H& R Block ReportsFirst Quarter Financial Results; Company Affirms Full-Year Earnings Guidance of $4 to $4.25
Per Share

August 24, 2004 4:.01 PM ET

KANSASCITY, Mo.--(BUSINESS WIRE)--Aug. 24, 2004--H&R Block Inc. (NY SE: HRB) today reported a $44.1 million
net loss for its first quarter, compared with earnings of $5.2 million last year. Revenues totaled $482.7 million, a 2.6 percent
decline from last year. The company reported aloss of 26 cents per diluted share, compared to 3 cents of earnings last year.

The decline in earnings was primarily due to decreased mortgage segment income and additional off-season costs associated with
expanding the company's tax business.

"The first quarter lossisin line with our internal expectations, and consistent with our annual earnings guidance range of $4 to
$4.25 per share," said H&R Block Chairman and Chief Executive Officer Mark A. Ernst. "This quarter we also repurchased 7.5
million shares in accordance with our objective to return excess capital to shareholders.

"In our mortgage unit, loan production increased more than 28 percent for the quarter, while margins declined because of the
increase in market interest rates. We expected margin compression in the first two quarters of our fiscal year, with improved
earnings performance in the second haf of the year after adjusting to the higher rate environment. Our mortgage businessis on
track to meet our expectations for the year," Ernst said.

Initsfirst quarter, H&R Block acquired 7.5 million shares of its common stock at an aggregate cost of $347.4 million, or an
average price of $46.56 per share. Over the past year, the number of H& R Block shares outstanding has declined 6.8 percent to
166.2 million shares outstanding.

Thefirst quarter resultsinclude $4.6 million in stock-based compensation expense, compared with $1 million last year. H&R
Block began to expense the costs of all stock-based compensation at the beginning of fiscal year 2004.

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

Beginning with the first quarter of fiscal year 2005, the company has aggregated its U.S. and International tax services into one
segment.

Tax services revenues increased 9.7 percent to $50.4 million. The segment reported a pretax loss of $113 million, which was
13.5 percent higher than the pretax loss of $99.6 million in the first quarter of fiscal 2004. Results were negatively affected by an
additional $9 million in off-season losses related to former major franchise territories acquired during the second quarter of fiscal
year 2004.

"We're on pace to open 500 to 600 new offices in under-penetrated areas where we see growth opportunities. We a so expect to
add 400 more Wal-Mart locations,” Ernst said. "We are confident in the value that clients receive from H&R Block and are
working to make our services even more accessible.”

Mortgage Services

Mortgage services, which include Option One Mortgage Corp. and H&R Block Mortgage Corp., reported first quarter pretax
income of $93.5 million, a 42.9 percent decrease, compared with $163.8 million in the first quarter last year.

First quarter revenues declined 8.4 percent to $268.1 million, from $292.6 million the prior year.

The mortgage segment's total gains on sales were $137.5 million for the first quarter, a 24.6 percent decline compared with
$182.3 million in the prior year's first quarter.
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Loan production increased to a record $6.8 hillion for the quarter, a 28.4 percent increase over the previous year's quarter. An
increase in the number of loan applications, improvements in the company's closing ratio, and an increase in the average loan size
all contributed to this growth.

Included within these results, H& R Block Mortgage Corp., H& R Block's retail mortgage subsidiary, reported a 7.8 percent
decline in originations. About 48 percent of H& R Block Mortgage's |oans were made to retail clients of other H& R Block
businesses.

"I'm confident in the actions we have taken to position the business for success in this changing rate environment. We are
increasing our distribution capability and improving our ability to serve clients and sustain our competitive position as a service
leader. We believe these investments, along with reduced interest rate volatility, will result in another year of strong mortgage
financia results," Ernst said.

The segment's residual interests continued to perform better than expected, primarily due to better than modeled credit losses.
Consequently, the company realized a net write-up to residual balances of $53.5 million during the first quarter of fiscal year

2005, which was recorded as other comprehensive income, net of deferred taxes. The company did not realize any gains from the
sale of residual assetsin the quarter.

Business Services

Business services reported afirst quarter pretax loss of $10.1 million, compared with a pretax loss of $6.7 million in the same
quarter last year. The segment reported revenues of $109.1 million, an increase of 10.8 percent.

A significant backlog in the capital markets business at the end of fiscal year 2003 increased first quarter revenues and profitability
last year, which affected the year to year comparison with the first quarter of 2005.

"Our core accounting and tax services enjoyed a strong off-season quarter. It's encouraging that most of our increased revenue is
the result of our strategic growth initiatives, including the development and implementation of a marketing and sales infrastructure.
We're well-positioned to capitalize on the opportunity this market offers,” Ernst said.

Investment Services

Investment services reported afirst quarter pretax loss of $18.3 million, an increased loss of $4.5 million compared with last
year's $13.8 million loss.

Investment services reported first quarter revenues of $53.6 million, a6 percent decrease from the same quarter last year.
"We're disappointed with investment services first quarter results, which are consistent with the weak investment climate affecting
the entire industry. However, I'm confident that our business has been positioned in away that will alow usto grow in support of
the investment needs of our clients," Ernst said.

Other

The company will host a conference call for analysts and ingtitutional investors at 5 p.m. EDT (4 p.m. CDT) Aug. 24. Ernst and
Jeff Y abuki, executive vice president and chief operating officer, will discuss the quarterly results and future expectations, as well
as respond to analysts' questions. To access the call, please dial the number approximately five to 10 minutes prior to the
scheduled starting time:

U.S./Canada 888-425-2715

International 706-679-8257

The call will be webcast in alisten-only format for the media and public. The link to the webcast can be obtained at
www.hrblock.com. Supplemental slides will be available in connection with the webcast, or can be accessed directly on H&R

Block's Investor Relations website at www.hrblock.com/about/investor following market close.
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A replay of the call will be available beginning at 6 p.m. EDT Aug. 24 until 12 am. EDT Sept. 7 by dialing 800-642-1687
(U.S./Canada) or 706-645-9291 (International). The replay access code is 8632498. A replay of the webcast will also be
available on the company's website at www.hrblock.com through Oct. 31.

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 financia 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 isto help clients achieve their tax and financial objectives by serving as their tax and financia
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. isamember NY SE,
SIPC, aregistered broker-dealer and investment advisor. H& R Block Inc. is not aregistered 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, ampunts in thousands, except per share data

Three nmonths ended July 31,

2004 2003

Revenues $482, 711 $495, 384
I ncone (loss) before taxes (72,564) 18, 829
Net income (|l oss) before change in

accounting principle (44, 083) 11,519
Cumul ative effect of change in accounting

principle, net of taxes - (6,359)
Net incone (I oss) $(44,083) $5, 160
Basi c earnings (loss) per share:

Bef ore change in accounting principle $(0. 26) $0. 06

Page 3/9



Net incone (I oss) $(0. 26) $0. 03

Basi ¢ shares outstanding 168, 635 179, 445

Di | uted earnings (loss) per share

Bef ore change in accounting principle $(0. 26) $0. 06
Net incone (I oss) $(0. 26) $0. 03
Di | uted shares outstanding 168, 635 182, 921

Revenues I ncome (1 oss)
2004 2003 2004 2003
Tax Services $50, 447 $45,981 $(112,989) $(99, 580)
Mort gage Services 268, 133 292, 589 93, 540 163, 829
Busi ness Services 109, 102 98, 499 (10,071) (6,679)
I nvest ment Services 53,581 56, 987 (18,271) (13,757)
Cor porate 1, 448 1, 328 (24,773) (24,984)

$482, 711 $495, 384 (72,564) 18, 829

I ncone taxes (benefit) (28, 481) 7,310
Net inconme (|l oss) before change in accounting

principle (44, 083) 11,519
Cumul ative effect of change in accounting

principle, net of taxes - (6, 359)
Net incone (I oss) $(44,083) $5, 160

We adopted Energing |ssues Task Force Issue No. 00-21, 'Revenue
Arrangements with Miultiple 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 mllion.

Basi ¢ 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 nade to prior year anmounts to
conformto the current period presentation. These reclassifications
had no effect on the results of operations or stockhol ders' equity as
previously reported

In the first quarter of fiscal year 2005, we redefined our
reportabl e segnents. The previously reported |International Tax
Operations and U S. Tax Operations segnents will now be reported as
the Tax Services segnent.
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H&R BLOCK, | NC.
CONDENSED CONSOLI DATED BALANCE SHEETS
Amounts in thousands, except share data

July 31, April 30
2004 2004
ASSETS
Current assets:
Cash and cash equival ents $317,100 $1,071,676
Cash and cash equivalents - restricted 509, 782 545, 428
Recei vabl es from custonmers, brokers, dealers
and cl earing organi zati ons, net 626, 215 625, 076
Recei vabl es, net 361, 199 347,910
Prepai d expenses and other current assets 390, 925 371, 209
Total current assets 2,205, 221 2,961, 299
Residual interests in securitizations -
avail abl e-for-sale 233, 282 210, 973
Beneficial interest in Trusts - trading 136, 283 137, 757
Mort gage servicing rights 123, 980 113, 821
Property and equi pnent, net 272,111 279, 220
I ntangi bl e assets, net 312, 506 325, 829
Goodwi | I, net 960, 275 959, 418
Ot her assets 371, 104 391, 709
Total assets $4,614, 762 $5, 380, 026
LI ABI LI TIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Commer ci al paper $104, 864 $-
Current portion of |ong-term debt 275, 970 275, 669
Accounts payable to custoners, brokers and
deal ers 1, 022,542 1, 065, 793
Accounts payabl e, accrued expenses and ot her 401, 004 456, 167
Accrued sal ari es, wages and payroll taxes 108, 514 268, 747
Accrued i ncone taxes 238, 232 405, 667
Total current liabilities 2,151, 126 2,472,043
Long-term debt 546, 196 545, 811
Ot her noncurrent liabilities 402, 334 465, 163
Total liabilities 3, 099, 656 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 543, 897 545, 065
Accumul at ed ot her conprehensive income 81, 466 57,953
Ret ai ned ear ni ngs 2,703, 649 2,781, 368
Less cost of 51,708, 328 and 44, 849, 128
shares of comon stock in treasury (1,816,085) (1,489, 556)
Total stockhol ders' equity 1, 515, 106 1, 897, 009
Total liabilities and stockhol ders' equity $4, 614,762 $5, 380, 026



H&R BLOCK, | NC
CONDENSED CONSOL| DATED STATEMENTS OF CASH FLOWS
Unaudi ted, ampunts in thousands

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

Net cash used in operating activities

Cash flows frominvesting activities:

Cash received fromresidual interests in
securitizations

Purchases of property and equi pnment, net
Paynments nade for business acquisitions, net of
cash acquired

O her, net

Net cash provided by investing activities

Cash flows from financing activities:
Repaynments of commercial paper

Proceeds fromissuance of conmercial paper
Di vi dends pai d

Acqui sition of treasury shares

O her, net

Net cash used in financing activities
Net decrease in cash and cash equival ents
Cash and cash equival ents at begi nning of the
peri od
Cash and cash equivalents at end of the period
Suppl enentary cash fl ow dat a:

I ncone taxes paid
Interest paid

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

Three nont hs ended
July 31,

$(44,083)  $5, 160

37,137 35, 930
(25,663) (34, 063)
3, 435 10, 743

- (145, 522)

- 145,522
(28,493) (24, 482)
18, 334 17, 691
1,474 28, 476

(476, 205) (147, 319)

38, 826 27,502
(22,913) (12, 749)

(806) (9, 126)
8, 300 5,303

(314, 836) -
419, 700 -
(33,636) (32,362)

(345,347) (83, 633)

10, 200 12, 255

(754,576) (200, 674)

1,071,676 875, 353

$183, 383 $73, 122
12, 545 16, 788

Unaudi ted, amounts in thousands, except per share data
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Three Mont hs Ended

July 31,
2004 2003
Revenues:
Servi ce revenues $239, 757 $214, 958
Gai ns on sal es of nortgage assets, net 137,470 182, 333
I nterest income 81, 327 70, 952
O her 24, 157 27,141

Operati ng expenses:

Cost of services 271, 439 238, 565
I nterest 19, 090 23,197
Selling, general and administrative 266, 754 216, 488

Operating income (loss) (74,572) 17,134
O her inconme, net 2,008 1, 695
Income (1l oss) before taxes (72,564) 18, 829
Income taxes (benefit) (28, 481) 7,310

Net income (|l oss) before cunul ative effect of

change in accounting principle (44, 083) 11,519
Cunul ative effect of change in accounting principle

for nultiple deliverable revenue arrangenents,

| ess income tax benefit of $4,031 - (6,359)

Net inconme (I oss) $(44, 083) $5, 160

Basi ¢ earnings (loss) per share
Bef ore change in accounting principle $(0. 26) $0. 06

Cunul ative effect of change in accounting (0.03)
Net income (I oss) $(0. 26) $0. 03
Basi ¢ shares outstanding 168, 635 179, 445

Di | uted earnings (loss) per share
Bef ore change in accounting principle $(0. 26) $0. 06

Cunul ative effect of change in accounting (0.03)
Net income (I oss) $(0. 26) $0. 03
Di | uted shares outstandi ng 168, 635 182, 921

H&R BLOCK, | NC
SELECTED OPERATI NG DATA
Unaudi t ed

Option One Mortgage



Cor poration

7/ 31/ 2004
Nunmber of | oans
ori gi nat ed:
VWol esal e (non-prine) 37, 487
Retail: Prinme 1, 697
Non- pri me 4,742
Tot al 43,926
Vol une of | oans
ori ginated (000's):
Whol esal e (non-prine) $5,981, 104
Retail: Prinme 215, 287
Non- pri me 620, 126
Tot al $6, 816, 517
Loan sal es $6, 744, 056
Servicing portfolio:
Nunber of | oans
servi ced 344, 659
Servicing portfolio
($ bn's) $49. 4
H&R Bl ock Fi nanci al
Advi sors, Inc.
7/ 31/ 2004
Custoner trades 205, 948
Custormer daily average
trades 3,269
Aver age revenue per
trade $119. 71
Nunmber of active
account s:
Tradi tional
br oker age 394, 852
Express | RAs 396, 878
791, 730
Endi ng bal ance of
asset s under
adm ni stration
($ bn's) $26. 6
Aver age assets per
active account $33, 592
Endi ng custoner margin
bal ances ($ millions) $604

Endi ng payables to

Three nont hs ended

7/ 31/ 2003 % change 4/30/2004
28, 494 31. 6% 34,951
4,005 -57.6% 2,523
3,004 57. 9% 4,281
35,503 23. 7% 41, 755
$4, 405, 224 35. 8% $5, 410, 469
540, 326 -60. 2% 312,923
365, 331 69. 7% 523, 438
$5, 310, 881 28. 4% $6, 246, 830
$5, 301, 341 27. 2% $6, 294, 346
261, 344 31. 9% 324, 364
$34.1 44, 9% $45. 3
Three nont hs ended
7/ 31/ 2003 % change 4/30/2004
240, 469 -14. 4% 259, 470
3,589 -8.9% 4,119
$126. 97 -5. 7% $121.58
462, 549 -14.6% 438, 730
247, 847 60. 1% 391, 046
710, 396 11. 4% 829,776
$24.3 9.5% $26. 7
$34, 160 -1.7% $32, 215
$517 16. 8% $608

Page 8/9



cust onmers
($ millions) $973 $923 5.4% $1, 007

CONTACT: H&R Bl ock I nc.
Medi a Rel ati ons:
Bob Schnei der, 816-932-4835
bschnei der @r bl ock. com
or
I nvest or Rel ati ons:
Mark Barnett, 816-701-4443
mar bar nett @r bl ock. com

SOURCE: H&R Bl ock I nc.
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