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PRELIMINARY PROXY MATERIAL

PRE-PAID LEGAL SERVICES, INC.
One Pre-Paid Way
Ada, Oklahoma 74820

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO THE HOLDERS OF SHARES OF COMMON STOCK:

Our Annual Meeting of Shareholders will be held in the Liberty Auditorium
at our corporate offices located at One Pre-Paid Way in Ada, Oklahoma, on
Monday, May 23, 2005, at 1:00 p.m., local time, for the following purposes:

(1) To elect two members to our Board of Directors;

(2) To ratify the selection of Grant Thornton LLP as our independent
registered public accounting firm;

(3) To approve the amendment of our Restated Certificate of
Incorporation to effect a reverse stock split immediately
followed by a forward stock split of all of our shares of Common
Stock. Shares that are held of record by any shareholder who owns
of record less than 100 shares of Common Stock would be converted
into the right to receive cash payment for such shares calculated
by averaging the closing price per share on the New York Stock
Exchange for the ten days prior to the reverse/forward split;

(4) To approve voting rights for control shares owned, or to be
acquired, directly or indirectly, by Thomas W. Smith and certain
of his associates;

(5) To approve the amendment of the Certificate of Incorporation to
eliminate certain anti-takeover provisions by repealing the
current Article EIGHTH which requires the affirmative vote of 80%
of the voting power of the outstanding voting stock for, among

other things, a merger or consolidation with us, the sale of
assets to, or the issuance or delivery of our shares to any
person or entity who, together with our affiliates, owns or

controls 5% or more of the voting power of our outstanding voting
stock; and

(6) To transact such other business as may properly be brought before
the Annual Meeting or any adjournment thereof.

The Annual Meeting may be recessed from time to time and, at any reconvened
meeting, action with respect to the matters specified in this notice may be
taken without further notice to shareholders unless required by the bylaws.

Shareholders of record of Common Stock at the close of business on April 1,
2005 are entitled to notice of, and to vote on all matters at, the Annual
Meeting. A list of all shareholders will be available for inspection at the
Annual Meeting and, during normal business hours the ten days prior thereto, at
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our offices, One Pre-Paid Way, Ada, Oklahoma.
BY ORDER OF THE BOARD OF DIRECTORS
Kathy Pinson, Secretary

Ada, Oklahoma
April 11, 2005

Please vote by telephone or by using the Internet as instructed on the enclosed
Proxy Card or complete, sign and date the enclosed Proxy Card and return it

promptly in the envelope enclosed for that purpose. You may nevertheless vote in
person if you do attend the meeting.

PRE-PAID LEGAL SERVICES, INC.
PROXY STATEMENT

2005 Annual Meeting of Shareholders

TABLE OF CONTENTS
Description
General Information

Proposal One - Election of Directors

Proposal Two - Ratification of Selection of Independent Registered Public
Accounting Firm

Proposal Three - Amendments of Our Restated Certificate of Incorporation
to Effect a Reverse/Forward Stock Split

Proposal Four - Approval of Voting Rights for Control Shares Owned, or to be
Acquired, Directly or Indirectly, by Thomas W. Smith and Certain of his

Associates

Proposal Five - Amendment of Our Restated Certificate of Incorporation to Repeal
Article Eighth

Audit Committee Report

Executive Compensation and Other Information

Security Ownership of Certain Beneficial Owners and Management
Certain Relationships and Related Transactions

Compliance with Section 16 Reporting Requirements

Voting

Independent Registered Public Accounting Firm

Annual Report to Shareholders
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Availability of Annual Report on Form 10-K
Proposals of Shareholders and Nominations
Other Matters

Annex One - Proposed Forms of Certificates of Amendment of Restated
Certificate of Incorporation to Effect the Reverse/Forward Split

Annex Two - Thomas W. Smith Acquiring Person Statement Pursuant to
Section 1150 of the Oklahoma General Corporation Act

PROXY STATEMENT
PRE-PAID LEGAL SERVICES, INC.
One Pre-Paid Way
Ada, Oklahoma 74820
2005 ANNUAL MEETING OF SHAREHOLDERS
GENERAL INFORMATION

The following information is furnished in connection with our 2005 Annual

Meeting of Shareholders ("Annual Meeting") to be held in the Liberty Auditorium
at our corporate offices located at One Pre-Paid Way in Ada, Oklahoma, on
Monday, May 23, 2005, at 1:00 p.m., local +time. This Proxy Statement and

accompanying materials will be mailed on or about April 11, 2005 to holders of
record of Common Stock as of the record date.

The record date for determining shareholders entitled to notice of the
Annual Meeting and to vote has been established as the close of business on
April 1, 2005. On that date, we had 15, xxx,xxx shares of Common Stock, par value
$.01 per share, outstanding and eligible to vote, exclusive of treasury stock.
Holders of record of our Common Stock on the record date will be entitled to one
vote for each share held on all matters properly brought Dbefore the Annual
Meeting.

Our Board of Directors is soliciting the enclosed proxy. We will bear all
costs of soliciting proxies for the Annual Meeting. In addition to use of the
mails, proxies may be solicited by telephone, telecopy or personal interview by
directors, officers or other regular employees of ours. No additional
compensation will be paid to directors, officers or other regular employees for
such services. Copies of solicitation materials will be furnished to banks,
brokerage houses, fiduciaries and custodians holding in their names shares of
Common Stock Dbeneficially owned by others to forward to such beneficial owners.
We will, upon request, reimburse such persons for their reasonable expenses in
forwarding proxy materials to beneficial owners.

Any shareholder returning the accompanying proxy or voting by telephone or
the 1Internet may revoke such proxy at any time prior to its exercise by (a)
giving us written notice of such revocation, (b) voting in person at the Annual
Meeting, (c) voting by telephone or using the Internet as instructed below (your
latest telephone or Internet proxy is counted) or (d) executing and delivering
to us a later dated proxy. Written revocations and later dated proxies should be
sent to PRE-PAID LEGAL SERVICES, INC., One Pre-Paid Way, Ada, Oklahoma 74820,
Attention: Kathy Pinson, Secretary.
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PROPOSAL ONE
ELECTION OF DIRECTORS

Our Board of Directors currently consists of six members and is divided
into three classes equal in size, with the term of office of one class expiring
each year. The Board of Directors has nominated and proposes that Harland C.
Stonecipher and Martin H. Belsky, whose terms as directors expire as of the
Annual Meeting of Shareholders for 2005, be re-elected for three-year terms as
directors.

The election of a director requires the affirmative vote of a plurality of
the shares of Common Stock voting in person or by proxy at the Annual Meeting.
All proxies received by our Board of Directors will be voted, in the absence of
instructions to the contrary, FOR the re-election of Harland C. Stonecipher and
Martin H. Belsky to the Board of Directors.

Should the nominees for election to the Board of Directors be unable to
serve for any reason, the Board of Directors may, unless the Board by resolution

provides for a lesser number of directors, designate substitute nominees in
which event all proxies received without instructions will be voted for the
election of such substitute nominees. However, to the best knowledge of our

Board of Directors, the named nominees will serve if elected.

The following is certain information about each of our directors:

Existing
Name Age Director Since Term Expires
Harland C. Stonecipher 66 1976 2005
Martin H. Belsky 60 1998 2005
John W. Hail 74 1998 2006
Thomas W. Smith 76 2004 2006
Peter K. Grunebaum 70 1980 2007
Orland G. Aldridge 66 2004 2007

Harland C. Stonecipher

Mr. Stonecipher has been the Chairman of our Board of Directors since its
organization in 1976 and served as Chief Executive Officer until March 1996 and
since February 1997. Mr. Stonecipher also served as our President at various
times through January 1995 and since December 2002. Mr. Stonecipher also serves
as an executive officer of several of our subsidiaries and as a director of AMS
Health Sciences, Inc.

Martin H. Belsky

Mr. Belsky, currently Professor of Law at the University of Tulsa College
of Law, teaches courses in constitutional 1law, ethics, international law, and
oceans policy. Previously, Mr. Belsky was Dean and Professor of Law at Albany
Law School from 1986 to 1995 and Dean of the University of Tulsa College of Law
from 1995 to 2004.

John W. Hail
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John W. Hail 1is the founder of AMS Health Sciences, Inc. (formerly
Advantage Marketing Systems, Inc.) ("AMS") and has served as Chief Executive
Officer and Chairman of the Board of Directors of AMS since its inception in
June 1988. AMS sells more than 60 natural nutritional supplements, weight
management products, and natural skincare products. From July 1986 through May
1988, Mr. Hail served as our Executive Vice President, Director and Agency
Director and also served as Chairman of the Board of Directors of TVC Marketing,
Inc., which was our exclusive marketing agent from April 1984 through September
1985. Mr. Hail also serves as a director of Duraswitch Industries, Inc. (NASDAQ:
DSWT) .

Thomas W. Smith

Mr. Smith is the 1largest outside shareholder of the Company and is the
managing partner of Prescott Investors, 1Inc, a private investment firm he
founded in 1973. He currently serves as a director of SEI Investments Company
(NASDAQ-NMS: SEIC).

Peter K. Grunebaum

Mr. Grunebaum, currently an independent investment Dbanker and corporate
consultant, was the Managing Director of Fortrend International, an investment
firm headquartered in New York, New York, a position he held from 1989 until the
end of 2003. Mr. Grunebaum also serves as a director of StoneMor GP, LLC the
general partner of StoneMor Partners LP (NASDAQ: STON) .

Orland G. Aldridge
Mr. Aldridge retired as a professor from Northeastern Oklahoma A & M
College in Miami, Oklahoma in 2002 where he had been an instructor since 1999

and has been and remains an independent insurance agent. He has served as a
director of our wholly-owned subsidiary, Pre-Paid Legal Casualty, Inc. since
1991.

Board Meetings and Committees

The Board of Directors held eight meetings during 2004 and acted by
unanimous consent thirteen times. During such year all directors listed above
attended at least 75% of the meetings of the full Board and the committees on
which they served.

The Board of Directors has established an Audit Committee currently
consisting of Messrs. Aldridge, Belsky and Grunebaum. During 2004, Steve Hague
served on the Audit Committee until his resignation on September 30, 2004. Mr.
Aldridge replaced Mr. Hague on November 5, 2004. The Audit Committee makes
recommendations to the Board of Directors concerning the selection of and
oversees our relationship with our independent registered public accounting firm
and reviews with the independent registered public accounting firm the scope and
results of the annual audit. The Audit Committee also reviews financial
statements and reports including proxy statements, Forms 10-K and Forms 10-0Q,
reviews all significant financial reporting issues and practices and monitors
internal control policies. The Audit Committee also establishes procedures for
receipt, retention and treatment of complaints received by us regarding
accounting, internal accounting control or auditing matters, recommends and
reviews our code of ethics and oversees our internal audit function. The Board
of Directors has determined that each of the members of the Audit Committee
meets the independence standards of the New York Stock Exchange of corporate
governance rules and applicable SEC rules. The Audit Committee held five
meetings during 2004. The Board of Directors has determined that none of the
members of the Audit Committee qualify as a "financial expert" as defined by the
rules of the SEC, because none of the members meet the requisite qualifications
for such designation.

Additionally, the Board of Directors has established a nominating committee
and a compensation committee. The nominating committee currently consists of
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Messrs. Belsky and Smith and is responsible for assisting the full Board of
Directors in selecting individuals for service on the Board of Directors and
evaluating their performance. The compensation committee currently consists of
Messrs. Belsky and Smith and is responsible for establishing the compensation of
our chief executive officer and assisting 1in evaluation our compensation
policies to assure our executive officers are compensated effectively in a
manner consistent with our overall objectives. The compensation committee is
also responsible for communicating our compensation policies and the reasoning
behind such policies to shareholders. Mr. Steve Hague served on the nominating
and compensation committees wuntil his resignation from the Board on September
30, 2004 and was replaced on these committees Dby Mr. Smith on October 4, 2004.
The Board of Directors has determined that the members of both of these
committees meet the independence requirements of the corporate governance rules
of the NYSE. Members of these committees are elected by the Board of Directors
annually for one-year terms, or until their successors shall be duly elected and
qualified. During 2004, the nominating committee met three times and the
compensation committee met twice and acted by unanimous consent once.

Corporate Governance Guidelines and Communications with the Board

We adopted Corporate Governance Guidelines and a Code of Business Conduct
and Ethics in accordance with the rules of the NYSE in January 2004. The Code of
Business Conduct and Ethics is applicable to all employees and directors,
including our principal executive, financial and accounting officers. 1In
addition, each of the committees of the board has a charter which has been
approved by the Board. Copies of the Corporate Governance Guidelines, Code of
Business Conduct and Ethics and committee charters are available at our website,
www.prepaidlegal.com. In addition, copies of these documents are available to
any shareholder who requests them from our Secretary. We intend to disclose
amendments to, or waivers from, our Code of Business Conduct and Ethics by
posting to our website.

Our Corporate Governance Guidelines requires that the non-management
directors meet in executive session immediately following each meeting of the
Board. The Guidelines provide that the Chairman of the Nominating Committee,
currently Mr. Belsky, will preside over these meetings.

The Board has adopted the independence criteria of the NYSE corporate
governance rules to determine the independence of its directors. The Board
determined that Messrs. Aldridge, Belsky, Grunebaum and Smith, who constitute a
majority of the Board, are independent under these criteria.

Our Corporate Governance Guidelines provide that any person, including any
shareholder, desiring to communicate with, or make any concerns known to us,
directors generally, non-management directors or an individual director only,
may do so by submitting them in writing to our Quality Assurance Supervisor, One
Pre-Paid Way, Ada, Oklahoma 74820, with information to identify the person
submitting the communication or concern, including the name, address, telephone
number and an e-mail address (if applicable), together with information
indicating the relationship of such person to us. Our Quality Assurance
Supervisor is responsible for maintaining a record of any such communications or
concerns and submitting them to the appropriate addressee(s) for potential
action or response. We will establish the authenticity of any communication or
concern before forwarding. Under the Corporate Governance Guidelines, we are not
obligated to investigate or forward any anonymous submissions from persons who
are not our employees.

We do not have a specific policy regarding board member's attendance at
annual meetings of shareholders, although, as a general rule, all directors
usually attend such meeting. At the 2004 annual meeting of shareholders, all
directors attended the meeting except John Hail.



Edgar Filing: PRE PAID LEGAL SERVICES INC - Form PRE 14A

Compensation of Directors

Directors who are also our employees receive no additional compensation for
their services as directors. During 2004, non-employee directors of the Company
received $500 per board and committee meeting attended. Under the Company's
Stock Option Plan, each non-employee director also received on March 1, 2004
options to purchase 10,000 shares of Common Stock. These options were
immediately exercisable as of the date of grant as to one-fourth of the shares
covered by the options and vested in additional one-fourth increments on the
following June 1lst, September 1st and December 1lst of 2004, subject to continued
service by the non-employee director during such periods. Options granted to
non-employee directors under the Stock Option Plan have an exercise price equal
to the closing price of the Common Stock on the date of grant as reported by the
New York Stock Exchange and expire five vyears from the date of grant.

Additionally, Martin H. Belsky received an additional director fee of
approximately $6,000 during 2004 for his additional services as secretary of the
Audit Committee and for other board services. Orland Aldridge, who joined the

Board effective November 5, 2004, was paid $4,333 during 2005 for his services
rendered to the Board during 2004 rather than receiving any stock options.

Effective January 1, 2005, we changed our director compensation
arrangements so that our non-employee directors receive $6,500 per quarter and
$500 per board and committee meeting attended. The chairs of the compensation
and nominating committees receive an additional $500 per meeting and the chair
of the audit committee receives an additional $1,000 per meeting. There will be
no further stock option grants to our directors.

The Board of Directors recommends that the shareholders wvote "FOR" the
re-election of Harland C. Stonecipher and Martin H. Belsky to the Board of
Directors.

PROPOSAL TWO
RATIFICATION OF SELECTION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Audit Committee has directed wus to submit the selection of our
independent registered public accounting firm for ratification by the
shareholders at the Annual Meeting. Neither our bylaws nor other governing
documents or law require shareholder ratification of the selection of Grant

Thornton LLP ("Grant Thornton") as our independent registered public accounting
firm. However, the Audit Committee is submitting the selection of Grant Thornton
to the shareholders for ratification as a matter of good corporate practice. If

the shareholders fail to ratify the selection, the Audit Committee will
reconsider whether or not to retain that firm. Even if the selection is
ratified, the Audit Committee may in its discretion direct the appointment of a
different independent registered public accounting firm at any time during the
year 1if it determines that such a change would be in our best interest and that
of our shareholders.

The Board of Directors recommends that the shareholders vote "FOR" the

ratification of Grant Thornton as our independent registered public accounting
firm for the year ending December 31, 2005.

PROPOSAL THREE

AMENDMENTS OF OUR RESTATED CERTIFICATE OF INCORPORATION TO EFFECT A
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REVERSE/FORWARD STOCK SPLIT
Summary

The Board has authorized, and recommends for your approval a 1-for-100

reverse stock split of our Common Stock (the "Reverse Split") followed
immediately by a 100-for-1 forward stock split of our Common Stock (the "Forward
Split"). We refer to the Reverse Split, the Forward Split and any cash payments

due for fractional shares, collectively, as the "Reverse/Forward Split".

Under the Reverse Split, 100 shares of Common Stock (the "Minimum Number")
registered 1in the name of a shareholder at the effective time of the Reverse
Split will be converted into one share of Common Stock, followed immediately by
the Forward Split pursuant to which each share of Common Stock outstanding upon
consummation of the Reverse Split will be converted into 100 shares of Common
Stock. If a registered shareholder holds fewer than the Minimum Number of shares
of Common Stock in his or her account at the effective time of the Reverse
Split, any fractional shares resulting from the Reverse Split will instead be
converted into the right to receive a cash payment as described below.

If a registered shareholder holds the Minimum Number or more shares of
Common Stock in his or her account at the effective time of the Reverse Split,
any fractional share in the holder's account resulting from the Reverse Split
will not be cashed out. The Reverse Split will be followed immediately by the
Forward Split and the total number of shares held by the holder will not change
as a result of the Reverse/Forward Split.

We are submitting a proposal to approve (and the Board recommends that the
shareholders approve) the Reverse/Forward Split, and the Board in its discretion
may determine 1if and when to effect the Reverse/Forward Split after it is
approved by the shareholders. The Board reserves the right to abandon the
Reverse/Forward Split even if approved by the shareholders (see "Reservation of
Rights"). We expect that, if the Board elects to implement the Reverse/Forward
Split, the Reverse/Forward Split would be consummated within one year of the
date of the Annual Meeting. If the Board does not effect the Reverse/Forward
Split prior to the 2006 annual meeting of shareholders, the Board may put the
proposal in the 2006 proxy for consideration by the shareholders. If the Board
determines to implement the Reverse/Forward Split, we will publicly announce the
Board's decision in a press release, file the press release with the SEC and
post the information on our website at www.prepaidlegal.com immediately
following the Board's decision and prior to the Effective Date (as defined later
in this Summary) .

We have a large number of shareholders that own relatively few shares. We
believe that the Reverse/Forward Split will significantly reduce shareholder
record keeping and mailing expenses. Additionally, the Reverse/Forward Split
will provide holders of fewer than the Minimum Number of shares with an
efficient way to cash-out their investments without incurring transaction costs.

In many cases, holders of less than the Minimum Number would incur brokerage
commissions or other transaction costs in amount equal to a large percentage of
the proceeds of the sale of their shares. In the Reverse/Forward Split, these

holders will receive cash for their shares without incurring any transaction
costs.

In determining whether to implement the Reverse/Forward Split, the Board
will consider factors such as:

o the prevailing trading price and trading volume for the Common Stock at the
time the decision is made;

o the anticipated impact of the Reverse/Forward Split on the trading market
for the Common Stock;
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o the availability and cost of funds required to make the cash payments to
shareholders with fewer than the Minimum Number of shares whose shares are
to be converted into the right to receive cash pursuant to the
Reverse/Forward Split, and the terms of any arrangements that we may enter
into to raise those funds;

o other transactions that we might be considering; and
o prevailing general market and economic conditions.
If approved by shareholders and implemented by the Board, the

Reverse/Forward Split will become effective on a date to be determined by the
Board upon the filing of the necessary amendments to our Restated Certificate of
Incorporation with the Secretary of State of the State of Oklahoma (the
"Effective Date"). The forms of proposed amendments to our Restated Certificate
of Incorporation necessary to effect the Reverse/Forward Split are attached to
this proxy statement as Annex One.

Effect on Shareholders

If approved by shareholders at the Annual Meeting and implemented by the
Board, the Reverse/Forward Split will affect our shareholders as follows:

Shareholder Before Completion Net Effect After Compl
of the Reverse/Forward Split of the Reverse/Forward

Registered shareholders holding the Minimum Number or more None.
shares of Common Stock in an account.

Registered shareholders holding fewer than the Minimum Shares will be converted into the ri
Number of shares of Common Stock in an (see "Determination of Cash-Out Pric
account.

Shareholders holding Common Stock in "street name" through We intend for the Reverse/Forward
shareholders holding Common Stock
through a nominee (such as a bank
manner as shareholders of record.

a nominee (such as a bank or broker).

Nc

instructed to effect the Reverse/For

beneficial holders.

However,

nominee

procedures and shareholders holding
name" should contact their nominees.

If shareholders holding fewer than the Minimum Number do not want to be
cashed out in the Reverse/Forward Split, they may do so by purchasing a
sufficient number of shares before the Effective Date on the open market, or, if
applicable, by consolidating their accounts into an account with at least the
Minimum Number. Consolidation of accounts could take a substantial amount of
time, particularly if accounts are held at different financial institutions.
Even 1f a shareholder initiates the <consolidation of his or her accounts
substantially in advance of the Effective Date, there is no assurance that the
accounts will be consolidated by the Effective Date or, even if they are
consolidated, that the financial institution holding the consolidated account
will provide notice to the transfer agent by the Effective Date. If the transfer
agent does not receive notice of the <consolidation of accounts holding fewer
than the Minimum Number by the Effective Date, whether or not the accounts are

10
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consolidated Dby the Effective Date, a shareholder will receive a cash payment
respect to the shares in any account that held fewer than the Minimum
Number before the consolidation.

with

Structure of the Reverse/Forward Split

the

of shares held by such holder will not change as

If the Reverse/Forward Split is approved by shareholders and implemented by
the Board, the Reverse Split is expected to occur at 5:00 p.m. (central time) on
Effective Date and the Forward Split is expected to occur at 5:01 p.m.
(central time) on the Effective Date.

Upon consummation of the Reverse Split, each registered shareholder on the
Effective Date will receive one share of Common Stock for each Minimum Number of
shares of Common Stock held in his or her account at that time. If a registered
shareholder holds the Minimum Number or more shares of Common Stock on the
Effective Date, any fractional share resulting from the Reverse Split will not
be cashed out after the Reverse Split. After the Forward Split, the total number

a result of the Reverse/Forward

Split. Each registered shareholder who holds fewer than the Minimum Number of
shares of Common Stock in his or her account at the time of the Reverse Split
(also referred to as a "Cashed-Out Shareholder") will receive a cash payment
instead of a fractional share, as permitted under Oklahoma law. This cash

payment will be determined and paid as described below under "Determination of
Cash-Out Price" below. Immediately following the Reverse Split, all shareholders

who are not Cashed-Out

Shareholders will receive 100 shares of Common Stock for

every one share of Common Stock they held following the Reverse Split.

We intend for the Reverse/Forward Split to treat

shareholders holding

Common Stock in "street name" through a nominee (such as a bank or broker) in

the same manner as holders of record.
Reverse/Forward Split for their beneficial holders.

Nominees will be instructed to effect the
Accordingly, we also refer

to those beneficial or "street name" holders who receive a cash payment instead
of fractional shares as "Cashed-Out Shareholders." However, nominees may have

different procedures, and shareholders holding shares in

contact their nominees.

"street name" should

assuming a hypothetical cash-out price of $37.00 per

The following examples illustrate the Reverse/Forward Split for
hypothetical shareholders,
share:
Hypothetical Scenario
Mr. Taylor is a registered holder of 50 shares of Common

Stock in one account immediately pror to the
Reverse/Forward Split.

Mr. Taylor holds fewer than the Minimu
Instead of receiving a fractional shar
immediately after the Reverse Split, M
will be converted into the right to re
(50 shares x $37.00).

If Mr. Taylor wants to continue his in
prior to the Effective Date, buy at le
Common Stock so that he will have the
shares. Mr. Taylor would have to act f
of the Reverse/Forward Split so that t
completed and the additional shares ar
account prior to 5:00 p.m. (central ti
Date.

Eastwood has two separate record accounts.

Each account will be treated individua

11
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Immediately prior to the Reverse/Forward Split, she
holds 50 shares of Common Stock in one account and 75
shares of Common Stock in the other. All of her
shares are registered in her name only.

Ms. Baker holds 200 shares of Common Stock in one
account immediately prior to the Reverse/Forward Split.

Mr. Phillips holds 75 shares of Common Stock in a
brokerage account immediately prior to the
Reverse/Forward Split.

Background and Purpose of the Reverse/Forward Split

neither account holds the Minimum Numk
Eastwood will receive cash payments eo
price of her Common Stock in each reco
receiving fractional shares. Ms. Eastw
receive two checks totaling $4,625 (50
75 shares x $37.00).

If Ms. Eastwood wants to continue her
she can consolidate or transfer her tw
prior to the Effective Date into one a
the Minimum Number of shares of Common
she can buy at least 50 more shares
account and 25 more shares for the

that she will have the Minimum Number
account. She would have to act far e
the Reverse/Forward Split so that th
the purchase is completed prior to 5:0
on the Effective Date. Even if she
these accounts, there is no assurance
will be consolidated by the Effective
they are consolidated, that the fina
holding the consolidated account will
notice to the transfer agent. If the
does not receive timely notice, Ms.Ea
the cash payment and will not retain h

After the Reverse/Forward Split, Ms.
to hold all 200 shares of Common Stoc

We intend for the Reverse/Forward Spl
shareholders holding Common Stock in
through a nominee (such as a bank or
manner as shareholders whose shares a
in their names. Nominees will be ins
the Reverse/Forward Split for their b
However, nominees may have different
shareholders holding Common Stock in
contact their nominees.

As of January 28, 2005, we had approximately 14,576 shareholders, including

5,416 holders of record and 9,160 beneficial owners
name". As of January 28, 2005, approximately 4,053

holding shares in "street
record holders of Common

Stock owned fewer than the Minimum Number, representing approximately 75% of the
total number of record holders of Common Stock, but only approximately 1% of the
total number of outstanding shares of Common Stock. In addition, as of January

28, 2005, approximately 3,636 beneficial shareholders

"street name" through a nominee owned fewer than
representing approximately 40% of the total number

shareholders, but only approximately 1% of the total

shares of Common Stock.

holding Common Stock in
the Minimum Number,

of "street name"

number of outstanding

We expect to benefit from cost savings as a result of the Reverse/Forward
Split. The cost of administering each account, whether registered or in "street
name", is the same regardless of the number of shares held in that account. We

expect that these costs will increase over time. Therefore,
such small accounts are disproportionately high when

our cost to maintain

compared to the total

number of shares involved. We estimate that if we complete the Reverse/Forward

Split, we will reduce the total cost of administering

shareholder accounts by

12
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approximately $115,000 per year.

The Reverse/Forward Split will provide shareholders with fewer than the
Minimum Number of shares of Common Stock with a cost-effective way to cash out
their investments, because we will pay all transaction costs such as brokerage
or service fees in connection with the Reverse/Forward Split. Otherwise,
shareholders with small holdings would likely incur brokerage fees which are
disproportionately high relative to the market wvalue of their shares if they
wanted to sell their stock. The Reverse/Forward Split will eliminate these
problems for most shareholders with small holdings.

In light of these disproportionate costs, the Board believes that it is in
our best interests and the best interests of our shareholders as a whole to
eliminate the administrative Dburden and costs associated with such small
accounts.

In determining whether the Reverse/Forward Split will Dbe fair to our
shareholders Dbeing cashed out, the Board considered the fact that shareholders
who will receive cash will have no control over the timing or the price of the
sale of their shares. However, the Board determined that the Reverse/Forward
Split will be fair to our shareholders for the following reasons:

o the Reverse/Forward Split provides liquidity that is generally not
available to the holders of fewer than the Minimum Number of shares by
providing them an efficient way to cash out their odd-lot holdings without
incurring any brokerage fees or other transaction costs (which would
otherwise represent a large percentage of the proceeds from the sale of
their shares);

o the cash-out price will be calculated by averaging the closing price per
share on the NYSE for the previous ten consecutive NYSE trading days;

o the shareholders holding fewer than the Minimum Number each have the
ability to remain shareholders and avoid being cashed-out by purchasing a
sufficient number of shares, or, if applicable, by consolidating their

accounts into an account with at least the Minimum Number prior to the
Reverse/Forward Split;

o the cashed-out shareholders will have the ability to purchase shares on the
open market after the Reverse/Forward Split;

o the shareholders have the right to vote against the Reverse/Forward Split,
and the transaction cannot go forward without the necessary affirmative
vote of the shareholders;

o the directors must exercise their fiduciary duty in deciding whether to
effectuate the Reverse/Forward Split and when (and at what price) to
effectuate the Reverse/Forward Split;

o the Board considered other alternative methods to reduce our shareholder
base (e.g., odd-lot tender offers and programs to facilitate sales by
shareholders of odd-lot holdings) and determined that the Reverse/Forward
Split would be the most cost effective method to reduce the shareholder
base at the present time; and

o we and the remaining shareholders will receive the financial benefits of
reducing the administrative Dburden and costs associated with these small
accounts.

We have in the past and may in the future pursue alternative methods of
reducing our shareholder base, whether or not the Reverse/Forward Split is
approved and implemented, including odd-lot tender offers and programs to
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facilitate sales by shareholders of odd-lot holdings. However, there can be no
assurance that we will decide to pursue any such transaction.

For a discussion of the special considerations relating to the
Reverse/Forward Split, see "Special Considerations" on page 14 of this proxy
statement.

Effect of the Reverse/Forward Split on Our Shareholders

Registered Shareholders with Fewer Than the Minimum Number of Shares of
Common Stock. If we complete the Reverse/Forward Split and you are a shareholder
holding fewer than the Minimum Number of shares of Common Stock immediately
prior to the Reverse Split:

o You will not receive a fractional share of stock as a result of the Reverse
Split in respect of your shares being cashed out.

o Instead of receiving a fractional share, vyou will receive a cash payment
for your shares. See "Determination of Cash-Out Price" below.

o After the Reverse Split, vyou will have no further interest in us with
respect to your cashed-out shares. These shares will no longer entitle you
to the right to vote as a shareholder or share in our assets, earnings, or
profits or in any dividends paid after the Reverse Split. 1In other words,
you will no longer hold your cashed-out shares and you will have only the
right to receive cash for these shares. In addition, vyou will not be
entitled to receive interest with respect to the period of time between the
Effective Date and the date you receive vyour payment for the cashed-out
shares.

o You will not have to pay any service charges or brokerage commissions in
connection with the Reverse/Forward Split.

o As soon as practicable after the time we effect the Reverse/Forward Split,
you will receive a payment for the cashed-out shares you held immediately
prior to the Reverse Split in accordance with the procedures described
below.

You will receive a transmittal letter as soon as practicable after the
Effective Date. The letter of transmittal will contain instructions on

how to surrender vyour certificate(s) to our transfer agent for your
cash payment. You will not receive vyour cash payment until vyou
surrender vyour outstanding certificate(s) to the transfer agent,
together with a completed and executed copy of the letter of
transmittal. Please do not send your certificates wuntil you receive
your letter of transmittal. For further information, see "Stock

Certificates" below.

o All amounts owed to you will be subject to applicable federal income tax
and state abandoned property laws.

If you want to continue to hold Common Stock after the Reverse/Forward
Split, vyou may do so by taking one of the following actions far enough in
advance so that it is completed by the Effective Date:

o purchase a sufficient number of shares of Common Stock on the open market
so that you hold at least the Minimum Number of shares of Common Stock in
your account prior to the Effective Date; or

o if applicable, consolidate vyour accounts so that you hold at least the
Minimum Number of shares of Common Stock in one account prior to the
Effective Date.
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If you attempt to consolidate your accounts by the Effective Date, there is
no assurance that the consolidation will be completed by the Effective Date or,
even if it is completed, that the financial institution holding the consolidated
account will provide notice of the <consolidation to the transfer agent by the
Effective Date. If the transfer agent does not receive notice that your accounts
have been consolidated by the Effective Date, whether or not your accounts are
consolidated by the Effective Date, you will receive a cash payment and will not
retain your shares.

Registered Shareholders With The Minimum Number or More Shares of Common
Stock. If you are a registered shareholder with the Minimum Number or more
shares of Common Stock in your account as of 5:00 p.m. (central time) on the
Effective Date, we will first reclassify your shares into 1/100 of the number of
shares you held immediately prior to the Reverse Split. One minute after the
Reverse Split, at 5:01 p.m. (central time), we will reclassify your shares in
the Forward Split into 100 times the number of shares you held after the Reverse
Split, which will result in the same number of shares vyou held before the
Reverse Split. The Reverse/Forward Split therefore will not affect the number of
shares that you own if you hold the Minimum Number or more shares of Common
Stock in your account immediately prior to the Reverse Split. To illustrate, if
you held 200 shares of Common Stock in your account immediately prior to the
Reverse Split, your shares would be converted into 2 shares in the Reverse Split
and then back to 200 shares in the Forward Split.

Street Name Holders of Common Stock. We intend for the Reverse/Forward
Split to treat shareholders holding Common Stock in "street name" through a
nominee (such as a bank or broker) in the same manner as shareholders whose
shares are registered in their names. Nominees will be instructed to effect the
Reverse/Forward Split for their beneficial holders. However, nominees may have
different procedures and shareholders holding Common Stock in "street name"
should contact their nominees.

Current and Former Employees and Directors. If you are a current or former
employee or a director of ours, vyou may hold options to purchase the Common
Stock through our stock plans. If you hold options to purchase fewer than the
Minimum Number, vyou will not receive a cash payment for these options. The
Reverse/Forward Split will not affect the number of shares issuable upon the
exercise of these options.

Determination of Cash-Out Price; Payment of Cash-Out Price and Source of Funds

In order to avoid the expense and inconvenience of 1issuing fractional
shares to shareholders who hold less than one share of Common Stock after the
Reverse Split, and as permitted under Oklahoma law, we will pay cash for the
fair value of the fractional shares. The cash-out price will be calculated by
averaging the closing price per share of Common Stock on the NYSE for the ten
consecutive NYSE trading days ending on the day before the Effective Date (the
"Average Trading Value"). No interest will be payable to shareholders on the
cash-out price.

We may use our available <cash to pay the Cashed-Out Shareholders.
Alternatively, we may seek to obtain the funds for the cash-out payments through
a public or private offering of debt or through another financing transaction
and, in such event, the completion of the Reverse/Forward Split will be
contingent upon obtaining financing on terms acceptable to the Board in its
discretion. We cannot assure you that any financings will be available to us on
acceptable terms or at all. If we are wunable to obtain financing on terms
acceptable to the Board, the Board may determine to abandon the Reverse/Forward
Split.

If the Board determines to abandon the Reverse/Forward Split, it will
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publicly announce its decision in a press release which we will file with the
SEC and post on our website at www.prepaidlegal.com immediately following the
Board's decision.

Effect of the Reverse/Forward Split on Us

We do not intend the Reverse/Forward Split to affect the public
registration of the Common Stock with the SEC under the Securities Exchange Act
of 1934, as amended. Similarly, we do not expect that the Reverse/Forward Split
will affect the continued listing of the Common Stock on the NYSE. The par value
of the Common Stock will remain at $0.01 per share after the Reverse/Forward
Split.

Assuming that the Reverse/Forward Split were consummated as of January 28,
2005 and that all shareholders holding fewer than the Minimum Number were cashed
out, we would have had 1,363 record holders and 5,524 beneficial holders holding
in "street name" continuing to own our stock. Under the rules of the Securities
Exchange Act of 1934, as amended, a company may deregister its common stock from
the Exchange Act and no longer be subject to the reporting requirements of the
Exchange Act if the number of record holders of the common stock drops below
300. It is not our intention for the proposed Reverse/Forward Split to be the
first step in such a "going private" transaction. However, we cannot assure you
that over time the number of record holders of our common stock will remain at
or above 300.

The number of authorized shares of Common Stock will not change as a result
of the Reverse/Forward Split. On April 1, 2005, there were 15, xxx,xxx shares of
Common Stock issued and outstanding. The total number of outstanding shares of
Common Stock after the Reverse/Forward Split will be reduced by the number of
shares held by the Cashed-Out Shareholders immediately prior to the Reverse
Split.

The total number of shares that will be cashed-out and the total cash to be
paid by us are unknown at this point in time. Also, we do not know what the
Average Trading Value will be. However, by way of example, if the
Reverse/Forward Split had been completed as of January 28, 2005, when the
average daily closing price per share of the Common Stock on the NYSE for the
ten consecutive NYSE trading days then ended was $36.98, then the cash payments
that would have Dbeen 1issued to Cashed-Out Shareholders, including both
registered and "street name" holders, would have been approximately $7.8
million. The actual amounts will depend on the number of Cashed-Out Shareholders
on the Effective Date, which will vary from the number of such shareholders on
January 28, 2005.

Stock Certificates

The Reverse/Forward Split will not affect any certificates representing
shares of Common Stock held by registered shareholders owning the Minimum Number
or more shares of Common Stock in an account immediately prior to the Reverse
Split. Existing certificates held by any of these shareholders will continue to
evidence ownership of the same number of shares as is set forth on the face of
the certificate.

Any Cashed-Out Shareholder with share certificates will receive a letter of
transmittal after the Reverse/Forward Split is completed. These shareholders
must complete and sign the letter of transmittal and return it with their stock
certificate(s) to our transfer agent before they can receive cash payment for
those shares.

Potential Anti-Takeover Effect

The Reverse/Forward Split is not being proposed in response to any third
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party effort to accumulate shares of the Common Stock or obtain control of us,
nor 1s it part of a plan by management to recommend to the Board and
shareholders a series of amendments to our Restated Certificate of Incorporation
that could be construed to affect the ability of third parties to take over or
gain control of us.

Regulatory Requirements

We do not believe that the Reverse/Forward Split will require the approval
of any governmental agency. It is not our intention for the Reverse/Forward
Split to be the first step in a "going-private" transaction.

Certain Federal Income Tax Consequences

General Information. We have summarized Dbelow certain federal income tax
consequences to us and our shareholders resulting from the Reverse/Forward
Split. This summary is based on U.S. federal income tax law existing as of the
date of this proxy statement, and such tax laws may change, potentially with
retroactive effect. This summary does not discuss all aspects of federal income
taxation that may be important to you in light of your individual circumstances.
Many shareholders (such as financial institutions, insurance companies,
broker-dealers, tax-exempt organizations, and foreign persons) may be subject to
special tax rules. Other shareholders may also be subject to special tax rules,
including (but not limited to): shareholders who received Common Stock as
compensation for services (such as restricted stock) or pursuant to the exercise
of an employee stock option, or shareholders who have held, or will hold, stock
as part of a straddle, hedging, or conversion transaction for federal income tax
purposes. In addition, this summary does not discuss any state, local, foreign,

or other tax considerations. This summary assumes that you are an individual
U.S. citizen and have held, and will hold, vyour shares as capital assets under
the 1Internal Revenue Code. You should consult vyour tax advisor as to the
particular federal, state, local, foreign, and other tax consequences of the

Reverse/Forward Split to you, in light of your specific circumstances.

Consequences to Us. The Reverse/Forward Split will not be a taxable
transaction to us. Accordingly, the Reverse/Forward Split will not result in any
material federal income tax consequences to us.

Consequences to Shareholders Who are Not Cashed Out. If you (1) continue to
hold Common Stock immediately after the Reverse/Forward Split and (2) receive no
cash as a result of the Reverse/Forward Split, you will not recognize any gain
or loss in the Reverse/Forward Split, and you will have the same adjusted tax
basis and holding period in your Common Stock as you had in such stock
immediately prior to the Reverse/Forward Split.

Consequences to Cashed-Out Shareholders. If you receive cash as a result of
the Reverse/Forward Split, vyour tax consequences will depend on whether, in
addition to receiving cash, vyou or a person or entity related to you continues
to hold Common Stock immediately after the Reverse/Forward Split, as explained
below.

a. Shareholders Who Exchange All of Their Common Stock for Cash and Do Not
Actually or Constructively Own Common Stock After the Reverse/Forward Split

If you (1) receive cash in exchange for your shares as a result of the
Reverse/Forward Split and (2) do not continue to own, either actually or
constructively under Section 318 of the Internal Revenue Code, any Common
Stock immediately after the Reverse/Forward Split, vyou generally will
recognize capital gain or loss in an amount equal to the difference between
the cash you receive for your cashed-out stock and your aggregate adjusted
tax basis in such stock.
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b. Shareholders Who Both Receive Cash and Continue to Own, Actually or
Constructively, Common Stock After the Reverse/Forward Split

If you both receive cash as a result of the Reverse/Forward Split and
continue to own, either actually or constructively under Section 318 of the
Internal Revenue Code, Common Stock immediately after the Reverse/Forward
Split, you generally will recognize capital gain or loss in the same manner
as set forth in the previous paragraph, provided that your receipt of cash
either (1) is "not essentially equivalent to a dividend," or (2) is a
"substantially disproportionate redemption of stock," as described below.

o "Not Essentially Equivalent to a Dividend." You will satisfy the "not
essentially equivalent to a dividend" test if the reduction in your
proportionate stock ownership interest in us resulting from the

Reverse/Forward Split, including both actual and constructive
ownership, is considered a "meaningful reduction” given your
particular facts and circumstances. The Internal Revenue Service has

ruled that a small reduction by a minority shareholder whose relative
stock 1interest is minimal and who exercises no control over the
affairs of the corporation will meet this test.

o "Substantially Disproportionate Redemption of Stock." The receipt of
cash in the Reverse/Forward Split will be a "substantially
disproportionate redemption of stock" for you if the percentage of the
outstanding shares of Common Stock actually or constructively owned by
you immediately after the Reverse/Forward Split is less than 80% of
the percentage of shares of Common Stock actually or constructively
owned by you immediately before the Reverse/Forward Split.

In applying these tests, vyou will be treated as owning shares actually or
constructively owned by certain individuals and entities related to you, as
determined under Section 318 of the Internal Revenue Code. In addition, you may
possibly be allowed or required to take into account sales and purchases of
shares of Common Stock by you and by related parties that occur substantially
contemporaneously with the Reverse/Forward Split. If the taxable amount is not
treated as capital gain under any of the tests, 1t will be treated first as
ordinary dividend income to the extent of your ratable share of our
undistributed earnings and profits, then as a tax-free return of capital to the
extent of your aggregate adjusted tax basis in your shares, and any remaining
gain will be treated as capital gain. See "Capital Gain and Loss" and "Special
Rate for Certain Dividends" below.

Capital Gain and Loss. For individuals, net capital gain recognized upon
the sale or exchange of capital assets that have been held for more than one
year generally will be subject to tax at a rate not to exceed 15%. Net capital
gain recognized from the sale of capital assets that have been held for one year
or less will continue to be subject to tax at ordinary income tax rates. There
are limitations on the deductibility of capital losses.

Special Rate for Certain Dividends. 1In general, dividends are taxed at
ordinary income tax rates. However, vyou may qualify for a 15% rate of federal
income tax on any cash received in the Reverse/Forward Split that is treated as
a dividend as described above, if (1) you are an individual or other
non-corporate shareholder, (ii) you have held the share of stock with respect to

which the dividend was received for more than 60 days during the 120-day period
beginning 60 days before the ex-dividend date, as determined under the Internal
Revenue Code, and (iii) you were not obligated during such period (pursuant to a
short sale or otherwise) to make related payments with respect to positions in
substantially similar or related property. You are urged to consult with your
tax advisor concerning the federal income tax rate applicable to amounts treated
as dividends.
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Backup Withholding. Shareholders who receive cash in connection with the
Reverse/Forward Split may be required to provide their social security or other

taxpayer identification numbers (or, in some instances, additional information)
to the exchange agent in connection with the Reverse/Forward Split to avoid
backup withholding on cash proceeds. Failure to provide such information when

requested may result in backup withholding on cash payments to you.

OUR UNDERSTANDING OF THE FEDERAL INCOME TAX CONSEQUENCES OF THE
REVERSE/FORWARD SPLIT IS NOT BINDING ON THE INTERNAL REVENUE SERVICE OR ANY
COURT. YOU SHOULD CONSULT YOUR TAX ADVISOR AS TO THE PARTICULAR FEDERAL, STATE,
LOCAL, FOREIGN AND OTHER TAX CONSEQUENCES OF THE REVERSE/FORWARD SPLIT TO YOU,
IN LIGHT OF YOUR SPECIFIC CIRCUMSTANCES.

Appraisal Rights

Shareholders do not have appraisal rights under Oklahoma state law or under
the Restated Certificate of Incorporation or Bylaws in connection with the
Reverse/Forward Split.

Reservation of Rights

We reserve the right to abandon the Reverse/Forward Split without further
action by our shareholders at any time Dbefore the filing of the necessary
amendments to our Restated Certificate of 1Incorporation with the Oklahoma
Secretary of State, even if the Reverse/Forward Split has been authorized by our
shareholders at the Annual Meeting. By voting for the Reverse/Forward Split you
are expressly also authorizing us to determine not to proceed with the
Reverse/Forward Split if we should so decide.

The completion of the Reverse/Forward Split may be contingent upon our
ability to obtain financing on terms acceptable to us to complete the purchase
of the fractional shares as described under "Determination of Cash-Out Price."

Special Considerations

If you are a shareholder holding fewer than the Minimum Number of shares of
Common Stock and do not elect to purchase a sufficient number of shares to hold
at least the Minimum Number, or (if applicable) do not consolidate your account
into an account containing at least the Minimum Number of shares prior to the
Effective Date of the Reverse/Forward Split, your shares will be converted into
the right to receive a cash payment. The Board will determine the Effective Date
of the Reverse/Forward Split at its sole discretion and Cashed-Out Shareholders
will have no control over the timing or price of the sale of their shares. If
the Average Trading Value of the Common Stock is depressed during the ten days
before the Reverse/Forward Split, the amount paid to Cashed-Out Shareholders
will reflect that depressed Average Trading Value. Shareholders who are not
cashed out will be able to hold their shares over a longer period of time and
may be able to sell their shares at a higher ©price than if they are cashed out
in the Reverse/Forward Split.

Vote Required

The affirmative vote of the holders of a majority of the outstanding shares
of Common Stock is required under the terms of the Restated Certificate of
Incorporation to approve the Reverse/Forward Split.

The Board of Directors recommends that you vote "for" the proposal to amend
our Restated Certificate of Incorporation to effect, at the discretion of the
Board, the reverse/forward split.
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PROPOSAL FOUR

APPROVAL OF VOTING RIGHTS FOR CONTROL SHARES OWNED,
OR TO BE ACQUIRED, DIRECTLY OR INDIRECTLY,
BY THOMAS W. SMITH AND CERTAIN OF HIS ASSOCIATES

General

The Oklahoma General Corporation Act has anti-takeover provisions referred
to as the "Control Share Provisions" which are applicable to public companies
that have specified contacts with Oklahoma and are applicable to us as an
Oklahoma based company. The Control Share Provisions are triggered by the
acquisition of shares of the target company (or the acquisition of the power to
direct the voting of such shares) that, when added to all other shares of the
target company which are owned, directly or indirectly, Dby an acquiring person
or group or over which the acquiring person or group has the ability to exercise
voting power, would entitle the acquiring person, immediately after the
acquisition of the shares, to exercise or direct the exercise of the voting
power of the target company in the election of directors within any of the
following ranges of voting power:

o one-fifth (1/5) or more, but less than one-third (1/3) of all voting power;
o one-third (1/3) or more, but less than a majority of all voting power; or
o a majority of all voting power.

Shares in excess of the specified threshold are referred to as "control
shares". The voting power of control shares representing in excess of one-fifth,
one-third or majority of all voting power as applicable is reduced to zero
unless a majority of the shareholders (excluding the "interested shareholders")
of the target approve voting rights for such control shares. This shareholder
vote is required following delivery by the person who has made or proposes to
make a control share acquisition of a notice to the target company setting

forth, among other things, a form of resolution approving the control share
voting rights to be considered by the target shareholders, and requesting a
target shareholders' meeting for purposes of voting on the resolution. If

shareholder approval is not obtained, the purchaser may continue to own the
shares or may complete a proposed acquisition of the shares, but the acquired
control shares are stripped of their voting rights generally for up to three
years from the date of the shareholder vote. The acquiring person may present a
new resolution for a vote of the shareholders six months after any disapproval.

The wvoting rights of control shares are restored:

o if the voting power of the control shares 1is reduced by reason of
subsequent 1issuance of shares or sales to a percentage range of voting
power for which approval has been granted or is not required;

o upon transfer to a person other than an acquiring person; or

o as noted above, the expiration of three years after the date of vote of
shareholders failing to approve voting rights for those control shares.

There are several circumstances under which the Control Share Provisions do
not apply. A control share acquisition does not include the acquisition of
shares or voting rights by a shareholder in various instances including, among
others, increases in voting power resulting from actions taken by the target
company, such as share repurchases, provided the person whose voting power is
thereby affected 1is not an affiliate of the target company as specifically
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defined in the Control Share Provisions.

We have determined that Thomas W. Smith has engaged in a control share
acquisition by reason of acquisition of shares of our common stock in 2002.
These acquisitions have been made by Mr. Smith as well as certain other persons
who have filed or may jointly file Schedules 13D with Mr. Smith, including Scott
Vassalluzzo, Prescott Associates or partnerships for which they serve as general
partner or manager or other accounts for which they serve as investment manager
(collectively, the "Smith Group"). For a description of the security ownership
of Mr. Smith and the Smith Group, see "Security Ownership of Certain Beneficial
Owners and Management" Dbelow. We have previously disclosed that Mr. Smith has
6,150 shares which constitute control shares and may not be voted. Although Mr.
Smith and members of the Smith Group have disclaimed "group" status in their
Schedule 13D filed with the Securities and Exchange Commission, 1t is possible
that they could wultimately be determined to be a group, in which event the
number of control shares owned by the Smith Group would be 26,250. In addition,
because of our treasury stock repurchase program and the exception from the
Control Share Provisions described above for such transactions, there is some
uncertainty under the Control Share Provisions as to the number of shares that
would Dbe considered control shares owned by the Smith Group. If it were
determined that Mr. Smith was an "affiliate" as defined in the Control Share
Provisions when we were engaged in a open market stock repurchase program that
resulted in the Smith Group's ownership increasing above the 20% threshold, it
is possible that the number of control shares could be as many as xxxX,XXX
shares, representing the number of shares owned by the Smith Group equal to or
greater than 20% of our outstanding shares as of the record date for the annual
meeting.

In order to resolve these various uncertainties, Mr. Smith has provided us
with a statement as required by the Control Share Provisions and is requesting
that we submit to the shareholders a proposal that both he and the Smith Group
be approved for voting rights for any control shares that he or the Smith Group
have acquired or may acquire in the future within the range of voting power
equal to one-fifth or more, Dbut less than the majority of all voting power. A
copy of this statement and proposed resolution is attached at Annex Two.
Pursuant to the Control Share Provisions, we are required to submit such a
request to the shareholders.

The Board of Directors has recommended approval of the proposal. The Smith
Group has been a supporter of ours for a number of years and recently, on
October 4, 2004, Mr. Smith was elected as one of our directors. The Smith Group
has a number of other investments in other companies and its historical
investment objective is long-term capital appreciation. The Smith Group has
consistently acted in a manner which we believe is in the best interest of all
shareholders. In addition, Mr. Smith and the other members of the Smith Group
have stated in their most recent Schedule 13D filed with the Securities and
Exchange Commission on February 3, 2005 that it that it has no present plan or
proposal which relates to or would result in any of the following events (the
"Specified Events"):

o the acquisition by them of additional securities of ours or disposition of
securities of ours;

o an extraordinary corporate transaction, such as a merger, reorganization or
liquidation involving us or any of our subsidiaries;

o sale or transfer of a material amount of our assets or any subsidiary;
o any change in our present board of directors or management;
o any material change in our present capitalization or dividend policy;
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o any other material change in our business or corporate structure;

o changes in our charter, bylaws or instruments corresponding thereto;

o any actions which may impede the acquisition of control of us by any
person:

o causing a class of our securities be delisted from a national securities
exchange;

o causing a class of our equity securities to become eligible for termination

of registration under the Securitie