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 INFORMATION REQUIRED IN REGISTRATION STATEMENT

 Item 1.    Business.

 General Information

Definitions and Trademarks

        References in this registration statement to "years" are to our fiscal years, which end on April 30 unless otherwise noted, and all references
to "tax season" refer to the period between January 1 and April 30 of the referenced year. Unless the context requires otherwise, the terms
"Liberty Tax," "Liberty Tax Service," "we," "the Company," "us" and "our" refer to JTH Holding, Inc. and its consolidated subsidiaries.

        This registration statement includes trademarks, including "Liberty Tax," "Liberty Tax Service," "Liberty Income Tax," "Liberty Canada"
and our logo, which are protected under applicable intellectual property laws and are our property and/or the property of our subsidiaries. This
registration statement also includes trademarks, trade names and service marks that are the property of other organizations.

Corporate Information

        We were originally incorporated in Delaware in September 2010 as JTH Holding, Inc. We are the holding company for JTH Tax, Inc. d/b/a
Liberty Tax Service, which was incorporated in Delaware in October 1996. Our principal executive offices are located at 1716 Corporate
Landing Parkway, Virginia Beach, Virginia 23454. Our corporate website address is www.libertytax.com. Information contained on or
accessible through our website is not a part of this registration statement and the inclusion of our website address in this registration statement is
an inactive textual reference only.

Market, Industry and Other Data

        Unless otherwise indicated, information contained in this registration statement concerning our industry and the market in which we
operate, including our general expectations and market position, market opportunity and market size, is based on information from various
third-party sources, on assumptions that we have made that are based on that data and other similar sources. Some data is also based on our good
faith estimates, which are derived from management's knowledge of the industry and independent sources. This data involves a number of
assumptions and limitations, and a reader is cautioned not to give undue weight to such estimates. Similarly, we believe our internal research is
reliable, even though such research has not been verified by any independent sources. While we believe the market position, market opportunity
and market size information included in this registration statement is generally reliable, such information is inherently imprecise. In addition,
information relating to projections, assumptions and estimates of our future performance and the future performance of the industry in which we
operate is necessarily subject to a high degree of uncertainty and risk due to a variety of factors, including those described in "Item 1A�Risk
Factors" and elsewhere in this registration statement. These and other factors could cause our results to differ materially from those expressed in
the estimates made by third parties and by us.

Special Note Regarding Forward-Looking Statements

        This registration statement contains forward-looking statements concerning our business, operations and financial performance and
condition as well as our plans, objectives and expectations for our business operations and financial performance and condition. Any statements
contained herein that are not of historical facts may be deemed to be forward-looking statements. You can identify these statements by words
such as "aim," "anticipate," "assume," "believe," "could," "due," "estimate," "expect," "goal," "intend," "may," "objective," "plan," "predict,"
"potential," "positioned," "should,"
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"target," "will," "would" and other similar expressions that are predictions of or indicate future events and future trends. These forward-looking
statements are based on current expectations, estimates, forecasts and projections about our business and the industry in which we operate and
our management's beliefs and assumptions and are not guarantees of future performance or development and involve known and unknown risks,
uncertainties and other factors that are in some cases beyond our control. As a result, any or all of our forward-looking statements in this
registration statement may turn out to be inaccurate. Factors that may cause such differences include, but are not limited to, the risks described
under "Item 1A�Risk Factors," including:

�
our possible inability to sustain growth at our historical pace;

�
the seasonality of our business;

�
our inability to secure reliable sources of the financial products we make available to our customers;

�
the continued service of our senior management team;

�
government regulation and oversight, including the regulation of our financial products such as electronic refund checks
("ERCs"), refund anticipation loans ("RALs") and our Instant Cash Advance products ("ICAs");

�
government initiatives that simplify tax return preparation, improve the timing and efficiency of processing tax returns, limit
payments to tax preparers or decrease the number of tax returns filed or the size of the refunds;

�
increased regulation of the products and services that we offer;

�
the possible characterization of ERCs as a form of loan;

�
changes in the financial products offered to our customers that make our services less attractive to customers or more costly
to us;

�
our ability and the ability of our franchisees to comply with regulatory requirements;

�
changes in our franchise sale model that may reduce our revenue;

�
the ability of our franchisees to open new territories and operate them successfully;

�
the ability of our franchisees to generate sufficient revenue to repay their indebtedness to us;

�
our exposure to litigation;

�
our ability and our franchisees' ability to protect customers' personal information;

�
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an ability to access the credit markets and satisfy our covenants to lenders;

�
challenges in deploying accurate tax software in a timely way each tax season;

�
competition in the tax preparation market;

�
our reliance on technology systems, including the deployment of our NextGen project, and electronic communications; and

�
other factors, including the risk factors discussed in this registration statement.

        Potential investors and other readers are urged to consider these factors carefully in evaluating the forward-looking statements and are
cautioned not to place undue reliance on the forward-looking statements. These forward-looking statements speak only as of the date of this
registration statement. Unless required by law, we do not intend to publicly update or revise any forward-looking statements to reflect new
information or future events or otherwise. A potential investor or other vendor should, however, review the factors and risks we describe in the
reports we will file from time to time with the Securities and Exchange Commission, or SEC, after the date of this registration statement.
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 Business

Business Overview

        We are one of the leading providers of tax preparation services in the United States and Canada. As measured by both the number of returns
prepared and the number of retail offices, we are the third largest and fastest growing national retail preparer of individual tax returns in the
United States and the second largest retail preparer of individual tax returns in Canada. From 2001 through 2011, we have grown the number of
U.S. tax returns prepared in our offices from approximately 137,000 to nearly 1.7 million. These services and related financial products are
offered primarily through franchised locations, although we operate a very limited number of company-owned offices each tax season. All of the
offices are operated under the Liberty Tax Service brand. Since the 2001 tax season, our percentage share of the paid tax preparation market in
the United States has increased from 0.2% to 2.0%.

        From 2001 through 2012, we grew our number of tax offices from 508 to nearly 4,200. We and our franchisees operated 3,898 offices in
the United States during the 2012 tax season, an 8.6% increase over the 2011 tax season, when we operated 3,590 offices, which was itself a
9.3% increase over the number of offices operated in the 2010 tax season.

        The following table indicates the number of offices open at any point during the tax season and the number of total tax returns filed through
these offices during the fiscal year ended April 30 of each year.

2007 2008 2009 2010 2011
Offices 2,381 2,695 3,091 3,531 3,845
Tax returns prepared in our offices 1,313,000 1,456,000 1,632,000 1,795,000 1,946,000

        We provide our customers with value-added federal and state tax preparation services and related financial products both in retail offices
and online. Our target customers include taxpayers who for reasons of complexity, convenience or the need for prompt tax refunds desire the
assistance of assisted tax preparation services. Our customer growth is driven by our ability to capture an increasing share of a continuously
expanding tax preparation market.

        We believe that our franchise system is the core of our highly scalable business model and the keystone of our growth. Virtually all of the
Liberty Tax offices are operated by franchisees. Because we do not own or operate a significant number of tax offices, we are able to focus on
marketing, franchisee coaching and support, financial product development and other initiatives that drive our overall success. In addition, our
franchise model allows us to grow our tax system with minimal capital expenditures or fixed cost investments.

        Our franchise model has been recognized as an attractive investment opportunity for entrepreneurs. In May 2011, Entrepreneur Media
ranked us as the best tax franchise opportunity, as well as the seventh fastest growing franchise system, based on the number of new franchise
units added in the U.S. and Canada from 2009 to 2010. On February 8, 2012, Forbes ranked us the seventh best franchise in their "Top
20 Franchises for the Buck" list, based on the estimated minimum initial investment, store survival rate, training hours offered and the total
number of franchise locations. We believe our system offers best in class training and support to both new and existing franchisees. We have
focused on keeping the cost of establishing a Liberty Tax franchise relatively low compared to other opportunities available to potential
franchisees in order to attract motivated entrepreneurs seeking to minimize their initial costs. We believe this low upfront capital requirement,
combined with the potential for attractive office level profitability, provides an opportunity for a significant return on investment for our
franchisees.
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        Our growth is also reflected in our financial performance. Our total revenues grew to $95.5 million in 2011 from $84.6 million in 2010, and
our net income increased to $15.8 million in 2011 from $11.0 million in 2010. Our systemwide revenue, which is the base from which we derive
franchise royalties, grew to $338.6 million in 2011 from $304.3 million in 2010. Our systemwide revenue represents the total tax preparation
revenue generated by our franchised and company-owned offices.

Our Industry and Market Opportunity

        We believe that Liberty Tax Service is well positioned to increase our share of the paid tax preparation market because of our strong brand,
the strength of our franchise model, and our ability to take advantage of industry consolidation.

        During calendar year 2011, there are estimated to have been 142 million tax returns filed with the Internal Revenue Service ("IRS"), of
which 131 million tax returns were filed during the 2011 tax season. The IRS expects the number of tax returns to continue to grow, and projects
a greater than 5% increase in tax return filings from 2011 to 2015, as illustrated below.

 Total Individual Returns

Source:    IRS website. The "P" designation for calendar years 2012 and later reflects IRS projections, and the "E" designation for calendar year
2011 reflects an IRS estimate.

        The tax return preparation market is divided into two primary distinct sectors: paid tax preparation and Do It Yourself ("DIY") preparation,
which includes traditional "pen and paper" preparation as well as DIY preparation through online and software-based tax products. Although
recent years have seen growth in the relative portion of the DIY sector that has been captured by online and software-based tax products, the
separate paid tax preparation sector, in which we and our franchisees primarily compete, has also continued to grow. The stability within the
paid tax preparation sector and our
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growth within that sector are illustrated in the following tables. The tables below include data from the tax season of each referenced year:

 Tax Preparation Market Sectors

Source:    IRS website.

        The percentage of returns filed through paid tax preparers has remained relatively stable over the past decade, with material year-to-year
variations generally in years where government tax rebate programs cause a spike in filings by taxpayers who might otherwise not have filed, or
where recessionary conditions, as in 2009, temporarily depress filings. The growth in the number of individual returns reflects a consistent trend
over many years, and the historical data and projected IRS information indicates that both the number of individual returns prepared and those
prepared by paid tax preparers have increased and we believe it will continue to increase at a relatively constant rate over the next several years.
Since the 2001 tax season, our percentage share of the paid tax preparation market in the United States has increased from 0.2% to 2.0% based
on IRS data reflecting the paid tax preparation market, as illustrated below.

 Liberty's Share of the Paid Tax Preparation Market

        As shown in the following chart, in the 2011 tax season, only approximately 23% of the paid tax preparation market was represented by the
national retail tax preparation companies: Liberty Tax and our two national competitors, H&R Block and Jackson Hewitt, each operating under a
different business model. While virtually all of our offices are operated by franchisees, H&R Block primarily operates company-owned offices
and Jackson Hewitt operates a mixture of franchised and company-owned offices. The remaining 77% of the paid tax preparation market is
primarily comprised of tens of thousands of independent tax preparers operating at a local and regional level. We believe most of these
independent preparers operate individual or a limited number of locations. As the industry
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continues to consolidate, we believe our most likely potential customers are those taxpayers with an adjusted gross income ("AGI") of less than
$75,000. This group of taxpayers comprises approximately 70% of the total paid tax preparation market that is not currently served by one of the
three national retail tax preparation companies.

 2011 Paid Tax Preparation Market Share

        The information in the table above reflects the market share of the respective groups with respect to the paid tax preparation market as
reported by the IRS. The information for H&R Block and Jackson Hewitt is based upon publicly available filings.

Our Business Strengths

        We attribute our success in the retail tax preparation industry to a number of strengths:

        We are a market leader in providing retail tax preparation services.    We are presently the third largest provider of retail tax preparation
services in the United States and the second largest provider of retail tax preparation services in Canada as measured by number of tax returns
prepared and the number of retail offices. We currently have a network of 2,094 franchisees and nearly 4,200 offices for the 2012 tax season, the
majority of which had been opened within the past five years, and many of which are in the initial stages of growth. We believe that there is no
existing smaller competitor in the retail tax preparation market that could challenge our market position on a national scale due to the expense
and length of time required to develop the infrastructure, systems and software necessary to create and support a nationwide network of tax
preparation offices. As a result, we believe that it would be difficult for an additional national competitor to emerge in our market for the
foreseeable future. Moreover, our brand identity and substantial growth have helped us cement strong repeat business in our offices. Our brand is
reinforced by our Liberty logo and our unique advertising techniques, which include personalized and highly visible marketing strategies. We
believe our model creates a powerful platform that allows our franchisees to continue to grow their scale and profitability as they become more
seasoned.

        A highly scalable and attractive franchise business model.    Our franchise model enables us to rapidly expand while keeping capital
expenditures and fixed cost investments low. Virtually all of our offices are operated by franchisees, which allows us to focus on marketing,
training and expanding our value-added services, while our franchisees focus on locating and opening new office locations and increasing the
number of customers at existing locations. We believe that our time-tested and proven franchise strategy, when combined with the economics of
our low-cost franchise model, enables us to grow our brand by attracting highly motivated entrepreneurs. Our standard franchise fee per territory
is $40,000,

8

Edgar Filing: JTH Holding, Inc. - Form 10-12G

9



Table of Contents

which is typically lower than other franchise opportunities, and we offer our franchisees flexible structures and financing options for franchise
fees and royalty payments. We believe we offer a stable franchise opportunity and have designed our franchise model to closely align our
interests with those of our franchisees in an effort to promote their profitability and return on investment. Our status as a market leader is
demonstrated by the fact that we continue to be highly ranked in independent national publications that rank the attractiveness of franchise
opportunities and franchisee satisfaction.

        Our franchisee and consumer-oriented strategy drives our success and enhances our relationships with our franchisee base.    We
believe that we must deliver value to both our franchisees and their customers to further drive our success. We encourage a collaborative and
open culture among our franchise base and are proactive in providing ongoing training opportunities to both new and established franchisees.
We actively manage our franchise base by enforcing franchisee performance standards in order to optimize systemwide revenue and the
royalties we receive from our franchisees. Because of the room for growth in our franchise system, we provide our high-quality franchisees the
opportunity to increase the number of offices they own and operate. Our franchise model appeals to a select group of highly motivated
individuals who are attracted to a platform that requires them to be intensely focused during the relatively short tax season but also enables them
to pursue other business and personal endeavors throughout the rest of the year. Because the personal success of our franchisees is directly tied
to the success of their individual offices, we believe our franchisees are more focused than the operators of our primary competitors'
non-franchised offices on both providing a positive customer service experience and delivering value to their customers.

        The paid tax preparation business is inherently a neighborhood business, and we support our franchisees in utilizing our model in a way that
allows them to maximize the success of their offices. Franchisees interact directly with existing and potential customers, which drives high
customer loyalty within their market areas. In addition, we recognize that some of our customers value the wide range of financial products we
enable our franchisees to provide. We have consistently endeavored to provide our franchisees access to a full range of competitive products and
services, including ERCs, prepaid debit cards loaded with their tax refund amounts, RALs and ICAs, along with other electronic filing products
and services. We utilize this mix of franchisee support and services to mitigate the challenges of a franchise business model, which include our
lack of direct control over day-to-day operations in the tax offices and our reliance on franchisee growth and expansion to grow our business.

        The evolving legal and regulatory climate surrounding some of the financial products that we have made available to our franchisees and
their customers has required us to adapt quickly to new limitations that made it more difficult to offer customers the same financial product
choices as were available in prior tax seasons. We have adapted to these challenges by developing alternatives for customers and by ensuring
that we are a market leader in this area, and although the law and regulations may continue to change, we expect to be able to continue to give
our franchisees and their customers a range of financial product choices that will be at least as broad as that offered by our competitors.

        Our experienced management team has a proven track record.    Our senior management team has significant experience in the tax
preparation industry. Our founder, Chairman and CEO, John Hewitt, is a pioneer in the tax preparation industry. Prior to Liberty Tax,
Mr. Hewitt began his career with H&R Block and was the founder of Jackson Hewitt. Likewise, our Chief Operating Officer, Rufe Vanderpool,
has been with Liberty since 2004, and has been in the tax preparation industry since 1998, and our Chief Financial Officer, Mark Baumgartner,
has been with us since 2003. Many of our other key personnel also have a long history of working in the tax preparation industry.
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Our Growth Strategy

        We believe we are uniquely positioned within the retail tax preparation industry to seize the available growth opportunities. Our strategy for
growth includes:

        We plan to grow our number of franchised office locations within the U.S.    We plan to aggressively expand our number of office
locations. We believe there is substantial untapped potential for us to add more than 6,000 additional offices, after which we would be
comparable to the size of our largest national competitor, H&R Block. We believe we can increase the average number of tax offices operated
by our franchisees by continuing to offer programs and support designed to encourage franchisees to expand their business. For example, we
intend to place new and existing franchisees in remaining undeveloped geographic territories. We have recently begun to offer existing
franchisees the ability to operate in additional territories for one tax season before electing to acquire those territories. We believe we can
achieve this growth because we have a significant number of undeveloped territories. We also offer several innovative programs for new and
existing franchisees, including a "zero franchise fee" alternative that allows franchisees to minimize their initial investment in exchange for
paying higher royalties during the first five years of the franchise term.

        We plan to grow our number of returns.    Many of our offices are relatively new, and as they continue to become more seasoned, will be
able to add new customers who we expect will become repeat customers. Approximately 42% of our retail offices open during the 2011 tax
season were in the first three years of operation, providing substantial room to add additional customers. Our new retail offices typically
experience their most rapid growth during their first five years as they develop customer loyalty, operational experience and a referral base
within their community. In addition, we believe that our unique marketing programs, customer oriented services, easy to use tax preparation
software, and national presence will continue to drive the number of tax returns prepared in our franchised offices.

        We are poised to take advantage of anticipated industry consolidation and strategic opportunities to increase our number of offices and
returns.    We expect to benefit from anticipated industry consolidation as we believe many independent tax preparers will look to exit the
industry as they confront increased costs, regulatory requirements and demands to provide financial products. We believe we will be a
beneficiary of this consolidation because we are able to more efficiently address changing regulatory requirements due to our scale and also
because we have succeeded in providing a fully competitive mix of the kinds of financial products sought by customers. In addition, our
reputation in the market should continue to drive new customers to our brand, which will also enhance our position in a consolidating industry.
As a result, we believe we will continue to accrete market share by virtue of our attractive platform for preparers and for new franchisees
looking to capture customers from exiting independent preparers. We may also consider larger strategic transactions if those opportunities arise.

        We may strategically acquire Area Developer ("AD") areas.    We operate under a two-tier franchise system, which includes franchisees
operating retail offices in "territories" that encompass a target population of approximately 30,000 people and ADs that operate in areas that
include large clusters of territories. We use ADs to help us build out our retail franchise base by marketing available franchise territories. We
initiated our AD program in 2001, at a time when we were seeking to accelerate the growth of our franchise system. We continued utilizing the
AD program in recent years to focus on areas with large underdeveloped groups of territories we believed would benefit from the dedicated sales
attention that an AD would bring to our franchise sales process. We presently have 190 active AD areas, and as of January 31, 2012, those areas
had 4,053 unsold franchise territories located within them. Our arrangements with our ADs require us to pay a substantial portion of the
franchise fees and royalties we receive to our ADs. Although we still expect to grow our franchise network through the sale of new AD areas,
opportunities often arise to acquire underperforming AD areas or AD areas in
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more mature markets at favorable terms, offering us better future profitability from the associated franchise locations as a consequence of
repurchasing the area rights of those ADs.

Our Business

        Our business involves the provision of retail federal and state income tax preparation services and related products in the United States and
Canada. Virtually all of our services are provided through franchised offices, and for the 2011 tax season, our services were offered in 3,845
retail offices, of which 3,590 were in the United States (with the remainder in Canada) and 3,549 of our retail offices in the United States, or
more than 98%, were owned by franchisees. Unlike some of our primary national competitors, we have maintained a relatively simple business
model. We have not attempted to diversify into banking or mortgage operations. By building on steady growth since our founding and using our
available financing to fund operations between tax seasons, we have avoided excess leverage while ensuring minimal outstanding indebtedness
at the end of each tax season. At April 30, 2011 and 2010, for example, we had no outstanding balance under our revolving credit facility. Our
focus since inception has been on growing the number of Liberty Tax offices, increasing the number of tax returns prepared by those offices, and
enhancing profitability by offering services and products that continue to build the Liberty Tax brand.

        In the 2011 tax season, we and our franchisees in the United States accounted for almost 1.7 million tax returns filed through our retail
offices, and approximately 98,000 additional tax returns filed through our online tax software, eSmartTax. Because some of our competitors
have been unable to offer a full range of financial products over the last two tax seasons, and because we believe we are positioned to maintain a
competitive set of products to offer in the financial products area, we believe there is a substantial opportunity to combine our retail office
growth with an increase in the number of returns we and our franchisees produce on a per office basis.

        A typical tax season consists of two primary filing periods: a "first peak" involving filers who file relatively quickly after receiving their
Forms W-2, and late-season filers who file during the weeks leading to the usual April 15 federal tax filing deadline. In the 2011 tax season,
61% of returns filed in our retail offices were filed between January 1 and February 28, and an additional 18% were filed between April 1 and
April 18.

Liberty's Franchise Model

        We rely on a franchise model for our growth. Although our larger primary competitors maintain a mix of franchise locations and
company-owned offices, we have determined that we can best grow our company by increasing our franchisee base, and the number of offices
operated by our existing franchisees. We have also included in our franchisee model the sale of AD areas, and under this AD model, we make
large clusters of territories available to an AD who is responsible for marketing the available franchise territories within the larger AD area in
order to help us fill gaps in our franchise system. As described below, when we utilize an AD to assist us in franchise sales, we receive revenue
from the sale of the AD area, but sacrifice a portion of the franchise fees and the royalty stream from the franchises within the AD area.

        Franchise territories.    We have divided the United States into approximately 10,000 potential franchise territories. We attempt to draw
territory boundaries so that each territory has a target population of approximately 30,000 people. Franchisees are permitted to open more than
one office in a territory, and within the territory they may also be the beneficiary of the opportunity to open offices located in a retail operation
in which we have the opportunity to place a tax preparation kiosk. We presently have kiosk arrangements with certain Kmart, Sears and Ace
Cash Express stores, and had 135 such kiosks open during the 2011 tax season.
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        As of the beginning of the 2012 tax season, our largest franchisee operated 24 tax locations, and a majority of our franchisees operated only
a single tax location. As part of our growth strategy, we anticipate increasing substantially the average number of offices per franchisee, by
encouraging more of our franchisees to acquire and open additional franchise territories. We anticipate that a significant number of our
franchisees may elect to remain single-office owners, but that others will be attracted to the opportunity to grow their revenue base and overall
profitability by enjoying the economies of scale associated with multi-unit operations. Because we continue to have measurably fewer offices
than our two largest competitors, we believe that we have a significant number of additional territories available that will allow us to implement
this business model, and we are devoting a substantial amount of our sales efforts to providing opportunities to existing franchisees to acquire
additional territories.

        AD areas.    We initiated our AD program in 2001, at a time when we were seeking to accelerate the growth of our franchise system. We
presently have 190 active AD areas, and as of January 31, 2012, those areas had 4,053 unsold franchise territories located within them. We
continued utilizing the AD program in recent years to focus on areas with large underdeveloped groups of territories we believed would benefit
from the dedicated sales attention that an AD would bring to our sales process. Our franchise fees for AD areas vary based on our assessment of
the revenue potential of each AD area, and also depend on the performance of any existing franchisees within the AD area being sold. Our ADs
generally receive 50% of both the franchise fee and royalties derived from franchises located in their AD areas and are required to provide
marketing and operational support.

        We strategically repurchase AD areas from existing ADs. In fiscal 2011, we spent $6.6 million to repurchase 16 AD areas, and the
franchise territories within those repurchased AD areas accounted for $1.3 million in gross royalties and franchise fee payments for the year
prior to purchase. Because AD franchise agreements generally require us to pay 50% of both the franchise fees and royalty revenue derived from
franchises located in their AD areas to our ADs, we expect that the repurchase of those AD areas will provide additional royalty and franchise
fee income to our revenues in future periods. In fiscal 2011, our ADs in the aggregate earned $4.1 million in franchise fee revenue and
$19.3 million in franchise royalties.

        When we engage in repurchases of AD areas, we generally value the area by using a discounted cash flow calculation, and we purchase the
area on a basis that reflects our expected return from recapturing the post-purchase royalty stream that would otherwise have been paid to the
AD. By repurchasing areas at a price that provides liquidity to an AD, we are able to pay off indebtedness of that AD to us, where applicable,
and secure the full benefit of franchisee royalty streams for periods after the completion of the repurchase.

        Franchise sales process.    We engage in an active marketing process, both directly and through our ADs, in order to sell additional
franchise territories. Our sales process includes sales to new franchisees, as well as the sale of additional territories to existing franchisees
willing to expand into additional territories. For new franchisees, the process includes multiple steps that culminate in a week-long training
session that we call Effective Operations Training. We generally require a new franchisee to pay the entire franchise fee for the franchisee's first
territory at the time of acquisition, although as described below, we often provide funding for additional territory purchases by both new and
existing franchisees. In June 2011, we announced a new franchise sales program pursuant to which new and existing franchisees could obtain
selected unsold territories without the payment of a franchise fee. Territories acquired under this program will, as described below, require
higher royalty fees during the first five years of the franchise agreement, but will involve less initial financial risk to a potential franchisee. We
also utilize advertising in national publications, appearances at conventions and trade shows at which we believe potential franchisees may be
present, and various direct marketing techniques, in order to obtain and pursue franchisee leads.
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        During fiscal 2010, we offered two new franchise purchase programs, a "rent to own" program and a "try before you buy" program, both of
which were designed to allow existing franchisees to acquire additional territories with minimal risk. In both of these programs, which are
designed for the purchase of unsold territories, we allow an existing franchisee that is willing to pursue expansion to operate a territory without
an obligation to pay a franchisee fee during the first tax season. If the franchisee operates the territory and elects to retain ownership of the
territory, the territory becomes subject to a standard franchise agreement and the payment of the standard franchise fee.

        Because of the uncertainty surrounding the availability of financial products, the difficulty that many independent and smaller tax preparers
are having accessing sources of financial products, and an increasingly cumbersome regulatory climate, we believe that there is an opportunity to
convert independent tax preparers, including smaller multi-unit operations, to Liberty Tax franchisees. We are expending significant marketing
effort to encourage these conversions, and because these operations involve existing tax operations, generally offer more favorable terms to
these prospective franchisees than we make available for undeveloped territories.

        Our franchise agreements.    Under the terms of our standard franchise agreement, each franchisee receives the right to operate a tax return
preparation business under the Liberty Tax Service brand within a designated geographic area. Similarly, our agreements with ADs permit ADs
to market franchise territories within a designated multi-territory area. Franchise agreements have an initial term of five years and are renewable.
The agreements impose various performance requirements on franchisees, require franchisees to use our LibTax software and equipment
designated by us, and obligate our franchisees to operate in their offices in accordance with standards we establish. These standards include
specified in-season and out-of-season opening hours, criteria for the location of franchise offices, requirements related to tax preparers and other
office employees, and minimum performance standards. Our agreements also require our franchisees to comply with applicable state and federal
legal requirements. Although we do not control and are not responsible for any compliance issues that could be caused by our franchisees or
their tax preparers, we provide guidance to our franchisees regarding their compliance obligations, including the provision of standard
advertising templates, training materials that include detailed compliance information, and systems that alert them to unusual activity. We also
use a variety of means to identify potential issues.

        Each year, we terminate a number of franchisees, and other franchisees voluntarily relinquish their territories, often in exchange for our
forbearance on the remaining indebtedness owed to us in connection with the franchise territory. In fiscal 2011 and fiscal 2010, respectively,
approximately 316 and 274 retail tax locations that had been open were subject to voluntary and involuntary franchise terminations. We resold
many of these territories to new or existing franchisees, closed other office locations, and maintained a limited number of office locations that
we were not able to resell before the subsequent tax season as company-owned offices. In order to protect our competitive position, we regularly
take actions to enforce the non-competition obligations and restrictions regarding customer lists and our trademarks and service marks contained
in our franchise agreements.

        When a franchisee's right to operate a franchise location is terminated, voluntarily or involuntarily, we evaluate the open office in order to
determine whether it will be appropriate to resell that territory, including the existing office location, to a new or existing franchisee. As
indicated below, the purchase price for an existing territory differs from the purchase price for an undeveloped territory, because it is based on
our assessment of the value of the existing office operation.

        Company-Owned Offices.    We intentionally operate very few company-owned offices. As of April 30, 2011, we operated 55
company-owned offices in the United States and Canada and as of January 31, 2012 we operated 93 such offices. Tax returns prepared by our
company-owned offices represented approximately 1% of the total number of tax returns prepared in the Liberty Tax system in 2011. We focus
primarily on growing through the opening of new franchise locations, and most of the
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company-owned offices we operate in a given tax seasons were offices that were previously owned by former franchisees who have ceased
operations or did not meet our performance standards. Rather than close offices that we believe have the potential to be successful, we attempt to
resell these offices, and when we fail to do so before the beginning of a tax season, we operate company-owned offices through a tax season and
until we can resell them at a later time. For this reason, the offices that we operate as company-owned offices change substantially from season
to season.

        Franchise fees and royalties.    New franchisees (and existing franchisees acquiring additional territories) presently have several options for
acquiring a new undeveloped territory:

�
For new franchisees purchasing their first territory, payment of a franchisee fee of $40,000, all of which is generally
expected to be paid at the time of acquisition of the franchise.

�
For existing franchisees acquiring additional territories, payment of a franchise fee of $40,000, of which 20% must be paid
as a down payment and the balance (subject to credit approval) may be subject to a loan from us.

�
For existing franchisees willing to expand, use of our "try before you buy" or "rent to own" options, which require the same
20% down payment, but allow the franchisees to defer the payment of franchise fees until they have operated the territory
for most of one tax season and elect to keep the territory.

�
Alternatively, new and existing franchisees can opt for our new "zero franchise fee" alternative, which allows a new territory
to be acquired without the payment of the franchise fee, upon delivery of a minimal security deposit, subject to a franchise
agreement that will impose higher royalties, as described below.

        When we resell franchises in existing territories, we base the fees payable by a franchisee on the revenue generated by the tax location in
prior years, and in some cases may make the "rent to own" or "try before you buy" options available to prospective purchasers. The purchasing
franchisee is required to pay what we consider to be a customer list purchase price, representing the value attributable to the prior operations in
the franchised office.

        Our franchise agreement requires franchisees to pay us:

�
A base royalty equal to 14% of the franchisee's tax preparation revenue, subject to certain specified minimums.

�
An advertising fee of 5% of the franchisee's tax preparation revenue that we utilize to fund our collective advertising efforts.

        Franchisees acquiring territories under our new "zero franchise fee" alternative will be required to pay us franchise royalties of 25%
through the first five tax seasons and thereafter 14% of their tax preparation revenue. These franchisees are also required to pay us advertising
fees of 5% each tax season.

        Our franchisees generally pay royalties and advertising fees to us during the month following the month in which they accrue. When a
franchisee becomes past due on those payments, we have the ability to collect them from our franchisees through a "fee intercept" mechanism.
Because our franchisees are required to use our electronic systems to make electronic filings for customers, franchise fees and other amounts
payable to us by our franchisees can be deducted from the amounts otherwise payable to the franchisee once a tax return is funded by the IRS or
state taxing authority. This fee intercept mechanism minimizes our credit risk.
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        Franchisee loans.    We provide a substantial amount of lending to our franchisees (including ADs). In addition to allowing franchisees to
defer a portion of their franchise fees, which they pay over time, our franchisees utilize working capital loans to fund their operations between
tax seasons, and expenditures they need to make in order to prepare for the following tax season. At January 31, 2012, our franchisees and ADs
were indebted to us in the total amount of $184.3 million, and we had recorded an allowance for doubtful accounts of $6.0 million. This
indebtedness generally takes one of the following forms:

�
The unpaid portion of franchise fees (including AD franchise fees), which does not represent a cash advance by us to the
franchisee, but a loan of the franchise fee, generally payable over four years.

�
Amounts due to us in connection with the purchase price of customer lists for franchisees acquiring previously opened
territories. The notes for these amounts are generally payable over five years following the acquisition.

�
Annual working capital loans made available to qualified franchisees between May 1 and January 31 each year, which are
repayable to us by the end of February of the following year.

�
Amounts payable in connection with promissory notes given to us for royalty and advertising fee amounts due to us for prior
periods, but not paid by a franchisee on a timely basis.

        We utilize our fee intercept mechanism in order to ensure repayment of these amounts by our franchisees, ensuring that repayment occurs
from the stream of revenues our franchisees receive from tax preparation and other services. In addition, when a franchise is held by an entity,
rather than an individual principal, we generally require an individual guaranty of the franchisee indebtedness.

        Franchisee support.    We provide substantial support to our franchisees in a variety of ways. Our franchise agreement requires our
franchisees to adhere to certain minimum standards, including the use of tax preparation software we provide, the use of computers and other
equipment that we select (but that we do not sell to them), training requirements and other criteria. We make substantial training opportunities
available to our franchisees and their prospective employees, and we require each franchisee to send representatives to a week-long Effective
Operations Training seminar before they are allowed to operate a franchise location. We also make intermediate and advanced training available
to our franchisees, offer "Tax School" classes for franchisees and prospective tax preparers, and provide substantial phone and internet-based
support, particularly during the tax season. During the tax season, we maintain a fully-staffed operations center, with extended hours, at our
corporate headquarters in Virginia Beach, Virginia. During the peak tax season, we hold daily conference calls in which we share and allow
other franchisees to share recommendations and techniques for improving office performance, and in which we emphasize the importance of
implementing the marketing plan that we recommend as part of our franchisee training.

        Our NextGen project is also an integral part of our determination to deliver an improved level of service to our franchisees. In addition to
integrating our online and retail-based tax preparation software, we expect the NextGen project, when fully deployed, to improve the ability of
our franchisees to comply with financial information protection requirements by moving most tax preparation information to a secure centralized
platform, and to provide web-based support services in a way that will be both more accessible to our franchisees and their employees and less
expensive for us to provide.

Marketing and Advertising

        Our marketing and advertising includes both the marketing efforts we provide and those carried out by our franchisees.
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        We fund many of our direct marketing efforts using the 5% marketing and advertising fee paid to us by our franchisees. A portion of these
fees are made available directly to franchisees to enable them to purchase from third-party vendors marketing and advertising materials that have
been developed and approved by us. The remaining fees are used in connection with our provision of advertising and marketing support to our
franchisees, including the maintenance of an "ad builder" program that our franchisees use to produce a variety of advertising materials. These
fees are also used in connection with our national, regional and local marketing efforts, which are designed to increase brand awareness and
attract both early season and late season customers. The direct advertising and marketing support that we provide often includes direct mail and
yellow pages advertising (and its online equivalent). We have the capability, and provide the capability to our franchisees, to create sophisticated
and demographically targeted advertising programs, and programs that target previous customers.

        We embrace and expect our franchisees to adopt what we describe as "guerrilla" marketing techniques, which are intended to create
awareness of our franchisee's services and products. For example, we have pioneered the use of "wavers," costumed employees, usually dressed
in Lady Liberty costumes, who wave at passing cars and pedestrians and thereby remind potential customers of the availability of Liberty Tax's
services. We believe that offices that deploy wavers enjoy substantially greater success than those that decline to utilize this marketing
technique. We utilize our website, which includes an office locator, to direct customers to our franchise locations, but because of the significant
regulation to which we and our franchisees are subject, do not permit our franchisees to operate independent websites. We also furnish
franchisees with complete pre-approved advertising packages, designed to comply with the variety of federal and state regulations that govern
the advertising of our services and products. We also encourage our franchisees to utilize discount coupons and other mechanisms to drive
additional customers to their offices.

Tax Courses and Training Preparers

        Our franchised and company-owned offices offer a comprehensive catalog of tax education courses. Our basic income tax courses consist
of approximately 60 hours of learning and provide students with a general working knowledge of individual income taxes and tax return
preparation. We also offer a series of advanced and intermediate courses of varying length to provide a more in depth level of learning to those
individuals who already possess a basic understanding of income taxes and income tax return preparation. These courses develop a general
interest in tax return preparation and also create public awareness of our brand. Many of the students taking these courses develop an interest in
tax return preparation as a career and often become tax preparers for franchisees or our company-owned offices, or later become franchisees. We
generally charge our franchisees for the cost of the manuals used to teach our tax preparation courses, and in some jurisdictions, we or our
franchisees charge students taking these courses fees that are commensurate with the cost of offering the program and that are designed to ensure
that the students taking the courses have a bona fide interest in tax preparation. Our operation of our tax education courses is designed by us to
be effectively revenue neutral, and our tax courses are neither a source of significant revenue nor a significant cost in any fiscal year.

Tax Preparation in the Liberty System

        Through our franchisees, we offer tax preparation services and related financial products to our tax customers. The services and products
that our franchisees implement are designed to provide streamlined tax preparation services for taxpayers who for reasons of complexity,
convenience or the need for prompt tax refunds seek assisted tax preparation services.

        LibTax software.    Our proprietary tax software program, "LibTax" was first deployed in 2006, and offers an interactive
question-and-answer format that is easy for our retail office tax preparers to use, and that facilitates tax preparer training. A substantial number
of changes are made each year to tax
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laws, regulations and forms that require us to expend substantial resources every year to develop and maintain tax preparation software, at both
the federal level and for every state with income tax filing requirements, that will be ready to be deployed in every Liberty Tax office before the
beginning of the tax season.

        Electronic filing.    The LibTax software also allows tax customers to have their federal and state income tax returns filed electronically.
Electronic filing permits taxpayers to receive tax refunds substantially sooner than when a tax return is filed on paper through the mail. Based on
information made available by the IRS, we believe that an electronically-filed return for which a refund is direct deposited into a bank account
takes an average of 8-15 days for the refund to be made available to a taxpayer, while a refund associated with a mailed return will take
3-5 weeks if the refund is to be direct deposited and 4-6 weeks if the refund is to be mailed to the taxpayer using a government check. Although
our software will permit a customer's return to be printed and filed as a paper return, substantially all of our customers utilize the electronic filing
option available through our software. Of those customers, approximately 18% in the 2011 tax season elected to have their tax refunds direct
deposited into an existing bank account they already controlled, while an additional 54% utilized one of our "refund transfer" products to obtain
their refunds through one or more of the financial products we offer. These products are described further below.

        Our financial products.    We offer financial products to our tax preparation customers because we believe that a substantial portion of our
prospective customer base places significant value on the ability to monetize their expected income tax refund more quickly than they would be
able to do if they were to file their tax return without utilizing the services of a paid tax preparer. We offer two types of financial products:
"refund transfer" products, which involve providing the means by which a customer may receive his or her refund more quickly and
conveniently, and refund-based loans.

        Refund transfer products.    Many of our tax customers seek products that will enable them to obtain access to their tax refunds more
quickly than they might otherwise be able to receive those funds. We believe that a substantial number of our customers are "unbanked," in that
they do not have access to a traditional banking account, and therefore cannot make such an account available to the IRS and other tax
authorities for the direct deposit of their tax refunds. Additional customers may have access to a traditional banking account, but for personal
reasons, may prefer not to utilize that account for the deposit of their tax refunds. We call our refund transfer product an electronic refund check,
or ERC. An ERC involves:

�
a direct deposit of the customer's tax refund into a newly established temporary bank account in the customer's name that we
establish with one of our banking partners, such as Republic Bank & Trust Company ("Republic Bank") or other banks that
have contracted with JTH Financial, LLC ("JTH Financial"), one of our subsidiaries.

�
delivery to the customer of a paper check or a prepaid card containing the balance of the customer's refund after the payment
of tax preparation and other fees.

        When the prepaid card option is elected, the card is issued through one of our financial product partners, NetSpend, and is branded with the
Liberty Tax logo. In the 2011 tax season, approximately 26,000 of our customers utilized NetSpend cards. When we deliver a physical refund
check to a customer, we are generally able to print the check in one of our retail tax offices on check stock provided by the bank, within a matter
of hours after the electronic deposit of the customer's refund has been made to the customer's temporary account. We also enter into
check-cashing arrangements with a number of retail establishments, including Walmart, which facilitates the ability of our customers to
monetize their check even when they do not have traditional banking relationships.

        We offer ERCs both through Republic Bank and in conjunction with lenders that have contracted with JTH Financial. Consumer advocacy
organizations and some government officials have asserted
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that non-loan financial products, such as the ERCs we offer, should be treated as loan products or otherwise be more heavily regulated. That
argument is also the basis for several lawsuits recently filed against us. We believe the ERC does not represent a loan, but is merely a means by
which a customer's tax refund is delivered after it is received from the taxing authority, but some of these organizations and government officials
have alleged that because many customers elect to pay their tax preparation fees out of their tax refunds, such as when their transaction with us is
complete because we have delivered the tax refund to them, the "deferral" of the tax preparation should be considered a loan, and the fees related
to the ERC should be characterized as interest. We do not believe this interpretation will be successful, but if it is successful, it may be more
difficult for us to continue to offer ERCs to all our customers. See "Item 1A�Risk Factors�Risks Related to Regulation of Our Industry�Federal and
state regulators may impose new regulations on non-loan financial products that would make those products more expensive for us to offer or
more difficult for our customers to obtain" and "Item 1A�Risk Factors�Risks Related to Regulation of Our Industry�We may be unsuccessful in
litigation that characterizes ERCs as loans, which could subject us to damages and additional regulation, and which could adversely affect our
ability to offer financial products and have a material adverse effect on our operations and financial results."

        Loan-based products.    The traditional form of refund-based lending has been the RAL, which is a tax refund secured loan that has
traditionally been offered by tax preparers through third-party banks. The loan is generally a short-term loan that is expected to be paid in full
when the customer's tax refund is received, usually within two weeks of electronic filing of the customer's tax return. The lending bank charges
interest on the loan, and both the bank and the tax preparer or other facilitator of the loan may charge other fees associated with the loan.
Because of the extreme short-term basis of these loans, the fees and interest charges often represent a nominally high interest rate when
expressed as an annual percentage rate, even when the total fees and interest are actually a relatively small proportion of the loan amount.
Because of this, the RAL has been attacked as unfair to consumers by consumer advocates and by some government officials.

        Prior to the 2010 tax season, some of the larger banks that had previously provided funding for RALs exited the RAL market, in some cases
because of regulatory issues unrelated to their RAL lending. Before the 2010 tax season, one of the banks that Liberty partnered with for RAL
products announced in December 2009 that it would not be offering RALs in the 2010 tax season, and we were able to contractually secure
additional lending capacity from another bank with which we previously partnered, Republic Bank. For this reason, we were able to offer RALs
in all of our eligible offices in both the 2010 and 2011 tax seasons. However, in August 2010, the IRS announced it would no longer provide
banks and tax preparers with access to what was known as the debt indicator, or the DI. The DI had previously been made available by the IRS,
and provided an indication of whether a taxpayer had an existing lien or other claim against his or her refund that would prevent a RAL from
being repaid as expected from the taxpayer's refund. Due to the absence of the DI, RALs became more difficult to underwrite, and Republic
Bank responded to this issue in part by tightening customer eligibility standards for RALs, reducing the maximum amount of a RAL, and
reducing the proportion of a taxpayer's expected tax refund that would be made available through a RAL. These restrictions are also being
applied by Republic Bank during the 2012 tax season. During the 2010 tax season, our customers obtained approximately 248,000 RALs, with
an average loan amount of $3,160. In the 2011 tax season, our customers obtained approximately 112,000 RALs from Republic Bank, with an
average loan amount of $1,561.

        In February 2011, the Federal Deposit Insurance Corporation ("FDIC") initiated an administrative proceeding against Republic Bank
seeking to force Republic Bank to cease engaging in RAL lending. In December 2011, Republic Bank settled its administrative proceeding with
the FDIC, and as part of that settlement, agreed to discontinue offering RALs following the completion of the 2012 tax season. Given the
aggressive position taken by the FDIC against Republic Bank in that administrative
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proceeding, we do not believe that other federally-insured financial institutions are likely to enter the RAL business. See "Item 1A�Risk
Factors�Risks Related to Regulation of Our Industry�Republic Bank's discontinuation of RALs after the 2012 tax season could affect our ability to
attract and retain customers."

        With these uncertainties in mind, we have explored the provision of alternative loan-based financial products to tax customers through JTH
Financial. During the 2011 tax season, we engaged in pilot projects designed to provide loans through our ICAs to customers in a handful of
states, and during the 2012 tax season, we have provided loans through ICAs to customers in seven states. In order to make these loans available,
we have partnered with a non-bank lender and another party to assist us in developing underwriting criteria for these loans, and developed our
own proprietary system to handle these transactions. We receive income from the provision of these products through the payment of fees for
services by our financial product partners, but we also take additional risk because we guarantee the repayment of these loans. Moreover, we do
not expect to be able to offer ICAs in all the states in which we previously offered RALs through Republic Bank. See "Item 1A�Risk
Factors�Risks Related to Regulation of Our Industry�The loan products that we offer through non-bank lenders may be limited in scope and may
be more expensive and subject to greater risk of loss."

        Integration of product offerings.    The LibTax software makes each of our product offerings available to our customers, including
loan-based products and refund transfer products. We believe that this integration of our products into our tax preparation software is essential to
attracting customers to the tax preparation services offered in our retail office locations.

        Our NextGen project.    Our NextGen project, which we hope to deploy fully in time for the 2014 tax season, will fully integrate our
existing LibTax and online tax offerings, so that customers will be able to move between the two offerings, and access all of our tax products
and services through both offerings. Additionally, this product will move us from managing software at individual office PC locations to a
browser-based system.

Online Tax Preparation

        In the 2011 tax season our online customers prepared approximately 98,000 tax returns using our online tax offering, eSmartTax. This was
a reduction from approximately 117,000 returns filed in the 2010 tax season using eSmartTax. We originally acquired eSmartTax in 2007, but in
2010 in conjunction with our NextGen project, we determined that the software we acquired in that acquisition was no longer economical to
update, causing us to write off $5.6 million in our remaining investment in that acquisition. For the 2011 tax season, we contracted with CCH to
provide the tax software utilized in our online tax offering. Our contract with CCH runs through 2012. For subsequent tax seasons, we expect to
be able to deploy the integrated software developed in our NextGen project.

        Although online tax preparation represents an extremely small portion of tax returns prepared and associated revenue, we believe there is a
substantial market for customers who wish to prepare their own tax returns using moderately priced online tax preparation products, and that the
continued availability of these products will be an important part of our long-term growth, particularly if we are able to successfully integrate
our online and retail tax services. At present, because our online tax customers often reside in territories where we have franchisees, the revenue
associated with online customers in franchise territories is split with our franchisees on the same basis as the tax preparation services purchased
in retail offices.

Competition

        The paid tax preparation market is highly competitive. We compete with tens of thousands of paid tax return preparers, including H&R
Block, Jackson Hewitt, regional and local tax return preparation companies, most of which are independent and some of which are franchised,
regional and national
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accounting firms and financial service institutions that prepare tax returns as part of their businesses. We consider the major factors that will
affect our ability to successfully compete in our industry to include the following:

�
Our ability to continue to grow our franchise base, in order to broaden our national reach and brand recognition.

�
Our ability to offer best of class customer and franchisee service and support.

�
Consolidation in our industry and our ability to capitalize on such consolidation.

�
Our ability to continue to offer a competitive range of financial products.

�
Our successful deployment of our NextGen project, which will enable us to continue to improve our office interface,
customer targeting and the ability to move customers between our online and retail tax offerings.

        We also face increased competitive challenges from the online and software self preparer market, including the Free File Alliance ("FFA"),
a consortium of the IRS and online preparation services that provides free online tax return preparation, and from volunteer organizations that
prepare tax returns at no cost for low-income taxpayers. Certain states may also pass legislation to provide free online tax return preparation and
filing from time to time. Our ability to compete in the tax return preparation business depends on our product mix, price for services, customer
service, the specific site locations of our offices, local economic conditions, quality of on-site office management, the ability to file tax returns
electronically with the IRS and the availability of financial products to offer to our customers.

        We also compete for the sale of tax return preparation franchises with H&R Block, Jackson Hewitt, and other regional franchisors. In
addition, we compete with franchisors of other high-margin services outside of the tax preparation industry that attract entrepreneurs seeking to
become franchisees. Our ability to continue to sell franchises is dependent on our brand image, the products and services to be provided through
the network, the relative costs of financing and start-up costs, our reputation for quality, and our marketing and advertising support.

        Our online tax business, eSmartTax, also competes with a number of companies. Intuit, Inc., the maker of Turbo Tax, is the largest supplier
of tax preparation software for online tax preparation services, and H&R Block and TaxAct also have substantial online and software-based
products. There are many smaller competitors in the online market, as well as free state-sponsored online filing programs. Price and marketing
competition for online tax preparation services is increasing, and many providers offer free tax preparation services to some taxpayers.

Seasonality

        The tax return preparation business is highly seasonal, and we historically generate substantially all of our revenues during the period from
January 1 through April 30. In fiscal 2011, we earned 81% of our revenues during this period. We generally operate at a loss during the period
from May 1 through December 31, during which we incur costs associated with preparing for the upcoming tax season.

Intellectual Property

        We regard our intellectual property as critical to our success, and we rely on trademark, copyright and trade secret laws in the United States
to protect our proprietary rights. We pursue the protection of our service mark and trademarks by applying to register key trademarks in the
United States. The initial duration of federal trademark registrations is 10 years. Most registrations can be renewed perpetually at 10-year
intervals. In addition, we seek to protect our proprietary rights through the use of confidentiality agreements with employees, consultants,
vendors, advisors and others. The primary
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marks we believe to be of material importance to our business include our Lady Liberty logo, the brand "Liberty Tax," "Liberty Tax Service,"
"Liberty Income Tax," and "Liberty Canada."

Employees

        As of January 31, 2012, we employed 1,177 full-time employees, consisting of 477 employees in our corporate operations, primarily
located in Virginia Beach, Virginia and 700 employees at our company-owned offices. Many of these employees were seasonal, and by contrast,
we had 415 full-time employees as of October 31, 2011. We consider our relationships with our employees to be good.

Regulation

        We and our franchisees must comply with laws and regulations relating to our businesses. Regulations and related regulatory matters
specific to our businesses are described below.

        Tax return preparation regulation.    Federal law requires tax preparers to, among other things, set forth their signatures and identification
numbers on all tax returns prepared by them, and retain for three years all tax returns prepared. Federal laws also subject tax preparers to
accuracy-related penalties in connection with the preparation of tax returns. Preparers may be enjoined from further acting as tax preparers if
they continually or repeatedly engage in specified misconduct. Additionally, all authorized IRS e-file providers must adhere to IRS e-file rules
and requirements to continue participation in IRS e-file. Adherence to all rules and regulations is expected of all providers regardless of where
published, and includes, but is not limited to, those described in IRS Publication 1345, Handbook for Authorized IRS e-file providers. Various
IRS regulations also require tax return preparers to comply with certain due diligence requirements to investigate factual matters in connection
with the preparation of tax returns. The IRS conducts audit examinations of authorized IRS e-file providers and tax return preparers, reviewing
samples of prepared tax returns to ensure compliance with regulations in connection with tax return preparation activities. From time to time,
certain of our franchisees and company-owned offices are the subject of IRS audits to review their tax return preparation activities.

        The IRS published final regulations in September 2010 that:

�
require all tax return preparers to use a Preparer Tax Identification Number ("PTIN") as their identifying number on federal
tax returns filed after December 31, 2010;

�
require all tax return preparers to be authorized to practice before the IRS as a prerequisite to obtaining or renewing a PTIN;

�
caused all previously issued PTINs to expire annually on December 31;

�
allow the IRS to conduct tax compliance checks on tax return preparers;

�
define the individuals who are considered "tax return preparers" for the PTIN requirement; and

�
set the amount of the PTIN user registration fee at $64.25 per year for new registrants and $63.00 for renewals.

        The IRS is also conducting background checks on PTIN applicants. The IRS also published final regulations implementing the individual
e-file mandate in March 2011. Additionally, the final regulations require that all individual tax return preparers receive a minimum of 15 hours
of continuing professional education ("CPE") each year including ethics and current year tax law update. Although the IRS has not provided
final information regarding some aspects of the process for implementing the tax preparer certification requirements, we believe that the tax
preparation training we already provide will comply with IRS requirements, and will enable the tax preparers employed by our franchisees to
receive the required certification. Attorneys, certified public accountants and enrolled agents who are
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active and in good standing with their respective licensing agencies are exempt from the competency test and the IRS CPE requirements. All tax
return preparers will be required to renew the registration of their PTIN every year, be subject to a renewal fee, a tax compliance check and must
self-certify that they have completed the CPE requirements for each year.

        The mandatory examination requirement will not be implemented until after April 18, 2012, so it is not expected to materially affect the
2012 tax season. All preparers will be required to have passed testing by December 31, 2013, but preparers who do not have a PTIN by April
2012 may be required to complete their testing earlier. We believe that our existing programs for educating, training, and testing to become a
Liberty Tax tax preparer will position us well to comply with these new industry-wide standards, and we have been approved as a CPE provider.

        With certain exceptions, the IRS prohibits the use or disclosure by tax preparers of income tax return information without the prior written
consent of the taxpayer. The IRS may continue to consider further regulations concerning disclosures or uses of tax return information.

        In addition, the Gramm-Leach-Bliley Act and related FTC regulations require income tax return preparers to adopt and disclose customer
privacy policies and provide customers a reasonable opportunity to opt-out of having personal information disclosed to unaffiliated third parties
for marketing purposes. Some states have adopted or proposed stricter opt-in requirements in connection with use or disclosure of consumer
information. Federal and state law also requires us and our franchisees to safeguard the privacy and security of our customers' data, including
financial information to prevent the compromise or breach of our security that would result in the unauthorized release of customer data.

        Financial product regulation.    Federal and state statutes and regulations govern the facilitation of RALs and other financial products.
These laws require us, among other things, to provide specific RAL disclosures and advertise RALs in a certain manner. In addition, we are
subject to federal and state laws that prohibit deceptive claims and require that our marketing practices are fair and not misleading. Federal law
also limits the annual percentage rate on loans for active duty service members and their dependents. There are also many states that have
statutes regulating, through licensing and other requirements, the activities of brokering loans and offering credit repair services to consumers, as
well as local usury laws which could be applicable to our business in certain circumstances. From time to time, we receive inquiries from
various state regulators regarding our and our franchisees' facilitation of RALs and other financial products. We have in certain states paid fines,
penalties and other payments, as well as agreed to injunctive relief, in connection with resolving these types of inquiries.

        Potential regulation of ERCs or treatment of ERCs as loans.    Our ERC products may be subject to additional regulation because of
potential regulatory changes as well as due to recent litigation asserting that ERCs constitute a RAL or other type of loan because many
customers who receive ERCs elect to defer paying their tax preparation fees until their tax refund is received. With respect to possible new
regulation, the broad authority of the CFPB may enable that agency to pursue initiatives that negatively impact our ability to offer financial
products by imposing disclosure requirements or other limitations that make the products more difficult to offer, or reduce their acceptance by
potential customers. See "Item 1A�Risk Factors�Risk Related to Regulation of Our Industry�Recent legislative and regulatory reforms may have a
significant impact on our business, results of operations and financial condition" and "�Federal and state regulators may impose new regulations
on non-loan financial products that would make those products more expensive for us to offer or more difficult for our customers to obtain."
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        We are also subject to pending litigation that asserts that the ERC is a loan, and should therefore be subject to loan-related federal and state
disclosure requirements. See "Item 8�Legal Proceedings�"California Attorney General litigation" and "�ERC class action litigation." If we are
unsuccessful in our appeal of a California judgment that would make us subject to loan-related requirements for California customers, or if we
are subject to an adverse decision in pending class action litigation that could affect our offering of ERCs in many states, our ERCs would be
subject to additional regulatory requirements, including federal truth-in-lending disclosure obligations, and compliance with statutes and
regulations governing RALs that have been adopted in numerous states. This additional regulation would not prohibit us from offering ERCs,
but might require us to make interest rate and other disclosures to customers because of the characterization of the ERC as a loan that would
make it more difficult to market the ERC product to potential customers or reduce their acceptance by potential customers, and might adversely
affect fees charged related to ERCs because of limitations on fees imposed by state RAL statutes and regulations. See "Item 1A�Risk
Factors�Risks Related to Regulation of Our Industry�Federal and state regulators may impose new regulations on non-loan financial products that
would make those products more expensive for us to offer or more difficult for our customers to obtain" and "�We may be unsuccessful in
litigation that characterizes ERCs as loans, which could subject us to damages and additional regulation, and which could adversely affect our
ability to offer financial products and have a material adverse effect on our operations and financial results."

        Franchise regulation.    Our franchising activities are subject to the rules and regulations of the FTC and various state agencies regulating
the offer and sale of franchises. These laws require that we furnish to prospective franchisees a franchise disclosure document describing the
requirements for purchasing and operating a Liberty Tax franchise. In a number of states in which we are currently franchising we are required
to be registered to sell franchises. Several states also regulate the franchisor/franchisee relationship particularly with respect to the duration and
scope of non-competition provisions, the ability of a franchisor to terminate or refuse to renew a franchise and the ability of a franchisor to
designate sources of supply, and bills have been introduced in Congress from time to time that would provide for federal regulation of the
franchisor/franchisee relationship in certain respects.

        Tax course regulations.    Our tax courses are subject to regulation under proprietary school laws and regulations in many states. Under
these regulations, our tax courses may need to be registered and may be subject to other requirements relating to facilities, instructor
qualifications, contributions to tuition guaranty funds, bonding and advertising.

Recent Developments

        The month of February includes the end of the first of two peak periods of the tax season, as well as the period during which we begin to
receive material revenues from our franchisees that allow us to reduce our borrowings. Because of the timing of the Canadian tax season, our tax
return data and systemwide revenue through the end of February is driven primarily by our offices in the United States. Through February 29,
2012, we had experienced an 11.5% increase in the total number of U.S. federal tax returns filed through our U.S. offices, compared to the end
of February 2011, and an 8.0% increase in systemwide revenues generated at U.S. offices compared to the same period during 2011. At
February 29, 2012, the balance of our revolving credit facility was $55.0 million compared to $112.8 million at January 31, 2012 and
$59.1 million at February 28, 2011.

        Management has prepared the information above in good faith based upon our internal reporting as of February 29, 2012. This information
is preliminary and reflects our current good faith expectations and may be revised as a result of management's further review of our
performance. No assurance can be given regarding the number of tax returns and our systemwide revenue for fiscal 2012. 
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 Item 1A.    Risk Factors.

The text below discusses the material risks faced by us of which we are aware. Any prospective investor in our Class A common stock
should carefully consider the risks described below, as well as the other information set forth in this registration statement, including the
information contained in our consolidated financial statements and the related notes contained in Item 13. If any of the risks or uncertainties
described below were to occur, our business, financial condition and results of operations would likely be materially and adversely affected. In
these circumstances, the value of our common stock would likely decline.

Risks Related To Our Business

Because much of our growth has been achieved through rapidly establishing new offices, we may not achieve the same level of growth in
revenues and profits in future years.

        Historically our growth has been driven by selling franchises and entering into agreements with ADs who have assisted us in expanding our
geographic reach. Our future viability, profitability and growth will depend upon our ability to successfully operate and continue to expand our
operations in the United States and Canada. Furthermore, our business has experienced rapid growth in the number of franchisees and office
locations in large geographic markets, and our continued growth in those markets may not continue at the same pace. Our ability to continue to
grow our business will be subject to a number of risks and uncertainties, and will depend in large part on:

�
adding new customers and retaining existing customers;

�
innovating new products and services to meet the needs of our customers;

�
finding new opportunities in our existing and new markets;

�
remaining competitive in the tax return preparation industry;

�
our ability to offer directly and to facilitate through others the sale of financial products;

�
attracting and retaining capable franchisees and ADs;

�
our success in replacing independent preparers with franchisees;

�
hiring, training and retaining skilled managers and seasonal employees; and

�
expanding and improving the efficiency of our operations and systems.

        There can be no assurance that any of our efforts will prove successful or that we will continue to achieve growth in revenues and profits.

The highly seasonal nature of our business presents a number of financial risks and operational challenges, which if we fail to meet could
materially affect our business.

        Our business is highly seasonal, with the substantial portion of our revenue earned in the January through April "tax season" in the United
States and Canada each year. The concentration of our revenue-generating activity during this relatively short period presents a number of
challenges for us and our franchisees, including:
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�
cash and resource management during the first eight months of our fiscal year, when we generally operate at a loss and incur
fixed costs and costs of preparing for the upcoming tax season;

�
the availability of seasonal employees willing to work for our franchisees for little more than the minimum wage, with
minimal benefits, for periods of less than a year;
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�
the success of our franchisees in hiring, training, and supervising these employees and dealing with turnover rates;

�
accurate forecasting of revenues and expenses, because we may have little or no time to respond to changes in competitive
conditions, markets, pricing, and new product offerings by competitors, which could affect our position during the tax
season;

�
disruptions in one tax season, including any customer dissatisfaction issues, may not be discovered until the following tax
season; and

�
ensuring optimal uninterrupted operations during peak season.

        If we experience significant business disruptions during the tax season or if we or our franchisees are unable to meet the challenges
described above, we could experience a loss of business, which could have a material adverse effect on our business, financial condition and
results of operations.

Our future success will depend in part upon the continued services of our senior management, including our CEO, as well as our ability to
attract and retain capable middle management.

        Failure to maintain the continued services of senior management personnel or to attract and maintain capable middle management could
have a material adverse effect on us. If any of our senior management were to leave the company, including our Chairman and CEO, John
Hewitt, it could be difficult to replace him or her, and our operations and ability to manage day-to-day aspects of our business, as well as our
ability to continue to grow our business, may be materially adversely affected. Our future success will also depend in part upon our ability to
attract and retain capable middle management, such as regional directors, consultants for franchised offices, training directors, tax advisors and
computer personnel, having the specific executive skills necessary to assist us and our franchisees. We face competition for personnel from
numerous other entities, including competing tax return preparation firms, some of which have significantly greater resources than us.

Because we are not a financial institution, we can only facilitate the sale of financial products through our arrangements with financial
institutions and other financial partners, and if these arrangements are terminated for any reason, we may not be able to replace them on
acceptable terms or at all.

        In the United States, approximately 17.3% of our net revenue during our 2011 fiscal year was directly derived from our facilitation of the
sale of financial products provided to our customers by financial institutions and other lenders or providers, and we believe that percentage may
grow in the 2012 and future tax seasons. Our tax return preparation business is also, to some extent, dependent on our ability to facilitate the sale
of these products, because our customers are often attracted to our business by the expectation that these products will be available. Financial
products that monetize future tax refunds are specialized financial products, and if our arrangements with the financial institutions and other
partners that provide our financial products were to terminate and we were unable to enter into an alternative relationship on acceptable terms, or
at all, our financial results could be materially adversely affected. In addition, any changes in our contractual terms with these financial
institutions and other partners that result in a reduction in our fee income, if not offset by customer growth associated with lower fees, could
adversely affect our profitability. See "�Risks Related to Regulation of Our Industry�We may be unsuccessful in litigation that characterizes ERCs
as loans, which could subject us to damages and additional regulation, and which could adversely affect our ability to offer financial products
and have a material adverse effect on our operations and financial results."
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We face significant competition in the tax return preparation business and face a competitive threat from software providers and internet
businesses that increasingly enable and encourage taxpayers to prepare their own tax returns.

        The tax return preparation industry is characterized by intense competition. We compete with H&R Block and Jackson Hewitt, which are
larger and more widely recognized than us, and with smaller independent tax return preparation services, small franchisors, regional tax return
preparation businesses, accounting firms and financial service institutions that prepare tax returns as part of their business. Additionally, many
taxpayers in our target market prepare their own returns. The availability of these alternative options may reduce demand for our products and
limit the fees our franchisees can charge, and competitors may develop or offer more attractive or lower cost products and services than ours,
which could erode, our consumer base.

        We also face increased competitive challenges from the online and software self-preparer market, including the FFA, a consortium of the
IRS and online preparation services that provides free online tax return preparation, and assistance from volunteer organizations that prepare tax
returns at no cost for low-income taxpayers. In addition, many of our direct competitors offer certain free online tax preparation and electronic
filing options, and limited in-office promotions of free tax preparation services. Government tax authorities, volunteer organizations and direct
competitors may elect to expand free offerings in the future. Intense price competition, including offers of free service, could result in a loss of
market share, lower revenues or lower margins. Our ability to compete in the tax return preparation business depends on our product offerings,
price for services, customer service, the specific site locations of our offices, local economic conditions, quality of on-site office management,
the ability to file tax returns electronically with the IRS and the availability of financial products to our customers.

We rely on our own proprietary tax preparation software, and any difficulties in deploying or utilizing our software each tax season could
adversely affect our business.

        We have utilized our own tax preparation software, beginning with the 2007 tax season. However, tax changes made by the federal and
state governments each year, and changes in tax forms, require us to make substantial changes to our software before the beginning of each tax
season. Although we engage in extensive testing of our software before deploying it in our franchisees' tax preparation offices, any problems
with the rollout of the new software each season could delay our franchisees' ability to file tax returns at the beginning of the tax season, and
could adversely affect our business.

Our failure to protect our intellectual property rights may harm our competitive position, and litigation to protect our intellectual property
rights or defend against third party allegations of infringement may be costly.

        We regard our intellectual property as critical to the success of our business. Third parties may infringe or misappropriate our trademarks or
other intellectual property rights, which could have a material adverse effect on our business, financial condition or operating results. The
actions we take to protect our trademarks and other proprietary rights may not be adequate. Litigation may be necessary to enforce our
intellectual property rights, protect our trade secrets or determine the validity and scope of the proprietary rights of others. There are no
assurances that we will be able to prevent infringement of our intellectual property rights or misappropriation of our proprietary information.
Any infringement or misappropriation could harm any competitive advantage we currently derive or may derive from our proprietary rights. In
addition, third parties may assert infringement claims against us. Any claims and any resulting litigation could subject us to significant liability
for damages. An adverse determination in any litigation of this type could require us to design around a third party's patent or to license
alternative technology from another party. Litigation is time-consuming and expensive to defend and could result in the diversion of our time
and resources. Any claims from third parties may also result in limitations on our ability to use the intellectual property subject to these claims.
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Our business relies on technology systems and electronic communications, which, if disrupted, could significantly affect our business.

        Our ability to file tax returns electronically and to facilitate financial products depends on our ability to electronically communicate with all
of our offices, the IRS, state tax agencies and the financial institutions that provide the financial products. Our electronic communications
network is subject to disruptions of various magnitudes and durations. Any severe disruption of our network or electronic communications,
especially during the tax season, could impair our ability to complete our customers' tax filings, to provide financial products from financial
institutions or to maintain our operations, which, in turn, could have a material adverse effect on our business, financial condition and results of
operations.

We are dependent on our financing sources and any loss of financing could materially and adversely affect our operating results and our
ability to expand our business.

        We are dependent upon the continued availability of our revolving credit facility in order to fund our seasonal needs and for the further
expansion of our business. Were we to default on our financing or otherwise lose access to our sources of credit, our ability to provide financing
to our franchisees would be significantly impaired, and may result in certain offices closing if our franchisees are not able to secure alternative
financing for their working capital needs. In addition, our ability to expand our business would be impaired. We may need to obtain new credit
arrangements and other sources of financing to continue to provide financing to our franchisees, to meet future obligations and to fund our future
growth. Our ability to maintain or refinance our debt and fund other obligations depends on our successful financial and operating performance
and the availability of funds from credit markets. There is no assurance that we will be able to renew or refinance our debt or enter into new
credit arrangements on terms similar to those of our existing revolving credit facility.

Our revolving credit facility contains restrictive covenants and other requirements that may limit our business flexibility by imposing
operating and financial restrictions on our operations.

        Our revolving credit facility is secured by substantially all of our assets, including the assets of our subsidiaries. We are subject to a number
of covenants that could potentially restrict how we carry out our business, or that require us to meet certain periodic tests in the form of financial
covenants. The restrictions we consider to be material to our ongoing business include the following:

�
We must satisfy a "leverage ratio" test that is based on our outstanding indebtedness at the end of each fiscal quarter.

�
We must satisfy a "fixed charge coverage ratio" test at the end of each fiscal quarter.

        Our revolving credit facility also contains customary affirmative and negative covenants, including limitations on indebtedness, limitations
on liens and negative pledges, limitations on investments, loans and acquisitions, limitations on mergers, consolidations, liquidations and
dissolutions, limitations on sales of assets, limitations on certain restricted payments and limitations on transactions with affiliates, among
others. Our revolving credit facility also includes change of control provisions that may result in our obligations under that facility accelerating if
certain change of control events were to occur, including if John Hewitt, our Chairman and CEO, ceases to control our company.

        A breach of any of these covenants, tests or mandatory payments could limit our ability to borrow funds under the revolving credit facility
or result in a default under our revolving credit facility. In addition, these covenants may prevent us from incurring additional indebtedness to
expand our operations and execute our business strategy, including making acquisitions. We may also from time to time seek to refinance all or
a portion of our debt or incur additional debt in the future. Any such future debt or other contracts could contain covenants more restrictive than
those in our existing
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revolving credit facility. Our ability to comply with the covenants, tests or mandatory payments in our revolving credit facility may be affected
by events beyond our control, including prevailing economic, financial and industry conditions or our ability to make financial products
available to our customers. See "Item 2�Financial Information�Management's Discussion and Analysis of Financial Condition and Results of
Operations�Liquidity and Capital Resources�Overview of factors affecting our liquidity�Revolving credit facility."

Our floating rate debt financing exposes us to interest rate risk.

        We may borrow amounts under our revolving credit facility that bear interest at rates that vary with prevailing market interest rates.
Accordingly, if we do not adequately hedge our interest rate risk, a rise in market interest rates will adversely affect our financial results. We
expect to draw most heavily on our revolving credit facility from June through January of each year and then repay a significant portion of the
borrowings by the end of each tax season. Therefore, a significant rise in interest rates during our off-season could have a disproportionate
impact on our financial results during these months.

The lines of business in which we operate involve substantial litigation, and such litigation may damage our reputation or result in material
liabilities and losses.

        We have been named, from time to time, as a defendant in various legal actions, including arbitrations, class actions and other litigation
arising in connection with our various business activities. Adverse outcomes related to litigation could result in substantial damages and could
cause our net income to decline or may require us to alter our business operations. Negative public opinion can also result from our actual or
alleged conduct in such claims, possibly damaging our reputation, which could negatively impact our financial performance and could cause the
value of our stock to decline. See "Item 8�Legal Proceedings."

If we fail to protect, or fail to comply with laws and regulations related to, our customers' personal information, we may face significant
fines, penalties or damages and our brand and reputation may be harmed.

        Privacy concerns relating to the disclosure of consumer financial information have drawn increased attention from federal and state
governments in the United States. The IRS generally prohibits the use or disclosure by tax return preparers of taxpayers' information without the
prior written consent of the taxpayer. In addition, the Gramm-Leach-Bliley Act and other Federal Trade Commission ("FTC") regulations
require financial service providers, including tax return preparers, to adopt and disclose consumer privacy policies and provide consumers with a
reasonable opportunity to opt out of having personal information disclosed to unaffiliated third parties for advertising purposes. We and our
franchisees manage highly sensitive client information in our operations, and although we have established security procedures to protect against
identity theft and require our franchisees to do the same, breaches of our customers' privacy may occur. If the measures we have taken prove to
be insufficient or inadequate or if our franchisees fail to meet their obligations in this area, we and our franchisees may become subject to
litigation or administrative sanctions, which could result in significant fines, penalties or damages and harm to our brand and reputation, which
in turn could negatively impact our ability to retain our customers. We may be required to invest additional resources to protect us against
damages caused by these actual or perceived disruptions or security breaches in the future. We could also suffer reputational harm from a
security breach or inappropriate disclosure of customer information. Changes in these federal and state regulatory requirements could result in
more stringent requirements and could result in a need to change business practices, including how information is disclosed. These changes
could have a material adverse effect on our business, financial condition and results of operations.
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If we and our franchisees are unable to attract and retain qualified employees, our financial performance could be materially adversely
affected.

        Both we and our franchisees depend on the ability to hire a substantial number of seasonal employees for each tax season. We require
seasonal employees in order to staff our franchises and customer call centers and company-owned offices, and our franchisees require employees
to implement marketing programs, to act as tax preparers and to otherwise staff their offices. The ability of our franchisees and us to meet our
labor needs is subject to many external factors, including competition for qualified personnel, unemployment levels in each of the markets in
which we have offices, prevailing wage rates, minimum wage laws, and workplace regulation. Our franchisees require a substantial number of
employees who are willing to become trained as tax preparers, and who have the ability to engage in temporary, seasonal employment.
Moreover, in addition to our seasonal employees, we hire a substantial number of full-time employees who are required to have the technical
skills necessary to participate in software development, database management, and other highly technical tasks. If we and our franchisees are not
able to hire a sufficient supply of qualified seasonal employees, or if we are not able to secure employees with the technical skills we require for
other purposes, our ability to serve our customers in our offices, to deploy our marketing programs, and to maintain the services that our
franchisees require may be compromised and have a material adverse effect on our business.

An increase in the minimum wage may adversely affect the operations of our franchisees.

        Many of the seasonal employees hired by our franchisees for each tax season receive compensation at or near the minimum wage. If our
franchisees experience increases in payroll expenses as a result of government-mandated increases in the minimum wage, their costs of
operation may increase at a rate greater than their ability to raise the prices of the services they offer. If this occurs, our franchisees may not be
able to maintain seasonal employment at levels that will provide an optimal level of customer service and marketing support, their marketing and
advertising programs may be less effective, and their results of operations may be adversely affected, which could in turn adversely affect our
results of operations.

If credit market volatility affects our financial partners or franchisees, our business and financial performance could be adversely affected.

        In recent years, the credit markets experienced unprecedented volatility and disruption, causing many lenders and institutional investors to
cease providing funding to even the most creditworthy borrowers or to other financial institutions. If additional credit market volatility prevents
our financial partners from providing financial products to our customers, limits the financial products offered or results in us having to incur
further financial obligations to support our financial partners, our revenues or profitability could decline. The cost and availability of funds has
also adversely impacted our franchisees ability to grow and operate their businesses, which could cause our revenues or profitability to decline.
In addition, continued disruptions in the credit markets could adversely affect our ability to sell territories to new or existing franchisees, causing
our revenues or profitability to decline.

Because the tax season is relatively short and straddles two quarters, our quarterly results may not be indicative of our performance.

        We experience quarterly variations in revenues and operating income as a result of many factors, including the highly seasonal nature of the
tax return preparation business, the timing of off-season activities and the hiring of personnel. Due to the foregoing factors, our
quarter-to-quarter results vary significantly. In addition, because our peak period straddles the third and fourth quarters, any delay or acceleration
in the number of tax returns processed in January may make our year-to-year quarterly comparisons not as meaningful as year-to-year tax season
comparisons. To the extent our quarterly results vary significantly from year to year, our stock value may be subject to significant variation.
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Risks Related to Our Franchise Business

Our success is tied to the growth and operations of our franchises and disruptions in our relationships with our franchisees could adversely
affect our business.

        Our financial success depends on our franchisees and the manner in which they operate and develop their offices. We do not exercise direct
control over the day-to-day operations of our franchises, and our franchisees may not operate their offices in a manner consistent with our
philosophy and standards and may not increase the level of revenues generated compared to prior tax seasons. Our growth and revenues may
therefore be adversely affected. There can be no assurance that the training programs and quality control procedures we have established will be
effective in enabling franchisees to run profitable tax preparation businesses or that we will be able to identify problems or take corrective action
quickly enough. In addition, failure by a franchisee to provide service at acceptable levels may result in adverse publicity that can materially
adversely affect our reputation and ability to compete in the market in which the franchisee is located.

If our franchisees fail to open offices in new territories, or if they are not successful in operating their new offices, our franchise-related
revenue and results of operation will be adversely affected.

        Each year, we anticipate adding offices to our franchise system, but the opening of these offices depends on the purchase of additional
territories by our franchisees, and on the opening of offices in territories previously purchased and newly purchased. Many factors go into
opening a new office, including obtaining a suitable office location, the availability of sufficient start-up capital, and the ability to recruit tax
preparers and other personnel to work in new offices. If a significant number of offices that we expect to be open in a tax season fail to open, are
delayed, or open in unsuitable locations or with insufficient personnel, the revenue we expect to receive from royalty payments and the
repayment of indebtedness to us by our franchisees will be adversely affected. Because we utilize an almost exclusively franchise business
model, we do not have the same flexibility to open new offices as our competitors that make greater use of company-owned offices.

Our operating results may be adversely affected by the default of our franchisees and ADs on loans made by us or third parties.

        We extend financing to certain franchisees for initial franchise fees, as cash advances for their working capital needs and for other
purposes. The financing is in the form of promissory notes payable to us. There can be no assurance that any franchisee will generate revenue
sufficient to repay any amounts due, nor is there any assurance that any franchisee will be able to repay through other means any amounts due.
At January 31, 2012, the aggregate amount due to us from franchisees for financing was more than $125 million (which includes amounts owed
to ADs for their portion of royalties and franchise fees), including accrued interest. Any failure by the franchisees to pay these amounts, if the
amounts are not recoverable by us through other means, could have a material adverse effect on our financial performance.

        We also extend financing to ADs from time-to-time for a portion of their area development fees. At January 31, 2012, the amount due to us
from ADs for financing was more than $24 million. If our ADs fail to pay these amounts, and if the amounts are not recoverable by us through
other means, our business and financial condition may be adversely affected.

        Moreover, in some cases, we may be liable for office leases or other contractual obligations that have been assumed by purchasers of
company-owned offices and acquired tax practices. If the franchisees default on third-party obligations for which we continue to have liability,
our operating results will be adversely affected.
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We may be held responsible by third parties, regulators or courts for the action of, or failure to act, by our franchisees, and be exposed to
possible fines, other liabilities and bad publicity.

        We grant our franchisees a limited license to use our registered service marks and, accordingly, there is risk that one or more of the
franchisees may be identified as being controlled by us. Third parties, regulators, or courts may seek to hold us responsible for the actions or
failures to act by our franchisees. The failure of our franchisees to comply with laws and regulations may expose us to liability and damages that
may have an adverse effect on our business.

The Liberty Tax brand could be impaired due to actions taken by our franchisees or otherwise.

        We believe the Liberty Tax brand is one of our most valuable assets in that it provides us with a competitive advantage, particularly over
our competitors that do not have a national presence. Our franchisees operate their businesses under our brand. Because our franchisees are
independent third parties with their own financial objectives, actions taken by them, including breaches of their contractual obligations, and
negative publicity associated with these actions, could adversely affect our reputation and brand more broadly. Any actions as a result of conduct
by our franchisees or otherwise which negatively impacts our reputation and brand may result in fewer customers and lower revenues and profits
for us.

Our tax return preparation compliance program may not be successful in detecting all problems in our franchisee network.

        Although our tax return preparation compliance program seeks to monitor the activities of our franchisees, it is unlikely to detect every
problem. While we have implemented a variety of measures to enhance tax return preparation compliance as well as our monitoring of these
activities, there can be no assurance that franchisees and tax preparers will follow these procedures. Failure to detect tax return preparation
compliance issues could harm our reputation and expose us to the risk of government investigation or litigation and could subject us to remedies
that could cause our revenues or profitability to decline.

Disputes with our franchisees may have a material adverse effect on our business.

        From time to time, we engage in disputes with some of our franchisees, and some of these disputes result in litigation or arbitration
proceedings. Disputes with our franchisees may require us to incur significant legal fees, subject us to damages, and occupy a disproportionate
amount of management's time. A material increase in the number of these disputes, or unfavorable outcomes in these disputes, may have a
material adverse effect on our business. To the extent we have disputes with our franchisees, our relationships with our franchisees could be
negatively impacted, which could hurt our growth prospects or negatively impact our financial performance.

Our operating results depend on the effectiveness of our marketing and advertising programs and franchisee support of these programs.

        Our revenues are heavily influenced by brand marketing and advertising. If our marketing and advertising programs are unsuccessful, we
may fail to retain existing customers and attract new customers, which could limit the growth of our revenues or profitability or result in a
decline in our revenues or profitability. Moreover, because franchisees are required to pay us marketing and advertising fees based on a
percentage of their revenues, our marketing fund expenditures are dependent upon sales volumes of our franchisees.

        The support of our franchisees is critical for the success of our marketing programs and any new strategic initiatives we seek to undertake.
While we can mandate certain strategic initiatives through enforcement of our franchise agreements, we need the active support of our
franchisees if the
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implementation of our marketing programs and strategic initiatives is to be successful. Although certain actions are required of our franchisees
under the franchise agreements, there can be no assurance that our franchisees will continue to support our marketing programs and strategic
initiatives. The failure of our franchisees to support our marketing programs and strategic initiatives would adversely affect our ability to
implement our business strategy and could have a material adverse effect on our business, financial condition and results of operations.

Our new franchise sales model may produce less revenue than our historic sales process.

        In June 2011, we introduced a new option for new and existing franchisees to purchase territories without the payment of a franchise fee.
This arrangement will require the franchisee to pay higher royalties for the first five years of the new franchise. If this model is successful in
generating additional franchise sales, it will reduce our franchise income in the near term, without any assurance that the franchisees will
generate future royalties at the higher rate sufficient to offset the revenue we forgo. In addition, franchisees may find it difficult to conduct their
operations successfully because a greater percentage of their revenues will be diverted to pay higher royalties. If the new model does not
generate new and successful offices, our ability to grow our revenues and profitability may be materially and adversely affected.

Risks Related to Regulation of Our Industry

Federal and state regulators may impose new regulations on non-loan financial products that would make those products more expensive for
us to offer or more difficult for our customers to obtain.

        Consumer advocacy organizations and some government officials have asserted that non-loan financial products, such as the ERCs we
offer, should be treated as loan products or otherwise be more heavily regulated. These groups assert that ERCs and similar products are loans
because most customers complete the payment for their tax preparation and related fees at the time their refund is disbursed and therefore the
customer has received an extension of credit because of a purported deferral of the tax preparation fees until the refund is received. We are
subject to a lower state court judgment in the State of California, which we are in the process of appealing, that treats ERC products that we
provide in that state as if they were loans. In addition, certain litigation discussed below involving us and others in the tax industry include
claims that ERCs and similar products constitute loans. If we are unsuccessful in our California appeal or if other state or federal courts or
agencies successfully require us to treat ERCs as if they are loans, we may be subject to the cost of additional regulation, including disclosure
requirements that could reduce the demand for these products by potential customers, and may be subject to limitations on our ability to offer
these products, which could materially adversely affect our operations. See "Item 8�Legal Proceedings" and
"Item 1�Business�Business�Regulation�Potential regulation of ERCs or treatment of ERCs as loans."

We may be unsuccessful in litigation that characterizes ERCs as loans, which could subject us to damages and additional regulation, and
which could adversely affect our ability to offer financial products and have a material adverse effect on our operations and financial
results.

        We were sued in November 2011 in four states, and additional lawsuits have been filed in three other states since the initial filings. The
allegations underlying each of these lawsuits, which were filed by the same attorneys, are that an ERC represents a form of RAL, because the
taxpayer is "loaned" the tax preparation fee, and that an ERC is therefore subject to federal truth-in-lending disclosure and state law
requirements regulating RALs. We are aware that similar lawsuits have been filed against at least two of our competitors in a number of
jurisdictions. In December 2011, the plaintiffs filed a motion to consolidate all of the then-pending cases before a single judge in federal court in
Illinois, and we expect all of the subsequently-filed cases to be so consolidated.
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        Although this litigation is at an early stage, and no resolution is expected in the near term, we may be subject to damages in these cases,
which purport to be class action lawsuits. These damages could be based on fees charged to prior customers, and could be substantial if we are
not able to recover those damages from our financial product partners who designed the ERC programs and related disclosures. Moreover, if we
are unsuccessful in these cases, we may also become subject to existing state regulations governing RALs (in the states that have such
regulations) and the costs of additional regulation, including disclosure requirements, and we may be subject to limitations on our ability to offer
these products. These additional disclosure requirements could reduce the demand for these products by potential customers, and the possible
application of state lending and other RAL-related statutes and regulations might adversely affect our fee income to the extent those statutes or
regulations impose limitations on fees that we now charge in connection with ERCs. If it becomes more difficult for us and our franchisees to
offer these products to taxpayers, or if we are subject to damages in this litigation, it could materially and adversely affect our operations and
financial results. See "Item 1�Business�Business�Regulation�Potential regulation of ERCs or treatment of ERCs as loans."

The failure by us, our franchisees or the financial institutions and other lenders that provide financial products to our customers through us
and our franchisees to comply with legal and regulatory requirements, including with respect to tax return preparation or financial products,
could result in substantial sanctions against us or require changes to our business practices that could harm our profitability and reputation.

        Our tax return preparation business, including our franchise operations and facilitation of financial products, are subject to extensive
regulation and oversight in the United States by the IRS, the FTC and by federal and state regulatory and law enforcement agencies and similar
entities in Canada. The profitability of our future operations will therefore depend in large part on our continued ability to comply with federal
and state franchise regulations, and in Canada on our continued ability to comply with Canadian and provincial franchise regulations. If
governmental agencies with jurisdiction over our operations were to conclude that our business practices, the practices of our franchisees, or
those of financial institutions and other lenders with which we conduct our business, violate applicable laws, we could become subject to
sanctions that could have a material adverse effect on our business, financial condition and results of operations. These sanctions may include,
without limitation:

�
civil monetary damages and penalties;

�
criminal penalties; and

�
injunctions or other restrictions on the manner in which we conduct our business.

        In addition, the financial institutions and other providers of financial products to our customers are also subject to significant regulation and
oversight by federal and state regulators, including banking regulators. The failure of these providers to comply with the regulatory requirements
of federal and state government regulatory bodies, including banking and consumer protection laws, could affect their ability to continue to
provide financial products to our customers, which could have a material adverse effect on our business, financial condition and results of
operations.

        Our customers' inability to obtain financial products through our tax return preparation offices could cause our revenues or profitability to
decline. We also may be required to change business practices, which could alter the way financial products are facilitated and could cause our
revenues or profitability to decline.
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Federal and state legislators and regulators have increasingly taken an active role in regulating RALs, and because our ability to offer RALs
or similar products after the 2012 tax season may be limited, demand for our services may be reduced, we may be exposed to additional credit
risk and our business may be harmed.

        From time to time, government officials at the federal and state levels introduce and enact legislation and regulations proposing to regulate
or prevent the facilitation of RALs and similar financial products, and take other actions that have the effect of restricting the availability of
RALs. Certain of the proposed legislation, regulations and activities could increase costs to us, our franchisees and the financial institutions and
other parties that provide our financial products, or could negatively impact or eliminate the ability of financial institutions to provide RALs and
similar products through tax return preparation offices.

        The financial institutions that provide financial products such as RALs are subject to significant regulation and oversight by federal and
state regulators, including banking regulators. Due to the specialized nature of RALs and other financial products, relatively few financial
institutions have offered them. In the 2011 tax season, the provider of RALs to our customers, Republic Bank, was the last bank continuing to
offer RALs in any significant number, because several other banks had exited the business under regulatory pressure. In December 2011,
Republic Bank reached a settlement with the FDIC that requires Republic Bank to cease to offer RALs after the 2012 tax season. For this reason,
if we are to continue to offer RALs or similar refund-related loans (such as our Instant Cash Advance Product, or "ICA") to our customers after
the 2012 tax season, we will be required to do so through non-bank lenders.

        In August 2010, the IRS announced that, starting in 2011, it would no longer provide tax preparers or RAL providers with the DI, which
was used by financial institutions to determine whether to extend credit to a taxpayer in connection with the facilitation of a RAL. In eliminating
the DI, the IRS no longer discloses to financial institutions or tax preparers if a taxpayer owes the federal government any money that will be
deducted from the taxpayer's expected income tax refund. This action caused Republic Bank during the 2011 tax season to lower loan amounts
available for RAL funding, tighten their credit underwriting criteria resulting in lower approval rates, and increase their pricing for RALs. These
restrictions are also being applied during the 2012 tax season, and the unavailability of the DI also subjects us to additional risks when we
originate refund-related loans through non-bank lenders because those loans are more difficult for the lenders to underwrite and the lenders
therefore require us to assume increased risk with respect to the loans.

        Even if we continue to develop relationships that allow us to offer refund-related loans to our customers through non-bank lenders, the laws
and regulations that apply to those lenders and us may make these products more expensive to offer, or limit their availability to our customers.
The loss of the DI will likely cause approval rates and loan amounts to be lower in future tax seasons, and lenders may issue RALs and similar
products that have a greater probability of not being repaid. We may experience a loss of customers because of this change, and to the extent our
arrangements with financial institutions impose any of the risk of RAL defaults upon us, our profitability may be reduced. In addition, many
states have statutes regulating, through licensing and other requirements, the activities of brokering loans and providing credit services to
consumers as well as payday loan laws and local usury laws. Some state regulators are interpreting these laws in a manner that could adversely
affect the manner in which RALs and other loan products are facilitated, or permitted, or result in fines or penalties to us or our franchisees.
Some states are introducing and enacting legislation that would seek to directly apply such laws to RAL facilitators. Additional states may
interpret these laws in a manner that is adverse to how we currently conduct our business or how we have conducted our business in the past and
we may be required to change business practices or otherwise comply with these statutes and could be subject to fines or penalties or other
payments related to past conduct.
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Republic Bank's discontinuation of RALs after the 2012 tax season could affect our ability to attract and retain customers.

        In each of the 2010, 2011 and 2012 tax seasons, the sole bank provider of RALs to us has been Republic Bank. Our agreement with
Republic Bank for the provision of RALs will continue until the end of the 2012 tax season. However, in December 2011, Republic Bank settled
an administrative proceeding with the FDIC, and as part of that settlement, agreed to discontinue offering RALs following the completion of the
2012 tax season. Given the aggressive position taken by the FDIC against Republic Bank in that administrative proceeding, we do not believe
that other federally-insured financial institutions are likely to enter the RAL business.

        Because Republic Bank is the only remaining federally insured financial institution that is continuing to offer RALs, we do not believe we
will be able to find another financial institution to provide refund-related loans at the level and in all the locations where we have previously
been able to offer refund-related loans to our customers. Our inability to do so will eliminate a competitive advantage we now have over
competitors who are unable to offer RALs. This may make it more difficult for us to attract new customers and to retain existing customers who
used our services because of the availability of RALs. In fiscal 2010 and fiscal 2011 the percentage of our customers who received RALs was
13.0% and 5.6%, respectively, and our fee income related to RALs represented 5.6% and 2.2% of our total revenues, respectively. Accordingly,
if we become unable to offer RALs or similar products, that change could have an adverse effect on our results of operations, although we would
expect (as we have experienced in recent tax seasons) a substantial number of customers who would have obtained RALs to instead obtain a
non-RAL financial product from which we might receive similar fee revenue.

The loan products that we offer through non-bank lenders may be limited in scope and may be more expensive and subject us to greater risk
of loss.

        During the 2011 tax season, we entered into a relationship with a non-bank lender to offer our ICA product to customers in a limited
number of our offices. We have expanded this program in the 2012 tax season and expect further expansion in subsequent tax seasons,
particularly in light of Republic Bank's agreement to cease offering RALs after the 2012 tax season. Because some of the products such as ICAs
being offered and expected to be offered by us are being offered in conjunction with third party lenders that are not subject to federal banking
law regulations, the products that we offer through these lenders subject us to additional laws and regulation at the state level. These laws and
regulations may make the products more expensive for us to offer and may increase the cost of these products to our customers. Moreover, we
do not expect to be able to offer ICAs in all of the states in which we previously offered RALs through Republic Bank due to certain regulatory
restrictions. The impact of this additional layer of regulation may therefore limit our product offerings, and adversely affect our profitability.
Moreover, because the DI is unavailable and we are continuing to develop loan underwriting criteria for ICAs, these third parties may
experience a higher rate of loss on these loans. We presently guarantee loan losses incurred by the third party lender and if we incur losses as a
result of such guarantees, they could adversely affect our results of operations. To the extent ICAs become a more significant product in our
portfolio of financial products, our risk of incurring losses due to these guarantees will also increase.

Recent legislative and regulatory reforms may have a significant impact on our business, results of operations and financial condition.

        In July 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the "Reform Act") was signed into law, which contains a
comprehensive set of provisions designed to govern the practices and oversight of financial institutions and other participants in the financial
markets. The full impact of the Reform Act is difficult to assess because many provisions require federal agencies to
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adopt regulations implementing provisions of the Reform Act. In addition, the Reform Act mandates multiple studies, which could result in
additional legislative or regulatory action. The Reform Act, as well as other legislative and regulatory changes, could adversely affect our
businesses. There is particular risk associated with the establishment of the new Consumer Financial Protection Bureau ("CFPB") with broad
authority to implement new consumer protection regulations. For example, the CFPB may pursue initiatives that negatively impact our ability to
offer financial products.

        The effect of the Reform Act on our business and operations could be significant, depending upon final implementation of regulations, the
initiatives pursued by the CFPB, the actions of our competitors and the behavior of other marketplace participants. In addition, we may be
required to invest significant management time and resources to address the various provisions of the Reform Act and the numerous regulations
that are required to be issued under it. The Reform Act and any related legislation or regulations could have a material adverse effect on our
business, results of operations and financial condition.

Increased regulation of tax return preparers could make it more difficult to find qualified tax preparers and could harm our business.

        From time to time, the federal government and various states consider regulations regarding the education, testing, licensing, certification
and registration of tax return preparers. The IRS is in the process of implementing a new model for tax return preparer regulation. Although we
believe that our training for preparers already exceeds the requirements the IRS will impose, regulation of tax return preparers could impact our
ability to find an adequate number of tax return preparers to meet the demands of our customers and impose additional costs on us and our
franchisees to train tax return preparers, which could cause our revenues and profitability to decline.

Risks Related to Changes in Tax Laws and Regulations

Because demand for our products is related to the complexity of tax return preparation, government initiatives that simplify tax return
preparation, reduce the need for a third party tax return preparer or lower the number of returns required to be filed may decrease demand
for our services and financial products.

        Many taxpayers seek assistance from paid tax return preparers such as Liberty Tax Service because of the level of complexity involved in
tax return preparation and filing. From time to time politicians and government officials propose measures seeking to simplify the preparation
and filing of tax returns. The passage of any measures that significantly simplify tax return preparation or reduce the need for third party tax
return preparers may be highly detrimental to our business. In addition, any changes or other initiatives that result in a decrease in the number of
tax returns filed or reduce the size of tax refunds could reduce demand for our products and services, causing our revenues or profitability to
decline.

        For example, several members of Congress have proposed legislation that would authorize or require the IRS to allow taxpayers to access
web-based tax preparation tools that would include "pre-populated" tax return forms that would presumably include data provided to the IRS
from other government agencies, such as the Social Security Administration. If these or similar proposals are enacted, many tax customers might
elect this service rather than paid tax preparation or the use of fee-based tax software or online tax preparation.

Initiatives that improve the timing and efficiency of processing tax returns could reduce the attractiveness of the financial products offered
to our customers and demand for our services.

        Our performance depends on our ability to offer access to financial products that increase the speed and efficiency by which our customers
can receive their refunds. The federal government and various state and local municipalities have, from time to time, announced initiatives
designed to
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modernize their operations and improve the timing and efficiency of processing tax returns. For example, during the 2011 tax season, the U.S.
Department of Treasury introduced a prepaid debit card pilot program designed to facilitate the refund process. If tax authorities are able to
significantly increase the speed and efficiency with which they process tax returns, the value and attractiveness of the financial products offered
to our customers and demand for our services could be reduced.

Delays in the passage of tax laws and their implementation by the federal or state governments could harm our business.

        The enactment of tax legislation occurring late in the calendar year could result in the beginning of tax filing season being delayed, or make
it difficult for us to make necessary changes on a timely basis to the software used by our franchisees to prepare tax returns. Any such delays
could impact our revenues and profitability in any given year.

Proposals to make fundamental changes in the way tax refunds are processed or to impose price limitations on tax preparation, if enacted,
could result in substantial losses of customers and other risks.

        Some regulators have suggested that it would be appropriate to allow taxpayers to "split" their tax refunds, in a manner that would separate
the payment of tax preparation fees from the balance of a customer's refund. In describing these proposals, some advocates have called for a cap
on tax preparation fees that would adversely affect the ability of tax preparers to charge market prices for tax services and could reduce income
to our franchisees, and therefore to us.

        There can be no assurance that these proposals will be enacted at all, or in their present form, but if enacted, our growth and revenues could
be adversely affected.

Our participation in government programs designed to speed access to tax refunds may result in customer loss when the IRS fails to perform.

        The IRS has responded to the increase in electronic filing by developing programs designed to reduce a taxpayer's wait to receive a tax
refund. We have participated in some new programs offered by the IRS, including in the 2011 tax season the IRS' Modernized Electronic Filing
("MEF") program. During the early portion of the 2011 tax season, this program did not perform as expected, resulting in significant delays in
processing refunds for some of our customers. Although we continue to seek to give our customers quicker access to their refunds, doing so
involves the risk of customer dissatisfaction and injury to our reputation in the market if the IRS fails to perform, which is outside our control.

Risks Related to Our Class A Common Stock

We are controlled by our Chairman and Chief Executive Officer, whose interests in our business may be different from yours.

        John Hewitt, our Chairman and Chief Executive Officer, currently owns all outstanding shares of our Class B common stock. Our Class B
common stock has the power to elect, voting as a separate class, the minimum number of directors that constitute a majority of the Board of
Directors. As a result, Mr. Hewitt will, for the foreseeable future, have significant influence over our management and affairs, given the Board's
authority to appoint or replace our senior management, cause us to issue additional shares of our Class A common stock or repurchase Class A
common stock, declare dividends or take other actions. Mr. Hewitt may make decisions regarding our company and business that are opposed to
other stockholders' interests or with which they disagree. Mr. Hewitt's ability to elect a majority of the Board of Directors may also delay or
prevent a change of control of us, even if that change of control would benefit our stockholders, which could deprive an investor of the
opportunity to receive a premium for your Class A common stock. The power to elect a majority of the directors may adversely affect the value
of our Class A common stock due to investors' perception that conflicts of
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interest may exist or arise. To the extent that the interests of our other stockholders are harmed by the actions of Mr. Hewitt, the value of our
Class A common stock may be harmed. For information regarding the ownership of our outstanding stock, please see the sections titled
"Item 4�Security Ownership of Certain Beneficial Owners and Management" and "Item 11�Description of Registrant's Securities to be
Registered."

There is no trading market for our shares of Class A common stock, and applicable law significantly limits the sale and transfer of our
shares of Class A common stock by investors. An investment in us cannot be expected to be readily liquidated or liquidated at all.

        Our shares of Class A common stock are not traded on any public market, and there can be no assurance that an active trading market for
our shares will develop or be sustained in the future. Furthermore, the sale and transfer of our shares of Class A common stock by investors is
significantly limited by federal and state securities laws. Accordingly, an investment in us cannot be expected to be readily liquidated, or
liquidated at all, even in an emergency.

The exercise price for the stock options granted by us may not reflect the fair value of the underlying shares of Class A common stock.

        Because our shares of Class A common stock are not traded on a public market, the exercise price at which options for our shares may be
exercised was determined by our Board of Directors without reference to such a market. Although the Board of Directors has granted options
based on its determination of a fair value for the shares of Class A common stock, there can be no assurance that the option exercise price
accurately reflects the value at which the shares of Class A common stock could be purchased in an active public market.

We will incur increased costs and our management will face increased demands as a result of operating as a company with public equity.

        As a company with equity registered under the federal securities laws, we will incur significant legal, accounting and other expenses. In
addition, the Sarbanes-Oxley Act, as well as related rules implemented by the SEC, impose various requirements on companies with public
equity. As a public company, we will be required to:

�
prepare and distribute periodic public reports and other stockholder communications in compliance with our obligations
under the federal securities laws;

�
create or expand the roles and duties of our Board of Directors and committees of the Board of Directors;

�
institute more comprehensive financial reporting and disclosure compliance functions;

�
supplement our internal accounting and auditing function;

�
enhance and formalize closing procedures at the end of our accounting periods;

�
enhance our investor relations function;

�
establish new or enhanced internal policies, including those relating to disclosure controls and procedures; and

�
involve and retain to a greater degree outside counsel and accountants in the activities listed above.
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        Our management and other personnel will need to devote a substantial amount of time to these compliance matters. Also, these rules and
regulations will increase our legal and financial compliance costs and will make some activities more time-consuming and costly than would be
the case for a private company. For example, we expect these rules and regulations to make it more expensive for us to maintain director and
officer liability insurance. As a result, it may be more difficult for us to attract and retain qualified individuals to serve on our Board of Directors
or as our executive officers.

        In addition, as a result of becoming a public company, we will be subject to financial reporting and other requirements that will be
burdensome and costly. We may not timely complete our analysis of these reporting requirements, which could adversely affect investor
confidence in our company and, as a result, the value of our common stock. If we fail to implement these reporting requirements, our ability to
report our results of operations on a timely and accurate basis could be impaired.

Although we may desire to pay dividends in the future, our financial condition, debt covenants or Delaware law may prohibit us from doing
so.

        Although we may desire to pay cash dividends in the future, we have no obligation to do so and the payment of dividends will be at the
discretion of our Board of Directors and will depend, among other things, on our earnings, capital requirements and financial condition, and our
ability to dividend funds from our principal subsidiary under the terms of our revolving credit facility. Our ability to pay dividends will be
subject to compliance with financial covenants that are contained in our revolving credit facility and may be restricted by any future
indebtedness that we incur or issuances of preferred stock. In addition, applicable law requires that our Board of Directors determine that we
have adequate surplus prior to the declaration of dividends. We cannot assure investors that we will pay dividends at any specific level or at all.

Anti-takeover provisions in our charter documents, Delaware law and our revolving credit facility could make an acquisition of us more
difficult, limit attempts by our stockholders to replace or remove our current management and adversely affect the value of our Class A
common stock.

        Provisions in our amended and restated certificate of incorporation and bylaws may have the effect of delaying or preventing a change of
control or changes in our management. We have two classes of common stock, one of which is entitled to elect a majority of our Board of
Directors and is controlled by our Chairman and CEO as described above. Our second amended and restated certificate of incorporation and
bylaws will also include provisions that:

�
authorize our Board of Directors to issue, without further action by the stockholders, up to approximately 3 million shares of
undesignated preferred stock;

�
specify that special meetings of our stockholders can be called only by our Board of Directors, the Chair of our Board of
Directors, or holders of at least 20% of the shares that will be entitled to vote on the matters presented at such special
meeting;

�
establish an advance notice procedure for stockholder proposals to be brought before an annual meeting, including proposed
nominations of persons for election to our Board of Directors; and

�
do not provide for cumulative voting in the election of directors.

        In addition, our revolving credit facility contains covenants that may impede, discourage or prevent a takeover of us. For instance, upon a
change of control, we would default on our revolving credit facility. As a result, a potential takeover may not occur unless sufficient funds are
available to repay our outstanding debt.

        These provisions may frustrate or prevent any attempts by our stockholders to replace or remove our current management by making it
more difficult for stockholders to replace members of our Board
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of Directors, which is responsible for appointing the members of our management. Any provision of our amended and restated certificate of
incorporation and bylaws or our debt documents that has the effect of delaying or deterring a change of control could limit the opportunity for
our stockholders to receive a premium for their shares of our Class A common stock. Even in the absence of a takeover attempt, the existence of
these provisions may adversely affect our stock value if they are viewed as discouraging takeover attempts in the future.

If we fail to maintain an effective system of internal controls, we may not be able to detect fraud or report our financial results accurately,
which could harm our business and the value of our common stock.

        Effective internal controls are necessary for us to provide reliable financial reports and to detect and prevent fraud. As a public company,
we will be required to periodically assess our system of internal controls, and the internal controls of service providers upon which we rely, to
review their effectiveness and identify potential areas of improvement. These assessments may conclude that enhancements, modifications or
changes to our system of internal controls are necessary. Performing assessments of internal controls, implementing necessary changes, and
maintaining an effective internal controls process is expensive and requires considerable management attention. Internal control systems are
designed in part upon assumptions about the likelihood of future events, and all such systems, however well designed and operated, can provide
only reasonable, and not absolute, assurance that the objectives of the system are met. Because of these and other inherent limitations of control
systems, there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions, regardless of
how remote. If we fail to implement and maintain an effective system of internal controls or prevent fraud, we could suffer losses, could be
subject to costly litigation, investors could lose confidence in our reported financial information and our brand and operating results could be
harmed, which could have a negative effect on the value of our common stock.

        Pursuant to Section 404 of the Sarbanes-Oxley Act of 2002, we will be required to certify the effectiveness of our internal controls over
financial reporting annually beginning with the year ending April 30, 2014. Identification of material weaknesses in internal controls over
financial reporting by us could adversely affect our competitive position in our business, and the value of our common stock.

 Item 2.    Financial Information.

 Selected Financial Data

        The following selected consolidated financial data should be read in conjunction with "Management's Discussion and Analysis of Financial
Condition and Results of Operations" included in this Item 2 and our consolidated financial statements and related notes, included in Item 13.
We derived the consolidated statements of income data for the years ended April 30, 2009, 2010 and 2011 and the consolidated balance sheet
data as of April 30, 2010 and 2011 from our audited consolidated financial statements included in Item 13. We derived the balance sheet data as
of January 31, 2011 from our unaudited consolidated financial statements not included in this registration statement. The consolidated statements
of income data for the years ended April 30, 2007 and 2008 and the consolidated balance sheet data as of April 30, 2007, 2008 and 2009 are
derived from our audited consolidated financial statements not included in this registration statement. We derived the consolidated statements of
income data for the nine-month periods ended January 31, 2011 and January 31, 2012 and the balance sheet data as of January 31, 2012 from our
unaudited consolidated financial statements included in Item 13. Our historical results are not necessarily indicative of the results that may be
expected in the future. The unaudited consolidated financial information was prepared on a basis consistent with that used in preparing our
audited consolidated financial statements and includes all adjustments, consisting of normal and recurring items, that we consider necessary for a
fair presentation of the financial position and results of operations for the unaudited periods. The
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interim results of operations are not indicative of the results that may be expected for a full fiscal year because of the seasonality of our business.

Fiscal Years Ended and as of April 30,

Nine Months
Ended and as
of January 31,

2007 2008 2009 2010 2011 2011 2012
(dollars in thousands, except per share, per office amounts and fees per tax return)

Consolidated Statements of Income
Data:
Revenue:
Franchise fees, net $ 22,319 $ 21,393 $ 10,283 $ 9,632 $ 13,148 $ 8,017 $ 6,920
Royalties and advertising fees 22,210 28,154 33,093 41,413 46,879 16,202 18,617
Financial products 12,900 16,024 18,560 14,175 16,507 6,777 11,449
Other revenue 17,281 17,359 17,342 19,407 18,990 10,829 12,325

Total revenue 74,710 82,930 79,278 84,627 95,524 41,825 49,311
Total operating expenses (47,982) (53,301) (57,004) (68,264) (67,009) (47,164) (55,178)

Income (loss) from operations 26,728 29,629 22,274 16,363 28,515 (5,339) (5,867)
Interest expense (2,736) (2,040) (1,769) (1,947) (1,954) (1,517) (1,506)
Other income (expense) 62 391 311 3,468 75 19 (4)

Income (loss) before income taxes 24,054 27,980 20,816 17,884 26,636 (6,837) (7,377)
Income tax (expense) benefit (8,324) (11,114) (8,737) (6,882) (10,874) 2,791 2,749

Net income (loss) $ 15,730 $ 16,866 $ 12,079 $ 11,002 $ 15,762 $ (4,046) $ (4,628)

Earnings (loss) per share of Class A
common stock and Class B common
stock
Basic $ 1.03 $ 1.12 $ 0.82 $ 0.75 $ 1.10 $ (0.35) $ (0.41)
Diluted $ 0.99 $ 1.06 $ 0.78 $ 0.73 $ 1.08 $ (0.35) $ (0.41)
Consolidated Balance Sheet Data:
Amounts due from franchisees and area
developers, net of allowances $ 71,754 $ 80,769 $ 81,233 $ 86,838 $ 101,958 $ 158,055 $ 178,276
Property, equipment and software, net 20,417 18,521 17,426 13,127 18,228 16,986 23,002
Total assets 126,465 127,538 132,726 126,886 147,793 221,078 254,579
Revolving credit facility � 9,838 10,002 � � 100,548 112,799
Long-term debt, including current
installments 22,594 6,308 5,205 4,734 4,458 4,189 4,521
Total stockholders' equity 57,722 54,698 69,493 75,196 84,127 67,980 78,276
Other Financial and Operational
Data:
Adjusted EBITDA(1) $ 30,135 $ 35,431 $ 28,642 $ 30,238 $ 36,071 $ 269 $ 301
Franchisees 1,580 1,729 1,801 1,901 1,941 1,967 2,094
Offices(2) 2,381 2,695 3,091 3,531 3,845 3,843 4,163
Offices per franchisee 1.51 1.56 1.72 1.86 1.98 1.95 1.99
Tax returns prepared 1,494,000 1,614,000 1,766,000 1,912,000 2,044,000 * *
Net average fee per tax return
prepared(3) $ 127 $ 143 $ 149 $ 170 $ 174 * *
Systemwide revenue(4) $ 166,500 $ 208,600 $ 243,600 $ 304,300 $ 338,600 * *
Systemwide revenue per office(3)(4) $ 69,929 $ 77,403 $ 78,809 $ 86,180 $ 88,062 * *

(1)
We define Adjusted EBITDA as net income (loss), plus: provision for income taxes, interest expense, non-recurring (income) expense,
depreciation and amortization, foreign currency transaction (gain) loss, and stock-based compensation. Please see "Adjusted EBITDA"
below for more information and for a reconciliation of Adjusted EBITDA to net income, the most directly comparable financial
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(2)
We measure our number of offices per fiscal year based on franchised and company-owned offices open at any point during the tax
season.

(3)
Systemwide revenue per office and the net average fee per tax return prepared reflect amounts for our franchised and company-owned
offices.

(4)
Our systemwide revenue represents the total tax preparation revenue generated by our franchised and company-owned offices. It does
not represent our revenue, but because our franchise royalties are derived from the operations of our franchisees, and because we
maintain an infrastructure to support systemwide operations, we consider growth in systemwide revenue to be an important
measurement.

*
Because of the seasonality of our business, we have not reported information for the nine-month periods ended and as of January 31,
2011 and 2012 because that information would not be meaningful. For information regarding systemwide revenue as of February 29,
2012, see "Item 1�Business�Business�Recent Developments."

Adjusted EBITDA

        To provide additional information regarding our financial results, we have disclosed in the table above and within this registration statement
Adjusted EBITDA. Adjusted EBITDA represents net income, before income taxes, interest expense, depreciation and amortization and certain
other items specified below. We have provided a reconciliation below of Adjusted EBITDA to net income, the most directly comparable GAAP
financial measure.

        We have included Adjusted EBITDA in this registration statement because we seek to manage our business to achieve higher levels of
Adjusted EBITDA and to improve the level of Adjusted EBITDA as a percentage of revenue. In addition, it is a key basis upon which we assess
the performance of our operations and management. We also use Adjusted EBITDA for business planning and the evaluation of acquisition
opportunities. In particular, the exclusion of certain expenses in calculating Adjusted EBITDA can provide a useful measure for period-to-period
comparisons. We believe the presentation of Adjusted EBITDA enhances an overall understanding of the financial performance of and prospects
for our business. Adjusted EBITDA is not a recognized financial measure under GAAP, and may not be comparable to similarly titled measures
used by other companies in our industry. Adjusted EBITDA should not be considered in isolation from or as an alternative to net income,
operating income (loss) or any other performance measures derived in accordance with GAAP.

        The following table presents a reconciliation of Adjusted EBITDA for each of the periods indicated:

Fiscal Years Ended April 30,

Nine Months
Ended

January 31,

2007 2008 2009 2010 2011 2011 2012
(dollars in thousands)

Reconciliation of Adjusted EBITDA to
Net Income (Loss)
Net income (loss) $ 15,730 $ 16,866 $ 12,079 $ 11,002 $ 15,762 $ (4,046) $ (4,628)
Interest expense 2,736 2,040 1,769 1,947 1,954 1,517 1,506
Income tax expense (benefit) 8,324 11,114 8,737 6,882 10,874 (2,791) (2,749)
Depreciation, amortization and
impairment charges 3,156 4,937 5,313 7,305 6,062 4,395 4,965
Loss on discontinued use of software � � � 5,570 � � �
Foreign currency transaction (gain) loss (62) (391) 451 (1,014) (75) (19) 4
Net gain on short-term investments � (4) (762) (2,454) � � �
Stock-based compensation expense 251 869 1,055 1,000 1,494 1,213 1,203

Adjusted EBITDA $ 30,135 $ 35,431 $ 28,642 $ 30,238 $ 36,071 $ 269 $ 301
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 Management's Discussion and Analysis of
Financial Condition and Results of Operations

The following Management's Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with
our consolidated financial statements and the related notes included in Item 13. This discussion contains forward-looking statements based upon
current expectations that involve risks and uncertainties, such as our plans, objectives, expectations and intentions, as set forth under
"Item 1�Business�Special Note Regarding Forward-Looking Statements." Our actual results and the timing of events could differ materially
from those anticipated in these forward-looking statements as a result of several factors, including those set forth in the following discussion
and under "Item 1A�Risk Factors," "Item 1�Business" and elsewhere in this registration statement.

Overview

        We are one of the leading providers of tax preparation services in the United States and Canada. As measured by both the number of returns
prepared and the number of retail offices, we are the third largest and fastest growing national retail preparer of individual tax returns in the
United States and the second largest retail preparer of individual tax returns in Canada. From 2001 through 2011, we have grown the number of
U.S. tax returns prepared in our offices from approximately 137,000 to nearly 1.7 million. Our tax preparation services and related financial
products are offered primarily through franchised locations, although we operate a very limited number of company-owned offices each tax
season. All of the offices are operated under the Liberty Tax Service brand.

        From 2001 through 2012, we grew our number of tax offices from 508 to nearly 4,200. We and our franchisees operated 3,898 offices in
the United States during the 2012 tax season, an 8.6% increase over the 2011 tax season, when we operated 3,590 offices, which was itself a
9.3% increase over the number of offices operated in the 2010 tax season. Approximately 63% of our revenue for fiscal year 2011 was derived
from franchise fees, royalties and advertising fees, and for this reason, continued growth in our franchise locations is viewed by management as
the key to our future performance.

        Our revenue primarily consists of the following components:

�
Franchise Fees:    We earn franchisee fees from our franchisees and ADs. Our standard franchise fee per territory is $40,000
and we offer our franchisees flexible structures and financing options for franchise fees and royalty payments. We recognize
franchise fees, net of a provision for franchise fee refunds, when our obligations to prepare the franchise for operation have
been substantially completed. When we finance franchise fees, we record the franchise fees as deferred revenue until the
franchisee has made a significant financial commitment (payment of 20% of the franchise fee) and met certain other criteria.
However, we recently introduced a new franchise fee option that forgoes the initial franchise fee payment in favor of a
higher royalties rate. Our franchise fees for AD areas vary based on our assessment of the revenue potential of each AD area,
and also depend on the performance of any existing franchisees within the AD area being sold. Our ADs generally receive
50% of the franchise fees derived from territories located in their area. See "Item 1�Business�Business�Liberty's Franchise
Model."

�
Royalties:    We earn royalty revenue from our franchisees. Our franchise agreement requires franchisees to pay us a base
royalty equal to 14% of the franchisee's tax preparation revenue, subject to certain specified minimums. Franchisees
acquiring territories under our new "zero franchise fee" alternative will be required to pay us franchise royalties of 25%
through their first five tax seasons, and thereafter 14% of their tax preparation revenue. Over time, as our offices continue to
"season," we expect that our growth in revenue from royalties will continue to outpace our growth in revenue from franchise
fees. We also expect to see steadier growth from our royalty revenue, but our franchise fee revenue may decrease if
franchisees choose our "zero
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franchise fee" alternative. Our ADs generally receive 50% of the royalties derived from territories located in their area.

�
Advertising Fees:    We earn advertising fee revenue from our franchisees. Our franchise agreement requires all franchisees
to pay us an advertising fee of 5% of the franchisee's tax preparation revenue, which we use primarily to fund collective
advertising efforts.

�
Financial Products:    We offer two types of financial products: "refund transfer" products, such as ERCs, which involve
providing a means by which a customer may receive his or her refund more quickly and conveniently, and refund-based
loans, such as RALs and ICAs. We earn fees from the use of these financial products. After the 2012 tax season, we
anticipate that we will no longer be able to offer RALs through banks and other federally-insured financial institutions, and
that our ability to offer refund-based loans may therefore be limited. See "Item 1�Business�Business�Tax Preparation in the
Liberty System."

�
Tax Preparation Fees:    We also earn tax preparation revenue directly from both the operation of company-owned offices
and the provision of tax preparation services through our eSmartTax online product.

        For purposes of this section and throughout this registration statement, all references to "fiscal 2012," "fiscal 2011," "fiscal 2010" and
"fiscal 2009" refer to our fiscal years ended April 30, 2012, 2011, 2010 and 2009, respectively. For purposes of this section and throughout this
registration statement, all references to "year" or "years" are the respective fiscal year or years ended April 30 unless otherwise noted in this
registration statement, and all references to "tax season" refer to the period between January 1 and April 30 of the referenced year.

Fiscal Years Ended and as of April 30,

Three Months
Ended and as of

January 31,

Nine Months
Ended and as of

January 31,

2009 2010 2011 2011 2012 2011 2012
(dollars in thousands, except net average fee per tax return prepared,

systemwide revenue per office and fees per tax return)
Results of Operations:
Total revenue $ 79,278 $ 84,627 $ 95,524 $ 29,394 $ 35,650 $ 41,825 $ 49,311
Operating income (loss) $ 22,274 $ 16,363 $ 28,515 $ 7,221 $ 8,676 $ (5,339) $ (5,867)
Net income (loss) $ 12,079 $ 11,002 $ 15,762 $ 3,820 $ 4,677 $ (4,046) $ (4,628)
Other Financial and
Operational Data:
Franchisees 1,801 1,901 1,941 1,967 2,094 1,967 2,094
Number of franchised offices 3,026 3,462 3,790 3,843 4,163 3,843 4,163
Number of company-owned
offices 65 69 55 44 93 44 93
Tax returns prepared 1,766,000 1,912,000 2,044,000 * * * *
Net average fee per tax return
prepared in our offices $ 149 $ 170 $ 174 * * * *
Systemwide revenue $ 243,600 $ 304,300 $ 338,600 * * * *
Systemwide revenue per office $ 78,809 $ 86,180 $ 88,062 * * * *
Number of financial products 719,000 783,000 902,000 * * * *

*
We have not presented this data for the three-month and nine-month periods ended and as of January 31, 2011 and 2012 because this
information is driven by our operations during tax season, and is not meaningful for the quarterly periods. For information regarding
systemwide revenue as of February 29, 2012, see "Item 1�Business�Business�Recent Developments."
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        In evaluating our performance, our management focuses on several metrics that we believe are key to our continued success:

�
Net growth in office locations.  Our growth in office locations from year to year is a function of the opening of new offices,
offset by locations that our franchisees or we close from year to year. Changes in the number of our offices are a function of
both the sale of new territories and the opening of offices in previously sold territories. In fiscal 2011, our franchisees
acquired 284 new territories in the U.S. in which new offices were open for the 2011 tax season, and opened an additional
338 offices in U.S. territories that had been sold in prior years. Our net increase in offices of 306 reflects the fact that
because of franchise terminations and other reasons, 316 offices that operated in the 2010 tax season were closed before the
2011 season.

In the quarters prior to tax season, management focuses on the sales of new franchise territories to increase growth of new
office locations and contribute to the success of the other metrics described below. During the three months and nine months
ended January 31, 2012, we sold 151 and 371 new franchise territories, respectively, as compared to 72 and 218 such sales
in the same periods in the prior year.

We also utilize our AD program to focus on areas with large underdeveloped groups of territories we believe would benefit
from the dedicated sales attention that an AD brings to our franchise sales process. While we intend to grow our franchise
network through the sale of new AD areas, opportunities often arise to acquire underperforming AD areas or AD areas in
more mature markets at favorable terms, offering us better future profitability from the associated franchise locations as a
consequence of repurchasing the area rights of those ADs.

�
Growth in the number of returns prepared.  We strive to provide our franchisees with the resources and training needed to
grow their own revenue, and one of the principal factors in that growth is growth in the number of returns prepared. We and
our franchisees prepared a total of approximately 1.7 million returns in our U.S. offices in the 2011 tax season, which was an
increase of 10.5% from the 2010 tax season. That percentage increase was larger than the percentage growth in the number
of Liberty Tax offices because more of our offices had been open for a greater number of years. Our new retail offices
typically experience their most rapid growth during their first five years as they develop customer loyalty, operational
experience and a referral base within their community. As our existing offices continue to "season," we anticipate that
growth in returns will continue to exceed the percentage of growth in the number of offices.

�
Growth in systemwide revenue.  We earn most of our revenue from franchise fees, royalties and advertising fees. Therefore,
the growth in systemwide revenue, which represents total revenue of our franchised and company-owned offices is not a
direct measure of our performance. However, because our royalty revenue is derived from systemwide revenue, and because
our cost structure is based on maintaining resources to support a franchise system, we believe that this information is
important in obtaining an understanding of our financial performance. We believe systemwide revenue information aids in
understanding how we derive royalty revenue, assists readers in evaluating our performance relative to competitors,
indicates the strength of our franchised brand and demonstrates increases in recurring royalty revenue.

Our systemwide revenue grew by 11.3% from fiscal 2010 to 2011, as compared to 24.9% from fiscal 2009 to fiscal 2010.
This increase in 2011 was the result of the continued seasoning of newer offices, and of the additional offices added for the
2011 tax season. The increase in 2010 was attributable to seasoning and new offices opening in that tax season and a 15.0%
increase in franchisee average fee per return prepared in the U.S. due to a reduced use of discounting in fiscal 2010.
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�
Growth in the number of financial products obtained by customers in Liberty Tax offices.  As we describe elsewhere in this
registration statement, we and our competitors face a challenging legal and regulatory environment with respect to the types
and characteristics of the financial products we can enable our franchised and company-owned offices to make available to
their customers. The availability of products in our offices drives customer loyalty and word of mouth referrals, and it is
important that we give customers who view our services as an alternative to the lengthy process of receiving a tax refund by
mail a full range of appropriate and competitive choices.

Although we have faced and expect to continue to confront challenges in connection with financial products, we do not
anticipate that additional changes (including the agreement of Republic Bank not to offer RALs after the 2012 tax season)
will substantially affect the revenue we derive from financial products. First, although we experienced a significant reduction
in revenue received from third-party product providers in fiscal 2010, that loss of revenue was a one-time event that we do
not expect to recur because our remaining contractual relationships do not generate similarly significant revenue streams.
Second, we now receive service fee revenue directly from the customers who acquire the different financial products we
offer, so a shift among types of products (such as from RALs to ICAs and ERCs) will not have a material effect on our
results. Third, we have observed that as RALs have become more difficult to obtain, customers continue to desire other
refund-based products, and tend to move from loan-based products to refund transfer products such as ERCs. For example,
the total percentage of our customers obtaining a RAL, another loan-based product or an ERC increased to 44.1% in the
2011 tax season compared to 41.0% during the 2010 tax season, even as the percentage of customers receiving RALs
decreased from 13.0% to 5.6%. Finally, we have begun to utilize our subsidiary, JTH Financial, to offer financial products in
certain of our offices through contractual arrangements with new financial product providers. We expect to grow that
business, which we expect to enable us to ameliorate some of the less favorable economic terms we receive from our
traditional providers. Our use of JTH Financial does involve increased costs in the form of technology and other
administrative costs, but our fee structure for financial products should allow us to absorb those costs without any material
adverse effect on our operating results. For a discussion of the risks attendant to our financial products, see "Item 1A�Risk
Factors�Risks Related to Regulation of Our Industry."

Results of Operations

Three and nine months ended January 31, 2012 compared to three and nine months ended January 31, 2011

        Revenues.    The table below sets forth the components and changes in our revenue for the three- and nine-month periods ended January 31,
2012 and January 31, 2011.

Three Months Ended
January 31,

Nine Months Ended
January 31,%

Change
%

Change2011 2012 2011 2012
(dollars in thousands)

Franchise fees, net
Area developer $ 1,995 $ 504 (75)% $ 4,193 $ 3,170 (24)%
Territory 1,061 1,025 (3)% 3,824 3,750 (2)%
Royalties 9,557 11,072 16% 10,638 12,329 16%
Advertising fees 5,066 5,717 13% 5,564 6,288 13%
Financial products 6,590 11,158 69% 6,777 11,449 69%
Interest income 2,613 3,016 15% 6,706 7,623 14%
Tax preparation fees, net of
discounts 1,032 1,909 85% 1,337 2,154 61%
Other 1,480 1,249 (16)% 2,786 2,548 (9)%

Total revenues $ 29,394 $ 35,650 21% $ 41,825 $ 49,311 18%
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        Our total revenues increased by 18% in the first nine months of fiscal 2012, primarily due to a 69% increase in financial products revenue,
coupled with a 16% increase in royalties and a 61% increase in tax preparation fees. The increase in financial product revenue occurred
primarily because we offered our own ERCs and ICAs in more offices in the first nine months of fiscal 2012 compared to the first nine months
of fiscal 2011. In fiscal 2011, a greater percentage of our customers received financial products from third party providers. In addition, we had a
16% increase in royalties and a 13% increase in advertising fees that were primarily caused by an 18% increase in the number of returns filed in
the first nine months of fiscal 2012 compared to the first nine months of fiscal 2011. The increase in tax preparation fees was caused by an
increase in the number of company-owned offices from 44 offices in the first nine months of fiscal 2011 to 93 in the first nine months of fiscal
2012. We also experienced a 14% increase in our interest income in the first nine months of fiscal 2012, which reflects an increase in franchisee
and area developer loan balances. At January 31, 2012, amounts due from our franchisees and area developers were 13% higher than at
January 31, 2011. These increases in revenue were offset by a 24% decrease in AD sales, which was due to a decrease in the size of the AD
areas sold in the first nine months of fiscal 2012 as compared to the first nine months of fiscal 2011, and by a 2% decrease in revenue from
franchise territory sales, which reflects in part the launch of our zero franchise fee option during the 2012 period.

        Our total revenues increased by 21% in the third quarter of fiscal 2012 compared to the same quarter in 2011, largely due to a 69% increase
in financial product revenue coupled with a 16% increase in royalties and an 85% increase in tax preparation fees. The increase in financial
product revenue occurred primarily because we offered our own ERCs and ICAs in more offices in the first quarter of fiscal 2012 compared to
the first quarter of fiscal 2011. In addition, we had a 16% increase in royalties and a 13% increase in advertising fees that were primarily caused
by an 18% increase in the number of returns filed in the third quarter of fiscal 2012 when compared to the third quarter of fiscal 2011. The
increase in tax preparation fees was caused by an increase in the number of company-owned offices from 44 stores in the third quarter of fiscal
2011 to 93 in the third quarter of fiscal 2012. We also experienced a 15% increase in our interest income in the third quarter, which reflects an
increase in franchisee and area developer loan balances. These increases in revenue were offset by a 75% decrease in AD sales, which was due
to a decrease in the size of the AD areas sold in the third quarter of fiscal 2012 as compared to the third quarter of fiscal 2011, and by a 3%
decrease in revenue from franchise territory sales, which reflects in part the launch of our zero franchise fee option during the 2012 period.

        Operating expenses.    The following table details the amounts and changes in our operating expenses in and from the first nine months and
third quarter of fiscal 2012 and the same periods in fiscal 2011.

Three Months Ended
January 31,

Nine Months Ended
January 31,%

Change
%

Change2011 2012 2011 2012
(dollars in thousands)

Employee compensation and benefits $ 6,478 $ 7,902 22% $ 17,291 $ 20,111 16%
Advertising 8,727 8,770 0% 12,772 12,389 (3)%
General and administrative 5,444 8,612 58% 12,605 17,670 40%
Depreciation, amortization and impairment
charges 1,423 1,647 16% 4,395 4,965 13%
Other expense 101 43 (57)% 101 43 (57)%

Total operating expenses $ 22,173 $ 26,974 22% $ 47,164 $ 55,178 17%
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        Our total operating expenses increased by $4.8 million and $8.0 million in the third quarter and first nine months of fiscal 2012 compared
to the same periods of fiscal 2011, representing a 22% and 17% increase, respectively. The largest components of this increase were:

�
a 22% and 16% increase in employee compensation and benefits attributable to the addition of personnel due to an increase
in company-owned and franchisee offices from the prior year and the additional expenses associated with anticipating our
becoming a public company.

�
a 16% and 13% increase in depreciation, amortization and impairment charges, caused primarily by an increase in
amortization related to software placed into service after the first quarter of fiscal 2011 and prior to the start of the fiscal
2012 tax season;

�
a 58% and 40% increase in general and administrative expenses, caused primarily by the following:

�
a $425,000 and $595,000 increase, respectively, in rent and related costs to support an increase in company-owned
offices;

�
a $533,000 and $922,000 increase, respectively, in professional fees, related to legal, marketing and other ongoing
projects;

�
a $1.7 million and $1.6 million increase, respectively, in fees associated with providing financial products and
expenses related to our obligation to purchase from the lender any ICA more than 60 days past due, which did not
occur at a material level in the fiscal 2011 periods because we offered the ICA product during the 2011 tax season
on a very limited basis;

�
a $180,000 decrease and $900,000 increase, respectively, in bad debt expense based on management's assessment
of the appropriate level of our allowance for doubtful accounts.

        Other items.    There were no material changes in our other income between the third quarter and first nine months of fiscal 2012 and the
same periods of fiscal 2011. We recorded income tax expense in the third quarters of fiscal 2012 and 2011 and income tax benefits in the first
nine months of fiscal 2012 and 2011 (effective rates of 41.6% and 40.8%, respectively, for the third quarters and 37.3% and 40.8%, respectively,
for the nine-month periods). Because of the seasonal nature of our business, we expect that the losses we incur for the first three quarters of a
fiscal year will be more than offset by the results of our fiscal fourth quarter.

        Net income (loss).    Our net income increased by 22% in the third quarter of fiscal 2012 as compared to the same period of 2011, reflecting
an increase in operating income of 20%. Our net loss for the first nine months of fiscal 2012 increased by 14% as compared to the first nine
months of fiscal 2011, reflecting an increase in operating losses of 10%.
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Fiscal year 2011 compared to fiscal year 2010

        Revenues.    The table below sets forth the components and changes in our revenue for the years ended April 30, 2011 and 2010.

Fiscal Years Ended
April 30, %

Change2010 2011
(dollars

in thousands)
Franchise fees, net
Area developer $ 963 $ 6,858 612%
Territory 8,669 6,290 (27)%
Royalties 27,726 31,256 13%
Advertising fees 13,687 15,623 14%
Financial products 14,175 16,507 16%
Interest income 8,876 10,110 14%
Tax preparation fees, net of discounts 5,982 4,789 (20)%
Other 4,549 4,091 (10)%

Total revenues $ 84,627 $ 95,524 13%

        Our total revenues increased by 13% in fiscal 2011, primarily due to a six-fold increase in franchise fees from the sale of AD areas, a 13%
and 14% increase, respectively, in royalties and advertising fees earned from our franchisees, and a 16% increase in financial products revenue.
The significant increase in franchise fees from the sale of AD areas was due to the sale of several larger AD areas in fiscal 2011, which was
offset in part by a 27% decrease in revenue from the sale of franchise territories. The increase in AD sales reflects our increased success in
closing sales of AD areas in fiscal 2011, and the fact that the 2011 sales of AD areas included several more populous geographic areas that
therefore had higher than average purchase prices. By contrast, the decrease in franchise territory sales in fiscal 2011 reflects a failure to close as
many franchise sales in fiscal 2011 as in fiscal 2010.

        The increase in our royalties and advertising fees revenue in fiscal 2011 was caused primarily by the growth in our number of offices open
for the 2011 tax season and in the number of returns prepared by those offices.

        The reduction in tax preparation fees in fiscal 2011 is the consequence of our operation of fewer company-owned offices during the 2011
tax season.

        The increase in the interest income we received in fiscal 2011 reflects the additional lending we made to our franchisees and ADs for the
acquisition of territories and areas and to our franchisees for working capital purposes. At April 30, 2011, our total amounts due from
franchisees and ADs were 17% higher than at April 30, 2010.
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        Operating expenses.    The following table details the amounts and changes in our operating expenses in and from fiscal 2011 and fiscal
2010.

Fiscal Years Ended
April 30, %

Change2010 2011
(dollars

in thousands)
Employee compensation and benefits $ 24,526 $ 25,162 3%
Advertising 12,872 15,078 17%
General and administrative 17,871 20,537 15%
Loss on discontinued use of software 5,570 � (100)%
Depreciation, amortization and impairment charges 7,305 6,062 (17)%
Other expense 120 170 42%

Total operating expenses $ 68,264 $ 67,009 (2)%

        Excluding the loss of $5.6 million associated with our decision in fiscal 2010 to discontinue the use of our former online tax preparation
software, our total operating expenses increased by $4.3 million in fiscal 2011, or 7%. The largest components of this increase were a 17%
increase in advertising expense due directly to the related increase in advertising fees, a $1.1 million increase in financial product rebates, which
represents a portion of the fee income related to financial products that we elect to share with our franchisees (subject to possible offset for their
portion of any guaranty obligations we are required to satisfy in connection with the defaults by financial product customers), and a $1.3 million
increase in the amount we accrued for bad debts. The latter two items accounted for most of the increase in our general and administrative
expenses. We expended more on advertising in fiscal 2011 compared to fiscal 2010 primarily because when our franchisees pay us more in
advertising fees as their revenue increases, we in turn increase our related spending. The increase in product rebate payments reflected an
increase in the revenues we generated from financial products in fiscal 2011, which we shared with our franchisees.

        Other items.    We also experienced a $3.4 million reduction in other income in fiscal 2011, principally as a result of a decrease in net gains
on short-term investments, which reflects the fact that we experienced gains associated with our short-term investments during fiscal 2010 that
did not recur in fiscal 2011. Moreover, we recognized $900,000 less in income associated with foreign currency transaction gains in 2011
compared to 2010. In addition, as shown below, because of our growth in operating income, our income tax expense increased 58% in fiscal
2011.

Fiscal Years Ended
April 30, %

Change2010 2011
(dollars

in thousands)
Income before income taxes $ 17,884 $ 26,636 49%
Income tax expense $ 6,882 $ 10,874 58%
Effective tax rate 38.5% 40.8%
        The increase in our effective tax rate from fiscal 2010 to fiscal 2011 was primarily a result of a greater percentage of our 2011 income
before income taxes being earned in the United States, which is taxed at a higher rate than income earned in Canada.

        Net income.    Our net income increased by 43% in fiscal 2011, reflecting an increase in operating income of 74%, and the fact that the
increase in our revenues in fiscal 2011 grew faster than the increase in our operating expenses (excluding the effect of the loss on discontinued
use of software in fiscal 2010).
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Fiscal year 2010 compared to fiscal year 2009

        Revenues.    The table below sets forth the components and changes in our revenue for the years ended April 30, 2010 and 2009.

Fiscal Years Ended
April 30, %

Change2009 2010
(dollars in thousands)

Franchise fees, net
Area developer $ 4,869 $ 963 (80)%
Territory 5,414 8,669 60%
Royalties 22,129 27,726 25%
Advertising fees 10,964 13,687 25%
Financial products 18,560 14,175 (24)%
Interest income 8,783 8,876 1%
Tax preparation fees, net of discounts 5,075 5,982 18%
Other 3,484 4,549 31%

Total revenues $ 79,278 $ 84,627 7%

        Our total revenues increased by 7% in fiscal 2010, primarily due to a 25% increase in royalties and advertising fees earned from our
franchisees, and a 60% increase in revenue from territory sales to franchisees. The significant increase in franchise sales in fiscal 2010 is largely
attributable to the depressed climate for franchise sales in fiscal 2009, when our sales effort was significantly hampered by the advent of the
national economic crisis in fall 2008, which created substantial uncertainty among potential franchisees at the height of our franchise sales
season. The increase was offset by an 80% decrease in franchise fees from the sale of AD areas, representing fewer sales of AD areas as
compared to fiscal 2009, due to a decline in suitable opportunities for area sales in fiscal 2010. Our gain in revenues was further offset by a
reduction of 24% in our revenue from financial products. This decrease was caused by the loss of fee income we had previously received from
financial product providers because one of our providers exited the market for regulatory reasons, and because our new agreement with Republic
Bank eliminated the fee income we had previously received. The loss of the income from Republic Bank was a one-time event that should not
recur in future periods because we have no other third-party financial product providers that generate a similar stream of fee income that could
be threatened by future changes in the financial products aspect of our business.

        Operating expenses.    The following table details the amounts and changes in our operating expenses in and from fiscal 2010 and fiscal
2009.

Fiscal Years Ended
April 30, %

Change2009 2010
(dollars in thousands)

Employee compensation and benefits $ 21,418 $ 24,526 15%
Advertising 12,085 12,872 7%
General and administrative 16,551 17,871 8%
Loss on discontinued use of software � 5,570 100%
Depreciation, amortization and impairment charges 5,313 7,305 37%
Other expense 1,637 120 (93)%

Total operating expenses $ 57,004 $ 68,264 20%
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        Exclusive of the loss of $5.6 million associated with our discontinued software in fiscal 2010, our total operating expenses increased by
10% in fiscal 2010. The largest components of this increase were a 15% increase in employee compensation and benefits because we paid
employee salary increases and bonuses in fiscal 2010 that we did not incur in fiscal 2009 because of our prior operating results that year, and
because of a ten-fold increase from approximately $285,000 to $3.2 million in the amounts we accrued to pay financial product rebates to our
franchisees. The rebates represent amounts we pay to our franchisees, subject to offset for bad debts associated with financial products, in order
to share the revenue from financial products with our franchisees. The substantial change in 2010 was attributable to a fundamental change in
the way in which we received fee income associated with financial products. Before fiscal 2010, we often received rebates on financial products
from our financial products partners. Beginning with the 2010 tax season, our contractual relationships with our financial partners did not
provide for rebates, and so we began to charge fees related to our services directly to tax customers and determined that a portion of these fees
should be paid to the franchisees originating these products. We also experienced a 37% increase in the depreciation, amortization and
impairment charges, which was primarily attributable to an increase in amortization of customer lists and AD rights of approximately $900,000
and an increase in the writedown of customer lists of approximately $800,000 because we decided not to operate previously acquired offices as
company-owned offices. The reduction in other expense in fiscal 2010 was primarily the result of a litigation judgment of $1.3 million we
expensed in fiscal 2009. See "Item 8�Legal Proceedings."

        Other items.    We experienced a $1.5 million increase in income associated with foreign currency transaction gains in fiscal 2010 as
compared to fiscal 2009, reflecting the benefit of the strong Canadian dollar. We also recognized an increase of $1.7 million from fiscal 2009 to
fiscal 2010 in net gain on our short-term investments, reflecting the sale in fiscal 2010 of our investments that we liquidated in fiscal 2010.
Because of our reduction in operating income, our income tax expense decreased 21% in fiscal 2010.

Fiscal Years Ended
April 30, %

Change2009 2010
(dollars in thousands)

Income before income taxes $ 20,816 $ 17,884 (14)%
Income tax expense $ 8,737 $ 6,882 (21)%
Effective tax rate 42.0% 38.5%
        The decrease in our effective tax rate from fiscal 2009 to fiscal 2010 was primarily a result of a greater percentage of our 2010 income
before income taxes being earned in Canada, which is taxed at a lower rate than income earned in the United States.

        Net income.    Our net income decreased by 9% in fiscal 2010, reflecting a decrease in operating income of 27%, which was primarily
attributable to the fact that we recognized a loss of $5.6 million associated with our discontinued software in fiscal 2010. That decision was
based on our determination that the software was no longer economical to update.

Liquidity and Capital Resources

Overview of factors affecting our liquidity

        Seasonality of cash flow.    Our tax return preparation business is seasonal, and most of our revenues and cash flow are generated during the
period from early February through April 30. Following each tax season, from May 1 through early February of the following year, we rely
significantly on excess operating cash flow from the previous season, from cash payments made by franchisees and ADs who purchase new
territories and areas prior to the next tax season and make cash payments in connection with those purchases, and on the use of our revolving
credit facility to

52

Edgar Filing: JTH Holding, Inc. - Form 10-12G

55



Table of Contents

fund our operating expenses and invest in the future growth of our business. Because we operate very few company-owned offices, our business
is not capital intensive relative to our total revenue, and has historically generated a strong operating cash flow from operations on an annual
basis. We devote a significant portion of our cash resources during the off season to finance the working capital needs of our franchisees.

        Revolving credit facility.    In February 2008, JTH Tax, Inc. entered into a revolving credit facility. This revolving credit facility expires on
March 31, 2013 and provides for maximum allowable borrowings of $100 million to $125 million. The outstanding borrowings on our revolving
credit facility accrue interest at an adjusted one month LIBOR rate plus a margin that varies from 1.25% to 2.00%, depending on our leverage
ratio. The interest rate on our prior revolving credit facility was 1.67% at January 31, 2012. This indebtedness is collateralized by substantially
all of our assets, including the assets of our subsidiaries.

        Under our revolving credit facility, we are subject to a number of covenants that could potentially restrict how we carry out our business, or
that require us to meet certain periodic tests in the form of financial covenants. The restrictions we consider to be material to our ongoing
business include the following:

�
We must satisfy a "leverage ratio" test that is based on our outstanding indebtedness at the end of each fiscal quarter.

�
We must satisfy a "fixed charge coverage ratio" test at the end of each fiscal quarter.

        In addition, were we to experience certain types of changes in control affecting Mr. Hewitt's continuing control of us, or certain changes to
the composition of our Board of Directors, we might become subject to an event of default under our revolving credit facility, which may result
in the acceleration of our obligations under that facility.

        Our revolving credit facility also contains customary affirmative and negative covenants, including limitations on indebtedness, limitations
on liens and negative pledges, limitations on investments, loans and acquisitions, limitations on mergers, consolidations, liquidations and
dissolutions, limitations on sales of assets, limitations on certain restricted payments and limitations on transactions with affiliates, among
others.

        Franchisee lending and potential exposure to credit loss.    A substantial portion of our cash flow during the year is utilized to provide
funding to our franchisees and ADs. At January 31, 2012, our total balance of loans to franchises and ADs for working capital and equipment
loans, representing cash amounts we had advanced to the franchisees and ADs, was $60.0 million. In addition, at that date, our franchisees and
ADs together owed us an additional $82.6 million for unpaid amounts owed to us, typically representing the unpaid purchase price of new
territories (in the case of franchisees) and areas comprising clusters of territories (in the case of ADs), and other amounts owed to us for royalties
and other unpaid amounts for which our franchisees and ADs had outstanding payment obligations.

        Our actual exposure to potential credit loss associated with franchisee loans is less than the aggregate amount of those loans because a
significant portion of those loans are to franchisees located within AD areas, where our AD is ultimately entitled to a substantial portion of the
franchisee fee and royalty revenues represented by some of these loans. For this reason, the amount of indebtedness of franchisees to us is
effectively offset in part by our related payable obligation to ADs in respect of franchise fees and royalties. As of January 31, 2012, the total
indebtedness of franchisees to us where the franchisee is located in an AD area was $86.0 million, but $21.6 million of that indebtedness
represents amounts ultimately payable to ADs as their share of franchise fees and royalties.

        Our franchisees make electronic return filings for their customers utilizing our facilities. Our franchise agreements allow us to obtain
repayment of amounts due to us from our franchisees through
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an electronic fee intercept program before our franchisees receive net proceeds of the tax preparation and other fees they have charged to their
customers on tax returns associated with financial pr
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