SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)

(X) ANNUAL REPORT PURSUANT TO SECTION 13 or 15(dfFO’'HE
SECURITIES EXCHANGE ACT OF 1934 (FEE REQUIRED)
For the fiscal year ended December 31, 2003
OR
() TRANSITION REPORT PURSUANT TO SECTION 13 OR Dj(OF THE
SECURITIES EXCHANGE ACT OF 1934 (NO FEE REQUIRED)
For the transition period from to

Commission File No. 0-12015

HEALTHCARE SERVICES GROUP, INC.

(Exact name of registrant as specified in its @rart

Pennsylvania 232018365

(State or other jurisdiction of (IRS Emp loyer Identification No.)
incorporated or organization)

3220 Tillman Drive, Suite 300, Bensalem, PA 19020
(Address of principal executive offices) (Zip code)

Registrant's telephone number, including area c@ié) 639-4274
Securities registered pursuant to Section 12(b) diie Act:

Nam e of Each Exchange
Titles of Each Class on Which Registered

Securities registered pursuant to Section 12(g) ¢ie Act:

Shares of Common Stock ($.01 par value)
Title of Class

Indicate by check mark whether the registrant ¢ filed all reports to be filed by Section 13 &(d) of the Securities Exchange Act of 1934
during the preceding 12 months (or for such shqreiod that the registrant was required to filetsteports), and (2) has been subject to
filing requirements for the past 90 days. YES X NO

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K is oontained herein, and will not be
contained, to the best of the Registrant's knowdedgdefinitive proxy or information statementsanporated by reference in Part Il of this
Form 10-K or any amendment to this Form 10-K.

YES X NO
Indicate by check mark whether the registrant ia@relerated filer (as defined in Rule 12b-2 ofAlet).

YES X NO



The aggregate market value of voting stock (Comgimtk, $.01 par value) held by non-affiliates af Registrant as of June 30, 2003 was
approximately $140,791,470. Indicate the numbeshafres outstanding of each of the registrant'setasf common stock, as of the latest
practicable date: At February 25, 2004 there weitstanding 11,616,202 shares of the Registrantisn@mn Stock, $.01 par value.

DOCUMENTS INCORPORATED BY REFERENCE

The information required by Part Il of Form ¥Owill be incorporated by reference to certain mor$ of a definitive proxy statement whict
expected to be filed by the Registrant pursuaRedgulation 14A within 120 days after the closetsfiiscal year.



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 |. 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 1,500 facilities
in 43 states and Canada as of December 31, 2003.

(b) Segment Information

The information called for herein is incorporatadreference to the Company's Annual Report to Stwdders for the year ended December
31, 2003, 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 ingutur labor force is also interchangeable witlpees to each of these services, with the
exception of food services. Although there are maimylarities in the nature of the services perfednthere are some significant differences
in the specialized expertise required of the psifesl management personnel responsible for daliyéhe respective services. We believe
each service provides opportunity for growth. AtBmber 31, 2003, one client, Beverly Enterprises,, laccounted for approximately 23%
of our total consolidated revenues. In 2003, wéveddrfrom such client approximately 23% and 22%hef housekeeping, laundry, linen and
other services, and food services segments' regerespectively.

Housekeeping services. Housekeeping services ikmest service sector, representing approxim&@dp or $223,302,834 of total
consolidated revenues in 2003. It involves cleanitiginfecting and sanitizing resident areas infétudities. In providing services to any
given client facility, we typically hire and trathe hourly employees who were employed by suchitiapirior 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 ggalnd 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 25% or $93,256,88dtalfconsolidated revenues in 2003.
Laundry services involves laundering and processfrtge residents' personal clothing. We providamtiy service to all of our housekeeping
clients. Linen services involves providing laundgrand processing of the sheets, pillow caseskétantowels, uniforms and assorted linen
items used by the facilities. At some facilitieatthtilize our linen service, we installed our ogguipment. Such installation generally reqt
an initial capital outlay by us ranging from $5000 $250,000 depending on the size of the facilitgtallation and construction costs, and
the amount of equipment required. We could inclocation or other costs in the event of the caatielh of a linen service agreement where
there was an investment by us in a correspondingdiy installation. The hiring, training and sugsion of laundry and linen services' hot
employees are similar to, and performed by the samr@agement personnel who perform housekeepingssrv

From January 1, 2001 through December 31, 2003senvices were cancelled by 43 facilities with extfio which we had previously
invested in a laundry installation. Laundry instéiins relating to facilities where such serviceeaments were cancelled in 2002 and 2001
resulted in our receiving approximately $8,000 &ad,000, respectively, less than the net amouwhath these assets were recorded on our
balance sheet. In the year ended December 31, BAORIry installations, relating to clients whosevice agreements with us were
terminated, were sold to our clients for an amaunmxcess of the net amount recorded on our balgineet. In some instances we own linen
supplies, and we maintain a sufficient inventoryhafse items in order to ensure their availabilite provide linen supplies to approximately
twenty per cent of the facilities for which we pide housekeeping services.

Food services. In 1997, we began providing foodises which represents approximately 16% or $618XY of total consolidated revenues
in 2003. Food services consist of the developmEatmenu that meets the residents' dietary neemlshasing and preparing the food to
assure that residents receive an appetizing meglparticipation in monitoring the residents' onagonutrition 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 conmsgilservices to facilities to assist them in upagtind cost containment with respect to food
service operations.

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 distributolaohdry equipment) sell laundry installations to olients which generally represent the
construction and installation of a turn-key opematiwe generally offer payment terms, ranging fi@8rto 60 months. There were no service
agreement cancellations in 2003, 2002 or 2001 ieyts who purchased laundry installations fromDusing the years 2001 through 2003,
laundry installation sales were not material to @perating results as we prefer to own such lauirdillations in connection with
performance of our service agreements.



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

Vice President - Operations

|
Divisional Vice President
(4 Divisions)
|
Regional Vice President/Manager
(30 Regions)
|
District Manager
(148 Districts)
|
Training Manager
|

Facility Manager and Assistant Facility Manager

Each facility is managed by an on-site Facility lger, an Assistant Facility Manager, and if neagssalditional supervisory personnel.
Districts, typically consisting of from eight to élve facilities, are supported by a District Managed a Training Manager. District Managers
bear overall responsibility for the facilities withtheir districts. They are generally based wittlimse proximity to each facility. These
managers provide active support to clients in i the support provided by our on-site managemiaining Managers are responsible
for the recruitment, training and development afiftyg Managers. At December 31, 2003 we maintaiB8@degions within four divisions. A
division consists of a number of regions withirnpadfic geographical area. Divisional Vice Presidananage each division. Each region is
headed by a Regional Vice President/Manager. Segiens have a Regional Sales Director who assunresny responsibility for marketir
our services. Regional Vice President/Managersrtépdivisional Vice Presidents who in turn reptrthe President or Vice President of
Operations. We believe that our divisional, reglaral district organizational structure facilitatag ability to obtain new clients, and our
ability to sell additional services to existingetits.



Market

The market for our services consists of a largebmmof facilities involved in various aspects of thealth care industry including, nursing
homes, retirement complexes, rehabilitation cerdatshospitals. 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 increase as a percentage of thedJ8iiates population and as government reimburdgroéaies require increased cost con
or containment by constituents of our targeted retark

In 2003 the long-term care market consisted of @prately 23,000 facilities, according to estimatéthe Department of Health and Human
Services. The facilities primarily range in sizerfr small private facilities with 65 beds to faddg with over 500 beds. We market our
services primarily to facilities with 100 or moreds. We believe that approximately eight percembrg-term care facilities currently use
outside providers of housekeeping and laundry sesvi

Marketing and Sales

Our services are marketed at four levels of ouaoizption: at the corporate level by the Chief Exiee Officer, President and the Vice

President of Operations; at the divisional leveDiyisional Vice Presidents; at the regional lelglthe Regional Vice Presidents/Managers
and Regional Sales Directors; and at the dis&ietll by District Managers. We provide incentive pemsation to our operational personnel
based on achieving budgeted earnings and to ouoRadsales Directors based on achieving budgedetireys 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 regagdiur services and survey of the service requinesnef 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.
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Government Regulation of Clients

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

Under BBA, participating nursing facilities arem#ursed 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 piatien

In November 1999, Congress passed BBRA which peal/gbme relief (since expired) for certain redutti;n Medicare reimbursement
caused by the Prospective Payment System ("PPS").

The overall effect of these laws, as well as othexds in the long term care industry have andccadiversely affect the liquidity of the
Company's clients resulting in their inability t@ke payments on agreed upon payment terms.

The BBA included provisions affecting Medicaid aegpealed the "Boren Amendment" federal paymentdst@hfor Medicaid payments to
nursing facilities. With the repeal of the fedgralyment standards, there can be no assuranceuttgethconstraints or other factors will not
cause states to reduce Medicaid reimbursementsrsing homes or that payments to nursing homeseilhade on a timely basis. BIPA
enacted a phase out of certain governmental tremifat may reduce federal support for a numbstaié Medicaid plans. The reduced
federal payments may impact aggregate availablésfuequiring states to further contain paymenizrtwiders.

Although PPS directly affects how clients are faidcertain services, we do not directly particgpat any government reimbursement
programs. Accordingly, all of our contractual redaships with our clients continue to determine ¢hents' 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 BfREother trends in the long-term care industryciviiave resulted in certain of our clients
filing for bankruptcy protection. Others may folldgee " Liquidity and Capital Resources").

The prospects for legislative relief is uncertdife are unable to estimate the ultimate impact gfdmanges in reimbursement programs
affecting our clients future results of operatiamsi/or its impact on our cash flows and operations.
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Service Agreements/Collectiot

We primarily provide our services pursuant to &givice agreements with our clients. In a full sEnagreement, we assume both
management and payroll responsibility for the hphdusekeeping, laundry, linen, facility maintenaiand food service employees. For a
limited number of clients, we provide services ba basis of a management only agreement. In suelemgnts, our services are comprise
providing on-site management personnel, while therlly and staff personnel remain employees of gspective client.

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 payn@bponsibility for its hourly employees. Substdhtiall of our agreements are full service
agreements. These agreements typically provida ore year term, cancelable by either party upoor 3@ days' notice after the initial 90-
day period. As of December 31, 2003, we providedises to approximately 1,500 client facilities.

Although the service agreements are cancelabl&amn 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 agreesrtemte not materially affected either our
linen services, which generally require a capitaestment, or laundry installation sales, whicturegjus to finance the sales price. Such risks
are often mitigated by certain provisions set fantthe agreements entered into by us.

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 from certain of our clients. Therefore, weehsometimes been required to extend the
period of payment for certain clients beyond caettral terms. These clients include those in bartksyghose 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 $4,550,000, $6,050,000
and $5,445,000 in the years ended December 31, 2002 and 2001, respectively (see Schedule lluatadn and Qualifying Accounts, for
yearend balances). These provisions represent 1.28% and 1.9% as a percentage of revenue for the gealed December 31, 2003, 2002
and 2001, respectively. In making its credit evatues, in addition to analyzing and anticipatindgyexe possible, the specific cases described
above, management considers the general collegsks associated with trends in the long-term ardestry. We also establish credit limits,
as well as perform ongoing credit evaluations aogitoraccounts to minimize the risk of loss. Notwtianding our efforts to minimize our
credit risk exposure, our clients could be advgrafected if future industry trends, as discussetfiovernment Regulation of Clients" and
"Risk Factors", change in such a manner as to ivefjgimpact their cash flows. If our clients exjggrce such significant impact in their cash
flows, it could have a material adverse effect anresults of operations and 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 the existingeagents based upon the quality and dependabiliyio$ervices and the cost savings we
believe we can usually effect for existing and refients.

Employees

At December 31, 2003, we employed approximatelp3@anagement, office support and supervisory paedoOf these employees, 313
held executive, regional/district management afid@bupport positions, and 2,940 of these salaiagloyees were on-site management
personnel. On such date, we employed approximéateli33 hourly employees. Many of our hourly empesyevere previously support
employees of our clients. We manage, for a limitachber of our client facilities, the hourly emplegevho remain employed by certain of
our clients.

Approximately 18% of our hourly employees are uired. These employees are subject to collectivgaiaing agreements that are
negotiated by individual facilities and are assenteby us, so as to bind us as an "employer" utideagreements. We may be adversely
affected by relations between our client facilitiesl the employee unions. We are a party to a isgdtcollective bargaining agreement with
a limited number of employees at a few facilitiesviced by us. We believe our employee relatiorssatisfactory.

Website Access

Our website address is "www.hcsgcorp.com.” Oundii with the Securities and Exchange CommissioBC"}, as well as other pertinent
financial and Company information are available@tost on our website as soon as reasonably gabtiafter the filing of such reports w
the SEC.

(d) Risk Factors

Certain matters discussed in this report include/dod-looking statements that are subject to rakd 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 providing our services exclusivelythe health care industry, primarily providers afdeterm care; credit and collection risks
associated with this industry; one client accounfor 23% of revenue in 2003; our claims experiemrtated to workers' compensation and
general liability insurance; the effects of chanigeegulations governing the industry and the gmedsk factors described in Part | hereof
under "Government Regulation of Clients", "Sendggreements/Collection” and "Competition". Many efr@lients' revenues are highly
contingent on Medicare and Medicaid reimbursemeandiihg rates, which have been and continue to beraely affected by the change in
Medicare payments under the 1997 enactment of RBSubsequent refinements. That change, and thefaubstantive reimbursement
funding rate reform legislation, as well as othrentls in the longerm care industry have resulted in certain ofaiants filing for bankruptc
protection. Others may follow. Any decisions by gevernment to discontinue or adversely modifydkion related to reimbursement
funding rates will have a material adverse affecoar clients. These factors, in addition to deliaysayments from clients have resulted in
and could continue to result in significant addiabbad debts in the near future. Additionally, operating results would also be adversely
affected if unexpected increases in the costshafrland labor related costs, materials, suppliéseguipment used in performing our services
could not be passed on to clients.



In addition, we believe that in order to improve tinancial performance we must continue to ob&srnvice agreements with new clients and
provide additional services to existing clientd)iage modest price increases on current serviggeaggnts with existing clients and maintain
internal cost reduction strategies at our variquesrational levels. Furthermore, we believe thatahility to sustain the internal development

of managerial personnel is an important factor ictipg future operating results and successfullycatieg projected growth strategies.

(e) Financial Information About Foreign and DomesSiperations and Export Sales. Not Applicable.
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 term of the lease expires on September 30,.20@%lso lease office space at other locatior®eimsylvania, Connecticut, Florida,
lllinois, California, Colorado, Georgia, AlabamadaNew Jersey. The office sizes range from approtéipd 000 to 2,500 square feet. These
locations serve as divisional or regional offiddene of these leases is for more than a yigar term. In addition, we lease warehouse sp:
Pennsylvania. The warehouse in Pennsylvania censigtpproximately 19,000 square feet. The Penasydwarehouse lease expires on
March 31, 2008. We are also provided with officd atorage space at each of our client facilitieandement does not foresee any
difficulties with regard to the continued utilizati of such premises. Management believes thatleasks are sufficient for the conduct of our
current operations.

We presently own laundry equipment, office furrétand equipment, housekeeping equipment and vehiMignagement believes that all of
such equipment is sufficient for the conduct of ourrent operations.

Item 3. Legal Proceedings.

As of December 31, 2003, 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 coveyddsurance.

8



Item 4. Submission of Matters to a Vote of Securityolders
Not applicable
PART Il

Item 5. Market for Registrant's Common Stock and Réated Security
Holder Matters

(a) Market Information

The Company's common stock, $.01 par value (theri@on Stock") is traded on the NASDAQ National Marggstem. On December 31,
2003, there were 11,524,598 shares of Common Suatskanding.

The high and low bids for the Common Stock durimg tivo years ended December 31, 2003 ranged asvéoll

2003 High 2003 Low
1st Qtr. $13.960 $11.800
2nd Qtr $14.030 $11.240
3rd Qtr. $17.110 $13.950
4th Qtr. $20.161 $15.780

2002 High 2002 Low
1st Qtr. $10.708 $9.540
2nd Qtr $15.450 $11.650
3rd Qtr. $15.750 $11.750
4th Qtr. $13.910 $10.751

(b) Holders

As of February 23, 2004 there were approximately A@ders of record of our common stock, includibgek held in nominee name by
brokers or other nominees. It is estimated thakthee approximately 3,300 beneficial holders.
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(c) Dividends
The Company paid no cash dividends in 2002.

The Company paid regular cash dividends of $.06%a0d per common share for the 2003 second ardi diiarter, respectively. Additional
on January 21, 2004, the Board of Directors dedlareegular cash dividend of $.08 per common shearesh was paid on February 13, 2004
to shareholders of record as of January 31, 20@le¥Xpect to continue the practice of paying regglerterly cash dividends. In connection
with the declaration of cash dividends, we haveptetba Dividend Reinvestment Plan in 2003 for ueyments.

On February 12, 2004, the Company's Board of Dirscpproved a 3 for 2 stock split in the form &0& common stock dividend payable
on March 1, 2004 to holders of its Common Stockegbrd as of the close of business February 23}.280fractional share interests will be
rounded up to the nearest whole number. The effetttis action will be to increase common sharestanding by approximately 5,620,000
to approximately 16,860,800.

Items 6 through 8 - Selected Financial Data, Mameggg's Discussion and Analysis of Financial Conditand Results of Operations and
Financial Statements and Supplementary Data

The information called for herein is incorporatadreference to the Company's Annual Report to Stwdders for the year ended December
31, 2003, copies of which accompany this Report.

Item 9. Changes in and Disagreements with Accountés
on Accounting and Financial Disclosures

Not Applicable
Item 9A. Controls and Procedures

The Company maintains "disclosure controls andgaaes”, as such term is defined in Rules 13a-i8eedSecurities Exchange Act of
1934, as amended (the "Exchange Act"), that arigided to ensure that information required to beld&ed in its reports, pursuant to the
Exchange Act, is recorded, processed, summarizeédegorted within the time periods specified in 8tC's rules and forms, and that such
information is accumulated and communicated tondsagement, including its Chief Executive Officed &rincipal Financial Officers, as
appropriate, to allow timely decisions regarding thquired disclosures. In designing and evaluahieglisclosure controls and procedures,
management has recognized that any controls ameguces, no matter how well designed and operatedprovide only reasonable
assurances of achieving the desired control obgstiand management necessarily is required ty &sgudgment in evaluating the cost
benefit relationship of possible controls and praoes.
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The Company's Chief Executive Officer and Principalancial Officers

(its Principal Executive Officer and Principal Fimtgal Officers, respectively)

have evaluated the effectiveness of its "disclosorgrols and procedures” as of the end of theodardvered by this Annual Report on Form
10-K. Based on their evaluation, the Principal Exee Officer and Principal Financial Officers cdumted that its disclosure controls and
procedures are effective. There were no significaanges in its internal controls or in other festiat could significantly affect these
controls subsequent to the date the controls werkiated.

PART IlI
Item 10. Directors and Executive Officers of the Rgistrant

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 wil2d04 Annual Shareholders' Meeting and to be filehin 120 days of the close of the year
ended December 31, 2003.

The Company has adopted a Code of Ethics and Bissibenduct which applies to all directors and gadaemployees, including the
Company's principal executive, financial and act¢mgnofficers. The Code of Ethics and Business Qeohd posted on the Company website
at www.hcsgcorp.com and is filed as an exhibitis Annual Report on Form 10-K. The Company intetadsatisfy the requirements under
Item 10 of Form 8-K regarding disclosure of amendtado, or waivers from, provisions of our CodeBoiness Conduct and Ethics that
apply, by posting such information on the Compamgbsite. Copies of the Code of Business Condutthics will be provided, free of
charge, upon written request directed to the Sagretiealthcare Services Group, Inc., 3220 Tillbaive, Suite 300, Bensalem PA 19020.

Item 11. Executive Compensation

The information regarding executive compensatidndsrporated herein by reference to the Compatefinitive proxy statement to be
mailed to shareholders in connection with its 28@hual Shareholders Meeting and to be filed with2® days of the close of the fiscal year
ended December 31, 2003.

Item 12. Security Ownership of Certain Beneficial vners and Management

The information regarding security ownership otaigr beneficial owners and management is incorpdrherein by reference to the
Company's definitive proxy statement to be maitedhareholders in connection with its 2004 Annuakhlihg and to be filed within 120 days
of the close of the fiscal year ending December2803.

11



Item 13. Certain Relationships and Related Transa&ns

The information regarding certain relationships agldted transactions is incorporated herein bgregfce to the Company's definitive proxy
statement mailed to shareholders in connection igth004 Annual Shareholders Meeting and to leelfikithin 120 days of the close of the
fiscal year ended December 31, 2003.

Item 14. Principal Accounting Fees and Services

The information regarding principal accounting fees services is incorporated herein by referemt¢ka Company's definitive proxy
statement mailed to shareholders in connection igth004 Annual Shareholders Meeting and to leelfikithin 120 days of the close of the
fiscal year ended December 31, 2003.

PART IV
Item 15. Exhibits, Financial Statements Schedulesd Reports on Form 8-K
(@) 1. Financial Statements

The documents shown below are contained in the @agip Annual Report to Shareholders for 2003 aadrexorporated herein by referer
copies of which accompany this report.

Report of Independent Certified Public AccountaBi@lance Sheets as of December 31, 2003 and 2002.

Statements of Income for the three years endedgee31, 2003, 2002 and 2001. Statements of CastsHbr the three years ended
December 31, 2003, 2002 and 2001. Statement oklsttaers' Equity for the three years ended Decer@beP003, 2002 and 2001. Notes to
Financial Statements.

2. Financial Statement Schedules Included in Réadflthis report:

Report of Independent Certified Public Accountants.
Schedule Il - Valuation and Qualifying Accounts tbe three years ended December 31, 2003, 2002G01d

All other schedules are omitted since they areeqaired, not applicable or the information hasrbieeluded in the Financial Statements or
notes thereto.
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3. Exhibits

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

Exhibit

3.1

3.2

3.3

4.1

4.2

4.3

4.4

Articles of Incorporation of the Registrant,
by reference to Exhibit 4.1 to the Company's
Form S-2 (File No. 33-35798).

Amendment to Articles of Incorporation of th
2000, is incorporated by reference to Exhibi
10-K for the period ended December 31, 2001.

Amended By-Laws of the Registrant as of July
by reference to Exhibit 4.2 to the Company's
Form S-2 (File No. 33-35798).

Specimen Certificate of the Common Stock, $.
Registrant is incorporated by reference to E
Registration Statement on Form S-18 (Commiss

Employee Stock Purchase Plan of the Registra
reference to Exhibit 4(a) of Registrant's Re
S-8 (Commission File No. 333-92835).
Amendment to Employee Stock Purchase Plan
Deferred Compensation Plan is incorporated b

of Registrant's Registration Statement on Fo
333-92835).
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10.1 1995 Incentive and Non-Qualified Stock Optio
incorporated by reference to Exhibit 4(d) of
Registrant, Commission File No. 33-58765.

10.2 Amendment to the 1995 Employee Stock Option
reference to Exhibit 4(a) of Registrant's Re
S-8 (Commission File No. 333-46656).

10.3 1996 Non-Employee Directors' Stock Option PI
of October 28, 1997 is incorporated by refer
10-Q Report for the quarter ended September
on November 14, 1997).

10.4 Form of Non-Qualified Stock Option Agreement
is incorporated by reference to Exhibit 10.9
Statement on Form S-1 (Commission File No. 2

10.5 2002 Stock Option Plan is incorporated by re
the Company's Quarterly Report on Form 10-Q
30, 2002.

10.6 Amendment to 2002 Stock Option Plan is incor
Exhibit 4.1 to the Company's Registration St
(Commission File No. 333-107467)

10.7 Healthcare Services Group, Inc. Dividend Rei
incorporated by reference to the Company's R
S-3 (Commission File No. 333-108182)
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23. Consent of Independent Certified Public Acco
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(b) Reports on Form 8-K
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Selected Financial Date

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

Statements and Notes thereto.

(In thou
Years En
2003
Revenues $379,718
Net income $ 10,860

Weighted average number of common
shares outstanding for basic EPS

Weighted average number of common
shares outstanding for diluted EPS

As of De
Working Capital $113,415
Total Assets ----“-3-5158,328
Stockholders' Equity $121,198
Book Value Per Share $ 10.52
Employees 18,386

sands except for per share data and employees)
ded December 31:

2002 2001 2000 1

$328,500  $284,190 $254,668  $23

$8631 $ 703 $558 $

$ 77 $ 64 $ 51 %

$ 74 $ 64 $ 51 $

11,263 10,928 10,964 1

11,689 11,078 10,983 1

cember 31:

$96,117 $84,089 $74574 $6

$134,296  $120,790 $108,343 $9

$107,881 $98,943 $90,805 $8

$ 966 $ 893 $ 830 $

16,062 15,938 14,811 1
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The following discussion and analysis
should be read in conjunction with
the financial statements and notes thereto.

Management's Discussion and Analysis of Financtaddtion And Results of Operations

Results of Operations

From 1998 through 2003, the Company's revenues grexcompound annual rate of 13.1%. The compaasganized into two business
segments: housekeeping, laundry, linen and othreices ("Housekeeping™) and Food services. Spetificduring this period, our
Company's Housekeeping services' segment grewahpound annual rate of 10.7%, whereas the Foweitsesegment experienced
compound annual growth of 35.8%. This growth inlteisekeeping services' segment was achieved gigirttaough obtaining new clients.
The growth in the Food services' segment, whiclChmpany began providing services in 1997, is atrawslusively from providing such
services to existing clients of the Company's Hkeeping services' segment. Although there can kesaorance thereof, the Company
anticipates future revenue growth due to the stheafjits presence in the long-term health careketaltt is likely though, that its compound
growth rates will decrease as growth is measurathagthe Company's increasing revenue base.

The following table sets forth for the years indéchthe percentage which certain items bear towses

Relatio n to Total Revenues
Years Ended December 31,
2003 2002 2001
Revenues 100.0% 100.0% 100.0%
Operating costs and expenses:
Costs of services provided 88.1 88.2 88.6
Selling, general and administrative 7.6 7.7 7.7
Investment and Interest income 4 2 4
Income before income taxes 4.7 4.3 4.1
Income taxes 1.8 1.7 1.6
Net income 2.9% 2.6% 2.5%

2003 Compared with 2002

Revenues increased 15.6% to $379,718,179 in 20038 $328,499,982 in 2002. Housekeeping serviceghsrgrevenues were $318,539,¢

an increase of approximately 14.7% from 2002 segmex@nues of $277,748,933. This segment's grawmthvenues is primarily a result of a
net increase in service agreements entered intoneiv clients. The Food service's segment reveingesased approximately 20% to
$62,189,163 as compared to 2002 segment reven$ed (§89,228. The Food service's segment revervetlyis a result of providing this
service to existing Housekeeping service's segei@mits. The Company believes that in 2004 bothdé&aeping services, and Food services
segments' revenues, as a percentage of total revenill remain approximately the same as thejpeetve 2003 percentages. Furthermore,
the company expects the sources of growth in 200the respective business segments will be priyntire same as historically experienced.
That is the growth in the Food services' segmeexjected to come from its current Housekeepingaes client base, while growth in the
Housekeeping service's segment will primarily cdroen obtaining new clients.

The Company has one client, a nursing home chdiighain 2003 and 2002 accounted for approximat86 2and 17%, respectively of
consolidated revenues. In 2003, the Company defread such client approximately 23% and 22%, retipely, ~of the Housekeeping
services and Food services' segments' revenuedicdkadly, at December 31, 2003 and 2002, amouuntsfdom such client represented
approximately 1% and 2%, respectively of the Comfsaaccounts receivable balances. Although ~thepamm expects its relationship with
this client to continue, the loss of such clientdbadversely affect the operations of ~the Company

Costs of services provided as a percentage of vegeim 2003 remained essentially unchanged at 88sl@6mpared to 88.2% in 2002. The
primary factors affecting specific variations iretB003 cost of services provided as a percentagevehues and their effect on the slight
decrease are as follows:

decreases of .6% and .4% in bad debt provisionheatth insurance and employee benefits, respécti@éfsetting these decreases, was an
increase of 1.1% in in the cost of supplies conslimegerforming services which resulted primarilgrh an increase in the costs of supplies
of the Housekeeping services' segment.

Selling, general and administrative expenses as@ptage of revenue remained essentially unchaageé% in 2003 as compared to 7.7%
in 2002. This is primarily attributable to the Coamy's ability to control these expenses and comgadhem to a greater revenue base in the
current year.
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Investment and interest income increased approgimn88% to $1,450,688 in 2003 compared to $771idAD02. The increase is attributa
to higher cash balances throughout 2003, as wéaticasased rates of return on investments in tiepemy's deferred compensation trust
account.

The company's 2003 effective tax rate decreas88%wfrom 39.5% in 2002. The decrease primarilyltegtom an increase in tax credits
available to the company . The company believetssiieh tax credit programs will be extended byrdspective legislatures in 2004. The
failure of some or all of the legislatures to extesuch tax credit programs would result in the canys effective tax rate increasing in 2004.
The company's 38% effective tax rate differs fréwa tederal income tax statutory rate principallgdaese of the effect of state and local
income taxes.

As a result of the matters discussed above, 200Bic@me increased to 2.9% as a percentage of uevesmpared to 2.6%~in 2002.

2002 Compared with 2001

Revenues increased 15.6% to $328,499,982 in 2002 $284,189,510 in 2001. The growth in revenugsimarily a result of a net increase
in service agreements entered into with new clieagsvell as providing additional services to entstlients. Additionally, approximately
75% of the revenue growth in 2002 resulted fromGoenpany's Housekeeping services' segment withethaining revenue growth being
generated from the Company's Food service segment.

The company has one client, a nursing home chdiighan 2002 and 2001 accounted for approximat@iband 14%, respectively of
consolidated revenues. With respect to such clieatCompany derived revenues from both operatggents.

Costs of services provided as a percentage of uv@geim 2002 decreased to 88.2% from 88.6% in Z00& primary factors affecting specific
variations in the 2002 cost of services provided asrcentage of revenues and their effect odfitedecrease are as follows: a decrease

of .8% in labor costs, which is primarily a resofitefficiencies achieved in managing the Housekegpervices segment's labor. Offsetting
this decrease was an increase of .5% in worken'gpeasation insurance resulting primarily from thereased payments to claimants covered
under the plan.

Selling, general and administrative expenses as@eptage of revenue were unchanged at 7.7% in@902mpared to 2001. This is
primarily attributable to the Company's abilitydontrol these expenses and comparing them to éegmewenue base in the current year.

Investment and interest income decreased approafyn38% to $771,470 in 2002 compared to $1,247i4@D01. The decrease is
attributable to 2002 interest rates on funds iraekbieing significantly lower as compared to retinn2001, although the Company did have
higher cash balances throughout 2002.

The Company's 2002 effective tax rate increasegghthji to 39.5% from 39% in 2001. The increase imprily attributable to graduated
income tax rates being applied against increasedd®f taxable income. The Company's 39.5% effedtx rate differs from the federal
income tax statutory rate principally because efdffect of state and local income taxes.

As a result of the matters discussed above, 200 c@me increased slightly to 2.6% as a percentdgevenue compared to 2.5% in 2001.

Critical Accounting Policies

The policies discussed below are considered b tirapany's management to be critical to an undetstgrof the Company's financial
statements because their application places thegsigmsficant demands on management's judgment.eftre, it should be noted that
financial reporting results rely on estimating #ffect of matters that are inherently uncertaire®ix risks for these critical accounting
policies are described in the following paragraptes.these policies, management cautions thatdiguents rarely develop exactly as
forecast, and the best estimates routinely reqdjestment.
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The two policies discussed are not intended to tengprehensive list of all of our accounting pa@giln many cases, the accounting
treatment of a particular transaction is specifjcdictated by generally accepted accounting pples, with no need for management's
judgment in their application. There are also areaghich management's judgment in selecting anathailable alternative would n
produce a materially different result. See our taticonsolidated financial statements and notastihe-which are included in this Annual
Report which contain accounting policies and otlisclosures required by generally accepted accogiptiinciples.

Allowance for Doubtful Accounts

The allowance for doubtful accounts is establishetbsses are estimated to have occurred thropgbvasion for bad debts charged to
earnings. The allowance for doubtful accounts &lwated based on management's periodic reviewcoluats and notes receivable and is
inherently subjective as it requires estimates dinatsusceptible to significant revision as mofermation ~becomes available.

The Company has had varying collection experienitie iespect to its accounts and notes receivableenéontractual terms are not met, the
Company generally encounters difficulty in collagtiamounts due from certain of its clients. Thefthe Company has sometimes been
required to extend the period of payment for certdients beyond contractual terms. These clieat®hncluded those in bankruptcy, those
who have terminated service agreements and sloerpaxperiencing financial difficulties. In makiitg credit evaluations, in addition to
analyzing and anticipating, where possible, theifigecases described above, management conshuegeneral collection risks associated
with trends in the long-term care industry. The @amy also establishes credit limits, as well agopeting ongoing credit evaluation and
account monitoring procedures to minimize the fiekloss.

In accordance with the risk of extending credie @ompany regularly evaluates its accounts andsnmeteivable for impairment or loss of
value and when appropriate will provide in its AMance for Doubtful Accounts for such receivabldse Tompany generally follows a poli
of reserving for receivables from clients in bankay, as well as clients, with which the Companiniitigation for collection. The reserve is
based upon management estimates of ultimate doilégt Correspondingly, once the Company's recgwe a receivable is determined
through either litigation, bankruptcy proceedingsiegotiation at less than the recorded amountsdoailance sheet, it will charge-off the
applicable amount to the Allowance for Doubtful Aaaots.

Notwithstanding the Company's efforts to minimitzedredit risk exposure, the Company's clientsabtel adversely affected if futu
industry trends, as more fully discussed undeiididggiand capital resources below, and as furtlesicdbed in the Company's Form KGHed
with Securities and Exchange Commission for the gaded December 31, 2003 in Part | thereof un@eveérnment Regulation of Clients"
and "Service Agreements/Collections”, change ilsumanner as to negatively impact the cash fldvitssalients. If the Company's clients
experience such significant impact in their caskv, it could have a material adverse affect omGhmpany's results of operations and
financial condition.

At December 31, 2002, the Company had receivalflapmroximately $4,000,000 ($1,500,000, net of nesg) from a client group currently
in Chapter 11 bankruptcy proceedings. During thet fjuarter of 2003, this client filed a plan obmganization which was confirmed by the
Bankruptcy Court on May 12, 2003. The Company estes that it will receive approximately $180,008nfrthis client group under such
plan. The Company increased its bad debt provisiod,charged-off to the Allowance for Doubtful Acods approximately $3,820,000 of
such receivables during the first quarter of 2003.

Accrued Insurance Claims

The Company has a Paid Loss Retrospective InsuRglacefor general liability and workers' compersainsurance. Under these plans, pre-
determined loss limits are arranged with an insceasompany to limit both the Company's per occur@esash outlay and annual insurance
plan cost.

For workers' compensation, the Company recordsexve based on the present value of future paymientsding an estimate of claims
incurred but not reported, that are developedrasualt of a review of the Company's historical daggen claims and actuarial analysis don
an independent insurance specialist. The preséun wéthe payout is determined by applying an 886alint factor against the estimated
remaining pay-out period.

For general liability, the Company records a resdov the estimated ultimate amounts to be paidifiown claims.

Management regularly evaluates its claims' payeaptrience, present value factor and other factédased to the nature of specific claims in
arriving at the basis for its accrued insurancerdaestimate. Management evaluations are basethply on current information derived
from reviewing the Company claims' experience amistry trends. In the event that the Companylmslaxperience and/or industry trends
result in an unfavorable change, it could havedueese effect on the Company's results of operaiomn financial condition.
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Liquidity and Capital Resources

At December 31, 2003 the Company had working cbaitd cash of $113,414,509 and $64,180,697 respégtiwhich represent increases of
approximately 18% and 33%, respectively in workiagital and cash as compared to December 31, 206fng capital and cash of
$96,116,771 and $48,320,098. Management views dnep@ny's cash and cash equivalents of $64,180f@&ember 31, 2003 as its
principal measure of liquidity. The Company's catnetio at December 31, 2003 decreased to 5.6 torpared to 6.1 to 1 at December 31,
2002.

The net cash provided by the Company's operatitigities was $16,743,003 for the year ended DecerBbe2003. The principal source of
cash flows from operating activities for 2003 was$ income, including non-cash charges to operafimnisad debt provisions and
depreciation. Additionally, operating activitiesish flows were increased by the timing of paymantier the Company's various insurance
plans of $4,103,104, as well as the timing of paytsiéor accrued payroll, accrued and withheld plyaaes, and accounts payable and other
accrued expenses of $3,177,006 and $1,865,26 kataggly. The operating activity that used the éstgamount of cash was a $9,107,559 net
increase in accounts and notes receivable andiéwngnotes receivable. Additionally, operatingétgs' cash flows were negatively
impacted by an increase of $1,792,185 in invensaaied supplies. The net increase in accounts aed neceivable and long term notes
receivable resulted primarily from the 15.6% growili~he Company's revenues. Although there camoba&ssurance thereof, the Company
believes this trend will continue as its revenuesig The increase in prepaid expenses and othetsassulted primarily from the company's
funding of its Deferred Compensation Plan.

The Company's principal use of cash in investirtiyities for the year ended December 31, 2003 Wwagurchase of housekeeping
equipment, computer software and equipment andllguggquipment installations.

During 2003 the Company expended $163,448 for openket purchases of 14,400 shares of its commak.silhe Company remains
authorized to purchase 589,500 shares pursuamevimps Board of Directors' actions. In additidme Company received proceeds of
$2,855,998 from the exercise of stock options bplegees and directors. The Company paid reguldr dagdends of $.06 per common
share and $.07 per common share for the 2003 secahthird quarter, respectively. Such paymenthénaggregate, for the second and third
quarters, were $686,789 and $801,341, respectielgitionally, on January 21, 2004, the Board ofeBtors declared a regular cash divid

of $.08 per common share, which was paid on Febrlidr2004 to shareholders of record as of JanBhr2004. Although there can be no
assurance thereof, the Company expects to contireugractice of paying regular quarterly cash diwidis. In connection with declaration of
dividends, the Company adopted a Dividend ReinvestrRlan in 2003 for such payments. In total, 8&afiwere issued from treasury sh.
pursuant to the second and third quarter dividenyents.

At December 31, 2002 the Company had working ckgitd cash of $96,116,771 and $48,320,098 respdgtwhich represent increases of
16% and 41%, respectively in working capital anshcas compared to December 31, 2001 working cagithlcash of $83,107,545 and
$34,259,334. The Company's current ratio at Dece®be2002 increased to 6.2 to 1 compared to 517abDecember 31, 2001.

Accounts and Notes Receivable

The Company expends considerable effort to cotleeamounts due for its services on the terms dgrpen with its clients. Many of the
Company's clients participate in programs fundeéeligral and state governmental agencies whichrgstly have encountered delays in
making payments to its program participants. ThiauBze Budget Act of 1997 changed Medicare policg mumber of ways, most notably
phasing in, effective July 1, 1998 of a Medicaredpective Payment System for skilled nursing faediwhich significantly changed the
reimbursement procedures and the amounts of resamant they receive. Many of the Company's clieat®nues are highly contingent on
Medicare and Medicaid reimbursement funding rafegerefore, they have been and continue to be aglyeaffected by changes in applica
laws and regulations, as well as other trendseridhg-term care industry. This has resulted itageiof the Company's clients filing for
bankruptcy protection. Others may follow.

These factors, in addition to delays in paymergmfclients have resulted in and could continuesuit in significant additional bad debts in
the near future. Whenever possible, when a cletg behind in making agreed-upon payments, thegamy converts the unpaid accounts
receivable to interest bearing promissory noteg. gifomissory notes receivable provide a means lighwtb further evidence the amounts
owed and provide a definitive repayment plan amrdefore may ultimately enhance the Company's whditcollect the amounts due. At
December 31, 2003 and 2002, the Company had appatedy, net of reserves, $12,638,000 and $14,3851@8pectively, of such notes
outstanding. In some instances the Company obsasesurity interest in certain of the debtors' @sgedditionally, the Company considers
restructuring service agreements from full serticenanagement-only service in the case of cerlénts experiencing financial difficulties.
The Company believes that such restructuring pesvitlwith a means to maintain a relationship il client while at the same time
minimizing collection exposure.
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The Company has had varying collection experienitle iespect to it's accounts and notes receivaldleen contractual terms are not met, the
Company generally encounters difficulty in collegtiamounts due from certain of its clients. Thefthe Company has sometimes been
required to extend the period of payment for cartdients beyond contractual terms. These clienthkide those in bankruptcy, those who
have terminated service agreements and slow paypesiencing financial difficulties. In order togwide for these collection problems and
the general risk associated with the granting eflitterms, the Company recorded bad debt prowssjionan Allowance for Doubtful
Accounts) of $4,550,000, $6,050,000 and $5,445i08@0e years ended December 31, 2003, 2002 and 2&§{ectively. These provisions
represent approximately 1.2%, 1.8% and 1.9% asceptage of revenue for the years ended Decembh@08B, 2002 and 2001, respectiv

In making its credit evaluations, in addition tad/zing and anticipating, where possible, the djgecases described above, management
considers the general collection risks associatéutvends in the long-term care industry. The Campestablishes credit limits, performs
ongoing credit evaluations and monitors accountaitomize the risk of loss. Notwithstanding the Gmany's efforts to minimize its credit

risk exposure, the Company's clients could be adeaffected if future industry trends changeuntsa manner as to negatively impact their
cash flows. If the Company's clients experiencé significant impact in their cash flows, it colldve a material adverse affect on the
Company's results of operations and financial domdi

At December 31, 2002, the Company had receivalflepmroximately $4,000,000 ( $1,500,000, net oéress ) from a client group currently
in Chapter 11 bankruptcy proceedings. During thet fjuarter of 2003, this client filed a plan obmganization which was confirmed by the
Bankruptcy Court on May 12, 2003. The Company estes that it will receive approximately $180,008nfrthis client group under such
plan. The Company increased its bad debt provisiod,charged-off to the Allowance for Doubtful Aacts approximately $3,820,000 of
such receivables during the first quarter of 2003.

Insurance Programs

The Company has a Paid Loss Retrospective Insuiglacefor general liability and workers' compersainsurance. Under these plans, pre-
determined loss limits are arranged with an insceasompany to limit both the Company's per occur@esash outlay and annual insurance
plan cost.

For workers' compensation, the Company recordsexve based on the present value of future paymentsding an estimate of claims
incurred but not reported, that are developedrasat of a review of the Company's historical dafgen claims and actuarial analysis don
an independent insurance specialist. The preséun wéthe payout is determined by applying an 886alint factor against the estimated
remaining pay-out period.

For general liability, the Company records a resdor the estimated ultimate amounts to be paidrfomwn claims.

Management regularly evaluates its claims' payegperience, present value factor and other fac&based to the nature of specific claims in
arriving at the basis for its accrued insurancardaestimate. Management evaluations are basethply on current information derived
from reviewing the Company claims' experience amistry trends. In the event that the Companylmslaxperience and/or industry trends
result in an unfavorable change, it could havedweese effect on the Company's results of operatimd financial condition.

The Company has a $18,000,000 bank line of credittiich it may draw to meet short-term liquidityjtérements in excess of internally
generated cash flow. This facility expires on Japd, 2005. The Company believes the line wilké&eewed at that time. Amounts drawn
under the line are payable on demand. At Decembe2(3, there were no borrowings under the lirmvélver, at such date, the Company
had outstanding $14,500,000 (increased to $15,02%8 January 1, 2004) of irrevocable standbyreté credit, which relate to payment
obligations under the Company's insurance program.

As a result of the letters of credit issued, th@ant available under the line was reduced by $IED at December 31, 2003 ($15,925,000
on January 1, 2004). In addition, the Company éasd commitments totaling $2,145,389 through 2009.

Below is a table, which presents our contractuéijabons and commitments at December 31, 2003:

Payments Due by Period

Less Than 1-3 4-5 After
Contractual Obligations Tota I One Year Years Years 5 Year S
Operating Leases $ 2,145, 389% 898,117 $1,155,117 $92,155
Irrevocable Standby Letters of Credit
(increased to $15,925,000 on
January 1, 2004) 14,500, 000 14,500,000 - -
Total Contractual Cash Obligation $16,645, 389 $15,398,117 $1,155,117 $92,155
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The level of capital expenditures by the Compargeiserally dependent on the number of new cliebtsined. Such capital expenditures
primarily consist of housekeeping equipment, layradrd linen equipment installations, and compuégdivare and software. Although the
Company has no specific material commitments fpitahexpenditures through the end of calendar 268#d, it estimates that it will incur
capital expenditures of approximately $2,500,000rduthis period in connection with housekeepingipment and laundry and linen
equipment installations in its clients' facilities well as expenditures relating to computer hardvwand software requirements. The Comg
believes that its cash from operations, existinigi@es and credit line will be adequate for thedeeable future to satisfy the needs of its
operations and to fund its continued growth. Howgskould cash flows from current operations nostiécient, the Company would utilize
its existing working capital, and if necessary stekbtain necessary working capital from such sesias long-term debt or equity financing.

Material Off-Balance Sheet Arrangements
The Company has not entered into any material alffisice sheet arrangements.

Recent Accounting Pronouncements

In June 2002, the Financial Accounting Standardsr8¢'FASB") issued Statement of Financial AccoogtStandards No. 146 ("SFAS No.
146"), "Accounting for Exit or Disposal ActivitiesSFAS No. 146 requires that the liability for cpassociated with an exit or disposal
activity be recognized at their fair values whe libilities are incurred. Under previous guidariabilities for certain exit costs were
recognized at the date that management committed &xit plan, which is generally before the actiadilities are incurred. As SFAS No.
146 is effective only for exit or disposal actiesiinitiated after December 31, 2002, the adopifdhis statement did not have a material
effect on the company's financial statements.

In April 2003, the FASB issued Statement of Finahgiccounting Standards No. 149 ("SFAS No. 1498nendment of Statement 133 on
Derivative Instruments and Hedging Activities", whiamends and clarifies financial accounting apenting for derivative instruments,
including certain derivative instruments embeddedther contracts and for hedging activities urislieAS ~No. 133. SFAS No. 149 is
effective for contracts entered into or modifieteaflune 30, 2003 except for the provisions thatwkared by the FASB in prior
pronouncements. The adoption of SFAS No. 149 dichage a material effect on the company's finanmigition and results of operations.

In May 2003, the FASB issued Statement of Finanstalounting Standards No.

150 ("SFAS No. 150"), "Accounting for Certain Firedad Instruments with Characteristics of both Lldigis and Equity". SFAS No. 150
establishes standards for how an issuer classifidsneasures in its statement of financial positinmain financial instruments with
characteristics of both liabilities and equity docordance with the standard, financial instrum#rasembody such obligations for the issuer
are required to be classified as liabilities. SRS is effective for financial instruments enteietd or modified after May 31, 2003. The
adoption of SFAS ~No. 150 did not have a mateffaict on the company's financial position and ressaf operations.

Cautionary Statements Regarding Forward LookingeStants Certain matters discussed include forwaollihg statements that are subject
to risks and uncertainties that could cause acésailts or objectives to differ materially from feoprojected. The Company undertakes no
obligation to publicly update or revise any forwdodking statements, whether as a result of newrmnétion, future events or otherwise. S
risks and uncertainties include, but are not liohiig, risks arising from our providing services lesevely to the health care industry, primal
providers of long-term care; credit and collectitgks associated with this industry; one clientaagting for 23% of revenue in 2003; our
claims experience related to workers' compensatimmhgeneral liability insurance; the effects ofraes in laws and regulations governing
industry and risk factors described in our FornKlfiled with the Securities and Exchange Commissarthe year ended December 31,
2003 in Part | thereof under "Government RegulatiohClients", "Competition" and "Service Agreens@bllections"”. Many of our clients'
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 Prospective Payment System. Tlaatgeh and the lack of substantive
reimbursement funding rate reform legislation, @&l &s other trends in the lorigrm care industry have resulted in certain ofadi@nts filing
for bankruptcy protection. Others may follow. Angaisions by the government to discontinue or asddgmreodify legislation related to
reimbursement funding rates will have a materiakeaske affect on our clients. These factors, intamtdto delays in payments from clients
have resulted in and could continue to result@gmigicant additional bad debts in the near futdréditionally, the Company's operating res!
would be adversely affected if unexpected increasé®e costs of labor and labor related costsens, supplies and equipment used in
performing services could not be passed on taligsts.

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 fricesases on current service agreements with egistients and maintain internal cost
reduction strategies at the various operationaltesf the Company. Furthermore, we believe thatbility to sustain the internal
development of managerial personnel is an impoftantor impacting future operating results and ssstully executing projected growth
strategies.

Effects of Inflation
The Company believes that we will be able to recavereases in costs attributable to inflation lagging through such cost increases to its
clients.
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CONSOLIDATED BALANCE SHEETS

Assets December 31,
Current Assets: 2003 2002
Cash and cash equivalents .........coccceeeeee. L $ 64,180,697 $ 48,320,098
Accounts and notes receivable, less allowance fo r
doubtful accounts of $3,414,000 in 2003
and $7,323,000 in 2002 ......ccoceveeevceeees 58,145,440 51,554,373
Prepaid income taxes -- 883,282
Inventories and supplies .....cccccoeeveveeeee. L 10,454,838 8,662,653
Deferred income taxes ............ o 2,016,798 3,021,724
Prepaid expenses and other ........ccccccceeeeee. L 3,312,959 2,335,839
Total current assets ......cccoccevveevvceeee. L 138,110,732 114,777,969
Property and Equipment:
Laundry and linen equipment installations ...... ... 2,190,388 6,855,886
Housekeeping and office equipment ............... .. 12,830,794 11,641,590
Autos and trucks ......ccccovciieiiiiie. 79,639 85,489
15,100,821 18,582,965
Less accumulated depreciation .........ccooe.... L 10,489,224 14,144,869
4,611,597 4,438,096
NOTES RECEIVABLE - long-term portion .............. . ... 7,904,195 9,937,703
DEFERRED COMPENSATION FUNDING ....cccccocceeveeees 2,847,575 1,476,080
DEFERRED INCOME TAXES - long-term portion ......... ... 3,134,691 1,955,365
OTHER NONCURRENT ASSETS ...coooceviiiiiiieeiees e, 1,719,342 1,711,097

$ 158,328,132 $ 134,296,310

Liabilities and Stockholders' Equity
Current Liabilities:

Accounts payable ........cccocovvieniienee. L $ 6,536,395 $ 5,307,173
Accrued payroll, accrued and withheld
payroll taxes ....cccccoeeevevviviiceee 14,127,469 11,162,342
Other accrued exXpenses .......cccccueceeeeeeeee 874,523 238,485
Income taxes payable .......... P, 178,862
Accrued insurance claims .........ccceecevveeeee L 2,978,974 1,953,198
Total current liabilities 24,696,223 18,661,198
ACCRUED INSURANCE CLAIMS -
long-term portion ......cccccevvvvvveiennen. L 8,936,921 5,859,593
DEFERRED COMPENSATION LIABILITY ..coovvvvviiieneee 3,496,810 1,894,370
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:
Common stock, $.01 par value: 30,000,000 shares
authorized, 11,959,075 shares issued in
2003 and 11,612,505 in 2002 .......ccooveeeeeee Ll 119,591 116,125
Additional paid in capital .........ccocceeeeee.. L 33,575,031 29,675,341
Retained earnings .....cccccceccveveeeeeeenes L 91,178,370 81,806,772
Common stock in treasury, at cost, 434,825 share s
in 2003 and 445,050 in 2002 .......ccccceeeeee. Ll (3,674,814) (3,717,089)
Total stockholders' equity .....ccevvveveeeee. L 121,198,178 107,881,149

$ 158,328,132 $ 134,296,310

See accompanying notes.
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CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31,

200 3 2002 2001
Revenues $379,71 8,179  $328,499,982  $284,189,510
Operating costs and expenses:

Cost of services provided 334,60 9,420 289,858,898 252,029,939

Selling, general and administrative 29,04 4,719 25,147,855 21,871,673
Other income:

Investment and interest income 1,45 0,688 771,470 1,247,463
Income before income taxes 17,51 4,728 14,264,698 11,535,361
Income taxes 6,65 5,000 5,634,000 4,500,000
Net income $ 10,85 9,728 $ 8,630,698 $ 7,035,361
Basic earnings per common share $ 96 $ a7 0% .64
Diluted earnings per common share $ 92 3 74 % .64
Cash dividends per common share $ 13 $ - $ -

Basic weighted average number
of common shares outstanding 11,36 5,796 11,263,466 10,928,281

Diluted weighted average number
of common shares outstanding 11,85 8,868 11,689,498 11,077,946

See accompanying notes.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:

Net Income

Adjustments to reconcile net
income to net cash provided

by operating activities:
Depreciation

Bad debt provision

Deferred income tax benefits

Tax benefit of stock option
transactions

Unrealized (Gain) loss on deferred
compensation fund investments

Changes in operating assets and liabilities:
Accounts and notes receivable
Prepaid income taxes

Inventories and supplies

Notes receivable - long-term
Deferred compensation funding
Accounts payable and other
accrued expenses

Accrued payroll, accrued and
withheld payroll taxes

Accrued insurance claims
Deferred compensation liability
Income taxes payable

Prepaid expenses and other assets

Net cash provided by operating
activities

Cash flows from investing activities:
Disposals of fixed assets
Additions to property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Purchase of treasury stock
Dividends paid
Reissuance of treasury stock
Proceeds from the exercise of

stock options

Net cash provided by (used in)
financing activities

Net increase in cash and
cash equivalents

Cash and cash equivalents at
beginning of the year

Cash and cash equivalents at end of
the year

Supplementary Cash Flow Information:
Issuance of 24,536, 23,926 and 38,753
shares of common stock in 2003, 2002
and 2001, respectively pursuant to
Employee Stock Plans

See accompanying notes.

Years Ended December 31,

2003 2002 2001
$10,859,728  $ 8,630,698 $ 7,035,336
1,914,928 2,033,567 2,241,47
4,550,000 6,050,000 5,445,00
(174,400)  (1,291,100)  (1,480,70
1,039,397 520,876 232,53
(417,564) 161,937 65,76
(11,141,068)  (3,539,928)  (6,892,79
883,282 (875,094) 1,120,43
(1,792,185) (691,796) 527,10
2,033,509 1,383,661 175,27
(953,931) (804,980) (549,06
1,865,261 (112,611) 1,045,84
3,177,006 1,586,991 1,705,64
4,103,104 2,309,672 1,185,50
1,602,440 913,396 582,74

178,862 - -
(985,366) (161,843) 55,58
16,743,003 16,113,446 12,495,73
221,034 152,109 313,20
(2,309,463)  (1,861,583)  (2,051,21
(2,088,429)  (1,709,474)  (1,738,01
(163,448)  (2,130,276) (824,93
(1,488,130) - -
1,605 - -
2,855,998 1,787,068 1,484,93
1,206,025 (343,208) 659,99
15,860,599 14,060,764 11,417,71
48,320,098 34,259,334 22,841,61
$64,180,607  $48,320,098  $34,259,33
$ 211,879 $ 129649 $ 209,99
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Years Ended December 31, 2003, 2002 an d 2001
Additional Total
Common Stock Paid-in Retained Tr easury  Stockholders'
Shar es Amount Capital Earnings S tock Equity

Balance, December 31, 2000 11,066 591 $110,666 $25,315,753 $66,140,713 $ ( 761,875) $ 90,805,257

Net income 7,035,361 7,035,361

Exercise of stock options 232 ,375 2,324 1,482,606 1,484,930

Tax benefit arising from

stock option transactions 232,531 232,531

Issued pursuant to Employee

Stock Purchase Plan 38 ,753 387 209,606 209,993

Purchase of common stock

for treasury (135,000 shares) ( 824,938) (824,938)
Balance, December 31, 2001 11,337 ,719 113,377 27,240,496 73,176,074 (1, 586,813) 98,943,134

Net income for year 8,630,698 8,630,698

Exercise of stock options 250 ,860 2,509 1,784,559 1,787,068

Tax benefit arising from

stock option transactions 520,876 520,876

Purchase of common stock

for treasury (182,550 shares) 2, 130,276) (2,130,276)

Issued pursuant to Employee

Stock Purchase Plan 23 ,926 239 129,410 129,649
Balance, December 31, 2002 11,612 ,505 116,125 29,675,341 81,806,772 (3, 717,089) 107,881,149

Net income for year 10,859,728 10,859,728

Exercise of stock options 346 ,570 3,466 2,852,532 2,855,998

Tax benefit arising from

stock option transactions 1,039,397 1,039,397

Purchase of common stock for

treasury (14,400 shares) ( 163,448) (163,448)

Cash dividends - $.13 per common

share (1,488,130) (1,488,130)

Shares issued pursuant to dividend

reinvestment plan (89 shares) 853 752 1,605

Issued pursuant to Employee

Stock Plans (24,536 shares) 6,908 204,971 211,879
Balance, December 31, 2003 11,959 ,075 $119,591 $33,575,031 $91,178,370 $(3, 674,814) $121,198,178

See accompanying notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Note 1-Summary of Significant Accounting Policies

General
The Company provides Housekeeping and Food sergiadssively to the healthcare industry primardyniursing homes, rehabilitation
centers, retirement facilities and hospitals loddtgoughout the United States.

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. aftenehation of intercompany transactions and balances.

Cash and cash equivalents
Cash and cash equivalents consist of short-temgh)\hliquid investments with a maturity of three intles or less at time of purchase.

Impaired notes receivable

The Company evaluates its notes receivable forimmast quarterly and on an individual client badistes receivable considered impaired
are generally attributable to clients that areegith bankruptcy, have been turned over to cobkectttorneys or those slow payers that are
experiencing severe financial difficulties. In #ineent that a promissory note receivable is impaitdd accounted for in accordance with
Statement of Financial Accounting Standards ("SHAR). 114 and SFAS No. 118; that is, it is valuetha present value of expected cash
flows or market value of related collateral.

At December 31, 2003, 2002 and 2001, the Compadybtes receivable aggregating $3,900,000, $5,80660d $7,700,000, respectively
that are impaired. During 2003, 2002 and 2001atlerage outstanding balance of impaired notesvalkei was $4,800,000, $6,700,000 and
$7,800,000, respectively and no interest incomer@esgnized in any of such years.

Summary schedules of impaired notes receivableftancelated reserve, for the years ended DeceBihex003, 2002 and 2001 are as
follows:

Impaired Notes Receivable:

Balan ce Balance

Beginn ing End of

of Ye ar  Additions Deductions Year
2003 $5,800, 000 $ 100,000 $2,000,000 $3,900,000
2002 $7,700, 000 $ -~ $1,900,000 $5,800,000
2001 $8,000, 000 $2,600,000 $2,900,000 $7,700,000

Reserved for Impaired Notes Receivable:

Balan ce Balance

Beginn ing End of

of Ye ar  Additions Deductions Year
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
2001 $1,800, 000 $2,300,000 $ 900,000 $3,200,000

The Company follows an income recognition policynmtes receivable that does not recognize int@émestne until cash payments are
received. This policy was established for consé@reatasons, recognizing the environment of thg{tarm care industry, and not because
such notes are impaired. The difference betweeymecrecognition on a full accrual basis and casisb&r notes that are not considered
impaired, is not material. For impaired notes, rias¢income is recognized on a cost recovery ~loasys

Inventories and supplies

Inventories and supplies include housekeeping amadry supplies, as well as food service provisighigh are valued at the lower of cost or
market. Cost is determined on a first-in, first-(it-O) basis. Linen supplies are included in ineenpand are amortized over a 24 month
period.
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Property and equipment

Property and equipment are stated at cost. Additimnewals and improvements are capitalized, whdatenance 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 oritosgluded in income. Depreciation is providedtbg straight-line method over the
following estimated useful lives: laundry and linequipment installations - 3 to 7 years; housekaepnd office equipment

- 3to 7 years; autos and trucks - 3 years.

Revenue recognition
Revenues from the Company's annual service agrasméih clients are recognized as services arepadd.

The Company (as a distributor of laundry equipmentasionally makes sales of laundry installationsertain clients. The sales in most
cases represent the construction and installafiarturn-key operation and are for payment termgireg from 36 to 60 months. The
Company's accounting policy for these sales igtognize the gross profit over the life of the paptrterms associated with the financing of
the transactions by the Company. During 2003, 20622001 laundry installation sales were ~not nedter

Income taxes

Deferred income taxes result from temporary diffiess between tax and financial statement recogniisevenue and expense. These
temporary differences arise primarily from diffegimethods used for financial and tax purposesltulze insurance expense, certain
receivable reserves, supplies' expense and otbeisums which are not currently deductible for paxposes.

Earnings per common share

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

Stock-Based Compensation

At December 31, 2003, the Company has stock basagensation plans, which are described more falljate 4. As permitted by the SF
No. 123, "Accounting for Stock Based Compensatitim®, Company accounts for st-based compensation arrangements in accordance witl
provisions of Accounting Principles Board ("APB"piion No. 25 "Accounting for Stock Issued to Empdes". Compensation expense for
stock options issued to employees is based onitfeeethce on the date of grant, between the fdinevaf the Company's stock and the
exercise price of the option. No stock based eng#aompensation cost is reflected in net incomallagptions granted under those plans
had an exercise price equal to the market valdkeofinderlying common stock at the date of grahe Tompany accounts for equity
instruments issued to nonemployees in accordantetind provisions of SFAS No. 123 and Emergingdssiask Force ("EITF") Issue No.
96-18, "Accounting for Equity Instruments That Assued to Other Than Employees for Acquiring, o€onjunction With Selling, or in
Conjunction With Selling Goods or Services". Alitisactions in which goods or services are the dersion received for the issuance of
equity instruments are accounted for based onaihedlue of the consideration received or the ¥aiue of the equity instrument issued,
whichever is more reliably measurable.

The following table illustrates the effect on netame and earnings per share if the company hdikdpe fair value recognition provisions
of SFAS No. 123 to stock based compensation:

Year Ended December 31,

2003 2002 2001

Net Income

As reported $10,859,728 $8,630,698 $7,035,361
Deduct:

Total stock based employee compensation

expense determined under fair value based

method for all awards, net of related

tax effects (1,639,000) (1,790,000) (890,000)

Pro forma $ 9,220,728 $6,840,698 $6,145,361
Basic Earnings Per Common Share

As reported $ .96 $.77 $ .64

Pro forma $ .81 $ .61 $ .56
Diluted Earnings Per Common Share

As reported $.92 $.74 $ .64

Pro forma $.78 $ .59 $ .55
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Advertising Costs
Advertising costs are expensed when incurred. lk@years ended December 31, 2003, 2002 and 20@drtisthg costs were not material.

Long-Lived Assets and Impairment of Long-Lived Alssehe Company's lonliyed assets include property and equipment ants doexces
of fair value of net assets acquired. Costs in &xoé fair value of net assets acquired arose flenpurchase of another company in 1985
which were being amortized over a 31 year periatliaincluded in other noncurrent assets.

As of January 1, 2002 the Company has adopted $¥A342 "Goodwill and Other Intangible Assets", etheliminated the amortization of
purchased goodwill. Upon adoption of SFAS No. Ia®well as at December 31, 2003 and 2002, the Qoyparformed an impairment test
of its goodwill (amounting to $1,612,322 at bothedd and determined that no impairment of the @@dgoodwill existed. Under SFAS No.
142, goodwill is tested annually and more frequeifithn event occurs which indicates the goodwidiynbe impaired.

The following table presents a reconciliation of ileome and earnings per share amounts, as repartee financial statements, to those
amounts adjusted for goodwill and intangible assetrtization determined in accordance with SFAS N.

2003 2002 2001

Reported net income $1 0,859,728 $8,630,698 $7,035,361
Addback: goodwill amortization -- 107,624
Adjusted net income $1 0,859,728 $8,630,698 $7,142,985
Basic earnings per common share:

Reported net income $ 9% $ 77 $ 64

Goodwill amortization - - .01

Adjusted net income $ 9% $ 77 $ .65

Diluted earnings per common share:
Reported net income $ 92 $ 74 $ 64
Goodwill amortization - - -

Adjusted net income $ 92 $ 74 $ 64

As of January 1, 2002, the Company adopted SFASLAW,. "Accounting for the Impairment or DisposalL.aing-lived Assets" which
supersedes SFAS No. 121, "Accounting for the Inmpaitt of Long-lived Assets to be Disposed Of". THemion of SFAS No. 144 had no
effect on the Company.

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

Reclassification
Certain reclassifications to 2002 and 2001 repastadunts have been made in the financial staten@ictanform to 2003 presentation.

Use of Estimates in Financial Statements In pregdinancial statements in conformity with gengratcepted accounting principles,
management makes estimates and assumptions thett thié reported amounts of assets and liabibitiesdisclosures of contingent assets and
liabilities at the date of the financial statemeaswell as the reported amounts of revenues gmehses during the reporting period. Actual
results could differ from those estimates. Managemstablishes estimates for its allowance for tfallaccounts and accrued insurance
claims based upon factors including current antbhical trends, as well as other pertinent industfgrmation. Management regularly
evaluates this information to determine if it iessary to update the basis for its estimates@modnhpensate 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 diaglef significant concentrations of credit riskgardless of the degree of such risk.
Financial instruments, as defined by SFAS No. ¥t¢ch potentially subject the Company to conceitret of credit risk, consist principally
of cash and cash equivalents and accounts and reateisable. At December 31, 2003 and 2002, sutialigrall of the Company's cash and
cash equivalents were invested with one finanostitution.

The Company's clients are concentrated in thetheale industry, primarily providers of long-terare. Many of our clients' revenues are
highly contingent on Medicare and Medicaid reimieanent funding rates, which have been and contimbe tadversely affected by the
change in Medicare payments under the 1997 enathéme Prospective Payment System. That chamgklagk of substantive
reimbursement funding rate reform legislation wadl as other trends in the long-term care indukttye resulted in certain of our clients
filing for bankruptcy protection. Others may folloany decisions by the government to discontinuadwersely modify legislation related to
reimbursement funding rates will have a materiaieaske affect on our clients. These factors, ~irtamdto delays in payments from clients
have resulted in and could continue to resultgmigicant additional bad debts in the near future.

Major Client

The Company has one client, a nursing home chdiighain 2003, 2002 and 2001 accounted for approiem®3%, 17% and 14%,
respectively of consolidated revenues. Additiongtye amounts due from such client represent ajpedrly 1%, 2% and 3%, respectively
the company's accounts receivable balance at Desredilh 2003, 2002 and 2001. Although the Compapgets to continue its relationship
with this client, the loss of such client would adsely affect the operations of the Company.

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. We estimate tlrevidue of our financial instruments through tree wf public market prices, quotes from
financial institutions and other available inforinat

The Company has certain notes receivable that tlbewr interest. Therefore, such notes receivable been discounted to their present
value and are reported at such value in the accoynpg financial statements.

Recent Accounting Pronouncements

In June 2002, the Financial Accounting Standardsr8¢'FASB") issued Statement of Financial AccoogtStandards No. 146 ("SFAS No.
146"), "Accounting for Exit or Disposal ActivitiesSFAS No. 146 requires that the liability for cpassociated with an exit or disposal
activity be recognized at their fair values whea libilities are incurred. Under previous guidariabilities for certain exit costs were
recognized at the date that management committed &xit plan, which is generally before the actiadilities are incurred. As SFAS No.
146 is effective only for exit or disposal actiesiinitiated after December 31, 2002, the adopifdhis statement did not have a material
effect on the company's financial statements.

In April 2003, the FASB issued Statement of Finahgiccounting Standards No. 149 ("SFAS No. 149méendment of Statement 133 on
Derivative Instruments and Hedging Activities", whiamends and clarifies financial accounting apenting for derivative instruments,
including certain derivative instruments embeddedther contracts and for hedging activities urisleAS~No. 133. SFAS No. 149 is
effective for contracts entered into or modifieteaflune 30, 2003 except for the provisions thaewteared by the FASB in prior
pronouncements. The adoption of SFAS No. 149 dichage a material effect on the company's finanmigition and results of operations.

In May 2003, the FASB issued Statement of Finarnktalounting Standards No.

150 ("SFAS No. 150"), "Accounting for Certain Fircdad Instruments with Characteristics of both Lldigis and Equity" SFAS No. 150
establishes standards for how an issuer classifidsneasures in its statement of financial positinmain financial instruments with
characteristics of both liabilities and equity.decordance with the standard, financial instrum#rasembody such obligations for the issuer
are required to be classified as liabilities. SRS is effective for financial instruments enteietd or modified after May 31, 2003. The
adoption of SFAS No. 150 did not have a materitdatfon the company's financial position and resaftoperations.
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Note Zz--Allowance for Doubtful Accounts

The Balance Budget Act of 1997 changed Medicariepat 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 the Company's clients' reesrare highly contingent on Medicare and Medicaichbursement funding rates.
Therefore, they have been and continue to be aglyeaffected by changes in applicable laws andlegiguns, as well as other trends in the
longterm care industry. This has resulted in certaithefCompany's clients filing for bankruptcy prdies. Others may follow. These fact

in addition to delays in payments from clients heagulted in and could continue to result in sigaifit additional bad debts in the near fut

The allowance for doubtful accounts is establishetbsses are estimated to have occurred thropghvasion for bad debts charged to
earnings. The allowance for doubtful accounts &lwated based on management's periodic reviewcoluats and notes receivable and is
inherently subjective as it requires estimates @hatsusceptible to significant revision as mofermation becomes available.

The Company has had varying collection experienitle rgspect to its accounts and notes receivablenontractual terms are not met, the
Company generally encounters difficulty in collegtiamounts due by certain of its clients. Therefthre Company has sometimes been
required to extend the period of payment for certdients beyond contractual terms. These clieat®hncluded those in bankruptcy, those
who have terminated service agreements and sloerpaxperiencing financial difficulties. In ordergrovide for these collection problems
and the general risk associated with the grantfragyedit terms, the Company recorded bad debt proaws (in an Allowance for Doubtful
Accounts) of $4,550,000, $6,050,000 and $5,445i08@0e years ended December 31, 2003, 2002 and 2&f{ectively. In making its credit
evaluations, in addition to analyzing and antidipgtwhere possible, the specific cases describedes management considers the general
collection risks associated with trends in the loaign care industry. Notwithstanding the Compasifsrts to minimize its credit risk
exposure, the Company's clients could be adveestdgted if future industry trends change in suchamner as to negatively impact their ¢
flows. In the event that the Company's clients egpee such significant impact in their cash flowsould have a material adverse effect on
the Company's results of operations and financatltion.

At December 31, 2002, the Company had receivalflepmroximately $4,000,000 ($1,500,000, net of ne=s%) from a client group currently
in Chapter 11 bankruptcy proceedings. During thet fjuarter of 2003, this client filed a plan obmganization which was confirmed by the
Bankruptcy Court on May 12, 2003. The Company estes that it will receive approximately $180,008nfrthis client group under such
plan. The Company increased its bad debt provisiod,charged-off to the Allowance for Doubtful Acods approximately $3,820,000 of
such receivables during the first quarter of 2003.

Note 3--Lease Commitments

The Company leases office facilities, equipment auttds under operating leases expiring on variatessdorincipally through 2008 and
certain office leases contain renewal options. fbllewing is a schedule, by calendar years, of fatoninimum lease payments under
operating leases having remaining terms in excega@®year as of December 31, 2003

Operating
Year Leases
2004 $ 898,117
2005 675,566
2006 265,418
2007 214,133
2008 83,286
thereafter 8,869

Total minimum lease payments  $2,145,389

Total expense for all operating leases was $960$483,816 and $994,284 for the years ended Deaedih@003, 2002 and 2001,
respectively.

31



Note 4--Stockholders' Equity

As of December 31, 2003, 1,302,566 shares of constamk were reserved under the incentive stocloogilans, including 321,988 shares
which are available for future grant. The Stocki@pCommittee of the Board of Directors is respblesfor determining the individuals who
will be granted options, the number of options eadividual will receive, the option price per shaand the exercise period of each option.
The incentive stock option price will not be lelsart the fair market value of the common stock endéite the option is granted. No option
will have a term in excess of ten years and arecesable commencing six months from the option dageto any stockholder who owns 10%
or more of the common stock, the option price pars will be no less than 110% of the fair marladtg of the common stock on the date
options are granted and such options shall not haeem in excess of five years.

The weighted average fair value of incentive optigranted during 2003, 2002 and 2001 was $4.181%hd $4.99, respectively.
A summary of incentive stock option activity isfalows:

Incentive Stock Options

2003 2002 2001
Weighted Weighted Weighted
Average Number Average  Number Average  Number

Price  of Shares Price  of Shares Price of Share S
Beginning of period $8.77 1,001,327 $7.42 878,533 $7.04 1,000,93 2
Granted $18.65 288,288 $12.30 265,769 $8.85 245,32 6
Cancelled $8.25 (306,887) $6.77 (1,200) $8.04 (210,03 9)
Exercised $9.91 (2,150) $7.10 (141,775) $6.37 (157,68 6)
End of period $11.83 980,578 $8.77 1,001,327 $7.42 878,53 3

The following table summarizes information aboutentive stock options outstanding at December G232

Options Outstand ing Options Exercisable
Average Weighted Weighted
Remaining Average Average
Number Contractual Exercise  Number Exercise
Outstanding  Life Price Exercisable Price
Exercise Price Range =~ ----------- R
$5.06 - $8.38 351,595 5.09 $6.90 351,595 $6.90
$9.25 - $12.65 340,695 8.54 $11.15 340,695 $11.15
$18.65 - $18.65 288,288 9.99 $18.65 -- --
$5.06 - $18.65 980,578 7.73 $11.83 692,290 $8.99

The Company has granted non-qualified stock optmimsarily to employees and directors under eitherCompany's 2002 Stock Option
Plan, 1995 Incentive and Non-Qualified Stock Optdan for key employees or 1996 Non-Employee DieiStock Option Plan. The 2002
Stock Option Plan was originally adopted by the f8azf Directors on March 28, 2002 and approved bgréholders on May 21, 2002. On
April 22, 2003, the Board of Directors of the compadopted an Amendment to the 2002 Stock Optian.Rt was approved by sharehold
on May 27, 2003. The Amendment increased the totadber of shares of the Company's Common Stockadaifor issuance under such
Plan from 500,000 shares to 1,050,000. On Marcl2@82, the Board of Directors of the company adbphhe 2002 Stock Option Plan. It w
approved by shareholders on May 21, 2002. Amendsierthe 1995 Plan, as well as the 1996 Plan waoptad on March 6, 1996 and
approved by shareholders on June 4, 1996. Purtuémd terms of the 1996 Non-Employee DirectorteBOption Plan, each eligible non-
employee director receives an automatic grant baseadprescribed 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 dlag options were granted. The options
are exercisable over a five to ten year period,raencing six months from the option date. The weidh#tverage fair value of non-qualified
options granted during 2003, 2002 and 2001 weréd$%$5.45 and $5.39, respectively.
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A summary of non-qualified stock option activityas follows:

Non-qualified Stock Options

2003 2002 2001
Weighted Weighted Weighted
Average Number Average Number Average N umber
Price of Shares Price  of Shares Price  of Shares
Beginning of period $8.66 583,935 $7.87 612,875 $7.02 49 9,154
Granted $18.65 95,072 $12.61 80,146 $8.99 22 3,274
Cancelled - - - - $5.81 3 4,864)
Exercised $8.16 (39,683) $7.15 (109,085) $6.44 7 4,689)
End of period $10.18 639,324 $ 8.66 583,936 $7.87 61 2,875

The following table summarizes information about+gualified stock options outstanding at Decemtier2B03:

Options Out standing Options Exercisable
Ave rage Weighted Weighted
Rema ining Average Average
Number Contr actual Exercise Number Exercise
Outstanding L ife Price  Exercisable Price
Exercise Price Range ~  ----------- - T s
$5.06 - $8.38 270,326 5 51  $7.14 270,326 $7.14
$9.25 - $12.65 273,926 8 .07  $10.23 273,926 $10.23
$18.65 - $18.65 95,072 9 99  $18.65 - -
$5.06 - $18.65 639,324 7 .27  $10.18 544,252 $8.70

As discussed in Note 1, the Company applies APBOpiNo. 25 in measuring stock compensation. Adogtgl, no compensation cost has
been recorded for options granted to employeegectdrs in the years ended December 31, 2003, 2862001. The fair value of each

option granted has been estimated on the granudatg the Blackscholes Option Valuation Model. The following asgtions were made
estimating fair value:

2003 2002 2001
Risk-Free Interest-Rate 2.00% 4.07%  4.01%,5.16% and 5.68%
Expected Life 3.0 years 5.5 years 5 and 10 years
Expected Volatility 37.9% 40.0% 37.0%
Dividend Yield 1.6% - -
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Note E--Income Taxes
The provision for income taxes consists of:

Year End
2003 2

Current:

Federal $ 5,094,700 $51

State 1,734,700 1,8

6,829,400 6,9

Deferred:

Federal (99,300) 9

State (75,100) 3

(174,400) (1,2

Income Tax Expense $ 6,655,000

$5,6

ed December 31,

002 2001
06,100 $ 4,335,200
19,000 1,645,500
25,100 5,980,700
80,600) (1,074,700)
10,500) (406,000)
91,100) (1,480,700)
34,000 $ 4,500,000

Under FAS No. 109, deferred income taxes refleetntt tax effects of temporary differences betwibercarrying amounts of assets and
liabilities for financial reporting purposes ane timount used for income tax purposes. Significanmiponents of the Company's federal and

state deferred tax assets and liabilities are lasnfs:

2
Net current deferred assets:
Allowance for doubtful accounts $13
Accrued insurance claims- current 1,2
Expensing of housekeeping supplies (1,9
Deferred compensation 1,3

Other

Net noncurrent deferred tax assets:

Deferred profit on laundry installation sales $

Non-deductible reserves 2
Depreciation of property and equipment
Accrued insurance claims- noncurrent
Other

8
3,6

34

Year Ended December 31,

003 2002
82,670 $ 3,002,430
06,484 800,811
21,508)
41,362 869,951
7,790 16,054
16,798 $3,021,724
- $ 4,825
96,094 202,101
69,297) (683,664)
19,453 2,402,433
88,441 29,670
34,601 $ 1,955,365




A reconciliation of the provision for income taxasd the amount computed by applying the statutedgrfal income tax rate (34%) to income
before income taxes is as follows:

Year Ended December 31,

2003 2002 2001
Tax expense computed at
statutory rate $ 5,955,000 $ 4,850,000 $ 3,922,200
Increases (decreases) resulting
from:
State income taxes, net of
federal tax benefit 1,127,900 995,600 818,100
Federal jobs credits (578,100 ) (432,800) (354,400)
Tax exempt interest (73,300 ) (98,300) (77,000)
Other, net 223,500 319,500 191,300
$ 6,655,000 $ 5,634,000 $ 4,500,200

Income taxes paid were approximately $4,728,00(B387000 and $4,530,000 during 2003, 2002 and 2@8pectively.

Note 6--Related Party Transactions

A director of the Company has an ownership intareseveral client facilities which have enteretbiservice agreements with the Company.
During the years ended December 31, 2003, 2002604 the agreements with the client facilities vattice director has an ownership
interest resulted in Company revenues of approxin&3,683,000, $3,540,000 and $3,440,000, respgtiAt December 31, 2003 and
2002, approximately $552,000 and $464,000, respygtis included in accounts receivable in the agganying consolidated balance sheets
from such Director's facilities. The subject acdstbalances due the Company are all within aguged payment terms.

A director of the Company is a member of a law fistmich has been retained by the Company duringe¢laes ended December 31, 2003,
2002 and 2001. Fees paid by the Company to suchdiiring the years ended December 31, 2003, 2002@d1 were minimal (less than
$100,000 in any year).

Note 7--Segment Information

The Company manages and evaluates its operatidn® ireportable operating segments. The two opegaigments are Housekeeping
services and Food service. Although both segmemt®& she same client base and share many operadiaritarities, they are managed
separately due to distinct differences in the typservice provided, as well as the specializedegige required of the professional
management personnel responsible for deliveringgbpective segments' services. The Company cosglte various services provided
within the Housekeeping services' segment to be@partable operating segment since such servieeeadered pursuant 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 the Coypaonsolidated financial statements
relate primarily to corporate level transactiorswell as transactions between reportable segraedithe Company's warehousing and
distribution subsidiary. The subsidiary's trangattiwith reportable segments are immaterial andnade on a basis intended to reflect the
fair market value of the goods transferred. Segraariunts disclosed are prior to any eliminatiomiestmade in consolidation.
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The Housekeeping services' segment of the Compaey provide services in Canada, although esseraihbf its revenues and net income,

99% in both categories, are earned in one geograpba, the United States.

Housekeeping Food Corporate and
services services eliminations Total

Year Ended December 31, 2003
Revenues $318,539,515 $ 62,189,163 $ (1,010,499) $379,718,179
Income before income taxes 23,361,449 1,964,460 (7,811,181)(1) 17,514,728
Depreciation 1,158,938 69,229 686,761 1,914,928
Total assets 65,045,277 14,788,807 78,494,048(2) 158,328,132
Year Ended December 31, 2002
Revenues $277,748,933 $ 51,689,228 $ (938,179) $328,499,982
Income before income taxes 21,772,632 1,453,703 (8,961,637)(1) 14,264,698
Depreciation 1,218,550 43,404 771,613 2,033,567
Total assets 62,584,536 13,493,205 58,218,569(2) 134,296,310
Year Ended December 31, 2001
Revenues $244,634,409 $ 40,442,352 $ (887,251) $284,189,510
Income before income taxes 17,094,432 2,057,270 (7,616,341)(1) 11,535,361
Depreciation 1,377,655 21,258 842,560 2,241,473
Total assets 68,256,140 9,377,899 43,156,458(2) 120,790,497

(1) represents primarily corporate office cost egldted overhead, as well as certain operatingresgsethat are not allocated to the service
segments.

(2) represents primarily cash and cash equivaldeferred income taxes and other current and noenassets.

The Company earned revenue in the following servicginess categories:

Year Ended December 31,

2003 2002 2001
Housekeeping services $223,302,834 $196,770,462 $170,921,662
Laundry and linen services 93,256,831 79,148,184 70,332,656
Food Services 61,677,500 50,959,106 40,075,685
Maintenance services and Other 1,481,014 1,622,230 2,859,507
$379,718,179 $328,499,982 $284,189,510

The Company has one client, a nursing home chdiighain 2003, 2002 and 2001 accounted for approiem®3%, 17% and 14%,
respectively of consolidated revenue. The Compamiveld from such client approximately 23% and 228gpectively of the Housekeeping
services and Food services' segments' revenuestiohadly, at December 31, 2003 and 2002, amountsfcom such client represented
approximately 1% and 2%, respectively of the Comfsaaccounts receivable balances. Although the @Gompxpects to continue its
relationship with this client, the loss of sucteali would adversely affect the operations of thenGany's two operating segments.

36



Note &--Earnings Per Common Share
A reconciliation of the numerators and denominatdrisasic and diluted earnings per common shaas fsllows:

Year Ended D ecember 31, 2003
Income Sha res Per-share
(Numerator) (Denom inator)  Amount
Net Income $10,859,728
Basic earnings per
common share 10,859,728 11,3 65,796 $.96
Effect of dilutive
securities:
Options 4 93,072 (.04)
Diluted earnings per
common share $10,859,728 11,8 58,868 $.92
Year Ended D ecember 31, 2002
Income Sha res Per-share
(Numerator) (Denom inator)  Amount
Net Income $8,630,698
Basic earnings per
common share 8,630,698 11,2 63,466 $.77
Effect of dilutive
securities:
Options 4 26,032 (.03)
Diluted earnings per
common share $8,630,698 11,6 89,498 $.74
Year Ended D ecember 31, 2001
Income Sha res Per-share
(Numerator) (Denom inator)  Amount
Net Income $7,035,361
Basic earnings per
common share 7,035,361 10,9 28,281 $.64
Effect of dilutive
securities:
Options 1 49,665
Diluted earnings per

common share $7,035,361 11,0 77,946 $.64

No outstanding options were excluded from the caatpn of diluted earnings per common share foryér ended December 31, 200:
none have an exercise price in excess of the awenagket value of the Company's commons stock dustirch period. Options to purchase
6,243 shares and 563,708 shares of common st@ckaterage exercise price of $12.65 and $7.9héyears ended December 31, 2002
2001, respectively were outstanding during suchisybat not included in the computation of dilutedreéngs per common share because the
options' exercise prices were greater than theageemarket price of the common shares, and thexafoe effect would be antidilutive.
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Note ¢--Other Commitments and Contingencies

The Company has an $18,000,000 bank line of cogdhithich it may draw to meet short-term liquidigquirements in excess of internally
generated cash flow. This facility expires on Japd, 2005. The Company believes the line wilk&eewed at that time. Amounts drawn
under the line are payable on demand. At Decembe2(3, there were no borrowings under the lirmvélver, at such date, the Company
had outstanding $14,500,000 (increased to $15,02%8 January 1, 2004) of irrevocable standbyreté credit, which relate to payment
obligations under the Company's insurance progfesra result of the letters of credit issued, the@am available under the line was reduced
by $14,500,000 at December 31, 2003 (and by $19)9R5%t January 1, 2004).

The Company is also involved in miscellaneous cta@md litigation arising in the ordinary coursebakiness. The Company believes that
these matters, taken individually or in the aggtegaould not have a material adverse affect orCimpany's financial position or results 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 the Company's clients' reesrare highly contingent on Medicare and Medicaithbursement funding rates.
Therefore, they have been and continue to be aglyeaffected by changes in applicable laws andlegiguns, as well as other trends in the
longterm care industry. This has resulted in certaithefCompany's clients filing for bankruptcy prdies. Others may follow. These fact

in addition to delays in payments from clients heagulted in and could continue to result in sigaifit additional bad debts in the near fut

Note 10--Accrued Insurance Claims

For years 2001 through 2003 the Company has all®ai&l Retrospective Insurance Plan for generallifglaind workers' compensation
insurance. Under these plans, pre-determined ilodés lare arranged with an insurance company td bwith the Company's per occurrence
cash outlay and annual insurance plan cost.

For workers' compensation, the Company recordsexve based on the present value of future paymentsding an estimate of claims
incurred but not reported, that are developedraswat of a review of the Company's historical dafgen claims and actuarial analysis don
an independent insurance specialist. The accrigeoldnce claims were reduced by approximately $10887 $1,784,000 and $2,138,000 at
December 31, 2003, 2002 and 2001, respectivelydardo record the estimated present value atideo&each year using an 8% interest
factor.

Management regularly evaluates its claims' payeaptrience, present value factor and other factédased to the nature of specific claims in
arriving at the basis for its accrued insurancerdaestimate. Management evaluations are basethply on current information derived
from reviewing the Company claims' experience aistry trends. In the event that the Company da@xperience and/or industry trends
result in an unfavorable change, it could havedueese effect on the Company's results of operaom financial condition.

For general liability, the Company records a resdov the estimated ultimate amounts to be paidfomwn claims.
Note 11--Employee Benefit Plans

Employee Stock Purchase Plan

Effective January 1, 2000, the Company initiatetha-compensatory Employee Stock Purchase Plan E®RP") for all eligible employees.
All full-time and certain part-time employees whavie completed two years of continuous service thighCompany are eligible to
participate. The implementation of the ESPP wafby annual offerings with the first annual offe§yinommenced on January 1, 2000. On
February 12, 2004, (effective January 1, 2004)ctivapany's Board of Directors extended the ESPRrfadditional eight annual offerings.
All future annual offerings likewise commence aadtinate on the respective year's first and ldsncar day. Under the ESPP, the Comy
is authorized to issue up to 800,000 shares abitsmon stock to its employees. Furthermore, urftetdrms of the ESPP, eligible employ
can choose each year to have up to $25,000 ofahainal earnings withheld to purchase the Comp&ursmon Stock. The purchase pric
the stock is 85% of the lower of its beginning nd @f the plan year market price.

As a result of the 2003, 2002 and 2001 annual ioffer a total of 32,149 shares, 24,141 shares &/82& shares of the company's common
stock were purchased at $11.39, $8.50 and $5.4@0pemon share for the years 2003, 2002 and 208fiectively, under the ESPP. The
2003, 2002 and 2001 annual offerings' shares wsted on January 9, 2004, January 8, 2003 andrya® 2002, respectively.
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Retirement Savings Plan

On October 1, 1999, the Company established @&ne¢int savings plan for non-highly compensated eyegl® (the "RSP") under Section 401
(k) of the Internal Revenue Code. The RSP allovgglde employees to contribute up to fifteen petdd®%) of their compensation on a pre-
tax basis. There is no match by the Company.

Deferred Compensation Plan

Effective January 1, 2000, the Company initiateslaplemental Executive Retirement Plan (the "SER®R"3ertain key executives and
employees. The SERP is not qualified under sedtdnof the Internal Revenue Code. Under the SERRicpants may defer up to fifteen
percent (15%) of their income on a pre-tax basgsofthe last day of each plan year, each partitipdl receive a twenty-five percent (25%)
match of their deferral in the Company's commouglstmased on the then current market value. SERRipants fully vest in the Company's
match three years from the first day of the inifiehr of participation. The income deferred and@benpany match are unsecured and subject
to the claims of general creditors of the Compdine amounts expensed under the SERP during the gaded December 31, 2003, 2002
and 2001 were $237,626, $287,743 and $102,470zcteply. The Company funded such expense throughdissuance to the SERP's
trustee of 12,631 shares, 15,160 shares and 18&08s of the Company's treasury stock for thesyeraled December 31, 2003, 2002 and
2001, respectively. In the aggregate, since imtadf the SERP, 57,122 shares held by the triseaccounted for at cost, as treasury stock.
At December 31, 2003, 52,919 of such shares ated/@sthe participants' accounts.

The SERP's trust account had a balance of $2,887¢B¥vhich approximately one-half is held in Compa&ommon stock), $1,476,080 and
$832,677 at December 31, 2003, 2002 and 2001, cteégly. The account's investments are recordeldeat fair value which is based on
guoted market prices. Accordingly, the Company réed an unrealized gain of $417,564 for the yededrDecember 31, 2003. For the y«
ended December 31, 2002 and 2001, the Companydextainrealized losses of $161,937 and $65,768¢césply.

Note 12--Selected Quarterly Financial Data (Unaudéd)

(in thousands except for per share data)
Three Months Ended

Ma rch 31 June 30 September 30 December 31
2003
Revenues $8 9,531 $92,806 $95,878 $101,503
Operating costs and expenses $8 5,488 $88,712 $91,761 $97,694
Income before income taxes $ 4,243 $4,285 $4,486 $ 4,501
Net income $ 2,546 $2661 $2803 $ 2,850
Basic earnings per common share(1) $ 23 $ 24 $ 25 ¢ .25
Diluted earnings per common share(1) $ 22 $ 23 $ 24 $ .24
Cash dividends per common share $ - $ - $ 06 $ .07
2002
Revenues $7 8,932 $82,066 $83,045 $ 84,457
Operating costs and expenses $7 5,762 $78,634  $79,507 $81,103
Income before income taxes $ 3356 $3,629 $3655 $ 3,625
Net income $ 2,030 $2,195 $2211 $ 2,195
Basic earnings per common share(1) $ 18 $ 20 $ 20 $ .20
Diluted earnings per common share(1) $ 18 $ 19 $ 19 $ .19

(1) Year-to-date earnings per common share amaoaysdiffer from the sum of quarterly amounts duectanding.
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Note 1:--Subsequent Event (Unaudited

On February 12, 2004, the Company's Board of Dorscipproved a 3 for 2 stock split in the form &8 common stock dividend payable
on March 1, 2004 to shareholders of record on Fabrd3, 2004. Presented below are unaudited pmdaesults for the years ended
December 31 assuming the stock split had occumethouary 1, 2001.

Year Ended December 31,

Net income

Basic weighted average number of common
shares outstanding as reported

Basic weighted average number of common
shares outstanding pro forma (unaudited)
Basic earnings per common share as reported
Basic earnings per common share pro forma
(unaudited)

Diluted weighted average number of common
shares outstanding as reported

Diluted weighted average number of common
shares outstanding pro forma (unaudited)
Diluted earnings per common share as reported
Diluted earnings per common share pro forma
(unaudited)

2003 2002 200 1
$10-,—é-59,728 ““$8,630,698m $7,035, :'%61
11,365,796 11,263,466 10,928, 281
17,048,694 16,895,199 16,392, 422
$.96 $.77 $ .64
$.64 $.51 $ 43
11,858,868 11,689,498 11,077, 946
17,788,302 17,534,247 16,616, 919
$.92 $.74 $ .64
$.61 $.49 $ 42

Quarterly unaudited pro forma results for the yemded December 31, 2003 and 2002 are reportedbelo

2003 Quarter Ended

Net income

Basic weighted average number of common
shares outstanding as reported

Basic weighted average number of common
shares outstanding pro forma (unaudited)
Basic earnings per common share as reported
Basic earnings per common share pro forma
(unaudited)

Diluted weighted average number of common
shares outstanding as reported

Diluted weighted average number of common
shares outstanding pro forma (unaudited)
Diluted earnings per common share as reported
Diluted earnings per common share pro forma
(unaudited)

2002 Quarter Ended

Net income

Basic weighted average number of common
shares outstanding as reported

Basic weighted average number of common
shares outstanding pro forma (unaudited)
Basic earnings per common share as reported
Basic earnings per common share pro forma
(unaudited)

Diluted weighted average number of common
shares outstanding as reported

Diluted weighted average number of common
shares outstanding pro forma (unaudited)
Diluted earnings per common share as reported
Diluted earnings per common share pro forma
(unaudited)

March 31
$2,545,912
11,245,247

16,867,871
$.23

$.15
11,787,080

17,680,620
$.22

$.14
March 31
$2,030,551
11,169,039

16,753,559
$.18

$.12
11,572,145

17,358,218
$.18

$.12

June 30 Septembe r30 December 31
52660510 $2,803, 200 $2,850,007
11,304,606 11,406, 417 11,505,478
16,956,909 17,109, 626 17,258,217
$.24 $ .25 $.25
$.16 $ .16 $.17
11,718,407 11,929, 427 12,111,815
17,577,611 17,894, 141 18,167,723
$.23 $ .24 $.24
$.15 $ .16 $.16
June 30 Septembe r30 December 31
2104687 $2,210, 586 $2,194,874
11,224,347 11,317, 662 11,255,065
16,836,521 16,976, 493 16,882,598
$.20 $ .20 $.20
$.13 $ .13 $.13
11,818,807 11,845, 894 11,658,478
17,728,211 17,768, 841 17,487,717
$.19 $ .19 $.19
$.12 $ 12 $.13

The unaudited pro forma impact of the stock spiittte Company's balance sheet at December 3120018 be to increase common stock
by $60,049 with an offsetting reduction to Addit&iPaid in Capital. Issued and outstanding numbkssiares of common stock as of
December 31, 2003, on a pro forma basis, will b®38,618 and 17,286,375, respectively.
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Report Of Independent Certified Public Accountants

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, 2003
and 2002, and the related consolidated statemémeame, cash flows, and stockholders' equityefach of the three years in the period
ended December 31, 2003. These consolidated fialesteitements are the responsibility of the Comjsampanagement. Our responsibility is
to express an opinion on these consolidated fimhstatements based on our audits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the consolidatedcimestatements are free of material
misstatement. An audit includes examining, on Blasis, evidence supporting the amounts and digids in the consolidated financial
statements. An audit also includes assessing twiating principles used and significant estimatesle by management, as well as
evaluating the overall consolidated financial stegat presentation. We believe that our audits pievai 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, 2003 and 2002 and the consolidesetdts of their operations and their
consolidated cash flows for each of the three yiatise period ended December 31, 2003, in confiyrmith accounting principles generally
accepted in the United States of America.

/'S Grant Thornton LLP

New Yor k, New Yor k
February 6, 2004
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Market Makers
As of the end of 2003, the following firms were riraka market in the shares of Healthcare Servigesi; Inc.:

Schwab Capital Markets Jefferies & Company, Inc. Citigroup Global Marke ts, Inc.
Goldman, Sachs & Co. Morgan Stan ley & Co., Inc. Merrill Lynch, Pierce, Fenner
Wedbush Morgan Securities Inc. C.L. King & AssociatesCrown Financial Group

About Your Shares

Healthcare Services Group, Inc.'s common stodlagetd on the NASDAQ National Market System of therethe-counter market. On
December 31, 2003 there were 11,524,250 of the @og common shares issued and outstanding. AsacdlML, 2004 there were
approximately 490 holders of record of the commtogls including holders whose stock was held in im&® name by brokers or other
nominees. It is estimated that there are approxin®;100 beneficial holders.

Price quotations during the two years ended DeceBibe2003, ranged as follows:

2003 High 2003 Low 2002 H igh 2002 Low
1st Qftr. .......... $13.960 $11.800 $10.7 08 $9.540
2nd Qtr. ........... $14.030 $11.240 $154 50 $11.650
3rd Qtr. ..... .. $17.110 $13.950 $15.7 50 $11.750
4th Qftr. ........... $20.161 $15.780  $13.9 10 $10.751

Availability of Form 10-K

A copy of Healthcare Services Group, Inc.'s 2008ual Report on Form 10-K, as filed with the Sedesiand Exchange Commission is
available on the Company's website "www.hcsgcom:céddditionally, it will be provided without chaegto each shareholder making a
written request to the Investor Relations Departroéthe Company at its Corporate Offices.
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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: February 26, 2004 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:

Signature T itle Date
/sl Daniel P. McCartney Chief Exec utive Officer and February 26, 2004
--------------------------- Chairman
Daniel P. McCartney
/sl Joseph F. McCartney Director a nd Vice President February 26, 2004
Joseph F. McCartney
/sl Barton D. Weisman Director February 26, 2004
Barton D. Weisman
/sl Robert L. Frome Director February 26, 2004
Robert L. Frome
/sl Thomas A. Cook Director, President and February 26, 2004
--------------------------- Chief Oper ating Officer
Thomas A. Cook
/sl John M. Briggs Director February 26, 2004
John M. Briggs
/sl Robert J. Moss Director February 26, 2004
Robert J. Moss
/sl James L. DiStefano Chief Fina ncial Officer and February 26, 2004
--------------------------- Treasurer
James L. DiStefano
/sl Richard W. Hudson Vice Presi dent-Finance, Secretary  February 26, 2004
--------------------------- and Chief Accounting Officer

Richard W. Hudson
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REPORT OF INDEPENDENT CERTIFIED PUBLIC
ACCOUNTANTS 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 February 6, 2004, which is includeth@12003 Annual Report to Shareholders and isrpurated by reference in Form KQwe
have also audited Schedule Il for each of the thieaes in the period ended December 31, 2003. impinion, this schedule presents fairly,
in all material respects, the information requitedbe set forth therein.

/sl Grant Thornton LLP
New Yor k, New Yor k
February 6, 2004
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Healthcare Services Group, Inc. and subsidiaribe@®de 1l - Valuation and Qualifying Accounts Ye&msded December 31, 2003, 2002, and
2001

Additions
Balance- Char ged to Charged to
Beginning of Cost s and Other Deductions Balance -End

Description Period Exp enses Accounts (A) of Period
2003
Allowance for Doubtful

Accounts $ 7,323,000 $ 4, 550,000 $ 8,459,000 $ 3,414,000
2002
Allowance for Doubtful

Accounts $ 6,936,000 $ 6, 050,000 $ 5,663,000 $ 7,323,000
2001
Allowance for Doubtful

Accounts $ 4,914,000 $ 5, 445,000 $ 3,423,000 $ 6,936,000

(A) Represents write-offs
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Exhibit 23
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our reports dated February 6, 28@bmpanying the consolidated financial statemamtisschedule included in the Annual
Report of Healthcare Services Group, Inc. and sligrsés on Form 10-K for the year ended DecembefBQ3. 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 amelflon-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) 333-107467 and (Vvii)
Registration Statement (Form S-3D 333-108182.

/sl Grant Thornton LLP
New Yor k, New Yor k
February 6, 2004
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CERTIFICATIONS

Exhibit 31.1

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

1. I have reviewed this Annual Report on Form 10fKlealthcare 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 madmisletding with respect to the periods
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 registrants other certifying officer and¢ aesponsible for establishing and maintainingld®ure controls and procedures ( as defined
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant and have;

a) designed such disclosure controls and procedoresiused such disclosure controls and procedoifes 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) evaluated the effectiveness of the registraligdosure controls and procedures and presentddsiannual report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyaport based on such evaluation and;

c) disclosed in this report any change in the teayi$'s internal control over financial reportitngit occurred during the registrant's most re
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 analve disclosed, based on our most recent evalyatidghe registrant's auditors and the audit
committee of the registrant's Board of Directors.

a) all significant deficiencies and material weadses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registsaability to record, process, summarize and rtefrmaincial 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

Dat e: February 26, 2004
/'s/ Daniel P. MCartney

Dani el P. MCartney
Chi ef Executive O ficer
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Exhibit 31.2

I, James L. DiStefano, Chief Financial Officer,tdgrthat:

1. I have reviewed this Annual Report on Form 10fKlealthcare Services Group, Inc.;

2. Based on my knowledge, this annual report doésaontain any untrue statement of amaterial factoit 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 periods
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 registrants other certifying officer and¢ aesponsible for establishing and maintainingldsure controls and procedures ( as defined
in Exchange Act Rules 13a-14 and 15d-14) for tigésteant 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) evaluated the effectiveness of the registraigdosure controls and procedures and presentddsiannual report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyédport based on such evaluation and;

c) disclosed in this report any change in the teayi$'s internal control over financial reportitngit occurred during the registrant's most re
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 andblve disclosed, based on our most recent evalyatiadhe registrant's auditors and the audit
committee of the registrant's Board of Directors.

a) all significant deficiencies and material weadses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefreincial 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

Dat e: February 26, 2004

/s/ Janes L. Di Stefano

James L. Di Stefano
Chi ef 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, 2003 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.

/'s/ Daniel P. MCartney
Dani el P. MCartney
Chi ef Executive O ficer
February 26, 2004



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, 2003 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 Executive O ficer
February 26, 2004



