990
RAL participation fees — 277 555
RAL waiver fees 4,114 — 106,566
Software sales 260 871 44,220
Online tax services 556 277 22,597
Other 11,599 9,937 38,734
Total revenues 29,675 23,286 1,399,707
I I I
Compensation and benefits 24,291 26,534 363,083
Occupancy and equipment 40,280 37,190 82,755
Depreciation and amortization 7,842 6,138 16,743
Cost of software sales 251 274 8,149
Supplies, freight and postage 1,210 1,548 20,373
Legal 3,782 2,358 11,051
Other 14,089 10,524 56,716

Allocated corporate and shared costs:
Information technology 19,655 15,702 21,163
Marketing 2,749 5,069 38,740
Finance 3,555 4,208 7,867
Supply 2,084 2,301 2,090
Other 4,591 5,470 11,707
Total expenses 124,379 117,316 640,437
Pretax income (loss) $(94,704) $(94,030) $ 759,270
I I L]

Three months ended July 31, 2003 compared to July 31, 2002

U.S. Tax Operations’ revenues increased $6.4 million, or 27.4%, for the three months ended July 31, 2003, compared to the three months ended July 31, 2002.
Tax preparation and related fees increased $1.1 million, or 10.0%, for the three months ended July 31, 2003. This increase is primarily due to an 8.5% increase in
the average charge, net of discounts, offset by a 2.7% decrease in tax returns prepared. The net average charge increased to $156.88 in the current quarter
compared to $144.62 last year. Average charge is calculated as tax preparation and filing fees, less discounts if applicable, divided by the number of clients
served. Tax returns prepared in company-owned offices during the current quarter were 87 thousand, compared to 89 thousand in the prior year.

Tax returns prepared at franchise offices increased by 2.6%, resulting in an increase in royalty income of 13.2%.
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During fiscal year 2003, the Company entered into an agreement with Household Tax Masters, Inc. (Household), whereby the Company waived its right to
purchase any participation interests in and receive license fees for RALs during the period January 1 through April 30, 2003. In consideration for waiving these
rights the Company received a series of payments from Household in fiscal year 2003, subject to certain adjustments in fiscal year 2004 based on delinquency
rates. At July 31, 2003 the Company recorded additional revenues of $4.1 million based on actual delinquency rates through July 31, 2003. The waiver agreement
with Household was a one-year agreement. The final payment is expected to be received in January 2004, based on delinquency rates as of December 31, 2003.

Other revenues for the three months ended July 31, 2003 increased $1.7 million, or 16.7%, principally due to revenues of $8.7 million related to Peace of Mind
guarantees.

Total expenses for the three months ended July 31, 2003 were $124.4 million, up $7.1 million, or 6.0%, from the prior year. Occupancy and equipment costs
increased $3.1 million due primarily to a 4.9% increase in the number of offices under lease and a 5.6% increase in average rents paid. Depreciation and
amortization expenses increased in conjunction with additional equipment purchased during the preceding year. Other expenses in the current quarter increased
$3.6 million over last year. The increase was primarily due to $3.1 million of interest accretion related to a legal settlement. Information technology expenses
increased $4.0 million, or 25.2%, for the quarter ended July 31, 2003, primarily due to additional technology projects initiated. Offsetting these increases,
compensation and benefits declined $2.2 million, or 8.5%, due to better management of off-season labor costs.

The pretax loss of $94.7 million for the three months ended July 31, 2003, represents a 0.7% increase over the prior year loss of $94.0 million.

Due to the seasonal nature of this segment’s business, operating results for the three months ended July 31, 2003 are not comparable to the three months ended
April 30, 2003 and are not indicative of the expected results for the entire fiscal year.

Mortgage Operations

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

Substantially all non-prime mortgage loans originated are sold daily to qualifying special purpose entities (Trusts). The Company removes the mortgage loans
from its balance sheet and records the gain on the sale, cash and a receivable which represents the ultimate expected outcome from the disposition of the loans by
the Trusts. See discussion of an exposure draft in note 13 related to the Company’s off-balance sheet arrangements. The Trusts, as directed by the third-party
beneficial interest holders, either sell the loans directly to third-party investors or back to the Company to pool the loans for securitization, depending on market
conditions. In a securitization transaction, the Trusts transfer the loans to a special purpose entity, which is a consolidated
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subsidiary of the Company and the Company simultaneously transfers the loans and its receivable, and the right to receive all payments on the loans, to a
securitization trust. The securitization trust meets the definition of a qualifying special purpose entity (QSPE) and is therefore not consolidated by the Company.
The securitization trust issues bonds, which are supported by cash flows from the pooled loans, to third-party investors. The Company retains an interest in the
loans in the form of a residual interest (including overcollateralization (OC) accounts and uncertificated interests) and usually assumes first risk of loss for credit
losses in the loan pool. As the cash flows of the underlying loans and market conditions change, the value of the Company’s residual interests may also change,
resulting in either additional unrealized gains or impairment of the residual interests.

To accelerate cash flows from its residual interests, the Company securitizes the majority of its residual interests in net interest margin (NIM) transactions. In a
NIM transaction, residual interests are transferred to another QSPE (NIM trust), which then issues bonds to third-party investors. Proceeds from the bonds are
returned to the Company as payment for the residual interests. The bonds are secured by pooled residual interests and are obligations of the NIM trust. The
Company retains a subordinated interest in the NIM trust, and receives cash flows on its residual interest generally after the bonds issued to the third-party
investors are paid in full. Residual interests retained from NIM securitizations may also be bundled and sold in a subsequent securitization.

Substantially all non-prime loans originated and subsequently sold or securitized are transferred with servicing rights retained. Servicing activities include
processing of mortgage loan payments and the administration of mortgage loans, with loan servicing fees received monthly over the life of the mortgage loans.
The Company has traditionally received a servicing fee of 50 basis points per annum on the outstanding principal balance of loans sold or securitized, as well as
the right to receive certain ancillary income including, but not limited to, late fees and prepayment penalties. In recent transactions, step-servicing fee structures
have been implemented. The purpose of step-servicing is to better match the stream of incoming servicing revenues against the related servicing expenses.
Generally, the cost to service a pool of loans is lower immediately after origination and increases as the related loan pool ages. Recent step-servicing fee
structures provide the company with a servicing fee of 30 basis points per annum for the first 10 months of servicing, 40 basis points per annum for the next

20 months of servicing, 65 basis points per annum for the next 18 months and 80 basis points for the remainder of the servicing term.

Prime mortgage loans are sold in whole loan sales, servicing rights released, to third-party buyers.

-29-




Table of Contents

Mortgage Operations — Three-Month Operating Statistics

(dollars in 000s)

Number of loans originated:
Wholesale (non-prime)
Retail: Prime
Non-prime

Total

Volume of loans originated:
Wholesale (non-prime)
Retail:Prime
Non-prime

Total

Loan sales:
Loans originated and sold
Loans acquired and sold

Total

Weighted average FICO score®

Execution price — Net gain on sale()
Loans originated and sold
Loans acquired and sold

Total

Weighted average interest rate for borrowers(®
Weighted average loan-to-value®

Three months ended

July 31,

2003

28,494
4,005
3,004

35,503

$4,405,224
540,326
365,331

$5,310,881

$5,301,341

$5,301,341

607

4.42%

4.42%
7.54%
78.3%

July 31, April 30,
2002 2003
20,774 26,126

1,899 3,813
2,379 2,566
25,052 32,505
I I
$2,837,060 $3,981,480

254,039 503,130

282,290 305,841

$3,373,389 $4,790,451
L] I
$3,357,730 $4,813,187

633,953 —

$3,991,683 $4,813,187
598 605
4.88% 4.37%
.18% —
4.14% 4.37%
8.83% 7.77%
79.1% 78.1%

(1) Defined as total premium received divided by total balance of loans delivered (excluding mortgage servicing rights).

(2) Represents non-prime production.
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Mortgage Operations — Three-Month Operating Results
(in 000s)

Three months ended

July 31, July 31, April 30,
2003 2002 2003
Components of gains on sales:

Gains on sales of mortgage assets $203,382 $165,438 $201,114
Impairment of residual interests (10,743) (20,430) (28,522)

Total gains on sales 192,639 145,008 172,592

Loan servicing revenue 48,317 38,950 44,704
Accretion income 34,063 38,761 32,019
Interest income 27,274 26,837 28,092
Other 602 750 1,128
Total revenues 302,895 250,306 278,535

I I I

Compensation and benefits 65,483 52,969 72,209
Servicing and processing 25,251 15,021 22,816
Occupancy and equipment 11,558 7,574 13,702
Bad debt expense 9,514 5,821 6,349
Other 27,260 21,836 32,580
Total expenses 139,066 103,221 147,656

Pretax income $163,829 $147,085 $130,879
I I I

Three months ended July 31, 2003 compared to July 31, 2002

Mortgage Operations’ revenues increased $52.6 million, or 21.0%, for the three months ended July 31, 2003 compared to the prior year quarter. Revenue
increased primarily as a result of higher production volumes.

The following table summarizes the key drivers of gains on sales of mortgage loans:
(dollars in 000s)

Three months ended July 31,

2003 2002
Number of sales associates 2,330 1,906
Total number of applications 62,544 47,635
Closing ratio® 56.8% 52.6%
Total number of originations 35,503 25,052
Average loan size $ 150 $ 135
Total originations $5,310,881 $3,373,389
Non-prime / prime ratio 88:1 123:1
Commitments to fund loans $2,900,917 $1,675,807
Loan sales $5,301,341 $3,991,683
Gains on sales $ 203,382 $ 165,438
Execution price — net gain on sale® 4.42% 4.14%

(1) Percentage of loans funded divided by total applications.
(2) Defined as total premium received divided by total balance of loans delivered (excluding mortgage servicing rights).
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Gains on sales of mortgage loans and related assets increased $37.9 million for the three months ended July 31, 2003. The increase over last year is a result of a
significant increase in loan origination volume, partially offset by a decrease in loan sale execution pricing. During the first quarter, the Company originated
$5.3 billion in mortgage loans compared to $3.4 billion last year, an increase of 57.4%. The execution price on mortgage loans originated and sold decreased to
4.42% for the current quarter compared to 4.88% last year, primarily as a result of a decrease in the average interest rate during the period.

Impairments of residual interests in securitizations of $10.7 million were recognized in the current period, due to a decline in value of older residuals based on
loan performance. Impairments of residuals for the three months ended July 31, 2002 totaled $20.4 million.

The following table summarizes the key drivers of loan servicing revenues:
(dollars in 000s)

Three months ended July 31,

2003 2002
Number of loans serviced 261,344 232,737
Average servicing portfolio $32,757,225 $25,828,555
Average delinquency rate 6.60% 6.64%
Value of MSRs $ 106,056 $ 90,589

Loan servicing revenues increased $9.4 million, or 24.0%, this year. The increase reflects a higher loan servicing portfolio. The average servicing portfolio for the
three-month period ended July 31, 2003 increased $6.9 billion, or 26.8%, to $32.8 billion.

Total accretion of residual interests of $34.1 million for the three months ended July 31, 2003 represents a decrease of $4.7 million from prior year accretion of
$38.8 million. This decline is due to a lower average balance of related residuals, resulting from the sale of previously securitized residual interests (NIM
residuals) during the third quarter of fiscal year 2003.

During the first quarter of fiscal year 2004, the Company’s residual interests continued to perform better than expected in the Company’s valuation models,
primarily due to sustained low interest rates and more favorable trends in prepayment and loss rates. As a result of these items, the Company recorded pretax
mark-to-market write-up adjustments, which increased the fair value of its residual interests $57.5 million during the quarter. These write-ups were recorded, net
of write-downs of $3.9 million and deferred taxes of $20.4 million, in other comprehensive income and will be accreted into income throughout the remaining life
of those residual interests. Future changes in interest rates or other assumptions could cause additional adjustments to the fair value of the residual interests and
could cause changes to the accretion of these residual interests in future periods. Additionally, sales of NIM residual interests would result in decreases to
accretion income in future periods.

Interest income increased slightly for the quarter ended July 31, 2003, due to the average balance on loans held by the Trusts increasing to $2.0 billion from
$1.4 billion in the prior-year quarter. This increase was offset by lower interest margin earned. Interest margin is the difference
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between the rate on the underlying loans and the financing costs of the Trusts. The interest margin decreased to 5.51% during the three months ended July 31,
2003, from 6.40% a year ago.

Total expenses for the three months ended July 31, 2003, increased $35.8 million, or 34.7% over the year-ago quarter. This increase is primarily due to

$12.5 million in increased compensation and benefits as a result a 22.2% increase in employees needed to support higher loan production volumes. Servicing and
processing expenses increased by $10.2 million as a result of a higher average servicing portfolio during the three months ended July 31, 2003. Occupancy and
equipment charges increased $4.0 million due to additional branch offices opened in the prior fiscal year, the opening of a second servicing center and additional
administrative office space. Bad debt expense increased $3.7 million, or 63.4%, primarily as a result of the 57.4% increase in loan production volumes. Other
expenses increased by $5.4 million to $27.3 million for the current quarter, primarily due to $2.4 million in increased marketing expenses.

Pretax income increased $16.7 million to $163.8 million for the three months ended July 31, 2003.

Market interest rates have recently begun to increase after a sustained period of declining rates. In a rising interest rate environment the Company expects its
margins will narrow from their historically high levels. As such, growth in pretax income for the mortgage operations segment is expected to be more moderate or
perhaps decline from results (excluding a $130.9 million gain on sale of NIM residual interests) for the fiscal year ended April 30, 2003.

Three months ended July 31, 2003 compared to April 30, 2003

Mortgage Operations’ revenues increased $24.4 million, or 8.7%, for the three months ended July 31, 2003, compared to the preceding quarter.

The following table summarizes the key drivers of gains on sales of mortgage loans:

(dollars in 000s)

Three months ended

July 31, 2003 April 30, 2003
Number of sales associates 2,330 2,228
Total number of applications 62,544 59,904
Closing ratio (1) 56.8% 54.3%
Total number of originations 35,503 32,505
Average loan size $ 150 $ 147
Total originations $5,310,881 $4,790,451
Non-prime / prime ratio 8.8:1 85:1
Commitments to fund loans $2,900,917 $2,614,500
Loan sales $5,301,341 $4,813,187
Gains on sales $ 203,382 $ 201,114
Execution price — net gain on sale (2) 4.42% 4.37%

(€)) Percentage of loans funded divided by total applications.
2 Defined as total premium received divided by total balance of loans delivered (excluding mortgage servicing rights).
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Gains on sales of mortgage loans and related assets for both wholesale and retail increased $2.3 million to $203.4 million for the current quarter. This increase
from the preceding quarter is primarily a result of a 10.9% increase in loans originated, and to a lesser extent, an increase in execution price on loan sales. The
execution price on loan sales for the quarter increased to 4.42% from 4.37% for the three months ended April 30, 2003.

Impairments of residual interests in securitizations of $10.7 million were recognized during the first quarter, due to a decline in value of older residuals based on
loan performance. Impairments of residuals for the three months ended April 30, 2003 totaled $28.5 million.

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

(dollars in 000s)

Three months ended

July 31, 2003 April 30, 2003
Number of loans serviced 261,344 246,463
Average servicing portfolio $32,757,225 $29,987,501
Average delinquency rate 6.60% 7.01%
Value of MSRs $ 106,056 $ 99,265

Loan servicing revenues increased $3.6 million, or 8.1%, compared to the fourth quarter of fiscal year 2003. The increase reflects a higher loan-servicing
portfolio. The average servicing portfolio for the three months ended July 31, 2003 increased $2.8 billion, or 9.3%, to $32.8 billion.

Accretion of residual interests of $34.1 million represents an increase of 6.4% from the preceding quarter accretion of $32.0 million, due to write-ups taken
during the fourth quarter of fiscal year 2003.

Total expenses decreased $8.6 million, or 5.8%, primarily due to a decline in compensation and benefit costs. The decline is the result of a higher profit sharing
accrual in the fourth quarter of fiscal year 2003 associated with the segment’s performance in the previous year.

Pretax income increased $33.0 million, or 25.2%, for the three months ended July 31, 2003 compared to the preceding quarter.

Business Services

This segment is engaged in providing accounting, tax, consulting, payroll, employee benefits and capital markets services to business clients and tax, financial
and estate planning, wealth management and insurance services to individuals. Business Services provides accounting, payroll and human resources services to

McGladrey & Pullen LLP (M&P) in exchange for a management fee. The Company also has commitments to fund M&P’s operations.
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A substantial portion of Business Services’ business is generated by one-time projects or extended services. The uncertainty surrounding the current business
environment has caused clients to delay making strategic decisions and spending money on discretionary projects. This uncertainty has adversely affected growth
in consulting services and, to a lesser extent, tax services.

Business Services — Three-Month Results

(in 000s)
Three months ended
July 31, July 31, April 30,
2003 2002 2003

Traditional accounting $ 45,096 $49,922 $ 98,772

Business consulting 21,575 21,738 21,537

Capital markets 16,630 9,918 6,233

Other 15,198 13,736 13,660

Total revenues 98,499 95,314 140,202

I I I

Compensation and benefits 70,285 69,074 92,503

Occupancy and equipment 6,066 4,502 6,027

Depreciation and amortization 5,496 5,735 6,078

Marketing and advertising 2,195 1,490 2,951

Bad debt expense 1,361 889 2,887

Goodwill impairment — — 11,777

Other 19,775 17,897 19,842

Total expenses 105,178 99,587 142,065
Pretax loss $ (6,679) $(4,273) $ (1,863)

Three months ended July 31, 2003 compared to July 31, 2002

Business Services’ revenues for the three months ended July 31, 2003 increased $3.2 million, or 3.3%, from the prior year. This increase was primarily due to a
$6.7 million increase in capital markets revenues, resulting from a higher number of business valuation projects delivered. This increase was partially offset by a
decline in traditional accounting revenues. The current economic recession and a continuing cautious business environment have contributed to weakness in the
segment’s traditional accounting and business consulting services.

Total expenses increased $5.6 million, or 5.6%, for the three months ended July 31, 2003 compared to the prior year. Occupancy and equipment costs increased
$1.6 million and compensation and benefits costs increased $1.2 million, primarily as a result of the payroll processing and capital markets businesses.
Additionally, costs for seminars and workshops increased $1.0 million, as comparable costs were incurred during the second quarter in the prior year.

The pretax loss for the three months ended July 31, 2003 was $6.7 million compared to a loss of $4.3 million in the prior year.

Due to the seasonal nature of this segment’s business, operating results for the three months ended July 31, 2003 are not comparable to the three months ended
April 30, 2003 and are not indicative of the expected results for the entire fiscal year.
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Investment Services

This segment is primarily engaged in offering investment services and securities products through H&R Block Financial Advisors, Inc. (HRBFA), a full-service
securities broker-dealer. Products and services offered to Investment Services’ customers include: equities, annuities, fixed income products, mutual funds,
margin accounts, money market funds with sweep provisions for settlement of customer transactions, checking privileges, account access/review via the internet,
online trading, fee-based accounts, individual retirement accounts, dividend reinvestment and option accounts, equity research and focus lists, model portfolios,
asset allocation strategies, economic commentaries and other investment tools and information. In addition, clients of the Company’s U.S. Tax Operations
segment are given the opportunity to open an Express IRA through HRBFA as a part of the income tax return preparation process.

Key to the future success of the Investment Services segment is retention of its financial advisors and recruitment of new advisors. One of the Company’s key
initiatives is to build revenues through the addition of experienced financial advisors. Forty new advisors were recruited during the first quarter, which was offset
by attrition of primarily less experienced advisors. The retention and recruitment of experienced advisors will continue to be a key initiative during the remainder
of fiscal year 2004.
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Investment Services — Three-Month Operating Statistics

Three months ended

July 31, July 31, April 30,
2003 2002 2003
Customer trades (1) 363,053 374,250 244,843
Customer daily average trades 5,339 5,940 4,221
Average revenue per trade (2) $ 126.46 $ 118.92 $ 128.89
Number of active accounts 755,643 730,985 752,903
Average trades per active account per quarter 0.48 0.51 0.33
Average trades per active account per year (annualized) 1.92 2.05 1.30
Ending balance of assets under administration (billions) $ 243 $ 213 $ 223
Average assets per active account $ 32,114 $ 29,116 $ 29,616
Ending margin balances (millions) $ 517 $ 651 $ 486
Ending customer payables balances (millions) $ 923 $ 793 $ 848
Number of advisors 1,001 1,076 1,071
Included in the numbers above are the following relating to fee-based
accounts:
Customer accounts 4,894 3,917 4,680
Average revenue per account $ 1,701 $ 1,624 $ 1,577
Ending balance of assets under administration (millions) $ 916 $ 647 $ 789
Average assets per active account $187,064 $165,275 $168,522

(@8 Includes both trades on which commissions are earned (“commissionable trades”) and trades for which no commission is earned (“fee-based trades™).
2) Calculated as total commissions divided by commissionable trades.
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Investment Services — Three-Month Operating Results

(in 000s)
Three months ended
July 31, July 31, April 30,
2003 2002 2003

Transactional revenue $ 25,985 $ 28,959 $ 18,446
Annuitized revenue 12,476 9,339 10,864
Production revenue 38,461 38,298 29,310
Other revenue 9,996 9,169 7,288
Non-interest revenue 48,457 47,467 36,598
Margin interest revenue 8,530 11,196 7,459
Less: interest expense 610 1,691 608
Net interest revenue 7,920 9,505 6,851
Total revenues (1) 56,377 56,972 43,449
N I N

Commissions 12,441 11,380 10,107
Other variable expenses 1,201 548 1,523
Total variable expenses 13,642 11,928 11,630

Gross profit 42,735 45,044 31,819
Compensation and benefits 22,430 23,851 23,657
Occupancy and equipment 7,221 6,622 8,677
Depreciation and amortization 11,591 12,701 12,139
Impairment of goodwill — 18,000 —
Other 11,469 13,699 18,399
Allocated corporate and shared costs 3,781 2,968 4,751
Total fixed expenses 56,492 77,841 67,623
Pretax loss $(13,757) $(32,797) $(35,804)

(@))] Total revenues, less interest expense.
Three months ended July 31, 2003 compared to July 31, 2002

Investment Services’ revenues, net of interest expense, for the three months ended July 31, 2003 declined $0.6 million, or 1.0%, compared to the prior year. The
decrease is primarily due to lower net interest revenue.

Transactional revenue, which is based on transaction or trade quantities, declined $3.0 million, or 10.3%, from the prior year due to the decline in trading activity.
Annuitized revenues, which are based on customer assets rather than transactions, increased $3.1 million, or 33.6%, due to additional underwriting fees
recognized in the current quarter and increased sales of annuities and mutual funds.

Margin interest revenue declined 23.8% from the prior year to $8.5 million, which is primarily a result of a 20.6% decline in margin balances and, to a lesser
extent, lower interest rates. Margin balances have declined from an average of $721.0 million for the three months ended July 31, 2002 to $501.1 million in the

current period, due to weak investor confidence. Accordingly,
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interest expense for the first quarter of fiscal year 2004 declined 63.9% to $0.6 million compared to $1.7 million in the first quarter of fiscal year 2003.

Total expenses decreased $19.6 million, or 21.9%, to $70.1 million primarily as a result of the $18.0 million goodwill impairment charge recorded in the prior
year. Other expenses decreased primarily as a result of consulting fees incurred in the prior year related to the conversion to a new back-office system.

The pretax loss for Investment Services for the first quarter of fiscal year 2004 was $13.8 million compared to the prior year loss of $32.8 million.
Three months ended July 31, 2003 compared to April 30, 2003

Investment Services’ revenues, net of interest expense, for the three months ended July 31, 2003 improved $12.9 million, or 29.8%, compared to the preceding
quarter.

Production revenues increased $9.2 million, or 31.2%, primarily due to increased trading activity in the current quarter. Underwriting revenues, which are
included in annuitized revenues, also increased $1.9 million over the preceding quarter. These increases are primarily a result of poor production in the fourth

quarter of fiscal year 2003 due to economic conditions and equity market trends.

Margin interest revenue rose $1.1 million, or 14.4%, to $8.5 million for the quarter ended July 31, 2003. The increase in margin interest revenue is due to six
additional days in the current quarter and higher average yield on margin balances.

Total expenses decreased $9.1 million from the preceding quarter. The $6.9 million decrease in other expenses is primarily due to a decline of $1.2 million in
purchased services and a $1.1 million decline in seminars and workshops, both relating to higher costs in the preceding quarter from the development of training
programs to support the broader sales approach. In addition, consulting fees declined $1.2 million and marketing costs decreased $0.9 million.

The pretax loss for the Investment Services segment was $13.8 million, 61.6% better than the fourth quarter of fiscal year 2003.

International Tax Operations

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

returns for U.S. citizens living abroad. This segment served 2.3 million taxpayers in fiscal year 2003.

Tax-related service revenues include fees from company-owned tax offices and royalties from franchise offices. The Canadian tax season is from January to April,
the Australian tax season is from July to October and the United Kingdom’s tax season is from August to March.
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Operations in this segment of the Company are transacted in the local currencies of the countries in which it operates, therefore the results can be affected by the
translation into U.S. dollars. The weakening of the U.S. dollar during the quarter had the impact of increasing reported revenues and losses.

International Tax Operations — Three-Month Results

(in 000s)
Three months ended
July 31, July 31, April 30,
2003 2002 2003
Revenues:
Canada $ 3,766 $ 2,805 $50,275
Australia 1,123 892 1,657
United Kingdom 319 313 245
Overseas 251 273 4,517
Total revenues 5,459 4,283 56,694
I I I
Pretax income (loss):
Canada (3,695) (4,230) 22,737
Australia (2,010) (1,579) (892)
United Kingdom (189) (138) (389)
Overseas (78) 97) 2,373
Allocated corporate and shared costs (436) (407) (929)
Pretax income (loss) $(6,408) $(6,451) $22,900

Three months ended July 31, 2003 compared to July 31, 2002

International Tax Operations’ revenues for the three months ended July 31, 2003 increased $1.2 million, or 27.5%, compared to the three months ended July 31,
2002. This improvement is primarily due to results in Canada, where tax returns prepared in the current quarter increased 4.2% compared to the prior year and the
average charge per return increased 7.2%. Australian revenues also improved, due to increases of 17.8% and 1.8% in the number of off-season returns and
average charge per return, respectively.

The pretax loss of $6.4 million for the quarter ended July 31, 2003, was nearly flat compared to the loss recorded in the first quarter last year. While results in
Canada improved as a result of cost containment measures, results in Australia declined due to increased off-season costs and unfavorable exchange rates.

Due to the seasonal nature of this segment’s business, operating results for the three months ended July 31, 2003 are not comparable to the three months ended
April 30, 2003 and are not indicative of the expected results for the entire fiscal year.
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Corporate Operations

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

Corporate Operations — Three-Month Results

(in 000s)
Three months ended
July 31, July 31, April 30,
2003 2002 2003
Operating revenues $ 2,728 $ 738 $ 2,311
Eliminations (1,400) (1,224) (2,914)
Total revenues 1,328 (486) (603)
I I I
Corporate expenses:
Compensation and benefits 3,069 4,161 3,690
Interest expense:
Interest on acquisition debt 17,672 18,773 17,776
Other interest 175 223 49
Marketing and advertising (76) 147 2,423
Other 6,845 3,935 12,693
27,685 27,239 36,631
Support departments:
Information technology 23,213 18,931 26,633
Marketing 2,664 4,639 38,623
Finance 6,899 6,112 9,297
Other 10,823 10,830 16,676
43,599 40,512 91,229
Allocation of corporate and shared costs (43,777) (41,713) (94,365)
Investment income, net 1,195 1,084 1,010
Pretax loss $(24,984) $(25,440) $(33,088)

Three months ended July 31, 2003 compared to July 31, 2002

Revenues increased $1.8 million as a result of a write-down of investments at the Company’s captive insurance subsidiary in the prior year.

Corporate expenses remained relatively flat over the prior year. The decrease in interest expense on acquisition debt is attributable to lower financing costs and a
$39.8 million payment on acquisition debt in August 2002. Other expenses increased as a result of additional consulting fees of $1.2 million related to long-term

space planning, coupled with additional increases in insurance costs and audit and legal fees.
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Information technology department expenses increased $4.3 million, or 22.6%, primarily due to an increase in headcount and related facilities. Marketing
department expenses decreased primarily due to the shifting of certain projects into the second quarter of fiscal year 2004.

The pretax loss was $25.0 million, compared with last year’s first quarter loss of $25.4 million.

Due to the nature of this segment, the three months ended July 31, 2003 are not comparable to the three months ended April 30, 2003 and are not indicative of the
expected results for the entire fiscal year.
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FINANCIAL CONDITION

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

The Company’s liquidity needs are met primarily through a combination of operating cash flows, commercial paper (CP) issuance and off-balance sheet financing
arrangements.

OPERATING CASH FLOWS & LIQUIDITY BY SEGMENT
Operating cash requirements totaled $107.9 million and $181.3 million for the three months ended July 31, 2003 and 2002, respectively. A condensed

consolidating statement of cash flows by segment for the three months ended July 31, 2003 follows. Generally, interest is not charged on intercompany activities
between segments.

U.S. Tax Mortgage Business Investment International Corporate Consolidated
Operations Operations Services Services Tax Operations Operations H&R Block
Cash provided by (used in):
Operations $(149,288) $106,648 $ 14,074 $(46,788) $ 11,730 $ (44,240) $(107,864)
Investing (9,632) 23,188 250 1,383 (857) (3,402) 10,930
Financing — — (313) — (53) (103,374) (103,740)
Net intercompany 185,460 (98,847) (10,225) 36,511 (10,099) (102,800) —

Net intercompany activities are excluded from the investing and financing activities within the segment cash flows. The Company believes that by excluding the
intercompany activities, the cash flows by segment more clearly depicts the cash generated and used by each segment. Had the intercompany activities been
included, those segments in a net lending situation would have been included in investing activities, and those in a net borrowing situation would have been
included in financing activities.

U.S. Tax Operations: U.S. Tax Operations has historically been the largest provider of annual operating cash flows to the Company. This segment generally
operates at a loss during the first two quarters of the fiscal year due to off-season costs and preparation activities for the upcoming tax season. The seasonal nature
of U.S. Tax Operations generally results in a large positive operating cash flow in the fourth quarter. U.S. Tax Operations had total cash requirements of

$158.9 million for the quarter ended July 31, 2003.

Mortgage Operations: This segment generates cash as a result of loan sales and securitizations, NIM transactions, sales of NIM residual interests and as its
residual interests mature. Mortgage Operations generated $106.6 million in cash from operating activities primarily from the sale and securitization of mortgage

loans. This segment also generated $23.2 million in cash from investing activities primarily from cash received on residual interests.

Gains on sales of mortgage loans and related assets totaled $192.6 million, of which 107% was received as cash. The cash was recorded as either operating or
investing activities, depending on the asset sold.
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Gains on sales of mortgage assets consist of the following:

Three months ended

July 31, July 31,
2003 2002
Gains on whole loans sold by the Trusts $154,415 $ 85,619
Gains on loans securitized 98,649 83,625
Net change in receivable from the Trusts (25,353) 12,639
Gains on retained mortgage servicing rights 24,482 14,014
Net change in fair value of rate-lock commitments (2,649) 2,259
Impairments to fair value of residual interests (10,743) (20,430)
Origination expenses (46,162) (32,718)
$192,639 $145,008
I I
Percent of gains received as cash 107% 94%

Cash received on residual interests in securitizations totaled $27,502 and $41,309 for the three months ended July 31, 2003 and 2002, respectively.

The mortgage segment regularly sells loans as a source of liquidity for its prime and non-prime mortgages. Whole loan sales to the Trusts through July 31, 2003
were $5.3 billion compared with $4.0 billion for the same period in fiscal year 2003. Additionally, Block Financial Corporation (BFC) provides the mortgage
segment a $150 million line of credit for working capital needs.

In order to finance its prime originations, the Company utilizes a warehouse facility with current capacity up to $100 million. This facility bears interest at one-
month LIBOR plus 54 to 140 basis points. This annual facility is currently in the final stage of renegotiation, during which time the original maturity has been
extended on a month-to-month basis. Under the terms of the renewed facility, the capacity will be reduced to $50 million and the facility will bear interest at one-
month LIBOR plus 64 to 175 basis points. All new terms have been agreed to in principle and, as such, the Company began operating under the new terms
beginning August 1, 2003. As of July 31, 2003, the balance outstanding under this facility was $16.7 million and is included in accounts payable, accrued
expenses and other in the condensed consolidated balance sheets.

Management believes the sources of liquidity available to the Mortgage Operations segment are predictable and sufficient for its needs. Risks to the stability of
these sources include external events impacting the asset-backed securities market. The liquidity available from the NIM transactions is also subject to external
events impacting this market. These external events include, but are not limited to, adverse changes in the perception of the non-prime industry or in the
regulation of non-prime lending and, to a lesser degree, reduction in the availability of third parties that provide credit enhancement. Performance of the
securitizations will also impact the segment’s future participation in these markets. The three warehouse facilities used by the Trusts are subject to annual
renewal, each at a different time during the year, in April, October and December and any of the above events could lead to difficulty in renewing the lines. These
risks
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are mitigated by the availability of whole loan sales and financing provided by the Company, and to a lesser extent, by staggered renewal dates related to these
lines.

Business Services: Business Services funding requirements are largely related to working capital needs. Funding is available from the Company sufficient to
cover these needs. This segment generated $14.1 million in cash from operating activities primarily related to the collections of receivables in the first quarter of
fiscal year 2004.

Investment Services: Investment Services used $46.8 million in cash from operating activities during the quarter.

Investment Services, through HRBFA, is subject to regulatory requirements intended to ensure the general financial soundness and liquidity of broker-dealers.
HRBFA is required to maintain minimum net capital as defined under Rule 15c3-1 of the Securities Exchange Act of 1934 and complies with the alternative
capital requirement, which requires a broker-dealer to maintain net capital equal to the greater of $1 million or 2% of the combined aggregate debit balances
arising from customer transactions. The net capital rule also provides that equity capital may not be withdrawn or cash dividends paid if resulting net capital
would be less than the greater of 5% of combined aggregate debit items or $1 million. As of July 31, 2003, HRBFA’s net capital of $118.4 million, which was
20.3% of aggregate debit items, exceeded its minimum required net capital of $11.7 million by $106.7 million.

To manage short-term liquidity, HRBFA maintains a $300 million unsecured credit facility with BFC, its indirect corporate parent. Additionally, HRBFA
maintains a $125 million line of credit with a financial institution. As of July 31, 2003 there were no outstanding balances on these facilities.

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

Securities borrowed and securities loaned transactions are generally reported as collateralized financings. These transactions require the Company to deposit cash
and/or collateral with the lender. Securities loaned consist of securities owned by customers, which were purchased on margin. When loaning securities, the
Company receives cash collateral approximately equal to the value of the securities loaned. The amount of cash collateral is adjusted, as required, for market
fluctuations in the value of the securities loaned. Interest rates paid on the cash collateral fluctuate as short-term interest rates change.

To satisfy the margin deposit requirement of client option transactions with the Options Clearing Corporation (OCC), Investment Services pledges customers’
margined securities. Pledged securities as of July 31, 2003 totaled $53.9 million, an excess of $3.0 million over the margin requirement.
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Management believes the funding sources for Investment Services are stable. Liquidity risk within this segment is primarily limited to maintaining sufficient
capital levels to obtain securities lending liquidity to support margin borrowing by customers.

International Tax Operations: International Tax Operations provided $11.7 million in operating activities during the quarter primarily from collections of
receivables from Revenue Canada related to its discounted return program.

International Tax Operations are generally self-funded. Cash balances are held in Canada, Australia and the United Kingdom independently in local currencies.
H&R Block Canada has a commercial paper program up to $125 million (Canadian). At July 31, 2003, there was no commercial paper outstanding.

CAPITAL RESOURCES

Cash used in operating activities totaled $107.9 million for the three months ended July 31, 2003, compared with $181.3 million for the three months ended
July 31, 2002.

Cash expenditures during the three months ended July 31, 2003 relating to investing and financing activities include the purchase of property and equipment
($12.7 million), payment of dividends ($32.4 million) and the acquisition of treasury shares ($83.6 million).

Cash and cash equivalents — restricted totaled $528.3 million at July 31, 2003. HRBFA held $506.8 million of this total segregated in a special reserve account
for the exclusive benefit of customers pursuant to Rule 15¢3-3 of the Securities Exchange Act of 1934. Restricted cash held by Mortgage Operations totaled
$6.2 million at July 31, 2003 as a result of cash held for outstanding commitments to fund mortgage loans. Restricted cash of $15.2 million at July 31, 2003 held
by Business Services is related to funds held to pay payroll taxes on behalf of its clients.

Working capital decreased to $781.0 million at July 31, 2003 from $850.2 million at April 30, 2003. A large portion of tax return preparation occurs in the fourth
quarter and has the effect of increasing certain assets and liabilities during the fourth quarter, including cash and cash equivalents, receivables, accrued salaries,
wages and payroll taxes and accrued taxes on income.

On September 12, 2001, the Company’s Board of Directors authorized the repurchase of 15 million shares of common stock. On June 11, 2003 the Company’s
Board of Directors approved an authorization to repurchase up to 20 million additional shares of its common stock. During the first quarter of fiscal year 2004,
the Company repurchased 1.9 million shares pursuant to these authorizations at an aggregate price of $82.8 million, or an average price of $43.82 per share. There
are approximately 20.0 million shares remaining under these authorizations at July 31, 2003. The Company plans to continue to purchase its shares on the open
market in accordance with this authorization, subject to various factors including the price of the stock, the ability to maintain progress toward a capital structure
that will support a single A rating, the
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availability of excess cash, the ability to maintain liquidity and financial flexibility, compliance with securities laws and other investment opportunities available.
OFF-BALANCE SHEET FINANCING ARRANGEMENTS

The Company has commitments to fund mortgage loans in its pipeline of $2.9 billion at July 31, 2003, subject to contract verification. External market forces
impact the probability of loan commitments being closed, and therefore, total commitments outstanding do not necessarily represent future cash requirements. If
the loan commitments are exercised, they will be funded through the Company’s off-balance sheet arrangements.

For the three months ended July 31, 2003, the final disposition of loans was 43% securitizations and 57% third-party whole loan sales. For the three months
ended July 31, 2002, the final disposition of loans was 62% securitizations and 38% third-party whole loan sales.

In August 2003, the Company’s warehouse facilities utilized by the Trusts were increased to $5.0 billion. The additional $1.0 billion facility expires in August
2004 and bears interest at one-month LIBOR plus 50 to 60 basis points. This facility is subject to similar performance triggers, limits and financial covenants as
the other facilities.

The Financial Accounting Standards Board (FASB) has issued an exposure draft, “Qualifying Special Purpose Entities and Isolation of Transferred Assets, an
Amendment of FASB Statement No. 140.” The purpose of the proposal is to provide more specific guidance on the accounting for transfers of financial assets to a
QSPE. If enacted, the exposure draft would be effective as of January 1, 2004.

Provisions in the exposure draft may require the Company to consolidate its current QSPEs (the Trusts) established in its Mortgage Operations segment. As of
July 31, 2003, the Trusts had assets and liabilities of $1.8 billion. If necessary, the Company may be able to modify its current structure in a manner that would
allow the Trusts to retain QSPE status and the off-balance sheet treatment. The provisions of the exposure draft are subject to FASB due process and subject to
change. The Company will continue to monitor the status of the exposure draft, and consider changes to current structures to comply with the proposed rules.

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

COMMERCIAL PAPER ISSUANCE

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

The Company incurs short-term borrowings throughout the year primarily to fund seasonal working capital needs, dividend payments and purchases of treasury
stock. Because of the
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seasonality of its businesses, the Company has historically had short-term borrowings throughout the year. There were no short-term borrowings at July 31, 2003,
compared with $156.5 million at July 31, 2002.

U.S. commercial paper issuances are supported by an unsecured committed line of credit (CLOC) from a consortium of twenty-two banks. The $2.0 billion
CLOC is subject to annual renewal in October 2003 and has a one-year term-out provision with a maturity date of October 22, 2004. This line is subject to
various affirmative and negative covenants, including a minimum net worth covenant. The CLOC was undrawn at July 31, 2003.

Subsequent to July 31, 2003, the Company renegotiated its CLOC to include a working capital line. The new CLOC is from a consortium of twenty-four banks.
The $2.0 billion CLOC is subject to annual renewal in August 2004 and has a one-year term-out provision with a maturity date in August 2005. This line is
subject to various affirmative and negative covenants. This CLOC includes $1.5 billion for CP back-up and general corporate purposes and $500 million for
working capital use, general corporate purposes and CP back-up.

The Canadian issuances are supported by a credit facility provided by one bank in an amount not to exceed $125 million (Canadian). This line is subject to a
minimum net worth covenant. The Canadian CLOC is subject to annual renewal in December 2003. The CLOC was undrawn at July 31, 2003.

Management believes the commercial paper market is stable. Risks to the stability of the Company’s commercial paper market participation would be a short-
term rating downgrade, adverse changes in the Company’s financial performance, non-renewal or termination of the CLOCs, adverse publicity and operational
risk within the commercial paper market. Management believes if any of these events were to occur, the CLOC:s, to the extent available, could be used for an
orderly exit from the commercial paper market, though at a higher cost to the Company. Additionally, the Company could turn to other sources of liquidity,
including cash, debt issuance under the existing shelf registration and asset sales or securitizations.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

In fiscal year 2000, HRB Royalty, Inc. (HRB Royalty), a wholly owned subsidiary of the Company, placed most of its major franchises on notice that it would not
be renewing their respective franchise agreements as of the next renewal date. The agreements have expired or will expire on varying dates in fiscal years 2004
and 2005. Pursuant to the terms of the applicable franchise agreements, HRB Royalty must pay the major franchisee a “fair and equitable price” for the franchise
business and such price shall not be less than eighty percent of the franchisee’s revenues for the most recent twelve months ended April 30, plus the value of
equipment and supplies, and certain off-season expenses. If the Company were to acquire all of the major franchises with expiring franchise agreements, the
purchase price based upon the amount specified in such agreements is estimated to be $105.0 million. The Company may acquire the franchise businesses over
the next two fiscal years, however, due to continuing litigation and possible negotiations with major franchisees, there is no certainty all of the major franchise
businesses involved in the litigation will be acquired or that HRB Royalty and certain major
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franchisees will not agree to other arrangements, some of which may not require the above payment. Additionally, the timing and cost of acquisition as to any
major franchise business is not certain due partially to related litigation.

During the three months ended July 31, 2003, franchise agreements of two major franchisees expired and subsidiaries of the Company began operating these as
company-owned operations in the tax preparation business. Cash payments of $5.0 million were made to former major franchisees during the quarter. In August
2003, a subsidiary of the Company entered into a transaction with one of the major franchisees whose franchise agreements expired in the first quarter, pursuant
to which such subsidiary acquired the stock of the franchisee and the franchisee released the Company and its affiliates from any further liability regarding
additional payments under the major franchise agreements. In addition, an agreement was reached during the first quarter of fiscal year 2004 between a Company
subsidiary and one major franchise on a new franchise agreement with a limited term and a release of the Company and its affiliates from any liability in the
litigation, including any liability regarding payments for the franchise business under the prior major franchise agreement. With the exception of the franchisees
that have executed releases, the courts will determine if any additional payments are required for these franchise businesses. The first trial relating to one major
franchisee is scheduled to take place in October 2003. The payments made in the first quarter are included in goodwill at July 31, 2003 and evaluation of other
identifiable intangible assets will be made at the time the final purchase price is determined.

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

REGULATORY ENVIRONMENT

Certain state laws restrict or prohibit prepayment penalties on mortgage loans, and the Company has relied on the federal Alternative Mortgage Transactions
Parity Act (Parity Act) and related rules issued in the past by the Office of Thrift Supervision (OTS) to preempt state limitations on prepayment penalties. The
Parity Act was enacted to extend to financial institutions, other than federally chartered depository institutions, the federal preemption that federally chartered
depository institutions enjoy. However, on September 25, 2002, the OTS released a new rule that will reduce the scope of the Parity Act preemption and, as a
result, the Company will no longer be able to rely on the Parity Act to preempt state restrictions on prepayment penalties. The effective date of the new rule,
originally January 1, 2003, was subsequently extended by the OTS until July 1, 2003 in response to concerns from interested parties about the burdens associated
with compliance. The elimination of this federal preemption will require compliance with state restrictions on prepayment penalties. These restrictions prohibit
the Company from charging any prepayment penalty in six states and restrict the amount or duration of prepayment penalties that the Company may impose in an
additional eleven states. This may place the Company at a competitive disadvantage relative to financial institutions that will continue to enjoy federal preemption
of such state restrictions. Such institutions will be able to charge prepayment penalties without regard to state restrictions and, as a result, may be able to offer
loans with interest rate and loan fee structures that are more attractive than the interest rate and loan fee
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structures that the Company is able to offer. It is estimated that the net impact to Mortgage Operations will be a reduction in revenues of approximately
$35.0 million in fiscal year 2004 as a result of the elimination of prepayment penalties.

The United States, various state, local, provincial and foreign governments and some self-regulatory organizations have enacted statutes and ordinances, and/or
adopted rules and regulations, regulating aspects of the businesses in which the Company’s subsidiaries are involved, including, but not limited to, commercial
income tax return preparers, income tax courses, the electronic filing of income tax returns, the facilitation of refund anticipation loans, loan originations and
assistance in loan originations, mortgage lending, privacy, consumer protection, franchising, sales methods, brokers, broker-dealers and various aspects of
securities transactions, financial planners, investment advisors, accountants and the accounting practice. The Company’s subsidiaries seek to determine the
applicability of such statutes, ordinances, rules and regulations (collectively, Laws) and comply with those Laws that apply to their activities. From time to time in
the ordinary course of business, the Company and its subsidiaries receive inquiries from governmental and self-regulatory agencies regarding the applicability of
Laws to the products and services offered by the Company’s subsidiaries. In response to past inquiries, the Company’s subsidiaries have agreed to comply with
such Laws, convinced the authorities that such Laws were not applicable or that compliance already exists, and/or modified such subsidiaries’ activities in the
applicable jurisdiction to avoid the application of all or certain parts of such Laws. The Company’s management believes that the past resolution of such inquiries
and its ongoing compliance with Laws have not had a material adverse effect on the consolidated financial statements of the Company and its subsidiaries. The
Company cannot predict what effect future Laws, changes in interpretations of existing Laws, or the results of future regulator inquiries with respect to the
applicability of Laws may have on the Company’s subsidiaries, the consolidated financial statements of the Company and its subsidiaries.

FORWARD-LOOKING INFORMATION

The information contained in this Form 10-Q and the exhibits hereto may contain forward-looking statements within the meaning of Section 27A of the Securities
Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Such statements are based upon current information, expectations, estimates and projections
regarding the Company, the industries and markets in which the Company operates, and management’s assumptions and beliefs relating thereto. Words such as
“will,” “plan,” “expect,” “remain,” “intend,” “estimate,” “approximate,” and variations thereof and similar expressions are intended to identify such forward-
looking statements. These statements speak only as of the date on which they are made, are not guarantees of future performance, and involve certain risks,
uncertainties and assumptions that are difficult to predict. Therefore, actual outcomes and results could materially differ from what is expressed, implied or
forecast in such forward-looking statements. Such differences could be caused by a number of factors including, but not limited to, the uncertainty of laws,
legislation, regulations, supervision and licensing by Federal, state and local authorities and self-regulatory organizations and their impact on any lines of business
in which the Company’s subsidiaries are involved; unforeseen compliance costs; the uncertainty that the Company will achieve or exceed its revenue, income and
earnings per share growth goals and expectations for fiscal year 2004; the uncertainty that actual fiscal year 2004 financial results will fall within the guidance
provided

» « » «
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by the Company; the uncertainty that the growth rate for mortgage originations in the Mortgage Operations segment will equal or exceed the growth rate
experienced in fiscal year 2003 or the first quarter of fiscal year 2004; the uncertainty as to the effect on the consolidated financial statements of the adoption of
accounting pronouncements; risks associated with sources of liquidity for each of the lines of business of the Company; changes in interest rates; changes in
economic, political or regulatory environments; changes in competition and the effects of such changes; the inability to implement the Company’s strategies;
changes in management and management strategies; the Company’s inability to successfully design, create, modify and operate its computer systems and
networks; the uncertainty of assumptions utilized to estimate cash flows from residual interests in securitizations and mortgage servicing rights; the uncertainty of
assumptions and criteria used in the testing of goodwill and long-lived assets for impairment; litigation involving the Company and its subsidiaries; the
uncertainty as to the outcome of any litigation; the uncertainty as to the timing or cost of acquisition as to any franchise business; and risks described from time to
time in reports and registration statements filed by the Company and its subsidiaries with the Securities and Exchange Commission. Readers should take these
factors into account in evaluating any such forward-looking statements. The Company undertakes no obligation to update publicly or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
There have been no material changes in market risk from those reported at April 30, 2003 in the Company’s Annual Report on Form 10-K.
CONTROLS AND PROCEDURES

Disclosure controls are procedures that are designed to ensure information is recorded, processed, summarized and reported in accordance with the rules of the
Securities and Exchange Commission. Disclosure controls are also designed to ensure such information is accumulated and communicated to management,
including the Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosures.

In conjunction with management, including the Chief Executive Officer and Chief Financial Officer, the Company has evaluated the effectiveness of the design
and operation of its disclosure controls and procedures within 90 days prior to the filing date of this quarterly report. Based on this evaluation, the Chief
Executive Officer and Chief Financial Officer have concluded these controls and procedures are effective. There have been no significant changes in internal
controls, or in other factors, which would significantly affect these controls subsequent to the date of evaluation.
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PART II — OTHER INFORMATION
ITEM 1. LEGAL PROCEEDINGS
RAL Litigation

The Company reported in current reports on Forms 8-K, previous quarterly reports on Form 10-Q and in its annual report on Form 10-K for the year ended

April 30, 2003, certain events and information relating to class action litigation and putative class action litigation involving its subsidiaries’ refund anticipation
loan program (collectively, “RAL Cases”). The Company has defended numerous class action and putative class action lawsuits filed against it involving the RAL
program and a variety of legal theories asserted by plaintiffs. The amounts claimed in these lawsuits have been substantial in some instances. Of the cases that are
no longer pending, some were dismissed on the Company's motions for dismissal or summary judgment, some were dismissed voluntarily by the plaintiffs after a
denial of class certification, and some were settled. Two RAL Cases involving statewide classes (discussed below) had preliminary or final trial court approvals of
settlements during the first quarter of fiscal year 2004 and two other RAL Cases were dismissed in August 2003 in connection with one of those settlements. One
new putative class action RAL Case was filed in August 2003. The Company continues to believe it has meritorious defenses to the RAL Cases and intends to
defend the remaining RAL Cases vigorously. However, there can be no assurances as to the outcome of the pending RAL Cases, individually or in the aggregate,
and there can be no assurances on the impact of the RAL Cases on the Company’s financial position. The following is updated information regarding the pending
RAL Cases in which developments occurred during or after the three months ended July 31, 2003:

Ronnie and Nancy Haese, et al. v. H&R Block Inc., et al., Case No. CV96-4213, District Court of Kleberg County, Texas, (“Haese I’’) and Ronnie and Nancy
Haese, et al. v. H&R Block Inc., et al., Case No. CV-99-314-D, District Court of Kleberg County, Texas (“Haese II”), filed originally as one action on July 30,
1996. On November 19, 2002, the Company announced that a settlement had been reached pursuant to which the Company and its major franchisee will issue
coupons to class members that may be redeemed over a five-consecutive-year period following final approval of the settlement and once all appeals have been
exhausted. Each class member will receive a packet containing 15 coupons under the settlement. Three coupons will be redeemable each year — one for a $20
rebate off tax services at Block offices, one that may be redeemed for TaxCut® Platinum tax preparation software, and one that may be redeemed for Tax
Planning Advisor, a tax planning book. The settlement also provides that defendants will be responsible for the payment of court-approved legal fees up to
$49 million and expenses of class counsel up to $900,000. As a result of the settlement announcement, the Company recorded a liability and pretax expense of
$41.7 million during the second quarter of fiscal year 2003, which represented, at that time, the Company’s best estimate of its share of the settlement cost for
plaintiff class attorneys’ fees and expenses, tax products and associated mailing expenses. The Company recorded an additional liability and pretax expense of
$3.1 million as of July 31, 2003, for a total liability and pretax charge of $46.6 million through July 31, 2003. During the fourth quarter of fiscal year 2003 and
prior to the filing of the final settlement agreement with the court and any motions for preliminary approval of the settlement and legal fees and expenses of class
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counsel, the plaintiffs filed a motion asking the Texas court to direct that $26 million of awarded class counsel fees be paid to the plaintiff class members. The
final settlement agreement was filed with the District Court in March 2003 and preliminary approval of the settlement agreement was granted by the court on
March 31, 2003. Notice of the settlement was sent to the class, a hearing on the final approval of the settlement agreement was held on June 24, 2003, and the
judge entered a final judgment on June 24, 2003 fully and finally approving the settlement agreement, finding it fair, adequate and reasonable and that it protects
the rights of the class, is in the best interests of the settlement class and meets all criteria required by Texas law. As a part of the final judgment, the court also

(1) dismissed with prejudice the claims of class members who obtained RALs in Texas during the period from 1992 through 1996; (2) granted defendants’
Supplemental Motion for Summary Judgment as to class members who only obtained RALs from 1988 through 1991, and ordered that such defendants take
nothing on their claims against the defendants; (3) granted defendants’ Motion to Compel Arbitration as to those members of the class who obtained a RAL for
the first time from 1997 to 2002, and dismissed the claims of those class members without prejudice as to those members’ rights to pursue those claims through
binding arbitration; (4) vacated its January 30, 1998 Order pertaining to arbitration clauses and contacts with the class; and (5) withdrew its rulings as to fiduciary
duty, breach or the nature of the breach thereof, and for forfeiture as reflected in the Court’s November 6, 2002 letter. In a separate Order dated June 24, 2003, the
Court found that the awarding of attorneys’ and expenses was appropriate and ordered that class counsel and objectors’ class counsel be awarded attorneys’ fees
in the amount of $49.0 million on condition that, upon payment of the fees to class counsels’ trust account, class counsel shall pay $26.0 million of the attorneys’
fees to the class members pursuant to an approved distribution plan. The Order also provided that $100,000 from the award of attorneys’ fees be used to create a
cy pres fund pursuant to an approved cy pres plan and specified the manner in which the remaining award of attorneys’ fees was to be distributed among the class
counsel and objectors’ class counsel. There were no appeals of such final judgment and Order relating to attorneys’ fees and expenses. The Company paid the
award of attorneys’ fees and expenses to class counsel on August 22, 2003. In addition to the liability that has already been recorded and/or paid, the Company
will reduce revenues associated with tax preparation services as the coupons are redeemed each year. Distribution of the coupons will be made prior to the 2004
tax season.

Haese II arose from plaintiffs’ splitting off some claims from Haese I and, in connection with the settlement of Haese I, the case was dismissed on August 20,
2003.

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

Joel E. Zawikowski, et al. v. Beneficial National Bank, H&R Block, Inc., Block Financial Corporation, et al., renamed Lynne A. Carnegie, et al. v. Household
International, Inc., H&R Block, Inc., et al., Case No. 98 C 2178, United States District Court for the Northern District of Illinois, Eastern Division. On April 15,
2003, the District Court judge declined to approve a $25 million settlement of this matter, finding that counsel for the settlement plaintiffs had been inadequate
representatives of the plaintiff class and failed to sustain their burden of showing that

53




Table of Contents

the settlement was fair. The judge appointed new counsel for the plaintiffs in May 2003 and named their client, Lynne Carnegie, as lead plaintiff. The new counsel
for the plaintiffs filed an amended complaint and a motion for partial summary judgment during the quarter ended July 31, 2003. The defendants have filed a
motion to dismiss, a brief in response to allegations in the plaintiffs’ amended complaint relating to class certification, and responses to plaintiffs’ motion for
partial summary judgment. Extensive discovery is proceeding. The defendants requested the release of the escrowed settlement fund and the Company’s

$12.5 million share of such fund is expected to be received during the second quarter of fiscal year 2004. In the fourth quarter of fiscal year 2003, the Company
recorded a receivable in the amount of its $12.5 million share of the settlement fund and recorded a reserve of $12.5 million consistent with the existing
settlement authority of the Board of Directors. The Company intends to defend the case vigorously and there are no assurances that the matter will result in a
settlement or as to the amount of any settlement.

Belinda Peterson, et al. v. H&R Block Tax Services, Inc., Case No. 95CH2389, in the Circuit Court of Cook County, Illinois. A settlement was reached in April
2003 involving an estimated maximum total amount of $295,000. As a part of the settlement, class members who submit a claim will receive $25 in cash, with a
guaranteed minimum total payout of $40,000 and a maximum total payout of $55,000. Class counsel will receive $220,000, the named class representative will
receive $5,000, and it is expected that it will cost up to $15,000 to administer the settlement. Preliminary approval of the settlement was granted on June 12, 2003
and notices of the settlement and claim forms have been sent to the class. A final fairness hearing is scheduled for October 2003.

Levon and Geral Mitchell, et al. v. H&R Block and Ruth R. Wren, Case No. CV-95-2067, in the Circuit Court of Mobile County, Alabama. The court granted
plaintiffs’ motion for class certification during the quarter ended July 31, 2003, and the defendants filed their notice of appeal regarding such certification on
August 14, 2003.

Deadra D. Cummins, et al. v. H&R Block, Inc., et al., Case No. 03-C-134 in the Circuit Court of Kanawha County, West Virginia. The defendants had removed
this putative class action case to federal court, plaintiffs filed a motion to remand the case to state court, and such motion was granted in June 2003.

Abby Thomas, et al. v. Beneficial National Bank, H&R Block, Inc., et al., Case No. 2003-291 in the Circuit Court for Phillips County, Arkansas, was filed on
August 12, 2003. It is a putative class action alleging fraudulent misrepresentation, fraudulent concealment, dual agency, breach of fiduciary duty, violation of
Arkansas Deceptive and Unconscionable Trade Practices Law, violation of Arkansas’ Secret Payments or Allowance of Rebates and Refunds Law, unjust
enrichment, breach of contract, deceit, and usury in connection with the RAL program. The complaint requests that the court certify a nationwide class of all
persons who obtained a RAL from September 1987 through December 1997, who do not have an arbitration provision in their contract. It also seeks a subclass of
class members who are 60 years of age or older, or who are Disabled Persons under Arkansas Statutes section 4-88-201. Plaintiffs seek an unspecified amount of
damages, restitution, equitable relief, attorneys’ fees, and costs of court.
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Shareholder Matter

Paul White, et al. v. H&R Block, et al., consolidated Case Numbers 02CV8965, 02CV9661, 02CV9682 and 02CV9830, respectively, in the United States District
Court for the Southern District of New York, involves four cases in which the respective named plaintiffs seek to represent a class of shareholders who purchased
the Company’s stock between November 8, 1997 and November 6, 2002, and allege that the Company and certain of its current and former officers and directors
violated Section 10(b) of the Securities Exchange Act of 1934 and Rule 10b-5 promulgated thereunder by failing to disclose to shareholders various cases in
which the Company had been sued regarding the RAL program, by failing to set adequate reserves for those cases, and by failing to disclose the supposed
implications of those cases for the future of the RAL program. The four securities law cases were all assigned to the same judge and consolidated for pre-trial
matters. A consolidated complaint was filed in March 2003 and the defendants responded by filing a motion to dismiss in April 2003. In response to defendants’
motion to dismiss, plaintiffs informed defendants that they desired further to amend their complaint. Defendants consented to the filing of an amended complaint
as a pleading matter, the plaintiffs filed the amended complaint, and the defendants filed a motion to dismiss it in August 2003. The Company believes the claims
in these actions are without merit and intends to defend them vigorously.

Peace of Mind Litigation

Lorie J. Marshall, et al. v. H&R Block tax Services, Inc., et al., Civil Action 2002L.000004, in the Circuit Court of Madison County, Illinois, is a class action case
filed on January 18, 2002, as to which the court granted plaintiffs’ first amended motion for class certification on August 27, 2003. Plaintiffs’ claims consist of
five counts relating to the defendants’ Peace of Mind program under which the applicable tax return preparation subsidiary assumes liability for the cost of
additional tax assessments attributable to tax return preparation error. The plaintiffs allege that defendants’ sale of its Peace of Mind guarantee constitutes
statutory fraud by selling insurance without a license, as an unfair trade practice, by omission, and by “cramming’ (i.e., charging customers for the guarantee even
though they did not request it and/or did not want it), and constitutes a breach of fiduciary duty. A hearing on the motion to certify both a nationwide plaintiff
class and a nationwide defendant class was held on August 14, 2003, and, on August 27, 2003, the court certified the following plaintiff classes: (1) all persons
who were charged a separate fee for Peace of Mind by “H&R Block” or a defendant H&R Block class member from January 1, 1997 to final judgment; (2) all
persons who reside in certain class states and who were charged a separate fee for Peace of Mind by “H&R Block,” or a defendant H&R Block class member, and
that was not licensed to sell insurance, from January 1, 1997 to final judgment; and (3) all persons who had an unsolicited charge for Peace of Mind posted to
their bills by “H&R Block” or a defendant H&R Block class member from January 1, 1997, to final judgment. Among those excluded from the plaintiff classes
are all persons who received the Peace of Mind guarantee through an H&R Block Premium office and all persons who reside in Texas and Alabama. The court
also certified a defendant class consisting of any entity with the names “H&R Block” or “HRB” in its name, or otherwise affiliated or associated with H&R Block
Tax Services, Inc., and which sold or sells the
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Peace of Mind product. The court ordered the parties to file a joint motion to approve class notice within 60 days after August 27, 2003.

There are two other putative class actions pending against the Company in Texas and Alabama that involve the Peace of Mind guarantee. The Texas case involves
the same attorneys for the plaintiffs as are involved in the Marshall litigation in Illinois and substantially similar allegations. The Alabama case involves
allegations of selling insurance without of license in connection with the Peace of Mind program, the erroneous preparation of income tax returns that subjected
plaintiffs to audits, failure to provide assistance in responding to auditors’ requests, failure to pay the penalties, interest, and additional taxes under Block’s
standard guarantee and Peace of Mind programs, unjust enrichment, and breach of contract. No classes have been certified in either of these two cases. The
Company believes the claims in these Peace of Mind actions are without merit and intends to defend them vigorously. However, there can be no assurances as to
the outcome of these pending actions individually or in the aggregate, and there can be no assurances on the impact of these actions on the Company's financial
condition.

Franchise Litigation

The Company is a named defendant in litigation entitled William R. Smith, Inc., et al. v. H&R Block, Inc., et al., Case No. 99-CV-206379, pending in the Circuit
Court of Jackson County, Missouri (previously known as Armstrong Business Services, Inc., et al. v. H&R Block, Inc., et al.). The action was filed by 24 “major”
franchisees against the Company and certain of its subsidiaries relating to alleged breaches of contract and other matters. The Company’s subsidiary, HRB
Royalty, Inc., the franchisor under the applicable franchise agreements, filed a counterclaim and subsequently a motion for summary judgment seeking a
declaration that HRB Royalty, Inc. could elect not to renew the major franchise agreements when their present five-year terms came to an end. Such motion for
summary judgment was granted in March 2001 and upheld on appeal. HRB Royalty notified the plaintiff major franchisees in 2000 that it did not intend to renew
their franchise agreements at the expiration of the current renewal terms and that the agreements would terminate at that time. The renewal dates vary among the
franchisees. Pursuant to the franchise agreements, HRB Royalty must pay a “fair and equitable price” to the franchisee for franchisee’s franchise business, and
such price must be no less than 80% of the franchisee’s revenues for the most recent 12 months ended April 30, plus the value of equipment and supplies, and
certain off-season expenses. The Circuit Court ruled in May 2003 that major franchise agreements with renewal terms scheduled to expire prior to July 1, 2003,
will expire on July 1, 2003, and other major franchise agreements will expire as their renewal terms expire commencing in September 2003 and ending in fiscal
year 2005. The Court ordered defendants to pay for the franchise businesses as provided in the franchise agreements on the applicable dates of expiration. During
the three months ended July 31, 2003, franchise agreements of two major franchisees expired and subsidiaries of the Company began operating these as
company-owned operations in the tax preparation business. Cash payments of $5.0 million were made to former major franchisees during the quarter. In August
2003, a subsidiary of the Company entered into a transaction with one of the major franchisees whose franchise agreements expired in the first quarter, pursuant
to which such subsidiary acquired the stock of the franchisee and the franchisee released the Company and its affiliates from any further liability regarding
additional payments under the major franchise agreements. In addition, an agreement was reached during the first quarter of fiscal year 2004 between a Company
subsidiary and one major franchise on a new franchise agreement with a limited term and a release of the Company and its affiliates from any liability in the
litigation, including any liability regarding payments for the franchise business
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under the prior major franchise agreement. With the exception of the franchisees that have executed releases, the court will determine if any additional payments
are required for these franchise businesses. There is no certainty as to the timing and final cost of acquisition as to the franchise businesses.

In Smith, plaintiffs’ claims against the Company and its subsidiaries remain in the trial court. In their second amended petition, the plaintiffs seek in excess of
$20 million in actual damages, punitive damages, unspecified statutory damages, declaratory, injunctive and other relief, including attorneys’ fees under
allegations of breach of contract, breach of the covenant of good faith and fair dealing, unfair business practices, state anti-trust violations, breach of fiduciary
duty, prima facie tort, violations of various state franchise statutes, fraud and misrepresentation, waiver and estoppel, ambiguity and reformation, relief with
respect to a post-termination covenant not to compete in the franchise agreements, and a request for a fair and equitable payment upon nonrenewal of the
franchise agreements. The major franchisees allege, among other things, that the sale of TaxCut income tax return preparation software and online tax services
and the purchase of accounting firms encroached on their exclusive franchise territories. The defendants believe that the allegations against them are without
merit and continue to defend the case vigorously. Management believes that amounts, if any, required to be paid by the Company and its subsidiaries in the
discharge of liabilities or settlements relating to these claims of the plaintiffs in this litigation will not have a material adverse effect on the Company’s
consolidated results of operations or financial position.

A trial previously scheduled for September 2003 involving two of the plaintiffs in the Smith litigation has now been rescheduled for October 2003 and such trial
will now involve only one plaintiff, a former major franchisee whose franchise agreement expired on July 1, 2003. The trial will resolve the issues relating to that
plaintiff’s claims against the Company and to determine if any additional payments are required to provide the former franchisee with a fair and equitable price
for the franchise business.

Other Claims and Litigation

The Company and its subsidiaries have from time to time been party to claims and lawsuits not discussed herein arising out of its business operations, including
additional claims and lawsuits concerning RALs and the Peace of Mind guarantee program, and claims and lawsuits concerning the preparation of customers’
income tax returns, the electronic filing of customers’ tax returns, the fees charged customers for various products and services, losses incurred by customers with
respect to their investment accounts, relationships with franchisees, the mortgage business, intellectual property disputes, and contract disputes. Such lawsuits
include actions by individual plaintiffs, as well as cases in which plaintiffs seek to represent a class of similarly situated customers. The amounts claimed in these
claims and lawsuits are substantial in some instances and the ultimate liability with respect to such litigation and claims is difficult to predict. The Company’s
management considers these cases to be ordinary, routine litigation incidental to its business, believes and Company and its subsidiaries have meritorious
defenses to each of them, and is defending, or intends to defend, them vigorously. While management cannot provide assurance that the Company and its
subsidiaries will ultimately prevail in each instance, management believes that amounts, if any, required to be paid by the Company and its
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subsidiaries in the discharge of liabilities or settlements in these other matters will not have a material adverse effect on the Company’s consolidated results of
operations or financial position.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K.

a) Exhibits

10.1 Agreement dated July 16, 2003, between RSM McGladrey, Inc. and Thomas G. Rotherham
10.2 Release Agreement dated August 1, 2003 between RSM McGladrey, Inc. and Thomas G. Rotherham

10.3 Credit and Guarantee Agreement dated as of August 12, 2003 among Block Financial Corporation, H&R Block, Inc., The Royal Bank of
Scotland PLC, Bank of America, N.A., JPMorgan Chase Bank, J.P. Morgan Securities, Inc. and other lending parties thereto.

31.1 Certification by Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification by Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification by Chief Executive Officer pursuant to 18 U.S.C. 1350, as adopted by Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 Certification by Chief Financial Officer pursuant to 18 U.S.C. 1350, as adopted by Section 906 of the Sarbanes-Oxley Act of 2002.
b) Reports on Form 8-K

The registrant filed a current report on Form 8-K dated May 12, 2003, reporting under Item 4 thereof its independent accountants, PricewaterhouseCoopers LLP,
had informed management that it declined to stand for re-election as the registrant’s independent accountants.

The registrant filed a current report on Form 8-K dated June 11, 2003, reporting under Item 12 thereof its issuance of a press release announcing the results of
operations for its fourth quarter and fiscal year ending April 30, 2003.

The registrant filed a current report on Form 8-K dated June 24, 2003, reporting under Item 5 thereof the final settlement and approval of the Haese RAL class
action litigation in Texas.

The registrant filed a current report on Form 8-K dated July 10, 2003, reporting under Item 4 thereof the appointment of KPMG LLP as its new independent
accountants.
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SIGNATURES

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

H&R BLOCK, INC.

(Registrant)

DATE 9/12/03 BY /s/ Frank J. Cotroneo

Frank J. Cotroneo
Senior Vice President and
Chief Financial Officer

DATE 9/12/03 BY /s/ Melanie K. Horstmeier

Melanie K. Horstmeier
Vice President and
Corporate Controller
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EXHIBIT 10.1
AGREEMENT

THIS AGREEMENT ('"this Agreement") is entered into as of the 16th day of July,
2003, by and between RSM McGladrey, Inc., a Delaware corporation ("RSM"), and
Thomas G. Rotherham ("Rotherham").

ARTICLE ONE
TERMINATION OF EMPLOYMENT

1. Mutual Agreement to Terminate Employment Agreement. RSM and
Rotherham acknowledge and agree that they are parties to an Employment Agreement
dated August 2, 1999 (the "Employment Agreement"), and that, pursuant to Section
9.1(e) of the Employment Agreement, the parties desire to terminate Rotherham's
employment under the Employment Agreement by this Agreement. Such employment and
the Employment Agreement will terminate effective as of the close of business on
August 1, 2003, or such earlier date as is agreed upon by the parties in writing
(the "Termination Date"). By this Agreement, the parties agree to waive any
notice of termination required by the Employment Agreement. The parties agree
that Rotherham does not have the right to claim to be "adversely affected," as
described in Section 5.4 of the Employment Agreement, and may not make the
election described therein. Unless otherwise agreed in this Agreement, the
termination of the Employment Agreement will not be effective as to those
portions of the Employment Agreement which, by their express terms as set forth
therein, require performance by either party following termination of the
Employment Agreement.

2. Resignation as Officer. Rotherham will resign (a) as President and
Chief Executive Officer of RSM and (b) from any and all officer and director
positions held with RSM and with all other subsidiaries of H&R Block, Inc.
("Block") (all such other subsidiaries of Block, "Affiliates"). Such
resignations will be effective as of the Termination Date. Rotherham will
execute resignations in the form attached hereto as Exhibit A contemporaneously
with his execution of this Agreement.

3. Continued Employment; Compensation and Benefits.

(a) In consideration of Rotherham's promises herein, RSM agrees to
continue to employ Rotherham through the Termination Date. On the Termination
Date, Rotherham will be given the opportunity to execute a release agreement
(the "Release Agreement") in the form attached hereto as Exhibit B. If Rotherham
executes the Release Agreement on the Termination Date, RSM will agree to
provide the compensation and benefits as follows and as described in the Release
Agreement on the terms described therein:

(1) RSM will pay to Rotherham $600,000 over the 12-month
period beginning on the Termination Date in semi-monthly equal
installments of $25,000 (less required tax withholdings). Such payments
encompass payment to Rotherham for any unused vacation or other paid
time off accrued as of the Termination Date.

(ii) Rotherham will remain eligible to participate in those
health and welfare plans maintained by RSM offering medical, dental,
vision, employee



assistance, flexible spending account, life insurance, and accidental
death and dismemberment insurance benefits during the 12-month period
beginning on the Termination Date on the same basis as employees of
RSM.

(iii) Those portions of any outstanding incentive stock
options and nonqualified stock options to purchase shares of Block's
common stock granted to Rotherham by Block ("Stock Options") that are
scheduled to vest between the Termination Date and February 1, 2005
(based solely on the time-specific vesting schedule included in the
applicable stock option agreement), shall vest and become exercisable
as of the Termination Date. Rotherham shall have until November 1, 2004
to exercise such Stock Options. The operation of such provision is
subject to Rotherham's execution of an amendment to the affected stock
option agreements in the form attached as an exhibit to the Release
Agreement.

(iv) RSM will arrange for Right Management Consultants to
provide outplacement services to Rotherham for the 12-month period
beginning on the Termination Date.

(v) Rotherham may retain that certain Compaq laptop computer
owned by RSM that Rotherham presently uses for business purposes,
provided that on the Termination Date RSM verifies that all
information, documents, and files pertaining to the business of Block,
RSM, or any Affiliate, including, but not limited to, e-mails, are
deleted from the computer's hard drive and are not recoverable.
Rotherham must return all other property of Block, RSM, and Affiliates
on or before the Termination Date.

(vi) RSM will prepare Rotherham's federal and state income tax
returns for the 2003 tax year at no charge to Rotherham.

(b) The compensation and benefits described in Section 3(a) of this
Agreement will cease and no further compensation and benefits will be provided
to Rotherham under the Release Agreement if Rotherham violates any of the
post-employment obligations under Section 5 of this Agreement and Sections 6 and
7 of the Employment Agreement (except Section 6.2 of the Employment Agreement,
which is superseded by Sections 5(b), 5(c), and 5(d) of this Agreement).

(c) The parties agree that, in accordance with Section 9.5 of the
Employment Agreement, upon termination of Rotherham's employment under the
Employment Agreement, RSM will have no further obligations to Rotherham under
the Employment Agreement and no further payments of base salary or other
compensation or benefits will be payable by RSM to Rotherham thereunder.

4. Business Expenses; Commitments. RSM will promptly pay directly, or
reimburse Rotherham for, all business expenses to the extent such expenses are
paid or incurred by Rotherham during the term of the Employment Agreement in
accordance with RSM's policy in effect from time to time and to the extent such
expenses were reasonable and necessary to the conduct by Rotherham of RSM's
business; provided, however, during the period from the date of this Agreement
through the Termination Date and at all times thereafter, Rotherham will not
initiate, make, renew, confirm or ratify any contracts or commitments for or on
behalf of Block, RSM or any Affiliate, nor will Rotherham incur any



expenses on behalf of Block, RSM or any Affiliate without Block's prior written
consent except for those expenses incurred on behalf of RSM that are reasonable
and necessary to the conduct by Rotherham of RSM's business.

5. Rotherham's Conduct.

(a) During the period from the date of this Agreement through the
Termination Date, Rotherham will be reasonably and appropriately responsive to,
and fully supportive of the management of Block, RSM and Affiliates and will be
cooperative with such management in providing information regarding areas of his
expertise and experience with RSM. After the Termination Date, in the event a
claim is asserted against Block, RSM or Affiliates and/or their respective
employees, agents, officers, or directors, Rotherham will assist and cooperate
with Block, RSM or Affiliates in good faith and in such manner as is reasonably
possible in developing the information, or providing the statements, documents
or testimony reasonably required to properly respond to or defend such claim.
Rotherham will not at any time or in any manner (i) defame Block, RSM, or any
Affiliate or their respective past or present directors and employees, (ii) make
disparaging statements to the media, to any employee or contractor of Block, RSM
or any Affiliate, or to any other person or entity concerning Block, RSM or any
Affiliate, their respective past or present directors and employees or any
matter related to his employment or non-employment, or (iii) do any deliberate
act designed primarily to injure the business or reputation of Block, RSM or any
Affiliate.

(b) For a period of 1 year after the Termination Date, Rotherham may
not directly or indirectly recruit, solicit, or hire any employees of
subsidiaries of Block ("Block Employees") or otherwise induce any such Block
Employee to leave the employment of the applicable employer-subsidiary of Block
to become an employee of or otherwise be associated with any other party or with
Rotherham or any company or business with which Rotherham is or may become
associated. The running of the 1-year period will be suspended during any period
of violation and/or any period of time required to enforce this covenant by
litigation or threat of litigation.

(c) During the time Rotherham is receiving payments pursuant to the
Release Agreement, and for 1 year after the cessation of such payments,
Rotherham may not directly or indirectly solicit or enter into any arrangement
with any person or entity which is, at the time of the solicitation, a
significant customer of Block, RSM, or an Affiliate for the purpose of engaging
in any business transaction of the nature performed by Block, RSM or such
Affiliate, or contemplated to be performed by Block, RSM or such Affiliate, for
such customer, provided that this Section 5(c) will only apply to customers for
whom Rotherham personally provided services while employed by RSM or customers
about whom or which Rotherham acquired material information while employed by
RSM. The running of the 1-year period will be suspended during any period of
violation and/or any period of time required to enforce this covenant by
litigation or threat of litigation.

(d) During the time Rotherham is receiving payments pursuant to the
Release Agreement, and for 1 year after the cessation of such payments,
Rotherham may not engage in, or own or control any interest in (except as a
passive investor in less than one percent of the outstanding securities of
publicly held companies), or act as an officer, director or employee of, or
consultant, advisor or lender to, any firm, corporation, partnership, limited
liability company, institution, business, government agency, or entity that
engages in any



line of business that is competitive with any "Line of Business of RSM" (as
defined below). "Line of Business of RSM" means any line of business (including
lines of business under evaluation or development) of RSM and Affiliates in
Block's business services operating segment, that Rotherham managed and/or was
responsible for (either directly or indirectly as an executive officer of RSM)
during his employment with RSM, provided that, "Line of Business of RSM" will in
all events include, but not be limited to, the income tax return preparation
business. The running of the 1-year period will be suspended during any period
of violation and/or any period of time required to enforce this covenant by
litigation or threat of litigation.

(e) Rotherham and RSM acknowledge that the restrictions contained in
this Agreement and the surviving restrictions of the Employment Agreement are
reasonable, but should any provisions of any Section of this Agreement or the
surviving restrictions of the Employment Agreement be determined to be invalid,
illegal, or otherwise unenforceable or unreasonable in scope by any court of
competent jurisdiction, the validity, legality, and enforceability of the other
provisions of this Agreement or the other surviving provisions of the Employment
Agreement will not be affected thereby and the provision found invalid, illegal,
or otherwise unenforceable or unreasonable will be considered by RSM and
Rotherham to be amended as to scope of protection, time, or geographic area (or
any one of them, as the case may be) in whatever manner is considered reasonable
by that court and, as so amended, will be enforced.

(f) Sections 5(b), 5(c), and 5(d) of this Agreement supersede Section
6.2 of the Employment Agreement.

(g) RSM may agree to waive any of Rotherham's obligations under this
Agreement or the surviving post-employment obligations under the Employment
Agreement; provided that any such waiver must be in writing and signed by
Rotherham, a duly authorized officer of RSM, and the Chief Executive Officer of
Block, and further provided that payments under the Release Agreement will
immediately cease upon any such waiver.

6. RSM's Conduct. RSM will not at any time or in any manner (i) defame
Rotherham, (ii) make disparaging statements to the media, to any employee or
contractor of RSM or Affiliates, or to any other person or entity regarding
Rotherham, his performance, character, status or any other personal or
professional matter, or (iii) do any deliberate act designed in whole or in part
to injure, embarrass or damage Rotherham's reputation.

7. Release by Rotherham. In consideration of RSM's promises and
agreements set forth in this Agreement, Rotherham for himself and for his
relations, heirs, legal representatives and assigns unconditionally releases and
forever discharges Block, RSM, and each Affiliate, their respective present and
past directors, officers, employees, agents, predecessors, successors, and
assigns of and from any and all claims, demands, actions, causes of action and
suits of any kind whatsoever, whether under federal or state statute, local
regulation or at common law or which thereafter arise from any matter, fact,
circumstance, event, happening or thing whatsoever occurring or failing to occur
prior to the date of this Agreement involving Rotherham's employment by RSM or
any Affiliate including, without limitation, Rotherham's hiring, compensation
earned as of or before the date of this Agreement, the termination of
Rotherham's responsibilities as an officer of RSM and as a director and/or
officer of each Affiliate, Rotherham's termination as an



employee of RSM, other obligations of Block, RSM or any Affiliate (except for
those obligations expressly stated in this Agreement, the surviving
post-termination provisions of the Employment Agreement or applicable benefit
plans), and further including, but not limited to, any claims for race, sex or
age discrimination under the Age Discrimination in Employment Act, as amended
("ADEA"), Title VII of the Civil Rights Act of 1964, the 1991 amendments of such
Civil Rights Act, the Americans with Disabilities Act, as amended, and all other
federal and state statutes and common law doctrines.

8. Consideration of Release of ADEA Claims. With regard to the
waiver/release of rights or claims under the ADEA, Rotherham acknowledges and
understands that this is a legal document and that he is legally entitled to,
and has been offered, a period of twenty-one (21) days (the "Consideration
Period") to consider the waiver/release of such rights or claims under this
Agreement before signing it. After signing this Agreement, Rotherham may revoke
the waiver/release of rights or claims under the ADEA by giving written notice
("Revocation Notice") to Mark A. Ernst, 4400 Main Street, Kansas City, Missouri
64111, within seven (7) days after the date of signing (such seven (7) day
period, the "Revocation Period" and such date of signing, the "Signing Date").
For such revocation to be effective, the Revocation Notice must be received no
later than 5:00 p.m., Kansas City, Missouri time, on the seventh (7th) day after
the Signing Date. If Rotherham provides the Revocation Notice to RSM, this
Agreement will be null, void and unenforceable by either party.

9. Acknowledgements. ROTHERHAM ACKNOWLEDGES THAT RSM HAS ADVISED HIM TO
CONSULT WITH AN ATTORNEY PRIOR TO SIGNING THIS AGREEMENT OR BEFORE THE
EXPIRATION OF THE REVOCATION PERIOD. ROTHERHAM SPECIFICALLY ACKNOWLEDGES AND
AGREES THAT EITHER THE FULL TWENTY-ONE (21) DAY CONSIDERATION PERIOD HAS LAPSED
OR HE HAS BEEN OFFERED SUCH TWENTY-ONE (21) DAY CONSIDERATION PERIOD BUT HAS
ELECTED TO WAIVE AND FOREGO ALL OF THE APPLICABLE DAYS WHICH HAVE NOT YET LAPSED
IN SUCH TWENTY-ONE (21) DAY CONSIDERATION PERIOD. ROTHERHAM ACKNOWLEDGES AND
AGREES THAT UPON SUCH CONSIDERATION, HE HAS DECIDED TO WAIVE AND RELEASE ANY
CLAIMS THAT HE MAY HAVE UNDER THE ADEA, PURSUANT TO THE TERMS OF THIS AGREEMENT.

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

11. Entire Agreement. This Agreement, the Release Agreement, and the
surviving post-termination obligations of the Employment Agreement constitute
the entire agreement and understanding between RSM and Rotherham concerning the
subject matter hereof. No modification, amendment, termination, or waiver of
this Agreement will be binding unless in writing and signed by Rotherham and a
duly authorized officer of RSM and Block. Failure of RSM, Block or Rotherham to
insist upon strict compliance with any of the terms, covenants, or conditions
hereof will not be deemed a waiver of such terms, covenants, and conditions.

12. Successors and Assigns. This Agreement and each of its provisions
will be binding upon Rotherham and the heirs, executors, successors and
administrators of Rotherham or his estate and property, and will inure to the
benefit of RSM, Block and their



successors and assigns. Rotherham may not assign or transfer to others the
obligation to perform his duties hereunder.

13. Specific Performance by Rotherham. The parties acknowledge that
money damages alone will not adequately compensate RSM or Block for breach of
any of the covenants and agreements herein and, therefore, in the event of the
breach or threatened breach of any such covenant or agreement by either party,
in addition to all other remedies available at law, in equity or otherwise, a
wronged party will be entitled to injunctive relief compelling specific
performance of (or other compliance with) the terms hereof.

14. Notices. Notices hereunder will be deemed delivered five days
following deposit thereof in the United States mail (postage prepaid) addressed
to Rotherham at 7055 Howard Lane, Eden Prairie, Minnesota 55346; and to RSM at
4400 Main Street, Kansas City, Missouri 64111; Attn: Mark A. Ernst, with a copy
to James H. Ingraham, Esq., H&R Block, Inc., 4400 Main Street, Kansas City,
Missouri 64111; or to such other address and/or person designated by any party
in writing to the other parties.

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

16. Binding Effect. This Agreement is effective only when executed by
an officer of RSM and approved in writing by the Chairman of the Board,
President and Chief Executive Officer of Block.

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

ROTHERHAM:

Dated: 7/19/03 /s/ Thomas G. Rotherham

Thomas G. Rotherham

Accepted and Agreed:

RSM McGladrey, Inc.
a Delaware corporation

By: /s/ Bret G. Wilson

Bret G. Wilson, Vice President

Dated: 7/25/03

Approved:



H&R Block, Inc.
a Missouri corporation

By: /s/ Mark A. Ernst

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

Dated: 25 July 03



EXHIBIT A
RESIGNATION

TO: The Board of Directors of [Name of Company]

Effective August 1, 2003, I hereby resign as [position] of [Name

Thomas G. Rotherham



EXHIBIT B
RELEASE AGREEMENT

THIS RELEASE AGREEMENT ("this Release Agreement") is entered into as of
the 1st day of August, 2003, by and between RSM McGladrey, Inc., a Delaware
corporation ("RSM"), and Thomas G. Rotherham ("Rotherham").

WHEREAS, RSM and Rotherham are parties to an Agreement dated as of July
15, 2003, under which the parties mutually agreed to terminate the Employment
Agreement dated August 2, 1999, by and between RSM and Rotherham (the
"Employment Agreement"), and Rotherham's employment thereunder (the "Termination
Agreement").

NOW, THEREFORE, in consideration of the premises and the mutual
covenants contained herein, the sufficiency of which is hereby acknowledged, the
parties agree as follows:

1. Release by Rotherham. In consideration of RSM's promise to Rotherham
of the compensation and benefits specified in Section 4 of this Release
Agreement, Rotherham for himself and for his relations, heirs, legal
representatives, and assigns unconditionally releases and forever discharges RSM
and its direct and indirect parents, subsidiaries and affiliates (collectively,
"Affiliates"), their respective present and past directors, officers, employees,
agents, predecessors, successors, and assigns of and from any and all claims,
demands, actions, causes of action and suits of any kind whatsoever, whether
under federal or state statute, local regulation or at common law or which
thereafter arise from any matter, fact, circumstance, event, happening or thing
whatsoever occurring or failing to occur prior to the date of this Release
Agreement involving Rotherham's employment by RSM or any Affiliate, including,
without limitation, Rotherham's hiring, compensation earned as of or before the
date of this Release Agreement, the termination of Rotherham's responsibilities
as an officer of RSM and as a director and/or officer of each Affiliate,
Rotherham's termination as an employee of RSM, other obligations of RSM or any
Affiliate (except for those obligations expressly stated in this Release
Agreement, the post-termination provisions of the Employment Agreement or
applicable benefit plans), and further including, but not limited to, any claims
for race, sex or age discrimination under the Age Discrimination in Employment
Act, as amended ("ADEA"), Title VII of the Civil Rights Act of 1964, the 1991
amendments of such Civil Rights Act, the Americans with Disabilities Act, as
amended, and all other federal and state statutes and common law doctrines.

2. Consideration of Release of ADEA Claims. With regard to the
waiver/release of rights or claims under the ADEA, Rotherham acknowledges and
understands that this is a legal document and that he is legally entitled to,
and has been offered, a period of twenty-one (21) days (the "Consideration
Period") to consider the waiver/release of such rights or claims under this
Release Agreement before signing it. After signing this Release Agreement,
Rotherham may revoke the waiver/release of rights or claims under the ADEA by
giving written notice ('"Revocation Notice") to Mark A. Ernst, 4400 Main Street,
Kansas City, Missouri 64111, within seven (7) days after the date of signing
(such seven (7) day period, the "Revocation Period" and such date of signing,
the "Signing Date"). For such



revocation to be effective, the Revocation Notice must be received no later than
5:00 p.m., Kansas City, Missouri time, on the seventh (7th) day after the
Signing Date. If Rotherham provides the Revocation Notice to RSM, this Agreement
will be null, void and unenforceable by either party, and RSM will have no
obligation to make any payments or provide any benefits to Rotherham hereunder.

3. Acknowledgements. ROTHERHAM ACKNOWLEDGES THAT RSM HAS ADVISED HIM TO
CONSULT WITH AN ATTORNEY PRIOR TO SIGNING THIS RELEASE AGREEMENT OR BEFORE THE
EXPIRATION OF THE REVOCATION PERIOD. ROTHERHAM SPECIFICALLY ACKNOWLEDGES AND
AGREES THAT EITHER THE FULL TWENTY-ONE (21) DAY CONSIDERATION PERIOD HAS LAPSED
OR HE HAS BEEN OFFERED SUCH TWENTY-ONE (21) DAY CONSIDERATION PERIOD BUT HAS
ELECTED TO WAIVE AND FOREGO ALL OF THE APPLICABLE DAYS WHICH HAVE NOT YET LAPSED
IN SUCH TWENTY-ONE (21) DAY CONSIDERATION PERIOD. ROTHERHAM ACKNOWLEDGES AND
AGREES THAT UPON SUCH CONSIDERATION HE HAS DECIDED TO WAIVE AND RELEASE ANY
CLAIMS HE MAY HAVE UNDER THE ADEA, PURSUANT TO THE TERMS OF THIS RELEASE
AGREEMENT .

4. Compensation and Benefits. The parties agree that Rotherham will
receive compensation and benefits from RSM after the Termination Date as
follows:

(i) RSM will pay to Rotherham $600,000 over the 12-month period
beginning on the Termination Date in semi-monthly equal installments of $25, 000
(less required tax withholdings). Such payments encompass payment to Rotherham
for any unused vacation or other paid time off accrued as of the Termination
Date.

(ii) Rotherham will remain eligible to participate in those health and
welfare plans maintained by RSM offering medical, dental, vision, employee
assistance, flexible spending account, life insurance, and accidental death and
dismemberment insurance benefits during the 12-month period beginning on the
Termination Date on the same basis as employees of RSM.

(iii) Those portions of any outstanding incentive stock options and
nonqualified stock options to purchase shares of Block's common stock granted to
Rotherham by Block ("Stock Options") that are scheduled to vest between the
Termination Date and February 1, 2005 (based solely on the time-specific vesting
schedule included in the applicable stock option agreement), shall vest and
become exercisable as of the Termination Date. Rotherham shall have until
November 1, 2004 to exercise such Stock Options. The operation of this Section
4(a)(iii) is subject to Rotherham's execution of an amendment to the affected
stock option agreements in the form attached hereto as Exhibit I.

(iv) RSM will arrange for Right Management Consultants to provide
outplacement services to Rotherham for the 12-month period beginning on the
Termination Date.

(v) Rotherham may retain that certain Compaq laptop computer owned by
RSM that Rotherham presently uses for business purposes, provided that on the
Termination Date RSM verifies that all information, documents, and files
pertaining to the business of Block, RSM, or any Affiliate, including, but not
limited to, e-mails, are deleted from the computer's hard drive and are not
recoverable. Rotherham must return all other property of Block, RSM, and
Affiliates on or before the Termination Date.



(vi) RSM will prepare Rotherham's federal and state income tax returns
for the 2003 tax year at no charge to Rotherham.

5. Termination of Compensation and Benefits. The compensation and
benefits described in Section 4 of this Release Agreement will cease and no
further compensation and benefits will be provided to Rotherham under this
Release Agreement if (a) Rotherham violates his obligations under Section 5 of
the Termination Agreement or any of the post-employment obligations under
Sections 6 and 7 of the Employment Agreement (except Section 6.2 of the
Employment Agreement, which is superseded by Sections 5(b), 5(c), and 5(d) of
the Termination Agreement), or (b) RSM agrees to waive any of such obligations
pursuant to and in accordance with Section 5(g) of the Termination Agreement.

6. Successors and Assigns. This Release Agreement and each of its
provisions will be binding upon Rotherham and the heirs, executors, successors,
and administrators of Rotherham or his estate and property, and shall inure to
the benefit of RSM, Block and their successors and assigns. Rotherham may not
assign or transfer to others the obligation to perform his duties hereunder.

7. Binding Effect. This Agreement is effective only when executed by an
officer of RSM and approved in writing by the Chairman of the Board, President
and Chief Executive Officer of Block.

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

ROTHERHAM:

Thomas G. Rotherham
Accepted and Agreed:

RSM McGladrey, Inc.
a Delaware corporation

By:

Bret G. Wilson, Vice President

Dated:

Approved:

H&R Block, Inc.
a Missouri corporation

By:

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

Dated:



EXHIBIT I
H&R BLOCK, INC.
1993 LONG-TERM EXECUTIVE COMPENSATION PLAN
AMENDMENT TO STOCK OPTION AGREEMENT(S)

WHEREAS, H&R Block, Inc. (the "Company") and Thomas G. Rotherham
("Optionee") are parties to one or more Stock Option Agreements under the H&R
Block, Inc. 1993 Long-Term Executive Compensation Plan pursuant to which there
are one or more Stock Options (as such term is defined in such Agreement(s))
outstanding on the date hereof (such one or more Stock Option Agreements to be
referred to herein as the "SO0A");

WHEREAS, RSM McGladrey, Inc., an indirect wholly owned subsidiary of
the Company ("RSM"), has entered into an agreement with Optionee under which
Optionee and RSM agree to terminate Optionee's employment (the "Separation
Agreement"); and

WHEREAS, Optionee has executed an agreement under which Optionee
releases all known and potential claims against the Company, RSM, and all other
direct or indirect subsidiaries of the Company (the "Release");

NOW, THEREFORE, subject to the provisions of the Separation Agreement
and the Release, Optionee and the Company agree as follows:

(1) Section 3(a) of each SOA Exhibit is hereby amended to add the following
sentence to the end of such Section:

"Notwithstanding the above, in the event that Optionee and Optionee's
employer sign the agreement presented to Optionee by Optionee's
employer under which Optionee releases all known and potential claims
against the Company, Optionee's employer, and all other subsidiaries of
the Company (the "Release Agreement") and Optionee does not revoke the
Release Agreement during any revocation period described therein (the
"Revocation Period"), this Stock Option shall become exercisable to the
extent provided in the Release Agreement as of the applicable date
specified in the Release Agreement."

(2) Section 3(b) of each SOA Exhibit is hereby amended to add the following
sentence to the end of such Section:

"Notwithstanding the above, in the event that Optionee signs the
Release Agreement and does not revoke the Release Agreement during the
Revocation Period, any shares of Common Stock of the Company identified
in the SOA as subject to an Incentive Stock Option shall become subject
to a Nonqualified Stock Option in lieu of subject to an Incentive Stock
Option, and the Stock Option shall continue and Optionee shall have the
right to exercise such Stock Option during the applicable time period
described in the Release Agreement and to the extent specified in the
Release Agreement."



(3) Except as modified in this Amendment to Stock Option Agreement(s), the
SOA shall remain in full force and effect in accordance with its terms.

H&R BLOCK, INC.

(Social Security Number) By

Mark A. Ernst
S oo Chairman of the Board, President,
(Street Address) and Chief Executive Officer

(City, State/Province, Postal Code)



EXHIBIT 10.2

RELEASE AGREEMENT

THIS RELEASE AGREEMENT ("this Release Agreement") is entered into as of
the 1st day of August, 2003, by and between RSM McGladrey, Inc., a Delaware
corporation ("RSM"), and Thomas G. Rotherham ("Rotherham").

WHEREAS, RSM and Rotherham are parties to an Agreement dated as of July
15, 2003, under which the parties mutually agreed to terminate the Employment
Agreement dated August 2, 1999, by and between RSM and Rotherham (the
"Employment Agreement"), and Rotherham's employment thereunder (the "Termination
Agreement").

NOW, THEREFORE, in consideration of the premises and the mutual
covenants contained herein, the sufficiency of which is hereby acknowledged, the
parties agree as follows:

1. Release by Rotherham. In consideration of RSM's promise to Rotherham
of the compensation and benefits specified in Section 4 of this Release
Agreement, Rotherham for himself and for his relations, heirs, legal
representatives, and assigns unconditionally releases and forever discharges RSM
and its direct and indirect parents, subsidiaries and affiliates (collectively,
"Affiliates"), their respective present and past directors, officers, employees,
agents, predecessors, successors, and assigns of and from any and all claims,
demands, actions, causes of action and suits of any kind whatsoever, whether
under federal or state statute, local regulation or at common law or which
thereafter arise from any matter, fact, circumstance, event, happening or thing
whatsoever occurring or failing to occur prior to the date of this Release
Agreement involving Rotherham's employment by RSM or any Affiliate, including,
without limitation, Rotherham's hiring, compensation earned as of or before the
date of this Release Agreement, the termination of Rotherham's responsibilities
as an officer of RSM and as a director and/or officer of each Affiliate,
Rotherham's termination as an employee of RSM, other obligations of RSM or any
Affiliate (except for those obligations expressly stated in this Release
Agreement, the post-termination provisions of the Employment Agreement or
applicable benefit plans), and further including, but not limited to, any claims
for race, sex or age discrimination under the Age Discrimination in Employment
Act, as amended ("ADEA"), Title VII of the Civil Rights Act of 1964, the 1991
amendments of such Civil Rights Act, the Americans with Disabilities Act, as
amended, and all other federal and state statutes and common law doctrines.

2. Consideration of Release of ADEA Claims. With regard to the
waiver/release of rights or claims under the ADEA, Rotherham acknowledges and
understands that this is a legal document and that he is legally entitled to,
and has been offered, a period of twenty-one (21) days (the "Consideration
Period") to consider the waiver/release of such rights or claims under this
Release Agreement before signing it. After signing this Release Agreement,
Rotherham may revoke the waiver/release of rights or claims under the ADEA by
giving written notice ("Revocation Notice") to Mark A. Ernst, 4400 Main Street,
Kansas City, Missouri 64111, within seven (7) days after the date of signing
(such seven (7) day period, the "Revocation Period" and such date of signing,
the "Signing Date"). For such revocation to be effective, the Revocation Notice
must be received no later than 5:00 p.m.,



Kansas City, Missouri time, on the seventh (7th) day after the Signing Date. If
Rotherham provides the Revocation Notice to RSM, this Agreement will be null,
void and unenforceable by either party, and RSM will have no obligation to make
any payments or provide any benefits to Rotherham hereunder.

3. Acknowledgements. ROTHERHAM ACKNOWLEDGES THAT RSM HAS ADVISED HIM TO
CONSULT WITH AN ATTORNEY PRIOR TO SIGNING THIS RELEASE AGREEMENT OR BEFORE THE
EXPIRATION OF THE REVOCATION PERIOD. ROTHERHAM SPECIFICALLY ACKNOWLEDGES AND
AGREES THAT EITHER THE FULL TWENTY-ONE (21) DAY CONSIDERATION PERIOD HAS LAPSED
OR HE HAS BEEN OFFERED SUCH TWENTY-ONE (21) DAY CONSIDERATION PERIOD BUT HAS
ELECTED TO WAIVE AND FOREGO ALL OF THE APPLICABLE DAYS WHICH HAVE NOT YET LAPSED
IN SUCH TWENTY-ONE (21) DAY CONSIDERATION PERIOD. ROTHERHAM ACKNOWLEDGES AND
AGREES THAT UPON SUCH CONSIDERATION HE HAS DECIDED TO WAIVE AND RELEASE ANY
CLAIMS HE MAY HAVE UNDER THE ADEA, PURSUANT TO THE TERMS OF THIS RELEASE
AGREEMENT.

4. Compensation and Benefits. The parties agree that Rotherham will
receive compensation and benefits from RSM after the Termination Date as
follows:

(i) RSM will pay to Rotherham $600,000 over the 12-month period
beginning on the Termination Date in semi-monthly equal installments of $25, 000
(less required tax withholdings). Such payments encompass payment to Rotherham
for any unused vacation or other paid time off accrued as of the Termination
Date.

(ii) Rotherham will remain eligible to participate in those health and
welfare plans maintained by RSM offering medical, dental, vision, employee
assistance, flexible spending account, life insurance, and accidental death and
dismemberment insurance benefits during the 12-month period beginning on the
Termination Date on the same basis as employees of RSM.

(iii) Those portions of any outstanding incentive stock options and
nonqualified stock options to purchase shares of Block's common stock granted to
Rotherham by Block ("Stock Options") that are scheduled to vest between the
Termination Date and February 1, 2005 (based solely on the time-specific vesting
schedule included in the applicable stock option agreement), shall vest and
become exercisable as of the Termination Date. Rotherham shall have until
November 1, 2004 to exercise such Stock Options. The operation of this Section
4(a)(iii) is subject to Rotherham's execution of an amendment to the affected
stock option agreements in the form attached hereto as Exhibit I.

(iv) RSM will arrange for Right Management Consultants to provide
outplacement services to Rotherham for the 12-month period beginning on the
Termination Date.

(v) Rotherham may retain that certain Compaq laptop computer owned by
RSM that Rotherham presently uses for business purposes, provided that on the
Termination Date RSM verifies that all information, documents, and files
pertaining to the business of Block, RSM, or any Affiliate, including, but not
limited to, e-mails, are deleted from the computer's hard drive and are not
recoverable. Rotherham must return all other property of Block, RSM, and
Affiliates on or before the Termination Date.



(vi) RSM will prepare Rotherham's federal and state income tax returns
for the 2003 tax year at no charge to Rotherham.

5. Termination of Compensation and Benefits. The compensation and
benefits described in Section 4 of this Release Agreement will cease and no
further compensation and benefits will be provided to Rotherham under this
Release Agreement if (a) Rotherham violates his obligations under Section 5 of
the Termination Agreement or any of the post-employment obligations under
Sections 6 and 7 of the Employment Agreement (except Section 6.2 of the
Employment Agreement, which is superseded by Sections 5(b), 5(c), and 5(d) of
the Termination Agreement), or (b) RSM agrees to waive any of such obligations
pursuant to and in accordance with Section 5(g) of the Termination Agreement.

6. Successors and Assigns. This Release Agreement and each of its
provisions will be binding upon Rotherham and the heirs, executors, successors,
and administrators of Rotherham or his estate and property, and shall inure to
the benefit of RSM, Block and their successors and assigns. Rotherham may not
assign or transfer to others the obligation to perform his duties hereunder.

7. Binding Effect. This Agreement is effective only when executed by an
officer of RSM and approved in writing by the Chairman of the Board, President
and Chief Executive Officer of Block.

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

ROTHERHAM:

Dated: 8/1/2003 /s/ Thomas G. Rotherham

Thomas G. Rotherham
Accepted and Agreed:

RSM McGladrey, Inc.
a Delaware corporation

By: /s/ Bret G. Wilson

Bret G. Wilson, Vice President

Dated: 8/04/03

Approved:

H&R Block, Inc.
a Missouri corporation

By: /s/ Mark A. Ernst

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

Dated: 4 Aug. 03



EXHIBIT I
H&R BLOCK, INC.
1993 LONG-TERM EXECUTIVE COMPENSATION PLAN
AMENDMENT TO STOCK OPTION AGREEMENT(S)

WHEREAS, H&R Block, Inc. (the "Company") and Thomas G. Rotherham
("Optionee") are parties to one or more Stock Option Agreements under the H&R
Block, Inc. 1993 Long-Term Executive Compensation Plan pursuant to which there
are one or more Stock Options (as such term is defined in such Agreement(s))
outstanding on the date hereof (such one or more Stock Option Agreements to be
referred to herein as the "SO0A");

WHEREAS, RSM McGladrey, Inc., an indirect wholly owned subsidiary of
the Company ("RSM"), has entered into an agreement with Optionee under which
Optionee and RSM agree to terminate Optionee's employment (the "Separation
Agreement"); and

WHEREAS, Optionee has executed an agreement under which Optionee
releases all known and potential claims against the Company, RSM, and all other
direct or indirect subsidiaries of the Company (the "Release");

NOW, THEREFORE, subject to the provisions of the Separation Agreement
and the Release, Optionee and the Company agree as follows:

(1) Section 3(a) of each SOA Exhibit is hereby amended to add the following
sentence to the end of such Section:

"Notwithstanding the above, in the event that Optionee and Optionee's
employer sign the agreement presented to Optionee by Optionee's
employer under which Optionee releases all known and potential claims
against the Company, Optionee's employer, and all other subsidiaries of
the Company (the "Release Agreement") and Optionee does not revoke the
Release Agreement during any revocation period described therein (the
"Revocation Period"), this Stock Option shall become exercisable to the
extent provided in the Release Agreement as of the applicable date
specified in the Release Agreement."

(2) Section 3(b) of each SOA Exhibit is hereby amended to add the following
sentence to the end of such Section:

"Notwithstanding the above, in the event that Optionee signs the
Release Agreement and does not revoke the Release Agreement during the
Revocation Period, any shares of Common Stock of the Company identified
in the SOA as subject to an Incentive Stock Option shall become subject
to a Nonqualified Stock Option in lieu of subject to an Incentive Stock
Option, and the Stock Option shall continue and Optionee shall have the
right to exercise such Stock Option during the applicable time period
described in the Release Agreement and to the extent specified in the
Release Agreement."



(3) Except as modified in this Amendment to Stock Option Agreement(s), the
SOA shall remain in full force and effect in accordance with its terms.

H&R BLOCK, INC.

(Social Security Number) By

Mark A. Ernst
S e Chairman of the Board, President, and
(Street Address) Chief Executive Officer



EXHIBIT 10.4

EXECUTION COPY

CREDIT AND GUARANTEE AGREEMENT
dated as of
August 12, 2003
among

BLOCK FINANCIAL CORPORATION,
as Borrower,

H&R BLOCK, INC.,
as Guarantor,

The Lenders Party Hereto,

THE ROYAL BANK OF SCOTLAND PLC,
as Syndication Agent,

BANK OF AMERICA, N.A.,
as Documentation Agent,

JPMORGAN CHASE BANK,
as Administrative Agent,

and

J.P. MORGAN SECURITIES INC.,
as Lead Arranger and Sole Book Manager

$2,000, 000,000 SHORT-TERM REVOLVING CREDIT FACILITY
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CREDIT AND GUARANTEE AGREEMENT, dated as of August 12, 2003,
among BLOCK FINANCIAL CORPORATION, a Delaware corporation, as Borrower, H&R
BLOCK, INC., a Missouri corporation, as Guarantor, the LENDERS party hereto, and
JPMORGAN CHASE BANK, a New York banking corporation, as Administrative Agent.

WHEREAS, the parties hereto desire to terminate the Existing
Agreement (as defined below); and

WHEREAS, the Borrower has requested that the Lenders provide
financing a revolving credit facility in an amount of $2,000,000,000;

NOW, THEREFORE, in consideration of the agreements herein and in
reliance upon the representations and warranties set forth herein, the parties
agree as follows:

ARTICLE I

DEFINITIONS

SECTION 1.1. Defined Terms. As used in this Agreement, the
following terms have the meanings specified below:

"ABR", when used in reference to any Loan or Borrowing, refers
to whether such Loan, or the Loans comprising such Borrowing, are
bearing interest at a rate determined by reference to the Alternate Base
Rate.

"Adjusted Net Worth" means, at any time, Consolidated Net Worth
of the Guarantor without giving effect to reductions in stockholders'
equity as a result of repurchases by the Guarantor of its own Capital
Stock subsequent to the Closing Date in an aggregate amount not
exceeding $350,000,000.

"Administrative Agent" means JPMorgan Chase Bank, a New York
banking corporation, in its capacity as administrative agent for the
Lenders hereunder.

"Administrative Ouestionnaire" means an Administrative
Questionnaire in a form supplied by the Administrative Agent.

"Affiliate" means, with respect to a specified Person, another
Person that directly, or indirectly through one or more intermediaries,
Controls or is Controlled by or is under common Control with the Person
specified. For the avoidance of doubt, neither the Guarantor nor any of
its Subsidiaries shall be deemed to Control any of its franchisees by
virtue of provisions in the relevant franchise agreement regulating the
business and operations of such franchisee.

"Alternate Base Rate" means, for any day, a rate per annum equal
to the greater of (a) the Prime Rate in effect on such day, and (b) the
Federal Funds Effective Rate in effect on such day plus 1/2 of 1%. Any
change in the Alternate Base Rate due to a change in the Prime Rate or
the Federal Funds Effective Rate shall be effective from and



including the effective date of such change in the Prime Rate or the
Federal Funds Effective Rate, respectively.

"Applicable Percentage" means, with respect to any Lender, the
percentage of the total Commitments represented by such Lender's
Commitment. If the Commitments have terminated or expired, the
Applicable Percentages shall be determined based upon the Commitments
most recently in effect, giving effect to any assignments.

"Applicable Rate" means, for any day, the rate per annum based

on the Ratings in effect on such day, as set forth under the relevant
column heading below:

Category Ratings ABR Loans Eurodollar Facility Fees Utilization Fees
Loans Payable Payable
Hereunder Hereunder
Greater than: A 0% 0.18% 0.07% 0.15%
I by S&P or A2
by Moody's
IT A by S&P or 0% 0.265% 0.085% 0.15%
A2 by Moody's
IIT A - by S&P or 0% 0.53% 0.095% 0.15%
A3 by Moody's
BBB + by S&P 0% 0.64% 0.11% 0.15%
Iv or Baal by
Moody's
Lower than: 0% 0.75% 0.125% 0.15%
\Y BBS + by S&P
or Baal by
Moody's

;provided that (a) if on any day the Ratings of S&P and Moody's do not
fall in the same category, then the lower of such Ratings shall be
applicable for such day, (b) if on any day the Rating of only S&P or
Moody's is available, then such Rating shall be applicable for such day
and (c) if on any day a Rating is not available from either S&P or
Moody's, then the Ratings in category V above shall be applicable for
such day. Any change in the Applicable Rate resulting from a change in
Rating by either S&P or Moody's shall become effective on the date such
change is publicly announced by such rating agency; provided further
that for all Revolving Loans outstanding on and after the Revolving
Termination Date (pursuant to the proviso set forth in Section
2.8(a)(1)) the Applicable Rate for utilization fees payable pursuant to
Section 2.10(b) shall be increased by 0.25% over such Applicable Rate
otherwise then in effect as set forth above.

"Assignment and Acceptance" means an assignment and acceptance
entered into by a Lender and an assignee (with the consent of any party
whose consent is required by Section 10.4), and accepted by the
Administrative Agent, substantially in the form of Exhibit A or any
other form approved by the Administrative Agent.



"Availability Period" means the period from and including the
Closing Date to but excluding the earlier of the Revolving Termination
Date and the date of termination of the Commitments.

"Board" means the Board of Governors of the Federal Reserve
System of the United States of America.

"Borrower" means Block Financial Corporation, a Delaware
corporation and a wholly-owned indirect Subsidiary of the Guarantor.

"Borrowing" means (a) Revolving Loans of the same Type and same
Tranche, made, converted or continued on the same date and, in the case
of Eurodollar Loans, as to which a single Interest Period is in effect
or (b) a Swingline Loan.

"Borrowing Request" means a request by the Borrower for a
Revolving Borrowing in accordance with Section 2.3.

"Business Day" means any day that is not a Saturday, Sunday or
other day on which commercial banks in New York City are authorized or
required by law to remain closed; provided that, when used in connection
with a Eurodollar Loan, the term "Business Day" shall also exclude any
day on which banks are not open for dealings in dollar deposits in the
London interbank market.

"Capital Lease Obligations" of any Person means the obligations
of such Person to pay rent or other amounts under any lease of (or other
arrangement conveying the right to use) real or personal property, or a
combination thereof, which obligations are required to be classified and
accounted for as capital leases on a balance sheet of such Person under
GAAP, and the amount of such obligations shall be the capitalized amount
thereof determined in accordance with GAAP.

"Capital Stock" means any and all shares, interests,
participations or other equivalents (however designated) of capital
stock of a corporation, any and all equivalent ownership interests in a
Person (other than a corporation) and any and all warrants or options to
purchase any of the foregoing.

"Cash Equivalents": (a) marketable direct obligations issued by,
or unconditionally guaranteed by, the United States government or issued
by any agency thereof and backed by the full faith and credit of the
United States, in each case maturing within one year from the date of
acquisition; (b) certificates of deposit, time deposits, eurodollar time
deposits or overnight bank deposits having maturities of six months or
less from the date of acquisition issued by (i) any Lender, (ii) any
commercial bank organized under the laws of the United States or any
state thereof having combined capital and surplus of not less than
$500, 000,000 or (iii) by any other bank if, and to the extent, covered
by FDIC insurance; (c) commercial paper of an issuer rated at least A-1
by S&P or P-1 by Moody's, or carrying an equivalent rating by a
nationally recognized rating agency, if both of the two named rating
agencies cease publishing ratings of commercial paper issuers generally,
and maturing within six months from the date of



acquisition; (d) repurchase obligations of any Lender or of any
commercial bank satisfying the requirements of clause (b) of this
definition, having a term of not more than 30 days, with respect to
securities issued or fully guaranteed or insured by the United States
government; (e) securities with maturities of one year or less from the
date of acquisition issued or fully guaranteed by any state,
commonwealth or territory of the United States, by any political
subdivision or taxing authority of any such state, commonwealth or
territory or by any foreign government, the securities of which state,
commonwealth, territory, political subdivision, taxing authority or
foreign government (as the case may be) are rated at least A by S&P or
A2 by Moody's; (f) securities with maturities of six months or less from
the date of acquisition backed by standby letters of credit issued by
any Lender or any commercial bank satisfying the requirements of clause
(b) of this definition; (g) money market mutual or similar funds that
invest exclusively in assets satisfying the requirements of clauses (a)
through (f) of this definition; or (h) money market funds that (i)
comply with the criteria set forth in SEC Rule 2a-7 under the Investment
Company Act of 1940, as amended, (ii) are rated AAA by S&P and Aaa by
Moody's and (iii) have portfolio assets of at least $1,000,000,000.

"Change in Control" means (a) the acquisition of ownership,
directly or indirectly, beneficially or of record, by any Person or
group (within the meaning of the Securities Exchange Act of 1934, as
amended, and the rules of the Securities and Exchange Commission
thereunder as in effect on the date hereof) of shares representing more
than 25% of the aggregate ordinary voting power represented by the
issued and outstanding Capital Stock of the Guarantor; (b) occupation of
a majority of the seats (other than vacant seats) on the board of
directors of the Guarantor by Persons who were neither (i) nominated by
the board of directors of the Guarantor nor (ii) appointed by directors
so nominated; (c) the acquisition of direct or indirect Control of the
Guarantor by any Person or group; or (d) the failure of the Guarantor to
own, directly or indirectly, shares representing 100% of the aggregate
ordinary voting power represented by the issued and outstanding Capital
Stock of the Borrower.

"Change in Law" means (a) the adoption of any law, rule or
regulation after the date of this Agreement, (b) any change in any law,
rule or regulation or in the interpretation or application thereof by
any Governmental Authority after the date of this Agreement or (c)
compliance by any Lender (or, for purposes of Section 2.13(b), by any
lending office of such Lender or by such Lender's holding company, if
any) with any request, guideline or directive (whether or not having the
force of law) of any Governmental Authority made or issued after the
date of this Agreement.

"Charges" has the meaning assigned to such term in Section
10.13.

"Class" when used in reference to any Loan or Borrowing, refers
to whether such Loan, or the Loans comprising such Borrowing, are
Revolving Loans or Swingline Loans.

"Closing Date" means the date on which the conditions specified
in Section 4.2 are satisfied (or waived in accordance with Section
10.2).



"Code" means the Internal Revenue Code of 1986, as amended from
time to time.

"Commitment" means, with respect to each Lender, the sum of its
Tranche A1l Commitment and its Tranche A2 Commitment.

"Commitment Expiration Date" has the meaning assigned to such
term in Section 2.18(a).

"Confidential Information Memorandum" means the Confidential
Information Memorandum dated July of 2003 (as edited) and furnished to
the Lenders.

"Consolidated Net Worth" means, at any time, the total amount of
stockholders' equity of the Guarantor and its consolidated Subsidiaries
at such time determined on a consolidated basis in accordance with GAAP.

"Contractual Obligation" means, as to any Person, any provision
of any security issued by such Person or of any agreement, instrument or
undertaking to which such Person is a party or by which it or any of its
property is bound.

"Control" means the possession, directly or indirectly, of the
power to direct or cause the direction of the management or policies of
a Person, whether through the ability to exercise voting power, by
contract or otherwise. "Controlling" and "Controlled" have meanings
correlative thereto.

"Credit Parties" means the collective reference to the Borrower
and the Guarantor.

"Default" means any event or condition which constitutes an
Event of Default or which upon notice, lapse of time or both would,
unless cured or waived, become an Event of Default.

"Disclosed Matters" means the actions, suits and proceedings and
the environmental matters disclosed in Schedule 3.6.

"dollars" or "$" refers to lawful money of the United States of
America.

"Effective Date" means the date on which the conditions
specified in Section 4.1 are satisfied (or waived in accordance with
Section 10.2).

"Environmental Laws" means all laws, rules, regulations, codes,
ordinances, orders, decrees, judgments, injunctions, notices or binding
agreements issued, promulgated or entered into by any Governmental
Authority, relating in any way to the environment, preservation or
reclamation of natural resources, to the management, release or
threatened release of any Hazardous Material or to health and safety
matters.

"Environmental Liability" means any liability, contingent or
otherwise (including any liability for damages, costs of environmental
remediation, fines, penalties or indemnities), of any Credit Party or
any Subsidiary directly or indirectly resulting from or



based upon (a) violation of any Environmental Law, (b) the generation,
use, handling, transportation, storage, treatment or disposal of any
Hazardous Materials, (c) exposure to any Hazardous Materials, (d) the
release or threatened release of any Hazardous Materials into the
environment or (e) any contract, agreement or other consensual
arrangement pursuant to which liability is assumed or imposed with
respect to any of the foregoing.

"ERISA" means the Employee Retirement Income Security Act of
1974, as amended from time to time.

"ERISA Affiliate" means any trade or business (whether or not
incorporated) that, together with any Credit Party, is treated as a
single employer under Section 414(b) or (c) of the Code or, solely for
purposes of Section 302 of ERISA and Section 412 of the Code, is treated
as a single employer under Section 414 of the Code.

"ERISA Event" means (a) any '"reportable event", as defined in
Section 4043 of ERISA or the regulations issued thereunder with respect
to a Plan (other than an event for which the 30-day notice period is
waived); (b) the existence with respect to any Plan of an "accumulated
funding deficiency" (as defined in Section 412 of the Code or Section
302 of ERISA), whether or not waived; (c) the filing pursuant to Section
412(d) of the Code or Section 303(d) of ERISA of an application for a
waiver of the minimum funding standard with respect to any Plan; (d) the
incurrence by any Credit Party or any of their ERISA Affiliates of any
liability under Title IV of ERISA with respect to the termination of any
Plan; (e) the receipt by any Credit Party or any ERISA Affiliate from
the PBGC or a plan administrator of any notice relating to an intention
to terminate any Plan or Plans or to appoint a trustee to administer any
Plan; (f) the incurrence by any Credit Party or any of their ERISA
Affiliates of any liability with respect to the withdrawal or partial
withdrawal from any Plan or Multiemployer Plan; or (g) the receipt by
any Credit Party or any ERISA Affiliate of any notice, or the receipt by
any Multiemployer Plan from any Credit Party or any ERISA Affiliate of
any notice, concerning the imposition of Withdrawal Liability or a
determination that a Multiemployer Plan is, or is expected to be,
insolvent or in reorganization, within the meaning of Title IV of ERISA.

"Eurodollar", when used in reference to any Loan or Borrowing,
refers to whether such Loan, or the Loans comprising such Borrowing, are
bearing interest at a rate determined by reference to the LIBO Rate.

"Events of Default" has the meaning assigned to such term in
Article VIII.

"Excluded Taxes" means, with respect to the Administrative
Agent, any Lender or any other recipient of any payment to be made by or
on account of any obligation of the Borrower hereunder, (a) income or
franchise taxes imposed on (or measured by) its net income by the United
States of America, or by the jurisdiction under the laws of which such
recipient is organized or in which its principal office is located or,
in the case of any Lender, in which its applicable lending office is
located, (b) any branch profits taxes imposed by the United States of
America or any similar tax imposed by any other



jurisdiction in which the Borrower is located and (c) in the case of a
Foreign Lender (other than an assignee pursuant to a request by the
Borrower under Section 2.17(b)), any withholding tax that is imposed on
amounts payable to such Foreign Lender at the time such Foreign Lender
becomes a party to this Agreement or is attributable to such Foreign
Lender's failure or inability to comply with Section 2.15(e), except to
the extent that such Foreign Lender's assignor (if any) was entitled, at
the time of assignment, to receive additional amounts from the Borrower
with respect to such withholding tax pursuant to Section 2.15(a).

"Existing Agreement" means the Amended and Restated Credit and
Guarantee Agreement, dated as of October 23, 2002, among the Borrower,
the Guarantor, the lenders parties thereto, Bank One NA, as syndication
agent, Bank of America, N.A., as documentation agent, and JPMorgan Chase
Bank, as Administrative Agent.

"Extension Request" has the meaning assigned to such term in
Section 2.18.

"Federal Funds Effective Rate" means (a) for the first day of a
Borrowing, the rate per annum which is the average of the rates on the
offered side of the Federal funds market quoted by three interbank
Federal funds brokers, selected by the Administrative Agent, at
approximately the time the Borrower requests such Borrowing, for dollar
deposits in immediately available funds, in an amount, comparable to the
principal amount of such Borrowing and (b) for each day of such
Borrowing thereafter, or for any other amount hereunder which bears
interest at the Alternate Base Rate, the rate per annum which is the
average of the rates on the offered side of the Federal funds market
guoted by three interbank Federal funds brokers, selected by the
Administrative Agent, at approximately 2:00 p.m., New York City time, on
such day for dollar deposits in immediately available funds, in an
amount, comparable to the principal amount of such Borrowing or other
amount, as the case may be; in the case of both clauses (a) and (b), as
determined by the Administrative Agent and rounded upwards, if
necessary, to the nearest 1/100 of 1%.

"Financial Officer" means the chief financial officer, principal
accounting officer, treasurer or controller of the Borrower or the
Guarantor, as the context may require.

"Foreign Lender" means any Lender that is organized under the
laws of a jurisdiction other than that in which the Borrower is located.
For purposes of this definition, the United States of America, each
State thereof and the District of Columbia shall be deemed to constitute
a single jurisdiction.

"GAAP" means generally accepted accounting principles in the
United States of America.

"Governmental Authority" means the government of the United
States of America, any other nation or any political subdivision
thereof, whether state, provincial or local, and any agency, authority,
instrumentality, regulatory body, court, central bank or other entity
exercising executive, legislative, judicial, taxing, regulatory or
administrative powers or functions of or pertaining to government.



"Guarantee" of or by any Person (the '"guarantor") means any
obligation, contingent or otherwise, of the guarantor guaranteeing or
having the economic effect of guaranteeing any Indebtedness or other
obligation of any other Person (the "primary obligor") in any manner,
whether directly or indirectly, and including any obligation of the
guarantor, direct or indirect, (a) to purchase or pay (or advance or
supply funds for the purchase or payment of) such Indebtedness or other
obligation or to purchase (or to advance or supply funds for the
purchase of) any security for the payment thereof, (b) to purchase or
lease property, securities or services for the purpose of assuring the
owner of such Indebtedness or other obligation of the payment thereof,
(c) to maintain working capital, equity capital or any other financial
statement condition or liquidity of the primary obligor so as to enable
the primary obligor to pay such Indebtedness or other obligation or (d)
as an account party in respect of any letter of credit or letter of
guaranty issued to support such Indebtedness or obligation; provided
that the term Guarantee shall not include endorsements for collection or
deposit in the ordinary course of business.

"Guarantee Obligation" means, as to any Person, any obligation
of such Person guaranteeing or in effect guaranteeing any Indebtedness,
leases, dividends or other obligations (the "primary obligations") of
any other Person (the "primary obligor") in any manner, whether directly
or indirectly, including, without limitation, any obligation of such
Person, whether or not contingent, (a) to purchase any such primary
obligation or any property constituting direct or indirect security
therefor, (b) to advance or supply funds (i) for the purchase or payment
of any such primary obligation or (ii) to maintain working capital or
equity capital of the primary obligor or otherwise to maintain the net
worth or solvency of the primary obligor, (c) to purchase property,
securities or services primarily for the purpose of assuring the owner
of any such primary obligation of the ability of the primary obligor to
make payment of such primary obligation or (d) otherwise to assure or
hold harmless the owner of any such primary obligation against loss in
respect thereof; provided, however, that the term Guarantee Obligation
shall not include endorsements of instruments for deposit or collection
in the ordinary course of business. The amount of any Guarantee
Obligation shall be deemed to be an amount equal as of any date of
determination to the stated determinable amount of the primary
obligation in respect of which such Guarantee Obligation is made (unless
such Guarantee Obligation shall be expressly limited to a lesser amount,
in which case such lesser amount shall apply) or, if not stated or
determinable, the amount as of any date of determination of the maximum
reasonably anticipated liability in respect thereof as determined by
such Person in good faith.

"Guarantor" means H&R Block, Inc., a Missouri corporation.

"Hazardous Materials" means all explosive or radioactive
substances or wastes and all hazardous or toxic substances, wastes or
other pollutants, including petroleum or petroleum distillates, asbestos
or asbestos containing materials, polychlorinated biphenyls, radon gas,
infectious or medical wastes and all other substances or wastes of any
nature regulated pursuant to any Environmental Law.



"Hedging Agreement" means any interest rate protection
agreement, foreign currency exchange agreement, commodity price
protection agreement or other interest or currency exchange rate or
commodity price hedging arrangement.

"Indebtedness" of any Person means, without duplication, (a) all
obligations of such Person for borrowed money or with respect to
deposits or advances of any kind, (b) all obligations of such Person
evidenced by bonds, debentures, notes or similar instruments, (c) all
obligations of such Person upon which interest charges are customarily
paid, (d) all obligations of such Person under conditional sale or other
title retention agreements relating to property acquired by such Person,
(e) all obligations of such Person in respect of the deferred purchase
price of property or services (excluding current accounts payable and
accrued expenses incurred in the ordinary course of business), (f) all
Indebtedness of others secured by (or for which the holder of such
Indebtedness has an existing right, contingent or otherwise, to be
secured by) any Lien on property owned or acquired by such Person,
whether or not the Indebtedness secured thereby has been assumed, (g)
all Guarantees by such Person of Indebtedness of others, (h) all Capital
Lease Obligations of such Person, (i) all obligations, contingent or
otherwise, of such Person as an account party in respect of letters of
credit and letters of guaranty, (j) all obligations, contingent or
otherwise, of such Person in respect of bankers' acceptances and (k) for
purposes of Section 6.2 only, all preferred stock issued by a Subsidiary
of such Person. The Indebtedness of any Person shall include the
Indebtedness of any other entity (including any partnership in which
such Person is a general partner) to the extent such Person is liable
therefor as a result of such Person's ownership interest in or other
relationship with such entity, except to the extent the terms of such
Indebtedness provide that such Person is not liable therefor.
Indebtedness of a Person shall not include obligations with respect to
funds held by such Person in custody for, or for the benefit of, third
parties which are to be paid at the direction of such third parties (and
are not used for any other purpose).

"Indemnified Taxes" means Taxes other than Excluded Taxes.

"Indemnitee" has the meaning assigned to such term in Section
10.3(b).

"Information" has the meaning assigned to such term in Section
10.12.

"Interest Election Request" means a request by the Borrower to
convert or continue a Revolving Borrowing in accordance with Section
2.6.

"Interest Payment Date" means (a) with respect to any ABR Loan
(other than a Swingline Loan), the last day of each March, June,
September and December, (b) with respect to any Eurodollar Loan, the
last day of the Interest Period applicable to the Borrowing of which
such Loan is a part and, in the case of a Eurodollar Borrowing with an
Interest Period of more than three months' duration, each day prior to
the last day of such Interest Period that occurs at intervals of three
months' duration after the first day of such Interest Period and (c)
with respect to any Swingline Loan, the day that such Loan is required
to be repaid.
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"Interest Period" means, with respect to any Eurodollar
Borrowing, the period commencing on the date of such Borrowing and
ending on the numerically corresponding day in the calendar month that
is one week, two weeks or one, two, three or six months thereafter, as
the Borrower may elect; provided that (a) if any Interest Period would
end on a day other than a Business Day, such Interest Period shall be
extended to the next succeeding Business Day unless such next succeeding
Business Day would fall in the next calendar month, in which case such
Interest Period shall end on the next preceding Business Day and (b) any
Interest Period that commences on the last Business Day of a calendar
month (or on a day for which there is no numerically corresponding day
in the last calendar month of such Interest Period) shall end on the
last Business Day of the last calendar month of such Interest Period.
For purposes hereof, the date of a Borrowing initially shall be the date
on which such Borrowing is made and thereafter shall be the effective
date of the most recent conversion or continuation of such Borrowing.

"Lenders" means the Persons listed on Schedule 2.1 and any other
Person that shall have become a party hereto pursuant to a New Lender
Supplement and/or an Assignment and Acceptance, other than any such
Person that ceases to be a party hereto pursuant to an Assignment and
Acceptance. Unless the context otherwise requires, the term "Lenders"
includes the Swingline Lender.

"LIBO Rate" means, with respect to any Eurodollar Borrowing for
any Interest Period, the rate appearing on Page 3750 of the Dow Jones
Markets screen at approximately 11:00 a.m., London time, two Business
Days prior to the commencement of such Interest Period, as the rate for
dollar deposits with a maturity comparable to such Interest Period. In
the event that such rate is not available at such time for any reason,
then the "LIBO Rate" with respect to such Eurodollar Borrowing for such
Interest Period shall be determined by reference to such other
comparable publicly available service for displaying eurodollar rates as
may be selected, by the Administrative Agent or, in the absence of such
availability, by reference to the rate at which dollar deposits of
$5,000,000 and for a maturity comparable to such Interest Period are
offered by the principal London office of the Administrative Agent in
immediately available funds in the London interbank market at
approximately 11:00 a.m., London time, two Business Days prior to the
commencement of such Interest Period.

"Lien" means, with respect to any asset, (a) any mortgage, deed
of trust, lien, pledge, hypothecation, encumbrance, charge or security
interest in, on or of such asset, (b) the interest of a vendor or a
lessor under any conditional sale agreement, capital lease or title
retention agreement (or any financing lease having substantially the
same economic effect as any of the foregoing) relating to such asset and
(c) in the case of securities, any purchase option, call or similar
right of a third party with respect to such securities; provided that
clause (c) above shall be deemed not to include stock options granted by
any Person to its directors, officers or employees with respect to the
Capital Stock of such Person.

"Loans" means the loans made by the Lenders (including the
Swingline Lender) to the Borrower pursuant to this Agreement.
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"Margin Stock" means any "margin stock" as defined in Regulation
U of the Board.

"Material Adverse Effect" means a material adverse effect on (a)
the business, assets, property or condition (financial or otherwise) of
the Guarantor and the Subsidiaries taken as a whole, (b) the ability of
any Credit Party to perform any of its obligations under this Agreement
or (c) the rights of or benefits available to the Lenders under this
Agreement.

"Material Indebtedness" means Indebtedness (other than the
Loans), or obligations in respect of one or more Hedging Agreements, of
any one or more of the Credit Parties and any Subsidiaries in an
aggregate principal amount exceeding $40,000,000. For purposes of
determining Material Indebtedness, the "principal amount" of the
obligations of any Credit Party or any Subsidiary in respect of any
Hedging Agreement at any time shall be the aggregate amount (giving
effect to any netting agreements) that the Credit Party or such
Subsidiary would be required to pay if such Hedging Agreement were
terminated at such time.

"Material Subsidiary" means any Subsidiary of any Credit Party
the aggregate assets or revenues of which, as of the last day of the
most recently ended fiscal quarter for which the Borrower has delivered
financial statements pursuant to Section 5.1(a) or (b), when aggregated
with the assets or revenues of all other Subsidiaries with respect to
which the actions contemplated by Section 6.4 are taken, are greater
than 5% of the total assets or total revenues, as applicable, of the
Guarantor and its consolidated Subsidiaries, in each case as determined
in accordance with GAAP.

"Maturity Date" means August 11, 2005 or such later date as
shall be determined pursuant to the provisions of Section 2.18 with
respect to non-Objecting Lenders.

"Maximum Rate" has the meaning assigned to such term in Section
10.13.

"Moody's" means Moody's Investors Service, Inc.

"Multiemployer Plan" means a multiemployer plan as defined in
Section 4001(a)(3) of ERISA.

"Objecting Lender" has the meaning assigned to such term in
Section 2.18(a).

"Obligations" means collectively, the unpaid principal of and
interest on the Loans and all other obligations and liabilities of the
Borrower (including, without limitation, interest accruing at the then
applicable rate provided herein after the maturity of the Loans and
interest accruing at the then applicable rate provided herein after the
filing of any petition in bankruptcy, or the commencement of any
insolvency, reorganization or like proceeding, relating to the Borrower,
whether or not a claim for post-filing or post-petition interest is
allowed in such proceeding) to the Administrative Agent or any Lender,
whether direct or indirect, absolute or contingent, due or to become
due, or now existing or hereafter incurred, which may arise under, out
of, or in



12

connection with, this Agreement or any other document made, delivered or
given in connection herewith, whether on account of principal, interest,
reimbursement obligations, fees, indemnities, costs, expenses or
otherwise (including, without limitation, all fees and disbursements of
counsel to the Administrative Agent or to the Lenders that are required
to be paid by the Borrower pursuant to the terms of any of the foregoing
agreements).

"Other Taxes" means any and all present or future stamp or
documentary taxes or any other excise or property taxes, charges or
similar levies arising from any payment made hereunder or from the
execution, delivery or enforcement of, or otherwise with respect to,
this Agreement.

"Participant" has the meaning assigned to such term in Section
10.4(e).

"PBGC" means the Pension Benefit Guaranty Corporation referred
to and defined in ERISA and any successor entity performing similar
functions.

"Permitted Encumbrances" means:

(a) judgment Liens in respect of judgments not constituting an
Event of Default under clause (k) of Article VIII;

(b) Liens imposed by law for taxes that are not yet due or are
being contested in compliance with Section 5.4;

(c) carriers', warehousemen's, mechanics', materialmen's,
repairmen's and other like Liens imposed by law, arising in the ordinary
course of business and securing obligations that are not overdue by more
than 30 days or are being contested in compliance with Section 5.4;

(d) pledges and deposits made in the ordinary course of business
in compliance with workers' compensation, unemployment insurance and
other social security laws or regulations;

(e) deposits to secure the performance of bids, trade contracts,
leases, statutory obligations, surety and appeal bonds, performance
bonds and other obligations of a like nature, in each case in the
ordinary course of business; and

(f) easements, zoning restrictions, rights-of-way and
similar encumbrances on real property imposed by law or arising in the
ordinary course of business that do not secure any monetary obligations
and do not materially detract from the value of the affected property or
interfere with the ordinary conduct of business of the Credit Parties or
any Subsidiary;

provided that the term "Permitted Encumbrances" shall not include any
Lien securing Indebtedness.
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"Person" means any natural person, corporation, limited
liability company, trust, joint venture, association, company,
partnership, Governmental Authority or other entity.

"Plan" means any employee pension benefit plan (other than a
Multiemployer Plan) subject to the provisions of Title IV of ERISA or
Section 412 of the Code or Section 302 of ERISA, and in respect of which
any Credit Party or any ERISA Affiliate is (or, if such plan were
terminated, would under Section 4069 of ERISA be deemed to be) an
"employer" as defined in Section 3(5) of ERISA.

"Prime Rate" means the rate of interest per annum publicly
announced from time to time by JPMorgan Chase Bank as its prime rate in
effect at its principal office in New York City; each change in the
Prime Rate shall be effective from and including the date such change is
publicly announced as being effective.

"RAL Receivables Amount" means, at any time, the difference (but
not less than zero) between (i) the aggregate amount of funds received
by the Guarantor, any Subsidiary or any qualified or unqualified special
purpose entity created by any Subsidiary with respect to the transfer of
refund anticipation loans, or participation interests in refund
anticipation loans, and related rights and interest, to one or more
third parties in one or more RAL Receivables Transactions, at or prior
to such time, minus (ii) the aggregate amount received by such one or
more third parties with respect to the transferred refund anticipation
loans, or participation interests in refund anticipation loans, and
related rights and interests, in such one or more RAL Receivables
Transactions, at or prior to such time, excluding from the amounts
received by such one or more third parties, the aggregate amount of any
origination, set up, structuring or similar fees, all implicit or
explicit financing expenses and all indemnification and reimbursement
payments paid to such one or more third parties in connection with such
one or more RAL Receivables Transactions.

"RAL Receivables Transaction" means any securitization, on -- or
off -- balance sheet financing or sale transaction, involving refund
anticipation loans, or participation interests in refund anticipation
loans, and related rights and interests, that were acquired pursuant to
the refund anticipation loan program by the Guarantor, any Subsidiary
or any qualified or unqualified special purpose entity created by any
Subsidiary.

"Rating" means the rating of S&P or Moody's, as the case may be,
applicable to the long-term senior unsecured non-credit enhanced debt of
the Borrower, as announced by S&P or Moody's, as the case may be, from
time to time.

"Register" has the meaning assigned to such term in Section
10.4(c).

"Related Parties" means, with respect to any specified Person,
such Person's Affiliates and the respective directors, officers,
employees, agents and advisors of such Person and such Person's
Affiliates.
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"Required Lenders" means, at any time, Lenders having Revolving
Credit Exposures and unused Commitments representing at least 51% of the
sum of the total Revolving Credit Exposures and unused Commitments at
such time.

"Restricted Margin Stock" means all Margin Stock owned by the
Guarantor and its Subsidiaries to the extent the value of such Margin
Stock does not exceed 25% of the value of all assets of the Guarantor
and its Subsidiaries (determined on a consolidated basis) that are
subject to the provisions of Section 6.3 and 6.4.

"Revolving Borrowing" means a Borrowing comprised of Revolving
Loans.

"Revolving Credit Exposure" means, with respect to any Lender at
any time, the sum of the amount of such Lender's Tranche Al Credit
Exposure and Tranche A2 Credit Exposure at such time.

"Revolving Loans" means the Tranche A2 Revolving Loans and the
Tranche Al Revolving Loans.

"Revolving Termination Date" means August 11, 2004 or such later
date as shall be determined pursuant to the provisions of Section 2.18
with respect to non-Objecting Lenders.

"RSM" has the meaning assigned to such term in Section 5.1(e).
"S&P" means Standard & Poor's Ratings Services.

"Short-Term Debt" means, at any time, the aggregate amount of
Indebtedness of the Guarantor and its Subsidiaries at such time
(excluding seasonal Indebtedness of H&R Block Canada, Inc.) having a
final maturity less than one year after such time, determined on a
consolidated basis in accordance with GAAP, minus (a) to the extent
otherwise included therein, indebtedness outstanding at such time (i)
under mortgage facilities secured by mortgages and related assets, (ii)
incurred to fund servicing obligations required as part of servicing
mortgage backed securities in the ordinary course of business, (iii)
incurred and secured by broker-dealer Subsidiaries in the ordinary
course of business and (iv) deposits and other customary banking related
liabilities incurred by banking Subsidiaries in the ordinary course of
business, (b) the excess, if any, of (i) the aggregate amount of cash
and Cash Equivalents held at such time in accounts of the Guarantor and
its Subsidiaries (other than broker-dealer Subsidiaries and banking
Subsidiaries) to the extent freely transferable to the Credit Parties
and capable of being applied to the Obligations without any contractual,
legal or tax consequences over (ii) $15,000,000 and (c) to the extent
otherwise included therein, the current portion of long term debt. For
the avoidance of doubt, the Loans shall be considered Short-Term Debt.

"Subsidiary" means, with respect to any Person (the "parent") at
any date, any corporation, limited liability company, partnership,
association or other entity the accounts of which would be consolidated
with those of the parent in the parent's consolidated financial
statements if such financial statements were prepared in
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accordance with GAAP as of such date, as well as any other corporation,
limited liability company, partnership, association or other entity (a)
of which securities or other ownership interests representing more than
50% of the equity or more than 50% of the ordinary voting power or, in
the case of a partnership, more than 50% of the general partnership
interests are, as of such date, owned, controlled or held, or (b) that
is, as of such date, otherwise Controlled, by the parent or one or more
Subsidiaries of the parent or by the parent and one or more Subsidiaries
of the parent. Unless the context shall otherwise require, all
references to a "Subsidiary" or to "Subsidiaries" in this Agreement
shall refer to a Subsidiary or Subsidiaries of the Guarantor, including,
without limitation, the Borrower and the Subsidiaries of the Borrower.

"Swingline Exposure" means, at any time, the aggregate principal
amount of all Swingline Loans outstanding at such time. The Swingline
Exposure of any Lender at any time shall be the sum of its Tranche A1l
Swingline Exposure and its Tranche A2 Swingline Exposure.

"Swingline Lender" means JPMorgan Chase Bank, in its capacity as
lender of Swingline Loans hereunder.

"Swingline Loans" means the Tranche Al Swingline Loans and the
Tranche A2 Swingline Loans.

"Taxes" means any and all present or future taxes, levies,
imposts, duties, deductions, charges or withholdings imposed by any
Governmental Authority.

"Tranche" when used in reference to any Loans or Borrowing,
refers to whether such Loans, or the Loans comprising such Borrowing,
are Tranche A2 Revolving Loans (or Tranche A2 Swingline Loans) or
Tranche Al Revolving Loans (or Tranche Al Swingline Loans).

"Tranche Al Applicable Percentage" means, with respect to any
Tranche Al Lender, the percentage of the total Tranche Al Commitments
represented by such Tranche Al Lender's Tranche A1l Commitment. If the
Tranche A1 Commitments have terminated or expired, the Tranche A1l
Applicable Percentages shall be determined based upon the Tranche A1l
Commitments most recently in effect, giving effect to any assignments.

"Tranche Al Commitment" means, with respect to each Tranche Al
Lender, the commitment of such Tranche Al Lender to make Tranche Al
Revolving Loans hereunder and to acquire participations in Tranche Al
Swingline Loans hereunder, expressed as an amount representing the
maximum aggregate amount of such Tranche Al Lender's Tranche Al Credit
Exposure hereunder, as such commitment may be (a) reduced from time to
time pursuant to Section 2.7 and (b) changed from time to time pursuant
to assignments by or to such Tranche Al Lender pursuant to Section 10.4.
The initial amount of each Tranche Al Lender's Tranche Al Commitment is
set forth on Schedule 2.1 under the heading "Tranche Al Commitment", or
in the Assignment and
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Acceptance pursuant to which such Tranche Al Lender shall have assumed
its Tranche Al Commitment, as applicable.

"Tranche Al Credit Exposure" means with respect to any Tranche
Al Lender at any time, the sum of the outstanding principal amount of
such Tranche Al Lender's Tranche Al Revolving Loans and Tranche Al
Swingline Exposure, provided that if there are Tranche Al Revolving
Loans outstanding on and after the Revolving Termination Date (pursuant
to the proviso set forth in Section 2.8(a)(i)), the amount of the
Tranche Al Credit Exposure for each Lender shall be deemed, for purposes
of calculating the utilization fee, to equal the principal amount of
such Lender's Tranche Al Revolving Loans just prior to the Revolving
Termination Date, giving effect to any assignments and to payments of
principal.

"Tranche Al Lender" means each Lender that has a Tranche Al
Commitment or that has any Tranche Al Credit Exposure hereunder.

"Tranche Al Revolving Loans" has the meaning given to it in
Section 2.1(b).

"Tranche Al Swingline Exposure" means, at any time, the
aggregate principal amount of all Tranche Al Swingline Loans outstanding
at such time. The Tranche Al Swingline Exposure of any Tranche Al Lender
at any time shall be its Tranche Al Applicable Percentage of the total
Tranche Al Swingline Exposure at such time.

"Tranche Al Swingline Loan" means a Loan made pursuant to
Section 2.4(a)(1i).

"Tranche A2 Applicable Percentage" means, with respect to any
Tranche A2 Lender, the percentage of the total Tranche A2 Commitments
represented by such Tranche A2 Lender's Tranche A2 Commitment. If the
Tranche A2 Commitments have terminated or expired, the Tranche A2
Applicable Percentages shall be determined based upon the Tranche A2
Commitments most recently in effect, giving effect to any assignments.

"Tranche A2 Commitment" means, with respect to each Tranche A2
Lender, the commitment of such Tranche A2 Lender to make Tranche A2
Revolving Loans hereunder and to acquire participations in Tranche A2
Swingline Loans hereunder, expressed as an amount representing the
maximum aggregate amount of such Tranche A2 Lender's Tranche A2 Credit
Exposure hereunder, as such commitment may be (a) reduced from time to
time pursuant to Section 2.7 and (b) changed from time to time pursuant
to assignments by or to such Tranche A2 Lender pursuant to Section 10.4.
The initial amount of each Tranche A2 Lender's Tranche A2 Commitment is
set forth on Schedule 2.1 under the heading "Tranche A2 Commitment", or
in the Assignment and Acceptance pursuant to which such Tranche A2
Lender shall have assumed its Tranche A2 Commitment, as applicable.

"Tranche A2 Credit Exposure" means with respect to any Tranche
A2 Lender at any time, the sum of the outstanding principal amount of
such Tranche A2 Lender's Tranche A2 Revolving Loans and Tranche A2
Swingline Exposure, provided that if there
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are Tranche A2 Revolving Loans outstanding on and after the Revolving
Termination Date (pursuant to the proviso set forth in Section
2.8(a)(1)), the amount of the Tranche A2 Credit Exposure for each Lender
shall be deemed, for purposes of calculating the utilization fee, to
equal the principal amount of such Lender's Tranche A2 Revolving Loans
just prior to the Revolving Termination Date, giving effect to any
assignments and to payments of principal.

"Tranche A2 Lender" means each Lender that has a Tranche A2
Commitment or that has any Tranche A2 Credit Exposure hereunder.

"Tranche A2 Revolving Loans" has the meaning given to it in
Section 2.1(a).

"Tranche A2 Swingline Exposure" means, at any time, the
aggregate principal amount of all Tranche A2 Swingline Loans outstanding
at such time. The Tranche A2 Swingline Exposure of any Tranche A2 Lender
at any time shall be its Tranche A2 Applicable Percentage of the total
Tranche A2 Swingline Exposure at such time.

"Tranche A2 Swingline Loan" means a Loan made pursuant to
Section 2.4(a)(ii).

"Transactions" means the execution, delivery and performance by
the Credit Parties of this Agreement, the borrowing of Loans and the use
of the proceeds thereof.

"Type", when used in reference to any Loan or Borrowing, refers
to whether the rate of interest on such Loan, or on the Loans comprising
such Borrowing, is determined by reference to the LIBO Rate or the
Alternate Base Rate.

"Unrestricted Margin Stock" means all Margin Stock owned by the
Guarantor and its Subsidiaries other than Restricted Margin Stock.

"Withdrawal Liability" means liability to a Multiemployer Plan
as a result of a complete or partial withdrawal from such Multiemployer
Plan, as such terms are defined in Part I of Subtitle E of Title IV of
ERISA.

SECTION 1.2. Terms Generally. The definitions of terms herein
shall apply equally to the singular and plural forms of the terms defined.
Whenever the context may require, any pronoun shall include the corresponding
masculine, feminine and neuter forms. The words "include", "includes" and
"including" shall be deemed to be followed by the phrase "without limitation".
The word "will" shall be construed to have the same meaning and effect as the
word "shall". Unless the context requires otherwise (a) any definition of or
reference to any agreement, instrument or other document herein shall be
construed as referring to such agreement, instrument or other document as from
time to time amended, supplemented or otherwise modified (subject to any
restrictions on such amendments, supplements or modifications set forth herein),
(b) any reference herein to any Person shall be construed to include such
Person's successors and assigns, (c) the words "herein", "hereof' and
"hereunder", and words of similar import, shall be construed to refer to this
Agreement in its entirety and not to any particular provision hereof, (d) all
references herein to Articles, Sections, Exhibits and Schedules shall be
construed to refer to Articles and Sections of, and Exhibits and Schedules to,
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this Agreement and (e) the words "asset" and "property" shall be construed to
have the same meaning and effect and to refer to any and all tangible and
intangible assets and properties, including cash, securities, accounts and
contract rights.

SECTION 1.3. Classification of Loans and Borrowings. For
purposes of this Agreement, Loans may be classified and referred to by Class
(e.g., "Revolving Loan") or by Type (e.g., a "Eurodollar Loan") or by Class and
Type (e.g., a "Eurodollar Revolving Loan"). Borrowings also may be classified
and referred to by Class (e.g., a "Revolving Borrowing") or by Type (e.g.,
"Eurodollar Borrowing") or by Class and Type (e.g., a "Eurodollar Revolving
Borrowing").

SECTION 1.4. Accounting Terms: GAAP. Except as otherwise
expressly provided herein, all terms of an accounting or financial nature shall
be construed in accordance with GAAP, as in effect from time to time; provided
that, if the Borrower notifies the Administrative Agent that the Borrower
requests an amendment to any provision hereof to eliminate the effect of any
change occurring after the date hereof in GAAP or in the application thereof on
the operation of such provision (or if the Administrative Agent notifies the
Borrower that the Required Lenders request an amendment to any provision hereof
for such purpose), regardless of whether any such notice is given before or
after such change in GAAP or in the application thereof, then such provision
shall be interpreted on the basis of GAAP as in effect and applied immediately
before such change shall have become effective until such notice shall have been
withdrawn or such provision amended in accordance herewith.

ARTICLE II

THE CREDITS

SECTION 2.1. Commitments. Subject to the terms and conditions
set forth herein (including the proviso at the end of Section 6.2), (a) each
Tranche A2 Lender agrees to make revolving loans ("Tranche A2 Revolving Loans")
to the Borrower from time to time during the Availability Period in an aggregate
principal amount that will not result in (i) such Lender's Tranche A2 Credit
Exposure exceeding such Lender's Tranche A2 Commitment or (ii) the total Tranche
A2 Credit Exposures exceeding the total Tranche A2 Commitments and (b) each
Tranche Al Lender agrees to make revolving loans ("Tranche Al Revolving Loans")
to the Borrower from time to time during the Availability Period in an aggregate
principal amount that will not result in (i) such Lender's Tranche Al Credit
Exposure exceeding such Lender's Tranche Al Commitment or (ii) the total Tranche
Al Credit Exposures exceeding the total Tranche A1 Commitments. Within the
foregoing limits and subject to the terms and conditions set forth herein, the
Borrower may borrow, prepay and reborrow Revolving Loans.

SECTION 2.2. Loans and Borrowings. (a) Each Tranche A2 Revolving
Loan shall be made as part of a Borrowing consisting of Tranche A2 Revolving
Loans made by the Tranche A2 Lenders ratably in accordance with their respective
Tranche A2 Commitments. Each Tranche Al Revolving Loan shall be made as part of
a Borrowing consisting of Tranche Al Revolving Loans made by the Tranche Al
Lenders ratably in accordance with their respective Tranche Al Commitments. The
failure of any Lender to make any Loan required to
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be made by it shall not relieve any other Lender of its obligations hereunder;
provided that the Commitments of the Lenders are several and no Lender shall be
responsible for any other Lender's failure to make Loans as required.

(b) Subject to Section 2.12, (i) each Revolving Borrowing shall
be comprised entirely of ABR Loans or Eurodollar Loans as the Borrower may
request in accordance herewith. Each Revolving Borrowing shall be comprised
entirely of Tranche A2 Revolving Loans or Tranche Al Revolving Loans as the
Borrower may request in accordance herewith. Each Swingline Loan shall bear
interest at a rate to be agreed upon by the Swingline Lender and the Borrower,
which rate shall in no case be greater than the Alternate Base Rate, provided
that, if the Swingline Lender shall require other Lenders to acquire
participations in such Swingline Loan pursuant to Section 2.4(c) or (d), then
such Swingline Loan shall bear interest at the Alternate Base Rate. Each Lender
at its option may make any Eurodollar Loan by causing any domestic or foreign
branch or Affiliate of such Lender to make such Loan; provided that any exercise
of such option shall not affect the obligation of the Borrower to repay such
Loan in accordance with the terms of this Agreement.

(c) At the commencement of each Interest Period for any
Eurodollar Revolving Borrowing, such Borrowing shall be in an aggregate amount
that is an integral multiple of $1,000,000 and not less than $25,000,000. At the
time that each ABR Revolving Borrowing is made, such Borrowing shall be in an
aggregate amount that is an integral multiple of $1,000,000 and not less than
$25,000,000; provided that an ABR Revolving Borrowing may be in an aggregate
amount that is equal to the entire unused balance of (i) in the case of an ABR
Revolving Borrowing comprised of Tranche A2 Revolving Loans, the total Tranche
A2 Commitments and (ii) in the case of an ABR Revolving Borrowing comprised of
Tranche Al Revolving Loans, the total Tranche A1 Commitments. Each Swingline
Loan shall be in an amount that is an integral multiple of $1,000,000 and not
less than $5,000,000. Borrowings of more than one Tranche, Type and Class may be
outstanding at the same time; provided that there shall not at any time be more
than a total of twelve Eurodollar Revolving Borrowings outstanding.

(d) Notwithstanding any other provision of this Agreement, the
Borrower shall not be entitled to request, or to elect to convert or continue,
any Borrowing if the Interest Period requested with respect thereto would end
after the Revolving Termination Date, provided that the Borrower may elect to
convert the Revolving Loans to term loans as provided in the proviso to Section
2.8(a)(1).

SECTION 2.3. Requests for Revolving Borrowings. To request a
Revolving Borrowing, the Borrower shall notify the Administrative Agent of such
request by telephone (a) in the case of a Eurodollar Borrowing, not later than
11:00 a.m., New York City time, three Business Days before the date of the
proposed Borrowing or (b) in the case of an ABR Borrowing, not later than 11:00
a.m., New York City time, on the date of the proposed Borrowing. Each such
telephonic Borrowing Request shall be irrevocable and shall be confirmed
promptly by hand delivery or telecopy to the Administrative Agent of a written
Borrowing Request in a form approved by the Administrative Agent and signed by
the Borrower. Each such telephonic and written Borrowing Request shall specify
the following information in compliance with Section 2.2;
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(i) the aggregate amount of the requested Borrowing;

(ii) the date of such Borrowing, which shall be a
Business Day;

(iii) the Tranche of the requested Borrowing;

(iv) whether such Borrowing is to be an ABR Borrowing or
a Eurodollar Borrowing;

(v) in the case of a Eurodollar Borrowing, the initial
Interest Period to be applicable thereto, which shall be a
period contemplated by the definition of the term "Interest
Period"; and

(vi) the location and number of the Borrower's account
to which funds are to be disbursed, which shall comply with the
requirements of Section 2.5(a).

If no election as to the Type of Revolving Borrowing is specified, then the
requested Revolving Borrowing shall be an ABR Borrowing. If no Tranche is
specified, then (to the extent there is availability under the Tranche Al
Commitment) the requested Revolving Borrowing shall consist of Tranche Al
Revolving Loans. If no Interest Period is specified with respect to any
requested Eurodollar Revolving Borrowing, then the Borrower shall be deemed to
have selected an Interest Period of one month's duration. Promptly following
receipt of a Borrowing Request in accordance with this Section, the
Administrative Agent shall advise each Lender of the details thereof and of the
amount of such Lender's Loan to be made as part of the requested Borrowing.

SECTION 2.4. Swingline Loans. (a) Subject to the terms and
conditions set forth herein (including the proviso at the end of Section 6.2),
the Swingline Lender agrees to make (i) Tranche Al Swingline Loans to the
Borrower from time to time during the Availability Period, in an aggregate
principal amount at any time outstanding that will not result in (x) the
aggregate principal amount of outstanding Swingline Loans exceeding $100,000, 000
or (y) the total Tranche Al Credit Exposures exceeding the total Tranche A1l
Commitments and (ii) Tranche A2 Swingline Loans to the Borrower from time to
time during the Availability Period, in an aggregate principal amount at any
time outstanding that will not result in (x) the aggregate principal amount of
outstanding Swingline Loans exceeding $100,000,000 or (y) the total Tranche A2
Credit Exposures exceeding the total Tranche A2 Commitments; provided that the
Swingline Lender shall not be required to make a Swingline Loan to refinance an
outstanding Swingline Loan. Within the foregoing limits and subject to the terms
and conditions set forth herein, the Borrower may borrow, prepay and reborrow
Swingline Loans.

(b) To request a Swingline Loan, the Borrower shall notify the
Administrative Agent of such request by telephone (confirmed by telecopy), not
later than 4:00 p.m., New York City time, on the day of a proposed Swingline
Loan. Each such notice shall be irrevocable and shall specify the requested date
(which shall be a Business Day), amount and Tranche of the requested Swingline
Loan. The Administrative Agent will promptly advise the Swingline Lender of any
such notice received from the Borrower. The Swingline Lender shall make each
Swingline Loan available to the Borrower by means of a wire transfer sent to an
account
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specified by the Borrower by 5:00 p.m., New York City time, on the requested
date of such Swingline Loan.

(c) The Sswingline Lender may by written notice given to the
Administrative Agent not later than 10:00 a.m., New York City time, on any
Business Day require (i) the Tranche Al Lenders to acquire participations on
such Business Day in all or a portion of the Tranche Al Swingline Loans
outstanding. Such notice shall specify the aggregate amount of Tranche A1l
Swingline Loans in which Tranche Al Lenders will participate. Promptly upon
receipt of such notice, the Administrative Agent will give notice thereof to
each Tranche Al Lender, specifying in such notice such Tranche Al Lender's
Tranche Al Applicable Percentage of such Tranche Al Swingline Loan or Loans.
Each Tranche Al Lender hereby absolutely and unconditionally agrees, upon
receipt of notice as provided above, to pay to the Administrative Agent, for the
account of the Swingline Lender, such Tranche Al Lender's Tranche Al Applicable
Percentage of such Tranche Al Swingline Loan or Loans.

(d) The Swingline Lender may by written notice given to the
Administrative Agent not later than 10:00 a.m., New York City time, on any
Business Day require (i) the Tranche A2 Lenders to acquire participations on
such Business Day in all or a portion of the Tranche A2 Swingline Loans
outstanding. Such notice shall specify the aggregate amount of Tranche A2
Swingline Loans in which Tranche A2 Lenders will participate. Promptly upon
receipt of such notice, the Administrative Agent will give notice thereof to
each Tranche A2 Lender, specifying in such notice such Tranche A2 Lender's
Tranche A2 Applicable Percentage of such Tranche A2 Swingline Loan or Loans.
Each Tranche A2 Lender hereby absolutely and unconditionally agrees, upon
receipt of notice as provided above, to pay to the Administrative Agent, for the
account of the Swingline Lender, such Tranche A2 Lender's Tranche A2 Applicable
Percentage of such Tranche A2 Swingline Loan or Loans.

(e) Each Lender acknowledges and agrees that its obligation to
acquire participations in Swingline Loans pursuant to paragraph (c) or (d)
above, as applicable, is absolute and unconditional and shall not be affected by
any circumstance whatsoever, including the occurrence and continuance of a
Default or reduction or termination of the Commitments, and that each such
payment shall be made without any offset, abatement, withholding or reduction
whatsoever. Each Lender shall comply with its obligation under this paragraph by
wire transfer of immediately available funds, in the same manner as provided in
Section 2.5 with respect to Loans made by such Lender (and Section 2.5 shall
apply, mutatis mutandis, to the payment obligations of the Lenders), and the
Administrative Agent shall promptly pay to the Swingline Lender the amounts so
received by it from the Lenders. The Administrative Agent shall notify the
Borrower of any participations in any Swingline Loan acquired pursuant to this
paragraph, and thereafter payments in respect of such Swingline Loan shall be
made to the Administrative Agent and not to the Swingline Lender. Any amounts
received by the Swingline Lender from the Borrower (or other party on behalf of
the Borrower) in respect of a Swingline Loan after receipt by the Swingline
Lender of the proceeds of a sale of participations therein shall be promptly
remitted to the Administrative Agent; any such amounts received by the
Administrative Agent shall be promptly remitted by the Administrative Agent to
the Lenders that shall have made their payments pursuant to this paragraph and
to the Swingline Lender, as their



22

interests may appear. The purchase of participations in a Swingline Loan
pursuant to this paragraph shall not relieve the Borrower of any default in the
payment thereof.

SECTION 2.5. Funding of Borrowings. (a) Each Lender shall make
each Loan to be made by it hereunder on the proposed date thereof by wire
transfer of immediately available funds by 12:00 noon, New York City time, to
the account of the Administrative Agent most recently designated by it for such
purpose by notice to the Lenders; provided that, in the case of an ABR
Borrowing, if notice of a Borrowing Request was given before the date of the
proposed Borrowing, each Lender shall make such ABR Loan on the proposed date
thereof by wire transfer of immediately available funds by 12:00 noon, New York
City time, and in the event notice was given on the date of the proposed
Borrowing, each Lender shall make such ABR Loan on the proposed date thereof by
wire transfer of immediately available funds by 1:00 p.m., New York City Time;
provided further that Swingline Loans shall be made as provided in Section 2.4.
The Administrative Agent will make such Loans available to the Borrower by wire
transfer of the amounts so received, in like funds, to an account specified by
the Borrower by 5:00 p.m., New York City time (to the extent funds in respect
thereof are received by the Administrative Agent reasonably prior to such time)
on the date of each requested Borrowing.

(b) Unless the Administrative Agent shall have received notice
from a Lender prior to the proposed date of any Borrowing (or, in the event
notice was given on the date of the proposed Borrowing, prior to the proposed
time of such funding) that such Lender will not make available to the
Administrative Agent such Lender's share of such Borrowing, the Administrative
Agent may assume that such Lender has made such share available on such date in
accordance with paragraph (a) of this Section and may, in reliance upon such
assumption, make available to the Borrower a corresponding amount. In such
event, if a Lender has not in fact made its share of the applicable Borrowing
available to the Administrative Agent, then the applicable Lender and the
Borrower severally agree to pay to the Administrative Agent forthwith on demand
such corresponding amount with interest thereon, for each day from and including
the date such amount is made available to the Borrower to but excluding the date
of payment to the Administrative Agent, at (i) in the case of such Lender, the
Federal Funds Effective Rate or (ii) in the case of the Borrower, the interest
rate applicable to ABR Loans. If such Lender pays such amount to the
Administrative Agent, then such amount shall constitute such Lender's Loan
included in such Borrowing.

SECTION 2.6. Interest Elections. (a) Each Revolving Borrowing
initially shall be of the Type specified in the applicable Borrowing Request
and, in the case of a Eurodollar Revolving Borrowing, shall have an initial
Interest Period as specified in such Borrowing Request or determined pursuant to
the penultimate sentence of Section 2.3. Thereafter, the Borrower may elect to
convert such Borrowing to a different Type or to continue such Borrowing and, in
the case of a Eurodollar Revolving Borrowing, may elect Interest Periods
therefor, all as provided in this Section. The Borrower may elect different
options with respect to different portions of the affected Borrowing, in which
case each such portion shall be allocated ratably among the Lenders holding the
Loans comprising such Borrowing, and the Loans comprising each such portion
shall be considered a separate Borrowing. This Section shall not apply to
Swingline Borrowings.
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(b) To make an election pursuant to this Section, the Borrower
shall notify the Administrative Agent of such election by telephone by the time
that a Borrowing Request would be required under Section 2.3 if the Borrower
were requesting a Revolving Borrowing of the Type resulting from such election
to be made on the effective date of such election. Each such telephonic Interest
Election Request shall be irrevocable and shall be confirmed promptly by hand
delivery or telecopy to the Administrative Agent of a written Interest Election
Request in a form approved by the Administrative Agent and signed by the
Borrower.

(c) Each telephonic and written Interest Election Request shall
specify the following information in compliance with Section 2.2:

(1) the Borrowing to which such Interest Election
Request applies and, if different options are being elected with
respect to different portions thereof, the portions thereof to
be allocated to each resulting Borrowing (in which case the
information to be specified pursuant to clauses (iii) and (iv)
below shall be specified for each resulting Borrowing);

(ii) the effective date of the election made pursuant to
such Interest Election Request, which shall be a Business Day;

(iii) whether the resulting Borrowing is to be an ABR
Borrowing or a Eurodollar Borrowing; and

(iv) if the resulting Borrowing is a Eurodollar
Borrowing, the Interest Period to be applicable thereto after
giving effect to such election, which shall be a period
contemplated by the definition of the term "Interest Period".

If any such Interest Election Request requests a Eurodollar Borrowing but does
not specify an Interest Period, then the Borrower shall be deemed to have
selected an Interest Period of one month's duration.

(d) Promptly following receipt of an Interest Election Request,
the Administrative Agent shall advise each Lender of the details thereof and of
such Lender's portion of each resulting Borrowing.

(e) If the Borrower fails to deliver a timely Interest Election
Request with respect to a Eurodollar Revolving Borrowing prior to the end of the
Interest Period applicable thereto, then, unless such Borrowing is repaid as
provided herein, at the end of such Interest Period such Borrowing shall be
converted to an ABR Borrowing. Notwithstanding any contrary provision hereof, if
an Event of Default has occurred and is continuing and the Administrative Agent,
at the request of the Required Lenders, so notifies the Borrower, then, so long
as an Event of Default is continuing (i) no outstanding Revolving Borrowing may
be converted to or continued as a Eurodollar Borrowing and (ii) unless repaid,
each Eurodollar Revolving Borrowing shall be converted to an ABR Borrowing at
the end of the Interest Period applicable thereto.
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SECTION 2.7. Termination and Reduction of Commitments. (a)
Unless previously terminated, the Commitments shall terminate on the Revolving
Termination Date.

(b) The Borrower may at any time terminate, or from time to time
reduce, the Tranche A2 Commitments; provided that (i) each reduction of the
Tranche A2 Commitments shall be in an amount that is an integral multiple of
$1,000,000 and not less than $25,000,000 and (ii) the Borrower shall not
terminate or reduce the Tranche A2 Commitments if, after giving effect to any
concurrent prepayment of the Loans in accordance with Section 2.9, the Tranche
A2 Credit Exposures would exceed the total Tranche A2 Commitments.

(c) The Borrower may at any time terminate, or from time to time
reduce, the Tranche A1 Commitments; provided that (i) each reduction of the
Tranche Al Commitments shall be in an amount that is an integral multiple of
$1, 000,000 and not less than $25,000,000 and (ii) the Borrower shall not
terminate or reduce the Tranche Al Commitments if, after giving effect to any
concurrent prepayment of the Loans in accordance with Section 2.9, the Tranche
Al Credit Exposures would exceed the total Tranche Al Commitments.

(d) The Borrower shall notify the Administrative Agent of any
election to terminate or reduce the Commitments under paragraph (b) or (c) of
this Section at least three Business Days prior to the effective date of such
termination or reduction, specifying such election and the effective date
thereof. Promptly following receipt of any notice, the Administrative Agent
shall advise the applicable Lenders of the contents thereof. Each notice
delivered by the Borrower pursuant to this Section shall be irrevocable;
provided that a notice of termination of the Commitments delivered by the
Borrower may state that such notice is conditioned upon the effectiveness of
other credit facilities, in which case such notice may be revoked by the
Borrower (by notice to the Administrative Agent on or prior to the specified
effective date) if such condition is not satisfied. Any termination or reduction
of the Commitments shall be permanent. Each reduction of the Commitments shall
be made ratably among the applicable Lenders in accordance with their respective
Commitments.

SECTION 2.8. Repayment of Loans; Term-Out Option; Evidence of
Debt. (a) The Borrower hereby unconditionally promises to pay (i) to the
Administrative Agent for the account of each Lender the then unpaid principal
amount of each Revolving Loan on the Revolving Termination Date, provided that,
if prior to the Revolving Termination Date the Borrower gives the Administrative
Agent at least one Business Day's notice that the Borrower elects that all or
any portion (allocated pro rata among the Lenders based on their Commitments
immediately prior to the Revolving Termination Date) of the Revolving Loans that
are to be outstanding on the Revolving Termination Date be converted to term
loans, then on the Revolving Termination Date such Revolving Loans will be
deemed to be term loans payable in full on the Maturity Date and (ii) to the
Swingline Lender or to the Administrative Agent pursuant to Section 2.4(c) the
then unpaid principal amount of each Swingline Loan on the earlier of the first
Business Day prior to the Revolving Termination Date and the first date after
such Swingline Loan is made that is five Business Days after such Swingline Loan
is made; provided that on each date that a Revolving Loan is made, the Borrower
shall repay all Swingline Loans then outstanding. For the avoidance of doubt,
the Borrower shall not have the right to elect the "term out" option described
in the proviso to clause (i) above with respect to fewer than all of the Lenders
with Revolving Loans outstanding at the time of such election.



25

(b) Each Lender shall maintain in accordance with its usual
practice an account or accounts evidencing the indebtedness of the Borrower to
such Lender resulting from each Loan made by such Lender, including the amounts
of principal and interest payable and paid to such Lender from time to time
hereunder.

(c) The Administrative Agent shall maintain accounts in which it
shall record (i) the amount of each Loan made hereunder, the Tranche, Class and
Type thereof and the Interest Period applicable thereto, (ii) the amount of any
principal or interest due and payable or to become due and payable from the
Borrower to each Lender hereunder and (iii) the amount of any sum received by
the Administrative Agent hereunder for the account of the Lenders and each
Lender's share thereof

(d) The entries made in the accounts maintained pursuant to
paragraph (b) or (c) of this Section shall be prima facie evidence of the
existence and amounts of the obligations recorded therein; provided that the
failure of any Lender or the Administrative Agent to maintain such accounts or
any error therein shall not in any manner affect the obligation of the Borrower
to repay the Loans in accordance with the terms of this Agreement.

(e) Any Lender may request that Loans made by it be evidenced by
a promissory note. In such event, the Borrower shall prepare, execute and
deliver to such Lender a promissory note payable to the order of such Lender
(or, if requested by such Lender, to such Lender and its registered assigns) and
in a form approved by the Administrative Agent. Thereafter, the Loans evidenced
by such promissory note and interest thereon shall at all times (including after
assignment pursuant to Section 10.4) be represented by one or more promissory
notes in such form payable to the order of the payee named therein (or, if such
promissory note is a registered note, to such payee and its registered assigns).
In addition, upon receipt of an affidavit of an officer of such Lender as to the
loss, theft, destruction or mutilation of the promissory note, and, in the case
of any such loss, theft, destruction or mutilation, upon cancellation of such
promissory note, the Borrower will issue, in lieu thereof, a replacement
promissory note in the same principal amount thereof and otherwise of like
tenor.

SECTION 2.9. Prepayment of Loans. (a) The Borrower shall have
the right at any time and from time to time to prepay any Borrowing in whole or
in part without premium or penalty except as provided in Section 2.14, subject
to prior notice in accordance with paragraph (b) of this Section.

(b) The Borrower shall notify the Administrative Agent (and, in
the case of prepayment of a Swingline Loan, the Swingline Lender) by telephone
(confirmed by telecopy) of any prepayment hereunder (i) in the case of
prepayment of a Eurodollar Revolving Borrowing, not later than 11:00 a.m., New
York City time, three Business Days before the date of prepayment, (ii) in the
case of prepayment of an ABR Revolving Borrowing, not later than 11:00 a.m., New
York City time, on the date of prepayment or (iii) in the case of prepayment of
a Swingline Loan, not later than 12:00 noon, New York City time, on the date of
prepayment. Each such notice shall be irrevocable and shall specify the
prepayment date and the principal amount of each Borrowing or portion thereof to
be prepaid; provided that, if a notice of prepayment is given in connection with
a conditional notice of termination of the Commitments as contemplated by
Section 2.7, then such notice of prepayment may be revoked if such notice of
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termination is revoked in accordance with Section 2.7. Promptly following
receipt of any such notice relating to a Revolving Borrowing, the Administrative
Agent shall advise the Lenders of the contents thereof. Each partial prepayment
of any Revolving Borrowing shall be in an amount that would be permitted in the
case of an advance of a Revolving Borrowing of the same Type as provided in
Section 2.2. Each prepayment of a Revolving Borrowing shall be applied ratably
to the Loans included in the prepaid Borrowing. Prepayments shall be accompanied
by accrued interest to the extent required by Section 2.11.

SECTION 2.10. Fees. (a) The Borrower agrees to pay to the
Administrative Agent for the account of each Lender a facility fee, which shall
accrue at the Applicable Rate on the daily amount of the Commitment of such
Lender (whether used or unused) during the period from and including the Closing
Date to but excluding the date on which such Commitment terminates; provided
that, if such Lender continues to have any Revolving Credit Exposure or any term
loan after its Commitment terminates, then such facility fee shall continue to
accrue on the daily amount of such Lender's Revolving Credit Exposure or such
term loan from and including the date on which its Commitment terminates to but
excluding the date on which such Lender ceases to have any Revolving Credit
Exposure or any term loan. Accrued facility fees shall be payable in arrears on
the last day of March, June, September and December of each year, on the date of
any voluntary termination of the Commitments and on the date on which all Loans
become due and payable (by acceleration or otherwise); provided that any
facility fees accruing after the date on which all Loans become due and payable
shall be payable on demand. All facility fees shall be computed on the basis of
a year of 360 days and shall be payable for the actual number of days elapsed
(including the first day but excluding the last day).

(b) The Borrower agrees to pay to the Administrative Agent for
the account of each Lender a utilization fee, which shall accrue at the
Applicable Rate on the daily amount of the Revolving Loans of such Lender for
each day on which Revolving Loans of all Lenders exceed 33% of the total
Lenders' Commitments; provided that, if any Lender continues to have any
Revolving Credit Exposure or any term loan after its Commitment terminates then
such utilization fee shall continue to accrue at the Applicable Rate on the
entire amount of such Lender's Revolving Credit Exposure or such term loan, from
and including the date on which the Commitments terminate to but excluding the
date on which such Lender ceases to have any Revolving Credit Exposure or any
term loan. Accrued utilization fees shall be payable in arrears on the last day
of March, June, September and December of each year, on the date of any
voluntary termination of the Commitments and on the date on which all Loans
become due and payable (by acceleration or otherwise); provided that any
utilization fees accruing after the date on which the Loans become due and
payable shall be payable on demand. All utilization fees shall be computed on
the basis of a year of 360 days and shall be payable for the actual number of
days elapsed (including the first but excluding the last day).

(c) The Borrower agrees to pay to the Administrative Agent, for
its own account, fees payable in the amounts and at the times separately agreed
upon between the Borrower and the Administrative Agent.

(d) All fees payable hereunder shall be paid on the dates due,
in immediately available funds, to the Administrative Agent for distribution, in
the case of facility fees and utilization fees, to the Lenders. Fees paid shall
not be refundable under any circumstances.



27

SECTION 2.11. Interest. (a) The Loans comprising each ABR
Borrowing (including each Swingline Loan) shall bear interest at a rate per
annum equal to the Alternate Base Rate plus the Applicable Rate.

(b) The Loans comprising each Eurodollar Borrowing shall bear
interest at a rate per annum equal to the LIBO Rate for the Interest Period in
effect for such Borrowing plus the Applicable Rate.

(c) Notwithstanding the foregoing, if any principal of or
interest on any Loan or any fee or other amount payable by the Borrower
hereunder is not paid when due, whether at stated maturity, upon acceleration or
otherwise, such overdue amount shall bear interest, after as well as before
judgment, at a rate per annum equal to (i) in the case of overdue principal of
any Loan, 2% plus the rate otherwise applicable to such Loan as provided above
or (ii) in the case of any other amount, 2% plus the rate applicable to ABR
Loans as provided above.

(d) Accrued interest on each Loan shall be payable in arrears on
each Interest Payment Date for such Loan; provided that (i) interest accrued
pursuant to paragraph (c) of this Section shall be payable on demand, (ii) in
the event of any repayment or prepayment of any Loan (other than a prepayment of
an ABR Revolving Loan prior to the end of the Availability Period), accrued
interest on the principal amount repaid or prepaid shall be payable on the date
of such repayment or prepayment, (iii) in the event of any conversion of any
Eurodollar Revolving Loan prior to the end of the current Interest Period
therefor, accrued interest on such Loan shall be payable on the effective date
of such conversion and (iv) all accrued interest shall be payable upon
termination of the Commitments.

(e) All interest hereunder shall be computed on the basis of a
year of 360 days, except that interest computed by reference to the Alternate
Base Rate at times when the Alternate Base Rate is based on the Prime Rate shall
be computed on the basis of a year of 365 days (or 366 days in a leap year), and
in each case shall be payable for the actual number of days elapsed (including
the first day but excluding the last day). The applicable Alternate Base Rate or
LIBO Rate shall be determined by the Administrative Agent, and such
determination shall be conclusive absent manifest error. The Administrative
Agent shall as soon as practicable notify the Borrower and the Lenders of the
effective date and the amount of each change in interest rate.

SECTION 2.12. Alternate Rate of Interest. If prior to the
commencement of any Interest Period for a Eurodollar Borrowing:

(1) the Administrative Agent determines (which
determination shall be conclusive absent manifest error) that
adequate and reasonable means do not exist for ascertaining the
LIBO Rate for such Interest Period; or

(ii) the Administrative Agent is advised by the Required
Lenders that the LIBO Rate for such Interest Period will not
adequately and fairly reflect the cost to such Lenders of making
or maintaining their Loans included in such Borrowing for such
Interest Period;
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then the Administrative Agent shall give notice thereof to the Borrower and the
Lenders by telephone or telecopy as promptly as practicable thereafter and,
until the Administrative Agent notifies the Borrower and the Lenders that the
circumstances giving rise to such notice no longer exist, (i) any Interest
Election Request that requests the conversion of any Revolving Borrowing to, or
continuation of any Revolving Borrowing as, a Eurodollar Borrowing shall be
ineffective, and (ii) if any Borrowing Request requests a Eurodollar Revolving
Borrowing, such Borrowing shall be made as an ABR Borrowing.

SECTION 2.13. Increased Costs. (a) If any Change in Law shall:

(i) impose, modify or deem applicable any reserve,
special deposit or similar requirement against assets of,
deposits with or for the account of, or credit extended by, any
Lender; or

(ii) impose on any Lender or the London interbank market
any other condition affecting this Agreement or Eurodollar Loans
made by such Lender;

and the result of any of the foregoing shall be to increase the cost to such
Lender of making or maintaining any Eurodollar Loan (or of maintaining its
obligation to make any such Loan) or to increase the cost to such Lender or to
reduce the amount of any sum received or receivable by such Lender hereunder
(whether of principal, interest or otherwise), then the Borrower will pay to
such Lender such additional amount or amounts as will compensate such Lender for
such additional costs incurred or reduction suffered.

(b) If any Lender determines that any Change in Law regarding
capital requirements has or would have the effect of reducing the rate of return
on such Lender's capital or on the capital of such Lender's holding company, if
any, as a consequence Of this Agreement or the Loans made by such Lender to a
level below that which such Lender or such Lender's holding company could have
achieved but for such Change in Law (taking into consideration such Lender's
policies and the policies of such Lender's holding company with respect to
capital adequacy), then from time to time the Borrower will pay to such Lender
such additional amount or amounts as will compensate such Lender or such
Lender's holding company for any such reduction suffered.

(a) A certificate of a Lender setting forth the amount or
amounts necessary to compensate such Lender or its holding company, as the case
may be, as specified in paragraph (a) or (b) of this Section (together with a
statement of the reason for such compensation and a calculation thereof in
reasonable detail) shall be delivered to the Borrower and shall be conclusive
absent manifest error. The Borrower shall pay such Lender the amount shown as
due on any such certificate within 10 days after receipt thereof.

(d) Failure or delay on the part of any Lender to demand
compensation pursuant to this Section shall not constitute a waiver of such
Lender's right to demand such compensation; provided that the Borrower shall not
be required to compensate a Lender pursuant to this Section for any increased
costs or reductions incurred more than six months prior to the date that such
Lender notifies the Borrower of the Change in Law giving rise to such increased
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costs or reductions and of such Lender's intention to claim compensation
therefor; provided, further, that, if the Change in Law giving rise to such
increased costs or reductions is retroactive, then the six-month period referred
to above shall be extended to include the period of retroactive effect thereof.

SECTION 2.14. Break Funding Payments. In the event of (a) the
payment of any principal of any Eurodollar Loan other than on the last day of an
Interest Period applicable thereto (including as a result of an Event of
Default), (b) the conversion of any Eurodollar Loan other than on the last day
of the Interest Period applicable thereto, (c) the failure to borrow, convert,
continue or prepay any Revolving Loan on the date specified in any notice
delivered pursuant hereto (regardless of whether such notice is permitted to be
revocable under Section 2.9(b) and is revoked in accordance herewith), (d) the
assignment of any Eurodollar Loan other than on the last day of the Interest
Period applicable thereto as a result of a request by the Borrower pursuant to
Section 2.17, then, in any such event, the Borrower shall compensate each Lender
for the loss, cost and expense attributable to such event. In the case of a
Eurodollar Loan, the loss to any Lender attributable to any such event shall be
deemed to include an amount determined by such Lender to be equal to the excess,
if any, of (i) the amount of interest that such Lender would pay for a deposit
equal to the principal amount of such Loan for the period from the date of such
payment, conversion, failure or assignment to the last day of the then current
Interest Period for such Loan (or, in the case of a failure to borrow, convert
or continue, the duration of the Interest Period that would have resulted from
such borrowing, conversion or continuation) if the interest rate payable on such
deposit were equal to the LIBO Rate for such Interest Period, over (ii) the
amount of interest that such Lender would earn on such principal amount for such
period if such Lender were to invest such principal amount for such period at
the interest rate that would be bid by such Lender (or an affiliate of such
Lender) for dollar deposits from other banks in the eurodollar market at the
commencement of such period. A certificate of any Lender setting forth any
amount or amounts that such Lender is entitled to receive pursuant to this
Section shall be delivered to the Borrower and shall be conclusive absent
manifest error. The Borrower shall pay such Lender the amount shown as due on
any such certificate within 10 days after receipt thereof.

SECTION 2.15. Taxes. (a) Any and all payments by or on account
of any obligation of the Borrower or the Guarantor hereunder shall be made free
and clear of and without deduction for any Indemnified Taxes or Other Taxes;
provided that if the Borrower or the Guarantor shall be required to deduct any
Indemnified Taxes or Other Taxes from such payments, then (i) the sum payable
shall be increased as necessary so that after making all required deductions
(including deductions applicable to additional sums payable under this Section)
the Administrative Agent or Lender (as the case may be) receives an amount equal
to the sum it would have received had no such deductions been made (provided,
however, that neither the Borrower nor the Guarantor shall be required to
increase any such amounts payable to the Administrative Agent or Lender (as the
case may be) with respect to any Indemnified or Other Taxes that are
attributable to such Lender's failure to comply with the requirements of
paragraph (e) of this Section), (ii) the Borrower or the Guarantor shall make
such deductions and (iii) the Borrower or the Guarantor shall pay the full
amount deducted to the relevant Governmental Authority in accordance with
applicable law.
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(b) In addition, the Borrower shall pay any Other Taxes to the
relevant Governmental Authority in accordance with applicable law.

(c) The Borrower shall indemnify the Administrative Agent and
each Lender, within 10 days after written demand therefor, for the full amount
of any Indemnified Taxes or Other Taxes (including Indemnified Taxes or Other
Taxes imposed or asserted on or attributable to amounts payable under this
Section) paid by the Administrative Agent or such Lender, as the case may be,
and any penalties, interest and reasonable expenses arising therefrom or with
respect thereto, whether or not such Indemnified Taxes or Other Taxes were
correctly or legally imposed or asserted by the relevant Governmental Authority.
A certificate as to the amount of such payment or liability delivered to the
Borrower by a Lender, or by the Administrative Agent on its own behalf or on
behalf of a Lender, shall be conclusive absent manifest error.

(d) As soon as practicable after any payment of Indemnified
Taxes or Other Taxes by the Borrower to a Governmental Authority, the Borrower
shall deliver to the Administrative Agent the original or a certified copy of a
receipt issued by such Governmental Authority evidencing such payment, a copy of
the return reporting such payment or other evidence of such payment reasonably
satisfactory to the Administrative Agent.

(e) Any Foreign Lender that is entitled to an exemption from or
reduction of withholding tax under the law of the jurisdiction in which the
Borrower is located, or any treaty to which such jurisdiction is a party, with
respect to payments under this Agreement shall deliver to the Borrower (with a
copy to the Administrative Agent), at the time or times prescribed by applicable
law or reasonably requested by the Borrower, such properly completed and
executed documentation prescribed by applicable law as will permit such payments
to be made without withholding or at a reduced rate.

SECTION 2.16. Payments Generally; Pro Rata Treatment; Sharing of
Set-offs. (a) The Borrower shall make each payment required to be made by it
hereunder (whether of principal, interest or fees, or under Section 2.13, 2.14
or 2.15, or otherwise) prior to 12:00 noon, New York City time, on the date when
due, in immediately available funds, without set-off or counterclaim. Any
amounts received after such time on any date may, in the discretion of the
Administrative Agent, be deemed to have been received on the next succeeding
Business Day for purposes of calculating interest thereon. All such payments
shall be made to the Administrative Agent at its offices at 270 Park Avenue, New
York, New York, except payments to be made directly to the Swingline Lender as
expressly provided herein and except that payments pursuant to Sections 2.13,
2.14, 2.15 and 10.3 shall be made directly to the Persons entitled thereto. The
Administrative Agent shall distribute any such payments received by it for the
account of any other Person to the appropriate recipient promptly following
receipt thereof If any payment hereunder shall be due on a day that is not a
Business Day, the date for payment shall be extended to the next succeeding
Business Day, and, in the case of any payment accruing interest, interest
thereon shall be payable for the period of such extension. All payments
hereunder shall be made in dollars.

(b) If at any time insufficient funds are received by and
available to the Administrative Agent to pay fully all amounts of principal,
interest and fees then due hereunder, such funds shall be applied (i) first, to
pay interest and fees then due hereunder, ratably among
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the parties entitled thereto in accordance with the amounts of interest and fees
then due to such parties, and (ii) second, to pay principal then due hereunder,
ratably among the parties entitled thereto in accordance with the amounts of
principal then due to such parties.

(c) If any Lender shall, by exercising any right of set-off or
counterclaim or otherwise, obtain payment in respect of any principal of or
interest on any of its Revolving Loans or participations in Swingline Loans
resulting in such Lender receiving payment of a greater proportion of the
aggregate amount of its Revolving Loans and participations in Swingline Loans
and accrued interest thereon than the proportion received by any other Lender,
then the Lender receiving such greater proportion shall purchase (for cash at
face value) participations in the Revolving Loans and participations in
Swingline Loans of other Lenders to the extent necessary so that the benefit of
all such payments shall be shared by the Lenders ratably in accordance with the
aggregate amount of principal of and accrued interest on their respective
Revolving Loans and participations in Swingline Loans, provided that (i) if any
such participations are purchased and all or any portion of the payment giving
rise thereto is recovered, such participations shall be rescinded and the
purchase price restored to the extent of such recovery, without interest, and
(ii) the provisions of this paragraph shall not be construed to apply to any
payment made by the Borrower pursuant to and in accordance with the express
terms of this Agreement or any payment obtained by a Lender as consideration for
the assignment of or sale of a participation in any of its Revolving Loans to
any assignee or participant, other than to the Borrower or any Subsidiary or
Affiliate thereof (as to which the provisions of this paragraph shall apply).
The Borrower consents to the foregoing and agrees, to the extent it may
effectively do so under applicable law, that any Lender acquiring a
participation pursuant to the foregoing arrangements may exercise against the
Borrower rights of set-off and counterclaim with respect to such participation
as fully as if such Lender were a direct creditor of the Borrower in the amount
of such participation.

(d) Unless the Administrative Agent shall have received notice
from the Borrower prior to the date on which any payment is due to the
Administrative Agent for the account of the Lenders hereunder that the Borrower
will not make such payment, the Administrative Agent may assume that the
Borrower has made such payment on such date in accordance herewith and may, in
reliance upon such assumption, distribute to the Lenders the amount due. In such
event, if the Borrower has not in fact made such payment, then each of the
Lenders severally agrees to repay to the Administrative Agent forthwith on
demand the amount so distributed to such Lender with interest thereon, for each
day from and including the date such amount is distributed to it to but
excluding the date of payment to the Administrative Agent, at the Federal Funds
Effective Rate.

(e) If any Lender shall fail to make any payment required to be
made by it pursuant to Section 2.5(b), 2.16(c) or 2.16(d), then the
Administrative Agent may, in its discretion (notwithstanding any contrary
provision hereof), apply any amounts thereafter received by the Administrative
Agent for the account of such Lender to satisfy such Lender's obligations under
such Sections until all such unsatisfied obligations are fully paid.

SECTION 2.17. Mitigation Obligations: Replacement of Lenders.
(a) - If any Lender requests compensation under Section 2.13, or if the Borrower
is required to pay any additional amount to any Lender or any Governmental
Authority for the account of any Lender
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pursuant to Section 2.15, then such Lender shall use reasonable efforts to
designate a different lending office for funding or booking its Loans hereunder
or to assign its rights and obligations hereunder to another of its offices,
branches or affiliates, if, in the judgment of such Lender, such designation or
assignment (i) would eliminate or reduce amounts payable pursuant to Section
2.13 or 2.15, as the case may be, in the future and (ii) would not subject such
Lender to any unreimbursed cost or expense and would not otherwise be
disadvantageous to such Lender. The Borrower hereby agrees to pay all reasonable
costs and expenses incurred by any Lender in connection with any such
designation or assignment.

(b) If any Lender requests compensation under Section 2.13, or
if the Borrower is required to pay any additional amount to any Lender or any
Governmental Authority for the account of any Lender pursuant to Section 2.15,
or if any Lender defaults in its obligation to fund Loans hereunder, or if any
Lender becomes an Objecting Lender, then the Borrower may, at its sole expense
and effort, upon notice to such Lender and the Administrative Agent, require
such Lender to assign and delegate, without recourse (in accordance with and
subject to the restrictions contained in Section 10.4), all its interests,
rights and obligations under this Agreement to an assignee that shall assume
such obligations (which assignee may be another Lender, if a Lender accepts such
assignment); provided that (i) the Borrower shall have received the prior
written consent of the Administrative Agent (and, if a Commitment is being
assigned, the Swingline Lender), which consent shall not unreasonably be
withheld, (ii) such Lender shall have received payment of an amount equal to the
outstanding principal of its Loans and participations in Swingline Loans,
accrued interest thereon, accrued fees and all other amounts payable to it
hereunder, from the assignee (to the extent of such outstanding principal and
accrued interest and fees) or the Borrower (in the case of all other amounts)
and (iii) in the case of any such assignment resulting from a claim for
compensation under Section 2.13 or payments required to be made pursuant to
Section 2.15, such assignment will result in a reduction in such compensation or
payments. A Lender shall not be required to make any such assignment and
delegation if, prior thereto, as a result of a waiver by such Lender or
otherwise, the circumstances entitling the Borrower to require such assignment
and delegation cease to apply.

SECTION 2.18. Extension of Revolving Termination Date. (a) Not
less than 30 days and not more than 60 days prior to the Revolving Termination
Date then in effect, provided that no Event of Default shall have occurred and
be continuing, the Borrower may request an extension of such Revolving
Termination Date by submitting to the Administrative Agent an Extension Request
(an "Extension Request") containing the information in respect of such extension
specified in Exhibit C, which the Administrative Agent shall promptly furnish to
each Lender. Each Lender shall, not less than 15 days and not more than 30 days
prior to the Revolving Termination Date then in effect, notify the Borrower and
the Administrative Agent of its election to extend or not extend the Revolving
Termination Date as requested in such Extension Request, which election shall be
made by each Lender at its absolute discretion. Any Lender which shall not
notify the Borrower and the Administrative Agent of its election to extend the
Revolving Termination Date on or prior to the date that is 15 days prior to the
Revolving Termination Date then in effect shall be deemed to have elected not to
extend the Revolving Termination Date as requested in such Extension Request.
Notwithstanding any provision of this Agreement to the contrary, any notice by
any Lender of its willingness to extend the Revolving Termination Date shall be
revocable by such Lender in its sole and
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absolute discretion at any time prior to the date which is 15 days prior to the
Revolving Termination Date then in effect. If the Required Lenders shall approve
in writing the extension of the Revolving Termination Date requested in such
Extension Request, the Revolving Termination Date shall automatically and
without any further action by any Person be extended for the period specified in
such Extension Request; provided that (i) each extension pursuant to this
Section 2.18 shall be for a maximum of 364 days and (ii) the Commitment of any
Lender that does not consent in writing to such extension not less than 15 days
and not more than 30 days prior to the Revolving Termination Date then in effect
(an "Objecting Lender") shall, unless earlier terminated in accordance with this
Agreement, expire on the Revolving Termination Date in effect on the date of
such Extension Request (such Revolving Termination Date, if any, referred to as
the "Commitment Expiration Date" with respect to such Objecting Lender). If, not
less than 15 days and not more than 30 days prior to the Revolving Termination
Date then in effect, the Required Lenders shall not approve in writing the
extension of the Revolving Termination Date requested in an Extension Request,
the Revolving Termination Date shall not be extended pursuant to such Extension
Request. The Administrative Agent shall promptly notify (y) the Lenders and the
Borrower of any extension of the Revolving Termination Date pursuant to this
Section 2.18 and (z) the Borrower and any other Lender of any Lender which
becomes an Objecting Lender. At the request of the Borrower, if agreed by all
the Lenders other than the Objecting Lenders, the Maturity Date shall be
extended to the one year anniversary of the Revolving Termination Date, as
extended pursuant hereto.

(b) Subject to possible extension pursuant to the proviso set
forth in Section 2.8(a)(i), Obligations owing to any Objecting Lender on the
Commitment Expiration Date with respect to such Lender shall be repaid in full
on or before such Commitment Expiration Date.

(c) The Borrower shall have the right, so long as no Event of
Default has occurred and is then continuing, upon giving notice to the
Administrative Agent and the Objecting Lender in accordance with Section 2.9, to
prepay in full the Loans of the Objecting Lenders, together with accrued
interest thereon, any amounts payable pursuant to Sections 2.13, 2.14, 2.15 and
10.3 and any accrued and unpaid facility fee or other amounts payable to them
hereunder and/or, upon giving not less than three Business Days' notice to the
Objecting Lenders and the Administrative Agent, to cancel the whole or part of
the Commitments of the Objecting Lenders.

ARTICLE III

REPRESENTATIONS AND WARRANTIES

Each of the Credit Parties represents and warrants to the
Lenders that:

SECTION 3.1. Organization: Powers. Each of the Credit Parties
and the Subsidiaries is duly organized, validly existing and in good standing
under the laws of the jurisdiction of its organization, has the power and
authority to carry on its business as now conducted and, except where the
failure to be so, individually or in the aggregate, would not reasonably be
expected to result in a Material Adverse Effect, is qualified to do business in,
and is in good standing in every jurisdiction where such qualification is
required.
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SECTION 3.2. Authorization: Enforceability. The Transactions are
within each Credit Party's corporate powers and have been duly authorized by all
necessary corporate and, if required, stockholder action. This Agreement has
been duly executed and delivered by each Credit Party and constitutes a legal,
valid and binding obligation of each Credit Party, enforceable in accordance
with its terms, subject to applicable bankruptcy, insolvency, reorganization,
moratorium or other laws affecting creditors' rights generally and subject to
general principles of equity, regardless of whether considered in a proceeding
in equity or at law.

SECTION 3.3. Governmental Approvals: No Conflicts. The
Transactions (a) do not require any consent or approval of, registration or
filing with, or any other action by, any Governmental Authority, except such as
have been obtained or made and are in full force and effect, (b) will not
violate any applicable law or regulation or the charter, by-laws or other
organizational documents of any Credit Party or any Subsidiary or any order of
any Governmental Authority, (c) will not violate or result in a default under
any indenture, agreement or other instrument (other than those to be terminated
on or prior to the Closing Date) binding upon any Credit Party or any Subsidiary
or their assets, or give rise to a right thereunder to require any payment to be
made by any Credit Party or any Subsidiary, and (d) will not result in the
creation or imposition of any Lien on any asset of any Credit Party or any
Subsidiary.

SECTION 3.4. Financial Condition: No Material Adverse Change.
(a) Each Credit Party has heretofore furnished to the Lenders consolidated
balance sheets and statements of income and cash flows (and, in the case of the
Guarantor, of stockholders' equity) as of and for the fiscal year ended April
30, 2003 (A) reported on by PricewaterhouseCoopers LLP, independent public
accountants, in respect of the financial statements of the Guarantor, and (B)
certified by its chief financial officer, in respect of the financial statements
of the Borrower. Such financial statements present fairly, in all material
respects, the financial position and results of operations and cash flows of the
Borrower and its consolidated Subsidiaries and of the Guarantor and its
consolidated Subsidiaries as of such date and for such period in accordance with
GAAP. Except as set forth on Schedule 3.4(a), neither the Guarantor nor any of
its consolidated Subsidiaries had, at the date of the most recent balance sheet
referred to above, any material Guarantee Obligation, contingent liability or
liability for taxes, or any long-term lease or unusual forward or long-term
commitment, including, without limitation, any interest rate or foreign currency
swap or exchange transaction, which is not reflected in the foregoing statements
or in the notes thereto. During the period from April 30, 2003 to and including
the date hereof, and except as disclosed in filings made by the Guarantor with
the U.S. Securities and Exchange Commission pursuant to the Securities Act of
1933, as amended, or the Securities Exchange Act of 1934, as amended, there has
been no sale, transfer or other disposition by the Guarantor or any of its
consolidated Subsidiaries of any material part of its business or property other
than in the ordinary course of business and no purchase or other acquisition of
any business or property (including any Capital Stock of any other Person),
material in relation to the consolidated financial condition of the Guarantor
and its consolidated Subsidiaries at April 30, 2003.

(b) Since April 30, 2003, there has been no material adverse
change in the business, assets, property or condition (financial or otherwise)
of the Guarantor and its Subsidiaries, taken as a whole.
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SECTION 3.5. Properties. (a) Each of the Credit Parties and the
Subsidiaries has good title to, or valid leasehold interests in, all its real
and personal property material to its business, except for minor defects in
title that do not interfere with its ability to conduct its business as
currently conducted or to utilize such properties for their intended purposes.

(b) Each of the Credit Parties and the Subsidiaries owns, or is
licensed to use, all trademarks, tradenames, copyrights, patents and other
intellectual property material to its business, and the use thereof by the
Credit Parties and the Subsidiaries does not infringe upon the rights of any
other Person, except for any such infringements that, individually or in the
aggregate, would not reasonably be expected to result in a Material Adverse
Effect.

SECTION 3.6. Litigation and Environmental Mailers. (a) There are
no actions, suits or proceedings by or before any arbitrator or Governmental
Authority pending against or, to the knowledge of any Credit Party, threatened
against or affecting any Credit Party or any Subsidiary (i) as to which there is
a reasonable possibility of an adverse determination and that, if adversely
determined, would reasonably be expected, individually or in the aggregate, to
result in a Material Adverse Effect (other than the Disclosed Matters) or (ii)
that challenges or would reasonably be expected to affect the legality, validity
or enforceability of this Agreement.

(b) Except for the Disclosed Matters and except with respect to
any other matters that, individually or in the aggregate, would not reasonably
be expected to result in a Material Adverse Effect, neither of the Credit
Parties nor any Subsidiary (i) has failed to comply with any Environmental Law
or to obtain, maintain or comply with any permit, license or other approval
required under any Environmental Law, (ii) has become subject to any
Environmental Liability, (iii) has received notice of any claim with respect to
any Environmental Liability or (iv) knows of any basis for any Environmental
Liability.

SECTION 3.7. Compliance with Laws and Agreements. Each of the
Credit Parties and the Subsidiaries is in compliance with all laws, regulations
and orders of any Governmental Authority applicable to it or its property and
all indentures, agreements and other instruments binding upon it or its
property, except where the failure to be so, individually or in the aggregate,
would not reasonably be expected to result in a Material Adverse Effect.

SECTION 3.8. Investment and Holding Company Status. Neither of
the Credit Parties nor any of the Subsidiaries is (a) an "investment company" as
defined in, or subject to regulation under, the Investment Company Act of 1940,
as amended, or (b) a "holding company" as defined in, or subject to regulation
under, the Public Utility Holding Company Act of 1935.

SECTION 3.9. Taxes. Each of the Credit Parties and the
Subsidiaries has timely filed or caused to be filed all Tax returns and reports
required to have been filed and has paid or caused to be paid all Taxes required
to have been paid by it, except (a) Taxes that are being contested in good faith
by appropriate proceedings and for which the Guarantor, the Borrower or such
Subsidiary, as applicable, has set aside on its books adequate reserves or (b)
to the extent that the failure to do so would not reasonably be expected to
result in a Material Adverse Effect.
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SECTION 3.10. ERISA. No ERISA Event has occurred or is
reasonably expected to occur that, when taken together with all other such ERISA
Events for which liability is reasonably expected to occur, would reasonably be
expected to result in a Material Adverse Effect. The present value of all
accumulated benefit obligations under each Plan (based on the assumptions used
for purposes of Statement of Financial Accounting Standards No. 87) did not, as
of the date of the most recent financial statements reflecting such amounts,
exceed by more than $25,000,000 the fair market value of the assets of such
Plan, and the present value of all accumulated benefit obligations of all
underfunded Plans (based on the assumptions used for purposes of Statement of
Financial Accounting Standards No. 87) did not, as of the date of the most
recent financial statements reflecting such amounts, exceed by more than
$25,000,000 the fair market value of the assets of all such underfunded Plans.

SECTION 3.11. Disclosure. None of the reports, financial
statements, certificates or other information furnished by or on behalf of the
Credit Parties to the Administrative Agent or any Lender in connection with the
negotiation of this Agreement or delivered hereunder (as modified or
supplemented by other information so furnished) contains any material
misstatement of fact or omits to state any material fact necessary to make the
statements therein, in the light of the circumstances under which they were
made, not misleading; provided that, with respect to projected financial
information, the Credit Parties represent only that such information was
prepared in good faith based upon assumptions believed to be reasonable at the
time.

SECTION 3.12. Federal Regulations. No part of the proceeds of
any Loans will be used for "purchasing" or "carrying" any "margin stock" (within
the respective meanings of each of the quoted terms under Regulation U of the
Board as now and from time to time hereafter in effect) in a manner or in
circumstances that would constitute or result in non-compliance by any Credit
Party or any Lender with the provisions of Regulations U, T or X of the Board.
If requested by any Lender or the Administrative Agent, the Borrower will
furnish to the Administrative Agent and each Lender a statement to the foregoing
effect in conformity with the requirements of FR Form U-1 referred to in said
Regulation U.

SECTION 3.13. Subsidiaries. As of the date hereof, the Guarantor
has only the Subsidiaries set forth on Schedule 3.13.

SECTION 3.14. Insurance. Each Credit Party and each Subsidiary
of each Credit Party maintains (pursuant to a self-insurance program and/or with
financially sound and reputable insurers) insurance with respect to its
properties and business and against at least such liabilities, casualties and
contingencies and in at least such types and amounts as is customary in the case
of companies engaged in the same or a similar business or having similar
properties similarly situated.
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ARTICLE IV
CONDITIONS

SECTION 4.1. Effective Date. Except as otherwise provided in
Sections 4.2 and 4.3, this Agreement shall become effective on the date on which
each of the following conditions is satisfied (or waived in accordance with
Section 10.2):

(a) The Administrative Agent (or its counsel) shall have
received from each party hereto a counterpart of this Agreement signed on behalf
of such party.

(b) The Lenders and the Administrative Agent shall have received
all fees required to be paid on or prior to the Effective Date.

(c) Each Lender shall have received, for each Credit Party,
consolidated balance sheets and statements of income, stockholders' equity and
cash flows as of and for the fiscal year ended April 30, 2003, (A) reported on
by PricewaterhouseCoopers LLP, independent public accountants, in respect of the
financial statements of the Guarantor, and (B) certified by its chief financial
officer, in respect of the financial statements of the Borrower. Such financial
statements shall present fairly, in all material respects, the financial
position and results of operations and cash flows of the Borrower and its
consolidated Subsidiaries and of the Guarantor and its consolidated Subsidiaries
as of such dates and for such periods in accordance with GAAP.

SECTION 4.2. Closing Date. The obligations of the Lenders to
make Loans hereunder shall not become effective until the date on which each of
the following conditions is satisfied (or waived in accordance with Section
10.2):

(a) The Effective Date shall have occurred.

(b) The Administrative Agent shall have received reasonably
satisfactory written opinions (addressed to the Administrative Agent and the
Lenders and dated the Closing Date) of Mayer, Brown, Rowe & Maw LLP, special New
York counsel for the Credit Parties, and Bryan Cave LLP, special counsel for the
Credit Parties, substantially in the forms of Exhibit B-1 and B-2, respectively,
and covering such other matters relating to the Credit Parties, this Agreement
or the Transactions as the Required Lenders shall reasonably request. The Credit
Parties hereby request such counsel to deliver such opinion.

(c) The Administrative Agent shall have received such documents
and certificates as the Administrative Agent or its counsel may reasonably
request relating to the organization, existence and good standing of the Credit
Parties, the authorization of the Transactions and any other legal matters
relating to the Credit Parties, this Agreement or the Transactions, all in form
and substance satisfactory to the Administrative Agent and its counsel.

(d) The Administrative Agent shall have received a certificate,
dated the Closing Date and signed by the President, a Vice President or a
Financial Officer of each Credit
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Party, confirming compliance with the conditions set forth in paragraphs (a) and
(b) of Section 4.3.

(e) The Administrative Agent shall have received all fees and
other amounts due and payable on or prior to the Closing Date, including, to the
extent invoiced, reimbursement or payment of all out-of-pocket expenses required
to be reimbursed or paid by the Borrower hereunder.

(f) The Borrower shall have repaid all obligations owing and
outstanding under the Existing Agreement.

(g) All governmental and material third party approvals
necessary in connection with the execution, delivery and performance of this
Agreement shall have been obtained and be in full force and effect.

The Administrative Agent shall notify the Borrower and the Lenders of the
Closing Date, and such notice shall be conclusive and binding. Notwithstanding
the foregoing, the obligations of the Lenders to make Loans hereunder shall not
become effective unless each of the foregoing conditions is satisfied (or waived
pursuant to Section 10.2) at or prior to the Effective Date. Upon the Effective
Date, all Lenders under the Existing Agreement that have not become parties
hereto on or prior to the Effective Date shall no longer be Lenders hereunder,
and the Commitments as of the Effective Date shall be as set forth on Schedule
2.1 hereto.

SECTION 4.3. Each Loan. The obligation of each Lender to make a
Loan on the occasion of any Borrowing is subject to the satisfaction of the
following conditions:

(a) The representations and warranties of the Credit Parties set
forth in Article III of this Agreement (other than the representations and
warranties set forth in subsections 3.4(b), 3.6(a)(i) and 3.6(b)) shall be true
and correct in all material respects on and as of the date of such Borrowing
(except to the extent related to a specific earlier date).

(b) At the time of and immediately after giving effect to such
Borrowing, no Default shall have occurred and be continuing.

Each Borrowing shall be deemed to constitute a representation and warranty by
each of the Credit Parties on the date thereof as to the matters specified in
paragraphs (a) and (b) of this Section.

ARTICLE V

AFFIRMATIVE COVENANTS

Until the Commitments have expired or been terminated and the
principal of and interest on each Loan and all fees payable hereunder shall have
been paid in full, each of the Credit Parties covenants and agrees with the
Lenders that:
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SECTION 5.1. Financial Statements and Other Information. The
Borrower will furnish to the Administrative Agent and each Lender:

(a) within 90 days after the end of each fiscal year of the
Guarantor, an audited consolidated balance sheet and related statements of
operations, stockholders' equity and cash flows of the Guarantor and its
consolidated Subsidiaries as of the end of and for such year, setting forth in
each case in comparative form the figures for the previous fiscal year, all
reported on by PricewaterhouseCoopers LLP or other independent public
accountants of recognized national standing (without a "going concern" or like
gqualification or exception and without any qualification or exception as to the
scope of such audit) to the effect that such consolidated financial statements
present fairly in all material respects the financial condition and results of
operations of the Guarantor and its consolidated Subsidiaries on a consolidated
basis in accordance with GAAP consistently applied;

(b) (i) in the case of the Guarantor, within 45 days after the
end of each of the first three fiscal quarters of each fiscal year of the
Guarantor and (ii) in the case of the Borrower, within 90 days after the end of
each fiscal year of the Borrower, consolidated balance sheets and related
statements of operations and cash flows of the Borrower and the Guarantor and
their consolidated Subsidiaries, and the consolidated statement of stockholders'
equity of the Guarantor, as of the end of and for such fiscal quarter and the
then elapsed portion of the fiscal year, setting forth in each case in
comparative form the figures for the corresponding period or periods of (or, in
the case of the balance sheet, as of the end of) the previous fiscal year, all
certified by a Financial Officer of the Borrower and the Guarantor as presenting
fairly in all material respects the financial condition and results of
operations of the Borrower and the Guarantor and their consolidated Subsidiaries
on a consolidated basis in accordance with GAAP consistently applied, subject to
normal year-end audit adjustments and the absence of footnotes;

(c) concurrently with any delivery of financial statements under
clause (a) or (b) above, a certificate of a Financial Officer of the Borrower
and the Guarantor (i) certifying as to whether a Default has occurred and, if a
Default has occurred, specifying the details thereof and any action taken or
proposed to be taken with respect thereto, (ii) setting forth reasonably
detailed calculations demonstrating compliance with Section 6.1 and (iii)
stating whether any change in GAAP or in the application thereof has occurred
since the date of the audited financial statements referred to in Section 3.4
and, if any such change has occurred, specifying the effect of such change on
the financial statements accompanying such certificate;

(d) concurrently with any delivery of financial statements under
clause (a) above, a certificate of the accounting firm that reported on such
financial statements stating whether they obtained knowledge during the course
of their examination of such financial statements of any Default (which
certificate may be limited to the extent required by accounting rules or
guidelines);

(e) promptly after the same become publicly available, copies of
all periodic and other reports, proxy statements and other materials (other than
routine filings by OLDE Financial Corporation and its Subsidiaries, including
H&R Block Financial Advisors, Inc., RSM McGladrey, Inc. ("RSM"), Birchtree
Financial Services, Inc., RSM Equico Capital Markets, LLC or Option One Mortgage
Corporation) filed by any Credit Party or any Subsidiary with the
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Securities and Exchange Commission, or any Governmental Authority succeeding to
any or all of the functions of said Commission, or with any national securities
exchange, or distributed by any Credit Party to its shareholders generally, as
the case may be; and

(f) promptly following any request therefor, such other
information regarding the operations, business affairs and financial condition
of any Credit Party or any Subsidiary, or compliance with the terms of this
Agreement, as the Administrative Agent or any Lender may reasonably request.

SECTION 5.2. Notices of Material Events. The Borrower will
furnish to the Administrative Agent and each Lender prompt written notice of the
following:

(a) the occurrence of any Default;

(b) the filing or commencement of any action, suit or proceeding
by or before any arbitrator or Governmental Authority against or affecting any
Credit Party or any Affiliate thereof that is reasonably likely to be adversely
determined and, if so determined, would reasonably be expected to result in a
Material Adverse Effect;

(c) the occurrence of any ERISA Event that, alone or together
with any other ERISA Events that have occurred, would reasonably be expected to
result in liability of the Borrower, the Guarantor or any Subsidiary in an
aggregate amount exceeding $25,000,000; and

(d) any other development that results in, or would reasonably
be expected to result in, a Material Adverse Effect.

Each notice delivered under this Section shall be accompanied by a statement of
a Financial Officer or other executive officer of the Borrower and the Guarantor
setting forth the details of the event or development requiring such notice and
any action taken or proposed to be taken with respect thereto.

SECTION 5.3. Existence; Conduct of Business. Each Credit Party
will, and will cause each of the Subsidiaries to, do or cause to be done all
things necessary to preserve, renew and keep in full force and effect its legal
existence and the rights, licenses, permits, privileges and franchises material
to the conduct of its business; provided that the foregoing shall not prohibit
any merger, consolidation, liquidation, disposition or dissolution permitted
under Section 6.4.

SECTION 5.4. Payment of Taxes. Each Credit Party will, and will
cause each of the Subsidiaries to, pay its Tax liabilities that, if not paid,
would reasonably be expected to have a Material Adverse Effect before the same
shall become delinquent, except where (a) the validity or amount thereof is
being contested in good faith by appropriate proceedings, (b) such Credit Party
or such Subsidiary has set aside on its books adequate reserves with respect
thereto in accordance with GAAP and (c) the failure to make payment pending such
contest would not reasonably be expected to result in a Material Adverse Effect.
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SECTION 5.5. Maintenance of Properties; Insurance. Each Credit
Party will, and will cause each of the Subsidiaries to, (a) keep and maintain
all property material to the conduct of its business in good working order and
condition, ordinary wear and tear excepted, and (b) maintain (pursuant to a
self-insurance program and/or with financially sound and reputable insurers)
insurance in such amounts and against such risks as is customarily maintained by
companies engaged in the same or similar businesses operating in the same or
similar locations.

SECTION 5.6. Books and Records; Inspection Rights. Each Credit
Party will, and will cause each of the Subsidiaries to, keep proper books of
record and account in which full, true and correct entries are made of all
dealings and transactions in relation to its business and activities. Each
Credit Party will, and will cause each of the Subsidiaries to, permit any
representatives designated by the Administrative Agent or any Lender, upon
reasonable prior notice, to visit and inspect its properties, to examine and
make extracts from its books and records, and to discuss its affairs, finances
and condition with its officers and independent accountants, all at such
reasonable times and as often as reasonably requested; provided that so long as
no Event of Default exists, each Credit Party and each Subsidiary shall have the
right to be present and participate in any discussions with its independent
accountants. Nothing in this Section 5.6 shall permit the Administrative Agent
or any Lender to examine or otherwise have access to the tax returns or other
confidential information of any customer of either Credit Party or any of their
respective Subsidiaries.

SECTION 5.7. Compliance with Laws. Each Credit Party will, and
will cause each of the Subsidiaries to, comply with all laws, rules, regulations
and orders of any Governmental Authority applicable to it or its property,
except where the failure to do so, individually or in the aggregate, would not
reasonably be expected to result in a Material Adverse Effect.

SECTION 5.8. Use of Proceeds. The proceeds of the Tranche A2

Revolving Loans will be used only for paying at maturity commercial paper issued
by the Borrower from time to time and for general corporate purposes. The
proceeds of the Tranche Al Loans will be used only for paying at maturity
commercial paper issued by the Borrower from time to time, for general corporate
purposes and for working capital needs. No part of the proceeds of any Loan will
be used, whether directly or indirectly, for any purpose that entails a
violation of any of the Regulations of the Board, including Regulations U and X.

SECTION 5.9. Cleandown. During the period from March 1 to June
30 of each fiscal year, the Credit Parties shall reduce the aggregate
outstanding principal amount of all their Short-Term Debt to $200,000,000 or
less for a minimum period of thirty consecutive days.
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ARTICLE VI
NEGATIVE COVENANTS

Until the Commitments have expired or terminated and the
principal of and interest on each Loan and all fees payable hereunder have been
paid in full, each of the Credit Parties covenants and agrees with the Lenders
that:

SECTION 6.1. Adjusted Net Worth. The Guarantor will not permit
Adjusted Net Worth as at the last day of any fiscal quarter of the Guarantor to
be less than $1,000,000,000.

SECTION 6.2. Indebtedness. The Credit Parties will not, and will
not permit any Subsidiary to create, incur, assume or permit to exist any
Indebtedness, except:

(a) subject to the proviso at the end of this Section 6.2,
Indebtedness created hereunder;

(b) Indebtedness existing on the date hereof and set forth in
Schedule 6.2 and extensions, renewals and replacements of any such Indebtedness
that do not increase the outstanding principal amount thereof;

(e) seasonal Indebtedness of H&R Block Canada, Inc., provided
that the aggregate principal amount of all such Indebtedness incurred pursuant
to this subsection (c) shall not exceed 125,000,000 Canadian dollars at any time
outstanding;

(d) Indebtedness of the Borrower and the Guarantor, provided
that (i) the obligations of the Credit Parties hereunder shall rank pari passu
with such Indebtedness (including with respect to security), (ii) such
Indebtedness shall have a final maturity more than one year after the date of
its incurrence and (iii) the aggregate principal amount of all Indebtedness
permitted by this subsection (d) shall not exceed $1,500,000,000 at any time
outstanding;

(e) subject to the proviso at the end of this Section 6.2, (i)
Indebtedness in connection with commercial paper issued in the United States
through the Borrower which is guaranteed by the Guarantor and (ii) Indebtedness
under bank lines of credit or similar facilities;

(f) Indebtedness in connection with Guarantees of the
performance of any Subsidiary's obligations under or pursuant to (i) any office
lease entered into in the ordinary course of business, and (ii) any promotional,
joint-promotional, cross-promotional, joint marketing, service, equipment or
supply procurement, software license or other similar agreement entered into by
such Subsidiary with one or more vendors, suppliers, retail businesses or other
third parties in the ordinary course of business, including, but not limited to,
indemnification obligations relating to such Subsidiary's failure to perform its
obligations under such lease or agreement;
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(g) acquisition-related Indebtedness (either incurred or
assumed) and Indebtedness in connection with the Guarantor's guarantees of the
payment or performance of primary obligations of Subsidiaries of the Guarantor
in connection with such Subsidiaries' acquisition in accordance with subsection
6.4(b), or Indebtedness secured by Liens permitted under subsection 6.3(f);
provided that, during any fiscal year, the aggregate outstanding principal
amount of all Indebtedness incurred pursuant to this subsection 6.2(g) shall not
exceed at any time $325,000,000;

(h) Indebtedness of any Credit Party to any other Credit Party,
of any Credit Party to any Subsidiary, of any Subsidiary to any Credit Party and
of any Subsidiary to any other Subsidiary; provided that such Indebtedness shall
not be prohibited by Section 6.5;

(1) Indebtedness in connection with repurchase agreements
pursuant to which mortgage loans of a Credit Party or a Subsidiary are sold with
the simultaneous agreement to repurchase the mortgage loans at the same price
plus interest at an agreed upon rate; provided that the aggregate outstanding
principal amount of all Indebtedness incurred pursuant to this subsection 6.2(1)
shall not at any time exceed $500,000,000; provided, further, that no agreed
upon repurchase date shall be later than 90 business days after the date of the
corresponding repurchase agreement;

(j) Indebtedness in connection with Guarantees or Guarantee
Obligations which are made, given or undertaken as representations and
warranties, indemnities or assurances of the payment or performance of primary
obligations in connection with securitization transactions or other transactions
permitted hereunder, as to which primary obligations the primary obligor is a
Credit Party, a Subsidiary or a securitization trust or similar securitization
vehicle to which a Credit Party or a Subsidiary sold, directly or indirectly,
the relevant mortgage loans;

(k) Indebtedness of RSM, a Subsidiary of the Guarantor, to

McGladrey & Pullen, LLP ("M&P") and certain related trusts under (i) that
certain Asset Purchase Agreement dated as of June 28, 1999 among RSM, M&P, the
Guarantor and certain other parties signatory thereto (the "M&P Purchase
Agreement") and (ii) the Retired Partners Agreement and the Loan Agreement (as
such terms are defined in the M&P Purchase Agreement); provided that the
aggregate outstanding principal amount payable in respect of such Indebtedness
permitted under this paragraph (k) shall not exceed $200,000,000 at any time;

(1) Indebtedness in connection with (i) Capital Lease
Obligations in an aggregate outstanding principal amount not at any time
exceeding $50,000,000 (excluding any Capital Lease Obligations permitted by
subsection 6.2(0)), (ii) obligations under existing mortgages in an aggregate
outstanding principal amount not exceeding $12,000,000 at any time, (iii)
securities sold and not yet purchased, provided that the aggregate outstanding
principal amount of all Indebtedness incurred pursuant to this clause (iii)
shall not at any time exceed $15,000,000, (iv) customer deposits in the ordinary
course of business, (v) payables to brokers and dealers in the ordinary course
of business and (vi) reimbursement obligations relating to letters of credit in
favor of a clearing corporation, provided such letters of credit are used solely
to satisfy margin deposit requirements and the aggregate outstanding exposure of
the Guarantor and the Subsidiaries under all such letters of credit shall not
exceed $200,000,000 at any time;



44

(m) subject to the proviso at the end of this Section 6.2,
Indebtedness in an aggregate outstanding principal amount not to exceed
$1,500,000,000; provided, however, that (i) the proceeds of such Indebtedness
are used solely in connection with the Borrower's Refund Anticipation Loans
Program, (ii) such Indebtedness is incurred during the period beginning on
January 15 of any year and ending on March 15 of such year, (iii) such
Indebtedness is repaid in full by the earlier of March 15 the year in which such
Indebtedness is incurred and (iv) the covenants contained in any agreement
relating to such Indebtedness, or guarantee thereof (other than covenants
specific to the Borrower's Refund Anticipation Loan Program and the operation
thereof), are no more restrictive than the covenants contained in this
Agreement;

(n) subject to the proviso at the end of this Section 6.2,
liabilities related to the RAL Receivables Transactions to the extent consistent
with the definition thereof; and

(o) Indebtedness in an amount not exceeding $150, 000,000 in
connection with the acquisition, development or construction of the Guarantor's
new headquarters;

(p) deposits and other customary banking related liabilities
incurred by banking Subsidiaries in the ordinary course of business;

(q) customary liabilities of broker-dealers incurred by
broker-dealer Subsidiaries in the ordinary course of business; and

(r) Indebtedness secured by Liens permitted by subsection 6.3(d)
or 6.3(e);

provided, that the sum of the aggregate outstanding principal amount of all
Indebtedness permitted pursuant to subsections 6.2(a), 6.2(e) and 6.2(m) plus
the RAL Receivables Amount shall not at any time exceed the greater of the
aggregate Commitments then in effect or the then outstanding principal amount of
the Loans, except that, during the period from January 15 of any year to March
15 of such year, such sum may exceed the greater of the aggregate Commitments
then in effect or the then outstanding principal amount of the Loans by up to
$1,500, 000, 000.

SECTION 6.3. Liens. Each Credit Party will not, and will not
permit any Subsidiary to, create, incur, assume or permit to exist any Lien on
any property or asset now owned or hereafter acquired by it, or assign or sell
any income or revenues (including accounts receivable) or rights in respect of
any thereof, except:

(a) Permitted Encumbrances;

(b) any Lien on any property or asset of any Credit Party or any
Subsidiary existing on the date hereof and set forth in Schedule 6.3; provided
that (i) such Lien shall not apply to any other property or asset of any Credit
Party or any Subsidiary and (ii) such Lien shall secure only those obligations
which it secures on the date hereof and extensions, renewals and replacements
thereof that do not increase the outstanding principal amount thereof;

(c) any Lien existing on any property or asset prior to the
acquisition thereof by any Credit Party or any Subsidiary or existing on any
property or asset of any Person that becomes a Subsidiary after the date hereof
prior to the time such Person becomes a Subsidiary;
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provided that (i) such Lien is not created in contemplation of or in connection
with such acquisition or such Person becoming a Subsidiary, as the case may be,
(ii) such Lien shall not apply to any other property or assets of any Credit
Party or any Subsidiary and (iii) such Lien shall secure only those obligations
which it secures on the date of such acquisition or the date such Person becomes
a Subsidiary, as the case may be, and extensions, renewals and replacements
thereof that do not increase the outstanding principal amount thereof;

(d) Liens and transfers in connection with the securitization,
financing or other transfer of any mortgage loans or mortgage servicing
reimbursement rights (and/or, in each case, related rights and interests) owned
by the Borrower or any of its Subsidiaries;

(e) Liens and transfers in connection with the securitization or
other transfer of any credit card receivables (and/or related rights and
interests) owned by the Borrower or any of its Subsidiaries;

(f) Liens on fixed or capital assets acquired, constructed or
improved by any Credit Party or any Subsidiary to secure Indebtedness of such
Credit Party or such Subsidiary incurred to finance the acquisition,
construction or improvement of such fixed or capital assets; provided that (1)
such Liens and the Indebtedness secured thereby are incurred prior to or within
90 days after such acquisition or the completion of such construction or
improvement, (ii) the Indebtedness secured thereby does not exceed 100% of the
cost of acquiring, constructing or improving such fixed or capital assets and
(iii) such security interests shall not apply to any other property or assets of
any Credit Party or any Subsidiary;

(g) Liens arising in connection with repurchase agreements
contemplated by Section 6.2(1i); provided that such security interests shall not
apply to any property or assets of any Credit Party or any Subsidiary except for
the mortgage loans or securities, as applicable, subject to such repurchase
agreements;

(h) Liens arising in connection with Indebtedness permitted by
Section 6.2(1)(v), which Liens are granted in the ordinary course of business;

(1) Liens not otherwise permitted by this Section 6.3 so long as
the Obligations hereunder are contemporaneously secured equally and ratably with
the obligations secured thereby;

(j) Liens not otherwise permitted by this Section 6.3, so long
as the aggregate outstanding principal amount of the obligations secured thereby
does not exceed (as to the Credit Parties and all Subsidiaries) $250,000,000 at
any one time;

(k) Liens and transfers in connection with the RAL Receivables
Transaction; and

(1) Liens on Unrestricted Margin Stock.
SECTION 6.4. Fundamental Changes; Sale of Assets. (a) Each

Credit Party will not, and will not permit any Material Subsidiary to, merge
into or consolidate with any other
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Person, or permit any other Person to merge into or consolidate with it, or
sell, transfer, lease or otherwise dispose of (in one transaction or in a series
of transactions) all or substantially all of its assets (other than Unrestricted
Margin Stock), or all or substantially all of the stock or assets related to its
tax preparation business or liquidate or dissolve, except (i) transfers in
connection with the RAL Receivables Transaction and other securitizations
otherwise permitted hereby, (ii) sales and other transfers of mortgage loans
(and/or related rights and interests) and (iii) if at the time thereof and
immediately after giving effect thereto no Default shall have occurred and be
continuing, (A) any Material Subsidiary other than the Borrower may merge into a
Credit Party in a transaction in which the Credit Party is the surviving
corporation, (B) any wholly owned Material Subsidiary other than the Borrower
may merge into any other wholly owned Material Subsidiary in a transaction in
which the surviving entity is a wholly owned Subsidiary, (C) any Material
Subsidiary other than the Borrower may sell, transfer, lease or otherwise
dispose of its assets to the Guarantor or to another Material Subsidiary and (D)
any Material Subsidiary other than the Borrower may liquidate or dissolve if the
Guarantor determines in good faith that such liquidation or dissolution is in
the best interests of the Guarantor and is not materially disadvantageous to the
Lenders; provided that any such merger involving a Person that is not a wholly
owned Subsidiary immediately prior to such merger shall not be permitted unless
also permitted by Section 6.5.

(b) Except as set forth on Schedule 6.4(b), the Credit Parties
will not, and will not permit any Material Subsidiary to, engage to any material
extent in any business other than businesses of the type conducted by the Credit
Parties and the Subsidiaries on the date of execution of this Agreement and
businesses reasonably related thereto.

SECTION 6.5. Transactions with Affiliates. Each Credit Party
will not, and will not permit any Subsidiary to, sell, lease or otherwise
transfer any property or assets to, or purchase, lease or otherwise acquire any
property or assets from, or otherwise engage in any other transactions with, any
of its Affiliates, except (a) in the ordinary course of business at prices and
on terms and conditions not less favorable to such Credit Party or such
Subsidiary than could be obtained on an arm's-length basis from unrelated third
parties and (b) transactions between or among the Guarantor and its Subsidiaries
not involving any other Affiliate.

SECTION 6.6. Restrictive Agreements The Credit Parties will not,
and will not permit any Subsidiary to, directly or indirectly, enter into, incur
or permit to exist any agreement or other arrangement that by its terms
prohibits, restricts or imposes any condition upon (a) the ability of any Credit
Party or any Subsidiary to create, incur or permit to exist any Lien upon any of
its material property or assets (unless such agreement or arrangement does not
prohibit, restrict or impose any condition upon the ability of either Credit
Party or any Subsidiary to create, incur or permit to exist any Lien in favor of
the Administrative Agent or any Lender created hereunder), or (b) the ability of
any Subsidiary to pay dividends or other distributions with respect to any
shares of its capital stock or to make or repay loans or advances to the
Guarantor or any other Subsidiary or to Guarantee Indebtedness of the Guarantor
or any other Subsidiary; provided that (i) the foregoing shall not apply to
restrictions and conditions imposed by law or by this Agreement, (ii) the
foregoing shall not apply to restrictions and conditions existing on the date
hereof identified on Schedule 6.6 (but shall apply to any extension, renewal,
amendment or modification expanding the scope of any such restriction or
condition), (iii) the
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foregoing shall not apply to customary restrictions and conditions contained in
agreements relating to the sale of a Subsidiary pending such sale, provided such
restrictions and conditions apply only to the Subsidiary that is to be sold and
such sale is permitted hereunder, (iv) the foregoing shall not apply to
customary restrictions and conditions contained in agreements relating to the
securitization, financing or other transfer of mortgage loans (and/or related
rights and interests) owned by the Borrower or any of its Subsidiaries, (v)
clause (a) of the foregoing shall not apply to restrictions or conditions
imposed by any agreement relating to secured Indebtedness permitted by this
Agreement if such restrictions or conditions apply only to the property or
assets securing such Indebtedness, (vi) clause (a) of the foregoing shall not
apply to customary provisions in leases and other contracts restricting the
assignment thereof and (vii) clause (a) of the foregoing shall not apply to
restrictions or conditions imposed by any agreement relating to Indebtedness
permitted hereunder pursuant to subsection 6.2(m) or the RAL Receivables
Transaction.

ARTICLE VII

GUARANTEE

SECTION 7.1. Guarantee. (a) The Guarantor hereby unconditionally
and irrevocably guarantees to the Administrative Agent and the Lenders and their
respective successors, indorsees, transferees and assigns, the prompt and
complete payment and performance by the Borrower when due (whether at the stated
maturity, by acceleration or otherwise) of the Obligations.

(b) The Guarantor further agrees to pay any and all expenses
(including, without limitation, all fees and disbursements of counsel) which may
be paid or incurred by the Administrative Agent or any Lender in enforcing, or
obtaining advice of counsel in respect of, any rights with respect to, or
collecting, any or all of the Obligations and/or enforcing any rights with
respect to, or collecting against, the Guarantor under this Article. This
Article shall remain in full force and effect until the Obligations and the
obligations of the Guarantor under the guarantee contained in this Article shall
have been satisfied by payment in full and the Commitments shall be terminated,
notwithstanding that from time to time prior thereto the Borrower may be free
from any Obligations.

(c) No payment or payments made by any Credit Party, any other
guarantor or any other Person or received or collected by the Administrative
Agent or any Lender from any Credit Party or any other Person by virtue of any
action or proceeding or any set-off or appropriation or application, at any time
or from time to time, in reduction of or in payment of the Obligations shall be
deemed to modify, reduce, release or otherwise affect the liability of the
Guarantor hereunder which shall, notwithstanding any such payment or payments,
remain liable hereunder for the Obligations until the Obligations are paid in
full and the Commitments are terminated.

(d) The Guarantor agrees that whenever, at any time or from time
to time, it shall make any payment to the Administrative Agent or any Lender on
account of its liability
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hereunder, it will notify the Administrative Agent and such Lender in writing
that such payment is made under this Article for such purpose.

SECTION 7.2. Delay of Subrogation. Notwithstanding any payment
or payments made by the Guarantor hereunder, or any set-off or application of
funds of the Guarantor by the Administrative Agent or any Lender, the Guarantor
shall not be entitled to be subrogated to any of the rights of the
Administrative Agent or any Lender against the Borrower or against any
collateral security or guarantee or right of offset held by the Administrative
Agent or any Lender for the payment of the Obligations, nor shall the Guarantor
seek or be entitled to seek any contribution or reimbursement from the Borrower
in respect of payments made by the Guarantor hereunder, until all amounts owing
to the Administrative Agent and the Lenders by the Borrower on account of the
Obligations are paid in full and the Commitments are terminated. If any amount
shall be paid to the Guarantor on account of such subrogation rights at any time
when all of the Obligations shall not have been paid in full, such amount shall
be held by the Guarantor in trust for the Administrative Agent and the Lenders,
segregated from other funds of the Guarantor, and shall, forthwith upon receipt
by the Guarantor, be turned over to the Administrative Agent in the exact form
received by the Guarantor (duly indorsed by the Guarantor to the Administrative
Agent, if required) to be applied against the Obligations, whether matured or
unmatured, in such order as the Administrative Agent may determine. The
provisions of this Section shall be effective notwithstanding the termination of
this Agreement and the payment in full of the Obligations and the termination of
the Commitments.
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SECTION 7.3. Amendments, etc. with respect to the Obligations;
wWaiver of Rights. The Guarantor shall remain obligated hereunder notwithstanding
that, without any reservation of rights against the Guarantor, and without
notice to or further assent by the Guarantor, any demand for payment of any of
the Obligations made by the Administrative Agent or any Lender may be rescinded
by the Administrative Agent or such Lender, and any of the Obligations
continued, and the Obligations, or the liability of any other party upon or for
any part thereof, or any collateral security or guarantee therefor or right of
offset with respect thereto, may, from time to time, in whole or in part, be
renewed, extended, amended, modified, accelerated, compromised, waived,
surrendered or released by the Administrative Agent or any Lender, and this
Agreement and any other documents executed and delivered in connection herewith
may be amended, modified, supplemented or terminated, in whole or in part, in
accordance with the provisions hereof as the Administrative Agent (or the
requisite Lenders, as the case may be) may deem advisable from time to time, and
any collateral security, guarantee or right of offset at any time held by the
Administrative Agent or any Lender for the payment of the Obligations may be
sold, exchanged, waived, surrendered or released. Neither the Administrative
Agent nor any Lender shall have any obligation to protect, secure, perfect or
insure any Lien at any time held by it as security for the Obligations or for
this Agreement or any property subject thereto. When making any demand hereunder
against the Guarantor, the Administrative Agent or any Lender may, but shall be
under no obligation to, make a similar demand on the Borrower or any other
guarantor, and any failure by the Administrative Agent or any Lender to make any
such demand or to collect any payments from the Borrower or any such other
guarantor or any release of the Borrower or such other guarantor shall not
relieve the Guarantor of its obligations or liabilities hereunder, and shall not
impair or affect the rights and remedies, express or implied, or as a matter of
law, of the Administrative Agent or any Lender against the Guarantor. For the
purposes hereof "demand" shall include the commencement and continuance of any
legal proceedings.

SECTION 7.4. Guarantee Absolute and Unconditional. The Guarantor
waives any and all notice of the creation, renewal, extension or accrual of any
of the Obligations and notice of or proof of reliance by the Administrative
Agent or any Lender upon this Agreement or acceptance of this Agreement; the
Obligations, and any of them, shall conclusively be deemed to have been created,
contracted or incurred, or renewed, extended, amended or waived, in reliance
upon this Agreement; and all dealings between the Borrower and the Guarantor, on
the one hand, and the Administrative Agent and the Lenders, on the other, shall
likewise be conclusively presumed to have been had or consummated in reliance
upon this Agreement. The Guarantor waives diligence, presentment, protest,
demand for payment and notice of default or nonpayment to or upon the Borrower
and the Guarantor with respect to the Obligations. This Article shall be
construed as a continuing, absolute and unconditional guarantee of payment
without regard to (a) the validity, regularity or enforceability of this
Agreement, any other documents executed and delivered in connection herewith,
any of the Obligations or any other collateral security therefor or guarantee or
right of offset with respect thereto at any time or from time to time held by
the Administrative Agent or any Lender, (b) any defense, set-off or counterclaim
(other than a defense of payment or performance) which may at any time be
available to or be asserted by the Guarantor against the Administrative Agent or
any Lender, or (c) any other circumstance whatsoever (with or without notice to
or knowledge of the Borrower or the Guarantor) which constitutes, or might be
construed to constitute, an equitable or legal discharge of the Borrower
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for the Obligations, or of the Guarantor under this Article, in bankruptcy or in
any other instance. When pursuing its rights and remedies hereunder against the
Guarantor, the Administrative Agent and any Lender may, but shall be under no
obligation to, pursue such rights and remedies as it may have against the
Borrower or any other Person or against any collateral security or guarantee for
the Obligations or any right of offset with respect thereto, and any failure by
the Administrative Agent or any Lender to pursue such other rights or remedies
or to collect any payments from the Borrower or any such other Person or to
realize upon any such collateral security or guarantee or to exercise any such
right of offset, or any release of the Borrower or any such other Person or of
any such collateral security, guarantee or right of offset, shall not relieve
the Guarantor of any liability hereunder, and shall not impair or affect the
rights and remedies, whether express, implied or available as a matter of law,
of the Administrative Agent or any Lender against the Guarantor. This Article
shall remain in full force and effect and be binding in accordance with and to
the extent of its terms upon the Guarantor and its successors and assigns, and
shall inure to the benefit of the Administrative Agent and the Lenders, and
their respective successors, indorsees, transferees and assigns, until all the
Obligations and the obligations of the Guarantor under this Agreement shall have
been satisfied by payment in full and the Commitments shall be terminated,
notwithstanding that from time to time during the term of this Agreement the
Borrower may be free from any Obligations.

SECTION 7.5. Reinstatement. This Article shall continue to be
effective, or be reinstated, as the case may be, if at any time payment, or any
part thereof, of any of the Obligations is rescinded or must otherwise be
restored or returned by the Administrative Agent or any Lender upon the
insolvency, bankruptcy, dissolution, liquidation or reorganization of any Credit
Party or upon or as a result of the appointment of a receiver, intervenor or
conservator of, or trustee or similar officer for, any Credit Party or any
substantial part of its property, or otherwise, all as though such payments had
not been made.

SECTION 7.6. Payments. The Guarantor hereby agrees that all
payments required to be made by it hereunder will be made to the Administrative
Agent without set-off or counterclaim in accordance with the terms of the
Obligations, including, without limitation, in the currency in which payment is
due.

ARTICLE VIII

EVENTS OF DEFAULT

If any of the following events ("Events of Default") shall
occur:

(a) the Borrower shall fail to pay any principal of any Loan
when and as the same shall become due and payable, whether at the due date
thereof or at a date fixed for prepayment thereof or otherwise;

(b) the Borrower shall fail to pay any interest on any Loan or
any fee or any other amount (other than an amount referred to in clause (a) of
this Article) payable under this Agreement, when and as the same shall become
due and payable, and such failure shall continue unremedied for a period of five
business days;
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(c) any representation or warranty made or deemed made by any
Credit Party (or any of its officers) in or in connection with this Agreement or
any amendment or modification hereof, or in any report, certificate, financial
statement or other document furnished pursuant to or in connection with this
Agreement or any amendment or modification hereof, shall prove to have been
incorrect in any material respect when made or deemed made;

(d) any Credit Party shall fail to observe or perform any
covenant, condition or agreement contained in Section 5.2, 5.3 (with respect to
the Credit Parties' existence), 5.8 or 5.9 or in Article VI;

(e) any Credit Party shall fail to observe or perform any
covenant, condition or agreement contained in this Agreement (other than those
specified in clause (a), (b) or (d) of this Article), and such failure shall
continue unremedied for a period of 30 days after notice thereof from the
Administrative Agent (given at the request of any Lender) to the Borrower;

(f) any Credit Party or any Subsidiary shall fail to make any
payment (whether of principal or interest and regardless of amount) in respect
of any Material Indebtedness, when and as the same shall become due and payable
(after expiration of any applicable grace or cure period);

(g) any event or condition occurs that results in any Material
Indebtedness becoming due prior to its scheduled maturity or that enables or
permits (after expiration of any applicable grace or cure period) the holder or
holders of any Material Indebtedness or any trustee or agent on its or their
behalf to cause any Material Indebtedness to become due, or to require the
prepayment, repurchase, redemption or defeasance thereof, prior to its scheduled
maturity; provided that this clause (g) shall not apply to (i) secured
Indebtedness that becomes due as a result of the voluntary sale or transfer of
the property or assets securing such Indebtedness or (ii) any obligation under a
Hedging Agreement that becomes due as a result of a default by a party thereto
other than a Credit Party or a Subsidiary;

(h) an involuntary proceeding shall be commenced or an
involuntary petition shall be filed seeking (i) liquidation, reorganization or
other relief in respect of any Credit Party or any Material Subsidiary or its
debts, or of a substantial part of its assets, under any Federal, state or
foreign bankruptcy, insolvency, receivership or similar law now or hereafter in
effect or (ii) the appointment of a receiver, trustee, custodian, sequestrator,
conservator or similar official for any Credit Party or any Material Subsidiary
or for a substantial part of its assets, and, in any such case, such proceeding
or petition shall continue undismissed for 60 days or an order or decree
approving or ordering any of the foregoing shall be entered;

(1) any Credit Party or any Material Subsidiary shall (i)
voluntarily commence any proceeding or file any petition seeking liquidation,
reorganization or other relief under any Federal, state or foreign bankruptcy,
insolvency, receivership or similar law now or hereafter in effect, (ii) consent
to the institution of, or fail to contest in a timely and appropriate manner,
any proceeding or petition described in clause (h) of this Article, (iii) apply
for or consent to the appointment of a receiver, trustee, custodian,
sequestrator, conservator or similar official for the Borrower or any Material
Subsidiary or for a substantial part of its assets, (iv) file an answer
admitting the material allegations of a petition filed against it in any such
proceeding,
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(v) make a general assignment for the benefit of creditors or (vi) take any
action for the purpose of effecting any of the foregoing;

(j) any Credit Party or any Material Subsidiary shall become
unable, admit in writing or fail generally to pay its debts as they become due;

(k) one or more final judgments for the payment of money shall
be rendered against the Guarantor, the Borrower, any Subsidiary or any
combination thereof and either (i) a creditor shall have commenced enforcement
proceedings upon any such judgment in an aggregate amount (to the extent not
covered by insurance as to which the relevant insurance company has not denied
coverage) in excess of $40,000,000 (a "Material Judgment") or (ii) there shall
be a period of 30 consecutive days during which a stay of enforcement of any
Material Judgment shall not be in effect (by reason of pending appeal or
otherwise) (it being understood that, notwithstanding the definition of
"Default", no "Default" shall be triggered solely by the rendering of such a
judgment or judgments prior to the commencement of enforcement proceedings or
the lapse of such 30 consecutive day period, so long as such judgments are
capable of satisfaction by payment at any time);

(1) an ERISA Event shall have occurred that, in the opinion of
the Required Lenders, when taken together with all other ERISA Events that have
occurred, would reasonably be expected to result in a Material Adverse Effect;

(m) a Change in Control shall occur; or

(n) the Guarantee contained in Article VII herein shall cease,
for any reason, to be in full force and effect in any material respect or any
Credit Party shall so assert;

then, and in every such event (other than an event with respect to the Credit
Parties described in clause (h) or (i) of this Article), and at any time
thereafter during the continuance of such event, the Administrative Agent may,
and at the request of the Required Lenders shall, by notice to the Borrower,
take either or both of the following actions, at the same or different times:
(i) terminate the Commitments, and thereupon the Commitments shall terminate
immediately, and (ii) declare the Loans then outstanding to be due and payable
in whole (or in part, in which case any principal not so declared to be due and
payable may thereafter be declared to be due and payable), and thereupon the
principal of the Loans so declared to be due and payable, together with accrued
interest thereon and all fees and other Obligations of the Credit Parties
accrued hereunder, shall become due and payable immediately, without
presentment, demand, protest or other notice of any kind, all of which are
hereby waived by the Credit Parties; and in case of any event with respect to
the Credit Parties described in clause (h) or (i) of this Article, the
Commitments shall automatically terminate and the principal of the Loans then
outstanding, together with accrued interest thereon and all fees and other
Obligations of the Credit Parties accrued hereunder, shall automatically become
due and payable, without presentment, demand, protest or other notice of any
kind, all of which are hereby waived by the Credit Parties.
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ARTICLE IX

THE ADMINISTRATIVE AGENT

Each of the Lenders hereby irrevocably appoints the
Administrative Agent as its agent and authorizes the Administrative Agent to
take such actions on its behalf and to exercise such powers as are delegated to
the Administrative Agent by the terms hereof, together with such actions and
powers as are reasonably incidental thereto.

The bank serving as the Administrative Agent hereunder shall
have the same rights and powers in its capacity as a Lender as any other Lender
and may exercise the same as though it were not the Administrative Agent, and
such bank and its Affiliates may accept deposits from, lend money to and
generally engage in any kind of business with the Borrower or any Subsidiary or
other Affiliate thereof as if it were not the Administrative Agent hereunder.

The Administrative Agent shall not have any duties or
obligations except those expressly set forth herein. Without limiting the
generality of the foregoing, (a) the Administrative Agent shall not be subject
to any fiduciary or other implied duties, regardless of whether a Default has
occurred and is continuing, (b) the Administrative Agent shall not have any duty
to take any discretionary action or exercise any discretionary powers, except
discretionary rights and powers expressly contemplated hereby that the
Administrative Agent is required to exercise in writing by the Required Lenders,
and (c) except as expressly set forth herein, the Administrative Agent shall not
have any duty to disclose, and shall not be liable for the failure to disclose,
any information relating to any Credit Party or any Subsidiary that is
communicated to or obtained by the bank serving as Administrative Agent or any
of its Affiliates in any capacity. The Administrative Agent shall not be liable
for any action taken or not taken by it with the consent or at the request of
the Required Lenders (or when expressly, required hereby, all the Lenders) or in
the absence of its own gross negligence or willful misconduct. The
Administrative Agent shall be deemed not to have knowledge of any Default unless
and until written notice thereof is given to the Administrative Agent by any
Credit Party or a Lender, and the Administrative Agent shall not be responsible
for or have any duty to ascertain or inquire into (i) any statement, warranty or
representation made in or in connection with this Agreement, (ii) the contents
of any certificate, report or other document delivered hereunder or in
connection herewith, (iii) the performance or observance of any of the
covenants, agreements or other terms or conditions set forth herein, (iv) the
validity, enforceability, effectiveness or genuineness of this Agreement or any
other agreement, instrument or document, or (v) the satisfaction of any
condition set forth in Article IV or elsewhere herein, other than to confirm
receipt of items expressly required to be delivered to the Administrative Agent.

The Administrative Agent shall be entitled to rely upon, and
shall not incur any liability for relying upon, any notice, request,
certificate, consent, statement, instrument, document or other writing believed
by it to be genuine and to have been signed or sent by the proper Person. The
Administrative Agent also may rely upon any statement made to it orally or by
telephone and believed by it to be made by the proper Person, and shall not
incur any liability for relying thereon. The Administrative Agent may consult
with legal counsel (who may be counsel for any Credit Party), independent
accountants and other experts selected by it, and shall
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not be liable for any action taken or not taken by it in accordance with the
advice of any such counsel, accountants or experts.

The Administrative Agent may perform any and all of its duties
and exercise its rights and powers by or through any one or more sub-agents
appointed by the Administrative Agent. The Administrative Agent and any such
sub-agent may perform any and of all its duties and exercise its rights and
powers through their respective Related Parties. The exculpatory provisions of
the preceding paragraphs shall apply to any such sub-agent and to the Related
Parties of the Administrative Agent and any such sub-agent, and shall apply to
their respective activities in connection with the syndication of the credit
facilities provided for herein as well as activities as Administrative Agent.

Subject to the appointment and acceptance of a successor
Administrative Agent as provided in this paragraph, the Administrative Agent may
resign at any time by notifying the Lenders and the Borrower. Upon any such
resignation, the Required Lenders shall have the right, with the consent of the
Borrower (which consent shall not be unreasonably withheld), to appoint a
successor. If no successor shall have been so appointed by the Required Lenders
and shall have accepted such appointment within 30 days after the retiring
Administrative Agent gives notice of its resignation, then the retiring
Administrative Agent may, on behalf of the Lenders, appoint a successor
Administrative Agent which shall be a bank with an office in New York, New York,
or an Affiliate of any such bank. Upon the acceptance of its appointment as
Administrative Agent hereunder by a successor, such successor shall succeed to
and become vested with all the rights, powers, privileges and duties of the
retiring Administrative Agent, and the retiring Administrative Agent shall be
discharged from its duties and obligations hereunder. The fees payable by the
Borrower to a successor Administrative Agent shall be the same as those payable
to its predecessor unless otherwise agreed between the Borrower and such
successor. After the Administrative Agent's resignation hereunder, the
provisions of this Article and Section 10.3 shall continue in effect for its
benefit in respect of any actions taken or omitted to be taken by it while it
was acting as Administrative Agent.

Each Lender acknowledges that it has, independently and without
reliance upon the Administrative Agent or any other Lender and based on such
documents and information as it has deemed appropriate, made its own credit
analysis and decision to enter into this Agreement. Each Lender also
acknowledges that it will, independently and without reliance upon the
Administrative Agent or any other Lender and based on such documents and
information as it shall from time to time deem appropriate, continue to make its
own decisions in taking or not taking action under or based upon this Agreement,
any related agreement or any document furnished hereunder or thereunder.

Notwithstanding anything to the contrary contained in this
Agreement, the parties hereto hereby agree that no agent (other than the
Administrative Agent) shall have any rights, duties or responsibilities in its
capacity as agent hereunder and that no agent (other than the Administrative
Agent) shall have the authority to take any action hereunder in its capacity as
such.
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ARTICLE X

MISCELLANEOUS

SECTION 10.1. Notices. Except in the case of notices and other
communications expressly permitted to be given by telephone all notices and
other communications provided for herein shall be in writing and shall be
delivered by hand or overnight courier service, mailed by certified or
registered mail or sent by telecopy, as follows:

(a) if to the Borrower or the Guarantor, to it at 4400 Main Street,
Kansas City, Missouri 64111, Attention of Frank J. Cotroneo (Telecopy No. (816)
753-8628);

(b) if to the Administrative Agent or the Swingline Lender, to JPMorgan
Chase Bank, Loan and Agency Services Group, 1111 Fannin Street, Houston, TX
77002, Attention of Sandra Choate (Telecopy No. (713) 750-2932), with a copy to
JPMorgan Chase Bank, 270 Park Avenue, New York, New York 10017, Attention of
wWilliam Castro (Telecopy No. (212) 270-1789); and

(c) if to any Lender, to it at its address (or telecopy number) set
forth in its Administrative Questionnaire.

Any party hereto may change its address or telecopy number for notices and other
communications hereunder by notice to the other parties hereto. All notices and
other communications given to any party hereto in accordance with the provisions
of this Agreement shall be deemed to have been given on the date of receipt.
Notices and other communications to the Lenders hereunder may be posted to
Intralinks or a similar website or delivered by electronic communications
pursuant to procedures approved by the Administrative Agent; provided that the
foregoing shall not apply to notices pursuant to Section 2 unless otherwise
agreed by the Administrative Agent and the applicable Lender. The Administrative
Agent, the Borrower or the Guarantor may, in its discretion, agree to accept
notices and other communications to it hereunder by electronic communications
pursuant to procedures approved by it; provided that approval of such procedures
may be limited to particular notices or communications.

SECTION 10.2. Waivers; Amendments. (a) No failure or delay by the
Administrative Agent or any Lender in exercising any right or power hereunder
shall operate as a waiver thereof, nor shall any single or partial exercise of
any such right or power, or any abandonment or discontinuance of steps to
enforce such a right or power, preclude any other or further exercise thereof or
the exercise of any other right or power. The rights and remedies of the
Administrative Agent and the Lenders hereunder are cumulative and are not
exclusive of any rights or remedies that they would otherwise have. No waiver of
any provision of this Agreement or consent to any departure by the Credit
Parties therefrom shall in any event be effective unless the same shall be
permitted by paragraph (b) of this Section, and then such waiver or consent
shall be effective only in the specific instance and for the purpose for which
given. Without limiting the generality of the foregoing, the making of a Loan
shall not be construed as a waiver of any Default, regardless of whether the
Administrative Agent or any Lender may have had notice or knowledge of such
Default at the time.
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(b) Neither this Agreement nor any provision hereof may be waived,
amended or modified except pursuant to an agreement or agreements in writing
entered into by the Credit Parties and the Required Lenders or by the Credit
Parties and the Administrative Agent with the consent of the Required Lenders;
provided that no such agreement shall (i) increase the Commitment of any Lender
without the written consent of such Lender, (ii) reduce the principal amount of
any Loan or reduce the rate of interest thereon, or reduce any fees payable
hereunder, without the written consent of each Lender affected thereby, (iii)
postpone the scheduled date of payment of the principal amount of any Loan, or
any interest thereon, or any fees payable hereunder, or reduce the amount of,
waive or excuse any such payment, or postpone the scheduled date of expiration
of any Commitment, without the written consent of each Lender affected thereby,
(iv) change Section 2.16(b) or (c) in a manner that would alter the pro rata
sharing of payments required thereby, without the written consent of each
Lender, (v) release the guarantee contained in Article VII, without the written
consent of each Lender or (vi) change any of the provisions of this Section or
the definition of "Required Lenders" or any other provision hereof specifying
the number or percentage of Lenders required to waive, amend or modify any
rights hereunder or make any determination or grant any consent hereunder,
without the written consent of each Lender; provided, further, that no such
agreement shall amend, modify or otherwise affect the rights or duties of the
Administrative Agent or the Swingline Lender hereunder without the prior written
consent of the Administrative Agent or the Swingline Lender, as the case may be.

SECTION 10.3. Expenses; Indemnity; Damage Waiver. (a) The Borrower shall
pay (i) all reasonable out-of-pocket expenses incurred by the Administrative
Agent and its Affiliates, including the reasonable fees, charges and
disbursements of counsel for the Administrative Agent, in connection with the
syndication of the credit facilities provided for herein, the preparation and
administration of this Agreement and any amendments, modifications or waivers of
the provisions hereof (whether or not the transactions contemplated hereby or
thereby shall be consummated) and (ii) all out-of-pocket expenses incurred by
the Administrative Agent, or any Lender, including the fees, charges and
disbursements of any counsel for the Administrative Agent, or any Lender, in
connection with the enforcement or protection of its rights in connection with
this Agreement, including its rights under this Section, or in connection with
the Loans made hereunder, including in connection with any workout,
restructuring or negotiations in respect thereof.

(b) The Credit Parties shall jointly and severally indemnify the
Administrative Agent and each Lender, and each Related Party of any of the
foregoing Persons (each such Person being called an "Indemnitee"), against, and
hold each Indemnitee harmless from, any and all losses, claims, damages,
liabilities and related expenses, including the fees, charges and disbursements
of any counsel for any Indemnitee, incurred by or asserted against any
Indemnitee arising out of, in connection with, or as a result of (i) the
execution or delivery of this Agreement or any agreement or instrument
contemplated hereby, the performance by the parties hereto of their respective
obligations hereunder or the consummation of the Transactions or any other
transactions contemplated hereby, (ii) any Loan or the use of the proceeds
therefrom, (iii) any actual or alleged presence or release of Hazardous
Materials on or from any property owned or operated by the Credit Parties or any
Subsidiaries, or any Environmental Liability related in any way to the Credit
Parties or any Subsidiaries, or (iv) any actual or prospective claim,
litigation,
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investigation or proceeding relating to any of the foregoing, whether based on
contract, tort or any other theory and regardless of whether any Indemnitee is a
party thereto; provided that such indemnity shall not, as to any Indemnitee, be
available to the extent that such losses, claims, damages, liabilities or
related expenses are determined by a court of competent jurisdiction by final
and nonappealable judgment to have resulted from the gross negligence or willful
misconduct of such Indemnitee.

(c) To the extent that any Credit Party fails to pay any amount required
to be paid by it to the Administrative Agent or the Swingline Lender under
paragraph (a) or (b) of this Section, each Lender severally agrees to pay to the
Administrative Agent or the Swingline Lender, as the case may be, such Lender's
Applicable Percentage (determined as of the time that the applicable
unreimbursed expense or indemnity payment is sought) of such unpaid amount;
provided that the unreimbursed expense or indemnified loss, claim, damage,
liability or related expense, as the case may be, was incurred by or asserted
against the Administrative Agent or the Swingline Lender in its capacity as
such. The Administrative Agent or the Swingline Lender shall have the right to
deduct any amount owed to it by any Lender under this paragraph (c) from any
payment made by it to such Lender hereunder.

(d) To the extent permitted by applicable law, the Credit Parties shall
not assert, and hereby waive, any claim against any Indemnitee, on any theory of
liability, for special, indirect, consequential or punitive damages (as opposed
to direct or actual damages) arising out of, in connection with, or as a result
of, this Agreement or any agreement or instrument contemplated hereby, the
Transactions, any Loan or the use of the proceeds thereof.

(e) All amounts due under this Section shall be payable promptly after
written demand therefor.

SECTION 10.4. Successors and Assigns. (a) The provisions of this
Agreement shall be binding upon and inure to the benefit of the parties hereto
and their respective successors and assigns permitted hereby, except that no
Credit Party may assign or otherwise transfer any of its rights or obligations
hereunder without the prior written consent of each Lender (and any attempted
assignment or transfer by any Credit Party without such consent shall be null
and void). Nothing in this Agreement, expressed or implied, shall be construed
to confer upon any Person (other than the parties hereto, their respective
successors and assigns permitted hereby and, to the extent expressly
contemplated hereby, the Related Parties of each of the Administrative Agent and
the Lenders) any legal or equitable right, remedy or claim under or by reason of
this Agreement.

(b) Any Lender may assign to one or more assignees all or a portion of
its rights and obligations under this Agreement (including all or a portion of
its Commitment and the Loans at the time owing to it); provided that (i) except
in the case of an assignment to a Lender or an Affiliate of a Lender, each of
the Borrower and the Administrative Agent (and, in the case of an assignment of
all or a portion of a Commitment or any Lender's obligations in respect of its
Swingline Exposure, the Swingline Lender) must give its prior written consent to
such assignment (which consent shall not be unreasonably withheld), (ii) except
in the case of an assignment to a Lender or an Affiliate of a Lender or an
assignment of the entire remaining amount of the assigning Lender's Commitment,
the amount of the Commitment of the assigning
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Lender subject to each such assignment (determined as of the date the Assignment
and Acceptance with respect to such assignment is delivered to the
Administrative Agent) shall not be less than $5,000,000 unless each of the
Borrower and the Administrative Agent otherwise consent, (iii) each partial
assignment shall be made as an assignment of a proportionate part of all the
assigning Lender's rights and obligations under this Agreement, (iv) the parties
to each assignment shall execute and deliver to the Administrative Agent an
Assignment and Acceptance, together with a processing and recordation fee of
$3,500, (v) the assignee, if it shall not be a Lender, shall deliver to the
Administrative Agent an Administrative Questionnaire and (vi) each partial
assignment shall be made ratably between the Tranche A1l Commitments and Tranche
Al Loans, on the one hand, and the Tranche A2 Commitments and Tranche A2 Loans,
on the other hand; provided, further, that any consent of the Borrower otherwise
required under this paragraph shall not be required if an Event of Default has
occurred and is continuing. Upon acceptance and recording pursuant to paragraph
(d) of this Section, from and after the effective date specified in each
Assignment and Acceptance, the assignee thereunder shall be a party hereto and,
to the extent of the interest assigned by such Assignment and Acceptance, have
the rights and obligations of a Lender under this Agreement, and the assigning
Lender thereunder shall, to the extent of the interest assigned by such
Assignment and Acceptance, be released from its obligations under this Agreement
(and, in the case of an Assignment and Acceptance covering all of the assigning
Lender's rights and obligations under this Agreement, such Lender shall cease to
be a party hereto but shall continue to be entitled to the benefits of Sections
2.13, 2.14, 2.15 and 10.3). Any assignment or transfer by a Lender of rights or
obligations under this Agreement that does not comply with this paragraph shall
be treated for purposes of this Agreement as a sale by such Lender of a
participation in such rights and obligations in accordance with paragraph (e) of
this Section.

(c) The Administrative Agent, acting for this purpose as an agent of the
Borrower, shall maintain at one of its offices in The City of New York a copy of
each Assignment and Acceptance delivered to it and a register for the
recordation of the names and addresses of the Lenders, and the Commitment of,
and principal amount of the Loans owing to, each Lender pursuant to the terms
hereof from time to time (the "Register"). The entries in the Register shall be
conclusive, and each Credit Party, the Administrative Agent and the Lenders may
treat each Person whose name is recorded in the Register pursuant to the terms
hereof as a Lender hereunder for all purposes of this Agreement, notwithstanding
notice to the contrary.

(d) Upon its receipt of a duly completed Assignment and Acceptance
executed by an assigning Lender and an assignee, the assignee's completed
Administrative Questionnaire (unless the assignee shall already be a Lender
hereunder), the processing and recordation fee referred to in paragraph (b) of
this Section and any written consent to such assignment required by paragraph
(b) of this Section, the Administrative Agent shall accept such Assignment and
Acceptance and record the information contained therein in the Register. No
assignment shall be effective for purposes of this Agreement unless it has been
recorded in the Register as provided in this paragraph.

(e) Any Lender may, without the consent of any Credit Party, the
Administrative Agent or the Swingline Lender, sell participations to one or more
banks or other entities (a "Participant") in all or a portion of such Lender's
rights and obligations under this
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Agreement (including all or a portion of its Commitment and the Loans owing to
it); provided that (i) such Lender's obligations under this Agreement shall
remain unchanged, (ii) such Lender shall remain solely responsible to the other
parties hereto for the performance of such obligations and (iii) the Credit
Parties, the Administrative Agent and the other Lenders shall continue to deal
solely and directly with such Lender in connection with such Lender's rights and
obligations under this Agreement. Any agreement or instrument pursuant to which
a Lender sells such a participation shall provide that such Lender shall retain
the sole right to enforce this Agreement and to approve any amendment,
modification or waiver of any provision of this Agreement; provided that such
agreement or instrument may provide that such Lender will not, without the
consent of the Participant, agree to any amendment, modification or waiver
described in the first proviso to Section 10.2(b) that affects such Participant.
Subject to paragraph (f) of this Section, the Borrower agrees that each
Participant shall be entitled to the benefits of Sections 2.13, 2.14 and 2.15 to
the same extent as if it were a Lender and had acquired its interest by
assignment pursuant to paragraph (b) of this Section.

(f) A Participant shall not be entitled to receive any greater payment
under Section 2.13 or 2.15 than the applicable Lender would have been entitled
to receive with respect to the participation sold to such Participant, unless
the sale of the participation to such Participant is made with the Borrower's
prior written consent. A Participant that would be a Foreign Lender if it were a
Lender shall not be entitled to the benefits of Section 2.15 unless the Borrower
is notified of the participation sold to such Participant and such Participant
agrees, for the benefit of the Borrower, to comply with Section 2.15(e) as
though it were a Lender.

(g) Any Lender may at any time pledge or assign a security interest in
all or any portion of its rights under this Agreement to secure obligations of
such Lender, including any such pledge or assignment to a Federal Reserve Bank,
and this Section shall not apply to any such pledge or assignment of a security
interest; provided that no such pledge or assignment of a security interest
shall release a Lender from any of its obligations hereunder or substitute any
such assignee for such Lender as a party hereto.

(h) Notwithstanding anything to the contrary contained herein, any
Lender (a "Granting Lender") may grant to a special purpose funding vehicle (an
"SPC"), identified as such in writing from time to time by the Granting Lender
to the Administrative Agent and the Borrower, the option to provide to the
Borrower all or any part of any Loan that such Granting Lender would otherwise
be obligated to make to the Borrower pursuant to this Agreement; provided that
(1) nothing herein shall constitute a commitment by any SPC to make any Loan and
(ii) if an SPC elects not to exercise such option or otherwise fails to provide
all or any part of such Loan, the Granting Lender shall be obligated to make
such Loan pursuant to the terms hereof. The making of a Loan by an SPC hereunder
shall utilize the Commitment of the Granting Lender to the same extent, and as
if, such Loan were made by such Granting Lender. Each party hereto hereby agrees
that no SPC shall be liable for any indemnity or similar payment obligation
under this Agreement (all liability for which shall remain with the Granting
Lender). In furtherance of the foregoing, each party hereto hereby agrees (which
agreement shall survive the termination of this Agreement) that, prior to the
date that is one year and one day after the payment in full of all outstanding
commercial paper or other indebtedness of any SPC, it will not institute
against, or join any other person in instituting against, such SPC any
bankruptcy,
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reorganization, arrangement, insolvency or liquidation proceedings under the
laws of the United States or any state thereof. In addition, notwithstanding
anything to the contrary in this Section 10.4(h), any SPC may (A) with notice
to, but without the prior written consent of, the Borrower and the
Administrative Agent and without paying any processing fee therefor, assign all
or a portion of its interests in any Loans to the Granting Lender, or with the
prior written consent of the Borrower and the Administrative Agent (which
consent shall not be unreasonably withheld) to any financial institutions
providing liquidity and/or credit support to or for the account of such SPC to
support the funding or maintenance of Loans, and (B) disclose on a confidential
basis any non-public information relating to its Loans to any rating agency,
commercial paper dealer or provider of any surety, guarantee or credit or
liquidity enhancement to such SPC; provided that non-public information with
respect to the Borrower may be disclosed only with the Borrower's consent which
will not be unreasonably withheld. This paragraph (h) may not be amended without
the written consent of any SPC with Loans outstanding at the time of such
proposed amendment. An SPC shall not be entitled to receive any greater payment
under Section 2.13 or 2.15 than the applicable Granting Lender would have been
entitled to receive under such Sections if the Granting Lender had made the
relevant credit extension.

SECTION 10.5. Survival. All covenants, agreements, representations and
warranties made by the Credit Parties herein and in the certificates or other
instruments delivered in connection with or pursuant to this Agreement shall be
considered to have been relied upon by the other parties hereto and shall
survive the execution and delivery of this Agreement and the making of any Loans
regardless of any investigation made by any such other party or on its behalf
and notwithstanding that the Administrative Agent or any Lender may have had
notice or knowledge of any Default or incorrect representation or warranty at
the time any credit is extended hereunder, and shall continue in full force and
effect as long as the principal of or any accrued interest on any Loan or any
fee or any other amount payable under this Agreement is outstanding and unpaid
and so long as the Commitments have not expired or terminated. The provisions of
Sections 2.13, 2.14, 2.15 and 10.3 and Article IX shall survive and remain in
full force and effect regardless of the consummation of the transactions
contemplated hereby, the repayment of the Loans, the expiration or termination
of the Commitments or the termination of this Agreement or any provision hereof.

SECTION 10.6. Counterparts; Integration; Effectiveness. This Agreement
may be executed in counterparts (and by different parties hereto on different
counterparts), each of which shall constitute an original, but all of which when
taken together shall constitute a single contract. This Agreement and any
separate letter agreements with respect to fees payable to the Administrative
Agent constitute the entire contract among the parties relating to the subject
matter hereof and supersede any and all previous agreements and understandings,
oral or written, relating to the subject matter hereof. Except as provided in
Section 4.1, this Agreement shall become effective when it shall have been
executed by the Administrative Agent and when the Administrative Agent shall
have received counterparts hereof which, when taken together, bear the
signatures of each of the other parties hereto, and thereafter shall be binding
upon and inure to the benefit of the parties hereto and their respective
successors and assigns. Delivery of an executed counterpart of a signature page
of this Agreement by telecopy shall be effective as delivery of a manually
executed counterpart of this Agreement.
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SECTION 10.7. Severability. Any provision of this Agreement held to be
invalid, illegal or unenforceable in any jurisdiction shall, as to such
jurisdiction, be ineffective to the extent of such invalidity, illegality or
unenforceability without affecting the validity, legality and enforceability of
the remaining provisions hereof; and the invalidity of a particular provision in
a particular jurisdiction shall not invalidate such provision in any other
jurisdiction.

SECTION 10.8. Right of Setoff. If an Event of Default shall have
occurred and be continuing, each Lender is hereby authorized at any time and
from time to time, to the fullest extent permitted by law, to set off and apply
any and all deposits (general or special, time or demand, provisional or final)
at any time held and other indebtedness at any time owing by such Lender to or
for the credit or the account of either Credit Party against any of and all the
obligations of such Credit Party now or hereafter existing under this Agreement
held by such Lender, irrespective of whether or not such Lender shall have made
any demand under this Agreement and although such obligations may be unmatured.
The rights of each Lender under this Section are in addition to other rights and
remedies (including other rights of setoff) which such Lender may have.

SECTION 10.9. Governing Law; Jurisdiction; Consent to Service of
Process. (a) This Agreement shall be construed in accordance with and governed
by the law of the State of New York.

(b) Each Credit Party hereby irrevocably and unconditionally submits,
for itself and its property, to the nonexclusive jurisdiction of the Supreme
Court of the State of New York sitting in New York County and of the United
States District Court of the Southern District of New York, and any appellate
court from any thereof, in any action or proceeding arising out of or relating
to this Agreement, or for recognition or enforcement of any judgment, and each
of the parties hereto hereby irrevocably and unconditionally agrees that all
claims in respect of any such action or proceeding may be heard and determined
in such New York State or, to the extent permitted by law, in such Federal
court. Each of the parties hereto agrees that a final judgment in any such
action or proceeding shall be conclusive and may be enforced in other
jurisdictions by suit on the judgment or in any other manner provided by law.
Nothing in this Agreement shall affect any right that the Administrative Agent
or any Lender may otherwise have to bring any action or proceeding relating to
this Agreement against any Credit Party or its properties in the courts of any
jurisdiction.

(c) Each Credit Party hereby irrevocably and unconditionally waives, to
the fullest extent it may legally and effectively do so, any objection which it
may now or hereafter have to the laying of venue of any suit, action or
proceeding arising out of or relating to this Agreement in any court referred to
in paragraph (b) of this Section. Each of the parties hereto hereby irrevocably
waives, to the fullest extent permitted by law, the defense of an inconvenient
forum to the maintenance of such action or proceeding in any such court.

(d) Each party to this Agreement irrevocably consents to service of
process in the manner provided for notices in Section 10.1. Nothing in this
Agreement will affect the right of any party to this Agreement to serve process
in any other manner permitted by law.
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SECTION 10.10. WAIVER OF JURY TRIAL. EACH PARTY HERETO HEREBY WAIVES, TO
THE FULLEST EXTENT PERMITTED BY APPLICABLE LAW, ANY RIGHT IT MAY HAVE TO A TRIAL
BY JURY IN ANY LEGAL PROCEEDING DIRECTLY OR INDIRECTLY ARISING OUT OF OR
RELATING TO THIS AGREEMENT OR THE TRANSACTIONS CONTEMPLATED HEREBY (WHETHER
BASED ON CONTRACT, TORT OR ANY OTHER THEORY). EACH PARTY HERETO (A) CERTIFIES
THAT NO REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER PARTY HAS REPRESENTED,
EXPRESSLY OR OTHERWISE, THAT SUCH OTHER PARTY WOULD NOT, IN THE EVENT OF
LITIGATION, SEEK TO ENFORCE THE FOREGOING WAIVER AND (B) ACKNOWLEDGES THAT IT
AND THE OTHER PARTIES HERETO HAVE BEEN INDUCED TO ENTER INTO THIS AGREEMENT BY,
AMONG OTHER THINGS, THE MUTUAL WAIVERS AND CERTIFICATIONS IN THIS SECTION.

SECTION 10.11. Headings. Article and Section headings and the Table of
Contents used herein are for convenience of reference only, are not part of this
Agreement and shall not affect the construction of, or be taken into
consideration in interpreting, this Agreement.

SECTION 10.12. Confidentiality. Each of the Administrative Agent and the
Lenders agrees to maintain the confidentiality of the Information (as defined
below), except that Information may be disclosed (a) to its and its Affiliates'
directors, officers, employees and agents, including accountants, legal counsel
and other advisors (it being understood that the Persons to whom such disclosure
is made will be informed of the confidential nature of such Information and
instructed to keep such Information confidential), (b) to the extent requested
by any regulatory authority, (c) to the extent required by applicable laws or
regulations or by any subpoena or similar legal process, (d) to any other party
to this Agreement, (e) in connection with the exercise of any remedies hereunder
or any suit, action or proceeding relating to this Agreement or the enforcement
of rights hereunder, (f) subject to an agreement containing provisions
substantially the same as those of this Section, to any assignee of or
Participant in, or any prospective assignee of or Participant in, any of its
rights or obligations under this Agreement, (g) with the consent of the Borrower
or (h) to the extent such Information (i) becomes publicly available other than
as a result of a breach of this Section by it or (ii) becomes available to the
Administrative Agent or any Lender on a nonconfidential basis from a source
other than any Credit Party. For the purposes of this Section, "Information"
means all information received from any Credit Party relating to any Credit
Party or its business, other than any such information that is available to the
Administrative Agent or any Lender on a nonconfidential basis prior to
disclosure by such Credit Party; provided that, in the case of information
received from any Credit Party after the date hereof, such information is
clearly identified at the time of delivery as confidential. Any Person required
to maintain the confidentiality of Information as provided in this Section shall
be considered to have complied with its obligation to do so if such Person has
exercised the same degree of care to maintain the confidentiality of such
Information as such Person would accord to its own confidential information.
Notwithstanding anything herein to the contrary, any party to this Agreement
(and any employee, representative, or other agent of any party to this
Agreement) may disclose to any and all persons, without limitation of any kind,
the tax treatment and tax treatment of the transactions contemplated by this
Agreement and all materials of any kind (including opinions or other tax
analyses) that are provided to it relating to such tax treatment and tax
structure.
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However, (x) any such information relating to the tax treatment or tax structure
is required to be kept confidential to the extent necessary to comply with any
applicable federal or state securities laws and (y) with respect to any document
that contains information concerning the tax treatment or tax structure of the
transactions contemplated hereby as well as other information, the foregoing
sentence shall only apply to such portions of such document that relate to such
tax treatment or tax structure.

SECTION 10.13. Interest Rate Limitation. Notwithstanding anything herein
to the contrary, if at any time the interest rate applicable to any Loan,
together with all fees, charges and other amounts which are treated as interest
on such Loan under applicable law (collectively the "Charges"), shall exceed the
maximum lawful rate (the "Maximum Rate") which may be contracted for, charged,
taken, received or reserved by the Lender holding such Loan in accordance with
applicable law, the rate of interest payable in respect of such Loan hereunder,
together with all Charges payable in respect thereof, shall be limited to the
Maximum Rate and, to the extent lawful, the interest and Charges that would have
been payable in respect of such Loan but were not payable as a result of the
operation of this Section shall be cumulated and the interest and Charges
payable to such Lender in respect of other Loans or periods shall be increased
(but not above the Maximum Rate therefor) until such cumulated amount, together
with interest thereon at the Federal Funds Effective Rate to the date of
repayment, shall have been received by such Lender.

SECTION 10.14 Termination of Existing Agreement. The Lenders that are
parties to the Existing Agreement (and which constitute "Required Lenders" under
and as defined in the Existing Agreement) hereby waive the three business days'
notice requirement set forth in Section 2.7 of the Existing Agreement for
terminating the commitments under the Existing Agreement, and such Lenders and
the Company agree that, subject to the Company's payment of all amounts then
payable under the Existing Agreement (whether or not then due), the commitments
under the Existing Agreement shall be terminated on the Closing Date and
replaced by the Commitments hereunder. After the termination of such
commitments, the Existing Agreement shall be of no further force or effect
(except for provisions thereof which by their terms survive termination
thereof).
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
duly executed by their respective authorized officers as of the day and year
first above written.

BLOCK FINANCIAL CORPORATION

By: (ILLEGIBLE)

Title: President

H&R BLOCK, INC.

By: (ILLEGIBLE)

Title: President, Chief Executive
Officer and Chairman of the Board

JPMORGAN CHASE BANK,
as Administrative Agent, as a Lender and as
Swingline Lender
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IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
duly executed by their respective authorized officers as of the day and year
first above written.

BLOCK FINANCIAL CORPORATION

H&R BLOCK, INC.

JPMORGAN CHASE BANK,
as Administrative Agent, as a Lender and as
Swingline Lender

By: (ILLEGIBLE)

Title: Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Bank of America, N.A.

[Name of Lender]

By: /s/ CAROLYN WARREN

Name: Carolyn Warren
Title: Principal



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Bank One, N.A.

[Name of Lender]

By: /s/ NELSON ALBRECHT

Name: Nelson Albrecht
Title: Director



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

/s/ David L. Harris

Citibank, N.A.

By:

Name: David L. Harris
Title: Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

COMERCIA BANK

[Name of Lender]

By: /s/ JAMES B. HAEFFNER

Name: James B. Haeffner
Title: First Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Commerce Bank, N.A.

[Name of Lender]

By: /s/ AMY GALES

Name: Amy Gales
Title: Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Credit Lyonnais New York Branch

By: /s/ KENNETH RICCIARDI

Kenneth Ricciardi
Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Credit Suisse First Boston, acting through
its Cayman Islands Branch

Name: Karl M. Studer
Title: Director

By: /s/ BARBARA WONG

Name: Barbara Wong
Title: Associate



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Deutsche Bank AG New York Branch

[Name of Lender]

By: /s/ GAYMA Z. SHIVNARAIN

Name: Gayma Z. Shivnarain
Title: Director

By: /s/ KATHLEEN BOWERS

Name: Kathleen Bowers
Title: Director



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Fifth Third Bank

[Name of Lender]

By: /s/ ANDY BUSCHRE

Name: Andy Buschre
Title: Vice President



Signature page for the Third Amended and
Restated Credit and Guarantee Agreement, dated
as of August , 2003, among Block Financial
Corporation, as Borrower, H&R Block, Inc., as
Guarantor, the Lenders party thereto and
JPMorgan Chase Bank, as Administrative Agent

First National Bank of Kansas

[Name of Lender]

By: /s/ JOHN C. TAYLOR

Name: John C. Taylor
Title: Senior Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Keybank National Association

[Name of Lender]

By: /s/ FRANCIS W. LUTZ, JR.

Name: Francis W. Lutz, Jr.
Title: Vice President



Signature page for the Third Amended and
Restated Credit and Guarantee Agreement, dated
as of August , 2003, among Block Financial
Corporation, as Borrower, H&R Block, Inc., as
Guarantor, the Lenders party thereto and
JPMorgan Chase Bank, as Administrative Agent

Lehman Brothers Bank, FSB

[Name of Lender]

By: /s/ KEVIN D. MAHN

Name: Kevin D. Mahn
Title: Sup



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Mellon Bank, N.A.

[Name of Lender]

By: /s/ DAVID B. WIRL

Name: David B. Wirl
Title: Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, Among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Merrill Lynch Bank USA

By: /s/ LOUIS ALDER

Name: Louis Alder
Title: Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

National City Bank

[Name of Lender]

By: /s/ MICHAEL J. DURBIN

Name: Michael J. Durbin
Title: Senior Vice President



Signature page for the Third Amended and
Restated Credit and Guarantee Agreement, dated
as of August ___, 2003, among Block Financial
Corporation, as Borrower, H&R Block, Inc., as
Guarantor, the Lenders party thereto and
JPMorgan Chase Bank, as Administrative Agent

PNC Bank, National Association

[Name of Lender]

By: /s/ PHILIP K. LIEBSCHER

Name: Philip K. Liebscher
Title: Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Royal Bank of Canada

[Name of Lender]

By: /s/ CHRIS ABE

Name: Chris Abe
Title: Manager



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

The Royal Bank of Scotland plc

[Name of Lender]

By: /s/ DIANE FERGUSON

Name: Diane Ferguson
Title: Senior Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

The Bank of Nova Scotia

[Name of Lender]

By: /s/ JOHN W. CAMPBELL

Name: John W. Campbell
Title: Managing Director



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

UBS AG, CAYMAN ISLANDS BRANCH

By /s/ PATRICIA O'KICKI

Patricia 0'Kicki
Director

By /s/ WILFRED V. SAINT

wWilfred V. Saint
Associate Director
Banking Products Services, US



Signature page for the Third Amended and
Restated Credit and Guarantee Agreement, dated
as of August _ , 2003, among Block Financial
Corporation, as Borrower, H&R Block, Inc., as
Guarantor, the Lenders party thereto and
JPMorgan Chase Bank, as Administrative Agent

U.S. Bank, National Association

[Name of Lender]

By: /s/ JOHN P. MILLS

Name: John P. Mills
Title: Vice President



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Wachovia Bank National Association

[Name of Lender]

By: /s/ THOMAS L. STITCHBERRY

Name: Thomas L. Stitchberry
Title: Managing Director



Signature page for the Credit and Guarantee
Agreement, dated as of August 12, 2003, among
Block Financial Corporation, as Borrower, H&R
Block, Inc., as Guarantor, the Lenders party
thereto and JPMorgan Chase Bank, as
Administrative Agent

Wells Fargo Bank, N.A.

[Name of Lender]

By: /s/ MELISSA NACHMAN

Name: Melissa Nachman
Title: Vice President

By: /s/ STEVE BUENTER

Name: Steve Buenter
Title: Vice President



EXHIBIT 10.4
EXHIBIT A

FORM OF
ASSIGNMENT AND ACCEPTANCE

Reference is made to the $2,000,000,000 Credit and Guarantee Agreement,
dated as of August 12, 2003 (as amended, supplemented or otherwise modified from
time to time, the "Credit Agreement"), among Block Financial Corporation (the
"Borrower"), H&R Block, Inc., the Lenders party thereto and JPMorgan Chase
Bank, as administrative agent for the Lenders (in such capacity, the "Agent").
Unless otherwise defined herein, terms defined in the Credit Agreement and used
herein shall have the meanings given to them in the Credit Agreement.

The Assignor identified on Schedule 1 hereto (the "Assignor") and the
Assignee identified on Schedule 1 hereto (the "Assignee") agree as follows:

1. The Assignor hereby irrevocably sells and assignhs to the Assignee
without recourse to the Assignor, and the Assignee hereby irrevocably
purchasers and assumes from the Assignor without recourse to the Assignor, as
of the Effective Date (as defined below), the interest described in Schedule 1
hereto (the "Assigned Interest") in and to the Assignor's rights and
obligations under the Credit Agreement with respect to those credit facilities
contained in the Credit Agreement as are set forth on Schedule 1 hereto
(individually, an "Assigned Facility"; collectively, the "Assigned
Facilities"), in a principal amount for each Assigned Facility as set forth on
Schedule 1 hereto.

2. The Assignor (a) makes no representation or warranty and assumes no
responsibility with respect to any statements, warranties or representations
made in or in connection with the Credit Agreement or with respect to the
execution, legality, validity, enforceability, genuineness, sufficiency or
value of the Credit Agreement, or any other instrument or document furnished
pursuant thereto, other than that the Assignor has not created any adverse
claim upon the interest being assigned by it hereunder and that such interest
is free and clear of any such adverse claim; (b) makes no representation or
warranty and assumes no responsibility with respect to the financial condition
of any Credit Party, any of their respective Subsidiaries or any other obligor
or the performance or observance by any Credit Party, any of their Subsidiaries
or any other obligor of any of their respective obligations under the Credit
Agreement or any other instrument or document furnished pursuant hereto or
thereto; and (c) attaches any promissory notes held by it evidencing the
Assigned Facilities and (i) requests that the Agent, upon request by the
Assignee, exchange the attached promissory notes for a new promissory note or
promissory notes payable to the Assignee and (ii) if the Assignor has retained
any interest in the Assigned Facility, requests that the Agent exchange the
attached promissory notes for a new promissory note or promissory notes payable
to the Assignor, in each case in amounts which reflect the assignment being
made hereby (and after giving effect to any other assignments which have become
effective on the Effective Date).

3. The Assignee (a) represents and warrants that it is legally
authorized to enter into this Assignment and Acceptance; (b) confirms that it
has received a copy of the Credit Agreement, together with copies of the
financial statements delivered pursuant to Section 3.4 thereof and such other
documents and information as it has deemed appropriate to make its own



credit analysis and decision to enter into this Assignment and Acceptance; (c)
agrees that it will, independently and without reliance upon the Assignor, the
Agent or any other Lender and based on such documents and information as it
shall deem appropriate at the time, continue to make its own credit decisions
in taking or not taking action under the Credit Agreement or any other
instrument or document furnished pursuant hereto or thereto; (d) appoints and
authorizes the Agent to take such action as agent on its behalf and to exercise
such powers and discretion under the Credit Agreement or any other instrument
or document furnished pursuant hereto or thereto as are delegated to the Agent
by the terms thereof, together with such powers as are incidental thereto; and
(e) agrees that it will be bound by the provisions of the Credit Agreement and
will perform in accordance with its terms all the obligations which by the
terms of the Credit Agreement are required to be performed by it as a Lender
including, if it is organized under the laws of a jurisdiction outside the
United States, its obligation pursuant to Section 2.14 of the Credit Agreement.

4. The effective date of this Assignment and Acceptance shall be the
Effective Date of Assignment described in Schedule 1 hereto (the "Effective
Date"). Following the execution of this Assignment and Acceptance, it will be
delivered to the Agent for acceptance by it and recording by the Agent pursuant
to the Credit Agreement, effective as of the Effective Date (which shall not,
unless otherwise agreed to by the Agent, be earlier than five Business Days
after the date of such acceptance and recording by the Agent).

5. Upon such acceptance and recording, from and after the Effective Date,
the Agent shall make all payments in respect of the Assigned Interest
(including payments of principal, interest, fees and other amounts) to the
Assignor for amounts which have accrued to the Effective Date and to the
Assignee for amounts which have accrued subsequent to the Effective Date. The
Assignor and the Assignee shall make all appropriate adjustments in payments
by the Agent for periods prior to the Effective Date or with respect to the
making of this assignment directly between themselves.

6. From and after the Effective Date, (a) the Assignee shall be a party
tot the Credit Agreement and, to the extent provided in this Assignment and
Acceptance, have the rights and obligations of a Lender thereunder and shall be
bound by the provisions thereof and (b) the Assignor shall, to the extent
provided in this Assignment and Acceptance, relinquish its rights and be
released from its obligations under the Credit Agreement.

7. This Assignment and Acceptance shall be governed by and construed in
accordance with the laws of the State of New York.

IN WITNESS WHEREOF, the parties hereto have caused this Assignment and
Acceptance to be executed as of the date first above written by their
respective duly authorized officers on Schedule 1 hereto.



Schedule 1

to Assignment and Acceptance

Name of Assignor:

Name of Assignee:

Credit
Tranche
Principal
Commitment
Facility
Assigned
Assigned
Amount
Assigned
Percentage
Assigned ---

Revolving
Credit
Tranche A2

$
%
Revolving
Credit
Tranche A1
$

%

[NAME OF ASSIGNEE] [NAME OF ASSIGNOR]

Consented to and Accepted: [Consented To:

JPMORGAN CHASE BANK, as BLOCK FINANCIAL CORPORATION
Administrative Agent and as Swingline
Lender



EXHIBIT B-1

[FORM OF OPINION OF MAYER, BROWN, ROWE & MAW LLP]



(MAYER, BROWN, ROWE & MAW LLP LETTERHEAD)
August 12, 2003

JPMorgan Chase Bank,
as Administrative Agent
and each of the other financial institutions
which is a party to the Credit Agreement
referred to below

Re: Credit and Guarantee Agreement dated as of August 12, 2003 among Block
Financial Corporation, as Borrower, H&R Block, Inc., as Guarantor, the
Lenders party thereto and JPMorgan Chase Bank, as Administrative Agent (the
"Credit Agreement")

Ladies and Gentlemen:

We have acted as special New York counsel for Block Financial Corporation,
a Delaware corporation (the "Borrower"), and H&R Block, Inc., a Missouri
corporation (the "Guarantor"), in connection with the above-referenced Credit
Agreement. This opinion letter is rendered to you pursuant to Section 4.2(b) of
the Credit Agreement. The Borrower and the Guarantor are sometimes referred to
herein as a "Credit Party" and collectively as the "Credit Parties."
Capitalized terms used but not defined herein have the respective meanings
given thereto in the Credit Agreement.

We have examined a copy of the Credit Agreement and conducted such
investigations of law as we have deemed necessary or advisable for purposes of
this opinion letter. We have not undertaken any independent investigation of
any factual matter which might be relevant to this opinion letter and we have
made no independent investigation of the records of, or other matters relating
to, the Credit Parties or any other Person.

For the purposes of this opinion letter, we have assumed that all items
submitted to us as originals are complete and authentic and all signatures
thereon are genuine, and all items submitted to us as copies are complete and
conform to the originals. We have also assumed, with your permission and
without independent investigation of any kind, that: (i) all of the parties to
the Credit Agreement (the "Parties") have been duly incorporated and are
validly existing and in good standing under the laws of their respective
jurisdictions of organization;



MAYER, BROWN, ROWE & MAW LLP

JPMorgan Chase Bank and the

Lenders party to the Credit Agreement
August 12, 2003
Page 2

(ii) the Credit Agreement has been duly authorized, executed and delivered by
all of the Parties; (iii) the execution, delivery and performance of the Credit
Agreement by each Party (a) are in accordance with (and do not conflict with)
the laws of such Party's jurisdiction of organization, (b) do not violate

or contravene such Party's organizational documents and (c) do not violate or
contravene any provision of any agreement or contract applicable to or binding
upon such Party; (iv) the Credit Agreement is the legal, valid and binding
obligation of each Party (other than the Credit Parties, as to which we express
an opinion below); (v) there are no agreements or understandings among the
Parties, written or oral, and no usage of trade or course of prior dealing
among the Parties which would, in either case, define, supplement or qualify
the terms of the Credit Agreement; and (vi) the representations and warranties
made in the Credit Agreement by the Parties are true and accurate.

Upon the basis of the foregoing and the other assumptions and
qualifications set forth below, we are of the opinion that:

1. The Credit Agreement constitutes a legal, valid and binding agreement
of the Credit Parties, enforceable in accordance with its terms.

2. Based upon our review of those statutes, rules, regulations and
judicial decisions which in our experience are normally applicable to or
normally relevant in connection with transactions of the type provided for in
the Credit Agreement, the execution and delivery by the Credit Parties of the
Credit Agreement and the performance by the Credit Parties of their respective
obligations thereunder do not and will not violate, contravene or constitute a
default under any provision of any United States Federal or New York State law
or regulation.

3. No order, consent, approval, license, authorization or validation of or
exemption by any government or public body or authority of the State of New
York is required to authorize or is required in connection with the execution,
delivery and performance by the Credit Parties of the Credit Agreement.

4. The making of the Loans and the application of the proceeds thereof as
provided in the Credit Agreement will not violate Regulation T, U or X of the
Board of Governors of the Federal Reserve System.

Our opinions set forth above are subject to the following qualifications:

(1) We express no opinion as to any law, rule, regulation, ordinance, code
or similar provision of law of any county, municipality or similar political
subdivision of the State of New York or any agency or instrumentality thereof,
and we express no opinion as to any law to which the Credit Parties may be
subject solely as a result of your legal or regulatory status or as to any
federal or state securities or "blue sky" law. Members of our Firm are admitted
to practice law in the State of New York and we express no opinion on any law
other than the laws of the State of New York and the Federal law of the United
States to the extent specifically set forth herein.
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JPMorgan Chase Bank and the
Lenders party to the Credit Agreement
August 12, 2003
Page 3

(b) Our opinions are subject to the effect of any applicable
bankruptcy, insolvency, reorganization, moratorium, fraudulent conveyance
or similar law affecting creditors' rights generally and to the effect of
general principles of equity (regardless of whether considered in a
proceeding in equity or at law), including (without limitation) concepts of
materiality, reasonableness, good faith and fair dealing and limitations on
the availability of specific performance, injunctive relief or other
equitable remedies.

(c) We express no opinion as to: (i) obligations relating to
indemnification, contribution or exculpation of costs, expenses or
liabilities which contravene public policy; (ii) any agreement by the
Credit Parties to the subject matter jurisdiction of a United States
federal court, to the waiver of the right to jury trial or to be served
with process by service in a particular manner; (iii) any agreement by the
Credit Parties purporting to waive any objection to the laying of venue or
any claim that an action or proceeding has been brought in an inconvenient
forum; (iv) the effect of the law of any jurisdiction other than the State
of New York wherein any Lender may be located or wherein the enforcement of
the Credit Agreement may be sought that limits the rates of interest, fees
or other charges legally chargeable or collectible; or (v) whether any
court outside the State of New York would honor the choice of New York law
as the governing law of the Credit Agreement.

(d) We wish to point out that provisions of the Credit Agreement
which state that the liability of the Guarantor shall not be released or
reduced by any amendment to, or any variation, release or waiver of, any
obligation of the Borrower may be enforceable only to the extent such
amendment, variation, release or waiver is not so material as to constitute
a new contract between the parties.

The opinions expressed herein are effective only as to the date of
this opinion letter. We do not assume responsibility for updating this
opinion letter as of any date subsequent to the date of this opinion
letter, and we assume no responsibility for advising you of (i) any changes
with respect to any matters described in this opinion letter or (ii) the
discovery subsequent to the date of this opinion letter of factual
information not previously known to us pertaining to events occurring prior
to the date of this opinion letter.

This opinion letter is rendered solely to you in connection with the
above-described transactions. This opinion letter may not be relied upon by
you for any other purpose, or relied upon by any other Person for any
purpose, without in each case our prior written consent.

Very truly yours,
/s/ MAYER, BROWN, ROWE & MAW LLP

MAYER, BROWN, ROWE & MAW LLP



EXHIBIT B-2

[FORM OF OPINION OF BRYAN CAVE LLP]



(BRYAN CAVE LOGO) (BRYAN CAVE LLP LETTERHEAD)
August 12, 2003

JPMorgan Chase Bank,

as Administrative Agent,

and each of the other financial institutions
which is a party to the Credit Agreement
referred to below

Re: Credit and Guarantee Agreement dated as of August 12, 2003 among Block
Financial Corporation, as Borrower, H&R Block, Inc., as Guarantor, the
Lenders party thereto and JPMorgan Chase Bank, as Administrative Agent (the
"Credit Agreement")

Ladies and Gentlemen:

We have acted as counsel to Block Financial Corporation, a Delaware corporation,
as borrower (the "Borrower"), and H&R Block, Inc., a Missouri corporation, as
guarantor (the "Guarantor"), in connection with the above-referenced Credit
Agreement. The Borrower and the Guarantor are sometimes individually referred to
herein as a "Credit Party" and are sometimes collectively referred to herein as
the "Credit Parties." This opinion letter is furnished to you pursuant to
Section 4.2(b) of the Credit Agreement. Capitalized terms used herein without
definition have the same meanings as in the Credit Agreement.

For purposes of this opinion letter, we have examined the following documents;
(1) a copy of the Credit Agreement; (ii) copies of the certificates delivered to
the Administrative Agent by the Credit Parties pursuant to Sections 4.2(c) and
4.2(d) of the Credit Agreement; (iii) the Officer's Certificates delivered to us
by the Credit Parties; (iv) a copy of the Certificates of Good Standing with
respect to the Borrower issued by the Secretary of State of the State of
Delaware dated August 6, 2003; (v) a copy of the Certificate of Good Standing
with respect to the Guarantor issued by the Secretary of State of the State of
Missouri dated August 7, 2003; and (vi) such other corporate records of the
Credit Parties as we have deemed necessary or appropriate to enable us to render
the opinions expressed below.

Whenever our opinion with respect to the existence or absence of facts is
indicated to be based on our knowledge or awareness, we are referring solely to
the actual knowledge of Gregory G. Johnson, Morris K. Withers and Thomas J.
Lynn. Except as expressly set forth herein, we have not undertaken any
independent investigation to determine the existence or absences of such facts
and no inference as to our
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knowledge concerning such facts should be drawn from the fact that such
representation has been undertaken by us.

In rendering this opinion letter, we have made and relied upon the following
assumptions with your permission, and without independent investigation: (1) the
representations and warranties made in the Credit Agreement, and the other
factual matters contained in certificates and other documents examined by us,
are true and accurate; (ii) the signatures of individuals (other than
individuals signing on behalf of any Credit Party) signing all documents in
connection with which this opinion letter is tendered are genuine and
authorized; (iii) all documents submitted to us as copies, whether certified or
not, conform to authentic original documents; and (iv) all parties (other than
any Credit Party) to the documents reviewed by us have full power and authority
to execute, deliver and perform thereunder, and all such documents have been
duly authorized by all necessary corporate or other actions on the part of such
parties and others, have been duly executed by such parties, have been duly
delivered by such parties and, as to all such parties, constitute legal, valid
and binding obligations of such parties, enforceable in accordance with their
respective terms.

Based upon the foregoing and in reliance thereon, and subject to the
limitations, qualifications and exceptions set forth herein, we are of the
opinion that:

1. Each Credit Party is a corporation duly organized, validly existing
and in good standing under the laws of its jurisdiction of incorporation and has
full corporate power and corporate authority to own and operate its material
properties and to carry on its business as now conducted.

2. Each Credit Party has the full corporate power and corporate authority
to execute, deliver and perform the Credit Agreement.

3. The execution, delivery and performance by each Credit Party of the
Credit Agreement (a) have been duly authorized by all necessary corporate action
on the part of such Credit Party, and (b) do not, in respect of the Credit
Parties or any of their respective Subsidiaries, require the approval or
consent of, authorization by, or registration, declaration or filing with, any
governmental authority, except for those which have been obtained and remain in
effect.

4. The Credit Agreement has been duly executed and delivered by each
Credit Party.

5. The execution, delivery and performance by each Credit Party of the
Credit Agreement will not (a) contravene the terms of the Certificate or
Articles of Incorporation or bylaws of such Credit Party; (b) conflict with or
result in a breach of any material provision of or constitute a default (with
due notice or lapse of time, or both) under any material agreement to which
such Credit Party is a party or its properties are subject, or result in the
creation or imposition of any lien or encumbrance upon any of the property of
any Credit Party pursuant to the provisions of any such agreement or
instrument; (c) contravene, to our knowledge, any order, injunction, writ or
decree of any court or arbiter to which any Credit Party or its property is
subject; or (d) violate any law, treaty, rule or
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regulation, in each case applicable to or binding upon any Credit Party or any
of its property or to which any Credit Party or any of its property is subject.

6. Neither Credit Party is an "investment company" or a company
"controlled" by an "investment company" as such terms are defined in the
Investment Company Act of 1940, as amended.

The opinions set forth above are subject to the following qualification:

The opinions expressed herein are limited to the laws of the State of Missouri,
the federal law of the United States, and the General Corporation Law of the
State of Delaware, and we do not express any opinion concerning any other law
not do we purport to be experts in the laws of any other jurisdictions.

The opinions expressed herein shall be effective only as of the date of this
opinion letter. We do not assume responsibility for updating this opinion
letter as of any date subsequent to the date hereof and assume no
responsibility for advising you of any changes with respect to any matters
described herein that may occur subsequent to the date hereof or from the
discovery subsequent to the date of this opinion letter of information not
previously known to us pertaining to events occurring prior to the date of this
opinion letter.

This opinion letter is tendered only to the Administrative Agent and the
Lenders and is solely for their benefit and the benefit of their permitted
assignees and participants in connection with the above-described transactions.
This opinion letter may not be relied upon by the Administrative Agent, the
Lenders or any permitted assignee or participant for any other purpose, or
quoted or relied upon by any other person, firm or corporation for any purpose
without our prior written consent.

Very truly yours,

/s/ BRYAN CAVE LLP



EXHIBIT C
[FORM OF EXTENSION REQUEST]
[Date]
JPMorgan Chase Bank, as Administrative Agent
270 Park Avenue
New York, New York 10017
Attention:
Dear Sirs:

Reference is made to the $2,000,000, Credit and Guarantee Agreement, dated
as of August 12, 2003, among Block Financial Corporation, H&R Block, Inc., the
Lenders party thereto and JPMorgan Chase Bank, as Administrative Agent (as the
same may be amended, supplemented or otherwise modified from time to time, the

"Credit Agreement"). Terms defined in the Credit Agreement are used herein as
therein defined.

This is an Extension Request pursuant to Section 2.18 of the Credit
Agreement requesting an extension of the Revolving Termination Date to [INSERT
REQUESTED REVOLVING TERMINATION DATE]. Please transmit a copy of this Extension
Request to each of the Lenders.

Very truly yours,
BLOCK FINANCIAL CORPORATION

By:

H&R BLOCK, INC.

By:



COMMITMENTS

Lender

JPMorgan Chase Bank

The Royal Bank of Scotland plc
Bank of America, N.A.

Bank One, NA

Citibank, N.A.

Wachovia Bank National Association
Credit Lyonnais New York Branch
Key Bank National Association
The Bank of Nova Scotia

Lehman Brothers Bank, FSB
Comerica Bank

Royal Bank of Canada

Wells Fargo Bank, N.A.

Mellon Bank, N.A.

U.S. Bank, National Association
Fifth Third Bank

First National Bank of Kansas
National City Bank

UBS AG, Cayman Islands Branch
Deutsche Bank AG New York Branch
Credit Suisse First Boston,
acting through its Cayman Islands Branch
Merrill Lynch Bank USA

PNC Bank, National Association
Commerce Bank, N.A.

TOTAL

SCHEDULE 2.1

Commitment

200,000, 000
200, 000, 000
200, 000, 000
200,000, 000
150, 000, 000
150, 000, 000
100, 000, 000
100, 000, 000
100, 000, 000
95,000, 000
80,000, 000
75,000, 000
75,000, 000
65,000, 000
50,000, 000
25,000, 000
25,000, 000
25,000, 000
15,000, 000
15,000, 000
15,000, 000

15,000, 000
15,000, 000
10,000, 000

A H &+ R R R e R e e

$2, 000,000, 000



(o]

SCHEDULE 3.4(a)
GUARANTEE OBLIGATIONS
Guarantee Obligations with respect to obligations reflected on the

Guarantor's consolidated balance sheet as of April 30, 2003 or in the notes
thereto.



SCHEDULE 3.6

DISCLOSED MATTERS

-None-



SCHEDULE 3.13
SUBSIDIARIES

The following is a list of the direct and indirect subsidiaries of H&R Block,
Inc., a Missouri corporation. All active subsidiaries do business under their
corporate names listed below or close derivatives thereof:

Jurisdiction in Name which
organized - ---- ----------------
1) Block Investment Corporation

......................... Delaware
(1) 2) H&R Block Group, Inc.
Delaware (1) 3) HRB Management,
Inc.

Missouri (2) 4) H&R Block Tax and
Financial Services Limited
......... United Kingdom (3) 5)
Companion Insurance, Ltd.

Bermuda (3) 6) H&R Block Services,
INC. vttt et s
Missouri (2) 7) H&R Block Tax
Services, Inc.

......................... Missouri
(4) 8) H&R Block of Dallas, Inc.

............................ Texas
(5) 9) HRB Partners, Inc.
Delaware (6) 10) HRB Texas

Enterprises, Inc.
.......................... Missouri
(5) 11) H&R Block and Associates,
L.P. i s
Delaware (7) 12) H&R Block Texas
Tax Company, L.P.
.................... Delaware (8)
13) H&R Block Texas Support
Services, L.P. ........ it
Delaware (8) 14) BWA Advertising,
Inc.

Missouri (5) 15) H&R Block (Guam),
Inc.

Guam (5) 16) H&R Block Enterprises
(Guam), INC. ...
Guam (9) 17) H&R Block Canada, Inc.
Canada (5) 18) Financial Stop, Inc.
British Columbia (10) 19) H&R Block
Canada Financial Services, Inc.
............ Canada (10) 20) H&R
Block Enterprises, Inc.

.......................... Missouri
(5) 21) H&R Block Tax Company, LLC

Missouri (11) 22) H&R Block Support
Services, LLC

...................... Missouri
(11) 23) H&R Block Tax Company
California (5) 24) H&R Block

Eastern Tax Services, Inc.
................. Missouri (4) 25)
H&R Block Eastern Enterprises, Inc.
.................. Missouri (12)
26) H&R Block Indiana Tax Company,
L.P. i Delaware

(13) 27) H&R Block Indiana Support
Services, LP ............ ...

Delaware (14) 28) H&R Block Eastern

Tax Company, LLC
................... Missouri (15)
29) H&R Block Eastern Support



Services, LLC ..............
Missouri (15) 30) HRB Royalty, Inc.

New South Wales (16) 32) Block
Financial Corporation
.......................... Delaware
(2) 33) Option One Mortgage
Corporation .............. . counn..
California (17) 34) Option One
Mortgage Acceptance Corporation
........... Delaware (18) 35)
Option One Mortgage Securities
(070 ) ol o TS Delaware
(18) 36) Option One Mortgage
Securities II COrp. ..vvvvnvvnnsnns
Delaware (18) 37) Premier Trust
Deed Services, Inc.
.................... California
(18) 38) Premier Mortgage Services
of wWashington, Inc. ........
wWashington (18) 39) H&R Block
Mortgage Corporation
Massachusetts (18) 40) Option One
Direct Insurance Agency, Inc.
............. California (18)



41)
42)
43)
44)
45)
46)
47)
48)
49)
50)
51)
52)
53)
54)
55)
56)
57)
58)
59)
60)
61)
62)
63)
64)
65)
66)
67)
68)
69)
70)
71)
72)
73)
74)
75)
76)
77)
78)
79)
80)
81)
82)
83)
84)
85)
86)
87)
88)
89)
90)
91)

Woodbridge Mortgage Acceptance Corporation............c.iiiiiiniiininrnnnsan Delaware(18)
Option One Loan Warehouse Corporation.........cu i inn s nrnnnns Delaware(18)
Companion Mortgage Corporation. .. ..u e iin ittt tne sttt ensaanns Delaware(17)
Franchise Partner, INC. ...ttt ittt aa ettt e e Nevada(17)

NCS Mortgage Services, L.L.C. ...ttt it s Georgia(19)
National Consumer Services Corp. II, L.L.C. ...ttty Georgia(19)
OLDE Financial Corporation. .. ... uuin i iin ittt tnn s nnsnssnnns Michigan(17)
H&R Block Financial AdVisorsS, INC. ...ttt stnnstnrannsnnssns Michigan(20)
OLDE Discount Of Canada. ... ......uiiuiuiinn it ttinns et Canada(21)

H&R Block Insurance Agency of Massachusetts, INC. ..........coiiiiiinrrnnnns Massachusetts(21)
OLDE Property Corporation. ... ...ttt it Michigan(20)
OLDE Realty Corporation. .. .uuu ittt i ia st an it ennsanns Michigan(20)
420 SoUth Garden, INC. ..ttt it ittt i et it s s a e it Florida(22)

44 East Central, INC. ...ttt it ittt ettt et s Florida(22)
4240 HUNt ROAd, TINC. ittt ittt ittt sttt sttt et et Ohio(22)

3340 Gallows ROAA, TINC. vttt itnn it iiin ettt et s Michigan(22)
450 SIIVEr SPUI, INC. v v it tn s tnn s tns s an st ta et ta st ta et n st sanns Michigan(22)
4230 West Green 0aKS, INC. . uviiii ittt ittt sttt Michigan(22)
3414 Shawnee MiSSIioN, INC. ..ttt ittt ittt e et a i Michigan(22)
OLDE Equipment Corporation. . ....... ...ttt Michigan(20)
Financial Marketing Services, INC. ...ttt Michigan(17)
2430472 NOVA SCOLIA CO. v vi vttt ittt i st sttt s s e it ens Nova Scotia(23)
Sumner Canadian Direct HOldings COmMPany .. ... ..t iinn s tnnennrnnsenssnnns Canada(23)

RSM McGladrey Business Services, INC. ... nnnns Delaware(2)
RSM MCGLadrey, INC. ..ttt tinnn sttt ettt ey Delaware(24)
TODACK, TNC. ittt i et e s Arizona(25)
McGladrey Contract Business Services, L.L.C. ...ttt iin i nnsnns Minnesota(26)
Birchtree Financial Services, INC. ...ttt iinr it tn et tne st nnsnnsnns Oklahoma(25)
Birchtree Insurance AgeNnCY, INC. ... iuuuntin iy Missouri(29)
PensSion RESOUINCES, INC. ittt tnnn sttt ettt et ey Illinois(25)
Freed Maxick ABL ServicCes, INC. . .uuiiunrtnr st nnssonssonstnnsonrsnnses Delaware(25)
FM BUSINESS SErviCes, INC. . iiuitinnrinn sttt tns st Delaware(25)
O'Rourke, Sacher & Moulton, INC. ...ttt ininn i in ittt California(25)
O'RouUrke ConsUlting, LLC ...ttt it iie ettt aa e e a et nn s California(26)
O'Rourke Career Connections, LLC .. ... itiin ittt California(27)
Credit Union JObS, LLC. ...ttt ittt ittt ittt st st aanns California(28)
PDI Global, INC. +tiiiii it tn s tin s tae st ittt s i s e e e Delaware(24)
ReX INVEStMENES, INC. ittt ittt sttt e st et e et eas Texas(24)

W-1 HOLdings, L.L.C. .ttt it it et i e Texas(30)

C.W. AmOS BUSINESS ServiCes, INC. ...ttt Delaware(24)
C.W. Amos Investment AdVisOrs, L.L.C. ...ttt ittt tnraanns Maryland(31)
RSM EQUICO, TINC. v ti ittt sttt tn s tin s tne s an st ta st ia st e s nse s Delaware(24)
RSM Equico Capital Markets, LLC........uuuuiiitinn ity Delaware(32)
X0 1o 1 o California(33)
EqQUIicOo Limited. . ...t i it e e e United Kingdom(33)
RSM EQUICO Canada, INC. .. vvvnt s inn ittt an st nnssns Canada(33)

RSM McGladrey Business SOLUutions, INC. ... iiiiiiininnnrnn et nnsnns Delaware(24)
MyBenefitSOUIrCe, INC. ..ttt iinn et tin ettt a ettt Georgia(34)
MyBenefitSource.com AQENCY, INC. ...ttt ittt ennsnns Georgia(35)
MyBenefitSource.com Agency of Alabama, INC. ........iiiiiinr i ennnns Alabama(35)

MyBenefitSource.com Agency of Florida, INC. .....iiiiiiiniinnrinrnnnrnnsens Georgia(35)



92) HRB Retail ServiCesS, INC. i uit ittt inns i ne s tnn st nnsnssnnns Delaware(2)
93) H&R Block Small Business RESOUICES, INC. . ..itiiiunnnsseennnnrenennnsseenns Delaware(2)

Notes to Subsidiaries of H&R Block, Inc.:

(1) Wholly owned subsidiary of H&R Block, Inc.

(2) Wholly owned subsidiary of H&R Block Group, Inc.

(3) wWholly owned subsidiary of HRB Management, Inc.

(4) Wholly owned subsidiary of H&R Block Services, Inc.

(5) wWholly owned subsidiary of H&R Block Tax Services, Inc.

(6) wWholly owned subsidiary of H&R Block of Dallas, Inc.

(7) Limited partnership in which HRB Texas Enterprises, Inc. is a 1%

general partner and HRB Partners, Inc. is a 99% limited partner

(8) Limited partnership in which HRB Texas Enterprises, Inc. is a 1%
general partner and H&R Block and Associates, L.P. is a 99% limited
partner

(9) wWholly owned subsidiary of H&R Block (Guam), Inc.

(10) Wholly owned subsidiary of H&R Block Canada, Inc.

(11) Limited liability company in which H&R Block Tax Services, Inc. has a

100% membership interest
(12) Wholly owned subsidiary of H&R Eastern Tax Services, Inc.

(13) Limited partnership in which H&R Block Eastern Enterprises, Inc. is a
1% general partner and H&R Block Eastern Tax Company, LLC is a 99%
limited partner.

(14) Limited partnership in which H&R Block Eastern Enterprises, Inc. is a
1% general partner and H&R Block Eastern Support Services, LLC is a 99%
limited partner.

(15) Limited liability company in which H&R Block Eastern Tax Services, Inc.
has a 100% membership interest

(16) Wholly owned subsidiary of HRB Royalty, Inc.

(17) Wholly owned subsidiary of Block Financial Corporation

(18) wholly owned subsidiary of Option One Mortgage Corporation

(19) Limited liability company in which Block Financial Corporation has a

96.25% membership interest and Companion Mortgage Corporation has a
3.75% membership interest

(20) Wholly owned subsidiary of OLDE Financial Corporation

(21) Wholly owned subsidiary of H&R Block Financial Advisors, Inc.
(22) wWholly owned subsidiary of OLDE Realty Corporation

(23) Wholly owned subsidiary of Financial Marketing Services, Inc.
(24) wWholly owned subsidiary of RSM McGladrey Business Services, Inc.
(25) wWholly owned subsidiary of RSM McGladrey, Inc.

(26) Limited liability company in which RSM McGladrey, Inc. has a 100%

membership interest

(27) Limited liability company in which RSM McGladrey, Inc. owns a 50%
membership interest and the California Credit Union League owns a 50%
membership interest

(28) Limited liability company in which O'Rourke Consulting, LLC has a 50%



(29)

(30)

(31)

(32)

(33)

membership interest and Credit Union Jobs, Inc. has a 50% membership
interest

Wholly owned subsidiary of Birchtree Financial Services, Inc.

Limited liability company in which RSM McGladrey Business Services,
Inc. has a 100% membership interest

Limited liability company in which C.W. Amos Business Services, Inc.
has a 100% membership interest

Limited liability company in which RSM Equico, Inc. has 100% membership
interest

Wholly owned subsidiary of RSM Equico, Inc.



(34) Company in which RSM McGladrey Business Services, Inc. owns
approximately 80% of the issued and outstanding stock

(35) Wholly owned subsidiary of MyBenefitSource, Inc.



SCHEDULE 6.2
EXISTING INDEBTEDNESS
The Guarantor's guarantee of Subsidiaries' obligations under surety bonds

and fidelity bonds issued pursuant to state mortgage licensing
requirements.



SCHEDULE 6.3

EXISTING LIENS

-None-



SCHEDULE 6.4(b)

ADDITIONAL BUSINESS

o0 Finance Company/Banking Business (consumer finance and mortgage loan related
products and services in addition to consumer finance, credit card and
mortgage business currently conducted by the Credit Parties and the

Subsidiaries).



SCHEDULE 6.6

EXISTING RESTRICTIONS

0 Indenture, dated as of October 20, 1997, by and between the Credit Parties and
Bankers Trust Company, as trustee

0 Repurchase Agreements of the type referred to in Section 6.2(i) of this
Agreement.



EXHIBIT 31.1

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

I, Mark A. Ernst, Chief Executive Officer, certify that:
1. I have reviewed this quarterly report on Form 10-Q of H&R Block, Inc.;

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

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

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

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

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

c) Disclosed in this report any change in the registrant's internal control over
financial reporting that occurred during the registrant's most recent fiscal
quarter that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our
most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of
directors:

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

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

Date: September 12, 2003 /s/ Mark A. Ernst

Mark A. Ernst
Chief Executive Officer
H&R Block, Inc.



EXHIBIT 31.2

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

I, Frank J. Cotroneo, Chief Financial Officer, certify that:
1. I have reviewed this quarterly report on Form 10-Q of H&R Block, Inc.;

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

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

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

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

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

c) Disclosed in this report any change in the registrant's internal control over
financial reporting that occurred during the registrant's most recent fiscal
quarter that has materially affected, or is reasonably likely to materially
affect, the registrant's internal control over financial reporting; and

5. The registrant's other certifying officer and I have disclosed, based on our
most recent evaluation of internal control over financial reporting, to the
registrant's auditors and the audit committee of the registrant's board of
directors:

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

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

Date: September 12, 2003 /s/ Frank J. Cotroneo
Frank J. Cotroneo
Chief Financial Officer
H&R Block, Inc.



EXHIBIT 32.1

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

In connection with the quarterly report of H&R Block, Inc. (the
"Company") on Form 10-Q for the period ending July 31, 2003 as filed with the
Securities and Exchange Commission on the date hereof (the "Report"), I, Mark A.
Ernst, Chief Executive Officer of the Company, certify pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that:

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

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

/s/ Mark A. Ernst

Mark A. Ernst

Chief Executive Officer
H&R Block, Inc.
September 12, 2003



EXHIBIT 32.2

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

In connection with the quarterly report of H&R Block, Inc. (the
"Company") on Form 10-Q for the period ending July 31, 2003 as filed with the
Securities and Exchange Commission on the date hereof (the "Report"), I, Frank
J. Cotroneo, Chief Financial Officer of the Company, certify pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-0Oxley

Act of 2002, that:

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

(2) The information contained in the Report fairly presents, in
all material respects, the financial condition and results of

operations of the Company.

/s/ Frank J. Cotroneo
Frank J. Cotroneo

Chief Financial Officer
H&R Block, Inc.
September 12, 2003



