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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For The Quarterly Period Ended March 31, 2007

| | TRANSITION REPORT PURSUANT TO SECTION 13 OR 15() OF THE SECURITIES EXCHANGE
ACT OF 1934

For The Transition Period From to

Commission File Number: 001-09293

PRE-PAID LEGAL SERVICES, INC.

(Exact name of registrant as specified in its @rart

Oklahoma 73-1016728
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
One Pre-Paid Way, Ada, Oklahoma 74820-5813
(Address of principal executive offices) (Zip Code)
(Registrants' telephone number, including are a code): (580) 436-1234

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the pastiags.

Yes |X| No | |

Indicate by check mark whether the registrantlearge accelerated filer, an accelerated filer, poa-accelerated filer. See definition of
"accelerated filer and large accelerated filerRie 12b-2 of the Exchange Act. Check one:

Large accelerated filer | | Accelerated filer |XjnNaccelerated filer | |

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Bxcje Act)
Yes | | No |X]

The number of shares outstanding of the regissranthmon stock (excluding 4,852,179 shares heticcasury) as of April 20, 2007 was
13,339,343.
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FORM 10-Q

For the Quarter Ended March 31, 2007
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ITEM 1. FINANCIAL STATEMENTS

PRE-PAID LEGAL SERVICES, INC.
CONSOLIDATED BALANCE SHE ETS
(Amounts in 000's, except par values)
ASSETS
March 31, December 31,
2007 2006

Current assets:

Cash and cash equivalents..........c............. $ 12,031
Available-for-sale investments, at fair value.... 42,275
Membership fees receivable....................... 5,518
INVENOreS.....uveeieiiieeieennn. 1,337
Refundable income taxes 653
Deferred member and associate service costs...... 15,879
Deferred income taxes...........cccccovevveeens 4,235
Other assets...........oovvvvvvvvvveveevvieenenns 6,404
Total current assets..........cccceeeveeeeee 101,391 88,332
Available-for-sale investments, at fair value...... 20,602 27,461
Investments pledged............ccccoevvvvinninnen. 4,151 4,145
Property and equipment, net............c........... 58,805 59,643
Deferred member and associate service costs........ 2,577 2,636
Other aSSetS.........euvvevveeerieriieiieeinn 6,484 6,330
QI ] £= L= 11 Y=Y £ $ 194,010 $ 188,547
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Membership DeNefitS.......ccccvvvevveccieees e $ 12,180 $ 11,995



Deferred revenue and fees............cccccvene
Current portion of capital leases payable........
Current portion of notes payable.................
Income taxes payable...........ccccvevnnnrnnne
Accounts payable and accrued expenses............

Total current liabilities
Capital leases payable.
Notes payable.................
Deferred revenue and fees............ccceeennes
Deferred income taxes..........ccccevvvveennnes
Other non-current liabilities....................

Total liabilities.........cccovvverienrenns

Stockholders' equity:
Common stock, $.01 par value; 100,000 shares auth
18,488 issued at March 31, 2007 and December 31
Retained earnings..........cccccevvvveeiineenns
Accumulated other comprehensive income...........
Treasury stock, at cost; 4,852 shares held at Mar
December 31, 2006, respectively................

Total stockholders' equity...................

Total liabilities and stockholders' equity.

orized; 18,200 and
, 2006, respectively............... 182

The accompanying notes are an integral part oktfiancial statements.

PRE-PAID LEGAL SERVICES,
CONSOLIDATED STATEMENTS OF
(Amounts in 000's, except per sha
(Unaudited)

Revenues:
Membership fees........cccooveiiiiinis
Associate ServiCes..........ooovuvvvvenennens

Costs and expenses:
Membership benefits...........ccccociiieiennns
COMMISSIONS. ....oeviiiiiiieeiiiiie e
Associate services and direct marketing..........
General and administrative.......................
Other, net

Income before income taxes..............ccccuveene
Provision for income taxes.........cccceveveenn...

Net inCome.........cocevvviiiiiiiiiic,
Basic earnings per common share...................

Diluted earnings per common share..................

INC.
INCOME
re amounts)

Three Mo
Mar

The accompanying notes are an integral part oktfiancial statements.

PRE-PAID LEGAL SERVICES,
CONSOLIDATED STATEMENTS OF COMPREH
(Amounts in 000's)
(Unaudited)

Net iINCOME.....cccovvviiiieece e

INC.
ENSIVE INCOME

Three Mo
Mar

185
129,413
290

(99,028)

nths Ended
ch 31,

$ 101,740
6,963
1,257

nths Ended
ch 31,

$ 13,071



Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment..........

Unrealized gains (losses) on investments:
Unrealized holding gains (losses) arising durin
Reclassification adjustment for realized (gains

included in net income.......................

Other comprehensive income (loss), net of income ta
of $62 and $(148), respectively..................

Comprehensive iNCOMe...........ccoceeeenieeeeenne

............ 51

g period.... 25

) losses

............ 72
97

Xes

............ 148

............ $ 14,876

The accompanying notes are an integral part oktfinancial statements.

PRE-PAID LEGAL SERVICES,

CONSOLIDATED STATEMENTS OF CA

(Amounts in 000's)
(Unaudited)

Cash flows from operating activities:

Net iNCOME......cooviviiiiiiiii e

Adjustments to reconcile net income to net cash pro
by operating activities:
Benefit for deferred income taxes................
Depreciation and amortization...................

Cash provided by operating activities before chan
liabilities. ...,

Decrease in Membership fees..........c.ccccoue.
(Increase) decrease in inventories...............
Decrease in refundable income taxes..............
Increase in deferred member and associate service
Increase in other assets...........cccceeenee

Increase in accrued Membership benefits..........
Increase in deferred revenue and fees......

Increase in other non-current liabilities........
Increase in income taxes payable.................
Increase (decrease) in accounts payable and accru

Net cash provided by operating activities......

Cash flows from investing activities:
Additions to property and equipment..............
Purchases of investments - available for sale....
Maturities and sales of investments - available f

Net cash used in investing activities..........

Cash flows from financing activities:
Proceeds from exercise of stock options..........
Tax benefit on exercise of stock options.........
Decrease in capital lease obligations............
Common stock dividends paid......................
Repayments of debt...........ccccceiiiienene
Purchases and retirement of treasury stock.......

Net cash used in financing activities .........
Net increase (decrease) in cash and cash equivalent
Cash and cash equivalents at beginning of period...
Cash and cash equivalents at end of period.........
Supplemental disclosure of cash flow information:
Cash paid for interest..........ccccvvvveeeennn.

Cash paid for income taxes................c...

INC.
SH FLOWS
Three Months E
March 31,
2007
.............................. $ 14,728 $
vided
.............................. (42)
.............................. 2,090

S 5,576
.............................. 12,031
.............................. $ 17,607 $
.............................. $ 1,904 $
.............................. $ 158 $

294

(1,004)

(14,755)
33,957



The accompanying notes are an integral part oktfiancial statements.
PRE-PAID LEGAL SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Except for per share amounts, dollar amountshiesaare in thousands unless otherwise indicated)

(Unaudited)

Note 1 - Basis of Presentation

The accompanying consolidated financial statemamdiisnotes thereto have been prepared pursuard talds and regulations of the
Securities and Exchange Commission. Accordinglstagedisclosures normally included in financiatsiments prepared in accordance with
accounting principles generally accepted in thetdthStates of America ("GAAP") have been omittede Bccompanying consolidated
financial statements and notes thereto shoulddmireconjunction with the consolidated financialtements and notes thereto included ir
2006 Annual Report on Form 10-K. Terms such as ;vi@ir" and "us" are sometimes used as abbreviafedences to Pre-Paid Legal
Services, Inc.

In our opinion, the accompanying unaudited finalngiatements as of March 31, 2007, and for thesthmenth periods ended March 31, 2007
and 2006, reflect adjustments (which were normédlraaurring) which, in our opinion, are necessanyef fair statement of our financial
position and results of operations of the intereniqds presented. Results for the three month gpenaled March 31, 2007 are not necess
indicative of results expected for the full year.

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America requires

to make estimates and assumptions that affeceffmted amounts of assets and liabilities andasce of contingent assets and liabilities at
the date of the financial statements and the regamounts of revenues and expenses during theirepperiod. Actual results could differ
from those estimates.

Note 2 - Contingencies

Beginning in the second quarter of 2001 multipledaits were filed against us, certain officers, yees, sales associates and other
defendants in various Mississippi state courtsuoyent or former members seeking actual and pundamages for alleged breach of
contract, fraud and various other claims in conipaatith the sale of Memberships. At one time, werevaware of 11 separate lawsuits
involving approximately 400 plaintiffs in multiplsounties in Mississippi. These cases seek varyimguats of actual and punitive damages.
We tried three separate lawsuits in Mississippi.3@ptember 11, 2006 we reached a settlement agnéeritle counsel for the more than 400
plaintiffs in numerous pending cases in Mississipir an amount significantly less than our therr@ed reserves of $2.5 million, all pend
litigation against us is being resolved in Misgigsi including the Barbara Booth v. Pre-Paid Legalvices, Inc. case in which the $9.9
million punitive damage verdict was entered. Settat and dismissal of almost all pending litigati@as been approved by the plaintiffs.

On March 27, 2006 we received a complaint filecafgrmer provider attorney law firm in Davidson @by} Tennessee seeking
compensatory and punitive damages on the basitegh#ions of breach of contract. On May 15, 20@6trial court dismissed plaintiff's
complaint in its entirety. Plaintiff filed a notied# appeal on June 13, 2006. The matter is sairfdrargument in May 2007. The ultimate
outcome of this matter is not determinable.

On March 23, 2007 we received a Civil Investigaidemand from the Federal Trade Commission requgstiiormation relating to our
Identity Theft Shield and ADRS Program. We are vimglkwith the Federal Trade Commission to resoleertfatter. The ultimate outcome of
the matter is not determinable.

We are a defendant in various other legal procegsdimat are routine and incidental to our busin@&swill vigorously defend our interests
all proceedings in which we are named as a deféndéamalso receive periodic complaints or requstinformation from various state and
federal agencies relating to our business or theithes of our marketing force. We promptly respidio any such matters and provide any
information requested.

While the ultimate outcome of these proceeding®isdeterminable, we do not currently anticipatg these contingencies will result in any
material adverse effect to our financial condittmresults of operation, unless an unexpectedtresalrs in one of the cases. The costs o
defense of these various matters are reflectechast@f general and administrative expense, or bMeship benefits if fees relate to
Membership issues, in the consolidated stateménteoame. We have established an accrued liabilty believe will be sufficient to cover
estimated damages in connection with various dgsetusive of ongoing defense costs which are es@eias incurred), which at March 31,
2007 was $75,000. We believe that we have meritsriefenses in all pending cases and will vigosodsfend against the plaintiffs' claims.
However, it is possible that an adverse outconmitain cases or increased litigation costs coaldlan adverse effect upon our financial
condition, operating results or cash flows in gadtir quarterly or annual periods.

Canadian taxing authorities are challenging postiohour commission and general and administrateductions for tax years 19- 2002



and have tax assessments which aggregate $5.@millhe Canadian taxing authorities contend comarnsgeductions should be matched
with the membership revenue as received, we corttess commissions are deductible when paid. UGdaadian tax laws, our commission
payments are treated as a prepaid expense. Webadeduction of commission on the fact that al $kervices (the sale of the membership)
have been performed by the sales associate dbtbef sale therefore this prepaid expense (thentission payments) is deductible when
paid. Also, the commission payment is taxable éosthles associate when paid and each year weasBi¢Canadian 1099 equivalent) to
sales associates for the total commission paynmeatie during that year. In addition, Canadian taguthorities have challenged our
allocation of general and administrative expenséSanadian operations. We contend the allocatiayenoéral and administrative expenses,
based on the percentage of Canadian new membeustiifen and the Canadian percentage membershijosdae, is reasonable. We have
established an accrued liability we believe willdugficient to cover the estimated tax assessnmecwmnection with these items, which at
March 31, 2007 was $477,000. As stated above, Vieveethat we have reasonable basis for our takippgelative to these items, however,
it is possible that an adverse outcome could hawdaerse effect upon our financial condition, agieg results or cash flows in particular
quarterly or annual periods.

Note 3 - Treasury Stock Purchases

We announced on April 6, 1999, a treasury stocklpase program authorizing management to acquite 00,000 shares of our common
stock. The Board of Directors has increased sutthoaization from 500,000 shares to 13 million skattaring subsequent board meetings. At
March 31, 2007 we had purchased 11.7 million trgashares under these authorizations for a totasideration of $310.0 million, an
average price of $26.49 per share. We purchasetbamdilly retired 328,823 shares of our commonlstharing the 2007 first quarter for
$14.0 million, or an average price of $42.55 parshreducing our common stock by $3,288 and daimred earnings by $14.0 million. See
Note 6 below. Given the current interest rate emuinent, the nature of other investments availabteaur expected cash flows, we belit

that purchasing treasury shares enhances sharelialde and may seek alternative sources of fimgntd continue or accelerate the progt
Any additional treasury stock purchases will be enatlprices that we consider attractive and at sous that we believe will not unduly
impact our liquidity.

Note 4 - Earnings Per Share

Basic earnings per common share are computed igirtivnet income by the weighted average numbehafes of common stock
outstanding during the respective period. Dilutathengs per common share are computed by dividaigntcome by the weighted average
number of shares of common stock and dilutive g@kocommon shares outstanding during the respegtdriod. The weighted average
number of common shares is increased by the nuoflibiutive potential common shares issuable onetkercise of options less the number
of common shares assumed to have been purchadetheiproceeds from the exercise of the optionsyant to the treasury stock method;
those purchases are assumed to have been madeaaethge price of the common stock during theaase period.

T hree Months

E nded March 31,
Basic Earnings Per Share: 200 7 -------- 2006
Eamings: T T
;\-l-e;t“i;(-:ome ........................................................... $14,7 28  $13,071
Shares:
;/-\;;i-g-hted average shares outstanding................. 13,5 41 15,430
Dilted Eamings Per Share: T
Earnings:
;\-l-e;t“i;(-:ome ........................................................... $14,7 28  $13,071
Shares:
;/-\;;i-g-hted average shares outstanding................. 13,5 41 15,430
Assumed exercise Of OptioNS.......ccccevvveevveeee e 76 142
Weighted average number of shares, as adjusted..... oo 1 36 17 15572
Shares issued pursuant to option exercises.......... e 40 22

Options to purchase shares of common stock are@dlfrom the calculation of diluted earnings geare when their inclusion would have
an anti-dilutive effect on the calculation. No apits were excluded for the three months ended MatcR007 and 2006.

Note 5 - Recently Issued Accounting Pronouncements
We adopted FASB Interpretation 48, Accounting forcErtainty in Income Taxes ("FIN 48"), on Januayr2d07. The adoption of FIN 48 did
not have a material effect on our consolidatedrfoia position or results of operations.

We and our subsidiaries are subject to U.S. fedecame tax, Canadian income tax, as well as incaxef multiple state and local
jurisdictions. Our 200 2006 U.S. federal income tax returns remain dpezxamination by the Internal Revenue Service (IR&Ir state
and local income tax returns for years 1999 thra2@®6 remain open to examination by the state acal taxing authorities. Canadian
income tax returns for 1999 through 2002 are ctiyemder examination and years 1¢- 2006 are open to examination. The IRS exam



our U.S. federal income tax return for 2004 reaglin no recommended adjustments to the tax return.

Canadian taxing authorities are challenging postiohour commission and general and administrateductions for tax years 1999 - 2002
and have tax assessments which aggregate $5.@millhe Canadian taxing authorities contend comarisgeductions should be matched
with the membership revenue as received, we corttess commissions are deductible when paid. UGdaadian tax laws, our commission
payments are treated as a prepaid expense. Webadeduction of commission on the fact that adl glervices (the sale of the membership)
have been performed by the sales associate atrtbef sale therefore this prepaid expense (thentission payments) is deductible when
paid. Also, the commission payment is taxable toghles associate when paid and each year weasstiéCanadian 1099 equivalent) to
sales associates for the total commission paynmeate during that year. In addition, Canadian taguthorities have challenged our
allocation of general and administrative expened&danadian operations. We contend the allocatiagenéral and administrative expenses,
based on the percentage of Canadian new membeustiffen and the Canadian percentage membershijasdae, is reasonable. We have
established an accrued liability we believe willdugficient to cover the estimated tax assessnmecwmnection with these items, which at
March 31, 2007 was $477,000. As stated above, Vfievieehat we have reasonable basis for our takipnselative to these items, however,
it is possible that an adverse outcome could havedaerse effect upon our financial condition, apieg results or cash flows in particular
quarterly or annual periods.

We are continuing our practice of recognizing iegtrand/or penalties related to income tax maitegeneral and administrative expenses.

In September 2006, the FASB issued SFAS No. 157 Madue Measurements. SFAS No. 157 defines fduegestablishes a framework for
measuring fair value, and expands disclosures dhoutalue measurements. This statement clarfif@s to measure fair value as permitted
under other accounting pronouncements but doeseqatre any new fair value measurements. Howeweisdme entities, the application of
this statement will change current practice. Wée beélrequired to adopt SFAS No. 157 as of Janua2PQ@8 and are currently evaluating the
impact of SFAS No. 157 and have not yet determthedeffect on our earnings or financial position.

In March 2006, the FASB Emerging Issues Task Fasged Issue 06-3, How Sales Taxes Collected FrostoBers and Remitted to
Governmental Authorities Should Be Presented intheme Statement ("EITF 06-3"). A tentative cormenwas reached that a company
should disclose its accounting policy (i.e., grosset presentation) regarding presentation ofsavéhin the scope of EITF 06-3. If taxes are
significant, a company should disclose the amo@istioh taxes for each period for which an inconageshent is presented. Sales taxes ar
significant and our accounting policy is to preséeim on a net basis (excluded from revenues).

In February 2007, the FASB issued SFAS No. 159¢"Fair Value Option for Financial Assets and Finalndabilities--Including an
amendment of FASB Statement No. 115." SFAS No.d&tnits entities to choose to measure many finhimsruments and certain other
items at fair value. Unrealized gains and lossesemns for which the fair value option has beercigd will be recognized in earnings at each
subsequent reporting date. SFAS No. 159 is effedtiv us January 1, 2008. We are evaluating thaanihat the adoption of SFAS No. 159
will have on our consolidated financial statements.

Note 6 - Notes Payable

On June 23, 2006, we received $80 million of serdecured financing (the "Senior Loan") from Wé&lergo Foothill, Inc. ("Wells Fargo™)
consisting of a $75 million five year term loanifag (the "Term Facility") and a $5 million fiveaar revolving credit facility (the "Revolving
Facility"). At March 31, 2007, we have the full Réving Facility available to us. After payment of arigination fee of 1%, lender costs and
retirement of $15.3 million of existing bank indeBhess, the net proceeds of the Term Facility weived were $58.8 million. Since
receiving the net proceeds, we used a portionashtto purchase 1.2 million shares of treasury stdekcost of $49.8 million, or an average
price of $40.94 per share. The remaining proceellibevused primarily to fund further share repuaseés.

The Term Facility was fully funded on June 23, 2@0@ provides for a five-year maturity and amosgizemonthly installments of $1.25
million commencing August 1, 2006, with interesttbe outstanding balances under the Term Facititythe Revolving Facility payable, at
our option, at a rate equal to Wells Fargo basephits 150 basis points or at the LIBOR plus 25)dpoints. The interest rate at March 31,
2007 was 7.82%. We are also obligated to makeiadditquarterly payments equal to 50% of our "esaessh flow" (as defined in the Ser
Loan agreement) if our Leverage Ratio is greatan thr equal to 1 to 1 at the end of a quarter. ¥ype& to be able to repay the facilities with
cash flow from operations. We have the right tqpsethe Term Facility in whole or in part, subjexta prepayment premium of 1% in the
first year, 0.5% in the second year and none tfftereavith a reduction of 50% of the prepaymentrpitem if the prepayment is from the
proceeds of another loan provided by Wells Fargo.

The Senior Loan is guaranteed by our non-regulsdtiédidiaries and is secured by all of our tanggileé intangible personal property (other
than aircraft), including stock in all of our ditesubsidiaries, and a mortgage on a building went¢ acquired in Duncan, Oklahoma and
remodeled to relocate and expand our existing oustgervice facility in Duncan.

In addition to customary covenants for loans oftalar type, the principal covenants for the Sertioan are:

* a limitation on incurring any indebtedness in ess of the remaining existing bank indebtednesstanding and $2.3 million in permitted
capitalized leases or purchase money debt;

* a limitation on our ability to pay dividends orake stock purchases, other than with the net pdscefthe Term Loan, unless we meet
certain cash flow tests;

* a prohibition on prepayment of other debt;

* a requirement to maintain consolidated EBITDA fioe twelve month period ending December 31, 20@beach quarter thereafter of



least $80 million ($75 million for us and our taertdirect subsidiaries);

* a requirement to maintain a quarterly fixed cleacgverage ratio (EBITDA (with certain adjustmentsjded by the sum of interest expel
income taxes and scheduled principal payments) lefat 1.1 to 1;

* a requirement to maintain at least 1.3 millionmiers; and

* a requirement to maintain a Leverage Ratio (fuhitkelebtedness as of the end of each quarter divagieeBITDA for the trailing twelve
months) of no more than 1.5 to 1.

We were in compliance with these covenants at Madci2007.

In addition to customary events of default, itisevent of default if Harland Stonecipher ceasd®etour Chairman and Chief Executive
Officer for a period of 120 days unless replacetthaiperson approved by Wells Fargo.

We used the proceeds of the Term Facility to répdyll the $5.3 remaining balance of our existsigck loan with Bank of Oklahoma, N.A.,
First United Bank and Trust and Comerica Bank, Whi@s originated in 2003 and the $10 million werbaed from Bank of Oklahoma, N.

A. earlier in June 2006. The related loan agreesnapte thereby terminated and the associated exdlavas released. As a part of the
transaction, we also amended our existing $200onilteal estate loan which we incurred in 2002narice our new headquarters building in
Ada, Oklahoma to extend the final maturity from @epber 2008 to August 2011. This loan, with intee¢ghe 30 day LIBOR rate plus
2.25%, adjusted monthly, remains secured by a rageti@n our headquarters, but the additional sgdatérest in our membership contracts
was released. The interest rate at March 31, 2G®&7Ab7%. We will continue to be required to mdleetame monthly payments on this loan
of $191,000 plus interest with the balance of apjpnately $2.3 million due at maturity. The realastloan was also amended to conform the
financial covenants to those under the new SerpanL

Our $11.5 million aircraft loan was fully funded November 2005 with interest payable monthly at3belay LIBOR rate plus 1.75%,
adjusted monthly, and requires monthly principatatiments of $96,000 which began December 31, 20056the remaining balance payable
in a final installment due November 30, 2012. Tiiteriest rate at March 31, 2007 was 7.07%. Theilmaallateralized by the aircraft
purchased. In addition to customary events of defdddarland C. Stonecipher ceases to be our {Ekecutive Officer for a period of 90
consecutive days an event of default will occur.

A schedule of outstanding balances as of Marcl28Q7 is as follows:

Senior [0an.........cccevverveieeinnns $ 65,000
Real estate loan.............ccceveevinnee 12,381
Aircraft loan.........ccccoeiieeeinns 9,980

Total notes payable.........ccccceee.... 87,361
Less: Current portion of notes payable..... (18,437)
Long term portion...........ccccceeeeeee. $ 68,924

A schedule of future maturities as of March 31, 2@0as follows:

Repayment Schedule commencing
April 2007:

$ 18,437
18,437
18,437
18,437
9,390
4,223

Note 7 - Share-based Compensation

During the three months ended March 31, 2007, ek ption activity under our stock option planasnas follows:

Weigh ted

Avera ge

Remai ning
Weighted Contra ctual Aggregate
Average Number of Ter m Intrinsic
Price Shares (Iny ears) Value

Outstanding, January 1, 2007.................... $ 23.26 273,040
22.87 (5,597)

24.27 (45,443)




Outstanding, March 31, 2007..................... $ 23.07 222,000 1 .02 $ 6,003

Options exercisable as of March 31, 2007........ $ 23.07 222,000 1 .02 $ 6,003

Other information pertaining to option activity thg the three months ended March 31, 2007 and 2@@&6as follows:

March 31, 2007 March 31, 2006
Weighted average grant-date fair value of stock opt ions granted..  Not applicable Not appli cable
Total fair value of stock options vested........... . . Not applicable Not appli cable
Total intrinsic value of stock options exercised... ... $934 $156

Under our stock option plan, 1,346,252 shares ofGmmmon Stock are available for issuance. Optanstanding and exercisable were
granted at a stock option price which was notlkaa the fair market value of our Common Stockhlendate the option was granted and no
option has a term in excess of ten years. Additipnaptions vested and became exercisable eithehe grant date or up to five years from
the option grant date.

In December 2004, the Financial Accounting Stansl&alard issued SFAS No. 123R, Share-Based Pay&fA$ No. 123R" or the
"Statement"). This Statement is a revision of S 123, Accounting for Stock-Based Compensati®@FAS 123"), and supersedes
Accounting Principles Board Opinion No. 25, Accdagtfor Stock Issued to Employees ("APB No. 25"} és related implementation
guidance. On January 1, 2006, we adopted the poogi®f SFAS No. 123R using the modified prospectiethod. SFAS No. 123R focuses
primarily on accounting for transactions in whighentity obtains employee services in share-baagohpnt transactions. The Statement
requires entities to recognize compensation expfemsevards of equity instruments to employees dhasethe grant-date fair value of those
awards (with limited exceptions). SFAS No. 123Rvakxquires the benefits of tax deductions in exoésecognized compensation expens
be reported as financing cash flows, rather thaamasperating cash flow as prescribed under thar pdcounting rules. This requirement
reduces net operating cash flows and increasdaeting cash flows in periods after adoption.al@ash flow remains unchanged from
what would have been reported under prior accogmtites.

Prior to the adoption of SFAS No. 123R, we follovikd intrinsic value method in accordance with AR®& 25 to account for our employee
stock options. Accordingly, no compensation expemse recognized in connection with the issuancaadk options under any of our stock
option plans for periods ended prior to Januar30D6. The adoption of SFAS No. 123R primarily résdiin a change in our method of
recognizing the fair value of share-based compe@rsaDur adoption of SFAS No. 123R did not resmlbur recording compensation expense
for employee stock options, since all options hested, no modifications were made to existing ost@nd no new options were granted.

We do not expect to grant any additional employ&eas or modify any existing options and therefeognize any share-based payments
expense from the issuance of employee stock opiib2807. The options outstanding at December 8@52lid not and will not impact 2006
or 2007 consolidated results of operations anchfiie position since all option-holders were fullgsted in such options at December 31,
2005.

ITEM 1A. RISK FACTORS
There are a number of risk factors that could affec financial condition or results of operatioBge Note 2 €ontingencies and Part Il, Ite

1 - Legal Proceedings. Please refer to page 14.amd our 2006 Annual Report on Form 10-K for aaigion of other risk factors. There
have not been any material changes in the riskifactisclosed in the Annual Report.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND

RESULTS OF OPERATIONS

The following discussion should be read in conjiorctvith the Management's Discussion and Analysisimancial Condition and Results of
Operations in our Form 10-K for the year ended Ddwer 31, 2006, which describes, among other thimgishbasic business model, critical
accounting policies, measures of Membership reiantind basic cash flow characteristics of ourriess. The following tables set forth
changes in the principal categories of revenuesapdnses and Membership and recruiting activitytfe first quarter of 2007 compared to
the first quarter of 2006 and the fourth quarte2@®6 (Table amounts in 000's). The sum of theqrgages in the tables may not total due to
rounding.

Three Months Ended March 31, 2007 Three % % Three Three
compared to Months Change Change Months Months
Three Months Ended March 31, 2006 Ended % of from from Ended % of Ended % of
and compared to March 31, Total  Prior Sequential March 31, Tot al Dec.31, Total
Three Months Ended December 31, 2006 2007 Revenue  Year Period 2006 Reve nue 2006  Revenue
Revenues:
Membership fees.........c.c...... $ 103,881 92.7 21 0.1 $101,740 92.5 $103,757 92.9
Associate services................. 7,064 6.3 15 5.3 6,963 6.3 6,706 6.0
Other....ccoovvviiiiiiiicne 1,139 1.0 9.4) (5.8) 1,257 1.1 1,209 11
112,084 100.0 1.9 0.4 109,960 100.0 111,672 100.0

Costs and expenses:



Membership benefits 36,751
CommisSions................ 30,532
Associate services and direct marketing 6,375
General and administrative......... 12,747

Other, Net.........cccevvevnenes 3,744

Income before income taxes........... 21,935
Provision for income taxes........... 7,207

Net income........ccccveveeereennnnne $ 14,728

328 32 (09) 35628
272 (42) (0.7) 31,885
57 (127) (146) 7,302
114 22 31 12467
33 375 18 2723

80.4  (0.2) (1.3) 90,005

19.6 9.9 7.8 19,955
6.4 4.7 1.2 6,884

13.1 12.7 11.3  $13,071

Three Months
3/31/2007 12/31/2

324 37,075 33.2
29.0 30,739 275
6.6 7,463 6.7
11.3 12,362 111
25 3,677 3.3

18.1 20,356 18.2
6.3 7,125 6.4

New legal service membership sales........cc....... L 147,742 131,62 8 158,426
New "stand-alone" IDT membership sales............. 13,788 8,01 0 6,800
Total new membership sales................. 161,530 139,63 8 165,226
New "add-on" IDT membership sales 93,204 88,25 5 100,405
Average Annual Membership fee.........cccccc..... $309.86 $323.5 4 $327.43
Active Memberships:
Active legal service memberships at end of period.. L 1,477,604 1,473,71 0 1,488,308
Active "stand-alone" IDT memberships at end of peri od (see note below)...... 73,525 65,03 0 54,453
Total active memberships at end of period. 1,551,129 1,538,74 0 1,542,761
Active "add-on" IDT memberships at end of period (s ee note below)........... 562,075 540,25 3 485,246
New Sales Associates:
New sales associates recruited..........cccccceeeee. L, 31,043 35,31 1 49,776
Average enrollment fee paid by new sales associates e, $103.13 $49.4 7 $49.82
Average Membership fee in force:
Average Annual Membership fee........cccceeceeeee. L $294.17 $293.0 0 $288.92
Note - reflects 6,178 net transfers from "add-on" s tatus to "stand-alone" status during the 2007 quart er

Identity Theft Shield ("IDT") memberships sold iargunction with new legal plan memberships or "atida" to existing legal plan
memberships sell for $9.95 per month and are nattenl as "new" memberships but do increase theagegremium and related direct
expenses (membership benefits and commissions)rahembership base, while "stand alone" IdentitgfT Bhield memberships are not
attached to a legal plan membership and sell fardBlper month.

Recently Issued Accounting Pronouncements See Nofecently Issued Accounting Pronouncementseim [t above.

Results of OperationsFirst Quarter of 2007 compared to First Quarte2@d6

Net income increased 13% for the first quarter@¥2to $14.7 million from $13.1 million for the priyear's first quarter primarily due to
increase in membership fees of $2.1 million an@eehse in commissions of $1.4 million partiallfsef by an increase in Membership
benefits of $1.1 million and an increase in otinet,expenses of $1.0 million. Diluted earningsgiare increased 29% to $1.08 per share
from 84 cents per share for the prior year's coaiglarquarter due to the 13% increase in net incaamdean approximate 13% decrease in the
weighted average number of diluted shares outstgndi

Membership fees totaled $103.9 million during tB@2first quarter compared to $101.7 million fob80an increase of 2%. Membership
fees and their impact on total revenues in anyopleasire determined directly by the number of adtianberships in force during any such
period and the monthly amount of such MembersHips. active Memberships in force are determineddi the number of new
Memberships sold in any period together with theereal rate of existing Memberships. New Membershiles decreased 2% during the tl
months ended March 31, 2007 to 161,530 from 165¢22#g the comparable period of 2006. At March 107, there were 1,551,129 ac!
Memberships in force compared to 1,542,761 at M&Ac2006, an increase of 1%. Additionally, therage annual fee per Membership has
increased from $289 for all Memberships in forcéatch 31, 2006 to $294 for all Memberships in éoat March 31, 2007, primarily as a
result of a larger number of Identity Theft Shieldémberships.

Although total new associates enrolled during thst §uarter of 2007 decreased 38% compared t8Q0A6 period, associate services revenue
increased by approximately $101,000 to $7.1 millldew associates enrolled were 31,043 during ti& 2@riod compared to 49,776 for the
same period of 2006, but average enroliment feskyanew sales associates increased from $50glthia2006 period to $103 during the
2007 quarter due to a higher enroliment fee ingofac most of the 2007 first quarter. We expeatdotinue some form of reduced enrollment
programs for the remainder of the year. Associatelenent fees increased from $2.7 million for fhiet quarter of 2006 to $3.4 million

during the comparable period of 2007. The eSeff@es decreased slightly to $3.0 million during fingt quarter of 2007 compared to $3.2
million for the comparable period of 2006. Futuegenues from associate services will depend priynamni the number of new associates
enrolled, the average enroliment fee paid and timeler who choose to participate in our eServicgam, but we expect that such revenues
will continue to be offset by the direct and indireost to us of training, providing associate &&s and other direct marketing expen



Other revenue declined 9% from $1.3 million for 2896 period to $1.1 million for the 2007 period.

Total revenues increased 2% to $112.1 million fierthree months ended March 31, 2007 from $110l®mduring the comparable period
of 2006 due to a $2.1 million increase in Membegydbes.

Membership benefits totaled $36.8 million for these months ended March 31, 2007 compared to $38i6n for the comparable period of
2006, and represented 35% of Membership fees fitr iieriods. This Membership benefit ratio (Membgrdienefits as a percentage of
Membership fees) should be reduced going forwwarsudstantially all active Memberships providedarapitated cost and we have reduced
the capitated cost of the Identity Theft plan bésedfffective April 1, 2007.

Commissions to associates decreased 4% to $30i6mifdr the three months ended March 31, 2007 amexgbto $31.9 million for the
comparable period of 2006, and represented 2993 a&¥dof Membership fees for the respective peri@snmissions to associates are
primarily dependent on the number of new membesshibd, including add-on membership sales, duripgraod. Commissions to associates
per new membership sold were $189 per membershifpéahree months ended March 31, 2007 compar8&ta8 for the comparable period
of 2006. The average commission per new membessitipvaries depending on the compensation strutiiatds in place at the time a new
membership is sold, the amount of the Membershemafed the amount of any charge-backs (recoupmeiresfous commission advances)
that are deducted from amounts that would otherbgéspaid to the various sales associates thabanpensated for the membership sale.
Should we add additional commissions to our comgi@ns plan or reduce the amount of chargebacksdell from our associates as we |
from time to time, the commission cost per new Mership will increase accordingly.

Associate services and direct marketing expensasaeed to $6.4 million for the three months erldadch 31, 2007 from $7.3 million for
the comparable period of 2006. The decrease wasaply a result of decreased costs for incentiiygstand bonuses and decreased costs for
materials sent to new associates due to the reduictithe number of new associates enrolled duhiagjuarter. We offer the Player's Club
incentive program to provide additional incentite®ur associates as a reward for consistent,tgumlsiness. Associates can earn the rig
receive additional monthly bonuses by meeting migrgbalification requirements for a 12 month perawt maintaining certain personal
retention rates for the Memberships sold duringlthenonth period. These expenses also included$is of providing associate services and
marketing expenses.

General and administrative expenses during the timenths ended March 31, 2007 and 2006 were $1ilidmand $12.5 million,
respectively, and represented 12% of Membership fimeboth periods.

Other expenses, net, which include depreciationsanartization, litigation accruals, interest expgenad premium taxes reduced by interest
income, were $3.7 million for the three months ehlitarch 31, 2007 compared to $2.7 million for tl®& comparable period. Depreciation
increased to $2.1 million for the first quarter2®07 from $2.0 million for the comparable period26D6. Interest expense increased to $1.9
million during the 2007 period from $678,000 durthg comparable period of 2006 as a result of enfdit debt. Premium taxes increased
from $389,000 for the three months ended March2806 to $506,000 for the comparable period of 20@@rest income increased $345,000
to $732,000 for the three months ended March 307 2@m $387,000 for the comparable period of 2@L& to an increase in cash and
investment balances. We have recorded a provisioméome taxes of $7.2 million (32.9% of pretagame) and $6.8 million (34.4% of
pretax income) for the three months ended Marct28@7 and 2006, respectively. The decrease iratheate is primarily due to an increase
in non taxable interest income.

Results of OperationsFirst Quarter of 2007 compared to Fourth Quart@006

First quarter 2007 membership fees increased Blighss than 1%, to $103.9 million from $103.8lrait for the fourth quarter of 2006.
Associate services revenues increased during the @8t quarter by approximately $358,000 to $illion from $6.7 million for the 2006
fourth quarter and associate services and diredteting expenses decreased by $1.1 million dutiegsame period. Membership benefits
totaled $36.8 million in the first quarter of 206@mpared to $37.1 million for the 2006 fourth qeagnd represented 35% and 36%,
respectively, of membership fees for the two perid@ommissions to associates totaled $30.5 miiiidhe 2007 first quarter compared to
$30.7 million for the 2006 fourth quarter and regeneted 29% and 30%, respectively, of membershipff@ethe two periods. General and
administrative expenses increased slightly durireg2007 first quarter to $12.7 million compare&12.4 million for the 2006 fourth quarter
and represented 12% of membership fees for bothgser

Liquidity and Capital Resources

General

Consolidated net cash provided from operating &igs/for the first three months of 2007 increa$6d million to $24.1 million from $18.3
million for the 2006 period, while cash providedrr operating activities before changes in assetdiabilities only increased $1.8 million
from $15.0 million to $16.8 million. The increask$1.8 million resulted primarily from the increasenet income of $1.7 million.

Consolidated net cash used in investing activitias $827,000 for the first three months of 2007 parad to $8.0 million for the comparable
period of 2006. This $7.1 million change in invegtactivities resulted from a $1.4 million decreasadditions to property and equipment
and a $40.5 million increase in the maturities salés of investments partially offset by a $34.8iom increase in investment purchases.

Net cash used in financing activities during thistfihree months of 2007 was $17.7 million compaoe®?5.1 million for the comparak
period of 2006. This $7.4 million change was priityazomprised of the $4.6 million decrease in conmnstock dividends paid and the $2.2
million decrease in purchases of treasury st



We purchased and formally retired 328,823 sharesioEommon stock during the 2007 first quarter§fb4.0 million, or an average price of
$42.55 per share, reducing our common stock by883a2d our retained earnings by $14.0 million. Vild positive working capital of $22.9
million at March 31, 2007, an increase of $5.1 imillcompared to working capital of $17.9 millionGcember 31, 2006. The increase was
primarily due to a $5.6 million increase in caskl @ash equivalents and an increase of $6.5 miifiche current portion of available-for-sale
investments partially offset by an increase of $6illion in income taxes payable,. The $22.9 millipositive working capital at March 31,
2007 would have been a $32.6 million positive wogkcapital excluding the current portion of defdrrevenue and fees in excess of the
current portion of deferred member and associatécgecosts. These amounts will be eliminated leyghssage of time without the utilization
of other current assets or us incurring other etriabilities. We do not expect any difficulty meeting our financial obligations in the short
term or the long term.

At March 31, 2007 we reported $87.0 million in casid cash equivalents and unpledged investmentpareah to $81.8 million at December
31, 2006. Our investments consist of common stdokgstment grade (rated Baa or higher) bonds piiyriasued by corporations, the
United States Treasury, federal agencies, fedespliysored agencies and enterprises as well agagerbacked securities, auction rate
certificates and state and municipal tax-exemptbon

We generally advance significant commissions atithe a Membership is sold. During the three moetided March 31, 2007, we advanced
commissions, net of chargebacks, of $30.7 milliomew Membership sales compared to $31.2 millierife same period of 2006. Since
approximately 95% of Membership fees are collecte@ monthly basis, a significant cash flow defigitreated on a per Membership bas
the time a Membership is sold. Since there arauntbdr commissions paid on a Membership duringatheance period, we typically derive
significant positive cash flow from the Membersbiger its remaining life.

We expense advance commissions ratably over ttetfionth of the related Membership. As a resuthisf accounting policy, our
commission expenses are all recognized over therfionth of a Membership and there is no commissipense recognized for the same
Membership during the remainder of the advanceogdeiVe track our unearned advance commission bedamatstanding in order to ensure
the advance commissions are recovered before apyet commissions are paid and for internal purpas@nalyzing our commission
advance program. While not recorded as an assedrined advance commission balances from assoamte#sMarch 31, 2007, and related
activity for the three month period then ended,ever

(Amounts in 000's)

Beginning unearned advance commission payments (1). $ 188,64 7
Advance commission payments, net................... 30,68 1
Earned commissions applied............ccccceeenne (30,89 5)
Advance commission payment write-offs.............. (94 0)
Ending unearned advance commission payments before

estimated unrecoverable payments (1).............. 187,49 3
Estimated unrecoverable advance commission payments [ P (40,98 7)
Ending unearned advance commission payments, net (1 ) TP OURUROPRPRR $ 146,50 6

(1) These amounts do not represent fair valudhesdo not take into consideration timing of estdarecoveries.

The ending unearned advance commission paymentsbwve includes net unearned advance commissigménts to non-vested associates
of $51.0 million. As such, at March 31, 2007 futatemmission payments and related expense shouledbeed as unearned advance
commission payments of $95.5 million are recove@mmmissions are earned by the associate as Mehnip@remiums are earned by us,
usually on a monthly basis. For additional inforimatconcerning these commission advances, see muua report on Form 10-K under the
heading Commissions to Associates in Iltem 7 - Manant's Discussion and Analysis of Financial Caoowliand Results of Operations.

We believe that we have significant ability to fitg expected future growth in Membership salesdaseour recurring cash flow and
existing amount of cash and cash equivalents aptbdged investments at March 31, 2007 of $87.0GanillWe expect to maintain cash and
investment balances, including pledged investmamtsn on-going basis of approximately $20 to $30an in order to meet expected
working capital needs and regulatory capital rezgmients. Cash balances in excess of this amountibeulised for discretionary purposes
such as additional treasury stock purchases sufgjdiatitations in the Term Facility.

Notes Payabl
See Note 6 - Notes Payable in Item 1 above.

Parent Company Funding and Dividends Although vectlae operating entity in many jurisdictions, oubsidiaries serve as operating
companies in various states that regulate Memhessts insurance or specialized legal expense pidiite most significant of these wholly
owned subsidiaries are Pre-Paid Legal Casualty(TR®LCI"), PrePaid Legal Services Inc. of Florida ("PPLSIF") drejal Service Plans
Virginia, Inc. ("LSPV"). The ability of these engs to provide funds to us is subject to a numlbeestrictions under various insurance laws
in the jurisdictions in which they conduct busingssluding limitations on the amount of divideratsd management fees that may be paid
and requirements to maintain specified levels pftahand reserves. In addition PPLCI will be reqdito maintain its stockholders' equity at
levels sufficient to satisfy various state or prmial regulatory requirements, the most restrictfhich is currently $3 million. Additional
capital requirements of these entities, or anyurfregulated subsidiaries, will be funded by uthimform of capital contributions or surpl



debentures. At March 31, 2007, none of these estitad funds available for payment of substaniadends without the prior approval of 1
insurance commissioner. We received a $1.6 milfietdend from LSPV during March 2007 and a $7.4lionil dividend from PPLCI during
April 2007.

Contractual Obligations
There have been no material changes outside afrthieary course of business in our contractualgatiions from those disclosed in our
Annual Report on Form 10-K for the year ended Ddwem31, 2006.

Critical Accounting Policies

Preparing financial statements requires managetoenake estimates and assumptions that affecepharted amounts of assets, liabilities,
revenues and expenses. These estimates and asmsvgt affected by management's application afiatting policies. If these estimates or
assumptions are incorrect, there could be a matdréange in our financial condition or operatinguks. Many of these "critical accounting
policies" are common in the insurance and finarsgavices industries; others are specific to osiriess and operations. Our critical
accounting policies include estimates relatingeteenue recognition related to Membership and aaotees, deferral of Membership and
associate related costs, expense recognition delateommissions to associates, accrual of inceratwards payable and accounting for legal
contingencies. Each of these accounting policieistha application of critical accounting policiexaestimates was discussed in our Annual
Report on Form 10-K for the year ended DecembePBa6. There were no significant changes in thédiegdfon of critical accounting
policies or estimates during the first three momh2007. We are not aware of any reasonably likslgnts or circumstances which would
result in different amounts being reported that ldanaterially affect our financial condition or téts of operations.

Capital and Dividend Plans

We continue to evaluate the desirability of addiibshare repurchases and additional cash divid&vesleclared dividends of $0.50 per
share during 2004 and $0.60 per share during 2688%ave previously announced that we will contishare repurchases, pay a dividend, or
both, depending on our financial condition, avdaatesources and market conditions, as well as tange with our various loan covenants
which limit our ability to repurchase shares or pagh dividends. We expect to continue our operk@h@aepurchase program as we have
existing authorization from the Board to purchasadditional 1.3 million shares. We also continmevaluate additional sources of financ
that may enable us to accelerate the repurchagegpncat prices we believe are attractive.

Forward -Looking Statements

All statements in this report other than purelytdrisal information, including but not limited tetatements relating to our future plans and
objectives, expected operating results and thengsisons on which such forward-looking statemenéskased, constitute "Forward-Looking
Statements" within the meaning of Section 27A ef 8ecurities Act of 1933 and Section 21E of theuSges Exchange Act of 1934 and are
based on our historical operating trends and firucondition as of March 31, 2007 and other infation currently available to manageme
We caution that the Forwatdsoking Statements are subject to all the risks@amzkrtainties incident to our business, includingnot limitec
to risks described in Item 1A of our Annual RepmwtForm 10K for the year ended December 31, 2006. Moreovennay make acquisitio
or dispositions of assets or businesses, entenatomarketing arrangements or enter into finantiagsactions. None of these can be
predicted with certainty and, accordingly, are tagen into consideration in any of the Forward-LiogkStatements made herein. For all of
the foregoing reasons, actual results may vary madljefrom the Forward-Looking Statements. We asswno obligation to update the
Forward-Looking Statements to reflect events arwirtstances occurring after the date of the statemen

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB  OUT MARKET RISK

Our consolidated balance sheets include a cenaguat of assets and liabilities whose fair valugessaibject to market risk. Due to our
significant investment in fixed-maturity investmgninterest rate risk represents the largest maistefactor affecting our consolidated
financial position. Increases and decreases ingilieg interest rates generally translate into dases and increases in fair values of those
instruments. Additionally, fair values of intereate sensitive instruments may be affected by taditwvorthiness of the issuer, prepayment
options, relative values of alternative investmeliggiidity of the instrument and other general kedrconditions.

As of March 31, 2007, substantially all of our istreents were in investment grade (rated Baa oehjdghxed-maturity investments and
interestbearing money market accounts including certifisatedeposit. We do not hold any investments di@skas trading account asset:
derivative financial instruments.

The table below summarizes the estimated effediypdthetical increases and decreases in inteatest on our fixed-maturity investment
portfolio. It is assumed that the changes occurédhiately and uniformly, with no effect given to astgps that we might take to counteract
that change.

The hypothetical changes in market interest ragfleat what could be deemed best and worst casmasos. The fair values shown in the
following table are based on contractual maturitggnificant variations in market interest ratesid produce changes in the timing of
repayments due to prepayment options available faihealue of such instruments could be affected, dherefore, actual results might differ
from those reflected in the following table:

Hypothetical change in Estimated fair value
(In'000's) interest rate after hypothetical
Fair value (bp = basis points) change in interest rate
Fixed-maturity investments at March 31, 2007 (1)... e $ 22,272 100 bp increase $ 21,435
200 bp increase 20,606
50 bp decrease 22,686

100 bp decrease 23,101



Fixed-maturity investments at December 31, 2006 (1) ... $ 31,420 100 bp increase $ 30,170

200 bp increase 28,975
50 bp decrease 31,965
100 bp decrease 32,568

(1) Excluding short-term investments with a faitueaof $51.2 million (Certificates of deposit, aoctrate securities and EURO deposits) at
March 31, 2007 and $42.4 million at December 3D620

The table above illustrates, for example, thatateintaneous 200 basis point increase in marleesttrates at March 31, 2007 would reduce
the estimated fair value of our fixed-maturity istreents by approximately $1.7 million at that dé&teDecember 31, 2006, an instantaneous
200 basis point increase in market interest ramddvhave reduced the estimated fair value of dfmaturity investments by
approximately $2.7 million at that date. The defid extent of the interest rate risk is not quiéettie or predictable due to the variability of
future interest rates, but we do not believe sisthis material.

We primarily manage our exposure to investmentésterate risk by purchasing investments that earebdily liquidated should the interest
rate environment begin to significantly change.

Interest Rate Risk

We are exposed to market risk related to changigarest rates. As of March 31, 2007, we had $&¥lHon in notes payable outstanding at
interest rates indexed to the 30 day LIBOR ratéelkposes us to the risk of increased interessgbstterest rates rise. Assuming a 100 basis
point increase in interest rates on the floatirtg thebt, annual interest expense would increasgpyoximately $874,000. As of March 31,
2007, we had not entered into any interest rate maeements with respect to the term loans ofloating rate municipal bonds.

Foreign Currency Exchange Rate Risk Although weeapmsed to foreign currency exchange rate riskrigrt in revenues, net income and
assets and liabilities denominated in Canadiaradg)lthe potential change in foreign currency ergeaates is not a substantial risk, as
approximately 1% of our revenues are derived oatsidhe United States.

ITEM 4. CONTROLS AND PROCEDURES

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer, we
have evaluated the effectiveness of the desigropathtion of our disclosure controls and proced(asslefined in Rule 13a-15(e) under the
Securities Exchange Act of 1934). Based on thaluatian, our Chief Executive Officer and Chief Fircgal Officer have concluded that, as
March 31, 2007, our disclosure controls and prooesiwere effective to ensure that information regplito be disclosed by us in reports that
we file or submit under the Securities Exchange 934 is recorded, processed, summarized armttezbwithin the time periods specified
in Securities and Exchange Commission rules andgor

There were no changes in our internal control dwvancial reporting (as defined in Rule 1B&¢f) under the Securities Exchange Act of 1¢
during the quarter ended March 31, 2007 that haatenally affected, or are reasonably likely to enetlly affect, our internal control over
financial reporting.

PART Il. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS.
See Note 2 of the Notes to Consolidated Finanda@k8ents included in Part I, Item 1 of this regortinformation with respect to legal
proceedings.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS.

Issuer Purchases of Equity Securities

The following table provides information about qurchases of stock in the open market during tisé duarter of 2007.

Total Number of Maximum Number
Shares Purchased as of Shares that May
Total Number of Part of Publicly Yet Be Purchased
of Shares Average Price Announced Plans or Under the Plans or
Period Purchased Paid Per Share Programs Programs (1)
January 2007.......... 13,578 $ 38.72 13,578 613,017
February 2007 108,391 41.66 108,391 504,626
March 2007.. 206,854 43.26 206,854 1,297,772
Total..cooovcciiees e -
328,823 $ 42.55 328,823

(1) We announced on April 6, 1999, a treasury smaichase program authorizing management to acgpite 500,000 shares of our
common stock in the open market. The Board of Dimschas subsequently from time to time increaseti authorization from 500,000
shares to 13 million shares. The most recent autiigon was for 1 million additional shares on Mai& 2007 and there has been no't



limit set for completion of the repurchase program.

See Part I, Item 2, "Management's Discussion araly&is of Financial Condition and Results of OperaLiquidity and Capital Resources"
for a description of loan covenants that limit ability to repurchase shares and pay dividends.

ITEM 6. EXHIBITS.

(a) Exhibits:

Exhibit No.
3.1 Amended and Restated Certificate of Incor
the Company's Report on Form 8-K dated Ju

3.2 Amended and Restated Bylaws of the Compan
for the period ended June 30, 2003)

*10.1 Employment Agreement effective January 1,
to Exhibit 10.1 of the Company's Annual R

*10.2  Agreements between Shirley Stonecipher, N
covering Harland C. Stonecipher (Incorpor
for the year ended December 31, 1985)

*10.3 Amendment dated January 1, 1993 to Split
insurance policy covering Harland C. Ston
on Form 10-KSB for the year ended Decembe

*10.4  Form of New Business Generation Agreeme
Exhibit 10.22 of the Company's Annual Rep

*10.5 Amendment to New Business Generation Agr
(Incorporated by reference to Exhibit 10
1992)

*10.6  Amendment No. 2 to New Business Generatio
1990 (Incorporated by reference to Exhibi
31, 2002)

*10.7  Stock Option Plan, as amended effective M
on Form 10-K for the year ended December

10.8 Loan agreement dated June 11, 2002 betwee
10.1 of the Company's Quarterly Report on

10.9 Form of Mortgage dated July 23, 2002 betw
10.3 of the Company's Quarterly Report on

*10.10 Deferred compensation plan effective Nove
Report on Form 10-K for the year ended De

*10.11 Amended Deferred Compensation Plan effect
Report on Form 10-K for the year ended De

10.12 Purchase Agreement dated August 19, 2
Exhibit 10.1 of the Company's Report on F

10.13 Loan Agreement dated November 30, 2005 be
Bank and Trust (Incorporated by reference

10.14 Aircraft Chattel Mortgage, Security Agree
Services, Inc and Bank of Oklahoma, N.A.
Company's Report on Form 8-K dated Novemb
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31.2 Certification of Steve Williamson, Chief Financial Officer, Pursuant to Rule 13a-14(a) under the Securities Exchange Act

of 1934

32.1 Certification of Harland C. Stonecipher, Chairman, Chief Executive Officer and President, Pursuant to 18 U.S.C. Section
1350

32.2 Certification of Steve Williamson, Chief Financial Officer, Pursuant to 18 U.S.C. Section 13 50

* Constitutes a management contract or compensataryor arrangement required to be filed as aibébdio this report.
SIGNATURES

Pursuant to the requirements of the SecuritiesEmtiange Act of 1934, the Registrant has duly aatlsis report to be signed on its behalf
by the undersigned thereunto duly authorized.

PRE-PAID LEGAL SERVICES, INC.
(Registrant)

Date: April 23, 2007 /'s/ Harland C. Stonecipher
Harl and C. Stoneci pher
Chai rman, Chief Executive
O ficer and President
(Principal Executive Oficer)

Date: April 23, 2007 /'s/ Randy Harp
Randy Harp
Chi ef Operating O ficer
(Duly Authorized Oficer)

Date: April 23, 2007 /sl Steve WIIianmson

Steve W I ianson

Chi ef Financial Oficer
(Principal Financial and
Accounting O ficer)

Exhibit 31.1

CERTIFICATION

I, Harland C. Stonecipher, Chief Executive Officeertify that:
(1) I have reviewed this quarterly report on FordrQ of Pre-Paid Legal Services, Inc.;

(2) Based on my knowledge, this report does notainrany untrue statement of a material fact ort@amstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigtatisg with respect to the period
covered by this report;

(3) Based on my knowledge, the financial statememd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

(4) The registrant's other certifying officer(sddrare responsible for establishing and maintginiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e)) and irtlecontrol over financial reporting (as definedeirchange Act Rule 13 (a)-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procsdorge designed under our supervision,
to ensure that material information relating to thgistrant, including its consolidated subsidigrie made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financéarting, or caused such internal control overrfaial reporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generally@edeaccounting principles;

(c) Evaluated the effectiveness of the registratisslosure controls and procedures and presenteisi report our conclusions about



effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

(d) Disclosed in this report any change in thegsegnt's internal control over financial reportthgt occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

(5) The registrant's other certifying officer(sddrhave disclosed, based on our most recent ev@tuaf internal control over financial
reporting, to the registrant's auditors and thatauminmittee of the registrant's board of direci@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefpwaincial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@gmifiole in the registrant's internal
control over financial reporting.

Date: April 23, 2007 /'s/ Harland C. Stonecipher

Harl and C. Stoneci pher
Chai rman, Chief Executive
O ficer and President

Exhibit 31.2

CERTIFICATION

I, Steve Williamson, Chief Financial Officer, céytthat:
(1) I have reviewed this quarterly report on FordrQ of Pre-Paid Legal Services, Inc.;

(2) Based on my knowledge, this report does notasnrany untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

(3) Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

(4) The registrant's other certifying officer(sddrare responsible for establishing and maintainiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e)) and irtiecontrol over financial reporting (as definedeirchange Act Rule 13 (a)-15(f)) for the
registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procedoitge designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financ@arting, or caused such internal control overrfaial reporting to be designed under our
supervision, to provide reasonable assurance reggitae reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registratitslosure controls and procedures and presentihisi report our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

(d) Disclosed in this report any change in thesegnt's internal control over financial reportthg@t occurred during the registrant's most
recent fiscal quarter (the registrant's fourthdisguarter in the case of an annual report) thathaterially affected, or is reasonably likely to
materially affect, the registrant's internal cohtreer financial reporting; and

(5) The registrant's other certifying officer(s)arhave disclosed, based on our most recent el@iuaf internal control over financial
reporting, to the registrant's auditors and thataxmmittee of the registrant's board of direct@nspersons performing the equivalent
functions):

(&) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which are
reasonabhlikely to adversely affect the registrant's abilityrecord, process, summarize and report finaiiaimation; anc



(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a si@gmifiole in the registrant's internal
control over financial reporting.

Date: April 23, 2007 /sl Steve WIIianmson

Steve WIIianson
Chi ef Financial Oficer

Exhibit 32.1
Certification Pursuant to 18 U.S.C. Section 1350

Pursuant to 18 U.S.C. ss. 1350, the undersignéckofif Pre-Paid Legal Services, Inc. (the "Compgarereby certifies that the Company's
Quarterly Report on Form 10-Q for the quarter endedch 31, 2007 (the "Report") fully complies witie requirements of Section 13(a) or
15(d), as applicable, of the Securities ExchangeoA&934 and that the information contained in Report fairly presents, in all material
respects, the financial condition and results arapons of the Company.

Date: April 23, 2007 /'s/ Harland C. Stonecipher

Harl and C. Stoneci pher
Chai rman, Chief Executive
O ficer and President

Exhibit 32.2
Certification Pursuant to 18 U.S.C. Section 1350

Pursuant to 18 U.S.C. ss. 1350, the undersignéckofif Pre-Paid Legal Services, Inc. (the "Comggarereby certifies that the Company's
Quarterly Report on Form 10-Q for the quarter endedch 31, 2007 (the "Report") fully complies witie requirements of Section 13(a) or
15(d), as applicable, of the Securities ExchangeoA&934 and that the information contained in Report fairly presents, in all material
respects, the financial condition and results @rafions of the Company.

Date: April 23, 2007 /sl Steve WIIianmson

Steve WIIianson
Chi ef Financial Oficer



