H& R Block Reports Second Quarter Financial Results; Lower Full-Year Earnings Guidance on M ortgage Outlook
November 23, 2004 12:00 AM ET

KANSASCITY, Mo., Nov 23, 2004 (BUSINESSWIRE) -- H&R Block Inc. (NY SE: HRB) today reported a $52.2 million
net loss for the second quarter of its 2005 fiscal year, compared with earnings of $10.4 million in the second quarter last year.
Revenues totaled $539.3 million, a 5.2 percent decline from last year. The company reported a loss of 32 cents per diluted share,
compared with 6 cents of earnings last year.

The decline in earnings was due primarily to decreased income in the mortgage segment. An asset write-down in investment
services and corporate development spending associated with new business initiatives also contributed to the earnings decline.
Historically, H& R Block has reported second quarter 10sses because of the seasonal nature of its tax and accounting businesses,
athough the company reported a profit in the second quarter of fiscal 2004.

"The competitive environment in the mortgage industry limited our pricing flexibility in the face of rising interest ratesin the

secondary market," said Chairman and Chief Executive Officer Mark A. Ernst. "In view of industry-wide trends, we were
satisfied with our levels of loan originations, which grew 2.7 percent compared with the second quarter last year, although
operating margins did not improve as much as we had anticipated.

"We will begin deploying a series of technology enabled service enhancements to our mortgage broker clients during the fourth
quarter. We believe that these will improve productivity and position our mortgage business for success as we transition to a
higher rate environment. Primarily due to the current mortgage pricing environment and investments in support of these technology
enhancements, we are lowering our current fiscal year earnings guidance to the range of $3.50 to $4.00 per share," Ernst said.

In the second quarter, H& R Block acquired 3.8 million shares of its common stock at an aggregate cost of $182.2 million, or an
average price of $47.81 per share. Over the past year, the number of H& R Block shares outstanding has decreased 8 percent to
163.5 million shares outstanding.

The second quarter results include $7.9 million in stock-based compensation expense, compared with $3.1 million last year. H&R
Block began to expense the costs of all stock-based compensation at the beginning of fiscal year 2004.

For the six months ended Oct. 31, H&R Block reported a net loss of $96.3 million, or 58 cents per diluted share, compared with
earnings of $15.5 million last year, or 9 cents per diluted share. Revenues for the six-month period decreased 4 percent to $1
billion, from $1.1 billion last year.

The prior year results include a change in accounting principle related to the adoption of Emerging Issues Task Force No. 00-21

(EITF 00-21) as of May 1, 2003. This change reduced last year's first quarter net income by $6.4 million, or 3 cents per diluted
share.

Tax Services

Tax services revenues increased 11.8 percent to $74.1 million. The segment reported a pretax loss of $134 million, which was
2.8 percent higher than the pretax loss of $130.4 million in the second quarter of fiscal 2004.

For the six-month period, revenues were $124.6 million, up $12.3 million from $112.3 million last year, a 10.9 percent increase.
The pretax loss for the six-month period was $247 million, $17 million, or 7.4 percent, higher than last year.

"We continue on pace to open more than 600 new offices and 400 additional Wal-Mart locations. This investment in expanding
our office network will make our tax services more accessible and convenient to a greater number of tax filers, which we expect
will drive client growth this tax season. Our off-season costs remain in line with our expectations,” Ernst said.

Mortgage Services

Mortgage services, which include Option One Mortgage Corp. and H& R Block Mortgage Corp., reported second quarter
pretax income of $106.2 million, a 42.3 percent decline, compared with $184 million in the second quarter last year.
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Loan production increased to $6.5 billion for the quarter, a 2.7 percent increase over the previous year's quarter.

Included within these results, H& R Block Mortgage Corp., H& R Block's retail mortgage subsidiary, reported a 32.9 percent
increase in originations. Retail clients of other H& R Block businesses generated 32 percent of H& R Block Mortgage's loan
activity during the quarter.

Second quarter revenues declined 17.2 percent to $281.6 million, from $340.2 million the prior year. For the six-month period,
revenues decreased 13.1 percent to $549.8 million from $632.8 million last year.

The mortgage segment's total gain on sales was $184.6 million for the second quarter, a 26.3 percent decline compared with
$250.6 million in the prior year's second quarter. The declinein gain on sales is primarily due to increased price competition.

"We have seen increased costs this quarter due to investments we have made to expand distribution capacity, upgrade technology
and improve our processes at Option One and H& R Block Mortgage. We believe these investments will drive increased
productivity and position us for lower operating costs in the future," Ernst said.

The segment's residual interests continued to perform better than expected. Consequently, the company realized a net write-up to
residual balances of $35.4 million during the second quarter of fiscal year 2005, which was recorded as other comprehensive
income, net of deferred taxes.

Business Services

Business services reported second quarter revenue of $129 million, representing growth of 18.4 percent over the same quarter
last year. The second quarter pretax loss was $4.9 million compared with a pretax loss of $2.7 million in the same quarter last
year.

For the six-month period, revenues increased 14.8 percent to $238.1 million from $207.5 million last year. The pretax loss was
$15 million, an increase of $5.6 million, or 59.2 percent compared to aloss of $9.4 million for the first six months of fiscal year
2004.

"Our accounting and consulting businesses enjoyed strong off-season revenue growth in al of our core service lines, and benefited
from strong demand for consulting and risk management services," Ernst said. "The development and implementation of our
marketing and sales infrastructure is going well. We're well-positioned to capitalize on the opportunity this market presentsto us."
Investment Services

Investment services reported a second quarter pretax loss of $24.6 million, an increase of $9.2 million compared with last year's
$15.3 million loss. The second quarter loss included a $6 million write-down of a branch office facility. Investment services
reported second quarter revenues of $53.8 million, a 2 percent increase from the same quarter last year.

The pretax loss for the second quarter increased 34.5 percent, or $6.3 million compared with the first quarter of fiscal year 2005.
Revenues improved dightly, up .3 percent compared with first quarter revenues of $53.6 million.

For the six-month period, revenues decreased 2.1 percent to $107.3 million from $109.7 million last year. The pretax loss
increased $13.7 million, or 47.2 percent compared with aloss of $29.1 million for the first six months of fiscal year 2004.

"The general market climate for investment services remained very weak during the early months of the quarter, though we began
to see improvement in October and into November," Ernst said.

Dividend declared

H&R Block's board of directors declared a quarterly cash dividend of 22 cents per share, payable Jan. 3, 2005, to shareholders
of record Dec. 13, 2004. This payment will be the company's 169th consecutive quarterly dividend.

Other
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On Nov. 23 a 5 p.m. EST, the company will host a conference call for analysts, institutional investors and shareholders. Ernst,
Jeff Yabuki, executive vice president and chief operating officer, and William Trubeck, executive vice president and chief financial
officer, will discuss the quarter and future expectations, as well as respond to analysts questions. To access the cal, please dia
the number approximately 5 to 10 minutes prior to the scheduled starting time:

U. S./ Canada (888) 425-2715 - Access Code: 1169962

International (706) 679-8257 - Access Code: 1169962

The call will be webcast in alisten-only format for the mediaand public. The link to the webcast can be obtained at
www.hrblock.com. Supplemental financial and statistical information will be available in connection with the webcast, or can be
accessed directly on H& R Block's Investor Relations Web site at www.hrblock.com/about/investor following market close.

A replay of the call will be available beginning at 6:00 p.m. EST Nov. 23 and continuing until 12:00 am. EST Nov. 30, by dialing
(800) 642-1687 (U.S./Canada) or (706) 645-9291 (International). The replay access code is 1169962. A replay of the webcast
will also be available on the company's Web site at www.hrblock.com through Dec. 31, 2004.

Except for historical information contained herein, the matters set forth in this press release are forward-looking statements based
upon current information and expectations. Such statements speak only as of the date on which they are made, are not guarantees
of future performance, and involve certain risks, uncertainties and assumptions that could cause actual results to differ materially
from what is expressed, implied or forecast in such forward-looking statements. Such differences could be caused by a number of
factors, including, but not limited to: the uncertainty that the company will achieve or exceed its revenue, earnings, and earnings per
share growth goals or expectations for fiscal year 2005; the uncertainty of the company's ability to purchase shares of its common
stock pursuant to the board's authorization; the uncertainty of the effect of any share repurchases upon the company and its
shareholders; changes in interest rates; changes in economic, political or regulatory environments; changes in competition; litigation
involving the company and its subsidiaries; and risks described from time to time in reports and registration statements filed by
H&R Block Inc. and its subsidiaries with the Securities and Exchange Commission. Readers should take these factors into
account in evaluating such forward-looking statements.

About H& R Block

H&R Block Inc. (www.hrblock.com) is a diversified company with subsidiaries that deliver tax services and financial advice,
investment and mortgage services, and business accounting and consulting services. H& R Block empowers clients to make tax
and financial decisions by providing a unique combination of tax services, financia information and advice, and related products
and services. The company's mission is to help clients achieve their tax and financial objectives by serving as their tax and financial
partner.

Asthe world's largest tax services company, in 2004 H& R Block served more than 21 million clientsin the U.S. and 12
countries. H& R Block Financial Advisors Inc. offers investment services and securities products. With approximately 1,000
financial advisors serving clients at approximately 360 branch offices, H& R Block Financial Advisors Inc. is a member NY SE,
SIPC, aregistered broker-dealer and investment advisor. H& R Block Inc. is not a registered broker-dealer and is not a
registered investment advisor. H& R Block Mortgage Corp. offers afull range of retail mortgage services. Option One Mortgage
Corp. provides mortgage services and offers wholesale mortgages through large financial institutions and a network of 24,000
independent mortgage brokers. RSM McGladrey Business Services Inc. and its subsidiaries serve mid-sized businesses and their
owners with tax, accounting and business consulting services, as well as personal wealth management services.

H&R BLOCK, | NC
KEY OPERATI NG RESULTS
Unaudi ted, ampounts in thousands, except per share data

Three nont hs ended

Cct ober 31,
2004 2003
Revenues $539, 255 $568, 872
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Income (1l oss) before taxes (85, 924) 17,134

et ncome (1055 e | si0.97
Basic earnings (loss) per share ?S?;fgl ______ f?;?f_
Basi ¢ shares outstanding 164, 686 177, 828
Diluted earnings (loss) per share ?S?;fgl ______ f?;?f_
Di | ut ed shares outstanding 164, 686 181, 111

Si x nont hs ended

Cct ober 31,
2004 2003

Revenues $1, 021,966 $1, 064, 256
Income (1l oss) before taxes (158, 488) 35, 963
Net income (loss) before change in accounting
principle (96, 282) 21, 895
Cunul ative effect of change in accounting
principle, net of taxes - (6,359)
Net income (Iloss) $(96, 282) $15, 536
Basi c earnings (loss) per share

Bef ore change in accounting principle $(0.58) $0. 12

Net income (I oss) $(0.58) $0. 09

Basi ¢ shares outstanding 166, 721 178, 616
Dil uted earnings (loss) per share

Bef ore change in accounting principle $(0.58) $0. 12

Net income (Io0ss) $(0.58) $0. 09

Di | ut ed shares outstanding 166, 721 181, 965

On Cctober 26, 2004, we issued $400.0 nmillion in 5.125% Seni or Notes,

due in 2014. The proceeds fromthe notes will be used to repay our
$250.0 million in 6 3/4% Seni or Notes, which are due on Novenber 1
2004. The remmining proceeds will be used for working capital, capita

expendi tures, repayment of other debt and other general corporate
pur poses. The proceeds are included in cash and cash equival ents on
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t he condensed consol i dated bal ance sheet.

We adopted Emerging |ssues Task Force Issue No. 00-21, "Revenue
Arrangenents with Miltiple Deliverables" (EITF 00-21) as of May 1
2003. As a result of the adoption of EITF 00-21, we recorded the
cunul ative effect of a change in accounting principle of $6.4 mllion
net of tax benefit of $4.0 million.

Basi c earnings per share is based on the wei ghted average nunber of
shares outstanding. The dilutive effect of potential common shares is
included in diluted earnings per share except in those periods with a
| oss.

Certain reclassifications have been nmade to prior year anpunts to
conformto the current period presentation. These reclassifications
had no effect on the results of operations or stockholders' equity as
previously reported

In the first quarter of fiscal year 2005, we redefined our reportable
segnents. The previously reported International Tax Operations and

U S. Tax Operations segnents will now be reported as the Tax Services
segnent

H&R BLOCK, | NC.
SEGVENT FI NANCI AL RESULTS
Unaudi ted, ampounts in thousands

Three nont hs ended Oct ober 31,

Revenues I ncome (1 o0ss)
2004 2003 2004 2003

Tax Services $74, 106 $66, 284 $(133,972) $(130, 383)
Mort gage Services 281, 634 340, 173 106, 200 184, 026
Busi ness Services 129, 047 109, 024 (4,913) (2,732)
I nvest ment Services 53, 761 52,703 (24, 566) (15, 336)
Cor porate 707 688 (28,673) (18, 441)

$539, 255 $568, 872 (85, 924) 17,134
I ncone taxes (benefit) (33, 725) 6, 758
Net incone (I oss) $(52, 199) $10, 376

Revenues I ncome (1 o0ss)
2004 2003 2004 2003
Tax Services $124, 553 $112, 265 $(246,961) $(229, 963)
Mort gage Services 549, 767 632, 762 199, 740 347, 855
Busi ness Services 238, 149 207,523 (14, 984) (9, 411)
I nvest ment Services 107, 342 109, 690 (42, 837) (29, 093)
Cor porate 2,155 2,016 (53, 446) (43, 425)

Income taxes (benefit) (62, 206) 14, 068
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Net income (loss) before change in accounting

principle (96, 282) 21, 895
Cunul ative effect of change in accounting

principle, net of taxes - (6,359)
Net income (Iloss) $(96, 282) $15, 536

H&R BLOCK, | NC.
CONDENSED CONSOLI DATED BALANCE SHEETS
Anmpbunts in thousands, except share data

Oct ober 31, April 30

2004 2004
ASSETS
Current assets:
Cash and cash equival ents $575,796 $1,071,676
Cash and cash equivalents - restricted 496, 798 545, 428
Recei vabl es from custonmers, brokers, dealers
and cl earing
organi zati ons, net 610, 039 625, 076
Recei vabl es, net 368,072 347,910
Prepai d expenses and other current assets 432, 335 371, 209
Total current assets 2,483, 040 2,961, 299
Residual interests in securitizations -
avail abl e-for-sale 261, 503 210, 973
Beneficial interest in Trusts - trading 108, 624 137, 757
Mort gage servicing rights 134, 062 113, 821
Property and equi pnent, net 275, 688 279, 220
I ntangi bl e assets, net 299, 851 325, 829
Goodwi | I, net 964, 548 959, 418
Ot her assets 369, 542 391, 709
Total assets $4, 896, 858 $5, 380, 026
LI ABI LI TIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Commerci al paper $316, 056 $-
Current portion of |ong-term debt 277,546 275, 669
Accounts payable to custoners, brokers and
deal ers 1, 000, 083 1, 065, 793
Accounts payabl e, accrued expenses and ot her 483, 996 456, 167
Accrued sal ari es, wages and payroll taxes 115, 249 268, 747
Accrued incone taxes 88, 784 405, 667
Total current liabilities 2,281,714 2,472,043
Long-term debt 931, 781 545, 811
Ot her noncurrent liabilities 368, 696 465, 163
Total liabilities 3,582,191 3,483,017
St ockhol ders' equity:
Common stock, no par, stated value $.01 per
share 2,179 2,179
Addi tional paid-in capital 558, 770 545, 065
Accumnul at ed ot her conprehensive incone 99, 589 57,953
Ret ai ned ear ni ngs 2,615,089 2,781, 368
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Less cost of 54, 469, 436 and 44, 849, 128

shares of common stock in treasury (1,960,960) (1,489, 556)

Total stockhol ders' equity 1, 314, 667 1, 897, 009
Total liabilities and stockhol ders' equity $4, 896, 858 $5, 380, 026
H&R BLOCK, | NC.

CONDENSED CONSOL| DATED STATEMENTS OF CASH FLOWS
Unaudi ted, ampounts in thousands

Cash flows from operating activities:
Net inconme (Il oss)
Adj ustments to reconcile net incone (loss) to
net cash used in operating activities:
Depreciation and anortization
Accretion of residual interests in
securitizations
| mpai rment of residua
securitizations
Additions to trading securities -
interests in securitizations
Proceeds fromnet interest margin
transactions
Addi tions to nortgage servicing rights
Anortization of nortgage servicing rights
Net change in beneficial interest
O her net changes in working capital,
of acquisitions

interests in

resi dua

net

Net cash used in operating activities

Cash flows frominvesting activities:
Cash received fromresidual interests in
securitizations

Purchases of property and equi prent, net

Payment s nade for business acquisitions, net
of cash acquired
O her, net
Net cash provided by (used in) investing
activities
Cash flows from financing activities:
Repayments of commercial paper
Proceeds fromissuance of commercial paper

Proceeds from i ssuance of
Di vi dends pai d

Acqui sition of treasury shares
Proceeds fromissuance of common stock
O her, net

| ong-term debt

Net cash provided by (used in) financing
activities

Net decrease in cash and cash equival ents
Cash and cash equival ents at begi nning of the

in Trusts

Si x nmont hs ended

Cct ober 31,
2004 2003
$(96,282) $15,536
76,768 76,010
(57,835) (70,906)

3,469 11, 106
(68,618) (199, 021)
53, 348 147, 107
(58,894) (48,002)
38, 653 35, 307
29, 133 (62, 823)
(594, 829) (367, 664)
(675, 087) (463, 350)
73,477 68, 850
(55, 249) (43,591)
(5,472) (123, 337)
12,138 6, 691
24,894 (91, 387)
(1,376,877) (499,771)
1,692, 933 624, 401
395, 221 -
(69,997) (68,087)
(529, 558) (178, 847)
53, 933 59, 851
(11, 342) 3,167
154, 313 (59, 286)
(495, 880) (614, 023)
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peri od
Cash and cash equival ents at end of the period
Suppl enentary cash fl ow dat a:

I ncone taxes paid
Interest paid

H&R BLOCK, | NC
CONDENSED CONSCLI DATED | NCOVE STATEMENTS

Unaudi ted, ampunts in thousands, except per share
Three Mont hs Ended
Cct ober 31,
2004 2003
Revenues:
Service revenues $277,289 $247,740
Gai ns on sal es of nortgage
assets, net 184, 555 250, 558
I nterest incone 45, 889 46, 615
O her 31,522 23,959

Qper ating expenses:

Cost of services 318, 833 282, 926
I nt er est 21, 063 19, 899
Sel ling, general and

adm ni strative 286, 793 250, 077

Operating inconme (loss)
Ot her income, net

(87,434) 15,970
1,510

I ncone (loss) before taxes
I ncone taxes (benefit)

(85,924) 17,134
(33, 725) 6, 758

Net income (| oss) before
cunul ative effect of change
in accounting principle

Cunul ative effect of change
in accounting principle for
nmul tiple deliverable revenue
arrangenents, |ess incone
tax benefit of $4,031

(52,199) 10, 376

Net incone (I oss) $(52,199) $10, 376

Basi ¢ earnings (loss) per
share:
Bef ore change in

accounting principle $(0. 32) $0. 06
Cunul ative effect of

change in accounting - -
Net incone (I oss) $(0. 32) $0. 06

Page

1,071, 676 875, 353

$316, 764
37, 320

$170, 826
42,724

Si x Mont hs Ended

Cct ober 31,
2004 2003
$517, 046 $462, 698
366, 648 459, 955
82,593 90, 503
55, 679 51, 100
1,021,966 1, 064, 256

1,183,972

1, 031, 152

(162, 006) 33, 104
3,518

(158, 488) 35, 963

(62, 206) 14, 068

(96, 282) 21, 895

- (6, 359)

$(96,282)  $15, 536

$( 0. 58) $0. 12

- (0.03)

$(0. 58) $0. 09
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177,828 166, 721
$0. 06 $(0. 58)
$0. 06 $(0. 58)

181,111 166, 721

Basi ¢ shares outstanding 164, 686
Di | uted earnings (loss) per
share:
Bef ore change in
accounting principle $(0. 32)
Cumul ative effect of
change in accounting -
Net income (Iloss) $(0. 32)
Di | uted shares outstanding 164,686
H&R BLOCK, | NC
SELECTED OPERATI NG DATA
Unaudi t ed
Mor t gage
Servi ces
10/ 31/2004 10/31/2003
Nunmber of | oans
ori gi nat ed:
Whol esal e
(non-prime) 34, 385 36, 233
Retail: Prine 1, 365 1, 944
Non-
prime 5,672 4,110
7,037 6, 054
Tot al 41,422 42,287
Vol unme of | oans
ori gi nat ed
(000s):
Whol esal e
(non-prinme) $5, 528,361 $5,603, 118
Retail: Prine 183, 647 247, 661
Non-
prime 800, 975 492, 977
984, 622 740, 638
Tot al $6, 512,983 $6, 343, 756

% change 7/31/2004
-5.1% 37, 487
-29.8% 1,697
38. 0% 4,742

16. 2% 6, 439
-2.0% 43, 926
-1. 3% $5, 981, 104
-25.8% 215, 287
62. 5% 620, 126

Loan sal es
(000s)

Servi ci ng
portfolio:
Nunmber of

| oans
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5.

2%

. 3%

. 8%

. 5%

. 1%
. 8%

. 5%

. 3%

. 0%

. 3%

. 9%

servi ced 362, 430 295, 636 22. 6% 344, 659
Servi ci ng
portfolio
($ bns) $53. 6 $40.1 33. 7% $49. 4
I nvest ment
Servi ces Three nont hs ended
10/ 31/2004 10/31/2003 % change 7/31/2004
Cust omer
trades(1) 192, 909 232, 293 -17. 0% 205, 948
Customer daily
aver age trades 3,014 3,574 -15. 7% 3, 269
Aver age revenue
per trade $125. 13 $116. 22 7.7% $119. 71
Nunber of
active
accounts:
Tradi tional
br oker age 444,770 474, 289 -6.2% 454, 147
Express | RAs 334, 928 228, 110 46. 8% 337,583
779, 698 702, 399 11. 0% 791, 730
Endi ng bal ance
of assets under
adm ni stration
($ bns) $27.2 $25.7 5.8% $26.6
Aver age assets
per active
account $34, 924 $36, 589 -4.6% $33, 592
Aver age cust oner
mar gi n bal ances
($ mllions) $590 $514 14. 8% $598
Aver age
payables to
customers
($ mllions) $962 $959 0. 3% $1, 012
Advi sors 982 928 5.8% 997

. 5%

are earned

(1) Includes only trades on which conm ssions
("conmi ssionabl e trades").

SOURCE: H&R Block H& R Block

H&R Block

Media Relations:

Bob Schneider, 816-932-4835
bschneider @hrblock.com

or

Investor Relations:

Pam Kearney, 816-932-1967
pkearney @hrblock.com
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