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PART |

References made herein to "we," "our," or "us"udel Healthcare Services Group, Inc. and its whmliped subsidiaries HCSG Supply, Inc.
and Huntingdon Holdings, Inc., unless the contéixéwise requires.

ITEM I. BUSINESS
(a) General

Healthcare Services Group, Inc. provides housekegefaundry, linen, facility maintenance and foedvices to the health care industry,
including nursing homes, retirement complexes, béit@tion centers and hospitals. We believe thatare the largest provider of contractual
housekeeping and laundry services to the long-tema industry in the United States, rendering ssehices to approximately 1,600 facilities
in 42 states and Canada as of December 31, 2004.

Additionally, we operate two whollgpwned subsidiaries. HCSG Supply, Inc. purchasesvaauses and distributes the supplies and equij
used in providing our Housekeeping segment servidestingdon Holdings, Inc. invests our cash arghazquivalents.

(b) Segment Information

The information called for herein is incorporatgdreference to the Company's Annual Report to Studders for the year ended December
31, 2004, a copy of which accompanies this Report.

(c) Description of Services
General

We provide management, administrative and operatipgrtise and services to the housekeeping, Isuhiden, facility maintenance and
food service departments of the health care ingustr

We are organized into two operating segments: h@egeng, laundry, linen and other services ("Hoesping") and food services ("Food").
Our labor force is interchangeable with respe@aoh of the services within the Housekeeping segr@an labor force with respect to the
Food segment is specific to it. Although thererasmny similarities in the nature of the
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services performed, there are some significanedifices in the specialized expertise requiredeoptbfessional management personnel
responsible for delivering the services of the eetipe segments. We believe the services of eaginesat provide opportunity for growth.

For the year ended December 31, 2004, one clie@vey Enterprises, Inc., accounted for 20% oftotal consolidated revenues. In 2004,
derived 19% and 27% of the Housekeeping and Fogiahaets' revenues, respectively, from such clieiholigh we expect to continue the
relationship with this client, the loss of sucheali would have a material adverse affect on owltesf operations.

Housekeeping Segment

Housekeeping services. Housekeeping services iRm@est service sector, representing approxim&@¥ or $249,314,000 of total
consolidated revenues in 2004. This service invobleaning, disinfecting and sanitizing residelarin our clients' facilities. In providing
services to any given client facility, we typicaliire and train the hourly employees employed lmhdacility prior to our engagement. We
normally assign two on-site managers to each faddi supervise and train hourly personnel and dioate housekeeping services with other
facility support functions. Such management persbalso oversee the execution of a variety of qgalnd cost-control procedures including
continuous training and employee evaluation anditsntesting for infection control. The on-site rmgament team also assists the facility in
complying with Federal, state and local regulations

Laundry and linen services. Laundry and linen sewirepresents approximately 24% or $105,545,088talfconsolidated revenues in
2004.Laundry services involve the laundering aratessing of the residents' personal clothing. Végige laundry service to all of our
housekeeping clients. Linen services involve pringjdlaundering and processing of the sheets,witlases, blankets, towels, uniforms and
assorted linen items used by our clients' facditiét some facilities that utilize our laundry dirgen services, we install our own equipment.
Such installation generally requires an initialitaputlay by us ranging from $5,000 to $150,0@@ehding on the size of the facility,
installation and construction costs, and the amotieqjuipment required. We could incur relocatiomiher costs in the event of the
cancellation of a linen service agreement whereethes an investment by us in a corresponding lauindtallation. The
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hiring, training and supervision of the hourly eoy#es who perform laundry and linen services andlai to, and performed by the same
management personnel who oversee the housekeeapiriges hourly employees located at the respectigat facility.

In some instances we own linen supplies utilizeduatclients' facilities. We maintain a sufficignventory of linen supplies in order to ens
their availability. We provide linen supplies topapximately 20% of the facilities for which we pide housekeeping services.

Maintenance and other services. Maintenance sereimesist of repair and maintenance of laundrymqgant, plumbing and electrical
systems, as well as carpentry and painting. Thisceesector's total revenues represent less th@nflotal consolidated revenues.

Laundry installation sales. We (as a distributolaoihdry equipment) sell laundry installations to olients which generally represent the
construction and installation of a turn-key openatie generally offer payment terms, ranging f@8rto 60 months. During the years 2002
through 2004, laundry installation sales were natamal to our operating results as we prefer ta such laundry installations in connection
with performance of our service agreements.

Food Segment

Food services. We began providing food serviced®Bi7. Food services represents 19% or $85,593 0@ab consolidated revenues in 20
Food services consist of the development of a nilefimeets the residents’ dietary needs, purchasidgreparing the food to assure that
residents receive an appetizing meal, and partioipén monitoring the residents' on-going nutnité status. On-site management is
responsible for all daily food service activiti@gth regular support being provided by a distri@mager specializing in food service, as well
as a registered dietitian. We also provide consyilsiervices to facilities to assist them in cositaimment, as well as the updating of their 1
service operations.



Operational Management Structure

By applying our professional management techniqwesare generally able to contain or control carteiusekeeping, laundry, linen, facility
maintenance and food service costs on a contirhasg. We manage and provide our services througgtveork of management personnel,

as illustrated below.

PRESIDENT / CHIEF OPERATING OFFICER
VICE PRESIDENT - OPERATIONS

DIVISIONAL VICE PRESIDENT
(4 DIVISIONS)

REGIONAL VICE
PRESIDENT/MANAGER
(31 REGIONS)

DISTRICT MANAGER
(151 DISTRICTS)

TRAINING MANAGER

FACILITY MANAGER AND
ASSISTANT FACILITY
MANAGER

Each facility is managed by an on-site Facility Mger, an Assistant Facility Manager, and if neagssalditional supervisory personnel.
Districts, typically consisting of eight to twelvacilities, are supported by a District Manager aritraining Manager. District Managers bear
overall responsibility for the facilities withineir districts. They are generally based in closeipnity to each facility. These managers
provide active support to clients in addition te $upport provided by our on-site management t&aaming Managers are responsible for
the recruitment, training and development of FgchManagers. A division consists of a number ofaag within a specific geographical area.

Divisional Vice Presidents manage each division.
At December 31, 2004 we maintained 31 regions witbur divisions. Each region is headed by a
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Regional Vice President/Manager. Some regionstase a Regional Sales Director who assumes prineaponsibility for marketing our
services. Regional Vice Presidents/Managers repdtvisional Vice Presidents who in turn reporthe President/Chief Operating Office!
Vice President of Operations. We believe that dusibnal, regional and district organizationalustiure facilitates our ability to obtain new
clients, and our ability to sell additional sendde existing clients.

Market

The market for our services consists of a largebmmof facilities involved in various aspects of tiealth care industry, including nursing
homes, retirement complexes, rehabilitation cergatshospitals. Such facilities may be specialmegeneral, privately owned or public,
profit or not-for-profit, and may serve patientsaiong-term or short-term basis. The market farsmuvices is expected to continue to grow
as the elderly population increases as a percepfape United States population and as governmegmbursement policies require increased
cost control or containment by constituents whismprise our targeted market.

The American Health Care Association reports thate are approximately 16,300 nursing homes itutiited States with about 1.78 million
beds and 1.45 million residents. The facilitiesraiily range in size from small private facilitieith 65 beds to facilities with over 500 beds.
We generally market our services to facilities wiflO or more beds. We believe that approximatelyo8%ng-term care facilities currently
use outside providers of housekeeping and laureimices.

Marketing and Sales

Our services are marketed at four levels of ouaoizption: at the corporate level by the Chief Exiee Officer, President/Chief Operating
Officer and the Vice President of Operations; atdivisional level by Divisional Vice Presidentstlae regional level by the Regional Vice
Presidents/Managers and Regional Sales Directodsatthe district level by District Managers. Weyide incentive compensation to our
operational personnel based on achieving budgetedngs and to our Regional Sales Directors basegthieving budgeted earnings and
new business revenues.



Our services are marketed primarily through referaad in-person solicitation of target faciliti®e also utilize direct mail campaigns and
participate in industry trade shows, health caddrassociations and healthcare support servioeaas that are offered in conjunction with
state or local health authorities in many of tregest in which we conduct our business. Our progizems been approved for continuing
education credits by state nursing home licensoayds in certain states, and are typically atterjefécility owners, administrators and
supervisory personnel, thus presenting marketinmpdpnities for us. Indications of interest in @arvices arising from initial marketing
efforts are followed up with a presentation regagdbur services and a survey of the service reongirgs of the facility. Thereafter, a formal
proposal, including operational recommendationsraesdmmendations for proposed savings, is subntittélte prospective client. Once the
prospective client accepts the proposal and shymsérvice agreement, we can set up our operaiiosge within days.

Government Regulation of Clients

Our clients are subject to government regulatiaond@ess has enacted three major laws during thespasral years that have significantly
altered government payment procedures and amoamtsifsing home services. They are the Balance &uéict of 1997 ("BBA"), the
Medicare Balanced Budget Refinement Act of 199BRRA") and the Benefits Improvement and Protectian &f 2000 ("BIPA").

Under BBA, participating nursing facilities aremgiursed under a prospective payment system refarasl PPS. Under PPS, nursing homes
are paid a predetermined amount per patient, pebased on the anticipated costs of treating pitien

In November 1999, Congress passed BBRA which peal/gbme relief (since expired) for certain redutdion Medicare reimbursement
caused by PPS.

The overall effect of these laws, as well as otrerds in the long term care industry have anddcadiersely affect the liquidity of our clie
resulting in their inability to make payments toarsagreed upon payment terms.

The BBA included provisions affecting Medicaid areghealed the "Boren Amendment" federal paymendstahfor Medicaid payments to
nursing facilities. With the repeal of the fedgrayment standards, there can be no assuranceutigeto
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constraints or other factors will not cause stategduce Medicaid reimbursements to nursing hasndisat payments to nursing homes will
be made on a timely basis. BIPA enacted a phasefagrtain governmental transfers that may redederal support for a number of state
Medicaid plans. The reduced federal payments magaainaggregate available funds requiring statésrtber contain payments to providers.

Although PPS directly affects how clients are faidcertain services, we do not directly particgpat any government reimbursement
programs. Accordingly, all of our contractual re@aships with our clients continue to determine ¢hients' payment obligations to us.
However, clients' revenues are generally highliarelon Medicare and Medicaid reimbursement fundatgs. Therefore, many clients have
been, and continue to be, adversely affected by BSother trends in the longrm care industry which have resulted in certdiouw clients
filing for bankruptcy protection. Others may folld8ee " Liquidity and Capital Resources").

The prospects for legislative relief are uncertsfe are unable to estimate the ultimate impachgfchanges in reimbursement programs
affecting our clients' future results of operati@msl/or its impact on our cash flows and operations

Service Agreements/Collections

We provide our services primarily pursuant to fidivice agreements with our clients. In such agessnwe are responsible for our
management and hourly employees located at ountslifacilities. We provide services on the basia management agreement for a very
limited number of clients. In such agreements,smvices are comprised of providing on-site managmersonnel, while the hourly and
staff personnel remain employees of the respectigat.

We typically adopt and follow the client's employeage structure, including its policy of wage ratereases, and pass through to the client
any labor cost increases associated with wageaditistments. Under a management agreement, wedprmanagement and supervisory
services while the client facility retains paynabkponsibility for its hourly employees. Substdhtiall of our agreements are full service
agreements. These agreements typically provide ore year term, cancelable by either party upoio 3@ days' notice after the initial 90-
day period. As of December 31, 2004, we providedises to approximately 1,600 client facilities.

7



Although the service agreements are cancelabléan sotice, we have historically had a favorablient retention rate and expect to conti
to maintain satisfactory relationships with ouealis. The risk associated with short-term servigeements have not materially affected
either our linen and laundry services, which mayrfitime-to-time require a capital investment, or laundry installation sales, which may
require us to finance the sales price. Such risk®tien mitigated by certain provisions set faortlthe agreements entered into with our
clients.

We have had varying collection experience with eespo our accounts and notes receivable. Whenangl terms are not met, we
generally encounter difficulty in collecting amosmiue from certain of our clients. Therefore, weehsometimes been required to extend the
period of payment for certain clients beyond catttral terms. These clients include those in bartkyypgthose who have terminated service
agreements and slow payers experiencing finaniffadudties. In order to provide for these collemti problems and the general risk associ
with the granting of credit terms, we have recortad debt provisions (in an Allowance for Doubtfacounts) of $3,700,000, $4,550,000
and $6,050,000 in the years ended December 31, 2008 and 2002, respectively (See Schedule lluatadn and Qualifying Accounts, for
yea-end balances). These provisions represent .8%, ar2Pd.8%, as a percentage of revenues, for thrs gaded December 31, 2004, 2!
and 2002, respectively. In making our credit evidues, in addition to analyzing and anticipatindyese possible, the specific cases described
above, we consider the general collection riske@ated with trends in the long-term care indusi¥e also establish credit limits, perform
ongoing credit evaluation and monitor accounts taimmze the risk of loss. Notwithstanding our effoto minimize our credit risk exposure,
our clients could be adversely affected if futurdustry trends, as discussed in "Government Regualaf Clients" and "Risk Factors", chat

in such a manner as to negatively impact their das¥s. If our clients experience a negative imgadheir cash flows, it would have a
material adverse effect on our results of operatamd financial condition.
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Competition

We compete primarily with the in-house support Eendepartments of our potential clients. Most theare facilities perform their own
support service functions without relying upon @gsmanagement firms. In addition, a number oflificas compete with us in the regional
markets in which we conduct business. Several matigervice firms are larger and have greater firsdiand marketing resources than us,
although historically, such firms have concentrdteddr marketing efforts on hospitals rather tham lbong-term care facilities typically
serviced by us. Although the competition to prové@evice to health care facilities is strong, whkdve that we compete effectively for new
agreements, as well as renewals of existing agnesimeased upon the quality and dependability ofsewvices and the cost savings we
believe we can usually implement for existing apdrelients.

Employees

At December 31, 2004, we employed approximatel9@anagement, office support and supervisory paedoOf these employees, 300
held executive, regional/district management afid@bupport positions, and 3,100 of these emplgyegre on-site management personnel.
On such date, we employed approximately 18,600emnployees. Many of our hourly employees wereviongsly support employees of ¢
clients. We manage, for a limited number of ouerifacilities, the hourly employees who remain Eyed by those clients.

Approximately 14% of our hourly employees are uized. The majority of these employees are subgecbliective bargaining agreements
that are negotiated by individual client faciliti?#sd are assented to by us, so as to bind us'&rghoyer" under the agreements. We may be
adversely affected by relations between our cliecitities and the employee unions. We are alsoextiparty to negotiated collective
bargaining agreements covering a limited numbemaployees at a few facilities serviced by us. Wete our employee relations are
satisfactory.

(d) Financial Information About Geographic Areas

Our Housekeeping segment provides services in Gamdtthough essentially all of its revenues andmeime, 99% in both categories, are
earned in one geographic area, the United



States. The Food segment only provides servicggitynited States.
(e) Available Information

Healthcare Services Group, Inc. is a reporting Camgpunder the Securities Exchange Act of 1934r@anaded, and files reports, proxy
statements and other information with the Securiied Exchange Commission (the "Commission” or "$ERhe public may read and copy
any of our filings at the Commissioner's Public&ehce Room at 450 Fifth Street, N.W., Washingin®,. 20549. You may obtain
information on the operation of the Public RefeeRoom by calling the Commission at 1-800-SEC-0B&&ause we make filings to the
Commission electronically, you may access thisrmgttion at the Commission's internet site: wwwgee. This site contains reports, prox
and information statements and other informatigarding issuers that file electronically with ther@mission.

Website Access

Our website address is www.hcsgcorp.com. Our filingth the Commission, as well as other pertingrarfcial and company information are
available at no cost on our website as soon asmaay practicable after the filing of such repavith the Commission.

Risk Factors

Certain matters discussed in this report include/dod-looking statements that are subject to réskd uncertainties that could cause actual
results or objectives to differ materially from #goprojected. We undertake no obligation to pupligidate or revise any forward-looking
statements, whether as a result of new informafidore events or otherwise. Such risks and unicgi¢a include, but are not limited to, risks
arising from our providing services exclusivelythe health care industry, primarily providers aideterm care; credit and collection risks
associated with this industry; one client accounfor 20% of revenue in 2004; our claims experiertated to workers' compensation and
general liability insurance; the effects of chanige®r interpretations of laws and regulationseming the industry, including state and local
regulations pertaining to the taxability of ourdees; and risk factors described in Part | herewfer "Government Regulation of Clients",
"Service Agreements/Collections" and "Competitidany of our clients'
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revenues are highly contingent on Medicare and b&edireimbursement funding rates, which have beencantinue to be adversely affec

by the change in Medicare payments under the 188tment of the Medicare Prospective Payment Syskteat change, and the lack of
substantive reimbursement funding rate reform lati®, as well as other trends in the long-termedadustry have resulted in certain of our
clients filing for bankruptcy protection. Others yrfallow. Any decisions by the government to distone or adversely modify legislation
related to reimbursement funding rates will haveaerial adverse affect on our clients. These facto addition to delays in payments from
clients, have resulted in, and could continue swilitén, significant additional bad debts in thengiture. Additionally, our operating results
would also be adversely affected if unexpectedeases in the costs of labor and labor related ,amsiterials, supplies and equipment used in
performing our services could not be passed offi¢ots.

In addition, we believe that to improve our finalg@erformance we must continue to obtain servige@ments with new clients and provide
additional services to existing clients, achievelagt price increases on current service agreeméthitgxisting clients and maintain internal
cost reduction strategies at our various operatiewals. Furthermore, we believe that our abildysustain the internal development of
managerial personnel is an important factor impachiiture operating results and successfully exegyrojected growth strategies.

ITEM 2. PROPERTIES

We lease our corporate offices, located at 322énai Drive, Suite 300, Bensalem, Pennsylvania 19@2Gch consists of 16,195 square f
The corporate office lease expires on Septembe2@Ih. We expect to renew such lease at that ¥iieealso lease office space at other
locations in Pennsylvania, Connecticut, Floridéndis, California, Colorado, Georgia, Alabama aselv Jersey. The office sizes range from
approximately 1,000 to 2,500 square feet. Thesatilmts serve as divisional or regional offices jng management and administrative
services to both of our operating segments in tesipective geographical areas. None of thesedeasefor more than a five-year term. In
addition, we lease warehouse space in Bristol, Bdwmania accommodating the operations of HCSG Syppt. The warehouse in Bristol,
Pennsylvania consists of approximately 19,000 smfest. Supplies and equipment warehoused andbdistd out of this location are
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used by both operating segments in providing thesipective services. The Bristol, Pennsylvania ha@use lease expires on March 31, 2008.
We are also provided with office and storage spa@ach of our client facilities. Management doaisfaresee any difficulties with regard to
the continued utilization of all of the aforememial premises. We also believe that such leasesuffreient for our current operations.

We presently own laundry equipment, office furrétand equipment, housekeeping equipment and vehiiesh office furniture and
equipment, and vehicles are primarily located atamuporate office, warehouse, and divisional agglanal offices. We have housekeeping
equipment at all client facilities where we provikrvices under a full service housekeeping agreer@enerally, the aggregate cost of
housekeeping equipment located at each clienitfaisiless than $2,500. Additionally, we have ldoninstallations at approximately 125
client facilities. Our cost of such laundry instdilbns ranges between $5,000 and $150,000. Wevbehat such laundry equipment, office
furniture and equipment, housekeeping equipmentvehétles are sufficient for our current operations

ITEM 3. LEGAL PROCEEDINGS.

As of December 31, 2004, there were no materiatlipgriegal proceedings to which we were a partygoto which any of our property was
subject, other than routine litigation or claimslam proceedings believed to be adequately covieygdsurance.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not applicable
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

(a) Market Information

Our common stock, $.01 par value (the "Common S)ocktraded under the symbol "HCSG" on the NASDA&tional Market System. On
December 31, 2004, there were 17,515,000 shart@smfnon Stock outstanding.

The high and low closing price quotations for o@n@non Stock during the years ended December 3%, @00 2003 ranged as follows:

2004 HIGH 2 004 LOW
1st Qtr. $ 17.00 $ 12.65
2nd Qtr. $ 16.85 $ 14.79
3rd Qtr. $ 18.62 $ 15.20
4th Qtr. $ 2141 $ 17.53

2003 HIGH 2 003 LOW
1st Qtr. $ 931 $ 7.87
2nd Qtr. $ 935 $ 7.49
3rd Qtr. $ 11.40 $ 9.30
4th Qtr. $ 13.44 $ 10.52

(b) Holders

As of February 25, 2005, there were 570 holdergodrd of our common stock, including holders wheteek was held in nominee name by
brokers or other nominees. It is estimated thakthee 3,500 beneficial holders.

(c) Dividends

We have paid regular quarterly cash dividends siheesecond quarter of 2003. During 2004, we pagalilar quarterly dividends totaling
$4,598,000. Such regular quarterly dividend paysent.05, $.06, $.07 and $.08 per common share peid on February 14, 2004, May
2004, August 14,2004 and November 12, 2004, reispedet Such payments were made to shareholdersoofrd as of January 31, 2004, A
30, 2004, July 30, 2004 and October 29, 2004, mtsedy. Additionally, on January 18, 2005, our Bodaf Directors declared a regular
quarterly cash dividend of $.09 per common shahéchvwvas paid on February 11, 2005 to shareholdferscord as of January 28, 2005. Our
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Board of Directors reviews our dividend policy oguarterly basis. Although there can be no asser#irat we will continue to pay dividends
or the amount of such dividend payments, we exjgecbntinue to pay regular quarterly cash dividema€onnection with the declaration of
cash dividends, we adopted a Dividend Reinvestikamt in 2003 for such payments.

On February 12, 2004, our Board of Directors appdoa 3 for 2 stock split in the form of a 50% Conmn&tock dividend, which was paid on
March 1, 2004 to holders of Common Stock of reasaf the close of business on February 23, 2004raktional share interests were
rounded up to the nearest whole number. The effetttis action was to increase common shares autstg by 5,980,000 to 17,950,000.

(d) Securities Authorized for Issuance Under EqG@igmpensation Plans

The information regarding securities authorizedi$suance under equity compensation plans is imcatpd herein by reference to the
Company's definitive proxy statement to be maiteds shareholders in connection with its 2005 Aadrghareholders' Meeting and to be f
within 120 days of the close of the year ended Bdx 31, 2004.

ITEM 6. SELECTED FINANCIAL DATA

The information called for herein is incorporatgdreference to the Company's Annual Report to Studders for the year ended December
31, 2004, a copy of which accompanies this Report.

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATION

The information called for herein is incorporatadreference to the Company's Annual Report to Stwdders for the year ended December
31, 2004, a copy of which accompanies this Report.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES A BOUT MARKET RISK
Our exposure to market risk is not significant.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information called for herein is incorporatgdreference to the Company's Annual Report to Studders for the year ended December
31, 2004, a copy of which accompanies this Report.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
Not Applicable.
ITEM 9A. CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

The Company maintains "disclosure controls andgutares", as such term is defined in Rules 13a-¥56(é)15d-15(e) of the Securities
Exchange Act of 1934, as amended (the "Exchang®,Alait are designed to ensure that informatiquired to be disclosed in its reports,
pursuant to the Exchange Act, is recorded, prodessenmarized and reported within the time peraukcified in the SEC's rules and forms,
and that such information is accumulated and conicated to its management, including its Chief ExizeuOfficer and Principal Financial
Officer, as appropriate, to allow timely decisigrgarding the required disclosures. In designirdjeraluating the disclosure controls and
procedures, management has recognized that anlsoand procedures, no matter how well designeldoperated, can provide only
reasonable assurances of achieving the desiretbtobfectives, and management necessarily is requo apply its judgment in evaluating
the cost benefit relationship of possible contasid procedures.

During the course of the audit of our consoliddtedncial statements for the year ended Decembe2@l4, our independent registered
public accounting firm, Grant Thornton LLP, advisednagement and the Audit Committee of our Boardicgctors that they had identified
two significant deficiencies in internal controlhe significant deficiencies, individually or inglaggregate, are not considered to be a
"material weakness" as defined under standardblestad by the Public Companies Accounting Ovelsiggard (United States).
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A significant deficiency was found in the desigrd aperation of our general computer controls netatd secure access to certain parts of our
computer system. While overall access to our fir@msystem is secure, access to sub-processes sfstem may not be sufficiently limited.
We believe compensating controls and procedureshwhclude manual controls and reconciliations, iarplace to detect errors that may
result from inappropriate access. We are in thege® of addressing this significant deficiencyraplementing certain changes to the sec
involving access to the sub-processes at issuericamputer system.

Additionally, it was determined that a significatgficiency exists in the processing of employeergéyhich could result in a discrepancy in
the reporting of payroll expense. Even though wite compensating controls exist to address ifjisificant deficiency, we are in the
process of implementing additional controls to ioy@ the reporting of payroll expense.

We have no reason to believe that these signifidefitiencies could result in or have resulted material misstatement of our financial
statements that have not been prevented or detétfeetiave assigned a high priority to the shorhtand long term improvement of our
internal controls and are in the process of addrggke issues associated with the significantoilficies discussed above. We are
implementing plans to strengthen the internal aistassociated with these issues.

The Company's Chief Executive Officer and Chiefdricial Officer (its Principal Executive Officer aRdincipal Financial Officer,
respectively) have evaluated the effectivenesaiofdisclosure controls and procedures” as of titea# the period covered by this Annual
Report on Form 10-K. Based on their evaluation,Rhiacipal Executive Officer and Principal Finane@dficer concluded that our disclosure
controls and procedures are effective. There wergignificant changes in its internal controlsropther factors that could significantly affe
these controls subsequent to the date the contris evaluated.

16



Management's Annual Report on Internal Control QAieancial Reporting

The management of the Company is responsible fabkshing and maintaining adequate internal cdmtver financial reporting. Internal
control over financial reporting is defined in RW&a-15(f) and 15d:5(f) promulgated under the Securities ExchangeoAd934 as a proce
designed by, or under the supervision of, the CamypgaPrincipal Executive Officer and Principal Fiegl Officer and effected by the
Company's board of directors, management and p#rspnnel, to provide reasonable assurance regatturreliability of financial reporting
and the preparation of financial statements foeml purposes in accordance with generally acdemteounting principles and includes
those policies and procedures that:

1. Pertain to the maintenance of records thatasareable detail accurately and fairly reflect lamsactions and dispositions of assets of the
Company;

2. Provide reasonable assurance that transactiens@rded as necessary to permit preparatiomarfidial statements in accordance with
generally accepted accounting principles, andrdwipts and expenditures of the Company are beaxg only in accordance with
authorizations of management and directors of ih@@any; and

3. Provide reasonable assurance regarding preventibmely detection of unauthorized acquisitiose or disposition of the Company's
assets that could have a material effect on tteméial statements.

The Company's management assessed the effectivaitbesCompany's internal control over financgperting as of December 31, 2004. In
making this assessment, the Company's managenezhthescriteria set forth by the Committee of Spoimg Organizations of the Treadway
Commission in Internal Control-Integrated Framework

Under the supervision and with the participatiomof management, including our Principal Execu@f&cer and Principal Financial Office
we conducted an evaluation of our internal corgrar financial reporting as prescribed above ferglkriods covered by this report. Based on
our evaluation, our Principal Executive Officer dhdncipal Financial Officer concluded that the Gmmy's internal control over financial
reporting is effective.
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Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

The Company's independent auditors have attestemdoreported on, management's evaluation ofrderrial control over financial
reporting. This report is contained in this AnnRa&lport on Form 10-K.

ITEM 9B. OTHER INFORMATION
None.
PART 1lI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

The information regarding directors and executiffecers is incorporated herein by reference to@oenpany's definitive proxy statement to
be mailed to its shareholders in connection wgl?@05 Annual Shareholders' Meeting and to be filedin 120 days of the close of the year
ended December 31, 2004.

The Company has adopted a Code of Ethics and Bassibenduct which apply to all directors and satbemployees, including the
Company's principal executive, financial and act¢mgnofficers. The Code of Ethics and Business Qeohds posted on the Company website
at www.hcsgcorp.com and is filed as an exhibihis Annual Report on Form 10-K. The Company intefodsatisfy the requirements under
Item 10 of Form 8-K regarding disclosure of amendis¢o, or waivers from, provisions of our Codeetiiics and Business Conduct that
apply, by posting such information on the Compamgbsite. Copies of the Code of Ethics and Busi@sxluct will be provided, free of
charge, upon written request directed to the Sagretiealthcare Services Group, Inc., 3220 Tillmbaive, Suite 300, Bensalem PA 19020.
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ITEM 11. EXECUTIVE COMPENSATION

The information regarding executive compensatiangsrporated herein by reference to the Compaisfigitive proxy statement to be
mailed to shareholders in connection with its 28@5ual Shareholders Meeting and to be filed with2® days of the close of the fiscal year
ended December 31, 2004.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information regarding security ownership oftaier beneficial owners and management and reladettisolder matters is incorporated

herein by reference to the Company's definitivexprstatement to be mailed to shareholders in cdiorewith its 2005 Annual Meeting and
to be filed within 120 days of the close of thefisyear ending December 31, 2004.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

The information regarding certain relationships agldted transactions is incorporated herein bgregfce to the Company's definitive proxy
statement mailed to shareholders in connection i&atB005 Annual Shareholders Meeting and to leel filithin 120 days of the close of the
fiscal year ended December 31, 2004.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information regarding principal accounting fees services is incorporated herein by referemtka Company's definitive proxy
statement mailed to shareholders in connection iatR005 Annual Shareholders Meeting and to leelfikithin 120 days of the close of the
fiscal year ended December 31, 2004.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(@) 1. Financial Statements

The documents shown below are contained in the @agip Annual Report to Shareholders for 2004 aadrexorporated herein by referer
a copy of which accompanies this report.

Report of Independent Registered Public Accounfinm.

Report of Independent Registered Public Accounfiing on Internal Control.

Balance Sheets as of December 31, 2004 and 2003.

Statements of Income for the years ended Decenih&(®4, 2003 and 2002. Statements of Cash Flomthéoyears ended December 31,
2004, 2003 and 2002.

Statement of Stockholders' Equity for the yearsdridecember 31, 2004, 2003 and 2002.

Notes to Financial Statemen

2. Financial Statement Schedules Required to &d Ei/ Item 8 and by Item 15(d) of this report:

Report of Independent Registered Public Accounfiing. Schedule 11 - Valuation and Qualifying Accdsiffior the years ended December 31,
2004, 2003 and 2002.

All other schedules are omitted because they aresgaired or not applicable, or the required infation is provided in the consolidated
financial statements or notes thereto describégtim 15(a)(1) above.

3. Exhibits

The following Exhibits are filed as part of thisfet (references are to Reg. S-K Exhibit Numbers):

Exhibit

Number Title

3.1 Articles of Incorporation of the Reg istrant, as amended, are
incorporated by reference to Exhibit 4.1 to the Company's
Registration Statement on Form S-2 ( File No. 33-35798).
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3.2

3.3

4.1

4.2**

4.3**

4. 4%

10.1**

10.2**

10.3**

Amendment to Articles of Incorporati
May 30, 2000, is incorporated by ref
Company's Form 10-K for the period e

Amended By-Laws of the Registrant as
incorporated by reference to Exhibit
Registration Statement on Form S-2 (

Specimen Certificate of the Common S
Registrant is incorporated by refere
Registrant's Registration Statement
(Commission File No. 2-87625-W).

Employee Stock Purchase Plan of the
reference to Exhibit 4(a) of Registr
on Form S-8 (Commission File No. 333

Amendment to Employee Stock Purchase
reference to Exhibit 4.3 to the Comp
period ended December 31, 2003.

Deferred Compensation Plan is incorp
Exhibit 4(b) of Registrant's Registr
(Commission File No. 333-92835).

1995 Incentive and Non-Qualified Sto
incorporated by reference to Exhibit
by the Registrant, Commission File N

Amendment to the 1995 Employee Stock
by reference to Exhibit 4(a) of Regi
Statement on Form S-8 (Commission Fi

1996 Non-Employee Directors' Stock O
Restated as of October 28, 1997 is i
Exhibit 10.6 of Form 10-Q Report for
September 30, 1997 filed by Registra
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on Form S-18
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Option Plan is incorporated
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10.4**

10.5**

10.6**

10.7

14.

21.

Form of Non-Qualified Stock Option A
Directors is incorporated by referen
Registrant's Registration Statement
(Commission File No. 2-98089).

2002 Stock Option Plan is incorporat
Exhibit 4(a) to the Company's Quarte
the quarter ended June 30, 2002.

Amendment to 2002 Stock Option Plan
to Exhibit 4.1 to the Company's Regi
Form S-8 (Commission File No. 333-10

Healthcare Services Group, Inc. Divi
incorporated by reference to the Com
on Form S-3 (Commission File No. 333

Code of Ethics and Business Conduct.
at our website www.hcsgcorp.com.

List of subsidiaries is filed herewi
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23. Consent of Independent Registered Pu blic Accounting Firm.

31.1 Certification of Principal Executive Officer pursuant to
Section 302 of the Sarbanes-Oxley Ac t.

31.2 Certification of Principal Financial Officer pursuant to
Section 302 of the Sarbanes-Oxley Ac t.

32.1 Certification of the Principal Execu tive Officer pursuant to
Section 906 of the Sarbanes-Oxley Ac t.

32.2 Certification of the Principal Finan cial Officer pursuant to
Section 906 of the Sarbanes-Oxley Ac t.
** indicates that exhibit is a manag ement contract or a
management compensatory plan or arra ngement

(b) Reports on Form 8-K

Date Filed or Furnished  October 19, 2 004

Item No. Item 12.

Description Results of Op erations and Financial
Condition- a press release announcing
(i) the Compa ny's unaudited financial and
operating res ults for the nine month
and three mon th periods ended
September 30, 2004 (ii) declaration of
quarterly cas h dividend
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SELECTED FINANCIAL DATA

The selected financial data presented below sHmzilebad in conjunction with, and is qualified s éntirety by reference to, the Financial

Statements and Notes thereto.

(In thousands except for per share data and emgddye

Years Ended December 31: 2004 2003 2002 2001
Revenues $ 442,56 8 $ 379,718 $ 3285500 $ 284,19
Net income $ 14,69 9 $ 10860 $ 8631 $ 7,03
Basic earnings per common share $ .8 4 $ 64(1) $ 51(1) $ 4
Diluted earnings per common share $ .8 0o $ 61(1) $ A49(1) $ 4
Cash Dividends per common share $ 2 6 $ .09(1) -

Weighted average number of common

shares outstanding for basic EPS 17,48 1 17,049(1) 16,895(1) 16,39
Weighted average number of common

shares outstanding for diluted EPS 18,44 0 17,788(1) 17,534(1) 16,61
As of December 31:

Working Capital $ 125,01 2 $ 112,073 $ 96,117 $ 84,08
Total Assets $ 166,96 4 $ 158,328 $ 134,296 $ 120,79
Stockholders' Equity $ 131,46 0 $ 121,198 $ 107,881 $ 98,94
Book Value Per Share $ 7.5 1 % 7.01(1) $ 6.44(1) $ 5.9
Employees 20,40 0 18,400 16,100 15,90

(1) Adjusted to reflect the 3 for 2 Stock Splitghai the form of a 50% Common Stock Dividend on &hat, 2004
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5 $ 5588
3(1) $ .34(1)
3(1) $ .34(1)

2(1)  16,446(1)

71)  16,475(1)

9 $ 74574
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The following discussion and analysis should bel ieaconjunction with the Financial Statements Alodes thereto.
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS
CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STAT EMENTS

This report includes forward-looking statements #Ha subject to risks and uncertainties that coalgse actual results or objectives to differ
materially from those projected. We undertake nligabion to publicly update or revise any forwdoibking statements, whether as a resu
new information, future events or otherwise. Susksrand uncertainties include, but are not limtedisks arising from our providing
services exclusively to the health care industrimarily providers of long-term care; credit andlection risks associated with this industry;
one client accounting for approximately 20% of rawe in 2004; our claims experience related to watl@mmpensation and general liability
insurance; the effects of changes in, or interpiceta of laws and regulations governing the indystrcluding state and local regulations
pertaining to the taxability of our services; arsk factors described in our Form 10-K filed wittetSecurities and Exchange Commission for
the year ended December 31, 2004 in Part | thenedér "Government Regulation of Clients", "Competit and "Service
Agreements/Collections”. Many of our clients' rewes are highly contingent on Medicare and Medicaiichbursement funding rates, which
have been and continue to be adversely affectetebghange in Medicare payments under the 199 treeat of the Medicare Prospective
Payment System. That change, and the lack of sutbstaeimbursement funding rate reform legislatias well as other trends in the long-
term care industry have resulted in certain ofaients filing for bankruptcy protection. Others yrfallow. Any decisions by the government
to discontinue or adversely modify legislation tethto reimbursement funding rates will have a matadverse affect on our clients. These
factors, in addition to delays in payments fronemts have resulted in and could continue to résuignificant additional bad debts in the
near future. Additionally, our operating resultsulbbe adversely affected if unexpected increasdisa costs of labor and labor related costs,
materials, supplies and equipment used in perfayreérvices could not be passed on to our clients.

In addition, we believe that to improve our finalg@erformance we must continue to obtain servige@ments with new clients, provide n
services to existing clients, achieve modest fricezases on current service agreements with Bgistients and maintain internal cost
reduction strategies at our various operationalgewurthermore, we believe that our ability tetain the internal development of managerial
personnel is an important factor impacting futuperating results and successfully executing prefegrowth strategies.

RESULTS OF OPERATIONS

The following discussion is intended to provide teader with information that will assist them imderstanding our financial statements
including the changes in certain key items in conmggfinancial statements period to period. We #@tdend to provide the primary factors

that accounted for those changes, as well as a awrwhhow certain accounting principles affect ioancial statements. In addition, we are
providing information about the financial resulfsoorr two operating segments to further assistidaustanding how these segments and their
results affect our results of operations. Thisass@on should be read in conjunction with our firiahstatements as of December 31, 2004
and the year then ended and the notes accompatiisg financial statements.

OVERVIEW

Healthcare Services Group, Inc. provides housekegefaundry, linen, facility maintenance and foedvices to the health care industry,
including nursing homes, retirement complexes, éitation centers and hospitals located throughbetUnited States. We believe that we
are the largest provider of housekeeping and lgusehvices to the long-term care industry in thééthStates, rendering such services to
approximately 1,600 facilities in 42 states as et®mber 31, 2004. Although we do not directly pgstite in any government reimbursement
programs, our clients' reimbursements are subjegbvernment regulation. Therefore, they are diyeaffected by any legislation relating to
Medicare or Medicaid reimbursement programs.
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We provide our services primarily pursuant to fidivice agreements with our clients. In such agessnwe are responsible for our
management and hourly employees located at owuntgliacilities. We also provide services on thsibaf a management agreement for a

very limited number of clients. Our agreements witbnts typically provide for a one year servieem, cancelable by either party upon 30 to
90 days notice after the initial 90-day period.

Additionally, we operate two whollpwned subsidiaries. HCSG Supply, Inc. purchasesvauses and distributes the supplies and equij
used in providing our Housekeeping segment servidestingdon Holdings, Inc. invests our cash arghagquivalents.

CONSOLIDATED OPERATIONS

The following table sets forth, for the years iradéxd, the percentage which certain items beartabtevenues:

Relation to Total Revenues
Years En ded December 31,
2004 2003 2002
Revenues 100.0% 100.0% 100.0%
Operating costs and expenses:
Costs of services provided 87.8 88.1 88.2
Selling, general and administrative 7.1 7.6 7.7
Investment and interest income 3 4 2
Income before income taxes 54 4.7 4.3
Income taxes 2.0 1.8 1.7
Net income 3.4% 2.9% 2.6%

Subject to the factors noted in the Cautionaryestaint Regarding Forward Looking Statements includéklis report, we anticipate 2005's
financial performance to be comparable to the 2i¥¥4entages presented in the above table as tla¢y te total revenues.

Although there can be no assurance thereof, wevsethat in 2005 both the Housekeeping and Fooneets' revenues, as a percentage of
total revenues, will remain approximately the sas¢heir respective 2004 percentages. Furthermarexpect the sources of growth in 2005
for the respective business segments will be piiyndire same as historically experienced. Thahésdrowth in the Food segment is expected

to come from our current Housekeeping segmengstchase, while growth in the Housekeeping segméinprimarily come from obtaining
new clients.

During the period from 1999 through 2004, our togadenues grew at a compound annual rate of appedgly 14%.

We are organized into two operating segments; haegeng, laundry, linen and other services ("Hoesging"), and food services ("Food").
During this period, our Housekeeping segment gresva@mpound annual rate of 10%, whereas the Fegahent experienced compound
annual growth of 48%. This growth in the Housekegegment was achieved primarily through obtainieny clients. The growth in the
Food segment was achieved from providing such sesuio existing clients of our Housekeeping segnfdtiiough there can be no assura
thereof, we anticipate future revenue growth dutlhéostrength of our presence in the long-termthezre market. It is likely though, that our
total compound growth rates will decrease as g@ath is measured against an increasing revense ba

Housekeeping is our largest and core operating segmepresenting 80.7% or $356,975,000 of totA42@venues. The services provided by
this segment consist primarily of the cleaningirdexting and sanitizing of patient rooms and comraceas of a client's facility, as well as
laundering and processing of the personal clotb&ignging to the facility's patients. Also withimetscope of this segment's service is the
laundering and processing of the bed linens, umioand other assorted linen items utilized by entliacility.
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The Food segment, which began operations in 199ists of providing for the development of a m#érat meets the patient's dietary needs,
and the purchasing and preparing of the food fbvels to the patients. Food segment revenues septed 19.3% or $85,593,000 of total
2004 revenues.

2004 Compared with 2003

The following table sets forth 2004 revenues, inedrafore income taxes, and percentage increagzxbfcompared to 2003. Revenues and
income before income taxes are shown in total and @portable segment basis.

Reportab le Segments
Housekeeping Food
Per cent Corporate and ---------mmeemmeeeees e
Total incr ease eliminations Amount % Incr Amount % Incr (Decr)
Revenues $ 442,568,000 1 6.5% $ (2,495,000) $ 357,754,000 12.3% $ 87,309,000 40.4%
Income before income taxes 23,706,000 3 5.3 (7,564,000) 29,336,000 25.6 1,934,000 (1.5)

Total revenues increased 16.5% to $442,568,00004 rom $379,718,000 in 2003.

The Housekeeping segment's 12.3% growth in reveisyganarily a result of a net increase in senageeements entered into with new
clients. Housekeeping's 25.6% increase in inconfieréécome taxes, on an operating segment basitributable to both a modest
improvement in the gross profit earned at the tliaaility level and the gross profit earned on #23% increase in operating segment
revenues. The improvement in gross profit is prilmar result of a .7% reduction, as a percentagepefating segment revenues, in the total
labor costs. The reduction is attributable to dailitg to manage these costs more efficiently.

The Food segment's 40.4% revenue growth is a resptbviding this service to an increasing numifeexisting Housekeeping segment
clients. Food segment income before income taxeedsed 1.5%, on an operating segment basis. Theade is attributable to a lower gr
profit earned at the client facility level. The degse is primarily due to a 1.2% increase in fatabr costs, as a percentage of operating
segment revenues. Such increase in total labos cestilted primarily from inefficiencies experieddr district and regional management of
these costs in connection with this operating seds40.4% growth in revenues.

We have one client, a nursing home chain, whick0i@4 and 2003 accounted for 20% and 23%, respgctivéotal revenues. In 2004, we
derived 19% and 27%, respectively, of the Housekeegnd Food segments’ revenues from such cliafditidnally, at both December 31,
2004 and 2003, amounts due from such client repteddess than 1% of our accounts receivable batamdthough we expect the
relationship with this client to continue, the lagssuch client would have a material adverse affecour results of operations.

Costs of services provided, on a consolidated basia percentage of total revenues in 2004 dexdeslightly to 87.8% as compared to 88
in 2003. The following table provides a comparisama percentage of total revenues (unless otherwited), of the key indicators of our
financial performance in respect to our cost ofises provided:

Cost of Services Provided Key Indicators 2 004 % 2003 % Inc (Decr) %
Labor and costs of labor 66.5 67.1 (.6)

Workers' compensation and general

liability insurance 40 46 (.6)

Bad debt provision 8 12 (.4)

Health insurance and employee benefits 23 26 (.3)
Housekeeping segment supplies (as a percentage

of Housekeeping segment revenues) 52 47 5

Food segment supplies (as a percentage of Food

segment revenues) 395 39.3 2
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The following is an explanation of significant ieases and decreases of key indicators of costwites provided in comparing 2004 to 2C

The decrease in labor and costs of labor is prignatiributable to efficiencies achieved in managihe Housekeeping segment's labor. The
workers' compensation and liability insurance exgetiecrease is primarily a result of a currentedu in average claim cost. The decrease
in bad debt provision resulted primarily from impeal collection experience. The decrease in headilréance and employee benefits is a
result of less employees participating in our Hegelsurance programs. Housekeeping segment suppii@spercentage of Housekeeping
segment revenues, increased primarily as a rekptiae increases from vendors. The slight increageod segment supplies, as percentage
of Food segment revenues, is a result of priceeas®s from vendors.

Consistent with our 16.5% growth in total revenwgedling, general and administrative expenses asze $2,478,000. Although, as a
percentage of total revenues, these expenses dedraa7.1% in 2004 as compared to 7.6% in 200i3. décrease is primarily attributable to
our ability to control these expenses and compdtieq to a greater revenue base in the current year

Investment and interest income, as a percentaggadfrevenues, was .3% as compared to .4% in 28 decrease is primarily attributable
to a reduction in interest income earned on cliemdtes receivable resulting from having less amiding balances on such notes during 2004.

Our effective tax rate at both December 31, 20@12003 was 38%. Absent any significant changedefal, or state and local tax laws, we
expect our effective rate to be approximately @ in 2005. More specifically, changes by fedanal state legislatures negatively effecting
the various tax credit programs, which we partitdga, would result in our effective tax rate inaseang in 2005. Our 38% effective tax rate
differs from the federal income tax statutory natimcipally because of the effect of state andllauzome taxes.

As a result of the matters discussed above, 200#kho@me increased to 3.4%, as a percentage dfreatanues, compared to 2.9% in 2003.
2003 Compared with 2002

The following table sets forth 2003 revenues, inedrafore income taxes, and percentage increagzxhbfcompared to 2002. Revenues and
income before income taxes are shown in total and @portable segment basis:

Reportab le Segments

Housekeeping

Per cent Corporate and ----------cmeemmesmeeees e
Total incr ease  eliminations Amount % (Incr)
Revenues $ 379,718,000 1 5.6% $ (1,010,000) $ 318,540,000 14.7% $ 62,189,000 20.3%
Income before income taxes 17,515,000 2 2.8 (7,811,000) 23,361,000 7.3 1,964,000 35.1

Total revenues increased 15.6% to $379,718,00008 rom $328,500,000 in 2002.

The Housekeeping segment's 14.7% growth in reveisygénarily a result of a net increase in senageeements entered into with new
clients.

The Food segment's 20.3% revenue growth is a resptoviding this service to existing Housekeepsegment clients.

We have one client, a nursing home chain, whic20@3 and 2002 accounted for approximately 23% &84, Yespectively, of total revenues.
In 2003, we derived from such client approxima@®@ and 22%, respectively, of the HousekeepingFarmdi segments' revenues.
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Cost of services provided, on a consolidated basis, percentage of total revenues in 2003 remaissehtially unchanged at 88.1% as
compared to 88.2% in 2002. The following table jdeg a comparison, as a percentage of total regdguess otherwise noted), of the key
indicators of our financial performance in resgeobur cost of services provided:

Cost of Services Provided Key Indicators 2 003 % 2002 % Inc (Decr) %
Bad debt provision 1.2 1.8 (.6)

Health insurance and employee benefits 26 3.0 (.4)

Labor and costs of labor 67.1 67.4 (:3)

Food segment supplies (as a percentage of Food

segment revenues) 39.3 375 1.8
Housekeeping segment supplies (as a percentage

of Housekeeping segment revenues) 47 4.0 7

Workers' compensation and general liability

insurance 46 43 .3

The following is an explanation of significant ieases and decreases of key indicators of costwi€ss provided in comparing 2003 to 2C

The decrease in bad debt provision resulted priynidm improved collection experience. The deceeishealth insurance and employee
benefits is a result of a reduction in the numbesroployees participating in such benefit prograiite decrease in labor and costs of labor is
primarily attributable to efficiencies achievednranaging the Housekeeping segment's labor. Thedses in both the Housekeeping segr
and Food segment supplies' costs resulted primfagify price increases from vendors for items usegroviding the respective services. The
increase in workers' compensation and liabilitymasice is a result of the current year's increaslee average claim cost.

Selling, general and administrative expenses,mse@entage of revenue, remained essentially unelubaig7.6% in 2003 as compared to 7
in 2002. This is primarily attributable to our atyilto control these expenses and comparing theangieater revenue base in the current year.

Investment and interest income increased 88% #641000 in 2003 compared to approximately $771i0@D02. The increase is attributa
to higher cash balances throughout 2003, as wéflicasased rates of return on investments in thepemy's deferred compensation trust
account.

Our 2003 effective tax rate decreased to 38% frérB% in 2002. The decrease is primarily a resudiroincrease in tax credits available to
us. Our 38% effective tax rate differs from theefid income tax statutory rate principally becaofsthe effect of state and local income ta

As a result of the matters discussed above, 200Bic@ne increased to 2.9%, as a percentage ofiveveompared to 2.6% in 2002.
CRITICAL ACCOUNTING POLICIES

We consider the two policies discussed below torlieal to an understanding of our financial staémts because their application places the
most significant demands on our judgment. Therefbshould be noted that financial reporting résutly on estimating the effect of matters
that are inherently uncertain. Specific risks fogge critical accounting policies are describetthénfollowing paragraphs. For these policies,
we caution that future events rarely develop exadlforecasted, and the best estimates routieglyire adjustment. Any such adjustment
revisions to estimates could result in materidiedénces to previously reported amounts.

The two policies discussed are not intended to cengprehensive list of all of our accounting paiiln many cases, the accounting
treatment of a particular transaction is specifjcdictated by generally accepted accounting ppiles, with no need for our
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judgment in their application. There are also areaghich our judgment in selecting another avd@aditernative would not produce
materially different result. See our audited coitsdbd financial statements and notes thereto wduiehincluded in this Annual Report which
contain accounting policies and other disclosueggsiired by generally accepted accounting principles

Allowance for Doubtful Accounts

The Allowance for Doubtful Accounts is establistesdiosses are estimated to have occurred thropgbvesion for bad debts charged to
earnings. The Allowance for Doubtful Accounts iaesated based on our periodic review of accountsnaes receivable and is inherently
subjective as it requires estimates that are stibtepo significant revision as more informatioadomes available.

We have had varying collection experience with eespo our accounts and notes receivable. Whenaxiotl terms are not met, we
generally encounter difficulty in collecting amosmiue from certain of our clients. Therefore, weehsometimes been required to extend the
period of payment for certain clients beyond catttral terms. These clients include those who hasmihated service agreements and slow
payers experiencing financial difficulties. In magicredit evaluations, in addition to analyzing anticipating, where possible, the specific
cases described above, we consider the generattofi risks associated with trends in the longateare industry. We also establish credit
limits, perform ongoing credit evaluation, and ntonaccounts to minimize the risk of loss.

In accordance with the risk of extending credit,regularly evaluate our accounts and notes reckifabimpairment or loss of value and
when appropriate will provide in our Allowance f@oubtful Accounts for such receivables. We gengrfalllow a policy of reserving for
receivables from clients in bankruptcy, clientshaithich we are in litigation for collection and ettslow paying clients. The reserve is based
upon our estimates of ultimate collectibility. Gespondingly, once our recovery of a receivablestemnined through either litigation,
bankruptcy proceedings or negotiation to be lean the recorded amount on our balance sheet, wehaitge-off the applicable amount to
the Allowance for Doubtful Accounts.

At December 31, 2004, we have identified accouwttding $4,255,000 that require an Allowance foubtful Accounts based on potential
impairment or loss of value. An Allowance for DofutbtAccounts totaling $1,869,000 was establishediiese accounts at December 31,
2004. Actual collections of these accounts couffédfrom that which we currently estimate. If agtual collection experience is 5% less
than our estimate, the related increase to ouwsltace for Doubtful Accounts would decrease netimedy $130,000.

Notwithstanding our efforts to minimize credit riskposure, our clients could be adversely affeftedure industry trends, as more fu
discussed under Liquidity and Capital Resourcesvinehnd as further described in our Form 10-K figth Securities and Exchange
Commission for the year ended December 31, 20@%inh| thereof under "Government Regulation of @k& and "Service
Agreements/Collections”, change in such a mann&y asgatively impact the cash flows of our clietit®ur clients experience a negative
impact in their cash flows, it would have a matesidverse affect on our results of operations amahtial condition.

Accrued Insurance Claims

We currently have a Paid Loss Retrospective Insugrdtan for general liability and workers' compéioseinsurance, which comprise
approximately 40% of our liabilities as of DecemBé&r 2004. Our accounting for this plan is affeddgdrarious uncertainties because we
must make assumptions and apply judgment to estithatultimate cost to settle reported claims daiins incurred but not reported as of
balance sheet date. We address these uncertdiptiegularly evaluating our claims pay-out expec&rpresent value factor and other factors
related to the nature of specific claims in arriyat the basis for our accrued insurance clainisatt. Our evaluations are based primarily
current information derived from reviewing our cla experience and industry trends. In the eventtvaclaims experience and/or industry
trends result in an unfavorable change, it woulerematerial adverse effect on our results ofap@rs and financial condition. Under these
plans, pre-determined loss limits are arranged aiitinsurance company to limit both our per ocaweecash outlay and annual insurance
plan cost.

For workers' compensation, we record a reservedoasé¢he present value of future payments, inclgidin estimate of claims incurred but
reported, that are developed as a result of aweofeour historical data and open claims. The presealue of the payout is determined by
applying an 8% discount factor against the esticthatdue of the claims over the estimated remaining
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pay-out period. Reducing the discount factor bywésld reduce net income by approximately $78,00fdiflionally, reducing the estimated
payout period by six months would result in an agpnate $128,000 reduction in net income.

For general liability, we record a reserve for #stimated ultimate amounts to be paid for knowmtda
LIQUIDITY AND CAPITAL RESOURCES

At December 31, 2004 we had cash and cash equtsaléfs74,847,000 and working capital of $125,000,8s compared to December 31,
2003 cash and cash equivalents, and working cayit64,181,000 and $112,073,000, respectively Vit our cash and cash equivalent:
$74,847,000 at December 31, 2004 as our princigalsure of liquidity. Our current ratio at Decem®&y 2004 increased to 7.2 to 1
compared to 5.5 to 1 at December 31, 2003. Thagésult primarily of improved accounts receivatiéection experience and related higher
cash and cash equivalents balances. On an hidtbass, our operations have generally producedistant cash flow and have required
limited capital resources. We believe our curremt aear term cash flow positions will enable uutad our continued growth.

Operating Activities

The net cash provided by our operating activities wpproximately $19,435,000 for the year endecdéer 31, 2004. The principal sour
of net cash flows from operating activities for 200as net income, including non-cash charges toatipas for bad debt provisions and
depreciation. Additionally, operating activities'st flows were increased by the timing of paymentier our various insurance plans of
approximately $2,481,000, as well as the timing@fments for accounts payable and other accruesherp of $1,553,000. The operating
activity that used the largest amount of cash wascaease of approximately $7,651,000 in accrugtbfiaaccrued and withheld payroll
taxes. The decrease resulted from the timing ofq@ags for such payroll and payroll related taxes.

Investing Activities

Our principal use of cash in investing activities the year ended December 31, 2004 was $2,38700@e purchase of housekeeping
equipment, computer software and equipment, anttiguequipment installations. Under our currennhplavhich are subject to revision uf
further review, it is our intention to spend an @ggte of $2,000,000 to $3,000,000 during 2005 tmh capital expenditures.

Financing Activities

During 2004, we expended $6,026,000 for the re@mgelof 386,000 shares of our common stock. We reedhorized to purchase 499,000
shares pursuant to previous Board of Directorgast In addition, we received proceeds of $3,900,8om the exercise of stock options by
employees and directors.

We paid regular quarterly cash dividends sincestwnd quarter of 2003. During 2004, we paid regylarterly cash dividends totaling
$4,598,000. Such regular quarterly cash dividenangents of $.05, $.06, $.07 and $.08, per commoreshiare paid on February 14, 2004,
May 14, 2004, August 13, 2004 and November 12, 2f¥spectively. Such payments were made to shatefsobf record as of January 31,
2004, April 30, 2004, July 30, 2004 and OctoberZ®4, respectively. Additionally, on January 1802, our Board of Directors declared a
regular quarterly cash dividend of $.09 per comrsiagre, to be paid on February 11, 2005 to sharetwtif record as of January 28, 2005.
Our Board of Directors reviews our dividend polmy a quarterly basis. Although there can be norasse that we will continue to pay
dividends or the amount of the dividend, we expecontinue to pay regular quarterly cash dividemnlgonnection with the declaration of
dividends, we adopted a Dividend Reinvestment RPI&®03 for such payments.

Line of Credit

We have an $18,000,000 bank line of credit on whiethmay draw to meet short-term liquidity requirernsein excess of internally generated
cash flow. Amounts drawn under the line of credi payable upon demand. At December 31, 2004, there no borrowings under the line
of credit. However, at such date, we had outstandif15,925,000 (increased to $17,925,000 on Fgbiy&005) irrevocable standby letter
of credit which relates to payment obligations urmi& insurance programs. As a result of the letteredit issued, the amount available
under the line of credit was reduced by $15,925#&100ecember 31, 2004.
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The line of credit requires us to satisfy seveiradricial covenants. Such covenants, and their céispestatus at December 31, 2004, are as
follows:

Covenant Description and Requirement Status at December 31, 2004

Commitment coverage ratio in cash and cash C ommitment coverage ratio is 7.6.
equivalents, and eligible receivables

must equal or exceed outstanding

obligations under the line of credit by

2 times.
Tangible net worth must exceed $102,000,000. T angible net worth is $129,800,000.
Fixed charge coverage ratio EBITDA must F ixed charge coverage ratio is 1.63.

exceed fixed charges by 1.5 times.

As noted above, we are in compliance with all feiahcovenants at December 31, 2004 and expedrttnue to remain in compliance with
all such financial covenants. This line of credipiees on June 30, 2005. We believe the line aditreill be renewed at that time.

Accounts and Notes Receivable

We expend considerable effort to collect the am®due for our services on the terms agreed updnawit clients. Many of our clients
participate in programs funded by federal and giateernmental agencies which historically have entered delays in making payments to
its program participants. The Balance Budget Act987 changed Medicare policy in a number of waysst notably the phasing in, effect
July 1, 1998, of a Medicare Prospective PaymenteBy$or skilled nursing facilities which significéyn changed the reimbursement
procedures and the amounts of reimbursement antslreceive. Many of our clients' revenues arblfiigontingent on Medicare and
Medicaid reimbursement funding rates. Thereforey tiiave been and continue to be adversely affégt@thanges in applicable laws and
regulations, as well as other trends in the lomgiteare industry. This has resulted in certainwfdients filing for bankruptcy protection.
Others may follow. These factors, in addition tétagie in payments from clients have resulted in @mald continue to result in significant
additional bad debts in the near future. Whenewssible, when a client falls behind in making agrapon payments, we convert the unpaid
accounts receivable to interest bearing promisesotgs. The promissory notes provide a means byhathifurther evidence the amounts
owed and provide a definitive repayment plan amrdefore may ultimately enhance our ability to ociiftne amounts due. At December 31,
2004 and 2003, we had $8,942,000 and $12,638,@0@f meserves, respectively, of such promissotgsoutstanding. Additionally, we
consider restructuring service agreements fromstiVice to management service in the case ofigatiants experiencing financial
difficulties. We believe that the restructuring yides us with a means to maintain a relationship e client while at the same time
minimizing collection exposure.

We have had varying collection experience with eespo our accounts and notes receivable. Whenaiotl terms are not met, we
generally encounter difficulty in collecting amosmtue from certain of our clients. Therefore, weehsometimes been required to extend the
period of payment for certain clients beyond caoettral terms. These clients include those who hawaihated service agreements and slow
payers experiencing financial difficulties. In orde provide for these collection problems anddbaeral risk associated with the granting of
credit terms, we have recorded bad debt providimnan Allowance for Doubtful Accounts) of $3,7000 $4,550,000 and $6,050,000 in the
years ended December 31, 2004, 2003 and 2002 ctasghe. These provisions represent approximai&¥s,.1.2% and 1.8%, as a percent

of revenue, for the years ended December 31, ZIBB and 2002, respectively. In making our credileations, in addition to analyzing a
anticipating, where possible, the specific casassrileed above, we consider the general collectaks mssociated with trends in the Iaegm
care industry. We also establish credit limits f@en ongoing credit evaluation and monitor accouatminimize the risk of loss.
Notwithstanding our efforts to minimize credit riskposure, our clients could be adversely affeiftedure industry trends change in suc
manner as to negatively impact their cash flowsulf clients experience such significant impadhieir cash flows, it would have a material
adverse effect on our results of operations arahfiral condition.
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Insurance Programs

We have a Paid Loss Retrospective Insurance Ptagefeeral liability and workers' compensation imswe. Under these plans, pre-
determined loss limits are arranged with an instearompany to limit both our per occurrence cagtagand annual insurance plan cost.

For workers' compensation, we record a reservedbas¢he present value of future payments, inclgidin estimate of claims incurred but
reported, that are developed as a result of awesfeur historical data and open claims. The presalue of the payout is determined by
applying an 8% discount factor against the estichatdue of the claims over the estimated remaipiggrout period.

For general liability, we record a reserve for #stimated ultimate amounts to be paid for knowmtda

We regularly evaluate our claims payt experience, present value factor and otheofactlated to the nature of specific claims ifvarg at
the basis for our accrued insurance claims estin@aie evaluation is based primarily on current infation derived from reviewing our
claims experience and industry trends. In the etfettour claims experience and/or industry traredsilt in an unfavorable change, it would
have an adverse effect on our results of operadaddinancial condition.

Lease Commitments
We have operating lease commitments totaling apprately $1,772,000 through 2009.
Below is a table which presents our contractualgalibns and commitments at December 31, 2004.

Payments Due by Period

Less Than 1-3 4-5 After
Contractual Obligations Total One Year Years Years 5 Years
Operating Leases $ 1,772,000 $ 811,000 $ 945,000 $ 16,000 $
Irrevocable Standby Letters of Credit
(increased to $17,925,000 on February 1, 2005) 15,925,000 15,925,000 -
Total Contractual Cash Obligations $ 17,697,000 $ 16,736,000 $ 945,000 $ 16,000 $

Capital Expenditures

The level of capital expenditures is generally dejemt on the number of new clients obtained. Saglital expenditures primarily consist of
housekeeping equipment, laundry and linen equipiinstdllations, and computer hardware and softwalteough we have no specific
material commitments for capital expenditures tigitothe end of calendar year 2005, we estimate Wéawe capital expenditures of
approximately $2,000,000 to $3,000,000 during pieigod in connection with housekeeping equipmentipases and laundry and linen
equipment installations in our clients' facilities, well as expenditures relating to internal gatecessing hardware and software requirem
We believe that our cash from operations, existiagh and cash equivalents balance and credit iihbexadequate for the foreseeable future
to satisfy the needs of our operations and to fumdcontinued growth. However, should these souncgbe sufficient, we would, if
necessary, seek to obtain necessary working cdptalsuch sources as long-term debt or equitynfiiray.

Material Off-balance Sheet Arrangements
We have no material off-balance sheet arrangemetftsy than our irrevocable standby letter of drpogviously discussed.
Effects of Inflation

Although there can be no assurance thereof, wevgethat in most instances we will be able to recavcreases in costs attributable to
inflation by passing through such cost increaseasitaclients.
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CONSOLIDATED BALANCE SHEETS

December 31,

2004 2003
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 74,847,000 $ 64,181,000
Accounts and notes receivable, less allowance for
doubtful accounts of $1,869,000 in 2004
and $3,414,000 in 2003 55,725,000 58,145,000
Inventories and supplies 11,015,000 10,455,000
Deferred income taxes 574,000 675,000
Prepaid expenses and other 3,110,000 3,313,000
Total current assets 145,271,000 136,769,000
PROPERTY AND EQUIPMENT:
Laundry and linen equipment installations 2,329,000 2,190,000
Housekeeping and office equipment 13,987,000 12,831,000
Autos and trucks 80,000 80,000
16,396,000 15,101,000
Less accumulated depreciation 11,592,000 10,489,000
4,804,000 4,612,000
NOTES RECEIVABLE- long term portion, net of discoun t 5,557,000 7,904,000
DEFERRED COMPENSATION FUNDING 4,062,000 2,848,000
DEFERRED INCOME TAXES- long term portion 5,563,000 4,476,000
OTHER NONCURRENT ASSETS 1,707,000 1,719,000

$ 166,964,000 $ 158,328,000

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:

Accounts payable $ 7,272,000 $ 6,536,000
Accrued payroll, accrued and withheld payroll tax es 6,110,000 14,127,000
Other accrued expenses 1,692,000 875,000
Income taxes payable 1,016,000 179,000
Accrued insurance claims 4,169,000 2,979,000
Total current liabilities 20,259,000 24,696,000
ACCRUED INSURANCE CLAIMS - long term portion 10,227,000 8,937,000
DEFERRED COMPENSATION LIABILITY 5,018,000 3,497,000

COMMITMENTS AND CONTINGENCIES STOCKHOLDERS' EQUITY:
Common stock, $.01 par value: 45,000,000 shares
authorized, 18,507,191 shares issued in

2004 and 17,938,613 in 2003 185,000 180,000
Additional paid in capital 39,466,000 33,515,000
Retained earnings 101,279,000 91,178,000
Common stock in treasury, at cost, 992,276 shares

in 2004 and 652,238 in 2003 (9,470,000) (3,675,000)
Total stockholders' equity 131,460,000 121,198,000

$ 166,964,000 $ 158,328,000

See accompanying notes.
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CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,

2004 2003 2002
Revenues $ 442,568 ,000 $ 379,718,000 $ 328,500,000
Operating costs and expenses:

Cost of services provided 388,719 ,000 334,609,000 289,858,000

Selling, general and administrative 31,523 ,000 29,045,000 25,148,000
Other income:

Investment and interest 1,380 ,000 1,451,000 771,000
Income before income taxes 23,706 ,000 17,515,000 14,265,000
Income taxes 9,007 ,000 6,655,000 5,634,000
Net income $ 14,699 ,000 $ 10,860,000 $ 8,631,000
Basic earnings per common share $ 84 $ 64 3% .51
Diluted earnings per common share $ .80 $ 61 $ .49
Cash dividends per common share $ 26 $ .09 $ -

Basic weighted average number of
common shares outstanding 17,481 ,000 17,049,000 16,895,000

Diluted weighted average number of
common shares outstanding 18,440 ,000 17,788,000 17,534,000

See accompanying notes
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2004 2003 2002
Cash flows from operating activities:
Net Income $ 14,699,000 $ 10,860,000 $ 8,631,000
Adjustments to reconcile net
income to net cash provided by
operating activities:

Depreciation 1,873,000 1,914,000 2,034,000
Bad debt provision 3,700,000 4,550,000 6,050,000
Deferred income tax benefits (986,000) (174,000) (1,291,000
Tax benefit of stock option transactions 1,900,000 1,039,000 521,000
Unrealized (gain) loss on deferred
compensation fund investments (336,000) (418,000) 162,000
Changes in operating assets and liabilities:
Accounts and notes receivable (1,279,000) (11,141,000) (3,540,000
Prepaid income taxes - 883,000 (875,000
Inventories and supplies (560,000) (1,792,000) (692,000
Notes receivable - long term portion 2,347,000 2,034,000 1,384,000
Deferred compensation funding (879,000) (954,000) (805,000
Accounts payable and other
accrued expenses 1,553,000 1,865,000 (113,000
Accrued payroll, accrued and
withheld payroll taxes (7,651,000) 3,177,000 1,587,000
Accrued insurance claims 2,481,000 4,103,000 2,310,000
Deferred compensation liability 1,521,000 1,602,000 913,000
Income taxes payable 837,000 179,000 -
Prepaid expenses and other assets 215,000 (985,000) (162,000
Net cash provided by operating
activities 19,435,000 16,742,000 16,114,000
Cash flows from investing activities:
Disposals of fixed assets 321,000 221,000 152,000
Additions to property and equipment (2,387,000) (2,309,000) (1,862,000
Net cash used in investing activities (2,066,000) (2,088,000) (1,710,000
Cash flows from financing activities:
Acquisition of treasury stock (6,026,000) (163,000) (2,130,000
Dividends paid (4,598,000) (1,488,000) -
Reissuance of treasury stock pursuant
to Dividend Reinvestment Plan 11,000 2,000 -
Proceeds from the exercise of
stock options 3,910,000 2,856,000 1,787,000
Net cash provided by (used in)
financing activities (6,703,000) 1,207,000 (343,000
Net increase in cash and
cash equivalents 10,666,000 15,861,000 14,061,000
Cash and cash equivalents at
beginning of the year 64,181,000 48,320,000 34,259,000
Cash and cash equivalents at end of
the year $ 74,847,000 $ 64,181,000 $ 48,320,000
Supplementary Cash Flow Information:
Issuance of 48,000, 37,000 and 36,000
shares of common stock in 2004,
2003 and 2002, respectively pursuant
to Employee Stock Plans $ 366,000 $ 212,000 $ 130,000

See accompanying notes.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Years Ended December 31, 2004, 2003 and 200

2
Common Stoc k Additional Total
———————————————————————————————— Paid-in Retained Treasury  Stockholders'
Shares Amount Capital Earnings Stock Equity
Balance, December 31, 2001 17,007,000 $ 170,000 $ 27,184,000 $ 73,176,000 $ (1,587,000) $ 98,943,000
Net income for year 8,631,000 8,631,000
Exercise of stock options 376,000 4,000 1,783,000 1,787,000
Tax benefit arising from
stock option transactions 521,000 521,000
Purchase of common stock
for treasury (274,000
shares) (2,130,000)  (2,130,000)
Shares issued pursuant to
Employee Stock Purchase
Plan 36,000 1,000 129,000 130,000
Balance, December 31, 2002 17,419,000 175,000 29,617,000 81,807,000 (3,717,000) 107,882,000
Net income for year 10,860,000 10,860,000
Exercise of stock options 520,000 5,000 2,851,000 2,856,000
Tax benefit arising from
stock option transactions 1,039,000 1,039,000
Purchase of common stock
for treasury (22,000
shares) (164,000) (164,000)
Cash dividends - $.09 per
common share (1,489,000) (1,489,000)
Shares issued pursuant to
dividend reinvestment
plan (89 shares) 1,000 1,000 2,000
Shares issued pursuant to
Employee Stock Plans
(37,000 shares) 7,000 205,000 212,000
Balance, December 31, 2003 17,939,000 180,000 33,515,000 91,178,000 (3,675,000) 121,198,000
Net income for year 14,699,000 14,699,000
Exercise of stock options 568,000

Tax benefit arising from
stock option transactions

5,000 3,951,000

(46,000) 3,910,000

1,900,000 1,900,000
Purchase of common stock
for treasury (386,000
shares) (6,026,000) (6,026,000)
Cash dividends - $.26 per
common share (4,598,000) (4,598,000)
Shares issued pursuant to
dividend reinvestment
plan (528 shares) 6,000 5,000 11,000
Shares issued pursuant to
Employee Stock Plans
(48,000 shares) 94,000 272,000 366,000

185,000 $ 39,466,000 $ 101,279,000 $

(9,470,000) $ 131,460,000

See accompanying notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations

We provide housekeeping, laundry, linen, facilitsimienance and food services to the healthcarssinduncluding nursing homes,
retirement complexes, rehabilitation centers argphals located throughout the United States. Sechices are primarily provided pursuant
to full service agreements with our clients. Intsagreements, we are responsible for the managemdrtourly employees located at our
clients' facilities. Our agreements with clientpitally provide for a one year service term, caabld by either party upon 30 to 90 days nc
after the initial 90-day period.

Additionally, we operate two whollpwned subsidiaries. HCSG Supply, Inc. purchasesvaauses and distributes the supplies and equij
used in providing our Housekeeping segment servidestingdon Holdings, Inc. invests our cash arghagquivalents.

Principles of Consolidation

The consolidated financial statements include tu®ants of Healthcare Services Group, Inc. andlislly-owned subsidiaries, HCSG
Supply, Inc. and Huntingdon Holdings, Inc. aftémiéhation of intercompany transactions and balances

Cash and Cash Equivalents
Cash and cash equivalents consist of short-temgh)\hliquid investments with a maturity of three intlos or less at time of purchase.
Impaired Notes Receivable

We evaluate our notes receivable for impairmenttgudst and on an individual client basis. Noteseigable considered impaired are gene
attributable to clients that are either in bankeyptre subject to collection activity or thosevsloayers that are experiencing financial
difficulties. In the event that a note receivaldénpaired, it is accounted for in accordance \Bithtement of Financial Accounting Standards
("SFAS") No. 114 and SFAS No. 118; that is, it @ued at the present value of expected cash flowsaoket value of related collateral.

At December 31, 2004, 2003 and 2002, we had netesvable aggregating $2,500,000, $3,900,000 ar808300, respectively, that are
impaired. During 2004, 2003 and 2002, the averagstanding balance of impaired notes receivable$8s200,000, $4,800,000 and
$6,700,000, respectively. No interest income wasgnized in any of these years.
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Summary schedules of impaired notes receivableftandelated reserve, for the years ended DeceBiheéx004, 2003 and 2002 are as

follows.
Impaired Note s Receivable
Balance Balance
Beginning End of
of Year  Additions Deductions Year

2004 $ 3,900,000 $ 1,600,000 $ 3,000,000 $ 2,500,000
2003 $ 5,800,000 $ 100,000 $ 2,000,000 $ 3,900,000
2002 $ 7,700,000 $ - $ 1,900,000 $ 5,800,000
Reserve for Impaired Notes Receivable

Balance Balance

Beginning End of

of Year  Additions Deductions Year
2004 ©'$ 1,900,000 $ 1,300,000 $ 2,700,000 $ 500,000
2003 $ 2,500,000 $ 1,250,000 $ 1,850,000 $ 1,900,000
2002 $ 3,200,000 $ 1,000,000 $ 1,700,000 $ 2,500,000

We follow an income recognition policy on noteseigable that does not recognize interest incomi cath payments are received. This
policy was established for conservative reasomsigrizing the environment of the long-term careusidy, and not because such notes
receivable are impaired. The difference betweearmerecognition on a full accrual basis and caslisb#or notes receivable that are not
considered impaired, is not material. For impaimetes receivable, interest income is recognized oost recovery basis only.

Inventories and Supplies

Inventories and supplies include housekeeping amadry supplies, as well as food provisions. Inggas and supplies are stated to
approximate a first-in, first-out (FIFO) basis. Emsupplies are included in inventory and are amexftover a 24 month period.

Property and Equipment

Property and equipment are stated at cost. Additimnewals and improvements are capitalized, whiatenance and repair costs are
expensed when incurred. When assets are retiretherwise disposed of, the cost and related acatedidepreciation are removed from the
respective accounts and any resulting gain oritosgcluded in income. Depreciation is providedtby straight-line method over the
following estimated useful lives: laundry and lineguipment installations - 3 to 7 years; housekegepid office equipment - 3 to 7 years;
autos and trucks - 3 years.

Revenue Recognition
Revenues from our annual service agreements wéhtslare recognized as services are performed.

As a distributor of laundry equipment, we occasliyreell of laundry installations to certain clisnfThe sales in most cases represent the
construction and installation of a turn-key opematand are for payment terms ranging from 36 ton6@ths. Our accounting policy for these
sales is to recognize the gross profit over tleedifthe payments associated with our financintpeftransactions. During 2004, 2003 and
2002 laundry installation sales were not material.
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Income Taxes

Deferred income taxes result from temporary difiess between tax and financial statement recogniisevenue and expenses. These
temporary differences arise from differing methaded for financial and tax purposes to calculageriance expense, certain receivable
reserves, supplies expense and other provisiornshvelne not currently deductible for tax purposes.

Earnings per Common Share

Basic earnings per common share is computed bygidiyincome available to common shareholders bywhighted-average common shares
outstanding for the period. Diluted earnings penown share reflects the weighted-average commaesloatstanding and dilutive common
shares, such as stock options.

Stock-Based Compensation

At December 31, 2004, we had stock based compengaitins, which are described more fully in Not&g permitted by SFAS No. 123,
"Accounting for Stock Based Compensation”, we aatdor stock-based compensation arrangements ordance with provisions of
Accounting Principles Board ("APB") Opinion No. 2Bccounting for Stock Issued to Employees”. Congaion expense for stock options
issued to employees is based on the differencheddte of grant, between the fair market valusuofstock and the exercise price of the
option. No stock based employee compensation sasflected in net income, as all options grantedien our plans had an exercise price
equal to the market value of the underlying commsitmek at the date of grant. We account for equisgruments issued to hon-employees in
accordance with the provisions of SFAS No. 123 Energing Issues Task Force ("EITF") Issue No. 96*A8counting for Equity
Instruments That Are Issued to Other Than Emploj@eacquiring, or in Conjunction With Selling, é@m Conjunction With Selling Goods or
Services". All transactions in which goods or seggiare the consideration received for the issuahequity instruments are accounted for
based on the fair value of the consideration resgkr the fair value of the equity instrument igssughichever is more reliably measurable.

The following table illustrates the effect on netéme and earnings per share if we had applieththealue recognition provisions of SFAS
No. 123 to stock based compensat

Year Ended December 31,

2004 2003 2002

Net Income

As reported $ 14,699,000 $ 10,860,000 $ 8,631,000
Deduct:

Total stock based employee compensation

expense determined under fair value based

method for all awards, net of related

tax effects (1,619,000) (1,639,000) (1,790,000)

Pro forma $ 13,080,000 $ 9,221,000 $ 6,841,000
Basic Earnings Per Common Share

As reported $ 84 $ 64 $ 51

Pro forma $ 75 $ 54 3 .40
Diluted Earnings Per Common Share

As reported $ .80 $ 61 $ .49

Pro forma $ a1 $ 52 3 .39
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Advertising Costs
Advertising costs are expensed when incurred. l@years ended December 31, 2004, 2003 and 20@&tisthg costs were not material.
Long-Lived Assets and Impairment of Long-Lived Assts

Our long-lived assets include property and equigraed costs in excess of fair value of net ass&igieed (i.e. goodwill). Costs in excess of
fair value of net assets acquired arose from thiehase of another company in 1985 which were baingrtized over a 31 year period and is
included in other noncurrent assets.

As of January 1, 2002 we adopted SFAS No. 142 "@ibdnd Other Intangible Assets", which eliminatthé amortization of purchased
goodwill. Upon adoption of SFAS No. 142, as welba®ecember 31, 2004 and 2003, we performed aairmpnt test of our goodwill
(amounting to $1,612,322 at these dates) and detednthat no impairment of the recorded goodwilsted. Under SFAS No. 142, goodwill
is tested annually and more frequently if an ew&curs which indicates the goodwill may be impaired

As of January 1, 2002, we adopted SFAS No. 144¢6@ating for the Impairment or Disposal of LongeliVAssets" which supersedes SFAS
No. 121, "Accounting for the Impairment of Lc-lived Assets to be Disposed Of". The adoptionBAS No. 144 had no effect on the
Company.

Treasury Stock

Treasury stock purchases are accounted for underost method whereby the entire cost of the aedutock is recorded as treasury stock.
Gains or losses on the subsequent reissuancereksine credited or charged to additional paidapital.

Three-for-Two Stock Split

On February 12, 2004, our Board of Directors appdoa three-for-two stock split in the form of a 56&mmon stock dividend which was
paid on March 1, 2004 to shareholders of recor&ealruary 23, 2004. All share and per common shdioeration for all periods presented
have been adjusted to reflect the three-for-twoksgplit.

Reclassification
Certain prior period amounts have been reclassifiembnform to current year presentation.
Use of Estimates in Financial Statements

In preparing financial statements in conformitywitenerally accepted accounting principles, we nestienates and assumptions that affect
the reported amounts of assets and liabilitiesdasclosures of contingent assets and liabilitighatdate of the financial statements, as we
the reported amounts of revenues and expensegdheneporting period. Actual results could diffierm those estimates. Significant
estimates are used for, but not limited to, owvedince for doubtful accounts, accrued insurandesland deferred tax benefits. The
estimates are based upon various factors includingent and historical trends, as well as othetimamt industry and regulatory authority
information. We regularly evaluate this informatimndetermine if it is necessary to update thesbfasiour estimates and to compensate for
known changes.
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Concentrations of Credit Risk

SFAS No. 105, Disclosure of Information about Fitiahinstruments with Off-Balance-Sheet Risk andaficial Instruments with
Concentrations of Credit Risk, requires the disastef significant concentrations of credit riskgardless of the degree of such risk.
Financial instruments, as defined by SFAS No. Wlsch potentially subject us to concentrations refdit risk, consist principally of cash a
cash equivalents and accounts and notes receivatilEcember 31, 2004 and 2003, substantiallyfadius cash and cash equivalents were
invested with one financial institution.

Our clients are concentrated in the health carestrg, primarily providers of long-term care. Mawoifyour clients' revenues are highly
contingent on Medicare and Medicaid reimbursemeamtling rates, which have been and continue to bera€ly affected by the change in
Medicare payments under the 1997 enactment ofrigpBctive Payment System. That change, and lasilasitantive reimbursement
funding rate reform legislation, as well as othrentls in the longerm care industry have resulted in certain ofa@ents filing for bankruptc
protection. Others may follow. Any decisions by gwvernment to discontinue or adversely modifyskdion related to reimbursement
funding rates will have a material adverse affecbar clients. These factors, in addition to deliaysayments from clients, have resulted in,
and could continue to result in, significant adtifl bad debts in the near future.

Major Client

We have one client, a nursing home chain, whichtdues significant contribution to our total rewes, we consider a major client. Such
client's percentage contribution to revenues acdwats receivable balances is summarized below:

Reportable Segments Reve nues
------------------------------ Amounts due at December 31,
Year Total Revenues Housekeeping Food of accounts receivable balance
2004 20% 19% 27% less than 1%
2003 23% 23% 22% less than 1%
2002 17% 17% 15% approximately 2%

Although we expect to continue the relationshiphvtitis client, the loss of such client would matyi adversely affect our results of
operations.

Fair Value of Financial Instruments

The carrying value of financial instruments (prppadly consisting of cash and cash equivalents, @usoand notes receivable and accounts
payable) approximate fair value based on theirtsfeom nature. We estimate the fair value of otieofinancial instruments through the use
of public market prices, quotes from financial ingions and other available information.

We have certain notes receivable that do not merdst. Therefore, such notes receivable of $30884and $3,502,000 at December 31,
2004 and 2003, respectively, have been discount#tketr present value and are reported at suctesati$2,855,000 and $3,139,000 at
December 31, 2004 and 2003, respectively.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl&uiard ("FASB") issued a revision of Financial Aanting Standards No. 123 ("SFAS
123R") which requires all share-based paymentsmol@yees to be recognized in the income staterras#don their fair values. Our option
grants to employees, non-employees and directensell as common stock shares issued pursuantrtBraployee Stock Purchase Plan will
represent share-based payments. We expect to at@l¢the fair value of share-based payments und&83R3R on a basis substantially
consistent with the fair value approach of SFAS. 128 plan to adopt SFAS 123R in our fiscal quagteting September 30, 2005. We eX|

the adoption of SFAS 123R will have a material iotgen our financial statements in that fiscal qeiarbut we cannot reasonable estimate the
impact of adoption because we expect certain assomspghat can materially affect the calculatiorila# value of share-based payments to
employees to change in 2005.
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NOTE 2--ALLOWANCE FOR DOUBTFUL ACCOUNTS

The Balance Budget Act of 1997 changed Medicarpat a number of ways, most notably the phasmgffective July 1, 1998 of a
Medicare Prospective Payment System for skillegingrfacilities which significantly changed the manand the amounts of reimbursement
such facilities receive. Many of our clients' rewes are highly contingent on Medicare and Medicaiithbursement funding rates. Therefore,
they have been and continue to be adversely affdgtehanges in applicable laws and regulationsiedisas other trends in the long-term
care industry. This has resulted in certain ofdients filing for bankruptcy protection. Others yrfallow. These factors, in addition to dele

in payments from clients have resulted in, anda@ohtinue to result in, significant additional kdebts in the near future.

The allowance for doubtful accounts is establishetbsses are estimated to have occurred thropgtvaion for bad debts charged to
earnings. The allowance for doubtful accounts &wated based on our periodic review of accountsnaes receivable and is inherently
subjective as it requires estimates that are stibtepo significant revision as more informatioadomes available.

We have had varying collection experience with eespo our accounts and notes receivable. Whenaxiotl terms are not met, we
generally encounter difficulty in collecting amosmtue by certain of our clients. Therefore, we hemetimes been required to extend the
period of payment for certain clients beyond coettral terms. These clients have included those eve terminated service agreements and
slow payers experiencing financial difficulties.drder to provide for these collection problems #relgeneral risk associated with the
granting of credit terms, we have recorded bad getisions (in an Allowance for Doubtful Accounts)$3,700,000, $4,550,000 and
$6,050,000 in the years ended December 31, 2008 &0d 2002, respectively. In making our credit@atons, in addition to analyzing and
anticipating, where possible, the specific casassrileed above, we consider the general collectaks mssociated with trends in the Iaegm
care industry. Notwithstanding our efforts to mimmour credit risk exposure, our clients couldadeersely affected if future industry trends
change in such a manner as to negatively impairtdash flows. In the event that our clients exgece such significant impact in their cash
flows, it would have a material adverse effect anmsults of operations and financial condition.

NOTE 3--LEASE COMMITMENTS

We lease office facilities, equipment and autosenraperating leases expiring on various dates gir@009 and certain office leases contain
renewal options. The following is a schedule, bigwedar year, of future minimum lease payments ungerating leases that have remaining
terms in excess of one year as of December 31,.2004

Operatin g
Year Leases
2005 $ 811,0 00
2006 426,0 00
2007 387,0 00
2008 132,0 00
2009 16,0 00
Thereafter -
Total minimum lease payments $1,772,0 00

Total expense for all operating leases was apprabeiy $973,000, $961,000 and $914,000 for the yeadled December 31, 2004, 2003 and
2002, respectively.
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NOTE 4--STOCKHOLDERS' EQUITY

The Nominating, Compensation and Stock Option Catesiof the Board of Directors is responsible fetedmining the individuals who will
be granted options, the number of options eaclvihgial will receive, the option price per shared éime exercise period of each option.

We have granted incentive and ngualified stock options primarily to employees atiicbctors under either our 2002 Stock Option P1&9E
Incentive and Non-Qualified Stock Option Plan feylemployees or 1996 Non-Employee Director's S@ption Plan. On April 22, 2003,
our Board of Directors adopted an Amendment t@2@2 Stock Option Plan. Such Amendment was apprbyeshareholders on May 27,
2003. The Amendment increased the total numbehnarfes of our Common Stock available for issuanaeusuch Plan from 750,000 shares
to 1,575,000. On March 28, 2002, our Board of Dvecadopted the 2002 Stock Option Plan. It wasama by shareholders on May 21,
2002. Amendments to the 1995 Plan, as well as386 Plan were adopted on March 6, 1996 and apprioyastiareholders on June 4, 1996.

Incentive Stock Options

As of December 31, 2004, 1,504,000 shares of constamk were reserved under our incentive stocloogtians, including 191,000 shares
which are available for future grant. The incentsteck option price will not be less than the faarket value of the common stock on the
date the option is granted. No option grant wildna term in excess of ten years. Additionally ogllions granted vest and become
exercisable commencing six months from the optimmgdate.

A summary of incentive stock option activity isfaiows.

2004 2003 2002
Weighted We ighted Weighted
Average  Number A verage  Number Average  Number
Price  of Shares Price  of Shares Price  of Shares
Beginning of period $ 7.89 1,471,000 $ 5.85 1,502,000 $ 4.95 1,318,000
Granted 20.48 312,000 12.43 432,000 8.20 399,000
Cancelled 11.29  (20,000) 6.60 (3,000) 451 (2,000)
Exercised 7.30 (450,000) 5.50 (460,000) 4.73  (213,000)
End of period $ 11.03 1,313,000 $ 7.89 1,471,000 $ 5.85 1,502,000

The weighted average fair value of incentive stogtions granted during 2004, 2003 and 2002 was0$$2.77 and $3.54, respectively.
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The following table summarizes information aboutentive stock options outstanding at December G242

Options O utstanding Options Exercis able
Ave rage Weighted w eighted
Rema ining Average A verage
Number Contr actual Exercise Number E xercise
Exercise Price Range Outstanding Li fe Price Exercisable Price
$3.38-6.78 475,000 5.07 $ 5.08 475,000 $ 5.08
$8.15-8.43 204,000 7.94 8.23 204,000 8.23
$12.43-12.43 322,000 8.99 12.43 322,000 12.43
$20.48 - 20.48 312,000 9.99 20.48 - -
1,313,000 764 $ 11.03 1,001,000 $ 8.09

Non-Qualified Options

As of December 31, 2004, 1,128,000 shares of constamk were reserved under our non-qualified stgation plans, including 183,000
shares which are available for future grant. Purstathe terms of the 1996 Non-Employee DirectBttsck Option Plan, each eligible non-
employee director receives an automatic grant basexdprescribed formula on the fixed annual gdaté. The non-qualified options were
granted at option prices which were not less tharfair market value of the common stock on the dtla¢ options were granted. The options
are exercisable over a ten year period, commersixngnonths from the option date.

A summary of non-qualified stock option activityas follows.

2004 2003 2002
Weighted Weighted Weighted
Average Number Average Number Average Number

Price of Shares

Beginning of period $ 6.78 959,000 $

Price of Shares Price of Shares

577 876,000 $ 5.25 919,000

Granted 20.48 105,000 12.43 143,000 8.41 120,000
Cancelled - - - - - -
Exercised 5.67 (119,000) 5.44  (60,000) 4.77 (163,000)

End of period

The weighted average fair value of non-qualifietiayps granted during 2004, 2003 and 2002 were $&3.80 and $3.63, respectively.

The following table summarizes information aboun+gualified stock options outstanding at Decemtier2B04:

6.78 959,000 $ 5.77 876,000

Options O utstanding Options Exercis able
Ave rage Weighted w eighted
Rema ining Average A verage
Number Contr actual Exercise Number E xercise
Exercise Price Range Outstanding Li fe Price Exercisable Price
$3.38-6.78 596,000 571 $ 5.38 596,000 $ 5.38
$8.15-8.43 101,000 7.95 8.40 101,000 8.40
$12.43-12.43 143,000 8.99 12.43 143,000 12.43
$20.48 - 20.48 105,000 9.99 20.48 - -
945,000 692 $ 8.44 840,000 $ 6.94
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Fair Value Valuation Estimates

As discussed in Note 1, we apply APB Opinion 2kigasuring stock-based compensation. Accordinglgomepensation cost has been
recorded for options granted to employees or dirsdh the years ended December 31, 2004, 2002@®@l The fair value of each option
granted has been estimated on the grant date th&rigjack-Scholes Option Valuation Model. The fallng assumptions were made in
estimating fair value:

2004 2003 2002
Risk-Free Interest-Rate 3.00% 2.00% 4.07%
Expected Life -
Incentive Options 2.65 years 2.34 years 5.50 years
Non-Qualified Options 4.46 years 5.00 years 5.50 years
Expected Volatility 35.0% 37.9% 40.0%
Dividend Yield 1.25% 1.6%

Dividends

We have paid regular quarterly cash dividends siheesecond quarter of 2003. During 2004, we pagalilar quarterly dividends totaling
$4,598,000. Such regular quarterly dividend paysent.05, $.06, $.07 and $.08 per common share peid on February 14, 2004, May
2004, August 14, 2004 and November 12, 2004, réispdc Such payments were made to shareholdemscofrd as of January 31, 2004,
April 30, 2004, July 30, 2004 and October 29, 20@4pectively. Additionally, on January 18, 2008 Board of Directors declared a regular
quarterly cash dividend of $.09 per common shahéchvwas paid on February 11, 2005 to shareholdferscord as of January 28, 2005. Our
Board of Directors reviews our dividend policy amagterly basis. Although there can be no assurtdrateve will continue to pay dividends
or the amount of such dividend payments, we exjgecontinue to pay regular quarterly cash dividema€onnection with the declaration of
cash dividends, we adopted a Dividend Reinvestikamt in 2003 for such payments.

On February 12, 2004, our Board of Directors appdoa 3 for 2 stock split in the form of a 50% Conmn&tock dividend, which was paid on
March 1, 2004 to holders of Common Stock of reasaf the close of business on February 23, 2004raktional share interests were
rounded up to the nearest whole number. The effetttis action was to increase common shares autstg by 5,980,000 to 17,950,000.

NOTE 5--INCOME TAXES

The following table summarizes the provision fazame taxes.

Year Ended December 31,
2004 2003 2002
Current:
Federal $ 7,687,000 $ 5,095,000 $ 5,106,000
State 2,306,000 1,734,000 1,819,000
9,993,000 6,829,000 6,925,000
Deferred:
Federal (814,000) (99,000) (981,000)
State (172,000) (75,000) (310,000)
(986,000) (174,000) (1,291,000)
Tax Provision $ 9,007,000 $ 6,655,000 $ 5,634,000
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Under FAS No. 109, deferred income taxes refleetntt tax effects of temporary differences betwibercarrying amounts of assets and
liabilities for financial reporting purposes ane thmount used for income tax purposes. Significantponents of our federal and state
deferred tax assets and liabilities are as follows:

Year Ended December 31,

2004 2003
Net current deferred assets:
Allowance for doubtful accounts $ 765,000 $ 1,383,000
Accrued insurance claims- current 1,705,000 1,206,000
Expensing of housekeeping supplies (2,013,000) (1,922,000)
Other 117,000 8,000

$ 574,000 $ 675,000

Net noncurrent deferred tax assets:

Deferred compensation $ 1,883,000 $ 1,341,000
Non-deductible reserves 462,000 296,000
Depreciation of property and equipment (1,077,000) (869,000)
Accrued insurance claims- noncurrent 4,183,000 3,620,000
Other 112,000 88,000

$ 5,563,000 $ 4,476,000

A reconciliation of the provision for income taxasd the amount computed by applying the statutederfal income tax rate to income before
income taxes is as follows:

Year E nded December 31,
2004 2003 2002
Tax expense computed at
statutory rate $ 8,297,000 $ 5,955,000 $ 4,850,000
Increases (decreases) resulting
from:
State income taxes, net of
federal tax benefit 1,386,000 1,128,000 996,000
Federal jobs credits (641,000) (578,000) (433,000)
Tax exempt interest (102,000) (73,000) (98,000)
Other, net 67,000 223,000 319,000
$ 9,007,000 6,655,000 $ 5,634,000

Income taxes paid were $7,256,000, $4,728,000 @808,000 during 2004, 2003 and 2002, respectively.

The Internal Revenue Service has completed its wdion of our federal income tax return for th®2@ear. We have agreed to the
assessment and paid the related liability. Thélitigloid not have a material effect on the Compariinancial Statements.

NOTE 6--RELATED PARTY TRANSACTIONS

One of our directors, as well as the brother obfficer and director (collectively "Related Partiehave separate ownership interests in
several different client facilities which have awefidinto service agreements with us. During thesyeaded December 31, 2004, 2003 and
2002 the service agreements with the client féaedliln which the Related Parties have ownershgrésts resulted in
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revenues of $6,608,000, $4,265,000 and $3,540r@8pectively. At December 31, 2004 and 2003, adsaweeivable from such facilities of
$1,633,000 and $748,000, respectively, are inclidéide accompanying consolidated balance shekesstibject accounts receivable
balances are within agreed upon payment terms.

Another of our directors is a member of a law fiuhich was retained by the Company during the yeaded December 31, 2004, 2003 and
2002. Fees received from us by such firm did noeer $75,000 in any of the years ended Decemb&@08%, 2003 and 2002. Additionally,
such fees did not exceed, in any year, 5% of smet'sfrevenues.

NOTE 7--SEGMENT INFORMATION
Reportable Operating Segments

We manage and evaluate our operations in two raiplerbperating segments. The two operating segnaeatdousekeeping (housekeeping,
laundry, linen and other services), and Food. Algioboth segments serve the same client base arel islany operational similarities, they
are managed separately due to distinct differeimctiee type of service provided, as well as thecidieed expertise required of the
professional management personnel responsiblesforeting the respective segments' services. Weidenthe various services provided
within the Housekeeping segment to be one repatarating segment since such services are rehgarsuant to a single service
agreement and the delivery of such services is gahhy the same management personnel.

Differences between the reportable segments' apgnasults and other disclosed data and our citaget! financial statements relate
primarily to corporate level transactions, as vasltransactions between reportable segments awdaoehousing and distribution subsidiary.
The subsidiary's transactions with reportable segsn&re made on a basis intended to reflect thenfaiket value of the goods transferred.
Additionally, included in the differences betwebe teportable segments' operating results and dibelosed data are amounts from our
investment holding company subsidiary. This subsiyddoes not transact any business with the regerseegments. Segment amounts
disclosed are prior to any elimination entries miadeonsolidation.

The Housekeeping segment provides services in Gaadtiough essentially all of its revenues andrmeme, 99% in both categories, are
earned in one geographic area, the United Statesl §ervices are provided solely in the UnitedeStat

Housekeeping Food Corporate and
services services eliminations Total

Year Ended December 31, 2004

Revenues $ 357,754,000 $ 87,309,000 $ (2,495,000)0 $ 442,568 ,000
Income before income taxes 29,336,000 1,934,000 (7,564,000)(1) 23,706 ,000
Depreciation 1,191,000 97,000 585,000 1,873 ,000
Total assets 60,958,000 15,546,000 90,460,000(2) 166,964 ,000
Year Ended December 31, 2003

Revenues $ 318,540,000 $ 62,189,000 $ (1,010,000) $ 379,718 ,000
Income before income taxes 23,361,000 1,964,000 (7,811,000)(1) 17,515 ,000
Depreciation 1,159,000 69,000 687,000 1,915 ,000
Total assets 65,045,000 14,789,000 78,494,000(2) 158,328 ,000
Year Ended December 31, 2002

Revenues $ 277,749,000 $ 51,689,000 $ (938,000) $ 328,500 ,000
Income before income taxes 21,773,000 1,454,000 (8,962,000)(1) 14,265 ,000
Depreciation 1,219,000 43,000 772,000 2,034 ,000
Total assets 62,585,000 13,493,000 58,219,000(2) 134,296 ,000

(1) represents primarily corporate office cost egldted overhead, as well as consolidated sub&diaperating expenses that are not
allocated to the service segments.
(2) represents primarily cash and cash equivaldeferred income taxes and other current and noenassets.
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Total Revenues from Clients

The following revenues earned from clients diff@emfi segment revenues reported above due to thesiool of adjustments used for segment
reporting purposes by management. We earned resdram clients in the following service categories:

Ye ar Ended December 31,
2004 2003 2002
Housekeeping services $ 249,314,000 $ 223,303,000 $ 196,771,000
Laundry and linen services 105,545,000 93,257,000 79,148,000
Food services 85,593,000 61,677,000 50,959,000
Maintenance services and Other 2,116,000 1,481,000 1,622,000
$ 442,568,000 $ 379,718,000 $ 328,500,000

Major Client

We have one client, a nursing home chain, whic20@4, 2003 and 2002 accounted for 20%, 23% and i&8pectively, of total revenues. In
the year ended December 31, 2004, we derived 1@P2 ¥, respectively, of the Housekeeping and Fegdhents' revenues from such
client. Although we expect to continue our relasibip with this client, the loss of such client webnhaterially adversely affect the operations
of our two operating segments.

34



NOTE 8--EARNINGS PER COMMON SHARE

A reconciliation of the numerators and denominatdrisasic and diluted earnings per common shaas fsllows:

Year Ended December 31, 2004
Income Shares Per-share
(Numerator) (Denominator) Amount
Net Income $ 14,699,000
Basic earnings per common share 14,699,000 17,481,000 $ .84
Effect of dilutive securities:
Options 959,000 (.04)
Diluted earnings per common share $ 14,699,000 18,440,000 $ .80
Year Ended December 31, 2003
Income Shares Per-share
(Numerator) (Denominator) Amount
Net Income $ 10,860,000
Basic earnings per common share 10,860,000 17,049,000 $ .64
Effect of dilutive securities:
Options 739,000 (.03)
Diluted earnings per common share $ 10,860,000 17,788,000 $ .61
Year Ended December 31, 2002
Income Shares Per-share
(Numerator) (Denominator) Amount
Net Income $ 8,631,000
Basic earnings per common share 8,631,000 16,895,000 $ .51
Effect of dilutive securities:
Options 639,000 (.02)
Diluted earnings per common share $ 8,631,000 17,534,000 $ .49

No outstanding options were excluded from the cdatan of diluted earnings per common share foryébers ended December 31, 2004
2003 as none have an exercise price in excese @vitrage market value of our common stock dutiieh periods. Options to purchase 9,
shares of common stock at an average exercise @rik@43 for the year ended December 31, 2002 wetgtanding during such years but
not included in the computation of diluted earnipgs common share because the options' exercisespsiere greater than the average m
price of the common shares, and therefore, thégcefvould be antidilutive.
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NOTE 9--OTHER CONTINGENCIES

We have a $18,000,000 bank line of credit on wiiehmay draw to meet short-term liquidity requiretsan excess of internally generated
cash flow. Amounts drawn under the line of credi payable on demand. At December 31, 2004 there meborrowings under the line of
credit. However, at such date, we had outstand$52925,000 (increased to $17,925,000 on Febria2905) irrevocable standby letter of
credit which relates to payment obligations underinsurance programs. As a result of the lettaredit issued, the amount available under
the line of credit was reduced by $15,925,000 atelbeber 31, 2004. The line of credit requires usatisfy several financial covenants. We
are in compliance with all financial covenants acBmber 31, 2004 and expect to continue to remainmpliance with all such financial
covenants. This line of credit expires on June2B05. We believe the line of credit will be renevatdhat time.

We provide our services in 42 states and numemma taxing jurisdictions within those states. Gamsently, the taxability of our services is
subject to various interpretations within thesésflictions. In the ordinary course of businessjrasgliction may contest our application and
reporting requirements of its tax code to our s&rsj which may result in additional tax liabilitidss of December 31, 2004, we have
unsettled tax assessments (including interestt) flem various state taxing authorities of $2,800 ($1,800,000, net of federal income
taxes). Although we intend to vigorously defend pasitions that the assessments are without mezihave recorded a reserve at December
31, 2004 of $900,000 ($590,000, net of federal imedaxes), for these assessments where we couttheest tax settlement is probable and
the range of such settlement. In other tax matbesause of the uncertainties related to both tblegble outcome and amount of probable
assessment due, we are unable to make a reasestiblate of a liability. We do not expect the reioh of any of these matters, taken
individually or in the aggregate, to have a matexibverse effect on our financial position or résolf operations.

We are involved in miscellaneous claims and lifga@rising in the ordinary course of business.Wkeve that these matters, taken
individually or in the aggregate, would not havenaterial adverse affect on our financial positiomesults of operations.

The Balance Budget Act of 1997 changed Medicaripat a number of ways, most notably the phasmgffective July 1, 1998, of a
Medicare Prospective Payment System for skillegingrfacilities which significantly changed the manand the amounts of reimbursement
they receive. Many of our clients' revenues aréljigontingent on Medicare and Medicaid reimbursenfiending rates. Therefore, they hi
been and continue to be adversely affected by @saimgapplicable laws and regulations, as welltasrdrends in the lonterm care industry
This has resulted in certain of our clients filiiog bankruptcy protection. Others may follow. Thésetors in addition to delays in payments
from clients, have resulted in and could contirmeesult in significant additional bad debts in tear future.

NOTE 10--ACCRUED INSURANCE CLAIMS

We have a Paid Loss Retrospective Insurance Ptagefeeral liability and workers' compensation iaswwe. Under these plans, pre-
determined loss limits are arranged with our insoeacompany to limit both our per occurrence caglag and annual insurance plan cost.

We regularly evaluate our claims payt experience, present value factor and otheorfacelated to the nature of specific claims invarg at
the basis for our accrued insurance claims estin@aie evaluation is based primarily on current infation derived from reviewing our
claims experience and industry trends. In the etfettour claims experience and/or industry traredsilt in an unfavorable change, it would
have an adverse effect on our results of operadoddinancial condition.

For workers' compensation, we record a reservedbas¢he present value of future payments, inclgidin estimate of claims incurred but
reported, that are developed as a result of awesfeour historical data and open claims. The aedrimsurance claims were reduced by
approximately $935,000, $1,287,000 and $1,784,6@kaember 31, 2004, 2003 and 2002, respectivedyder to record the estimated
present value at the end of each year using ani§@6uht factor over the estimated remaining paypauiod.
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For general liability, we record a reserve for #stimated amounts to be paid for known claims.
NOTE 11--EMPLOYEE BENEFIT PLANS
Employee Stock Purchase Plan

Since January 1, 2000, we have had a non-compengatployee Stock Purchase Plan ("the ESPP") faligible employees. All full-time
and certain part-time employees who have complketed/ears of continuous service with us are eli@iiol participate. The ESPP was
implemented through four annual offerings. Thet fnisnual offering commenced on January 1, 2000F€bruary 12, 2004 (effective January
1, 2004), our Board of Directors extended the E&PRAn additional eight annual offerings. All futuannual offerings likewise commence
and terminate on the respective year's first asidciaendar day. Under the ESPP, we are authatdzisdue up to 1,200,000 shares of our
common stock to our employees. Furthermore, urdeterms of the ESPP, eligible employees can cheade year to have up to $25,000 of
their annual earnings withheld to purchase our ComBtock. The purchase price of the stock is 85%h@fower of its beginning or end of
the plan year market price.

As a result of the 2004, 2003 and 2002 annualioffer a total of 60,000 shares, 48,000 shares &8 shares of our Common Stock were
purchased at $10.76, $7.59 and $5.67 per commaa 8ha004, 2003 and 2002, respectively, undeEtBBP. The 2004, 2003 and 2002
annual offerings' shares were issued on Januar@0D®, January 9, 2004 and January 8, 2003, regplgct

Retirement Savings Plan

Since October 1, 1999, we have had a retirememgsplan for non-highly compensated employees"®&P") under Section 401(k) of the
Internal Revenue Code. The RSP allows eligible eygas to contribute up to fifteen percent (15%thefr eligible compensation on a e
basis. There is no match by the Company.

Deferred Compensation Plan

Since January 1, 2000, we have had a Supplemex¢aliBve Retirement Plan (the "SERP") for certagy kxecutives and employees. The
SERP is not qualified under section 401 of thermERevenue Code. Under the SERP, participantsdeer up to percent 15% of their
income on a pre-tax basis. As of the last day ohgdan year, each participant will receive a 25%iah of their deferral in our Common
Stock based on the then current market value. SERi#ipants fully vest in our matching contributtithree years from the first day of the
initial year of participation. The income defer@ud our matching contribution are unsecured angestto the claims of our general
creditors. The amounts expensed under the SERRgdilng years ended December 31, 2004, 2003 andv2®@2$280,000, $238,000 and
$288,000, respectively. We funded such expensedirthe reissuance to the SERP's trustee of 13/@@@s, 19,000 shares and 23,000
shares of our treasury stock for the years endegmber 31, 2004, 2003 and 2002, respectively.dratgregate, since initiation of the SE
100,000 shares ( including the 2004 funding of ehaelivered in 2005) held by the trustee are ateolfor at cost, as treasury stock. At
December 31, 2004, 66,000 of such shares are viestiee respective participants' accounts.

The SERP's trust account had a balance of $4,0862$20848,000 and $1,476,000 at December 31, ZMB and 2002, respectively. The
account's investments are recorded at their fairewahich is based on quoted market prices. Acogigli we recorded unrealized gains of
$336,000 and $418,000 for the years ended Decedlb@004 and 2003, respectively. For the year efid@mber 31, 2002, we recordec
unrealized loss of $162,000.
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NOTE 12--SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED)

Three Months Ended

March 31 June 30 September 30  December
2004
Revenues $ 106,622,0 00 $ 110,489,000 $ 112,324,000 $ 113,13
Operating costs and expenses $ 101,463,0 00 $ 105,101,000 $ 106,611,000 $ 107,06
Income before income taxes $ 53520 00 $ 5,694,000 $ 6,006,000 $ 6,65
Net income $ 3,318,0 00 $ 3,530,000 $ 3,724,000 $ 4,12
Basic earnings per common share(1) $ . 19 $ 20 $ 21 $
Diluted earnings per common share(1) $ . 18 $ 19 8 20 $
Cash dividends per common share $ . 05 $ .06 $ 07 $
2003
Revenues $ 89,531,0 00 $ 92,806,000 $ 95,878,000 $ 101,50
Operating costs and expenses $ 85,488,0 00 $ 88,712,000 $ 91,761,000 $ 97,69
Income before income taxes $ 4,243 00 $ 4,285,000 $ 4,486,000 $ 4,50
Net income $ 2,546,0 00 $ 2,661,000 $ 2,803,000 $ 2,85
Basic earnings per common share(1) $ . 15 $ 16 $ 16 $
Diluted earnings per common share(1) $ . 14 $ 15 8 16 $
Cash dividends per common share $ - $ - 3% 04 $

(1) Year-to-date earnings per common share amaoaysdiffer from the sum of quarterly amounts duestanding.
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MANAGEMENT'S ANNUAL REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING

The management of the company is responsible fabkshing and maintaining adequate internal cdmtver financial reporting. Internal
control over financial reporting is defined in Rdl@a-15(f) and 15d5(f) promulgated under the Securities ExchangeofAd934 as a proce
designed by, or under the supervision of, the Campgarincipal executive and principal financiaficérs and effected by the Company's
board of directors, management and other persottmptpvide reasonable assurance regarding thabilly of financial reporting and the
preparation of financial statements for externappsges in accordance with generally accepted atioguprinciples and includes those
policies and procedures that:

1. Pertain to the maintenance of records thatasarable detail accurately and fairly reflect tia@sactions and dispositions of assets of the
Company;

2. Provide reasonable assurance that transactiens@rded as necessary to permit preparatiomardial statements in accordance with
generally accepted accounting principles, andréipts and expenditures of the Company are beadg only in accordance with
authorizations of management and directors of tmepany; and

3. Provide reasonable assurance regarding prewenttibmely detection of unauthorized acquisitioge or disposition of the Company's
assets that could have a material effect on ttenéial statements.

The Company's management assessed the effectivafrtbesCompany's internal control over financgpaorting as of December 31, 2004. In
making this assessment, the Company's managenahthescriteria set forth by the Committee of Sjpoimg Organizations of the Treadway
Commission in Internal Control-Integrated Framework

Under the supervision and with the participatiomof management, including our principal executffecer and principal financial officer,
we conducted an evaluation of our internal contka@r financial reporting, as prescribed abovethierperiods covered by this report. Based
on our evaluation, our principal executive offieed principal financial officer concluded that tBempany's internal control over financial
reporting is effective.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or d¢taisstatements. Projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

The Company's independent auditors have attestesdoreported on, management's evaluation ofdhmpany's internal control over
financial reporting. This report appears on page 41

/'s/ Daniel P. MCartney /sl Janes L. Di Stefano
Dani el P. MCartney James L. Di Stefano

Chi ef Executive O ficer Chi ef Financial Oficer
March 10, 2005 March 10, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Stockholders and Board of Directors
Healthcare Services Group, Inc.

We have audited the accompanying consolidated balsineets of Healthcare Services Group, Inc. absidiaries as of December 31, 2004
and 2003, and the related consolidated stateméimesame, cash flows, and stockholders' equityefach of the three years in the period
ended December 31, 2004. These consolidated fialasteitements are the responsibility of the Comjsamanagement. Our responsibility is
to express an opinion on these consolidated fimhstatements based on our audits.

We conducted our audits in accordance with starsdafrthe Public Company Accounting Oversight Bo@tdited States). Those standards
require that we plan and perform the audit to abtaasonable assurance about whether the consalifiancial statements are free of
material misstatement. An audit includes examingrga test basis, evidence supporting the amouttsliaclosures in the consolidated
financial statements. An audit also includes assgsbe accounting principles used and signifiesiimates made by management, as well as
evaluating the overall consolidated financial stegat presentation. We believe that our audits pieveai reasonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of Healthcare Services Group, Inc. and subsidiatié3ecember 31, 2004 and 2003 and the consolidesetts of their operations and their
consolidated cash flows for each of the three yiatise period ended December 31, 2004, in confiyrmith accounting principles generally
accepted in the United States of America.

We also have audited, in accordance with the stasdi the Public Company Oversight Board (Unit¢atés), the effectiveness of
Healthcare Services Group, Inc.'s internal cordv@lr financial reporting as of December 31, 20@&edl on criteria established in Internal
Control--Integrated Framework issued by the Conwaitif Sponsoring Organizations of the Treadway Cimsion and our report dated
March 10, 2005 expressed an unqualified opinioreibre

/sl Grant Thornton LLP

Edi son, New Jersey

March 10, 2005
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Stockholders and Board of Directors
Healthcare Services Group, Inc.

We have audited management's assessment, includeel accompanying Management Report on InternatrGloOver Financial Reporting,
that Healthcare Services Group, Inc. and Subseatiariaintained effective internal control over ficiahreporting as of December 31, 2004,
based on criteria established in Internal Contnédédrated Framework issued by the Committee of Sgrimg Organizations of the Treadway
Commission (the COSO criteria). The Company's mamesmt is responsible for maintaining effective ing& control over financial reporting
and for its assessment of the effectiveness ofriateontrol over financial reporting. Our respduildy is to express an opinion on
management's assessment and an opinion on théwdfexss of the Company's internal control oveariitial reporting based on our audit.

We conducted our audit in accordance with the stadsdof the Public Company Accounting Oversighti8dé@/nited States). Those stande
require that we plan and perform the audit to ebtaasonable assurance about whether effectivenalteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordver financial reporting, evaluating
management's assessment, testing and evaluatidgsfgn and operating effectiveness of internatrobrand performing such other
procedures as we considered necessary in the dtanoes. We believe that our audit provides a redse basis for our opinion.

A Company's internal control over financial repagtis a process designed to provide reasonablesagsuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A Company's internal control over fioa reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshef assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financékstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the Company are being madeinrdgcordance with authorizations of
management and directors of the Company; and Rjige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the Compang&ets that could have a material effect on then@iizé statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods atgexct to the risk that controls may become inadegjbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, management's assessment that HeadtlServices Group, Inc. and Subsidiaries maietb@ifective internal control over
financial reporting as of December 31, 2004, idyatated, in all material respects, based oSO criteria. Also, in our opinion, the
Company maintained, in all material respects, &ffednternal control over financial reporting dslecember 31, 2004, based on the COSO
criteria.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the consolidated
balance sheets of the Company as of December 84, &td 2003, and the related consolidated statsnoéiticome, cash flows, and
stockholders' equity, for each of the three yeaithé period ended December 31, 2004, and ourtrdptrd March 10, 2005 expressed an
unqualified opinion thereon.

/sl Grant Thornton LLP

Edi son, New Jersey

March 10, 2005
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December 31, 2004 there were 17,515,000 of the @ogip common shares issued and outstanding. AstobiBry 25, 2005 there were 570
holders of record of the common stock, includintdecs whose stock was held in nominee name by bsakeother nominees. It is estimated

that there are 3,500 beneficial holders.
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2004 High 2004 Low 20 03 High 2003 Low
1st Qtr. $ 17.00 $ 1265 $ 931 $ 7587
2nd Qtr. 16.85 14.79 9.35 7.49
3rd Qtr. 18.62 15.20 11.40 9.30
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AVAILABILITY OF FORM 10-K

A copy of Healthcare Services Group, Inc.'s 2004ual Report on Form 10-K, as filed with the Sedesiand Exchange Commission is
available on the Company's website "www.hcsgcorp’céddditionally, it will be provided without chaegto each shareholder making a
written request to the Investor Relations Departroéthe Company at its Corporate Offices.



SIGNATURES

Pursuant to the requirements of Section 13 or 1&{(the Securities and Exchange Act of 1934, thgi®eant has duly caused this report tc
signed on its behalf by the undersigned, thereduatyp authorized.

Dated: March 10, 2005 HEALTHCARE SERVI CES GROUP, | NC.
(Regi strant)

By: /s/ Daniel P.MCartney

Dani el P. MCartney
Chi ef Executive Oficer and
Chai rman of the Board

Pursuant to the requirements of the SecuritiesEatiange Act of 1934, this report has been sigméalbby the following persons and in the
capacities and on the date indicated:

Si ghat ure Title Dat e

/s/ Daniel P. MCartney Chi ef Executive March 10, 2005
----------------------- O ficer and Chairman
Dani el P. MCartney

/sl Joseph F.McCartney Director and Vice March 10, 2005
----------------------- Presi dent
Joseph F. McCartney

/sl Barton D. Wi sman Director March 10, 2005

Barton D. Wi sman

/sl Robert L. Frone Di rector March 10, 2005

Robert L. Frone

/sl Thomas A. Cook Director, President March 10, 2005
----------------------- and Chi ef Operating

Thomas A. Cook O ficer

/sl John M Briggs Di rector March 10, 2005

John M Briggs

/sl Robert J. Moss Director March 10, 2005

Robert J. Moss

/s/ James L. Di Stefano Chi ef Fi nanci al March 10, 2005
----------------------- Oficer and

James L. Di Stefano Treasurer

/sl Richard W Hudson Vi ce President- March 10, 2005
----------------------- Fi nance, Secretary

Ri chard W Hudson and Chi ef Accounting
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated March 10, 20@®naganying the consolidated financial statementissshedule included in the Annual
Report of Healthcare Services Group, Inc. and sligrsés on Form 10-K for the year ended Decembef3@4. We hereby consent to the
incorporation by reference of said reports in ihn@¢st-Effective Amendment No. 1 to the RegistmatStatement (Forms S-8 No. 33-35915)
pertaining to the Incentive Stock Option Plan amelXlon-Qualified Stock Option Plans of Healthcageviges Group, Inc. and subsidiaries,
(il) Registration Statement (Form S-8 No. 333-9283&rtaining to the Employee Stock Purchase Planeferred Compensation Plan of
Healthcare Services Group, Inc. and subsidiani@sRegistration Statement (Form S-8 No. 333-103)06iv) Registration Statement (Form
S-8 No. 333-46656) (v) Registration Statement (F8H&No. 33-58765) (vi) Registration Statement (F&-8 No. 333-107467) and (Vvii)
Registration Statement (Form S-3D No. 333-108182).

/sl Grant Thornton LLP
Edi son, New Jersey
March 10, 2005
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REPORT OF INDEPENDENT REGISTERD PUBLIC
ACCOUNTING FIRM ON SCHEDULE

Board of Directors and Stockholders
HEALTHCARE SERVICES GROUP, INC.

In connection with our audits of the consolidatiedficial statements of Healthcare Services Graup,dnd subsidiaries, referred to in our
report dated March 10, 2005, which is includechia 2004 Annual Report to Shareholders and is imratpd by reference in Form 10-K, we
have also audited Schedule Il for each of the thieaes in the period ended December 31, 2004. impinion, this schedule presents fairly,
in all material respects, the information requitedbe set forth therein.

/sl Grant Thornton LLP
Edi son, New Jersey
March 10, 2005
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CERTIFICATIONS

Exhibit 31.1

I, Daniel P. McCartney, Chief Executive Officerytify that:

1. I have reviewed this annual report on Form 16fKlealthcare Services Group, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dacimit to state a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this annual report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures ( as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedoresiused such disclosure controls and procedoifes designed under our supervisiol
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig annual report is being prepared;

b) designed such internal control over financigmting, or caused such internal control over faiahreporting 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 registraligdosure controls and procedures and presentiisiannual report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyaport based on such evaluation and;



d) disclosed in this report any change in the tegis's internal control over financial reportiiat occurred during the registrant's fourth
fiscal quarter that has materially affected, aei@sonably likely to materially affect, the regasit's internal control over financial reporting;
and

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiioiiernal control over financial reporting,
to the registrant's auditors and the audit committithe registrant's Board of Directors:

a) all significant deficiencies and material weads®s in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefreeincial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant's internal
control over financial reporting
Date: March 10, 2005
/'s/ Daniel P. MCartney

Dani el P. MCartney

Chi ef Executive Oficer



Exhibit 31.2
I, James L. DiStefano, Chief Financial Officer,tdgrthat:
1. | have reviewed this annual report on Form 16tkKlealthcare Services Group, Inc.;

2. Based on my knowledge, this annual report doésantain any untrue statement of a material dactmit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the period
covered by this annual report;

3. Based on my knowledge, the financial statememid,other financial information included in thisnaial report, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this annual report;

4. The registrant's other certifying officer anar¢ responsible for establishing and maintainisgldsure controls and procedures ( as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and have:

a) designed such disclosure controls and procedoresiused such disclosure controls and procedortes designed under our supervisiol
ensure that material information relating to thgiserant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig annual report is being prepared;

b) designed such internal control over financigloming, or caused such internal control over faialhreporting to be designed under our
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

c) evaluated the effectiveness of the registralidslosure controls and procedures and presentiisiannual report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyeport based on such evaluation and;

d) disclosed in this report any change in the tegyi's internal control over financial reporting



that occurred during the registrant's fourth fispadrter that has materially affected, or is reabbnlikely to materially affect, the registrant's
internal control over financial reporting; and

5. The registrant's other certifying officer anablve disclosed, based on our most recent evaluatiioiiernal control over financial reporting,
to the registrant's auditors and the audit committithe registrant's Board of Directors:

a) all significant deficiencies and material weads®s in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefpmaincial information; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting

Date: March 10, 2005

/s/ Janes L. Di Stefano

James L. Di Stefano

Chief Financial Oficer



Exhibit 32.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (18 U.S.C. Sec 1350), the undersigned, DéniMcCartney, Chief Executive
Officer of Healthcare Services Group, Inc., a Pglvasia corporation (the "Company"), does herehyifye to his knowledge, that:

The Annual Report on Form 10-K for the year endeddinber 31, 2004 of the Company (the "Report"yfaiimplies with the requirements
of

Section 13(a) or 15(d) of the Securities Exchangeoh 1934, and the information contained in th@&tefairly presents, in all material
respects, the financial condition and results @rapons of the Company.

/'s/ Daniel P. MCartney

Dani el P. MCartney
Chi ef Executive Oficer

March 10, 2005



Exhibit 32.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER

Pursuant to Section 906 of the Sarbanes-Oxley A2002 (18 U.S.C. Sec 1350), the undersigned, JamB&Stefano, Chief Financial
Officer of Healthcare Services Group, Inc., a Pglvasia corporation (the "Company"), does herehyifye to his knowledge, that:

The Annual Report on Form 10-K for the year endeddinber 31, 2004 of the Company (the "Report"yfaiimplies with the requirements
of Section 13(a) or 15(d) of the Securities ExcleaAgt of 1934, and the information contained in Report fairly presents, in all material
respects, the financial condition and results @rafions of the Company.

/sl James L. Di Stefano

James L. Di Stefano
Chi ef Financial Oficer

March 10, 2005



