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Suite 1900
440 Monticello Avenue
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Independent Auditors’ Report

The Board of Directors and Stockholders
JTH Holding, Inc.:

We have audited the accompanying consolidated balance sheets of JTH Holding, Inc. and subsidiaries (the
Company) as of April 30, 2011 and 2010, and the related consolidated statements of income, stockholders’
equity and comprehensive income, and cash flows for each of the years in the three-year period ended
April 30, 2011. These consolidated financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based
on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements.
An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of JTH Holding, Inc. and subsidiaries as of April 30, 2011 and 2010, and
the results of their operations and their cash flows for each of the years in the three-year period ended
April 30, 2011, in conformity with U.S. generally accepted accounting principles.

KPMe LIP

Norfolk, Virginia
June 10, 2011, except as to notes 10(d) and 16, which are as of September 2, 2011

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.



JTH HOLDING, INC. AND SUBSIDIARIES
Consolidated Balance Sheets
April 30, 2011 and 2010

(In thousands)

Assets
Current assets:
Cash @Nd CASH BUIVAIEBNTS.........c.viviueiiiiietei bbbt b st b bbbttt b bbbt
Receivables (note 2):
TTAOE BCCOUNES ...ttt bbb bbb bbb bbbttt b bt

Aowance fOr dOUDTFUI ACCOUNTS..........cc.iiiiicieiiie ettt st e be s aeete et e e sees b e sbeebeetaessesaesresbere s

TOLAl FECRIVANIES, NEL..... ettt b et b e st b et b bbbt b e e e bt b et e s et e e eb et
PrEDAIA EX[IEINSES ...ttt sttt ettt stttk e e bt b et eb e e s e e b e Rt e b e seeh £ e b e e e e h e e b e Re b e R £ e b e eEeh £ SR e £ e R £ AR e £ e b e R bt e eh e e be et e bt eb et e be b ene et
OLNEI CUITENT BSSELS ... vttt enna
Income tax receivable...............
Deferred income taxes (note 9)
TOLAL CUITEINE BSSEES ...t
Property, equipment, and SOftware, Net (NOTES 3 ANG 7) ....e.veuiiueiririiiite ettt ettt et b et n e nne
Notes receivable, excluding current portion, net of allowance for uncollectible amounts of $2,135 and $1,811 for 2011 and
2010, reSPECTIVEIY (NMOLE 2) ....vvieeieteteiiet ettt bbb bbbt h et b bbbt bbb bbbttt
GOoOdWIll ...
Other intangible assets, net (note 4) .. .
OENEE @SSELS, NMEL .......oeiieiiete ettt E R Rttt

QL0 oL ST N (T () SRR
Liabilities and Stockholders’ Equity

Current liabilities:
Current installments of 10Ng-term debt (NOE 7).......cviiiiiii bbbt
Accounts payable and accrued eXpenses (NOtES 8 ANM 15) .......ciuiiriiirriririeirieie ettt ettt sbe s
Due t0 area eVEIOPETS (NOTE 2) .....c.iviteiiiiitcieiii ettt bbb bbbttt bbb bbbttt
Income taxes payable (note 9)..
DETEITEA FEVENUE ..ottt bbb bbb bbb bbb e bbbt bbb
Total current lADIIILIES ..o
Long-term debt, excluding current inStallMeNnts (NOE 7)) .........ooueiriiiieiiieieees ettt
Revolving credit facility (NOLES 6 aN0 8) ..o
Deferred iNCOME tAXES (NOLE 9) ......ouviiiieiiiieicre bbb bbbt
TOtAl HADTITLIES ...
Stockholders’ equity (notes 8, 10, 11, and 13):
Class A preferred stock, $.01 par value per share, 190,000 shares authorized, 170,320 and 190,000 shares issued and
outstanding, at April 30, 2011 and 2010, FESPECTIVEIY ........cueuiririreriririeitiiieiet ettt
Special voting preferred stock, $.01 par value per share, 10 shares authorized, issued and outstanding.............cccccceecerenne.
Class A common stock, $.01 par value per share, 21,200,000 shares authorized, 10,519,286 and 10,729,820 shares issued
and outstanding, at April 30, 2011 and 2010, FESPECLIVELY ........oviveuiiriiiiiiiiieieee s
Class B common stock, $.01 par value per share, 1,000,000 shares authorized, 900,000 shares issued and outstanding .....
Exchangeable shares, $.01 par value, 100,000 shares issued and oUtStANAING ...........ccoovrvrueieiiririeeeiniiee e s
Additional PAIA-IN CAPITALL.......viveeiiieei bbbt b bbbttt
Accumulated other comprehensive income, net of taxes.
RELAINEA BAIMINGS ...ttt ettt e b bbbt b e se e b e e b e s e e b e e b e £ ke s £ e bt eE e b £ ek e e e e b e e b e e e b e b eb e b eb e ebenbebeeb e e ebe b ebeneenn
TOtal SLOCKNOIARIS™ BQUILY ......eevieeiieeeet ettt ekt b e et b et b e b et b et eb e b et b et e et e b

Commitments, contingencies, and subsequent events (notes 5, 6, 15, and 16)
Total liabilities and StOCKNOIAEIS™ EQUILY .........cuiuiiiiieiiiii et

See accompanying notes to consolidated financial statements.

2011 2010
$1,662 $2,112
35,953 30,195
32,859 28,379

2,275 2,641
(4,699) (3,786)
66,388 57,429

635 672
4,351 4,028
138 —
257 341
73,431 64,582
18,228 13,127
35,570 29,409

1,013 1,013
17,253 16,107

1,308 1,748

$147,793 $126,886
$1,973 $2,079
15,625 8,384
20,623 17,965

6,778 6,579

5,152 5213
50,151 40,220

2,485 2,655
11,030 8,815
63,666 51,690

2,129 2,375

105 107

9 9

1 1

4,811 9,159
381 121
76,601 63,424
84,127 75,196
$147,793 $126,886

(Continued)



JTH HOLDING, INC. AND SUBSIDIARIES
Consolidated Statements of Income
Years ended April 30, 2011, 2010, and 2009

(In thousands, except per share data)

2011 2010 2009
Revenues:
Franchise fees, net of provision for refunds of $1,206 in 2011, $1,656 in 2010, and
$1,193 0N 2009 ...c.vveieier s $13,148 $9,632  $10,283
Royalties and advertising fEES .........cco i 46,879 41,413 33,093
FINANCIAL PrOUUCES......ccuieeeie et e e e 16,507 14,175 18,560
INEErest INCOME (NOTE 2) .....oiuiiiiiiiiieiee ettt et b e 10,110 8,876 8,783
Tax preparation fees, net 0f iISCOUNLS ........cccoiiiiiiiiiiir e 4,789 5,982 5,075
Net gain on sale of customer lists and other assets and other revenue..........cc.ccocvevvevienene 4,091 4,549 3,484
TOAl FEVENUES ...ttt 95,524 84,627 79,278
Operating expenses:
Employee compensation and Benefits..........cocoiiiiiiiiiiiiiiee e 25,162 24,526 21,418
General and adminiStrative EXPENSES.......cveiuirerteriieieaieie ettt e 20,537 17,871 16,551
AQVEITISING EXPEINSE. ....e.titeite ettt ettt sttt sttt ettt ettt besb et e et es e e e et e sbe b e sbesbeebe e e eneeee 15,078 12,872 12,085
Depreciation, amortization, and impairment charges (notes 3 and 4).........c.ccoceeverveeiennene 6,062 7,305 5,313
Loss on discontinued use of software (NOtE 3).....c.ccvevereiinierie i — 5,570 —
OFNEE BXPEINSE ...ttt b bbbttt b e bt bt b e et enb e b e b e s besbe et e e e aneeee 170 120 1,637
Total OPErating EXPENSES .....uvcvereeiereerieriesteseseereeseeste e srestesreereeaeseseessessessesresneenseseens 67,009 68,264 57,004
INCOME TrOM OPEIALIONS ... .cviitiiiiiiie ettt 28,515 16,363 22,274
Other income (expense):
Foreign currency transaction gains (I0SSES) .......c.veeerurrereriresisisieeie s 75 1,014 (451)
Net gain on short-term iNVESIMENLS .........cccviiiieie e — 2,454 762
Interest expense (NOES 6, 7, AN 8) .......coiiiriiiiiiee e e (1,954) (1,947) (1,769)
INCOME DEFOre INCOME TAXES ...vvvieiieieie et 26,636 17,884 20,816
INCOME taX eXPENSE (NOTE 9) ...ttt bbb 10,874 6,882 8,737
NEL INCOME ...ttt ettt b ettt bbbt b s e e e sn b bbbt b b rens $15,762  $11,002 $12,079
Net income per share of Class A and Class B common stock:
BASIC vttt bbb bt h e e bbb bbb e e e e bbbt bbb bt $1.10 $0.75 $0.82
DIIULEA ... $1.08 $0.73 $0.78

See accompanying notes to consolidated financial statements.
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JTH HOLDING, INC. AND SUBSIDIARIES

Consolidated Statement of Stockholders’ Equity and Comprehensive Income

Year ended April 30, 2011

Class A
Common stock

(In thousands)

Class B
Common stock

Class A

Preferred stock

Special voting
preferred stock

Shares Amount Shares Amount Shares Amount Shares Amount
Balance at May 1, 2010 .......... 10,730 $107 900 $9 190  $2,375 — $—
Exercise of stock options
(note 11)...cceveiiiiiine 460 5 — — — — — —
Repurchase of common
SEOCK ..o, (686) @) — — — — — —
Repurchase of preferred
SEOCK ... — — — — (18) (227) — —
Conversion of preferred
stock to common stock ... 15 — — — (2) (19) — —
Balance at April 30, 2011 ....... 10,519 $105 900 $9 170  $2,129 — $—
Exchangeable Accumulated
shares Additional other
paid-in comprehensive Retained
Shares Amount capital income earnings Total
Balance at May 1, 2010 .................... 100 $1 $9,159 $121 $63,424 $75,196
Exercise of stock options (note 11) — — 3,800 — — 3,805
Repurchase of common stock ....... — — (10,069) — — (10,076)
Repurchase of preferred stock ...... — — — — (2,495) (2,722)
Conversion of preferred stock to
COMMON StOCK ........ccervriiiicnne — — 19 — — —
Stock-based compensation
expense (note 11).......ccccevveeene. — — 1,494 — — 1,494
Tax benefit of stock option
exercises (Note 9) .......ccccvvveeuenne — — 408 — — 408
Net INCOME......oovreriiiieiee — — — — 15,762 15,762
Interest rate swap agreements, net
of taxes (nNote 8) .....cccecvvvrevennnne. — — — (164) — (164)
Foreign currency translation
adjustment, net of taxes ............ — — — 424 — 424
Comprehensive income............. 16,022
Balance at April 30, 2011 ................. 100 $1 $4,811 $381 $76,691 $84,127

See accompanying notes to consolidated financial statements.
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JTH HOLDING, INC. AND SUBSIDIARIES

Consolidated Statement of Stockholders’ Equity and Comprehensive Income

Year ended April 30, 2010

(In thousands)

Class A Class B Class A Special voting
Common stock Common stock Preferred stock preferred stock
Shares Amount Shares Amount Shares Amount Shares Amount
Balance at May 1, 2009 .......... 10,960 $109 900 $9 190  $2,375 — $—
Exercise of stock options
(note 11)...ccceviriiiice 457 5 — — — — — —
Repurchase of common
StOCK. ..o (687) (7) — — — — — —
Balance at April 30, 2010....... 10,730 $107 900 $9 190 $2,375 — $—
Exchangeable Accumulated
shares Additional other
paid-in comprehensive Retained
Shares Amount capital income earnings Total
Balance at May 1, 2009 .................... 100 $1 $14,530 $47 $52,422 $69,493
Exercise of stock options (note 11) — — 3,273 — — 3,278
Repurchase of common stock ....... — — (10,211) — — (10,218)
Stock-based compensation
expense (note 11).....c.ccccvevvennnne. — — 1,000 — — 1,000
Tax benefit of stock option
exercises (note 9) .......ceevevennnne. — — 567 — — 567
NEt INCOME...ccvvievereieeneiee e — — — — 11,002 11,002
Interest rate swap agreements, net
of taxes (note 8) ......ccccvvvvernnnne — — — (470) — (470)
Foreign currency translation
adjustment, net of taxes ............ — — — 544 — 544
Comprehensive income............. 11,076
Balance at April 30, 2010 ................. 100 $1 $9,159 $121 $63,424 $75,196

See accompanying notes to consolidated financial statements.
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JTH HOLDING, INC. AND SUBSIDIARIES

Consolidated Statement of Stockholders’ Equity and Comprehensive Income

Year ended April 30, 2009

(In thousands)

Class A Class B Class A Special voting
Common stock Common stock Preferred stock preferred stock
Shares Amount Shares Amount Shares Amount Shares Amount
Balance at May 1, 2008 ............ 10,622 $106 900 $9 190  $2,375 — $—
Issuance of common stock
in connection with
purchase of customer
lists (note 10) .......cooeeeee. 42 — — — — — — —
Exercise of stock options
(note 11)..ccceveiiiiiine 443 4 — — — — — —
Issuance of common stock
(note 13)..cccvevevvveereeae 424 4 — — — — — —
Repurchase of common
StOCK...cvviiiiiic e (571) (5) — — — — — —
Balance at April 30, 2009 ....... 10,960 $109 900 $9 190 $2,375 — $—
Exchangeable Accumulated
shares Additional other
paid-in comprehensive Retained
Shares Amount capital income earnings Total
Balance at May 1, 2008 .............ccocuvnee. 100 $1 $11,506 $358  $40,343 $54,698
Issuance of common stock in
connection with purchase of
customer lists (note 10).................. — — 629 — — 629
Exercise of stock options (note 11).... — — 2,295 — — 2,299
Issuance of common stock (note 13).. — — 7,083 — — 7,087
Repurchase of common stock ............ — — (8,544) — —  (8,549)
Stock-based compensation expense
(NOte 11)..ecviiiiiie e — — 1,055 — — 1,055
Tax benefit of stock option exercises
(NOtE 9) e — — 506 — — 506
NEt INCOME...cveieereiei e — — — — 12,079 12,079
Foreign currency translation
adjustment, net of taxes ................. — — — (311) — (311)
Comprehensive incOMe.................. 11,768
Balance at April 30, 2009...........c.coc.ee. 100 $1 $14,530 $47  $52,422  $69,493

See accompanying notes to consolidated financial statements.
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JTH HOLDING, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Years ended April 30, 2011, 2010, and 2009

(In thousands)

2011 2010 2009
Cash flows from operating activities:
N TNCOIMIE <.ttt ettt ettt et et e et e et et e ese st et et et eeeeeeeneree et are et etearenneneeareseaeeneene $15,762 $11,002 $12,079
Adjustments to reconcile net income to net cash provided by operating activities:

Provision for doubtful accounts and franchise fee refunds ..o 4,938 4,095 5,459
Depreciation and amortization ..........cccvieieriericieie e 5,855 6,389 5,173
Amortization of deferred finaNCiNgG COSES........c.civiiiiiiiireicrcee e 254 198 195
Write-down O CUSTOMET TISES.......oveiiieiiciesicese e 207 916 140
Loss on discontinued USe Of SOFtWAIE .........ccveiiiiiiiiiiie e — 5,570 —
Stock-based COMPENSALION ........coiiiiiiiiieeieee e e 1,494 1,000 1,055
Gain on sale of customer lists and other assets ..........cocreieinieiiie s (1,179) (1,275) (970)
Deferred tax expense (Denefit) ..........coiviieiiiiii e 2,403 (1,203) 988
Unrealized loss on short-term investments — — 702
Realized gain on short-term inVESIMENTS .........cocveiviiiincieieee e — (2,454) (1,464)

Changes in assets and liabilities increasing (decreasing) cash flows from

operating activities:

Trade reCIVADIE .........oii e (20,803) (15,454) (13,941)
Notes and interest receivable...........cc.coevee.. 8,060 4,522 6,688
Prepaid expenses and other assets ................. 149 301 11
Accounts payable and accrued expenses 4,041 (2,469) (2,078)
Due t0 area deVEIOPELS ......coceiiiiriee ettt 4974 3,837 4,252
INCOME TAXES .. vevvevicteeti sttt ettt sttt ettt et et sa et e e eneeteeneens 61 (466) (2,865)
Deferred reVeNUE ........cccveveveeieiesieie e (1,441) 3,531 (3,148)
Net cash provided by operating activities 24,775 18,040 12,276

Cash flows from investing activities:
Issuance of operating 10ans t0 franChiSEES..........cccevveiiiiiieie e (56,400) (32,488) (23,977)

Payments received on operating loans from franchisees 50,921 27,335 20,243
Purchases of assets from franchisees and area developers ... (3,091) (2,959) (4,223)
Proceeds from sale of customer lists and other assets .........cocoevvvinnenninieiicens 1,711 419 424
Purchases of property and eqUIPMENT...........cocooiiiiiiiine e (7,051) (5,514) (2,866)
Proceeds from sale of short-term investments — 16,964 36,149
Purchases of Short-term iNVESIMENTS ..........cciiiiiieicee e — (2,114) (38,442)
Net cash provided by (used in) investing activities..........cc.ccoceveverrereirciannns (13,910) 1,643 (12,692)

Cash flows from financing activities:
Proceeds from the exercise of stock options 3,805 3,278 2,299
Repurchase of common stock...........ccoceoeinvienne. (10,076) (10,218) (8,549)
Repurchase of preferred stock ..........ccooevviveneenne. (2,722) — —
Proceeds from the issuance of cOmMmMON StOCK ..........ccovveriiiiiiiiniice e — — 7,087
Repayment of [ong-term debt..........c.coviiiiiiiiicccc e (2,284) (2,720) (2,706)
Borrowings under revolving credit facility 135,484 93,450 108,421
Repayments under revolving credit facility...........ocoovviiiiiiiniicic e (135,484) (103,452) (108,257)
Deferred fiNANCING COSES. ... ..viuiiiiiieiieesc ettt (333) — (70)
Tax benefit of StOCK OPLION EXEICISES ....ocveiviieiieiiiceie st 408 567 506
Net cash used in financing aCtiVitieS .........cccccvvereriiicie e (11,202) (19,095) (1,269)
Effect of exchange rate changes 0n €ash, NEL............cooveiviiiineie e (113) (406) 685
Net increase (decrease) in cash and cash equivalents.............ccoceoeieiiiiiennne (450) 182 (1,000)
Cash and cash equivalents at beginning of year...........cccocoviiriiiiiii e 2,112 1,930 2,930
Cash and cash equivalents at €nd Of YEAT ........cccccvrvrriveeeiiiiiireeecee e $1,662 $2,112 $1,930

7 (Continued)



JTH HOLDING, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
Years ended April 30, 2011, 2010, and 2009

(In thousands)

2011 2010 2009
Supplemental disclosures of cash flow information:
Cash PaId FOr INTEIESL........ccociiiereeiee et $1,671 $1,830 $1,694
Cash PAI FOF TAXES .....eeueeiieeieeee ettt e 8,032 8,087 10,217
Supplemental disclosures of noncash investing and financing activities:
During the years ended April 30, 2011, 2010, and 2009, the Company acquired
certain assets from franchisees and area developers as follows:
Fair value of assets pUrChased............coceveieieiiiiiiseeee e 10,481 13,749 9,316
ReCeiVables apPIIEA ........oceiviiiieecic s (11,267) (14,259) (10,491)
Accounts payable canceled ... 2,384 2,709 1,535
NOtES PAYADIE ISSUBM.......eiieiieeeieiec ettt (1,935) (2,257) (1,607)
Elimination of related deferred reVENUE.............oovcveveieeiie e 3,428 3,231 5,110
COmMMON SEOCK ISSUBT ...ttt — — (629)
Applied from sales of franchise territories.........ccovvvivieviiicieciicce e — (214) 989
Cash paid to franchisees and area developers $3,091 $2,959 $4,223
During the years ended April 30, 2011, 2010, and 2009, the Company sold certain
assets to franchisees and area developers as follows:
B0OK Value Of @SSEtS SOIU..........cuiuiviiiiisieieeirissie e $8,798 $4,925 $3,761
GIN ON SAIE ... 601 546 1,899
Deferred gain 0N SAIE ..........ooi i 5,269 1,745 662
Applied from acquisitions of franchise territories. ............cooevivrenienc s (120) (204) (56)
INOEES FECEIVEM ...ttt ettt ettt sttt e e eneeneenea (12,837) (6,593) (5,842)
Cash received from franchisees and area developers .........ccovvevvvrveeeeennnns $1,711 $419 $424
Accrued capitalized software costs included in accounts payable............ccccccvevinrnnene. $1,368 $— $—

See accompanying notes to consolidated financial statements.



JTH HOLDING, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

April 30, 2011 and 2010

(1) Organization and Significant Accounting Policies
(a) Organization and Plan of Reorganization

JTH Holding, Inc. (JTH Holding), a Delaware corporation, is a holding company engaged through its subsidiaries as a
franchisor and operator of a system of income tax preparation offices located in the United States and Canada. JTH Holding’s
principal operations are conducted through JTH Tax, Inc. (d/b/a Liberty Tax Service) JTH Holding’s largest subsidiary.
Through this system of income tax preparation offices, JTH Holding also facilitates to its customers refund-based tax
settlement financial products such as refund anticipation loans, electronic refund checks, and personal income tax refund
discounting. JTH Holding also offers online tax preparation services.

On September 30, 2010, JTH Tax, Inc. (JTH Tax) entered into an Agreement of Merger and Plan of Reorganization with JTH
Holding. At the closing of the merger on September 30, 2010, JTH Tax merged with and became a wholly owned subsidiary
of JTH Holding, and each issued and outstanding share of JTH Tax’s authorized Class A preferred stock and Class A and
Class B common stock was converted into one share of similar classes of JTH Holding’s stock. The converted shares have
the same preferences, rights, and limitations as previous shares in JTH Tax. JTH Holding was deemed to be the acquiring
company for accounting purposes and the transaction was accounted for as a merger of entities under common control in
accordance with U.S. generally accepted accounting principles. This transaction was considered a tax-free exchange under
Section 368(a) of the Internal Revenue Code of 1986.

Unless specifically noted otherwise, as used throughout these consolidated financial statements, the term “Company” or
“Liberty” refers to the consolidated entities after the merger and the business of JTH Tax before the merger. The terms JTH
Tax and JTH Holding refer to such entities’ standalone business prior to the merger.

(b) Principles of Consolidation

The consolidated financial statements include the accounts of JTH Holding, Inc. and its wholly owned subsidiaries. Assets
and liabilities of the Company’s Canadian operations have been translated into U.S. dollars using the exchange rate in effect
at the end of the year. The revenues and expenses have been translated using the average exchange rates in effect each month
of the year. Transaction gains and losses are recognized in income when incurred. The Company also consolidates any
variable interest entities of which it is the primary beneficiary, as defined. When the Company does not have a controlling
interest in an entity, but exerts significant influence over the entity, the Company applies the equity method of accounting.
All significant intercompany balances and transactions have been eliminated in consolidation.

(c) Cash and Cash Equivalents

For purposes of the consolidated statements of cash flows, the Company considers all highly liquid debt instruments with
original maturities of three months or less to be cash equivalents.

9 (Continued)



JTH HOLDING, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

April 30, 2011 and 2010

(d) Short-Term Investments

During 2010 and 2009, the Company had short-term investments, which consisted of equity securities. The Company has
classified these investments as trading securities and records them at fair value with the changes in fair value reported within
the consolidated statements of income. Net realized gains on trading securities and unrealized losses on trading securities
held at each year-end are presented in “net gain on short-term investments.” Cash flows from the purchases and sales of the
Company’s short-term investments are classified as investing activities due to the nature and intent of these investments. At
April 30, 2011 and 2010, the Company did not have any short-term investments.

(e) Trade Accounts Receivable

Trade accounts receivable are recorded at the invoiced amount less an allowance for doubtful accounts and accrue finance
charges at 18% annually if unpaid after 30 days. Finance charges are fully reserved and are only recognized in income when
they have been paid. Account balances are charged off against the allowance after all means of collection have been
exhausted and the potential for recovery is considered remote. The Company does not have any off-balance-sheet credit
exposure related to its trade accounts receivable.

(f) Notes Receivable

Notes receivable are recorded at cost, less an allowance for doubtful accounts. The Company provides an allowance against
accrued interest on a delinquent note when a scheduled payment becomes 90 days past due or the recorded value of the note
receivable exceeds the value of the underlying franchise. Notes are written off against the allowance when all possible means
of collection have been exhausted and the potential for recovery is considered remote.

(9) Allowance for doubtful accounts

The allowance for doubtful accounts includes the Company’s best estimate of the amount of probable credit losses in the
Company’s existing accounts and notes receivable. Because the repayment of accounts and notes receivable is dependent on
the performance of the underlying franchisees, management estimates the amount of the allowance for doubtful accounts
based on a comparison of amounts due to the estimated fair value of the underlying franchise.

(h) Property, Equipment, and Software

Property, equipment, and software are stated at cost less accumulated depreciation and amortization. Depreciation and
amortization are calculated using the straight-line method over the estimated useful lives of the depreciable assets, generally
three to five years for computer equipment, three to seven years for software, seven years for furniture and fixtures, and
twenty to thirty-five years for buildings. Leasehold improvements are amortized over the lesser of the lease term or the
estimated useful lives of the assets. Certain allowable costs of software developed or obtained for internal use are capitalized
and typically amortized over 36 months.

(i) Goodwill

Goodwill represents the excess of costs over fair value of assets of businesses acquired. Goodwill is not amortized, but
instead tested for impairment at least annually. Goodwill is tested for impairment more frequently if events and
circumstances indicate that the asset might be impaired. An impairment loss is recognized to the extent that the carrying
amount exceeds the asset’s fair value. This determination is made at the reporting unit level and consists of two steps. First,
the Company determines the fair value of a reporting unit and compares it with its carrying amount. Second, if the carrying
amount of a reporting unit exceeds its fair value, an impairment loss is recognized for any excess of the carrying amount of
the reporting unit’s goodwill over the implied fair value of that goodwill. The implied fair value of goodwill is determined by
allocating the fair value of the reporting unit in a manner similar to a purchase price allocation. The residual fair value after

10 (Continued)



JTH HOLDING, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

April 30, 2011 and 2010

this allocation is the implied fair value of the reporting unit goodwill. Fair value of the reporting unit is determined using a
discounted cash flow analysis. If the fair value of the reporting unit exceeds its carrying value, step two does not need to be
performed.

During 2011, 2010, and 2009, the Company performed its annual impairment review of goodwill and concluded that there
was no impairment.

(j) Deferred Revenue

The Company may receive all or part of the initial franchise fee or proceeds from the gain on sale of Company-owned stores
prior to the execution of the franchise agreement or completion of the earnings process. These fees and gains are classified as
deferred revenue until they qualify for revenue recognition or are refunded.

(k) Revenue Recognition

Franchise fee revenue, net of a provision for franchise fee refunds, for the sales of individual territories is recognized when
obligations of the Company to prepare the franchisee for operation have been substantially completed. Franchise fees also
include area developer (AD’s) sales wherein the Company sells a cluster of territories to an entity. Franchise and AD fees that
are financed by the Company are recorded as deferred revenue until such time as the unit franchisee or area developer has
made a significant financial commitment (20% of the franchise fee) and meet certain other criteria.

Royalties, net of amounts due area developers, and advertising fees are recognized currently as franchised territories generate
sales. Tax return preparation fees and financial products are recognized as revenue in the period the related tax return is filed
or prepared for the customer. Discounts for promotional programs are recorded at the time the return is prepared and are
recorded as reductions to revenues.

Gains on sales of Company-owned stores that are financed by the Company are deferred until the purchaser has made a
significant financial commitment (20% of the purchase price). Losses on sales of Company-owned stores are recognized
immediately.

(1) Derivative Instruments and Hedging Activities

The Company accounts for derivatives and hedging activities and recognizes all derivative instruments as either assets or
liabilities in the balance sheet at their respective fair values. For derivatives designated in hedging relationships, changes in
the fair value are either offset through earnings against the change in fair value of the hedged item attributable to the risk
being hedged or recognized in accumulated other comprehensive income, to the extent the derivative is effective at offsetting
the changes in cash flows being hedged until the hedged item affects earnings.

The Company only enters into a derivative contract when it intends to designate the contract as a hedge of a forecasted
transaction or the variability of cash flows to be received or paid related to a recognized asset or liability (cash flow hedge).
For all hedging relationships, the Company formally documents the hedging relationship and its risk-management objective
and strategy for undertaking the hedge, the hedging instrument, the hedged transaction, the nature of the risk being hedged,
how the hedging instrument’s effectiveness in offsetting the hedged risk will be assessed prospectively and retrospectively,
and a description of the method used to measure ineffectiveness. The Company also formally assesses, both at the inception
of the hedging relationship and on an ongoing basis, whether the derivatives that are used in hedging relationships are highly
effective in offsetting changes in cash flows of hedged transactions. For derivative instruments that are designated and
qualify as part of a cash flow hedging relationship, the effective portion of the gain or loss on the derivative is reported as a
component of other comprehensive income and reclassified into earnings in the same period or periods during which the
hedged transaction affects earnings. Gains and losses on the derivative representing either hedge ineffectiveness or hedge
components excluded from the assessment of effectiveness are recognized in current earnings.
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The Company discontinues hedge accounting prospectively when it determines that the derivative is no longer effective in
offsetting cash flows attributable to the hedged risk, the derivative expires or is sold, terminated, or exercised, the cash flow
hedge is de-designated because a forecasted transaction is not probable of occurring, or management determines to remove
the designation of the cash flow hedge.

In all situations in which hedge accounting is discontinued and the derivative remains outstanding, the Company continues to
carry the derivative at its fair value on the balance sheet and recognizes any subsequent changes in its fair value in earnings.
When it is no longer probable that a forecasted transaction will occur, the Company discontinues hedge accounting and
recognizes immediately in earnings gains and losses that were accumulated in other comprehensive income related to the
hedging relationship.

On May 1, 2009, the Company adopted the disclosure requirements for derivative instruments and hedging activities.
(m) Income Taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the
future tax consequences attributable to the differences between the financial statement carrying amounts of existing assets
and liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. The effect
on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment
date.

The Company has elected to classify accrued interest in interest expense and accrued penalties in general and administrative
expenses.

(n) Long-Lived Assets

The Company’s long-lived assets, such as property, plant, and equipment, and purchased intangibles subject to amortization,
are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may
not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an
asset to estimated undiscounted future cash flows expected to be generated by the asset. Recognition and measurement of a
potential impairment is performed for these assets at the lowest level where cash flows are individually identifiable. If the
carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized by the amount by
which the carrying amount of the asset exceeds the fair value of the asset. Fair value is determined through various valuation
techniques including discounted cash flow models, quoted market values, and third-party independent appraisals, as
considered necessary. Assets to be disposed of would be separately presented in the balance sheet and reported at the lower of
the carrying amount or fair value less costs to sell, and are no longer depreciated. The assets and liabilities of a disposal group
classified as held-for-sale would be presented separately in the appropriate asset and liability sections of the balance sheet.

(o) Comprehensive Income
Comprehensive income consists of net income, foreign currency translation adjustments and the interest rate swap

agreements, net of taxes and is presented in the accompanying consolidated statements of stockholders’ equity and
comprehensive income.
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(p) Advertising Expenses
Advertising costs are expensed in the period incurred.
(g) Stock-Based Compensation

The Company records costs of its employee stock-based compensation based on the grant-date fair value of awards using the
Black-Scholes-Merton option pricing model. The Company reflects the excess tax benefits recognized in equity related to
stock option exercises as financing cash flows. The Company recognizes compensation costs for an award that has a graded
vesting schedule on a straight-line basis over the requisite service period for the entire award.

(r) Use of Estimates

Management has made a number of estimates and assumptions relating to the reporting of assets and liabilities and the
disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of
revenues and expenses during the reporting period to prepare these consolidated financial statements and accompanying notes
in conformity with U.S. generally accepted accounting principles. Actual results could differ from those estimates.

(s) Recently Issued Accounting Standards

For the year ended April 30, 2011, the Company adopted Financial Accounting Standards Board (FASB) Accounting
Standards Update (ASU) 2009-17, Consolidations (Topic 810): Improvements to Financial Reporting by Enterprises
Involved with Variable Interest Entities (formerly FASB Statement No. 167, Amendments to FASB Interpretation No. 46(R)).
The adoption of ASU No. 2009-17 did not have a material effect on the Company’s consolidated financial statements.

In April 2010, the FASB issued FASB ASU 2010-17, Revenue Recognition — Milestone Method of Revenue Recognition,
under FASB Accounting Standards Codification (ASC) 605, Revenue Recognition. The new guidance defines specific criteria
for evaluating whether the milestone method is appropriate for the purposes of assessing revenue recognition. FASB ASU
2010-17 stipulates that consideration tied to the achievement of a milestone may only be recognized if it meets all of the
defined criteria for the milestone to be considered substantive. The guidance also requires expanded disclosures about the
overall arrangement, the nature of the milestones, the consideration and the assessment of whether the milestones are
substantive. FASB ASU 2010-17 is effective for the Company on a prospective basis for milestones achieved in fiscal years
and interim periods beginning in the year ended April 30, 2012. The Company does not expect that the adoption of FASB
ASU 2010-17 will have a material effect on its consolidated financial statements.

In July 2010, the FASB issued FASB ASU 2010-20, Disclosures about the Credit Quality of Financing Receivables and the
Allowance for Credit Losses. This guidance requires enhanced disclosures about the allowance for credit losses and the credit
quality of financing receivables and applies to financing receivables held by all creditors. The additional disclosure
requirements are included in Note 2.

In December 2010, the FASB issued FASB ASU 2010-28, Intangibles — Goodwill and Other (Topic 350): When to Perform
Step 2 of the Goodwill Impairment Test for Reporting Units with Zero or Negative Carrying Amounts. The amendments
affect reporting units whose carrying amount is zero or negative, and require performance of Step 2 of the goodwill
impairment test if it is more likely than not that a goodwill impairment exists. In determining whether it is more likely than
not that a goodwill impairment exists, a reporting unit would consider whether there are any adverse qualitative factors
indicating that an impairment may exist. The qualitative factors are consistent with existing guidance. The reporting unit
would evaluate if an event occurs or circumstances change that would more likely than not reduce the fair value of a
reporting unit below its carrying amount. This guidance is effective beginning in the year ended April 30, 2012. The
Company does not expect that this guidance will have a material effect on its consolidated financial statements.
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In December 2010, the FASB issued ASU 2010-29, Business Combinations (ASC Topic 805) — Disclosure of
Supplementary Pro Forma Information for Business Combinations. This amendment expands the supplemental pro forma
disclosures to include a description of the nature and amount of material, nonrecurring pro forma adjustments directly
attributable to the business combination included in the reported pro forma revenue and earnings. This amendment is
effective prospectively for business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after December 15, 2010. Early adoption is permitted. The Company intends to adopt this
guidance in the year ended April 30, 2012. Other than requiring additional disclosures with any potential acquisitions, the
adoption of this new guidance will not have a material effect on its consolidated financial statements.

In May 2011, FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements in U.S. GAAP and IFRS. This ASU amends the language and methods used in ASC 820, Fair Value
Measurements, to be consistent with language and methods used in International Financial Reporting Standards (“IFRS™).
This ASU is part of FASB’s ongoing effort to converge U.S. GAAP with IFRS. The Company intends to adopt this guidance
in the quarter ending January 31, 2012. The Company does not expect that this guidance will have a material effect on its
consolidated financial statements.

In June 2011, FASB issued ASU 2011-05, Presentation of Comprehensive Income. This update changes the methods for
presenting comprehensive income, and eliminates the method of including comprehensive income in the statement of
stockholders’ equity. After adoption, an entity will have the option of presenting to total of comprehensive income, the
components of net income, and the components of other comprehensive income either in a single continuous statement of
comprehensive income or in two separate but consecutive statements. The amendments in this ASU do not change the items
that must be reported in other comprehensive income or when an item of other comprehensive income must be reclassified to
net income. The Company intends to adopt this guidance in the quarter ending January 31, 2012. Because it only affects
presentation, the Company does not expect that this guidance will have a material effect on its consolidated financial
statements.

(t) Segment Reporting

Management has identified two operating segments, U.S. operations and Canadian operations. Although there are two
operating segments, each segment is engaged in providing tax return preparation and related services and products. These two
operating segments have been aggregated into a single reporting segment as both segments are similar in the nature of
services offered, production process, type of customer, the distribution methods, regulatory environment that they operate in
and have similar gross margin and sales trends.

Canadian operations contributed $6,710,000, $6,864,000 and $5,057,000 in revenues for the years ended April 30, 2011,
2010 and 2009, respectively.

(u) Supplier Concentration

The Company relies on a third-party financial institution to provide certain financial products to its customers, pursuant to an
agreement which expires on October 16, 2012. For the year ended April 30, 2011, substantially all of the Company’s
customers’ financial products were provided by this financial institution. While the Company presently believes it could
obtain access to similar products from other financial institutions with similar terms, the ongoing availability of these
products is subject to changes in market conditions and the related regulatory environment.

(2) Notes and Accounts Receivable

The Company provides financing to franchisees for the purchase of franchises, clusters of territories, Company-owned stores
and/or for working capital and equipment needs. The franchise-related notes generally are payable over five years and the
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working capital and equipment notes generally are due within one year. All notes bear interest at 12%. Activity related to
notes receivable for the years ended April 30, 2011 and 2010 is as follows:

2011 2010
(In thousands)
Balance at beginning of YEar .........cccccvci i $59,599 $56,533
Notes received for:
Sales of franchises and clusters Of territories.........ccoceveviinieiininicie e 10,589 10,600
Sales of Company-0WNEd SLOFES.........ccciviiirirereeeeeee e e 12,837 6,593
Franchisee to franchisee note assUMPLioNS.........cccooeriieniieneniiniee e 7,467 6,094
Working capital and equipment loans to franchisees ...........c.ccooovveieiincinnne 56,400 32,488
Refinancing of accounts receivable ... 14,459 12,441
101,752 68,216
RePayMENTt OF NOTES ... .oouiiieieiiiiiee e (70,793) (43,844)
[N 0] (=307 T =] T ST (20,221) (21,925)
Foreign currenCy adjuSIMEeNt ........cc.ooveiiiinineic e e 227 619
Balance at end Of YEAI ........coiiiiiieee e $70,564 $59,599

Most of the notes receivable are due from the Company’s franchisees and are collateralized by the underlying franchise and
are guaranteed by the respective franchisee and franchise owner(s). The franchisees’ ability to repay the notes is dependent
upon both the performance of the tax preparation industry as a whole and the individual franchise. Management believes that
the recorded allowance is adequate based upon its consideration of the estimated value of the franchises supporting the
receivables. Any adverse change in the tax preparation industry could affect the Company’s estimate of the allowance.

Notes and accounts receivable include royalties billed and loans to franchisees for franchise fees that relate to territories
operated by franchisees under area developers. The Company has recorded amounts payable to area developers relating to
these receivables of $20,623,000 and $17,965,000 at April 30, 2011 and 2010, respectively.

Activity in the allowance for doubtful accounts for the years ended April 30, 2011, 2010, and 2009 is as follows:

2011 2010 2009
(In thousands)
Beginning DAlANCE ........cocvcviviviicieicie e $5,597 $5,994 $5,865
Additions charged t0 EXPENSE ......c..oiiiiiiiiiee e 3,732 2,439 4,266
Provision for franchise fee refunds ..o 1,206 1,656 1,193
R AT 01 SRS (3,800) (4,683) (5,185)
Foreign currenCy adjuSIMENT ..........coiiiiiiiiie e 99 191 (145)
ENdiNG DAIANCE. .......cvciiiviici ettt re $6,834 $5,597 $5,994

(2) Notes and Accounts Receivable

Management considers accounts and notes receivable to be impaired if the amounts due exceed the fair value of the
underlying franchise and estimates an allowance for doubtful accounts based on that excess. Amounts due include the
recorded value of the accounts and notes receivable reduced by the allowance for uncollected interest, amounts due area
developers, the related deferred revenue and amounts owed to the franchisee by the Company. In establishing the fair value
of the underlying franchise, management considers net fees of open stores and the number of unopened stores.
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For accounts and notes receivable not impaired, management determines the allowance for doubtful accounts based on an
estimate of expected refunds of the initial franchise fee, taking into consideration the number of unopened stores.

The allowance for doubtful accounts at for the years ended April 30, 2011, and 2010 is allocated as follows:

2011 2010
(In thousands)
Impaired:
NOEES TECEIVADIE. .......ecvisee ettt ettt ettt sttt sttt e b et se et e st e et e st e e et e s be e et e st e seebesbesasrssbe e $9,407 $8,182
ACCOUNTS TECERIVADIE ......veiiiii ittt et e st e e s be e e be e s beesnbeesbeesareeans 4,599 4,054
Less allowance for uncollected interest, amounts due AD’s, related deferred revenue and
AMOUNES AUE FrANCNISEES ....vviivie ittt e et s s sb s s sbe s s sb e s e ebe e s sbessbeesres (3,554) (2,809)
INEE AMOUNT QUE ...ttt ettt et ettt ettt et et et e s aeere e et eatete et eesereeareeteentaneereenseneeareaees $10,452 $9,427
Allowance for doubtful accounts for impaired notes and accounts receivable .............c..ccc..ue..... $(5,322) $(4,311)
Non-impaired:
NOEES TECEIVADIE. .......ecvisee ettt ettt ettt sttt sttt e b et se et e st e et e st e e et e s be e et e st e seebesbesasrssbe e $64,624 $55,371
ACCOUNTS TECEIVADIE .....ecviiiiie ettt ettt et et be e be e sbe s ae s e e sbe e abeesbeebeenbestbesteesbeens 33,144 27,415
Less allowance for uncollected interest, amounts due AD’s, related deferred revenue and
AMOUNES AUE FrANCRISEES ....vviivie ettt ettt ettt e e ebe e e sbe e e ebe e e sbeeebee e (28,202) (25,807)
[N T=T =T T 0T Ao [T $69,566 $56,979
Allowance for doubtful accounts for non-impaired notes and accounts receivable.................... $(1,512) $(1,286)
Total allowance for doubtful CCOUNES...........coviiiiciiiicece e e $(6,834) $(5,597)
The aging of accounts and notes receivable at April 30, 2011 is as follows:
2011
Allowance
Total for Uncollected Total
Past Due Interest Current Receivables
(In thousands)
Accounts receivable ..., $17,113 $(1,790)  $20,630 $35,953
NOteS reCeiVaDIE.........cviiii e 10,987 (1,192) 63,044 72,839
1] - | T $28,100 $(2,982) $83,674 $108,792
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Accounts receivable are considered to be past due if unpaid after 30 days and notes receivable are considered past due if
unpaid after 90 days, at which time the notes are put on nonaccrual status.
The Company’s average investment in impaired notes receivable during the years ended April 30, 2011 and 2010 was
$8,295,000 and $8,646,000, respectively. Interest income related to impaired notes was $559,000, $368,000, and $914,000
for the years ended April 30, 2011, 2010, and 2009, respectively. The Company’s investment in notes receivable on
nonaccrual status at April 30, 2011 and 2010 was $9,795,000 and $10,148,000, respectively.
(3) Property, Equipment, and Software, Net

Property, equipment, and software at April 30, 2011 and 2010 are as follows:

2011 2010
(In thousands)

0 3 o TS $997 $947
Buildings and building improvemMENts...........cccoveveienieie s 6,795 6,997
Leasehold IMPrOVEMENES..........cccvivieerieiee s e reens 259 276
Furniture, fixtures, and eQUIPMENT ......ccocviiieiiee e 4,542 3,832
SOTEWATE ..t bbbt bbbt bt et beeb bbb e 19,069 11,232
31,662 23,284

Less accumulated depreciation and amortization .............ccocvvveniiniiic s 13,434 10,157
Property, equipment, and SOftware, NEt ..........cccvciviiieeie e $18,228  $13,127

Total depreciation expense was $3,438,000, $4,233,000, and $3,858,000 for the years ended April 30, 2011, 2010, and 2009,
respectively.

The software included above includes both internally developed software and purchased software. Included in software are
$6,598,000 and $768,000 of assets that had not been placed in service at April 30, 2011 and 2010, respectively. In April
2010, the Company decided to discontinue its use of the software associated with its online tax preparation services. This
software had a net book value of $5,570,000 when the decision was made and was expensed in the year ended April 30,
2010.

(4) Goodwill and Other Intangible Assets

Acquired Intangible Assets

April 30, 2011
(In thousands)
Weighted
average Gross Net
amortization carrying Accumulated carrying
period amount amortization amount
Amortizable intangible assets:
CUSEOMET TSES .ottt 5 years $3,348 $(793) $2,555
Area franchise rghtS........ccoovviiicicic e 10 years 17,760 (3,062) 14,698
10 ] | PSS $21,108 $(3,855) $17,253
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April 30, 2010

(In thousands)

Weighted
average Gross Net
amortization carrying Accumulated carrying
period amount amortization amount
Amortizable intangible assets:

CUSEOMET TSES .ottt 5 years $4,742 $(1,064) $3,678
Area franchise rightS........ccovoiiriiiiee s 10 years 14,502 (2,073) 12,429
TOMAL e $19,244 $(3,137) $16,107

For the years ended April 30, 2011 and 2010, the Company acquired the assets of various franchisees for $3,852,000 and
$6,805,000, respectively. These acquisitions were accounted for as business combinations, with all value allocated to the
identifiable intangible assets. The acquired businesses are operated as Company-owned stores, until a buyer is found.

For the years ended April 30, 2011, 2010 and 2009, amortization expense, customer list impairment charges, and
write-downs are as follows:

2011 2010 2009
(In thousands)
Amortization expense, excluding impairment Charges ..........cvoviveierereiesiese e seese e e $2,417 $2,156 $1,315
Customer lists:
IMPAITMENT CRAIGES. .....cviviiiiiiieec ettt bbb bbb sn bbb b bt $134 $80 $140
WVIIEE-0OWNS ...ttt bbbt bbb bbbt b et enes 73 836 —

$207 $916 $140

The Company expects that the assets will be sold before the end of their estimated useful life. Therefore, during the years
ended April 30, 2011, 2010 and 2009, impairment analyses were performed for amortizable intangible assets. As a result, the
carrying values of customer lists were reduced by the amounts disclosed in the table above, and were recorded to
depreciation, amortization, and impairment charges on the consolidated statements of income. The Company estimated the
fair value of the customer lists based on historical transactions involving sales of Company-owned stores. Write-downs of
customer lists relate to purchases of stores, which the Company decided not to operate.

Estimated amortization expense for the next five years is as follows:

Amortization
expense

(in thousands)

Year ending April 30:

20012 $2,414
2003 s 2,399
2004 ..o 2,345
2005 s 2,227
2016 e 2,012

$11,397
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(5) Leases

The Company is obligated under various operating leases for office space that expire at various dates. At April 30, 2011,
future minimum lease payments under noncancelable operating leases with initial or remaining lease terms in excess of one
year together with amounts due from franchisees under subleases at April 30, 2011 are as follows:

Lease Sublease
payments receipts

(in thousands)

Year ending April 30:

2002 ettt ettt ettt Re et r e en $3,127 $2,342
0 S 1,883 1,478
2004 ettt et Rt en 915 760
0L S 485 372
0 S 130 130
TREIEATIET ...t 185 185

Total Minimum 16ase PAYMENLS........ccccveiieieeseri e $6,725 $5,267

Total rent expense for operating leases, net of subleases, was $1,805,000, $1,815,000, and $1,658,000 for the years ended
April 30, 2011, 2010, and 2009, respectively.

(6) Revolving Credit Facility

During February 2008, the Company entered into a syndicated revolving credit facility with 10 financial institutions, which
allows for borrowings up to $100,000,000. In December 2010, the Company amended this facility to allow borrowings up to
$125,000,000. Outstanding borrowings accrue interest at an adjusted one-month London Interbank Offered Rate (LIBOR)
plus a margin ranging from 1.25% to 2.00% depending on the Company’s leverage ratio. At April 30, 2011, the interest rate
was 1.62%. This facility is collateralized by substantially all the assets of the Company and expires on March 31, 2013.

The revolving credit facility contains certain financial covenants, which the Company must meet, including leverage and
fixed charge coverage ratios as well as minimum net worth requirements. The Company’s borrowing availability on the
revolving credit facility at April 30, 2011 was $102,455,000. At April 30, 2011 and 2010, the Company had no outstanding
borrowings under its revolving credit facility.

(7) Long-Term Debt

Long-term debt at April 30, 2011 and 2010 is as follows:

2011 2010

(In thousands)
Mortgage note payable to a bank in monthly installments of $16 including interest at 6.06% through
September 2016; at which time a balloon payment of $2,213 is payable; collateralized by land and

DUIIAING 1.ttt bbbttt et ettt e b bbb bbb e s e s bbbttt ettt re e $2,450 $2,486
Notes payable for acquired assets from franchisees, interest rates ranging from 0% to 12%; due May

2011 through MaY 2012........cveieieieseseeeee e st e e e et e stesteere e e e e e seestesbesaeeteeneenseseensesresrenrenneans 1,915 2,248
OBNEE BT ... et b et bt bbbt b et b e bt b e bt e bRt b e b e bt arenere s 93 —

Total 1oNG-TErM GBI ...t bbbt ne e 4,458 4,734
LSS CUITENE INSTAITMENTS .......oiviiiiiitiic bbbt b bbb 1,973 2,079

Total long-term debt, less current iINStAlIMENS ..o $2,485  $2,655
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Aggregate maturities of long-term debt at April 30, 2011 are as follows (in thousands):

Year ending April 30:

P O T T TSP PP OT T OPPTOPTUPTURRRUO $1,973
P T T ST U TP R TP OO PPTOPTUPTURUO 62
P TSSO U TP PP OT PO PP TOPTUPTURRRUO 65
P T T TP PR PO TP TOPTOPTURRRUO 68
P T T T TSP RSP O TP OPPTOPTUPTURRTO 60
TREIEATLET ... 2,230

Total IONG-LEIM AEDT.......vcvieiiicc et b bbb ns $4,458

(8) Derivative Instruments and Hedging Activities

The Company uses interest-rate-related derivative financial instruments to manage its exposure related to changes in interest
rates on its variable-rate revolving credit facility and forward contracts to manage its exposure to foreign currency fluctuation
related to short-term advances made to its Canadian subsidiary. The Company does not speculate using derivative
instruments nor does it enter into derivative instruments for any purpose other than cash flow hedging.

By using derivative financial instruments to hedge exposures to changes in interest rates, the Company exposes itself to credit
risk and market risk. Credit risk is the failure of the counterparty to perform under the terms of the derivative contract. When
the fair value of a derivative contract is positive, the counterparty owes the Company, which creates credit risk for the
Company. When the fair value of a derivative contract is negative, the Company owes the counterparty, and therefore, the
Company is not exposed to the counterparty’s credit risk in those circumstances. The Company minimizes counterparty
credit risk in derivative instruments by entering into transactions with high-quality counterparties. The derivative instruments
entered into by the Company do not contain credit-risk-related contingent features.

Market risk is the adverse effect on the value of a derivative instrument that results from a change in interest rates. The
market risk associated with interest rates is managed by establishing and monitoring parameters that limit the types and
degree of market risk that may be undertaken.

The Company assesses interest rate risk by continually identifying and monitoring changes in interest rates that may
adversely impact expected future cash flows and by evaluating hedging opportunities. The Company maintains risk
management control systems to monitor interest rate risk attributable to both the Company’s outstanding or forecasted debt
obligations and forecasted revenues as well as the Company’s offsetting hedge positions. The risk management control
systems involve the use of analytical techniques, including cash flow sensitivity analysis, to estimate the expected impact of
changes in interest rates and foreign currency rates on the Company’s future cash flows.

It is the policy of the Company to enter into forward contacts at the time short-term advances are made to its Canadian
subsidiary.

Interest rate swap agreements: On July 1, 2009, the Company has entered into interest rate swaps agreements with a
financial institution to manage fluctuations in cash flows resulting from changes in the one-month LIBOR interest rate on its
revolving credit facility. These swaps effectively change the variable-rate revolving credit facility into a fixed-rate revolving
credit facility. For the notional amounts, the Company receives a variable interest rate based on the one-month LIBOR and
pays a fixed interest rate of 2.49% to 2.52%, depending on the agreement. The notional amounts of the interest rate swaps
vary from $10,000,000 to $70,000,000 per month, in relation to the Company’s forecasted seasonal borrowings. These
interest rate swaps are designated as cash flow hedges. At April 30, 2011 and 2010, the fair value of interest rate swaps was a
liability of $1,134,000 and $821,000, respectively, and was included in accounts payable and accrued expenses. During the
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years ended April 30, 2011 and 2010, $11,000 and $46,000 were recognized in the consolidated statements of income due to
the ineffectiveness of these interest rate swaps.

Forward contracts related to foreign currency exchange rates: In connection with short-term advances made to its Canadian
subsidiary related to personal income tax refund discounting, the Company enters into forward contracts to eliminate the
exposure related to foreign currency fluctuations. Under the terms of the forward currency contracts, the exchange rate for
repayments is fixed at the time advance is made and the advances are repaid prior to April 30 of year. These forward
contracts are designated as cash flow hedges. At April 30, 2011 and 2010, there were no forward contracts outstanding.
During the years ended April 30, 2011, 2010, and 2009, no amounts have been recognized in the statements of income due to
the ineffectiveness of these foreign currency hedges.

At April 30, 2011, there are no deferred gains on derivative instruments accumulated in other comprehensive income that are
expected to be reclassified to earnings during the next 12 months. There were no cash flow hedges discontinued during 2011.

(9) Income Taxes

Total income taxes were calculated for the years ended April 30, 2011, 2010, and 2009 as follows:

2011 2010 2009
(In thousands)
Income from CoNtiNUING OPEIatiONS .......cccciiviiitiiicise et $10,874  $6,882  $8,737
Tax benefit Of StOCK OPLION EXEICISES. .. ..ccuviiiriirieitenieeeee ettt (408) (567) (506)
INtErest rate SWaP AQIEEMENTS ........oiueiuirterterteeteeeeee ettt sttt ettt e e b e sbesbe st e sease e e e nbesbesbe e (104) (305) —
Foreign currency translation adjuStMENt...........ccocvevereieie i 167 351 (206)
TOtAl INCOME TAXES ....vveveviviririiie ittt ettt bbbt r e ee e bbb bbb e b e e e s s s bbbt ebebens $10,529 $6,361  $8,025

Components of income tax expense for the years ended April 30, 2011, 2010, and 2009 are as follows:

2011 2010 2009
(In thousands)
Current:
FRUBTAL ... eeeieceeee ettt ettt ettt ee et et se et et et e et et ss st tete st et ne e etns $6,390 $5,857  $6,318
S LSOO 1,227 1,215 1,137
0] =TT ] o PSRRI 854 1,013 294
CUITENT TAX EXPEINSE ..vviveeeeeieenieesiesseesteesteesteesteaseesseesseesseesseenseesseaseesseesseeseesssesnensneesnes 8,471 8,085 7,749
Deferred:
T LT | RSSO 2,028 (991) 838
S LSOO 390 (206) 150
0] =TT ] o PSRRI (15) (6) —
Deferred tax expense (DENETIL) .......ccivriiiiieiicee s 2,403 (1,203) 988
Total iNCOME TAX EXPENSE ...veviviririritereteteterese e e ss sttt et b b s s bbbt bbb ebe e e e e n s $10,874 $6,882  $8,737
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For the years ended April 30, 2011, 2010, and 2009, income before taxes consists of the following:

2011 2010 2009
(In thousands)
U.S. OPEIALIONS. ..vetevieteiteeete ettt st te st se et sttt eebe st et et e st e e be st e e et et eseebe st e e ebe st eneeresbenene $24,221  $14,876  $19,657
FOrEIgN OPEIALIONS ...ttt ettt bbbttt b et e bbbt st e bt e be e et e 2,415 3,008 1,159

$26,636  $17,884  $20,816

Income tax expense differed from the amounts computed by applying the U.S. federal income tax rate of 35% to pretax
income from continuing operations as a result of the following for the years ended April 30, 2011, 2010, and 2009:

2011 2010 2009
(In thousands)

Computed “expected” iNCOME TaX EXPENSE.......ceriirerrererererereterereie e e e s sttt bbb rere e s s s besenans $9,323  $6,259  $7,285
Increase (decrease) in income taxes resulting from:

State income taxes, net of federal Denefit ... 1,083 676 836

Change in taxes resulting from permanent differences, Net...........cccccooiiniininiiic e 356 295 753

L 11T 112 (348) (137)

Total iNCOME TAX BXPENSE ...vcviviririiiiiteteteteteteree e et se sttt bbbt b e se s bbbt et et et ebere e e e $10,874 $6,882  $8,737

The tax effect of temporary differences between the financial statement carrying amounts and tax bases of assets and
liabilities that give rise to significant portions of deferred tax assets and liabilities at April 30, 2011 and 2010 are as follows:

2011 2010

(In thousands)
Deferred tax assets:

Unexercised nonqualified StOCK OPLIONS ..........ceiviiiiiiiiiicic e e $909 $586
Allowance for dOUDTFUL BCCOUNTS .........cviirieiiiie e 2,615 2,442
INterest rate SWaP AQrEEIMENTS ......cicviiieceeeeiesesee e e seeee et esre e st e este s eesraesreesreesaeeaeereesneesneenseenes 409 305
(@131 OO PSPS 77 84

Total deferred tAX ASSELS .....uviiiieieeiie ittt e e e ae e s re e sre e sbeebeenbeenbesraesreens 4,010 3,417

Deferred tax liabilities:

Property, equipment, software, and other intangible assets ........cc.covvvvereiinie i 5,727 3,213
DETEITEA FEVENUE .....vieiieiete ettt bbbt b bbbttt 8,348 8,062
PrEP@IT BXPENSES .. vvvvivrereeseeiesiestestesreeteesees e stestesteateereeseesteseessesteaseeteeseeneesaeseseesrenreeneenee e enreneenrenrn 158 233
Foreign currency translation adjuStMENt............ooi i 550 383

Total deferred tax HabIlItIES ......coviiviie e 14,783 11,891

Net deferred tax HabilitieS..........ccviviiiiiiiiice e $(10,773)  $(8,474)

In assessing the realizability of the gross deferred tax assets, management considers whether it is more likely than not that
some portion or all the deferred tax assets will not be realized. The ultimate realization of deferred tax assets is dependent
upon the generation of future taxable income during the periods in which those temporary differences become deductible.
Management considers the scheduled reversal of deferred tax liabilities, projected future taxable income, and tax planning
strategies in making this assessment. Based upon the level of historical taxable income and projections for future taxable
income over the periods in which the deferred tax assets are deductible, management believes it is more likely than not that
the Company will realize the benefits of these deductible differences.
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The Company has adopted the accounting and disclosure requirements for uncertain tax positions, which require a two-step
approach to evaluate tax positions. This approach involves recognizing any tax positions that are more likely not to occur and
then measuring those positions to determine the amounts to be recognized in the financial statements. The Company has
determined no reserves for uncertain tax positions were required at April 30, 2011 or 2010 or during the years then ended.

In May 2011, the Internal Revenue Service completed an audit of the Company’s 2009 tax return and made no adjustments.
At April 30, 2011, the tax years that remain subject to examination by the Internal Revenue Service are 2008 and 2010, and
years that remain open for other major taxing jurisdictions are 2008 and subsequent years.

(10) Stockholders’ Equity
As discussed in Note 16, a change in par value from $1 to $.01 was approved on July 14, 2011.
(a) Preferred Stock and Exchangeable Shares

The Company has 190,000 shares of authorized Class A preferred stock with a par value of $.01, and are carried on the
consolidated balance sheet at their original purchase price.

The holders of the Class A preferred stock are entitled to a dividend if a dividend is declared for common stock and shall
receive a dividend as if each share of preferred stock had been converted to Class A common stock in accordance with the
conversion ratio, and a liquidation preference upon the liquidation, dissolution, or consolidation of the Company. In the event
of liquidation, dissolution, or consolidation, the holders of Class A preferred stock will be entitled to receive out of the assets
of the Company, after payment or provision for payment of the debts or other liabilities of the Company, the original issue
price per share for each share of Class A preferred stock then outstanding, plus an amount equal to the original issue price per
share multiplied by 10% per annum from the original issue date, compounded annually to the date of such distribution. The
liquidation value of a share of outstanding Class A preferred stock was $39.23 and $35.66 at April 30, 2011 and 2010,
respectively.

A holder of the Class A preferred stock may, at the holder’s option, elect to convert each share of the Class A preferred stock
into 10 shares of fully paid and nonassessable shares of Class A common stock.

During 2011, the Company repurchased 18,146 shares of its Class A preferred stock for $2,722,000.

In October 2001, the Company acquired the remaining 40% of the outstanding common stock of the Canadian subsidiary in a
transaction, which was accounted for as a purchase. The Company issued consideration to the minority shareholder
consisting of 1,600,000 shares of Class A common stock, 10 shares of special voting preferred stock, and 100,000 shares of
exchangeable shares of a Canadian subsidiary in exchange for $2,000,000 in cash and the 40% minority interest in the
Canadian subsidiary. The 100,000 exchangeable shares are exchangeable at any time at a 10 to 1 ratio into the Class A
common stock of the Company. The special voting preferred shares issued have a $.01 par value and no liquidation value and
entitle the holder to vote each share as if it represented 100,000 shares of Class A common stock. These shares will be
canceled as the holder exchanges the exchangeable shares.

(b) Common Stock

The Company is authorized to issue 21,200,000 shares of Class A common stock, par value $.01 per share, and 1,000,000
shares of Class B common stock, par value $.01 per share. Class A common stock and Class B common stock entitle the
holders thereof to the same rights and privileges and are identical in all respects as to all matters, except the holders of
Class B common stock are entitled to elect one more director than the number of directors elected by holders of all other
classes of stock combined. Also, a holder of Class B common stock may, at the holder’s option, elect to convert the Class B
common stock into an equal number of fully paid and nonassessable shares of Class A common stock.
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During 2009, in connection with the acquisition of certain assets, the Company issued a total of 42,000 shares of Class A
common stock. There were no issuances of Class A common stock in connection with the acquisitions of assets in 2011 or
2010.
(c) Accumulated Other Comprehensive Income

The components of accumulated other comprehensive income at April 30, 2011 and 2010 are as follows:

2011 2010
(In thousands)
Foreign currency adjustment, Net Of tAX .......ccooieiiiiiiie e $1,015 $591
Interest rate swap agreements, NEt OF taX......cccviveiveiiere i (634) (470)
$381 $121

(d) Earnings per Share

Net income per share of Class A and Class B common stock is computed using the two-class method. Basic net income per
share is computed by allocating undistributed earnings to common shares and participating securities (Class A preferred stock
and exchangeable shares) and using the weighted-average number of common shares outstanding during the period.

Diluted net income per share is computed using the weighted-average number of common shares and, if dilutive, the potential
common shares outstanding during the period. Potential common shares consist of the incremental common shares issuable
upon the exercise of stock options. The dilutive effect of outstanding stock options is reflected in diluted earnings per share
by application of the treasury stock method. Additionally, the computation of the diluted net income per share of Class A
common stock assumes the conversion of Class B common stock, Class A preferred stock and exchangeable shares, while the
diluted net income per share of Class B common stock does not assume conversion of those shares.

The rights, including liquidation and dividends rights, of the holders of Class A and Class B common stock are identical,
except with respect to voting. As a result, the undistributed earnings for each year are allocated based on the contractual
participation rights of the Class A and Class B as if the earnings for the year had been distributed. Participating securities
include Class A preferred stock and exchangeable shares which have dividend rights that are identical to Class A and Class B
common stock.
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The computation of basic and diluted net income per share for the years ended April 30, 2011, 2010 and 2009 is as follows:

Basic net income per share:

Numerator

Allocation of undistributed arniNgS..........ccciveivereiiniere e
Amounts allocated to participating securities:
Class A preferred StOCK ... .o s
EXChangeable ShAresS ..o s
Net income attributable to common Stockholders............ccoovvveniiiiniieee

Denominator

Weighted-average common shares outsStanding..........cocooevereeienene e

Basic net income per share

Diluted net income per share:

Numerator

Allocation of undistributed earnings for basic computation ...............cccccoeeriiiinnnn
Reallocation of undistributed earnings as a result of assumed conversion of:
Class B common stock to Class A COMMON StOCK ........ccvvreriiirensineneise e
Class A preferred stock to Class A common StOCK .........ccoovevevenviceninnce e
Exchangeable shares to Class A cOmmON StOCK .........ccccueeriieiiienenie i

Denominator

Number of shares used in basic COMPULALION............ccociiiiiiiiiiic e,
Weighted-average effect of dilutive securities
Add the conversion or exercise of:
Class B common stock to Class A cOmmON StOCK ..........ccuveviireiiiineinirieenes
Class A preferred stock to Class A common StOCK .......ccccvevvererierennieseeieieenn,
Exchangeable shares to Class A common StOCK .........cccvveverereiennre e
Employee StOCK OPLIONS .......cviiuiiiiiiieiieece e e e

Diluted net INCOME PEI SNAIE ..ot

25

2011

Class A
Common Stock

Class B
Common Stock

(in thousands, except for share and per

share amounts)

$14,527 $1,235
(1,875) (159)
(1,013) (86)
$11,639 $990
10,588,954 900,000
$1.10 $1.10
$11,639 $990
990 —

2,034 —
1,099 —
$15,762 $990
10,588,954 900,000
900,000 —
1,850,800 —
1,000,000 —
322,559 20,245
14,662,313 920,245
$1.08 $1.08
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Basic net income per share:
Numerator
Allocation of undistributed arniNgS..........ceiveivereiinie i
Amounts allocated to participating securities:
Class A preferred StOCK ..o e
EXChangeable SharesS ..o s
Net income attributable to common Stockholders...........cccoovveniiieniciireee

Denominator
Weighted-average common shares outsStanding..........cccoooeverieienens s

BasiC NEt INCOME PEI SNAIE .....cveieieccc e

Diluted net income per share:
Numerator
Allocation of undistributed earnings for basic computation ...............ccocoevvveiveriennn
Reallocation of undistributed earnings as a result of assumed conversion of:
Class B common stock to Class A COMMON StOCK ........ccovvirereireneinenecse s
Class A preferred stock to Class A common StOCK.........ccovevvevenviievnviese e
Exchangeable shares to Class A cOmmON StOCK .........ccccceerieirienene i

Denominator
Number of shares used in basic compULAtIoN.............ccoociiiiiiiiiiie e
Weighted-average effect of dilutive securities
Add the conversion or exercise of:

Class B common stock to Class A cOmmON StOCK ........c.ccuveiiiriiinicnieiiirieenes
Class A preferred stock to Class A common StOCK .......ccccvevverererenvvieseeieneenn,
Exchangeable shares to Class A common StOCK .........cccvveverierervvnveireeeeeens
Employee StOCK OPLIONS .......ccuoiuiiiiiiiieiiceee e e e

Diluted net INCOME PEI SNAIE .......eiuiiiieiiie ettt b

26

2010

Class A Class B
Common Stock Common Stock

(in thousands, except for share and per

share amounts)

$10,154 $848
(1,323) (110)
(697) (59)
$8,134 $679
10,779,038 900,000
$0.75 $0.75
$8,134 $679
679 —

1,433 —

756 —
$11,002 $679
10,779,038 900,000
900,000 —
1,900,000 —
1,000,000 —
489,216 30,201
15,068,254 930,201
$0.73 $0.73
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2009

Class A Class B
Common Stock Common Stock

(in thousands, except for share and per
share amounts)

Basic net income per share:

Numerator
Allocation of undistributed earnings...........ccceveveiiiiiiise s $11,165 $914
Amounts allocated to participating securities:
Class A preferred StOCK ... ..o s (1,434) (118)
EXChangeable SharesS ............ooiiiiiiiie e s (755) (62)
Net income attributable to common StockhoIders............cccovvveivrreicnneie e $8,976 $734
Denominator
Weighted-average common shares outsStanding..........cocoocevereeieniene e 10,988,391 900,000
BasiC NEt iNCOME PEI SNAE .......viiiicicc e $0.82 $0.82
Diluted net income per share:
Numerator
Allocation of undistributed earnings for basic computation ...............cc.ccooreiiiinn $8,976 $734
Reallocation of undistributed earnings as a result of assumed conversion of:
Class B common stock to Class A COMMON StOCK ........covvreriireneineneine e 734 —
Class A preferred stock to Class A common StOCK .........cccovevevervicnivcesc e 1,552 —
Exchangeable shares to Class A commOon StOCK ..........cccceeivrieiincnie s 817 —
$12,079 $734
Denominator
Number of shares used in basic COMPULALION............cccooiiiiiiiiiiic e, 10,988,391 900,000
Weighted-average effect of dilutive securities
Add the conversion or exercise of:
Class B common stock to Class A common StOCK...........ccoeviiiiiiiienicieee, 900,000 —
Class A preferred stock to Class A common StOCK .......c.ccvevveveriereiiviesneieieenn, 1,900,000 —
Exchangeable shares to Class A common StOCK .........ccccveverereriinnrnie e 1,000,000 —
Employee StOCK OPLIONS .......ccvoiuiiiiiiieiieeee e 694,145 42,245
15,482,536 942,245
Diluted net INCOME PEI SNAIE ..ottt $0.78 $0.78

Diluted net income per share excludes the impact of shares of common stock from the exercise of options to purchase
1,894,000, 877,000 and 522,000 shares for the years ended April 30, 2011, 2010, and 2009 respectively, as the effect would
be antidilutive.

(11) Stock Compensation Plan

In May 1998, the board of directors approved the JTH Holding, Inc. Stock Option Plan (the Plan). Employees and outside
directors are eligible to receive awards under the Plan, and a total of 6,100,000 shares of Class A common stock have been
authorized for grant under the Plan. The Plan was readopted by the board of directors in May 2008. At April 30, 2011,
576,380 shares of Class A common stock are available for grant under the Plan. Stock options generally vest from six months
to five years from the date of grant and generally expire five years from the vesting date.
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The following table summarizes the information for options granted in the years ended April 30, 2011, 2010, and 2009:

2011 2010 2009
Weighted average fair value of options granted ...............ccccceeeennenn, $2.54 $1.95 $3.02
Dividend YIeld .......cocoeiiiiiie e 0.0% 0.0% 0.0%
Expected VOIAtility .........cccooiiiiiiiii e 14.6% - 15.7% 12.9% - 13.2% 13.8% - 14.5%
EXPECIEA tEIMS....c.eiiiciiiiiie et 4 - 6 years 4 -5 years 4 - 6 years
RiSK-free INterest rates ........cocvreiiirieiiiree e 1.2% - 2.3% 1.5% - 2.5% 2.1% - 3.6%

Stock option activity during the years ended April 30, 2011, 2010, and 2009 is as follows:

Weighted
Number of average
options exercise price

Outstanding at APril 30, 2008..........coieiiiiieiiie et et 2,112,370 $7.85
(€] 101 (1o [P SOU PSP US TP URTURPRURRRN 558,800 15.02
=] (o1 T=To AT TTURURUROPR (442,700) 5.19
L0 13 Tor T[T o OSSPSR (114,700) 11.97
Outstanding at April 30, 2009........c.oii it et 2,113,770 10.08
(€] 101 (1o [T O PSPPSR URTURPRURRRRIN 384,200 15.02
(=] (3 =T ST (457,350) 7.17
L0 1 Tor T[T o TP (69,900) 13.01
Outstanding at APril 30, 2010........ccvioieierieerise e sre e nens 1,970,720 11.61
LCT Vo1 (=T RSO UT PSPPSR PRRRPIN 1,048,800 15.03
(=] (7 =T ST (460,162) 8.27
L0 13 Tor T[T O PUSPPRSPRPRSPN (98,020) 10.08
Outstanding at APril 30, 2011.....c.ccviieieieie s re e ennens 2,461,338 13.77

Stock options were granted to employees of the Company except for options granted to nonemployee directors of 80,000,
50,000, and 80,000 stock options during the years ended April 30, 2011, 2010, and 2009, respectively.

The total intrinsic value of options exercised was approximately $3,100,000, $3,600,000, and $4,300,000 during the years
ended April 30, 2011, 2010, and 2009 respectively.
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Nonvested stock option (options which did not vest in the period in which granted) activity during the years ended April 30,
2011, 2010, and 2009 is as follows:

Weighted
Nonvested average
options exercise price

Outstanding at April 30, 2008............ccceiriiiiiiieieeee e 196,666 $11.17
(€] 101 (1o [P SOU PSP US TP URTURPRURRRN 270,000 15.00
RV (=T TSR RUR USSP (126,666) 12.78
(08T 1o T[T TR STPRSRPRRSRPN (65,000) 12.40
Outstanding at April 30, 2009........c.oii it et 275,000 13.90
(€] 101 (1o [ U PSPPSR URTURPRURRRN 40,000 15.00
BV (=T OSSPSR (107,500) 12.76
L0 1 Tor T[T o TP (30,000) 15.00
Outstanding at APril 30, 2010.......cceiiiiiiiieie it 177,500 14.65
(€] 101 (1o [P SOU PSP US TP URTURPRURRRN 702,500 15.00
B 1) (o SR (275,000) 14.78
CANCERIBA ...t bbbttt e bbbt nen — —
Outstanding at APril 30, 2011.. ..ot e 605,000 15.00

At April 30, 2011, unrecognized compensation costs related to nonvested stock options are $1,709,000. These costs are
expected to be recognized between 2012 and 2015.

The following table summarizes information about stock options outstanding and exercisable at April 30, 2011:

Weighted
Weighted average Weighted
Number of shares Range of average remaining Number of shares average
outstanding at exercise exercise contractual exercisable at exercise
April 30, 2011 prices price life April 30, 2011 price
100,000 $5.50 - 6.25 $5.65 1.4 years 100,000 $5.65
26,664 7.00 7.00 1.0 years 26,664 7.00
49,804 8.50 - 9.00 8.63 1.5 years 49,804 8.63
370,820 10.50 - 11.55 10.52 2.1 years 370,820 10.52
1,914,050 15.00 - 16.50 15.02 4.5 years 1,309,050 15.02

1,856,338

(12) Fair Value of Financial Instruments
The Company uses the following methods and assumptions to estimate the fair value of financial instruments.

Cash equivalents, receivables, other current assets, accounts payable and accrued expenses, and due to area developers:
The carrying amounts approximate fair value because of the short maturity of these instruments. At April 30, 2011 and 2010,
the Company had cash equivalents of $970,000 and $54,000, respectively, invested in money market accounts.

Notes receivable: The carrying amount of the Company’s notes receivable approximates fair value based upon the present
value of expected future cash flows discounted at the interest rate currently offered by the Company, which approximates
rates currently offered by local lending institutions for loans of similar terms to individuals/entities with comparable credit
risk.
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Long-term debt: The carrying amount of the Company’s long-term debt approximates fair value based on the present value
of expected future cash flows discounted at the interest rates offered by the lenders, which approximates rates currently

offered by local lending institutions for loans of similar terms to companies with comparable credit risk.

Concentrations of credit risks: Financial instruments that could potentially subject the Company to concentrations of credit
risks consist of accounts and notes receivable with its franchisees. The Company manages such risk by evaluating the
financial position of the franchisee, value of the franchises, as well as the personal guarantee of the individual franchisees. At
April 30, 2011 and 2010, there were no significant concentrations of credit risk associated with any individual franchisee or
group of franchisees. The Company maintains an allowance for potential losses based on its expected collectibility of the
receivables, which the Company believes is adequate for its credit loss exposure.

The consolidated financial statements include various estimated fair value information at April 30, 2011 and 2010.

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Financial assets and liabilities subject to fair value measurements on a
recurring basis are classified according to a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair

value.

» Level 1 — quoted prices for identical assets and liabilities in active markets.

e Level 2 — quoted prices for similar assets and liabilities in active markets, quoted prices for identical or similar assets
and liabilities in markets that are not active, and model-based valuations in which all significant inputs are observable in

the market.

e  Level 3— unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own

assumptions.

At April 30, 2011 and 2010, the following tables present, for each of the fair value hierarchy levels, the assets and liabilities
that are measured at fair value on a recurring and nonrecurring basis (in thousands):

April 30, 2011
Fair value measurements using
Total Level 1 Level 2 Level 3
Assets:
Recurring:
CaSh QUIVAIENTS .....c.ovieiececieicte ettt ettt $970 $970 $— $—
Nonrecurring:
Impaired accounts and notes receivable.............cccovevveiiiicici i $7,090 $— $— $7,090
IMpaired CUSTOMET TISES......ocuiiiiiiiiiee e 348 — — 348
$7,438 $— $— $7,438
Liabilities:
Recurring:
Interest rate SWap agreEMENTS .........c.cvcvevereerereieresese e v rerereree s e s s senenas $1,134 $—  $1134 $—
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April 30, 2010
Fair value measurements using

Total Level 1 Level 2 Level 3
Assets:
Recurring:
CaSh EUIVAIENTS .....cucviiiieceereiete ettt b bbb $54 $54 $— $—
Nonrecurring:
Impaired accounts and notes receivable...........c.ccevevvvereiiicicccece e $6,736 $— $— $6,736
IMpaired CUSTOMEN TSES......coueiiiiiieiie e e 526 — — 526
$7,262 $— $— $7,262
Liabilities:
Recurring:
Interest rate SWap agreBmMENS .......cccvcveerviveirisieeiesieee s e rere e $821 $— $821 $—

(13) Related Party Transactions

The Company considers directors, their affiliated companies and executive officers to be related parties.

For the years ended April 30, 2011, 2010, and 2009, the Company repurchased common and Class A preferred stock from

related parties as follows:

2011 2010 2009
Common stock:
Shares repurChased ..........ooeiicieiiii e 224,625 297,730 146,100
AMOUNL ottt st b et b et b et et et e et st e et b neane $3,369,000  $4,466,000  $2,192,000
Preferred stock:
Shares repurChased ..........ocueiiiiieiiieiee s 18,146 — —
AIMOUNE ...ttt ettt et e bt e et se b be s $2,722,000 $— $—
For the years ended April 30, 2011, 2010, and 2009, the Company issued and sold common stock to related parties as
follows:
2011 2010 2009
ShArES SOIA ... — — 424,376
Proceeds from sale of StOCK ..........ccveiiiiiiiiii e $— $—  $7,087,000
At April 30, 2011 and 2010, notes receivable from related parties are as follows:
2011 2010
NOLES FECRIVADIE. ...ttt sttt e b $950,000 $700,000
Principal repayments during the YEar ... s — 50,000
Interest payments dUriNg the VB ........ccveveriiieie it st nne s 51,000 17,000

Interest rates on these notes approximate prevailing market rates at the time of their issuance.
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April 30, 2011 and 2010

(14) Employee 401(Kk) Plan

The Company sponsors a defined contribution 401(K) profit sharing plan. Under the plan, employees who are 18 years of age
and have completed 90 days of service are eligible to make voluntary contributions to salary. Total compensation expense
related to these contributions was $305,000, $295,000, and $263,000 for the years ended April 30, 2011, 2010, and 2009,
respectively.

(15) Commitments and Contingencies

The Company is a defendant in certain lawsuits and is aware of other threatened claims generally incidental to its business as
a franchisor. Management is of the opinion that the accompanying consolidated financial statements will not be materially
affected by the ultimate resolution of litigation pending or threatened at April 30, 2011.

During the year ended April 30, 2009, following a 2008 trial, a judgment was entered against the Company and for the State
of California related to advertising in that state. An amount of approximately $1,300,000 was accrued and included in other
expense in the consolidated statement of income for the year ended April 30, 2009.

(16) Subsequent Events

On June 3, 2011, the Company authorized the grant of 343,670 stock options to certain employees and 80,000 stock options
to the nonemployee directors of the Company. The exercise price of these options will be $15 per share, which management
believes was the fair value of the common stock at the date of the grant. The options will vest between six months and three
years and may generally be exercised over a four to five-year period after the vesting date.

As previously discussed in Note 10, on July 14, 2011, the Company amended its Certificate of Incorporation to change the
par value of all classes of stock from $1 per share to $.01 per share. Management has made this change to allow a potential
increase in the number of shares authorized. The effects of the par value change have been recorded retroactively in the
consolidated financial statements.
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