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PART I
Iltem 1. Business
(a) General

Healthcare Services Group, Inc. (the "Company"yig®s housekeeping, laundry and linen servicesrig-term care facilities, including
nursing homes and retirement complexes. The Compelves that it is the largest provider of coctiwal housekeeping and laundry
services to the long-term care industry in the ébhibtates, rendering such services to in exceB8Mfacilities in 41 states and Canada.

(b) Not Applicable
(c) Description of Services

The Company provides management, administrativeogedating expertise and services to the housefggelgiundry and linen departments
of a single industry segment (long-term care). Toenpany's labor force is also interchangeable reisipect to each of these services. The
Company believes that each service it performg®#anilar opportunity for growth. Accordingly, tli&mpany does not deem it meaningful
to identify the percentage of revenues derived fthenseveral services which it performs.

Housekeeping and laundry services. Housekeepindgamndry services is the largest service sectth@Company. It involves cleaning,
disinfecting and sanitizing resident areas in #wlities as well as laundering and processingéksalents' personal clothing. In providing
services to any given client facility, the Compayygically hires and trains the hourly employees wiaye employed by such facility prior to
the engagement of the Company. The Company norrasdligns two on-site managers to each facilitwpesrsise and train hourly
housekeeping and laundry personnel and to cooslmaisekeeping and laundry with other facility sipfunctions. Such management also
oversees the execution of a variety of quality eost-control procedures, including continuous irgjrand employee evaluation as well as on-
site testing for infection control. The on-site mgament team also assists the facility in complyiity Federal, state and local regulations.

Linen services. Linen services is the other sigaiit service sector of the Company. It involves/ling and laundering the sheets, pillow
cases, blankets, towels, uniforms and assorted lteens used by the facilities. At most of the litiels that utilize the Company's linen
services, the equipment is acquired and instaljethé® Company. On many occasions the Company pseshhe existing laundry
installations from nursing homes with which it canently enters into service agreements to prolddadry and linen services. Each such
installation generally requires initial capital ys by the Company of from $50,000 to $250,000edelng on the size of the facility and the
amount of equipment required. The Company couldrinelocation or other costs in the event of thecedlation of a linen agreement where
there was a corresponding laundry installationnfdanuary 1, 1989 through December 31, 1995, tinep@ny's services were cancelled by
forty-one facilities with respect to which the Coamy had previously invested in a laundry instadiati
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During each year, except for certain agreementsatkea in 1995 and 1993, the laundry installatimese sold to the Company's clients for an
amount in excess of the net amount recorded oGdimepany's balance sheets. The laundry installatielating to agreements cancelled in
1995 and 1993 resulted in the Company receivingeqipately $15,000 and $17,000, respectively, thas the net amount at which these
assets have been recorded on its balance sheen &irpplies are, in most instances also owneddZtmpany, and the Company maintains
a sufficient inventory of these items in order ts@re their availability. The Company provides tirgervices to approximately 46% of the
facilities to which it provides housekeeping anahnidry services.

Facility maintenance, materials acquisition andscdtimg services. Facility maintenance servicessisirof the repair and maintenance of
laundry equipment, plumbing and electrical systesssyell as carpentry and painting. In many insganmaterials, equipment and supplies
utilized by the Company in the performance of maaince services, as well as housekeeping, laundriireen services, are provided by the
Company through its Huntingdon Supply division. ampany also provides consulting services toifesito assist them in updating their
housekeeping, laundry and linen operations.

Laundry installation sales. The Company (as distabof laundry equipment) sells laundry instatias to its clients which generally repres
the construction and installation of a tueay operation. With regard to laundry installatgaies, the Company generally offers payment t
ranging from 36 to 60 months. In 1995, two fa@ktithat purchased laundry installations from them@any canceled the Company's services.
The Company received approximately $18,000 less tiva net amount recorded on its balance shedtthe dates of such cancellations. In

approximately $9,000 less than the net amount decbon its balance sheet as of the date of catioall®uring 1992, five facilities that had
purchased laundry installations from the Compamgceked the Company's services. In the aggredageCompany received approximately
$10,000 less than the net amount recorded on lasit@ sheet as of the date of the latest of suctediations. Although the Company has
incurred only minor losses related to amounts nbiected as result of these laundry installatidesahere can be no assurance that any suct
losses will not occur in the future. Although then@pany has sold laundry installations since 1984y tvere not significant to the Company's
operations prior to 1991 (see Note 1 of Notes tmfctial Statements). During the years 1993 thrdig§lb, laundry installation sales were not
material as the Company prefers to own such laumdtgllations in connection with performance gfservice agreements.
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Operational-Management Structure

By applying its professional management technigtiesCompany is able to contain certain housekegegnu laundry costs on a continuing
basis. The Company provides its services througgtaork of management personnel, as illustratedviel

Vice President
- Operations

Divisional Vice President

(4 Divisions)

Regional Vice President/Manager

(15 Regions)

District Manager

(83 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 nemgssdditional supervisory personnel.
Districts, typically consisting of from eight to élwe 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 éoidiio the support provided by the Company's oaisibnagement. Training Managers are
responsible for the recruitment, training and depeient of Facility Managers. At December 31, 1988,Company maintained fifteen
regions within four divisions. A division consigiftwo to six regions within a specific geograpliaeea. A Divisional Vice President
manages each division. Additionally, each dividi@s a Divisional Vice President-Sales who supgbegDivisional Vice President by
managing the marketing efforts of the divisionsgiiRnal Sales Managers. Regions are geographitallgtured to include three to eight
districts and are each headed by a Regional ViesidRent/Manager and a Regional Sales Director vshomes primary responsibility for
marketing the Company's services. Regional managpwst to Divisional Vice Presidents who in tueport to the Vice President of
Operations. The Company believes that its regiandldistrict organizational structure facilitatesséxpansion into new geographic areas.
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Market and Services

The market for the Company's services consistdarfge number of facilities involved in various asfs of the long-term care field, including
nursing homes, retirement complexes and rehallitatenters. Such facilities may be specializedasreral, privately owned or public, profit
or not-for-profit and may serve patients on a leegn or short-term basis. The market for the Comisaservices is expected to continue to
grow as the elderly increase as a percentage afiiited States population and as government reisgsnent policies require increased cost
control or containment by long-term care facilities

According to estimates of the Department of Heaiti Human Services, the long-term care marketdaruthited States consists of
approximately 23,000 facilities, which range inesfrom small private facilities with 65 beds toifdies with over 500 beds. The Company
markets its services primarily to facilities witb@ or more beds. The Company believes that lessfita percent of long-term facilities
currently use outside providers of housekeepinglamadry services such as the Company.

Marketing and Sales

The Company's services are marketed at four l@fd¢lse Company's organization: at the corporatellby the Chief Executive Officer,
President and the Vice President of Operationgieatlivisional level by Divisional Vice Presideiatsd Divisional Sales Directors; at the
regional level by the Regional Vice Presidents/Mgatg; and at the district level by District Managédthe Company provides incentive
compensation to its operational personnel baseatbieving budgeted earnings and to its Divisiorsé$S Directors and Regional Sales
Directors based on new business revenues.

The Company's services are marketed primarily tiinaeferrals and ipperson solicitation of target facilities. The Compalso utilizes dire«
mail campaigns and participates in industry trdums, healthcare trade associations and healtsogport service seminars that are offered
in conjunction with state or local health auth@stin most of the states in which the Company cotsdts business. The Company's programs
have been approved for continuing education créwitstate nursing home licensing boards in cegtites, and are typically attended by
facility owners, administrators and supervisoryspanel, thus presenting a marketing opportunitylierCompany. Indications of interest in
the Company's services arising from initial mankgtefforts are followed up with a presentation rdgey the Company's services and survey
of the service requirements of the facility. Théiera a formal proposal, including operational neenendations and recommendations for
proposed savings, is submitted to the prospectigatcOnce the prospective client accepts the ggapand signs the service agreement, the
Company can set up its operations on-site withysda
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Service Agreements

The Company offers two kinds of service agreementsll service agreement or a management agreemneafull service agreement, the
Company assumes both management and payroll rabpionéor the hourly housekeeping and laundry doyees.

The Company typically adopts and follows the cliepmployee wage structure, including its policyvafje rate increases, and passes thr
to the client any labor cost increases associatddwage rate adjustments. Some full service agesmsralso include linen services. Under a
management agreement, the Company provides managantesupervisory services while the client faciletains payroll responsibility for
its hourly employees. Substantially all of the Camygs agreements are full service agreements. Hggsements typically provide for a one
year term, cancelable by either party upon 30 daytite after the initial ¢-day period. As of December 31, 1995, the Compaty h
approximately 2,075 service agreements with in exaé 800 client facilities.

Although the service agreements are cancelabl&omn sotice, the Company has historically had g ¥avorable client retention rate and
expects to be able to continue to maintain a getationship with its clients. The risks associatgtth short-term service agreements have not
affected either the Company's linen services, whtherally require a capital investment or lauridsgallation sales, which require the
Company to finance the sales price. Such riskefea mitigated by certain provisions set fortlthe agreements which are entered into by
the Company. Many of the linen service agreemevtigre the Company has first purchased the laumdtaliation from its clients, require
that in the event the Company's services are tatet) the client becomes obligated to purchaskthelry installation from the Company at
a price no less then the value recorded on the @oypfinancial statements at the time of termamatirhe laundry installation sales
agreements obligate the purchaser to pay for swgthliation upon terms independent of the servieedered by the Company.

The Company encounters difficulty in collecting amts due from certain of its clients, includinggkadn bankruptcy, those who have
terminated service agreements and slow payersiexgérg financial difficulties. In order to provider these collection problems and the
general risk associated with the granting of cretihs, the Company has increased its bad debispros (Allowance for Doubtful Account
by $1,672,594, $1,423,338 and $567,754 in 19954 B®@l 1993, respectively. In making its evaluatiorgddition to analyzing and
anticipating, where possible, the specific casasrileed above, management considers the genelattioh risk associated with trends in the
long-term care industry.

Competition

The Company competes primarily with thehiause support service departments of its potecitéaits. Most healthcare facilities perform tr
own support service functions without relying ugmrside management firms such as the Company.diti@ad a number of local firms
compete with the Company in the regional marketstiich the Company conducts business. Severalmatgervice firms are larger and h
greater financial and marketing resources tharCrapany, although historically, such firms haveasnrated their
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marketing efforts on hospitals rather than the ltergn care facilities typically serviced by the Quemny. Although the competition to service
long-term care facilities is strong, the Companleves that it competes effectively for new agreetagas well as renewals of existing
agreements based upon the quality and dependatfility services and the cost savings it can effacthe client.

Employees

At December 31, 1995, the Company employed 1,6ldagement and supervisory personnel. Of these emgdpyL68 held executive,
management and office support positions, and 1¢44ditese salaried employees were on-site managgmeesannel. On such date, the
Company employed approximately 10,911 hourly emgdsy Many of the Company's hourly employees andéqrs support employees of 1
Company's clients. In addition, the Company managesly employees who remain employed by certaiitsaflients.

Approximately 11% of the Company's hourly employaesunionized. These employees are subject teatlé bargaining agreements that
are negotiated by individual client facilities as@ assented to by the Company so as to bind thg&uy as an "employer” under the
contract. The Company may be adversely affecteglagions between its client facilities and the &gpe unions. The Company is a part
a negotiated collective bargaining agreement vatpect to approximately 20 employees at threetfasilocated in New York. The Compse
believes its employee relations are satisfactory.

(d) Financial Information About Foreign and Dome$diperations and Export Sales
Not Applicable.
Item 2. Properties

The Company leases its corporate offices, locat@@43 Huntingdon Pike, Huntingdon Valley, Pennaylia 19006, which consists of 6,600
square feet. The term of the lease expires on Mait¢c2001. The Company also leases office spas#hat locations in Pennsylvania,
Massachusetts, Florida, lllinois, California, Caldo, Georgia, Missouri and Texas. These locatiensesas divisional or regional offices. In
addition, the Company leases warehouse space imsflgania, lllinois and Florida for the Huntingd8upply division. Each office consists
of approximately 1,000 square feet, and each waisshoonsists of approximately 5,000 square feeteMNd these leases is for more than a
five-year term.

The Company is provided with office and storagecepat each of its client facilities. Managementsoet foresee any difficulties with regz
to the continued utilization of such premises.

The Company presently owns laundry equipment, efficniture and equipment, housekeeping equipmmshatomobiles and trucks.
Management believes that all of such equipmentificgent for the conduct of the Company's currepérations.
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Item 3. Legal Proceedings

The Securities and Exchange Commission (SEC) has d@nducting a non-public investigation since 18#0 respect to certain matters,
including the Company's financial statements, fai@ncondition and results of operations. The Comypaas cooperated fully with such
inquiry on a voluntary basis. On March 21, 199@, 8taff of the SEC informed the Company that th€ 8&d accepted a settlement which
had been offered by the Company and recommend#ueb§taff, pertaining to certain allegations oflaimns of the Federal securities laws
by the Company and certain of its officers withpesst to periods ended on or before March 31, 19B8.settlement is subject to mutual
agreement on the final form of the Complaint ansh$&mt to be filed in the United States District @ounder the settlement, upon the filing
of the complaint and the entry of a final judgmepbn consent, and without admitting or denying afithe allegations of the complaint, the
Company, two officers and a former officer, will permanently enjoined from violating certain promis of the Federal securities laws, and
the Company and these individuals will be requiteday civil penalties aggregating approximatel2%$800. Upon entry of a final
judgement, the Company will file a Report with BEC containing the final Judgement, the Consentlam@&EC Complaint. The estimai
monetary impact of this settlement plus relate@legsts have been reflected in the accompanyianiiial statements (see Note 10 of Notes
to Financial Statements).

In addition, the United States Attorney for the teas District of Pennsylvania is investigating reeastrelating to certain payments
(approximately $84,000 in 1988, $54,000 in 1989,35Q00 in 1990, $125,000 in 1991 and $34,000 i1 8®ade by the Company between
June 1988 and January 1992 to certain vendorsvéirat not in accordance with Company policy. Thidtaravas previously investigated and
reported upon by the Company in its Form 10-K Far year ended December 31, 1991. Information réggittis matter was voluntarily
furnished to the U.S. Attorney's office in New &gréin May and November 1992 and such payments weemvered by the Company in
November 1992. The Company is cooperating withll& Attorney's office in an attempt to resolve &@sues or claims arising out of the
payments.

Item 4. Submission of Matters to a Vote of Securityolders
Not applicable.
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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 (theni@on Stock") is traded on the NASDAQ National Mar&gstem. On December 31,
1995, there were 8,143,063 shares of Common Staisitamding.

Price quotations during the two years ended DeceBibel 995, ranged as follows:

1995 High 1995 Low
1st Qtr. 155/8 10 3/4
2nd Qtr. 12 1/4 10 1/4
3rd Qtr. 12 1/8 10 3/16
4th Qtr. 10 3/8 8 1/4

1994 High 1994 Low
1st Qtr. 11 3/4 91/8
2nd Qtr. 13 3/8 97/16
3rd Qtr. 12 3/4 11 1/8
4th Qtr. 131/2 11 1/4

(b)  Holders

As of March 22, 1996, there were approximately A6élelers of record of the common stock, includiracktheld in nominee name by brokers
or other nominees. It is estimated that there ppeaximately 3,200 beneficial holders.

(c) Dividends

The Company has not paid any dividends on its Com8tock during the last two years. Currently, feids to continue this policy of
retaining all of its earnings, if any, to finan¢e tdevelopment and expansion of its business.
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SELECTED FINANCIAL DATA

The selected financial data presented below sHmileéad in conjunction with, and is qualified s éntirety by reference to, the Financial
Statements and Notes thereto.

(In thousands except for per share data and employ ees)
Years ended December 31: 1995 1994 1993 1992 1991
Revenues $1 48,747 $136,414 $114,275 $99,303 $ 82,943

Income (loss) before extraordinary item and

cumulative effect of change in accounting

for income taxes $ 3941 $ 6400 $ 5531 $4789 $ (1,213)
Extraordinary item -- class action

litigation settlement, net of income tax

benefit $(1,437)
Cumulative effect of change in accounting
for income taxes $ 104
Net income (loss) $ 3941 $ 6400 $ 4,198 $4789 $ (1,213)

Earnings (loss) per common share before
extraordinary item and cumulative effect

of change in accounting for income taxes  $ 48 $ 79 $ 70 $ 61 % (.16)
Extraordinary item, net of income tax

benefit $ (.18)
Cumulative effect of change in accounting

for income taxes $ .01
Earnings (loss) per common share $ 48 $ 79 $ 53 ¢ 61 % (.16)
Cash dividend per common share $ .06(1)
Weighted average number of common shares

outstanding 8,221 8,141 7,898 7,840 7,726
As of December 31:
Working Capital $ 51,068 $46,146 $41,106 $36,529 $ 34,916
Total Assets $ 80,290 $75815 $68,862 $61,089 $ 59,390
Long-Term Obligations $ - $ 300 $ 600 $1,000 $ 1,910
Stockholders' Equity $ 68,470 $62,124 $55,045 $50,268 $ 45,246
Book Value Per Share $ 841 $ 783 $ 699 $645 $ 5.84(1)
Employees 10,911 10,808 8,880 7,804 6,718

See Notes 2, 9 and 10 of Notes to Financial Statt&smwegarding uncertainties with respect to lifigjtand other contingencies.

(1) Adjusted to reflect the 3 for 2 Stock Splitgha the form of a 50% Stock Dividend on Novembgy 1991.



MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION
AND RESULTS OF OPERATIONS

The following discussion and analysis should bel ieaconjunction with the financial statements ates thereto.

RESULTS OF OPERATIONS

From 1991 through 1995, the Company's revenues grewcompound annual rate of 12%. This growth agiseved through obtaining new
clients in both existing and newly developed magtets, as well as providing additional servicesxisting clients. Although there can be no
assurance thereof, the Company anticipates futaneth, although its compound growth rates will likdecrease as growth is measured
against the Company's increasing revenue base.

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

R elation to Total Revenues
Years Ended December 31,

Revenues 1 00.0% 100.0% 100.0%

Operating costs and expenses:
Costs of services provided 85.6 84.4 84.7
Selling, general and
administrative 8.2 8.1 7.9
Recovery of contingent
losses on promissory notes sold (0.2) (0.2) (0.4)
Other income .6 0.3 .2
Provision for estimated cost related to SEC
inquiry and other matters (Note 10) 21 -

Income before income taxes, extraordinary

item and cumulative effect of change in

accounting for income taxes 4.9 8.0 8.0
Income taxes 2.3 3.3 3.2
Income before extraordinary item and

cumulative effect of change in accounting

for income taxes 2.6 4.7 4.8
Extraordinary item -- class action

litigation settlement, net of income tax

benefit (1.2)
Cumulative effect of change in accounting

for income taxes 1
Net income 2.6% 4.7% 3.7%

1995 COMPARED WITH 1994

Revenues increased 9% to $148,746,773 in 1995%186,414,172 in 1994. The following factors conitéd to the increase in revenues:
service agreements with new clients in existingggaphic areas increased revenues 19.3%; geograyppdnsion increased revenues 2.7%;
and cancellations and other minor changes decreasedues 13.0%.

Costs of services provided as a percentage of vegeincreased to 85.6% in 1995 from 84.4% in 1984. primary factors affecting tt



variations and their impact on the 1.2% changeost of services provided as a percentage of revaraias follows: increase in labor costs of
1.1%; increase of .7% in amortization of serviceeagients and costs associated with service agréecemcelled (See Note 1 -- Intangible
Assets of Notes to Financial Statements); offsgttitese increases were decreases of .4% and .iamal and district costs and
depreciation expense, respectively.

Selling, general and administrative expenses a&s@eptage of revenue increased slightly to 8.2%9®b from 8.1% in 1994 primarily as a
result of additional costs associated with expamdire divisional and regional staffs in order tti&eposition the Company to achieve its
performance objectives in the future.

RECOVERY FROM COLLECTING $300,000 OF PROMISSORY NOTES SOLD THAT WAS RESERVED FOR IN 1991

A client paid; $150,000 in the first quarter of 59%$50,000 in the second quarter of 1995, and $0D00n the third quarter of 1995 (or an
aggregate of $300,000). These payments represepaifoff of the remaining balance on a note. Assalt, the Company recorded the
recovery as income in its Statements of Incoméhferyear ended December 31, 1994 (see Note 6 esSNotFinancial Statements).

1994 COMPARED WITH 1993

Revenues increased 19% to $136,414,172 in 1994 $11dM,275,458 in 1993. The following factors cdmited to the increase in revenues:
service agreements with new clients in existingggaphic areas increased revenues 21.1%; geograppénsion increased revenues 2.8%;
and cancellations and other minor changes decreasedues 4.7%.

Costs of services provided as a percentage of uegetlecreased to 84.4% in 1994 from 84.7% in 1988 primary factors affecting the
variations and their impact on the net .3% changmst of services provided as a percentage ohtevare as follows: decrease in workers'
compensation, general liability and other insuranfc&%; decrease in depreciation expense of .3¥%etiing these decreases was an increase
of .5% in allowance for doubtful accounts.

Selling, general and administrative expenses as@ptage of revenue increased slightly to 8.1%98v from 7.9% in 1993 primarily as a
result of additional costs associated with expagdire divisional and regional staffs in order tétdeposition the Company to achieve its
performance objectives in the future.

RECOVERY FROM COLLECTING $300,000 OF PROMISSORY NOTES SOLD THAT WAS RESERVED FOR IN 1991

A client paid; $50,000 in the first quarter of 19$25,000 in each of the second and third quaaiet994, and $100,000 in the fourth quarter
of 1994 (or an aggregate of $300,000) as partiaineat on a note. As a result, the Company recottiedecovery as income in its Statem
of Income for the year ended December 31, 1994Nste 6 of Notes to Financial Statemen



LIQUIDITY AND CAPITAL RESOURCES

At December 31, 1995, the Company had working ebapft$51,067,973 which represents a 11% increase$16,146,376 at December 31,
1994. Working capital continues to grow, reflecpeihcipally in increased cash and cash equivalentshigher accounts receivable. The
increase in cash and cash equivalents is a refsihie anprovement in the collection of receivablas well as the timing of payments to
vendors. Higher accounts receivable are primatthjbaitable to the Company's 9% increase in reventibe Company's current ratio at
December 31, 1995 was 6.3 to 1 compared to 6.5td16.2 to 1 in 1994 and 1993, respectively.

The net cash provided by the Company's operatitigities was $5,940,040 for the year ended DecerBhefl995. The components of
working capital that required the largest amountagh were: increases in accounts receivable awgdtéom trade notes receivable of
$1,362,583 and $1,712,922, respectively and a $1188 increase in prepaid income taxes. The inergaaccounts receivable and long term
trade notes receivable resulted primarily fromabstinued growth in the Company's revenues, whicheiased 9%. The increased use of
associated with prepaid income taxes resulted pilyrfeom the timing of estimated income tax lidhjilpayments. Although accounts
receivable have increased in 1995, the numberyf davenue (based on fourth quarter revenueskgiatbounts receivable balance at
December 31, 1995 was reduced to 79 days from ¥4 ataDecember 31, 1994.

At December 31, 1994, the Company had working ehpft$46,146,376 which represents a 16% increamseDecember 31, 1993. Working
capital continues to grow, reflected principallyimcreased cash and cash equivalents and higheurtscreceivable. The increase in cash and
cash equivalants is a result of the improvemettiéncollection of receivables, as well as the tomifi payments to vendors. Higher accounts
receivable is primarily attributable to the Compary9% increase in revenues. The Company's cuatatat December 31, 1994 was 6.5
compared to 6.2to 1 and 6.6 to 1 in 1993 and 1&%pectively.

The net cash provided by the Company's operatitigtées was $3,934,184 for the year ended Decerlied994. The component of
working capital that required the largest amountash was accounts receivable, which increase®398,706. The increase resulted
primarily from the continued growth in the Compamgvenues, which increased 19%. Although accaentsvable have increased in 1994,
the number of days revenue (based on fourth quaatenues) in the accounts receivable balance adrieer 31, 1994 was reduced to 81
days from 90 days at December 31, 1993.

The net cash provided by the Company's operatitigitées was $2,992,440 for the year ended Decerliei993. The component of
working capital that required the largest amountasth was accounts receivable, which increased i1 $,412. The increase resulted
primarily from the continued growth in the Compamgvenues, which increased 15%. Although accaeontsvable have increased in 1993,
the number of days revenue (based on fourth quaatenues) in the accounts receivable balance e¢leer 31, 1993 was reduced to 90
days from 91 days at December 31, 1¢



The Company expends considerable effort to collecamounts due for its services on the terms dgrpen with its clients. Many of the
Company's clients participate in programs fundedeblgral and state governmental agencies whichriistly have encountered delays in
making payments to its program participants. Whengwssible, when a client falls behind in makiggead-upon payments, the Company
converts the unpaid accounts receivable to intéxesting promissory notes receivable. The pronyssotes receivable provide a means by
which to further evidence the amounts owed, progidiefinitive repayment plan and therefore may eobdhe ultimate collectibility of the
amounts due. In some instances the Company olataasurity interest in certain of the debtors' @sse

The Company encounters difficulty in collecting amts due from certain of its clients, includinggkadn bankruptcy, those which have
terminated service agreements and slow payersiergérg financial difficulties. In order to provider these collection problems and the
general risk associated with the granting of criadins, the Company has increased its bad debispros (allowance for doubtful accounts)
by $1,672,594, $1,423,338 and $567,754 in 19954 8@l 1993, respectively. In making its evaluatioraddition to the analyzing, and
anticipating, where possible, the specific casesrileed above, management considers the genelattoh risk associated with trends in the
long-term care industry.

The Company has a $13,000,000 bank line of credittoich it may draw to meet short-term liquidityjterements in excess of internally
generated cash flow, that expires on June 30, 1®9®unts drawn under the line are payable on demanbBecember 31, 1995, there were
no borrowings under the line. However, at such,dagamount available under the line had beencesilby approximately $8,200,000 as a
result of contingent liabilities of the Companytih@ lender relating to letters of credit issuedtfer Company.

At December 31, 1995, the Company had $16,335,88&sh and cash equivalents, which it views agritscipal measure of liquidity.

In the fourth quarter of 1993, the Company andhisirer reached an agreement in principle to sétfeconsolidated class action complaints
filed against it in Federal District Court. The @rdipproving the settlement was approved by thet couSeptember 8, 1994 and became
effective on October 10, 1994. The settlement mledifor the payment of $2,625,000 by the Companglarer and common stock having a
value of $2,125,000 to be issued by the Comparey K&xte 8 of Notes to Financial Statements). On Atdu1995, the Company issued
180,851 shares of its common stock representinupigsent obligation under the 1993 settlement efctnsolidated class action complaints.
Accordingly, the December 31, 1995 Balance Shéketats the payment of the previously recorded latign Liability of $2,125,000 by
increasing stockholders' equity in the same amount.

The Company has no specific material commitmentsdpital expenditures and believes that its cesin bperations, existing balances and
available



credit line will be adequate for the foreseeabtariito satisfy the needs of its operations arfdrid its continued growth. However, if the
need arose, the Company would seek to obtain ¢t&mita such sources as long-term debt or equitgrfaing.

EFFECTS OF INFLATION

All of the Company's service agreements allow jpass through to its clients increases in the astbor resulting from new wage
agreements. The Company believes that it will He &brecover increases in costs attributable flation by continuing to pass through cost
increases to its clients.

OTHER DEVELOPEMENTS/ACCOUNTING PRONOUNCEMENTS NOT Y ET ADOPTED

In 1993, the Company adopted the provisions ofe$tant of Financial Accounting Standards No. 1094&RNo. 109) "Accounting for
Income Taxes", which requires a change from therded method to the asset and liability methodcobanting for income taxes for
temporary differences between the financial repgrbasis and tax basis of the Company's assetsabilidies. The statement also requires
that deferred tax liabilities or assets be adjuftethe future effects of any changes in tax lawsates. The effect of adopting SFAS No. 109
as of January 1, 1993 required the recognitiondefarred tax asset of $103,853 (see Note 4 todNotEinancial Statements).

SFAS No. 121, "Accounting for the Impairment of Igehived Assets and for Long-Lived Assets to Be Disgd Of," is required to be
implemented in 1996. SFAS No. 121 requires thaglived assets and certain identifiable intangiltlel and used by the entity be reviewed
for impairment whenever events or changes in cigtantes indicates that the carrying amount of aatasay not be recoverable. If the sum
of the expected future cash flows (undiscountedvaitftbut interest) is less than the carrying amafrthe asset, an impairment loss is
recognized. Measurement of that loss would be basdtle fair value of the asset. The Company beti¢kiat implementation of this
statement will not have any material effect orfiftancial position.

SFAS No. 123, "Accounting for Stock-Based Compensdtis also required to be implemented in 1996 emroduces a choice of the
method of accounting used for stock-based compiensdintities may use the "intrinsic value" mettoalrently based on APB No. 25 or the
new "fair value" method contained in SFAS No. 1PBe Company intends to implement SFAS No. 123 ©618y continuing to account for
stock-based compensation under APB No. 25. As rediiy SFAS No. 123, the pro forma effects on nedtine and earnings per share will
be determined as if the fair value based methodbkad applied and disclosed in the notes to tleméial statement



BALANCE SHEETS

ASSETS

Current Assets:

Cash and cash equivalents

Accounts and notes receivable, less allowance fo
accounts of $4,468,000 in 1995 and $4,500,000

Prepaid income taxes

Inventories and supplies

Deferred income taxes (Note 4)

Prepaid expenses and other

Total current assets
Property and Equipment:
Laundry and linen equipment (Note 7)
Housekeeping equipment and office furniture
Autos and trucks

Less accumulated depreciation

INTANGIBLE ASSETS less accumulated amortization of
1994 (Note 1)

COST IN EXCESS OF FAIR VALUE OF NET ASSETS ACQUIRED

accumulated amortization of $1,117,413 in 1995 a
1994 (Note 1)

December 31,

CERTIFICATES OF DEPOSIT PLEDGED FOR LOAN GUARANTEES

(Note 9)
DEFERRED INCOME TAXES (Note 4)
OTHER NONCURRENT ASSETS (Note 1)

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Accounts payable
Accrued payroll, accrued and withheld payroll ta
Other accrued expenses (Note 10)
Income taxes payable
Accrued insurance claims (Notes 1 and 11)

Total current liabilities
ACCRUED INSURANCE CLAIMS (Notes 1 and 11)

RESERVE FOR CONTINGENT LOSSES ON PROMISSORY NOTES\pte 6)

LITIGATION SETTLEMENT LIABILITY (Note 8)
COMMITMENTS AND CONTINGENCIES (Notes 2, 9 and 10)
STOCKHOLDERS' EQUITY: (Note 3)
Common stock, $.01 par value: 15,000,000 shares
8,143,063 shares issued in 1995 and 7,935,874
Additional paid in capital
Retained earnings

Total stockholders' equity

See accompanying note

1995 1994
$16,335,886  $11,230,118
r doubtful
in 1994 32,463,288 32,773,299
1,466,184
7,200,033 6,298,370
1,104,350 1,435,350
2,090,409 2,791,376
60,660,150 54,528,513
12,135,849 10,835,247
6,216,950 5,174,624
178,006 140,703
18,530,805 16,150,574
12,347,675 10,207,941
6,183,130 5,942,633
$398,565 in
1,106,666
less
nd $1,008,455 in
2,258,064 2,367,021
1,500,000
1,449,236 2,207,236
9,739,191 8,163,134
$80,289,771  $75,815,203
$3,480,499 $3,630,573
Xxes 2,312,907 1,946,089
2,843,890 720,749
727,741
954,881 1,356,984
9,592,177 8,382,136
2,228,054 2,883,591
300,000
2,125,000
authorized,
in 1994 81,431 79,359
35,023,468 32,621,034
33,364,641 29,424,083
68,469,540 62,124,476
$80,289,771  $75,815,203




INCOME STATEMENTS

HEALTHCARE SERVICES GROUP, INC.

Revenues
Operating costs and expenses:
Cost of services provided
Selling, general and administrative
Recovery of contingent losses on promissory
notes sold (Note 6)
Other income (expense):
Provision for estimated cost related to SEC
inquiry and other matters (Note )
Interest income

Income before income taxes, extraordinary item
and cumulative effect of change in accounting
for income taxes

Income taxes (Note 4)

Income before extraordinary item and cumulative
effect of change in accounting for income
taxes

Extraordinary item -- class action litigation
settlement, net of income tax benefit of
$844,000 (Note 8)

Cumulative effect of change in accounting for
income taxes (Note 4)

Net income

Earnings per common share before extraordinary
item and cumulative effect of change in
accounting for income taxes

Extraordinary item, net of income tax benefit

Cumulative effect of change in accounting for
income taxes

Earnings per common share

Weighted average number of common shares
outstanding

See accompanying note

Years Ended December 31,

1995 1994 1993

$148,746,773  $136,414,172  $114,275,458

127,340,970 115,171,944 96,771,866
12,184,128 11,094,621 9,018,780

(300,000)  (300,000) (400,000)

(3,100,000)
867,883 421,827 265,483

7,289,558 10,869,434 9,150,295
3,349,000 4,469,000 3,619,000

3,940,558 6,400,434 5,531,295

(1,437,047)

103,853

$ 3,940,558 $ 6,400,434 $ 4,198,101

$ 48 $ 79 $ .70
(0.18)

.01

$ 48 3 79 % .53

8,221,479 8,141,520 7,898,268




STATEMENTS OF CASH FLOWS

Years Ended December 31,

1995 1994 1993

Cash flows from operating activities:
Net Income $3,940,558 $6,400,434 $4,198,101
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 2,573,216 2,598,783 2,614,112
Bad debt provision 1,672,594 1,423,338 567,754
Recovery of contingent losses on promissory
notes sold (Note 6) (300,000) (300,000) (400,000)
Deferred income taxes (benefits) (Note 4) 1,089,000 899,000 (212,184)
Cumulative effect of change in accounting for
income taxes (Note 4) (103,853)
Tax benefit of stock option transactions 63,000 63,153 24,004
Litigation settlement liability (Note 8) (100,000) 2,225,000
Changes in operating assets and liabilities:
Accounts and notes receivable (1,362,583) (3,394,706) (4,712,412)
Prepaid income taxes (1,466,184) 1,242,317
Inventories and supplies (901,663) (981,379) (1,022,827)
Changes to long term trade notes receivable (1,712,922) (2,618,215) (1,846,259)
Accounts payable and other accrued expenses 1,973,067 368,502 118,091
Accrued payroll, accrued and withheld payroll
taxes 366,818 426,890 407,049
Accrued insurance claims (Notes 1 and 11) (1,057,639) (637,951) 34,027
Income taxes payable (727,741) 116,327 611,604
Prepaid expenses and other assets 1,790,520 (329,982) (752,084)
Net cash provided by operating activities 5,940,040 3,934,194 2,992,440
Cash flows from investing activities:
Disposals of fixed assets 116,819 515,451 181,383
Additions to property and equipment (2,667,597) (1,694,039) (2,231,208)
Cash provided by release of certificates of
deposits pledged for loan guarantees (Note 6) 1,500,000
Net cash used in investing activities (1,050,778) (1,178,588) (2,049,825)
Cash flows from financing activities:
Purchase of treasury stock (264,303)
Proceeds from the exercise of stock options 480,809 615,828 555,325
Net cash provided by financing activities 216,506 615,828 555,325
Net increase in cash and cash equivalents 5,105,768 3,371,424 1,497,940
Cash and cash equivalents at beginning of the year 11,230,118 7,858,684 6,360,744
Cash and cash equivalents at end of the year $16,335,886 $11,230,118 $ 7,858,684

SUPPLEMENTAL DISCLOSURE OF NONCASH FINANCING ACTIVI TY:

On August 1, 1995, the Company issued 180,851 sludiries common stock representing its paymenialtibn under the 1993 settlement of
the lawsuits relating to the consolidated clasmaatomplaints filed against it in 1991 and 1992c@érdingly, the December 31, 1995 Bala
Sheet reflects the payment of the previously remidtigation Liability of $2,125,000 by increasistpckholders' equity in the same amount.

See accompanying note



Years Ended December 31, 1995, 1994, and 1993

Common Sto
Shares
Balance, December 31, 1992 7,789,911
Net income for the year
Exercise of stock options 80,225
Tax benefit arising from stock
transactions
Balance, December 31, 1993 7,870,136
Net income for the year
Exercise of stock options 65,738

Tax benefit arising from stock
transactions

Balance, December 31, 1994 7,935,874
Net income for the year
Exercise of stock options 54,538

Tax benefit arising from stock
transactions
Shares issued in connection
with class action
settlement (Note 8) 180,851
Purchase of common stock for
treasury (28,200 shares)
Treasury stock retired (28,200)

See accompanying note

Statements of Stockholders' Equity

Additional
ck Paid-In Retained Treasu
Amount Capital Earnings Stoc

$77,899 $31,364,185 $18,825,548 $ --
4,198,101
802 554,522

24,004

78,701 31,942,711 23,023,649 -
6,400,434
658 615,170

63,153

79,359 32,621,034 29,424,083 -
3,940,558
545 480,264

63,000
1,809 2,123,191

(282)  (264,021) 264,3

$81,431 $35,023,468 $33,364,641 $ --

Total
ry  Stockholders'
k Equity
$50,267,632
4,198,101
555,324

24,004

55,045,061
6,400,434
615,828

62,124,476
3,940,558
480,809

63,000

2,125,000
03) (264,303)



NOTES TO FINANCIAL STATEMENTS
Note 1 -- Summary of SignificanT Accounting Policie

General
The Company provides housekeeping, laundry and keevices to long-term care facilities, includimgsing homes and retirement
complexes.

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

Inventories and supplies
Inventories and supplies include housekeeping amadry supplies which are valued at the lower st co market. Cost is determined on a
first-in, first-out (FIFO) basis. Linen suppliesdncluded in inventory and are amortized over an®fth period.

Property and equipment

Property and equipment are stated at cost. Additimnewals and improvements are capitalized, whiatenance and repair costs are
expensed. When assets are retired or otherwisestidmf, the cost and related accumulated depiatiate removed from the respective
accounts and any resulting gain or loss is includédcome. Depreciation is provided by the stréilyiie method over the following estimat
useful lives: laundry and linen equipment -- 3 tpears; housekeeping equipment and office furnituBeto 7 years; autos and trucks -- 3
years.

Revenue recognition
Revenues from service agreements are recognizeghases are performed. The Company (as a distrilmitiaundry equipment since 1981)
occasionally makes sales of laundry installatiensertain of its clients. The sales



most cases represent the construction and ingvallat a turn-key operation and are for paymenngeranging from 36 to 60 months. The
Company's accounting policy for these sales ietognize the gross profit over the life of the wréd payment terms associated with the
financing of the transactions by the Company. Dif95, 1994 and 1993, laundry installation salessymot material.

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, other provisions which arecaoently deductible for tax purposes, and revaegegnized on laundry installation sales.

During the first quarter of 1993 the Company addptes provisions of Statement of Financial AccougtStandards No. 109 (SFAS No. 109)
"Accounting for Income Taxes" (see Note 4).

Income taxes paid were approximately $3,391,00B383000 and $2,310,000 during 1995, 1994 and 1@8Bectively.

Intangible assets

Intangible assets at December 31, 1994 arose tiert988 acquisition of American Services Companpgsquently renamed HEalthcare
Services Company and merged into the Company). €hegisted principally of commenced service agreasef $1,454,996 (prior to
accumulated amortization) at December 31, 1994.ahheunts reflect an adjustment to the original pase price, as well as certain service
agreement cancellations. The commenced se



agreements were being amortized on a straightlirsés over twenty-six years up to December 199Ddoember 1994, as a result of a
change in control of the nursing homes, the lonigy teervice agreements with the Company were catcalowever, many of the nursing
homes continued to utilize the services of the Camypunder standard 30 day cancellable service agmats. As a result, the Company
reevaluated the remaining life of the related igthle assets and commenced amortization of theinémgabalance over a three year period
beginning in January 1995. During 1995, the renmgjrisiervice agreements were cancelled and the utiaetbbalance was charged to
operations. There was no significant effect on afi@ns in 1994 as a result of this change in esdtheemaining lives.

Amortization charged to earnings was $954,000Henjtear ended December 31, 1995 and $55,960 pefoyehe years ended December 31,
1994 and 1993.

Costs in excess of fair value of net assets aadj@sts in excess of the fair value of net asddtsigsinesses acquired are amortized on a
straight-line basis over periods not exceeding/fgeiars. All of the carrying value at December B395 resulted from a 1985 acquisition
which is being amortized over a thirty-one yeaiguerAmortization charged to earnings was $108,85895 and $111,625 per year in 1994
and 1993.

On an ongoing basis, management reviews the vatuatid amortization of costs in excess of fair atinet assets acquired. As part of this
review, the Company estimates the value and futanefits of the net income generated by the relsg¢edice agreements to determine tha
impairment has occurre



Other noncurrent assets
Other noncurrent assets consist of:

1995 1994
Long-term note
receivables  $9,471,036 $7,758,114
Other 268,155 405,020

$9,739,191 $8,163,134

Long-term notes receivable primarily representedregteivables that were converted to notes to eghewollection efforts. Interest income is
only recognized as cash payments are received. Ateshown are net of allowance of $549,400 and $®66in 1995 and 1994,
respectively.

Reclassification
Certain reclassifications to 1994 reported amobatse been made in the financial statements to conto 1995 presentation.

Concentration of credit risk

Statement of Financial Accounting Standards No.(I8FAS no. 105") requires the disclosure of siigaifit concentrations of credit risk,
regardless of the degree of such risk. Financstuments, as defined by SFAS No. 105, which p@tynsubject the Company to
concentrations of credit risk, consist principalfycash and cash equivalents and trade accourivabte. At December 31, 1995 and 1994,
substantially, all of the company's cash and casiivalents were invested with one financial ingiitn.

The Company's clients are concentrated in one tndusroviders of long-term care. The clients agaegrally individual long-term care
facilities with a wide geographical dispersion. Hower, recent industry trends indicate consolidatibnursing home ownership into chains,
which can lead to a customer concentration. At DHBER 31, 1995, no single client or nursing homeirlzacounted for more than 10% of
total revenue



Fair value of Financial

Instruments

The carrying value of financial instruments (prpadly consisting of cash and cash equivalents, @tscand notes receivable and accounts
payable) approximate fair value.

Use of Estimates in Financial Statements In pregdinancial statements in conformity with gengratcepted accounting principles,
management makes estimates and assumptions thett taié 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.

Accounting Pronouncements Not Yet Adopted SFAST., "Accounting for the Impairment of Long-Livedgets and for Long-Lived
Assets to Be Disposed Of," Is required to be imgetad in 1996. SFAS No. 121 requires that longdiigesets and certain identifiable
intangibles held and used by the entity be reviefoedmpairment whenever events or changes in oistances indicate that the carrying
amount of an asset may not be recoverable. Ifuhedf the expected future cash flows (undiscouatetiwithout interest) is less than the
carrying amount of the asset, an impairment losedegnized. Measurement of that loss would bedasdhe fair value of the asset. The
Company believes that implementation of this stat@mwill not have any material effect on its fina@osition.

SFAS NO. 123, "Accounting for Stock-Based Compdngdtis also required to be implemented in 19968 Ewtroduces a choice of the
method of accounting ust



for stock-based compensation. Entities may uséittensic value" method currently based on APB I96.or the new "fair value" method
contained in SFAS No. 123. The Company intendsif@ément SFAS No. 123 in 1996 by continuing to actdor stock-based
compensation under APB No. 25. As required by SR&S123, the pro forma effects on net income amdiegs per share will be determir
as if the fair value based method had been appheddisclosed in the notes to the financial statése

Note 2 -- Lease Commitments
The Company leases office facilities and autos ungerating leases expiring on various dates tHhr@@p2 (see Note 5).

The following is a schedule, by calendar years$utifre minimum lease payments under operating ehaeing remaining terms in excess of
one year as of December 31, 1995:

Operating
Year Leases
1996 $ 394,564
1997 225,579
1998 148,470
1999 133,231
2000 108,324
Thereafter 32,746

Total expense for all operating leases was $644 8022,570 and $725,222 for the years ended Deaedihd 995, 1994 and 1993,
respectively.

Note 3 -- Stockholders' Equity

On May 23, 1995, the Stockholders approved an aserén authorized shares of common stock from 00000 to 15,000,000 authorized
shares, $.01 par value.

As of December 31, 1995, 1,062,388 shares of constamk were reserved under various Incentive S@utkon Plans, including one
approved by stockholders on May 23, 1995 (the "1@@#5"). Of such amount, 550,515 shares which



available for future grant. On December 1, 1995039 incentive stock options were granted undefl @85 Plan. These options are
exercisable commencing June 1, 1996. The Stoclo@@ommittee is responsible for determining theviidials who will be granted
options, the number of options each individual welteive, the option price per share, and the eeperiod of each option. The incentive
stock option price will not be less than the faarket value of the common stock on the date thimoje Granted. No option will have a term
in excess of ten years. As to any stockholder wkiosol0% or more of the common stock, the optiooegppier share will be no less than 11
of the fair market value of the common stock ondhte the options are granted and such optionkrettahave a term in excess of ten ye



A summary of incentive stock option activity isfaiows:

Incentive St

Average of
Price Shares

Beginning of period $10.86 473,385

Granted 8.61 90,039
Cancelled 12.20 (6,016)
Exercised 8.81 (45,536)
End of period $10.63 511,872

Exercisable at end of
period 421,833

ock Options
1994 1993
Number Number
Average of Average of
Price Shares Price Shares

$10.38 419,789 $10.25 397,700
11.45 116,183 851 111,075
858 (26,850) 9.16  (8,762)
8.80 (35737) 6.92 (80,224)

$10.86 473,385 $10.38 419,789

357,202 308,714

The Company has granted non-qualified stock optiorirectors and outside consultants under thegamyls Non-qualified Stock Option
Plan, which was adopted on March 8, 1995 and agprby stockholders on May 23, 1995. The non-qeaifiptions were granted at an
option price which was not less than the fair maviedue of the common stock on the date the optias granted. The options are exercisable

over a five year period, commencing six months fthmoption date.

On November 5, 1993, December 6, 1994 and Deceild&95 certain directors were granted nonqualifigtions to purchase 42,000,
58,217 and 53,236 shares respectively. The 1998ngpivere granted at an exercise price of $8.25Ipare, the 1994 options were granted at
an average exercise price of $11.61 and the 198&nspwvere granted at an average exercise pri$8.86. The 1995 options are exercisable

commencing June 1, 19¢



A summary of non-qualified stock option activityas follows:

Non-qualified S

Average of
Price Shares

Beginning of period $9.87 297,717
Granted 8.95 53,236
Cancelled 8.83 (4,500)
Exercised 8.83 (9,000)
End of period $9.77 337,453
Exercisable at end of

period 284,217

NOTE 4 -- INCOME TAXES
The provision for income taxes consists of:

Year Ended Decem

1995 1994
Current:
Federal $1,695,400 $2,692,000
State 564,600 878,000
2,260,000 3,570,000
Deferred:
Federal 805,000 677,600
State 284,000 221,400
1,089,000 899,000

Income tax provision
before tax benefit
of extraordinary

item 3,349,000 4,469,000
Tax (benefit) of

extraordianry item

Deferred (844,000

Tax

Provision $3,349,000 $4,469,000

tock Options

1994 1993
Number Number
Average of Average of
Price Shares Price  Shares
$9.41 269,500 $9.72 212,500
11.61 58,217 8.25 57,000
9.13  (30,000)
$9.87 297,717 $9.41 269,500
239,500 212,500
ber 31,
1993
$2,193,400
793,600
2,987,000
463,500
168,500
632,000
3,619,000



Under FAS 109, deferred income taxes reflect theaeeffects of temporary differences betweenctreying amounts of assets and liabili
for financial reporting purposes and the amountidseincome tax purposes. Significant componehti® Company's federal and state
deferred tax assets and liabilities are as follows:

Year Ended Decembe r31,
1995 1994

Net current deferred tax

assets:
Allowance for doubtful

accounts $1,814,008 %1, 827,000
Accrued insurance

claims-current 387,682 550,936
Expensing of housekeeping

supplies (1,097,340) ( 942,586)

$1,104,350 %1, 435,350

Net noncurrent deferred tax

assets:
Deferred profit on laundry

installation sales $ 235,140 $ 341,444
Non-deductible reserves 1,046,393 1, 611,933
Depreciation of property

and equipment (786,056) ( 916,879)
Accrued insurance

claims-noncurrent 904,590 1, 170,738
Other 49,169

$ 1,449,236  $2, 207,236




Deferred tax expense (benefit) results from tenyyadéferences in the recognition of revenue anpemse for tax and financial statement
purposes. The sources of these differences arndxteffect of each were as follows:

Year Ended December 31,

Accrued insurance claims

liability not currently

deductible $ 429,400 $259 ,000 $ 560,800
Deferred profit recognition

on laundry installation

sales 106,300 144 ,200 219,100
Reserves recorded on the

books not currently

deductible for tax

purposes 539,400 325 ,600  (1,183,000)
Use of direct write-off

method for bad debts for

tax purposes 13,000 (14 ,200) (68,000)
Housekeeping supplies

expensed for tax purposes

prior to financial

purposes 154,800 146 ,100 207,200
Depreciation computed under

the accelerated cost

recovery system for tax

purposes and the

straight-line method for

financial accounting (130,800) (26 ,100) 70,000
Other (23,100) 64 ,400 (18,100)

$1,089,000 $899 ,000 $ (212,000)




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
1995 1
Computed "expected" tax
expense $2,478,500 $3,6
Increases (decreases) in
taxes resulting from:
State income taxes, net of
federal tax benefit 560,100 7
Tax exempt interest (111,000)
Reserves recorded on the
books not deductible for
tax purposes 408,000
Amortization of costs in
excess of fair value of
net assets acquired 37,000
Other, net (23,600)
$3,349,000 $4,4

(

SFAS No. 109

December 31,

95,600 $2,335,500

34,200 486,500
54,000)  (10,600)

38,000 38,000
55,200  (74,400)

69,000 $2,775,000

Effective January 1, 1993, the Company adoptegtbeisions of Statement of Financial Accountingrisi@ds No. 109 (SFAS NO. 109)
"Accounting for Income Taxes", which requires reaitign of deferred tax liabilities and assets fog £xpected future tax consequences of
events that have been included in the financiaéstants or tax returns. Under this method, defaardiabilities and assets are determined
based on the difference between the financial szt and tax bases of assets and liabilities usiagted tax rates in effect for the year in

which the diferences are expected to reverse.

The effect of adopting SFAS No. 109 as of Januay©93 required the recording of a deferred tartass$103,853. Such amount has been
reflected in the statement of income for the yemteel December 31, 1993 as the cumulative effeah@ccounting change. SFAS No. 109
did not have a material impact on the results &318perations



Note 5 -- Related Party Transactions

The Company leases its corporate offices from tmpeship in which the chief executive officer oétGompany is a general partner. The
rental payments made during the year ended Decedibhd95 was $88,617 and $74,900 per year foyehes ended December 31, 1994
1993. The Company made no leasehold improvememtishiar 1994 or 1993, although in 1995 the Compaage leasehold improvements
approximately $23,150. A director of the Compang ha ownership interest in several client facitiehich have entered into service
agreements with the Company. In addition, an offafehe Company has minority ownership interesta tlient facility of the Company.
During the years ended December 31, 1995, 1994 8948 all of these agreements collectively resutie@venues of approximately
$3,010,000, $3,203,000, and $2,991,000 respectively

Note 6 -- Sale of Promissory Notes Receivable andoRision for Contingent Losses on Promissory NoteSold

In 1991 and 1990, the Company sold to its bank) vétourse, promissorY notes receivable at faogeval approximately $3,800,000 and
$2,500,000, respectively. As of December 31, 19@510991 and 1990 promissory notes sold have badrmpfull. As of December 31, 1994
approximately $300,000 and $800,000, respectiwélthe aggregate amount of such promissory notesis@ach year remained out
standing. On July 15, 1992, a client paid in



to the Company's bank one of the promissory notéise amount of $910,000. In addition, the clieaitd#400,000 in 1993 and $300,000 in
both 1994 and 1995 as partial payment on anothter(see discussion below regarding these promissags). Therefore, the Company
reversed the provision recorded as of Decembet @1 and recognized the $910,000, $400,000, $30@&A6 $300,000 payments as income
in 1992, 1993, 1994 and 1995, respectively. Allhaf promissory notes sold during 1990 and all Imat @f the promissory notes sold during
1991 represent accounts receivable due to the Qonipaservices rendered. These accounts receivettldeen converted to promissory
notes prior to their sale to the bank. The Compamyerted the accounts receivable to interest hggmomissory notes receivable in order to
further evidence the amounts owed and to enhaso®liection efforts. All of the promissory notex¢ept the one mentioned in the follow
paragraph) provided for monthly payments of priatgnd interest and some were secured by certa@isasf the issuers. Pursuant to
agreements with its bank, the Company would haes Ibequired to post substitute collateral if iteelof credit from its bank expired or was
terminated prior to the promissory notes being jraidll.

In 1991, the Company made arrangements with itk mprovide financing of $1,000,000 to one ofdlients for which the Company agreed
to guarantee payment. In order for the Companyegmtiate maximum security for its guarantee, then@any made the loan directly to the
client and simultaneously sold the promissory meteivable to the bank. In addition, among the sistdd during 1991, is a promissory note
in the amount of $910,000 which w



issued in 1990 by an entity related to this cleem subsequently paid in full to the bank on J&ly1992. On April 22, 1992 a director of the
Company, who is not an officer, agreed to purchiagse promissory notes (for the full principal amioihereof plus accrued interest) without
recourse to the Company, upon a request by the thabkhe Company post substitute collateral. Amghspurchase would include the
assignment of the collateral pledged as securtlig. Company entered into this agreement (which ywpsoaed by the Board of Directors)
with the director in order to protect its interesith respect to these promissory notes. The dirastengaged in the operation of nursing
homes. Although the Company believed that it wawdtihave incurred any financial loss as a resuthe$e promissory notes, it had, as of
December 31, 1994 established a reserve for camtirigsses in the amount of $300,000. The borrafvére $1,000,000 financing used the
proceeds to fully fund the purchase price for @guasition of the client. The equity method of aaating had been used to value the collateral
held as security for these promissory notes, wlsta consequence of losses incurred by the dftartthe closing date of the transaction,
had resulted in the Company providing a reservéhiettotal unpaid amount of the promissory notesfd¥ecember 31, 1994. During 1995,
the balance of the promissory note was paid in full

Note 7 -- Laundry Installation Purchases

During 1993, 1994 and 1995 the Company purchasedicexisting laundry installations from nursingrhes with which it concurrently
entered into service agreements to provide lauaddylinen services. The Company ente



into the following laundry installation purchasarsactions; in 1993 with ten nursing homes for axiprately $545,000, in 1994 with six
nursing homes for approximately $306,000 and irb1®8h seven nursing homes for approximately $199,the agreements governing tt
purchase transactions provide that if the servize@ments are terminated at any time, the nursingehis obligated to buy the laundry
installations at a purchase price based on the @oy'poriginal cost together with any additionalipgent, improvements or expansion
required in order to improve or increase the prdigtitg of operation (after depreciation on a stf#itine basis over the original term of the
service agreement which is generally three to sgeans). THe Company has recorded these transa@®purchases of property and
equipment and they are reported as such in thergeaaoying balance sheets net of accumulated defiecidhe equipment is generally
being depreciated over a three to five year pe



Note 8 -- Extraordinary Item -- Settlement of ClassAction Litigation

In the fourth quarter of 1993 the Company andnissifer consummated an agreement to settle the latated class action complaints filed
against it in Federal District Court in 1991 an®29The settlement was approved by court ordeddagptember 8, 1994 and became
effective on October 10, 1994. The settlement mledifor the payment of $2,625,000 by the Companglsrer and the issuance of common
shares by the Company having a value of $2,125D08 settlement and related estimated legal casts been recorded as an extraordinary
item in 1993. Such extraordinary item reduced 19&3ncome by approximately $1,437,000, net of inedax benefit of $844,000. On
August 1, 1995, the Company issued 180,851 sh&iessammmon stock representing its payment obiligatinder the 1993 settlement
relating to the consolidated class action compdaiAtcordingly, the effect of issuing these shasesgflected in the per share amounts
reported for the years ended December 31, 1999994 The December 31, 1995 Balance Sheet alsztethe payment of the previously
recorded Litigation Liability of $2,125,000 by imasing stockholders' equity in the same amount.

Note 9 -- Other Contingencies

In 1988, the Company acquired a 19.5% interestlinCl. St Petersburg, Inc. ("TLC"), a corporationigthowned and operated a long-term
care facility in Florida and which was a clienttbé Company. The Company had guaranteed $1,500f086rking capital loans of TLC at
both December 31, 1994 and December 31, 1993 andlédged equal amounts



certificates of deposit as collateral for the gageas (which is listed as Certificates of DepoktiBed for Loan Guarantees in the
accompanying balance sheets at December 31, 198ddition, the Company had guaranteed notes paydlapproximately $1,700,000.
TLC made all required principal and interest paytaelue under the terms of these loans through Dieee81, 1994. Total guarantees for
TLC aggregate $3,200,000 at December 31, 1994.

During 1993, one of the Company's clients, whicmswnd operates a significant number of long-teare €acilities throughout the country,
purchased from a third party the balance of thegdsand outstanding shares of TLC and that cliemt molds 90.1% of the issued and
outstanding shares of TLC. During the fourth quanfel 993, TLC entered into an agreement to sddbtantially all of its assets to an
unrelated third party. The sale closed on March1285 and all loans guaranteed by the Company bese paid in full and the Certificates
Deposit pledged for the Loan Guarantees have laeased to the Company.

As of January 1, 1994, TLC entered into a twenggryagreement to lease the operations of the fatilian entity controlled by TLC's
majority shareholder. The purchaser of TLC's asagteamed such operating lease.

By reason of TLC's uncertain financial conditidme Company, until the time TLC entered into an agrent to sell its assets, fully reserved
advances to and receivables from TLC which amourteghproximately $2,000,000 at both December 9941and 1993 and $1,200,000 at
December 31, 1992. Subsequent to the sales agreghre@ompany advanced approximately $2,900,000.®. The obligation:



are being repaid in accordance with the termsprbanissory note issued to the Company.

The Company has a $13,000,000 bank line of credittich it may draw to meet short-term liquidityjterements or for other purposes, that
expires on June 30, 1996. Amounts drawn undeiriteeare payable upon demand. At both December@®5 and 1994, there were no
borrowings under the line. However during 1991 4860, the Company sold promissory notes receivaftdg@proximately $3,800,000 and
$2,500,000, respectively, to its bank with recoufseof December 31, 1995 the 1991 and 1990 pramjsmtes receivable have been pai
full. At December 31, 1994, the unpaid balancehefiromissory notes receivable sold was approxignéie100,000 (see Note 7). At both
December 31, 1995 and 1994, the Company had odistaapproximately $8,200,000 of irrevocable stanigitters of credit, which primaril
relate to payment obligations under the Compamngsrance program. As a result of the promissorgsaceivable sold and letters of credit
issued, the amount available under the line wasaextl by approximately $8,200,000 at December 335 Bd $9,300,000 at December 31,
1994,

Note 10 -- Provision for Estimated Cost Related t8EC Inquiry and Other Matters

The Securities and Exchange Commission (SEC) has d@nducting a non-public investigation since 1880 respect to certain matters,
including the Company's financial statements, fai@ncondition and results of operations. The Comypaas cooperated fully with such
inquiry on a voluntary basis. On March 21, 1996 $taff of the SEC informed the Company that the $B& accepted a settlement which
been offered by the Company &



recommended by the staff pertaining to certairgaliiens of violations of the Federal securitiesddwy the Company and certain of its offic
with respect to periods ended on or before MarcHL992. The settlement is subject to mutual agre¢wre the final form of the Complaint
and Consent to be filed in the United States Qis@ourt. Under the settlement, upon filing of @@mplaint and the entry of a final judgment
upon Consent, and without admitting or denying ahthe allegations of the Complaint, the Compamg bfficers and a former officer, will
be permanently enjoined from violating certain ps@mns of the Federal securities laws, and the Gom@and these individuals will be
required to pay civil penalties aggregating apprately $825,000. The estimated monetary impadtiefdettiement plus related legal costs
have been reflected in the accompanying finantigéments.

In addition, the United States Attorney for the teas District of Pennsylvania is investigating meeaitrelating to certain payments
(approximately $84,000 in 1988, $54,000 in 1989,345Q00 in 1990, $125,000 in 1991 and $34,000 iR}l 8®ade by the Company between
June 1988 and January 1992 to certain vendorsvéirat not in accordance with Company policy. Thidteravas previously investigated and
reported upon by the Company in its Form 10-K Far year ended December 31, 1991. Information réggittis matter was voluntarily
furnished to the U.S. Attorney's office in New &gréin May and November 1992 and such payments weemvered by the Company in
November 1992. The Company is cooperating withlthig¢ed States Attorney's office in an attempt teotee any issues or claims arising

of these payment



The Company anticipates that it will incur a siggaht amount of legal and related costs in conoaatiith these matters. During 1995, the
Company incurred approximately $950,000 of costkestimates that the additional costs which manbarred in connection with these
matters will be in a range of approximately $2,080,to $3,500,000 and accordingly has accrued Beoémber 31, 1995 the estimated low
range of this liability. The result of this $3,1000 provision was to reduce 1995 net income by@pprately $2,321,000 or $.28 per comn
share.

Note 11 -- Accrued Insurance Claims

For years 1993 through 1995, the Company has a Pdsd Retrospective Insurance plan for generailifaland workers' compensation
insurance. In addition, for years 1993 and 1994 Gbmpany also had a Paid Loss Retrospective Insaifdlan for its automobiles. Under
these plans, predetermined loss limits are arrangghdan insurance company to limit both The Conyaper occurence cash outlay and
annual insurance plan cost.

For workers' compensation and automobile insuraheeCompany records a reserve based on the presaptof future payments that are
developed as a result of a review of the Compadnsgtsrical data and actuarial analysis done byndependent company. The accrued
insurance claims were reduced by approximately&E,(®0, $1,247,000 and $895,000 at December 35, 1994 and 1993, respectively in
order to record the estimated present value atitldeof each year using an 8% interest factor f@51#hd 1994 and a 5% interest factor for
1993. During 1995, the Company amended its Inser&han from a 66 month to a 126 month claim paybluis amendment decreased the
1995



estimated insurance cost by approximately $1,3@0,D0ring the fourth quarter of 1994, the Compaharmed the present value discount
factor which it applies to estimated accrued waskeompensation insurance claims liability from%.® 8.0% to reflect a more current rate.
This change in discount factor decreased the 188¢hated insurance cost by approximately $400,00the fourth quarter of 1993, the
Company changed the present value discount faator 7.5% to 5.0% which had the effect of increashey1993 estimated insurance cos
approximately $375,000. It was actuarially estirdateat the accrued workers' compensation insurelagms will principally be paid to the
claimants within six years from the date of thadeat.

For general liability insurance, the Company resadeserve for the estimated ultimate amountg foelid for known claims



REPORT OF INDEPENDENT CERTIFIED
PUBLIC ACCOUNTANTS

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

We have audited the accompanying balance sheétsalthcare Services Group, Inc. as of Decembet 335 and 1994, and the related
statements of income, stockholders' equity and ftasls for each of the three years in the periodeshDecember 31, 1995. These financial
statements are the responsibility of the Compangisagement. Our responsibility is to express aniopion these financial statements based
on our audits.

We conducted our audits in accordance with geneaaltepted auditing standards. Those standardgeedbhat we plan and perform the audit
to obtain reasonable assurance about whethenthedial statements are free of material misstatem@naudit includes examining, on a test
basis, evidence supporting the amounts and digeesn the financial statements. An audit alsoudek assessing the accounting principles
used and significant estimates made by managememtell as evaluating the overall financial statetpeesentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, financial position of Healthcare Services
Group, Inc. at December 31, 1995 and 1994 andethdts of its operations and its cash flows fothegfcthe three years in the period ended
December 31, 1995, in conformity with generallyegated accounting principles.

/sl GRANT THORNTON LLP

Par si ppany, New Jersey

February 26, 1996 (except for
Note 10, as to which the
date is March 21, 1996)



Item 9. Changes in and Disagreements with Accountémon Accounting and Financial Disclosures

Not Applicable.



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

The information regarding Directors and executiffecers is incorporated herein by reference toGuoenpany's definitive proxy statement to
be mailed to its shareholders in connection wghl296 Annual Shareholders' Meeting and to be filedin 120 days of the close of the year
ended December 31, 1995.

Item Il. Executive Compensation

The information regarding executive compensatiangsrporated herein by reference to the Compangsy statement to be mailed to
shareholders in connection with its 1996 Annual tibgeand to be filed within 120 days of the clo$¢he fiscal year ended December 31,
1995.

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 proxy statement to be mailed to shareh®lid connection with its 1996 Annual Meeting amdbe filed within 120 days of the
close of the fiscal year ending December 31, 1995.

Directors holding approximately 12% of the outsiagdsoting stock of the registrant have been deetodnt "affiliates" solely for the
purpose of computing the aggregate market valuikeofoting stock held by non-affiliates set fortihtbe cover page of this Report.

Item 13. Certain Relationships and Related Transa&ns

The information regarding certain relationship asldted transactions is incorporated herein byreefee to the Company's proxy statement
mailed to shareholders in connection with its 18@6&ual Meeting and to be filed within 120 daysoé tlose of the fiscal year ended
December 31, 1995.

PART IV
Item 14. Exhibits, Financial Statements Schedulesd Reports on Form 8-K
(@) 1. Financial Statements

Report of Independent Certified Public Accountdditance Sheets as of December 31, 1995 and 19&htatiats of Income for the three
years ended December 31, 1995, 1994 and 1993 Statewf Stockholders Equity for the three yearsedridecember 31, 1995, 1994 ¢
1993 Statements of Cash Flows for the three yeataceDecember 31, 1995, 1994 and 1993

Notes to Financial Statemer



2. Financial Statement Schedules

Included in Part IV of this report:

Consent of Independent Certified Public Account&eport of Independent Certified Public AccountamisSchedule VII - Valuation and
Qualifying Accounts for the three years ended Ddman31, 1995, 1994 and 1993 Financial Data Schedule

All other schedules are omitted since they areequired, not applicable or the information hasrbeeluded in the Financial Statements or

notes thereto.

3. Exhibits

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

Exhibit
Number

3.2

10.1

10.2

10.3

10.4

24.
25

27.

(b)

Articles of Incorporation of the
reference to Exhibit 4.1 to the C
(File No. 33-35798).

Amended By-Laws of the Registrant
reference to Exhibit 4.2 to the C
(File No. 33-35798).

Specimen Certificate of the Commo
incorporated by reference to Exhi
Form S-18 (Commission File No. 2-

Incentive Stock Option Plan adopt
amended and readopted on April 30
reference to Exhibit 10.1 of Regi
S-18 (Commission File No. 2-87625
the Company's definitive proxy st

Agreements between the Registrant
incorporated by reference to Exhi
Registration Statements on Form S
2-87625-W) and on Form S-1 (Commi

Agreement between the Registrant
April 22, 1992 regarding certain
registrant's 1991 Foem 10-K).

Form of Non-Qualified Stock Optio
certain Directors is incorporated
of Registrant's Registration Stat
File No. 2-98089).

Consent of Independent Certified

Powers of Attorney - filed herewi

Financial Data Schedule

Reports on Form 8-K
None

Registrant, as amended, are incorporated by
ompany's Registration Statement on Form S-2

as of July 18, 1990, are incorporated by
ompany's Registration Statement on Form S-2

n Stock, $.01 par value, of the Registrant is
bit 4.1 of Registrant's Registration Statement on
87625-W).

ed on August 31, 1983,

, 1991 is incorporated by
strant's Statement on Form
-W), as well as reference to
atement dated April 30, 1991.

and H.B.A. Corporation are
bit 10.3 of Registrant's

-18 (Commission File No.
ssion File No. 2-98089).

and Barton D. Weisman dated

promissory notes.(filed with

n Agreement granted to
by reference to Exhibit 10.9
ement on Form S-1 (Commission

Public Accountants.

th, see page 19.



POWER OF ATTORNEY

Healthcare Services Group, Inc. and each of thensighed do hereby appoint Daniel P. McCartneyTamimas A. Cook and each of them
severally, its or his true and lawful attorneysxecute on behalf of Healthcare Services Group,dnd the undersigned any and all
amendments to this Report and to file the same alitexhibits thereto and other documents in cotiaedherewith, with the Securities and
Exchange Commission. Each of such attorneys shaél the power to act hereunder with or withoutdtiers.

SIGNATURES

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

Dat ed: HEALTHCARE SERVI CES GROUP, | NC.
(Regi strant)
By: /s/ Daniel P. MCartney

Dani el P. MCartney,
Chi ef Executive O ficer and Chairnman

Pursuant to the requirements of the Securities and Exchange Act of

1934, this report has been signed below by thevdtlg persons and in the capacities and on theldatkcated:

Signature Title Date
/sl Daniel P. McCartney Chief Executive Officer, March 29, 1996
et e and Chairman and Principal Executive Officer

Daniel P. McCartney
/sl Joseph F. McCartney Director and Vi ce President March 29, 1996

/sl W. Thacher Longstreth Director March 29, 1996
/s/ Barton D. Weisman Director March 29, 1996
Barton D. Weisman

/s/ Robert L. Frome Director March 29,1996
Robert L. Frome

/sl Thomas A. Cook Director and Pr esident March 29, 1996

/sl John M. Briggs Director March 29, 1996

/sl Robert J. Moss Director March 29, 1996

/sl James L. DiStefano Chief Financial Officer, Treasurer March 29, 1996
et e and Principal Financial Officer
James L. DiStefano

/sl Richard W. Hudson Vice President- Finance, Secretary March 29, 1996
--------------------------- and Principal Accounting Officer



Description
1995
Allowance for
doubtful accounts

Reserve for contingent
losses on promissory
notes sold

1994
Allowance for
doubtful accounts

Reserve for contingent
losses on promissory
notes sold

1993
Allowance for
doubtful accounts

Allowance related to
cancelled service
agreements

Reserve for contingent
losses on promissory
notes sold

Bal
begi
of p

$4,5

$4,4

$6

$4,3

$2

$1,0

HEALTHCARE SERVICES GROUP, INC.
Schedule VII - VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 1995, 1994, 1993

ance

nning

eriod Additions Deductio
00,000 $1,672,594 $1,704,5
00,000 $300,0
65,000 $1,423,338 $1,388,3
00,000 $300,0
00,000 $567,754 $402,7
61,510 $261,5
00,000 $400,0

00

10

Balance
end of
of period

$4,500,000

$600,000



CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our reports dated February 26, Ea@®mpanying the financial statements includetiénAnnual Report of Healthcare
Services Group, Inc. on Form 10-K for the year endecember 31, 1995.

We hereby consent to the incorporation by referéméost-Effective Amendment No. 1 to the RegigtraGtatements (Form S-8 Na9%092
and No. 2-99215) and in the Registration Staterffemtm S-8 No. 33-35915) pertaining to the Incen®eck Option Plan and the Non-
Qualified Stock Options of Healthcare Services @rdac. and in the related prospectuses of ourrtefated February 26, 1996.

GRANT THORNTON LLP

Parsippany, New Jersey
March 26, 1996

REPORT OF INDEPENDENT CERTIFIED PUBLIC
ACCOUNTANTS ON SCHEDULE

Board of Directors and Stockholders
Healthcare Services Group, Inc.

In connection with our audit of the financial statmts of Healthcare Services Group, Inc., refetwad our report dated February 26, 1996,
which is included in this Annual Report on FormHK0we have also audited Schedule VII for each efttiree years in the period ended
December 31, 1995. In our opinion, this schedubsents fairly, in all material respects, the infation required to be set forth therein.

GRANT THORNTON LLP

Parsippany, New Jersey
February 26, 199



ARTICLE 5

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD END DEC 31 199
CASH 16,335,88
SECURITIES 0
RECEIVABLES 36,931,28
ALLOWANCES 4,468,001
INVENTORY 7,200,03:
CURRENT ASSET¢ 60,660,15
PP&E 18,530,80
DEPRECIATION 12,347,67
TOTAL ASSETS 80,289,77
CURRENT LIABILITIES 9,592,17
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 81,43
OTHER SE 68,388,10
TOTAL LIABILITY AND EQUITY 80,289,77
SALES 0
TOTAL REVENUES 148,746,77
CGS 127,340,97
TOTAL COSTS 139,525,09
OTHER EXPENSE¢ 0
LOSS PROVISION 3,100,001
INTEREST EXPENSE 0
INCOME PRETAX 7,289,55!
INCOME TAX 3,349,001
INCOME CONTINUING 3,940,55
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 3,940,55
EPS PRIMARY A48
EPS DILUTED A48
End of Filing
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