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PART |

References made herein to the Company or the Ragishclude Healthcare Services Group, Inc. an@vitolly owned subsidiaries HCSG
Supply, Inc. and Huntingdon Holdings, Inc., unldss context otherwise requires.

Item |. Business

(a) General Healthcare Services Group, Inc. (th@rigany" or the "Registrant") provides housekeefegndry, linen, facility maintenance
and food services to the health care industryptfiolg nursing homes, retirement complexes, retiabidin centers and hospitals. The
Company believes that it is the largest providecaftractual housekeeping and laundry servicelsetdong-term care industry in the United
States, rendering such services to approximat@@Qifacilities in 43 states and Canada as of Deeeidb, 2001.

(b) Not Applicable;

(c) Description of Services The Company providesaggment, administrative and operating expertisesarvices to the housekeeping,
laundry, linen, facility maintenance and food seevilepartments of the health care industry. Thepg@aiyis labor force is also
interchangeable with respect to each of theseaEywith the exception of food services. Althotiggre are many similarities in the nature
the services performed, there are some signifiddigrences in the specialized expertise requifeth® professional management personnel
responsible for delivering the respective servidée Company believes that each service providpsriynity for growth. At December 31,
2001, the Company had one client, Beverly Enteggritnc., which accounted for approximately 14%otdl consolidated revenues. The
Company derived revenues from Beverly Enterprises,in both the Housekeeping and Food Servicesbse

Housekeeping services. Housekeeping services iarhest service sector of the Company, represgiafiproximately 60% or $170,921,662
of total consolidated revenues in 2001. It involeksaning, disinfecting and sanitizing residentari the facilities. In providing services to
any given client facility, the Company typicallyé&s and trains the hourly employees who were engpldoy such facility prior to the
engagement of the Company. The Company normallgrassyo on-site managers to each facility to svigerand train hourly personnel and
to coordinate housekeeping services with othetifiasupport functions. Such management personisel @aversee the execution of a variety
of quality and cost-control procedures includingtimuous training and employee evaluation as webrasite testing for infection control.
The on-site management team also assists thetyanilcomplying with Federal, state and local regians.

Laundry and linen services. Laundry and linen sewiis the other significant service sector of@oenpany, representing approximately 25%
or $70,332,656 of total consolidated revenues Bil2Qaundry services involves laundering and prsiogsof the residents' personal clothing.
The Company provides laundry service to all ohitsisekeeping clients. Linen services involves mliog laundering and processing of the
sheets, pillow cases, blankets, towels, uniforntsassorted linen items used by the facilities.@xhe of the facilities that utilize the
Company's linen service, the Company has instétegivn equipment. Such installation generally ieggian initial capital outlay by the
Company of from $50,000 to $250,000 depending erstke of the facility, installation and constrocticosts, and the amount of equipment
required. The Company could incur relocation oeottosts in the event of the cancellation of anliservice agreement where there was an
investment by the Company in a corresponding laummdtallation. The hiring, training and supervisiof laundry and linen services' hourly
employees are similar to, and performed by the samr@agement personnel who perform housekeepingssrv
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From January 1, 1999 through December 31, 200Ctimepany's services were cancelled by 101 facilitigls respect to which the Company
had previously invested in a laundry installatibaundry installations relating to facilities whesgch service agreements were cancelled in
2001 resulted in the Company receiving approxinge$étl, 000 less than the net amount at which thesetawere recorded on its balance
sheet. In the years ended December 31, 1999 artj &Xpectively, laundry installations relatingctients whose service agreements with the
Company were terminated, were sold to the Compaiigists for an amount in excess of the net ameestrded on the Company's balance
sheet. In some instances linen supplies are owp¢ldebCompany, and the Company maintains a sufiégieventory of these items in order
ensure their availability. The Company providegtirsupplies to approximately twenty per cent offfudlities for which it provides
housekeeping services.

Maintenance and other services . Maintenance seionsist of repair and maintenance of laundrypegent, plumbing and electrical
systems, as well as carpentry and painting. Thisaesector's total revenues represent approxlynkges than 2% of total consolidated
revenues. The Company also provides consultingcgrvo facilities to assist them in updating theinsekeeping, laundry and linen
operations.

Food services. The Company commenced providing $eodces in 1997 and represents approximately 44$40,075,685 of total
consolidated revenues in 2001. Food services darfsibe development of a menu that meets the eatstddietary needs, purchasing and
preparing the food to assure the residents reeeiapetizing meal, and participation in monitorting residents' on-going nutrition status.
On-site management is responsible for all daily foexlise activities, with regular support being paerd by a district manager specializin
food service, as well as a registered dietitiare Tompany also provides consulting services tditiasi to assist them in updating and cost
containment with respect to a client's food seraigeration.

Laundry installation sales. The Company (as distabof laundry equipment) sells laundry instatias to its clients which generally repres
the construction and installation of a turn-keyrapien. The Company generally offers payment temarsging from 36 to 60 months. There
were no service agreement cancellations in 20000 20 1999 by clients who have purchased laundstailations from the Company. During
the years 1999 through 2001, laundry installataleswere not material to the Company's operatinglts as the Company prefers to own
such laundry installations in connection with perfance of its service agreements.
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Operational-Management Structure

By applying its professional management technigtiesCompany is generally able to contain or coameotain housekeeping, laundry, linen,
facility maintenance and food service costs onrdinaing basis. The Company manages and provideivices through a network of
management personnel, as illustrated below.

President

\Y
Vice President- Operations
|
\Y
Divisional Vice President
(4 Divisions)
|
\Y
Regional Vice President/Manager
(28 Regions)
|
\Y
District Manager
(113 Districts)
|
\Y
Training Manager
|
\Y

Facility Manager and Assistant Facility Manager

Each facility is managed by an on-site Facility Mger, an Assistant Facility Manager, and if neagssalditional supervisory personnel.
Districts, typically consisting of 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 éoidiio the support provided by the Company's oa{sibnagement. Training Managers are
responsible for the recruitment, training and depaient of Facility Managers. At December 31, 2@8&,Company maintained 28 regions
within four divisions. A division consists of a nber of regions within a specific geographical af@aisional Vice Presidents manage each
division. Each region is headed by a Regional VApesident/Manager. Some regions have a Regiones Balector who assumes primary
responsibility for marketing the Company's servi¢esgional Vice President/Managers report to Dorial Vice Presidents who in turn report
to the President or Vice President of Operatiofe Company believes that its divisional, regiomal district organizational structure
facilitates its ability to obtain new clients, aslhas its ability to sell additional services tasting clients.
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Market

The market for the Company's services consistdarfgg number of facilities involved in various asfs of the health care industry, includi
nursing homes, retirement complexes, rehabilitatemers and hospitals. Such facilities may beiappeed or general, privately owned or
public, profit or not-for-profit, and may serve fgaits on a long-term or short-term basis. The nteédeethe Company's services is expected to
continue to grow as the elderly increase as a ptage of the United States population and as govenh reimbursement policies require
increased cost control or containment by constigiehits targeted market.

In 2001 the long-term care market consisted of @gprately 23,000 facilities, according to estimadéshe Department of Health and Human
Services. The facilities primarily range in sizerfr small private facilities with 65 beds to faddg with over 500 beds. The Company markets
its services primarily to facilities with 100 or meobeds. The Company believes that approximatelyt giercent of long-term care facilities
use outside providers of housekeeping and laureimices 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 Operationtheatlivisional level by Divisional Vice Presidentd;the regional level by the Regional Vice
Presidents/Managers and Regional Sales Directodsatthe district level by District Managers. T®empany provides incentive
compensation to its operational personnel baseatbieving budgeted earnings and to its RegionalsJairectors based on achieving
budgeted earnings and 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 trduas, health care trade associations and healtsogport services seminars that are off

in conjunction with state or local health auth@stin many of the states in which the Company cotsdts business. The Company's progi
have been approved for continuing education créwitstate nursing home licensing boards in cegtdtes, 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

Government Regulation of Clients

The Company's clients are subject to governmeatallation. In August 1997, the President signeal lev the Balanced Budget Act of 1997
("BBA"). BBA amended the Medicare program by rengsthe payment system for skilled nursing serviéeklitionally, BBA required the
establishment of a Prospective Pay System ("PRSYjstem under which Medicare Part A payment isgeotively determined for skilled
nursing facilities for cost reporting periods beditg on or after July 1, 1998. Under PPS, skilladsing facilities receive a fixed per diem
rate for each of their Medicare Part A patientd,tbaring the first three years of PPS, is based btend of facility-specific rates and federal
acuity-adjusted rates. Following the full phasefiPPS, which will occur in 2002, all per diem ateill be based solely on federal acuity-
adjusted rates. Included in this per diem rateaaddlary services, such as pharmacy and rehaimlitaherapy services.

4



Since the passage of the BBA in 1997, Congresswias passed additional legislation intended tdgate temporarily the reduction in
reimbursement for skilled nursing facilities undlee Medicare PPS. First, in November 1999, Congrassed the Medicare Balanced Budget
Refinement Act of 1999 ("BBRA"). Second, in DecemB800, Congress passed the Medicare, MedicaidSatdlP Benefits Improvement
and Protection Act of 2000 ("BIPA"). Effective Apii, 2000, the BBRA temporarily increased the PBSdiem rates by 20 percent for 15
patient-acuity categories (known as resource atilim groups ("RUGs")), including medically-complgatients, pending implementation of a
refined RUG system that better accounts for melgicaimplex patients. The Centers for Medicare & dad Services' ("CMS", f/k/a the
Health Care Financing Administration ("HFCA")) finefinement proposal was to become effective Qettdh 2000, but was withdrawn
because it did not more accurately predict theofis®n-therapy ancillary services. The current nemnent calls for the refinement to be
developed and implemented effective October 1, 2062 revised rates, when finally implemented,iatended to be budget neutral and
simply a redistribution of total payments compat@the rates that would be paid under the existigiem. The BBRA also provided for a
four percent increase in the federal per diemfi@atell patient-acuity categories for fiscal yea@)1 and 2002.

BIPA, among other things, eliminated the scheduéghiiction in the skilled nursing facility marketd@t update in fiscal year 2001. In fiscal
years 2002 and 2003, payment updates will equahtimiet basket index ("MBI") update minus -half percentage point. Temporary
increases in the federal per diem rates under Bie/Bwill be in addition to these payment increagd®A also increased payment for the
nursing component of each RUG category by 16.66qmifor services furnished after April 1, 2001 &edore October 1, 2002.

Moreover, BIPA further refined the consolidatedibg requirements. The law now limits consolidab#ting requirements to items and
services furnished to skilled nursing facility aiis in a Medicare Part A covered stay and to fyesarvices covered under Part B. In other
words, for patients not covered under a Part A &ay., Part A benefits have been exhausted) kiledsnursing facility may choose to bill
for non-therapy Part B services and supplies, iy elect to have suppliers continue to bill Medécdirectly for these services. BIPA also
modified the treatment of the Part A PPS rehaliitapatient categories to ensure that Medicarengengs for skilled nursing facility patients
with "ultra high" and "high" rehabilitation theraeeds are appropriate in relation to paymentpdtients needing "medium"” or "low" levels
of therapy. Effective for services furnished oratier April 1, 2001, and before implementationtoé tefined RUG system (which has yet to
occur), the law increased by 6.7 percent the fégeradiem payments for 14 rehabilitation categariehe 20 percent additional payment
under the BBRA for three rehabilitation categoriess removed to make this provision budget neutral.
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The increases in Medicare and Medicaid reimbursépravided for under the BBRA and BIPA will sungeOctober 2002. Unless
additional legislative action is undertaken by theted States Congress, the loss of revenues assdawith this occurrence will probably
have a material adverse effect on skilled nursimyiders. In addition, the federal Medicare Advis®ayment Commission ("MedPAC"), an
independent federal body established to advise @ssgn issues affecting the Medicare programom&anuary 17, 2002, to discuss draft
recommendations that will be included in MedPACarth 2002 Report to Congress. In this meeting, Mé&lRiiled to recommend the
continuation of certain increases in reimburserpeotided under the BBRA and BIPA. Specifically, MR&IC did not recommend the
continuation of the 16.66 percent increase in tsing component and the 4 percent increase ifettexal per diem for all patient-acuity
categories. The MedPAC did recommend, however ttiea6.7 percent federal per diem payments forehdlilitation categories and the 20
percent additional payment under the BBRA for tireé rehabilitation categories, be incorporated thé base rate. While the
recommendations are not binding on Congress, thtayaffect whether a legislative action to exterslrdimbursement provisions is
successful.

Although PPS directly affects how clients are faidcertain services, the Company itself does @aotigipate in any government
reimbursement programs. Therefore, all of the Camisacontractual relationships with its clients thome to determine the clients' payment
obligations to the Company. However, certain cBdmve been and continue to be adversely affegt®&Pl$, as well as other trends in the
long-term care industry resulting in certain clgfiing voluntary bankruptcy petitions. Others nfajlow (see " Liquidity and Capital
Resources").

Service Agreements/Collection

The Company primarily provides its services purstam full service agreement with its clientsalfull service agreement, the Company
assumes both management and payroll responsitaitityhe hourly housekeeping, laundry, linen, fagiihaintenance and food service
employees. For a limited number of clients, the @any does provide services on the basis of a mamageonly agreement. In such
agreements, the Company services are comprisedwafi;ng on-site management personnel, while thelgand staff personnel remain
employees of the respective client.

The Company typically adopts and follows the clepmployee wage structure, including its policyvafye rate increases, and passes thr
to the client any labor cost increases associattdwage rate adjustments. Under a managementragreéethe Company provides
management and supervisory services while thetdieility retains payroll responsibility for itoohirly employees. Substantially all of the
Company's agreements are full service agreemehéselagreements typically provide for a one year,teancelable by either party upon 30
or 90 days' notice after the initial 90-day peridd.of December 31, 2001, the Company providediseswo approximately 1,200 client
facilities.

Although the service agreements are cancelabléan sotice, the Company has historically had afalle client retention rate and expects
to be able to continue to maintain satisfactorgtiehships with its clients. The risk associatethwghort-term agreements have not materially
affected either the Company's linen services, whiterally require a capital investment, or lauridsgallation sales, which require the
Company to finance the sales price. Such riskefee mitigated by certain provisions set forththie agreements which are entered into by
the Company.



The Company has had varying collection experienitie iespect to its accounts and notes receivableenontractual terms are not met, the
Company generally encounters difficulty in collegtiamounts due from certain of its clients. Thamfthe 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 grantfrigealit terms, the Company recorded bad debt prows (in an Allowance for Doubtful
Accounts) of $5,445,000, $3,250,000 and $7,250i81He years ended December 31, 2001, 2000 and t€&§%ctively (see Schedule II-
Valuation and Qualifying Accounts, for yeand balances). These provisions represent 1.9%; arfl 3.1% as a percentage of revenue f
years ended December 31, 2001, 2000 and 1999 ctaghe In making its credit evaluations, in adllit to analyzing and anticipating, whe
possible, the specific cases described above, reamag considers the general collection risks aasatiwith trends in the long-term care
industry. The Company also establishes credit $in@s well as performing ongoing credit evaluatiod account monitoring procedures to
minimize the risk of loss. Notwithstanding the Canp's efforts to minimize its credit risk exposutes Company's clients could be adver
effected if future industry trends as discusseithinGovernment Regulation of Clients and Risk Ratgections of this report change in su
manner as to negatively impact their cash flowsh&event that the Company's clients experienck significant impact in their cash flows,
it could have a material adverse effect on the Gomis results of operations and financial conditnDecember 31, 2001, the Company
receivables of approximately $4,000,000 from antlgroup currently Debtors in Chapter 11 bankruphgceedings. The Company expects
the client group will file bankruptcy plans durigg02. In the event that the amount collected isnalty less than the $4,000,000, it could
adversely effect the Company's results of operatind financial condition.

Competition

The Company competes primarily with thehiause support service departments of its potecitéaits. Most healthcare facilities perform tr
own support service functions without relying upmriside management firms such as the Company.diti@a, a number of local firms
compete with the Company in the regional marketshich the Company conducts business. Severalnatservice firms are larger and h
greater financial and marketing resources tharCrapany, although historically, such firms haveaanirated their marketing efforts on
hospitals rather than the lomgrm care facilities typically serviced by the Camnp. Although the competition to provide servicééalth car
facilities is strong, the Company believes thabitnpetes effectively for new agreements, as wakaswals of the existing agreements based
upon the quality and dependability of its serviaad the cost savings it believes it can effecttierclient.

Employees

At December 31, 2001, the Company employed appratéiy 2,693 management, office support and supawisersonnel. Of these
employees, 264 held executive, regional/districhagement and office support positions, and 2,428eaxfe salaried employees were on-site
management personnel. On such date, the Compangywdmpproximately 14,821 hourly employees. Mahthe Company's hourly
employees were previous support employees of tmep@ay's clients. The Company manages, for a linmtadber of its client facilities, the
hourly employees who remain employed by certaitsatlients.

Approximately 9% of the Company's hourly employaesunionized. These employees are subject toctiiebargaining agreements that
are negotiated by individual facilities and areea$sd to by the Company so as to bind the Compsuay demployer” under the agreements.
The Company may be adversely affected by relati@tween its client facilities and the employee neiorhe Company is a party to a
negotiated collective bargaining agreement witimétéd number of employees at a few facilities gzd by the Company. The Company
believes its employee relations are satisfactory.



(d) Risk Factors - Certain matters discussed mrport may include forwarndoking statements that are subject to risks areainties the
could cause actual results or objectives to diffaterially from those projected. Such risks andeutainties include, but are not limited to,
risks arising from the Company providing its seeg@xclusively to the health care industry, pritggtoviders of long-term care; credit and
collection risks associated with this industry; &ffects of changes in regulations governing tliistry and risk factors described in Part |
hereof under "Government Regulation of Clients'tvide Agreements/Collection” and "Competition". TBempany's clients have been and
continue to be adversely affected by the chandéadicare payments under the Prospective Paymeie8ySPPS") enacted in 1997, as well
as other trends in the long-term care industryltieguin certain of the Company's clients filingluntary bankruptcy petitions. Others may
follow. These factors, in addition to delays in pants from clients has resulted in and could comtito result in significant additional bad
debts in the near future. The Company's operaénrglts would also be adversely affected if unexgeboticreases in the costs of labor,
materials supplies and equipment used in perforitinggervices could not be passed on to clients.

In addition, the Company believes that in ordeniprove its financial performance it must contiriaebtain service agreements with new
clients and provide additional services to existitignts, achieve modest price increases on cusemwice agreements with existing clients
and maintain internal cost reduction strategidh@tvarious operational levels of the Company.tamhore, the Company believes that its
ability to sustain the internal development of ngeréal personnel is an important factor impactintyfe operating results and successfully
executing projected growth strategies.

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

The Company leases its corporate offices, locat&220 Tillman Drive, Suite 300, Bensalem, Pennayila 19020, which consists of 16,195
square feet. The term of the lease expires on Biyge30, 2005. The Company also leases office sgtaather locations in Pennsylvania,
Connecticut, Florida, lllinois, California, ColoradGeorgia, Alabama and Texas. The office sizegedrom approximately 1,000 to 2,500
square feet. These locations serve as divisionagional offices. None of these leases is for ntloa& a five-year term. In addition, the
Company leases warehouse space in Pennsylvaniavariebouse in Pennsylvania consists of approximat@l000 square feet. The
Pennsylvania warehouse lease expires on MarchO®B. Zhe Company is also provided with office atttage space at each of its client
facilities. Management does not foresee any difffiesi with regard to the continued utilization otk premises. Management believes that
such leases are sufficient for the conduct of thm@any's current operations.

The Company presently owns laundry equipment, efficniture and equipment, housekeeping equipmmehivahicles. Management belie
that all of such equipment is sufficient for thendact of the Company's current operations.
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Item 3. Legal Proceedings.

As of December 31, 2001, there were no materiatlipgriegal proceedings to which the Company waartypor as to which any of its
property was subject, other than routine litigatiorclaims and/or proceedings believed to be adetyueovered by insurance.

Item 4. Submission of Matters to a Vote of Securityolders
Not applicable
PART II
Item 5. Market for Registrant's Common Stock and Réated Security Holder
Matters

(a) Market Information The Company's common st&®]1 par value (the "Common Stock") is traded enNMASDAQ National Market
System. On December 31, 2001, there were 11,075f241@s of Common Stock outstanding.

The high and low bids for the Common Stock durimg tivo years ended December 31, 2001 ranged asvéoll

2001 High 2001 Low
1st Qtr. $ 7.375 5.375
2nd Qtr. 7.980 6.060
3rd Qtr. 9.160 7.080
4th Qtr. 10.300 7.520

2000 High 2000 Low
1st Qtr. $ 9.688 $ 5.000
2nd Qtr. 5.438 3.719
3rd Qtr. 5.500 4.531
4th Qtr. 6.375 4.750
(b) Holders

As of March 15, 2002, there were approximately Kalders of record of the common stock, includiragktheld in nominee name by brokers
or other nominees. It is estimated that there ppeaximately 2,200 beneficial holders.

(c) Dividends The Company has not paid any casiteinds on its Common Stock during the last two ye@urrently, it intends to continue
this policy of retaining all of its earnings, ifyrto finance the development and expansion dfutiness.
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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 incorporatgdreference to the Company's Annual Report to Studders for the year ended December
31, 2001, copies of which accompany this Report.

Iltem 6. Selected Financial Data

The selected financial data presented below sHmileead 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 employees)

Years Ended December 31:

2001 2000 1999 1998 1997

Revenues $284,190 $254,668 $232,432 $204,869 $181,359
Net income $ 7035 $ 5588 $ 5536 $ 8,869 $ 5,894
Basic earnings per common share $ 64 $ 51 $ 50 $ .79 $ .52
Diluted earnings per common share $ 64 $ 51 $ 49 $ .77 $ 51
Weighted average number of common

shares outstanding for basic EPS 10,928 10,964 11,053 11,188 11,354
Weighted average number of common

shares outstanding for diluted EPS 11,078 10,983 11,286 11,512 11,578
As of December 31:
Working Capital $83,108 $74,176 $69,785 $62,009 $ 55,706
Total Assets $120,790 $108,343 $98,030 $93,109 $ 84,890
Stockholders' Equity $98,943 $90,805 $85,961 $80,192 $ 72,227
Book Value Per Share $ 893 $ 830 $ 777 $ 7.27 $ 6.52
Employees 17,514 16,276 15,741 14,046 12,180

All share data has been adjusted to reflect thar-2ftock split paid in the form of a 50% stockidéend on August 27, 1998.
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The following discussion and analysis should bel ieaconjunction with the financial statements ates thereto.
Item 7. Management's Discussion and Analysis of Famcial Condition And Results of Operations
Results of Operations

From 1996 through 2001, the Company's revenues grencompound annual rate of 11.8%. This growth achieved through obtaining n
clients and providing additional services to exgtclients. Although there can be no assurancedfigthe Company anticipates future
revenue growth due to the strength of its presentee long-term health care market. It is likeiptigh, that its compound growth rates will
decrease as growth is measured against the Corepacigasing revenue base.

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

Rela tion to Total Revenues
Ye ars Ended December 31,
2001 2000 1999
Revenues 100.0% 100.0% 100.0%

Operating costs and expenses:

Costs of services provided 88.6 89.1 88.5

Selling, general and administrative 7.7 7.7 8.1
Interest income 4 4 4
Income before income taxes 4.1 3.6 3.8
Income taxes 1.6 1.4 1.4
Net income 2.5% 2.2% 2.4%

2001 Compared with 2000

Revenues increased 11.6% to $284,189,510 in 2001 $254,668,213 in 2000. The growth in revenugsimarily a result of a net increase
in service agreements entered into with new cliefpgproximately 63% of the revenue growth in 2083uited from the Company's food
service division with the remaining revenue grow#ting generated from housekeeping, laundry and liaed other services provided.
Although food service contributed significantly redn revenue growth in 2001 than the housekeeangdry, linen and other services'
division, the Company does not anticipate thisdrencontinue. The Company believes that in 208 housekeeping, laundry, linen and
other services, and food services revenues, ascamage of total revenues, will remain approxinyatee same as their respective 2001
percentages.

Costs of services provided as a percentage of vegein 2001 decreased to 88.6% from 89.1% in 2008 primary factors affecting specific
variations in the 2001 cost of services provided percentage of revenues and their effect orbftedecrease are as follows: a decrease of
2.7% in labor costs, which is primarily a resultaof increase in food service business. Food selafica costs are less as a percentage of that
division's revenues as compared to housekeepimgdig, linen and other services percentage of labsts to their respective revenues.
Housekeeping, laundry, linen and other servicesrlabsts in 2001, as a percentage of the divisiewsnues, remained essentially at
historical percentage of revenue rates. Offsettiigydecrease were; an increase of 1.8% in theodastpplies consumed in performing
services which resulted from an increase in foadise division cost of supplies, while housekeepiagndry, linen and other services' cos
supplies showed a slight improvement in its costugdplies as a percentage of housekeeping, laulimp, and other services' revenues. In
contrast to the discussion on labor costs abowel $ervice division cost of supplies as a percentddgood service division revenues is hig
than the cost of supplies as a percentage of regemssociated with the housekeeping, laundry, Bmehother services' division; an increase
of .6% in bad debt provision in order to provide ¢ollection problems; an increase of .5% in wokkeompensation insurance resulting
primarily from the effect of the acceleration irethming of settlements made with, as well as pays claimants covered under the plan.

Selling, general and administrative expenses as@eptage of revenue remained constant at 7.7%0fh 8s compared to 2000. This is
primarily attributable to the Company's abilitydontrol these expenses in respect to comparing tbengreater revenue base in the current
year.
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Interest income increased 26% to $1,247,463 in 200ipared to 2000. The 2001 increase is relatbdyteer cash balances.

The Company's effective tax rate remained unchaatj@8% comparing 2001 to 2000. The Company's 3@86teve tax rate differs from the
federal income tax statutory rate principally bessaaf the effect of state and local income taxes.

As a result of the matters discussed above, 200ihc@me increased to 2.5% as a percentage of uevesmpared to 2.2% in 2000.

2000 Compared with 1999
Revenues increased 9.6% to $254,668,213 in 2000 $282,431,888 in 1999 resulting primarily from netv service agreements entered
into with new clients.

Costs of services provided as a percentage of u@geim 2000 increased to 89.1% from 88.5% in 198@. primary factors affecting specific
variations in the 2000 cost of services provided asrcentage of revenues and their effect orbteincrease are as follows: an increase of
1.3% in the cost of supplies consumed in perfornsienyices; increase of .7% in labor costs; increésg% in employee benefits; offsetting
these increases was a decrease of 1.8% in bagmefidion.

Selling, general and administrative expenses as@ptage of revenue decreased to 7.7% in 20008rb#h in 1999. The decrease is
primarily attributable to the Company's abilitydontrol these expenses while comparing them t@atgr revenue base in the current year.

Interest income increased 31% to $988,900 in 2@d%apred to 1999. The 2001 increase is relatedgteehicash balances.

The Company's 2000 effective tax rate increas&®% from 36.5% in 1999. The 2.5% increase in tliectf/e rate is primarily related to the
1999 effective tax rate being reduced to refleetréversal of reserves no longer needed as a ofghk conclusion of an Internal Revenue
Service examination of the Company's 1996 and 188ifns. The Company's 39% effective tax rate diffeom the federal income tax
statutory rate principally because of the effecstate and local income taxes.

As a result of the matters discussed above, 200ihc@me decreased to 2.2% as a percentage ofues@ompared to 2.4% in 1999.

Critical Accounting Policies
Allowance for Doubtful Accounts

The allowance for doubtful accounts is establishetbsses are estimated to have occurred thropgtvaion for bad debts charged to
earnings. The allowance for doubtful accounts &wated based on managements periodic review oLiate and notes receivable and is
inherently subjective as it requires estimates d@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. Thereftire Company has sometimes been
required to extend the period of payment for certdients beyond contractual terms. These clieat®lincluded 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 asopeting ongoing credit evaluation and
account monitoring procedures to minimize the abloss.

In accordance with the risk of extending credig @ompany regularly evaluates its accounts andsimet®ivable for impairment or loss of
value and when appropriate will provide in its Adance 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 Companinistigation for collection.
Correspondingly, once the Company's recovery etaivable is determined through either litigatibankruptcy proceedings or other client
negotiation at less than the recorded amount dreience sheet, it will charge-off the applicabiant to the Allowance for Doubtful
Accounts.

Notwithstanding the Company's efforts to minimitzedredit risk exposure, the Company's clientsabtel adversely effected if futu

industry trends, as more fully discussed undeiidiggiand capital resources, change in such a mraam negatively impact their cash flows.
In the event that the Company's clients experisnch significant impact in their cash flows, it bhave a material adverse effect on the
Company's results of operations and financial dooti At December 31, 2001, the Company has rebégaof approximately $4,000,000
from a client group currently Debtors in Chapterihhkruptcy proceedings. The Company expects taetgroup will file bankruptcy plans
during 2002. In the event that the amount collectedaterially less than the $4,000,000, it couldeasely effect the Company's results of
operations and financial condition.
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Accrued Insurance Claims

The Company currently has a Paid Loss Retrospelitstgance Plan for general liability and workemmpensation insurance. Under these
plans, pre-determined loss limits are arranged aiitinsurance company to limit both the Compangtsagcurrence 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 developedrasuat of a review of the Company's historical datd actuarial analysis done by an
independent company specialist. The present vdltleegayout is determined by applying an 8% distdactor against the pay-out over the
policy year's remaining pay-out period.

Management regularly evaluates its claim pay-opeernce, present value factor and other factdaset 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 Company claims' experience and itigusends. In the event that the Company's claarperience and/or industry trends
result in an unfavorable change, it could havedweese effect on the Company's results of operatimd financial condition.

Liquidity and Capital Resources

At December 31, 2001 the Company had working ckaitd cash of $83,107,545 and $34,259,334 resgdgtiwhich represent increases of
12% and 50%, respectively in working capital anshcas compared to December 31, 2000 working cagithicash of $74,175,584 and
$22,841,618. During 2001, the Company expended,$884or open market purchases of 135,000 shariis cdmmon stock. In addition,
the Company received proceeds of $1,484,930 frenexlercise of stock options by employees and direcThe Company's current ratio at
December 31, 2001 decreased to 5.7 to 1 from 6l3atdDecember 31, 2000, primarily as a resulheftiming of payments related to
accounts payable, accrued insurance, and accryedllpgnd accrued and withheld payroll taxes.

The net cash provided by the Company's operatitigitées was $12,495,734 for the year ended DecerBbe2001. The principal source of
cash flows from operating activities for 2001 was$ income, charges to operations for bad debt pi@mvs, depreciation and amortization, as
well as increases in accounts payable and othened@xpenses, accrued payroll, accrued and widhgajroll taxes. The operating activity
that used the largest amount of cash was a $6,05h& increase in accounts and notes receivabléoag term notes receivable. The net
increase in accounts and current and long termsrreteeivable resulted primarily from the 11.6% gitown the Company's revenues. The
Company believes this trend will continue as iteeraies grow. The increase in accounts payable tued accrued expenses, accrued payroll,
accrued and withheld payroll taxes are principdlig to the timing of the respective payments.

The Company's principal use of cash in investirtgyities for the year ended December 31, 2001 Wwagurchase of housekeeping
equipment, computer software and equipment andllguegquipment installations.

At December 31, 2000 the Company had working cbaitd cash of $74,175,584 and $22,841,618 resgdgtiwhich represent increases of
6% and 33%, respectively in working capital anchcas compared to December 31, 1999 working cagitdlcash of $69,784,823 and
$17,198,687. During 2000, the Company expended,876%or open market purchases of 127,500 shariégs @ddmmon stock. The
Company's current ratio at December 31, 2000 dsetkdo 6.3 to 1 from 8.7 to 1 at December 31, 1999

The net cash provided by the Company's operatitigitees was $7,750,533 for the year ended DecerlteP000. The principal source of
cash flows from operating activities for 2000 wa$ income, charges to operations for bad debt pi@v$, depreciation and amortization, as
well as increases in accounts payable and othened@xpenses, and accrued payroll and accruedigintteld payroll taxes. The operating
activity that used the largest amount of cash wa$8485,627 net increase in accounts and notegvedte and long term notes receivable.
The net increase in accounts and current and knng notes receivable resulted primarily from thewgh in the Company's revenues. The
increase in accounts payable and other accruedsa&peand accrued payroll and accrued and withgasiobll taxes are principally due to the
timing of the respective payments.

The Company's principal use of cash in investirtgyities for the year ended December 31, 2000 Wwagurchase of housekeeping
equipment, computer software and equipment andllguegquipment installations.
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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. Addilly, legislation enacted in August 1997 chanigledlicare policy in a number of ways,
most notably the phasing in, effective July 1, 1698 Medicare Prospective Payment System ("PRB'$Killed nursing facilities which
significantly changed the manner and amount of beirsements they receive. The Company's clients bese and continue to be adversely
effected by PPS, as well as other trends in thg-term care industry resulting in certain of thex@any's clients filing voluntary bankruptcy
protection. Others may follow. These factors, idiadn to delays in payments from clients has reeslin and could continue to result in
significant additional bad debts in the near futWenever possible, when a client falls behinthaking agreed-upon payments, the
Company converts the unpaid accounts receivalifggcest bearing promissory notes. The promissotgsireceivable provide a means by
which to further evidence the amounts owed andigeoa definitive repayment plan and therefore miigynately enhance the Company's
ability to collect the amounts due. At DecemberZIQ1 and 2000, the Company had approximatelyphetserves, $14,159,000 and
$14,837,000, respectively of such notes outstandimgome instances the Company obtains a sedotésest in certain of the debtors' assets.
Additionally, the Company considers restructuriegvice agreements from full service to managemaeht-gervice in the case of certain
clients experiencing financial difficulties. The @pany believes that such restructuring providesth a means to maintain a relationship
with the client while at the same time minimizingjlection exposure.

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 clieatlincluded those in bankruptcy, those
who have terminated service agreements and sloerpayxperiencing financial difficulties. In ordergrovide for these collection problems
and the general risk associated with the grantfragedit terms, the Company recorded bad debt prows (in an Allowance for Doubtful
Accounts) of $5,445,000, $3,250,000 and $7,250i81He years ended December 31, 2001, 2000 and t&8%ectively. These provisions
represent 1.9%, 1.3% and 3.1% as a percentag&afue for the years ended December 31, 2001, 20DQ209, respectively. In making its
credit evaluations, in addition to analyzing antcpating, where possible, the specific cases rilesd above, management considers the
general collection risks associated with trendh@long-term care industry. The Company also éstas credit limits, as well as performing
ongoing credit evaluation and account monitoringcpdures to minimize the risk of loss. Notwithsiagdhe Company's efforts to minimize
its credit risk exposure, the Company's clientdadbe adversely effected if future industry trectiange in such a manner as to negatively
impact their cash flows. In the event that the Canys clients experience such significant impac¢h@ir cash flows, it could have a material
adverse effect on the Company's results of operstiad financial condition. At December 31, 206, Company has receivables of
approximately $4,000,000 from a client group cutlseDebtors in Chapter 11 bankruptcy proceedind®e Tompany expects the client group
will file bankruptcy plans during 2002. In the evéimat the amount collected is materially less tthen$4,000,000, it could adversely effect
the Company's results of operations and financatltion.

The Company currently has a Paid Loss Retrospelitatgance Plan for general liability and workemhpensation insurance. Under these
plans, pre-determined loss limits are arranged aiitinsurance company to limit both the Compangtsagcurrence cash outlay and annual
insurance plan cost.

For workers' compensation, the Company recordsexve based on the present value of future paymiantsding an estimate of claims
incurred but not reported, that are developedrasualt of a review of the Company's open claimsactdarial analysis done by an
independant company specialist. The present vdltleegayout is determined by applying an 8% distdactor against the pay-out over the
policy year's remaining pay-out period.

Management regularly evaluates its claim pay-opeernce, present value factor and other factdasae 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 Company claims' experience and itigusends. In the event that the Company's claamperience and/or industry trends
result in an unfavorable change, it could havedweese effect on the Company's results of opersiimd 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 Seyiter 30, 2002. The Company believes the line veiltdnewed at that time. Amounts drawn
under the line are payable on demand. At Decembe2(1, there were no borrowings under the lirmvélver, at such date, the Company
had outstanding approximately $13,500,000 of iroabe standby letters of credit, which relate tgrmant obligations under the Company's
insurance program. As a result of the letters eflitissued, the amount available under the ling rgduced by approximately $13,500,000 at
December 31, 2001. In addition, the Company haeleammitments totaling $2,613,790 through 2008.
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At December 31, 2001, the Company had $34,259,884sh and cash equivalents, which it views agritscipal measure of liquidity.

The level of capital expenditures by the Compargeiserally dependent on the number of new cliebtsioed. Such capital expenditures
primarily consist of housekeeping equipment anddiay and linen equipment installations. Although @ompany has no specific material
commitments for capital expenditures through the @incalendar year 2002, it estimates that it imitlur capital expenditures of

approximately $2,500,000 during this period in cerction with housekeeping equipment and laundrylizneth equipment installations in its
clients' facilities, as well as expenditures relgtio internal data processing hardware and softwequirements. The Company believes that
its cash from operations, existing balances anditciiae will be adequate for the foreseeable fatiar satisfy the needs of its operations and to
fund its continued growth. However, should caskvfidrom current operations not be sufficient, thempany would seek to obtain necessary
working capital from such sources as long-term defgquity financing.

In accordance with the Company's previously annedrauthorizations to purchase its outstanding comshack, the Company expended
$824,938 to purchase 135,000 shares of its comiteck during 2001 at an average price of $6.11 permon share. The Company remains
authorized to purchase 786,450 shares pursuan¢t@®mps Board of Directors action.

Cautionary Statements Regarding Forward Looking Steements

Certain matters discussed may include forward-loglstatements that are subject to risks and unciesthat could cause actual results or
objectives to differ materially from those projett&uch risks and uncertainties include, but atdimited to, risks arising from the Company
providing its services exclusively to the healthecmdustry, primarily providers of long-term caceedit and collection risks associated with
this industry; The Company's claims experienceedl#o workers' compensation and general liakhitisprance; the effects of changes in
regulations governing the industry and risk factescribed in the Company's Form 10-K filed with Securities and Exchange Commission
for the year ended December 31, 2001 in Part etifarnder "Government Regulations of Clients", "@etition" and "Service
Agreements/Collections”. The Company's clients Haen and continue to be adversely effected bgliaage in Medicare payments under
the 1997 enactment of the Prospective Payment 8y$RPS"), as well as other trends in the loagn care industry resulting in certain of
Company's clients filing voluntary bankruptcy pietits. Others may follow. These factors, in additiomelays in payments from clients has
resulted in and could continue to result in sigmaifit additional bad debts in the near future. Adddlly, the Company's operating results
would be adversely affected if unexpected increasé®e costs of labor and labor related costsens, supplies and equipment used in
performing its services could not be passed otstdlients.

In addition, the Company believes that to imprdsduture financial performance it must continuekdain service agreements with new
clients, provide new services to existing clieatshieve modest price increases on current sergi@ments with existing clients and
maintain internal cost reduction strategies atv#imous operational levels of the Company. Furtteenthe Company believes that its ability
to sustain the internal development of managesadgnnel is an important factor impacting futureraping results and successfully execu
projected growth strategies.

Effects of Inflation

All of the Company's service agreements allow pass through to its clients increases in the aistbor resulting from new wage
agreements. The Company believes that it will be tbrecover increases in costs attributable flation by continuing to pass through cost
increases to its clients.
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Item 8. Financial Statements and Supplementary Data
Consolidated Balance Sheets

December 31,

2001 2000
Assets
Current Assets:
Cash and cash equivalents .........cccceeeee. L $ 34,259,334 $ 22,841,618
Accounts and notes receivable, less allowance fo r
doubtful accounts of $6,936,000 in 2001 and
$4,914,000 in 2000 ......cccvveerriiiinans 54,076,007 52,744,352
Prepaid income taxes .......ccccccceevvviennnne 8,188 1,128,624
Inventories and supplies . 7,944,199 8,383,963
Deferred income taxes .........cccoccveeeennnee 2,162,845 1,019,578
Prepaid expenses and other ........ccccccceeee.. 2,156,871 2,184,141
Total current assets ......cccoccvveeeeeeee 100,607,444 88,302,276
Property and Equipment:
Laundry and linen equipment installations ...... 6,872,513 7,303,508
Housekeeping and office equipment .............. 10,570,888 9,696,825
Autos and trucks .........ccoceeeieiiiiieenn. 57,321 21,329
17,500,722 17,021,662
Less accumulated depreciation ......ccc......... ... 12,738,533 11,863,635
4,762,189 5,158,027
COSTS IN EXCESS OF FAIR VALUE OF
NET ASSETS ACQUIRED
less accumulated amortization of $1,743,155 in 2 001
and $1,635,531 in 2000 .... 1,612,322 1,719,946
DEFERRED INCOME TAXES ....cccceovviiriieiieene 1,523,144 1,185,711
OTHER NONCURRENT ASSETS ....cccevvveiiieeiien. 12,285,398 11,976,905

$120,790,497 $108,342,865

Liabilities and Stockholders' Equity
Current Liabilities:
Accounts payable ........ccccccoevvevvveeeeee. . $ 6,439,609 $ 4,829,183

Accrued payroll, accrued and withheld payroll ta 9,705,000 8,209,344
Other accrued expenses ..........cccceeeeene 199,635 181,466
Accrued insurance claims .............cccoeuee 1,155,655 906,699
Total current liabilities ................ .. ... 17,499,899 14,126,692
ACCRUED INSURANCE CLAIMS ....ccocoiiiiiieiieeee e 4,347,464 3,410,916
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' EQUITY:
Common stock, $.01 par value: 30,000,000 shares
authorized, 11,337,719 shares issued in 2001
and 11,066,591 in 2000 . 113,377 110,666
Additional paid in capital .. 27,240,496 25,315,753

Retained earnings .......cccccceveeeevenienne 73,176,074 66,140,713

Common stock in treasury, at cost, 262,500 share s
in 2001 and 127,500 in 2000 ......cccccceeeeee e (1,586,813) (761,875)
Total stockholders' equity .....ccccvvvveeeee. 98,943,134 90,805,257

$120,790,497 $108,342,865

See accompanying notes.
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Consolidated Statements of Income

Revenues
Operating costs and expenses:
Cost of services provided
Selling, general and administrative
Other income:
Interest income
Income before income taxes
Income taxes

Net income
Basic earnings per common share

Diluted earnings per common share

See accompanying notes.

Years Ended December 31,

2001 2000 1999

$284,189,510 $254,668,213 $232,431,888

252,029,939 226,899,572 205,686,044

21,871,673 19,618,789 18,778,786

1,247,463 988,900 756,003

11,535,361 9,138,752 8,723,061

4,500,000 3,551,000 3,187,000

$ 7,035,361 $ 5,587,752 $ 5,536,061

$ 64 $ 51 8 .50

$ 64 $ 51 8 .49
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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 and amortization
Bad debt provision
Deferred income taxes (benefits)
Tax benefit of stock option
transactions

Unrealized loss on SERP investments
Changes in operating assets and liabilities:

Accounts and notes receivable
Prepaid income taxes
Inventories and supplies

Long term notes receivable
Accounts payable and other
accrued expenses

Accrued payroll, accrued and
withheld payroll taxes
Accrued insurance claims
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
Proceeds from the exercise of stock

options

Net cash provided by (used in)
financing activities

Net increase (decrease) 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 38,753 shares of common stock
Pursuant to Employee Stock Purchase Plan

See accompanying notes.

Years Ended December 31,

2001 2000 1999
$7,035361 $5587,752  $ 5,536,061
2,241,473 2,210,157 2,149,735
5,445,000 3,250,000 7,250,314

(1,480,700) 200,800 49,500
232,531 192 45,427
65,768 54,225

(6,776,655) (7,381,614) (10,796,225)

1,120,436  (284,735)  (843,889)
439,764 196,218 (776,745)
25354  (1,104,013)  (548,392)

1,628,594 2,120,662  (1,795,361)

1,705,649 2,791,977 269,733

1,185,504 555,973 961,451

(283,980)

(372,345)  (447,061) 427,920
12,495,734 7,750,533 1,645,549
313,209 439,848 1,049,008
(2,051,219) (1,803,877)  (2,884,602)
(1,738,010) (1,364,029)  (1,835,594)
(824,938)  (761,875)  (183,750)

1,484,930 18,302 371,074
659,092  (743,573) 187,324
11,417,716 5,642,931 (2,721)
22,841,618 17,198,687 17,201,408
$34,259,334 $22,841,618  $17,198,687
$ 209993 $ - $ -
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Consolidated Statements of Stockholders' Equity

Years Ended December 31, 2001, 2000 and 1999
Additional Total
Common Stock Paid-in Retained Treasury Stockholders'
Shares Amount  Capital Earnings Stock Equity
Balance, December 31, 1998 1 1,034,207 $110,342 $25,064,832 $55,016,900 $ -- $80,192,074
Net income for year 5,536,061 5,536,061
Exercise of stock options 50,900 509 370,565 371,074
Tax benefit arising from
stock transactions 45,427 45,427
Purchase of common stock
for treasury (21,000 shares) (183,750) (183,750)
Treasury stock retired (21,000) (210) (183,540) 183,750
Balance, December 31, 1999 1 1,064,141 110,641 25,297,284 60,552,961 -- 85,960,886
Net income for year 5,587,752 5,587,752
Exercise of stock options 2,450 25 18,277 18,302
Tax benefit arising from
stock transaction 192 192
Purchase of common stock
for treasury (127,500 shares) (761,875)  (761,875)
Balance, December 31, 2000 1 1,066,591 110,666 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 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 1 1,337,719 $113,377 $27,240,496 $73,176,074 $(1,586,813) $98,943,134

See accompanying notes.
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Notes to Consolidated Financial Statements
Note 1--Summary of Significant Accounting Policies
General

The Company provides housekeeping, laundry, lifamility maintenance and food services exclusitelthe healthcare industry primarily to
nursing homes, rehabilitation centers, retiremaailifies and hospitals principally located in theited 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. afterahiation 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

In the event that a promissory note receivablenfgaiired, it is accounted for in accordance with HA8 and FAS 118; that is, they are val
at the present value of expected cash flows or etasddue of related collateral. The Company evalsi@s notes receivable for impairment
quarterly and on an individual client basis. Naexeivable considered impaired are generally attaitie to clients that are either in
bankruptcy, have been turned over to collectioorattys or those slow payers that are experien@wugre financial difficulties.

At December 31, 2001, the Company had notes reuleieagregating approximately $7,700,000 thatmagaired. During 2001, the
Company increased its reserve against these npte®,800,000 and charged the reserve for write-@f900,000 resulting in a reserve
balance at December 31, 2001 of $3,200,000. D@0, the average outstanding balance of theses neteivable was $7,800,000 and no
interest income was recognized.

At December 31, 2000, the Company had notes reuleieagregating approximately $8,000,000 thatmgaired. During 2000, the
Company increased its reserve against these nptg3,400,000 and charged the reserve for write-aff$4,200,000 resulting in a reserve
balance at December 31, 2000 of $1,800,000. D@09, the average outstanding balance of theses neteivable was $8,100,000 and no
interest income was recognized.

At December 31, 1999, the Company had notes rdueiamgregating $8,200,000 that are impaired. uti®99, the Company increased its
reserve against these notes by $2,900,000 andeth#rg reserve $4,400,000 resulting in a reserlamba at December 31, 1999 of
$2,600,000. During 1999, the average outstanditenbe of these notes receivable was $6,800,00®aimterest income was recognized.

The Company follows an income recognition policynmtes receivable that does not recognize int@mestne until cash payments are
received. This policy was established for consé@reatasons, recognizing the environment of thgtartm 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 amaddry supplies, as well as food service provisighigh are valued at the lower of cost or
market. Cost is determined on a first-in, first-(eit-O) basis. Linen supplies are included in ineenand are amortized over a 24 month
period.

Property and equipment

Property and equipment are stated at cost. Additimnewals and improvements are capitalized, whiatenance and repair costs are
expended. When assets are retired or otherwiseghsiof, the cost and related accumulated depimtiate 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 instadias -- 3 to 7 years; housekeeping equipment aficeofquipment -- 3 to 7 years; autos and
trucks -- 3 years.

Revenue recognition

Revenues from service agreements are recognizeghéses are performed. The Company (as a distiitmitlaundry equipment since 1981)
occasionally makes sales of laundry installationsertain clients. The sales in most cases représeiconstruction and installation of a t-



key operation and are for payment terms ranging f86 to 60 months. The Company's accounting pdticyhese sales is to recognize the
gross profit over the life of the original payméetms associated with the financing of the transastby the Company. During 2001, 2000
and 1999, laundry installation sales were not neter
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Costs in excess of fair value of net assets

Costs in excess of the fair value of net asselisinesses acquired are amortized on a straighbhisis over periods not exceeding forty
years. All of the carrying value at December 31QR@esulted from a 1985 acquisition which is beangprtized over a thir-one year period.
Amortization charged to earnings was $107,624 per for the years 2001, 2000 and 1999, respectively

On an ongoing basis, management reviews the vatuatid amortization of costs in excess of fair galfinet assets acquired. As part of this
review, the Company estimates the value and fltanefits of the expected cash flows generated dyelated service agreements to
determine that no impairment has occurred.

Income taxes

Deferred income taxes result from temporary difiess 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.

Income taxes paid were approximately $4,530,008483000 and $4,169,000 during 2001, 2000 and 1r@8pectively.
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 panamn share reflects the weighted-average commaesloatstanding and dilutive potential
common shares, such as stock options.

Other noncurrent assets Other noncurrent assessstoft

2001 2000
Long-term notes receivable $l_i_,-i;-75,2g2-m$ll,400,615
Deferred compensation funding (Note 10) 832,677 349,384
Other 77,459 226,906

$12,285,398 $11,976,905

Long-term notes receivable primarily representdregteivables that were converted to notes to ehewilection efforts.
Stock-Based Compensation

As permitted by the Statement of Financial Accauptstandards No. 123 ("SFAS No. 123"), "AccounfimgStock Based Compensation”,
the Company accounts for stock-based compensatiangements in accordance with provisions of ActiogrPrinciples Board ("APB")
Opinion No. 25 "Accounting for Stock Issued to Emes". Compensation expense for stock optiongissuemployees is based on the
difference on the date of grant, between the falue of the Company's stock and the exercise pfitliee option. The Company accounts for
equity instruments issued to nonemployees in aecm with the provisions of SFAS No. 123 and Enmerdssues Task Force ("EITF") Is¢
No. 9€-18, "Accounting for Equity Instruments That Aresled to Other Than Employees for Acquiring, or anfonction With Selling, or in
Conjunction With Selling Goods or Services". Alutisactions in which goods or services are the deretion 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.

Advertising Costs
Advertising costs are expensed when incurred. lif@years ended December 31, 2001, 2000 and 19¢8tiathg costs were not material.
Long-Lived Assets and Impairment of Long-Lived Assts

The Company's long-lived assets include propertyeuipment and costs in excess of fair value baasets acquired. Costs in excess of fair
value of net assets acquired arose from the pueabfasnother company in 1985. The costs are anedrin a straighline basis over 31 yea
Accumulated amortization was $1,743,155 and $15R50n December 31, 2001 and 2000, respectivelgitiddally, amortization charged

to earnings was $107,624 per year for the year§, 280000 and 1999, respectively.

The Company records impairment losses on long-lass®ts used in operations or expected to be @idpdsvhen events and circumstances
indicate that the assets might be impaired anditickescounted cash flows estimated to be generatéldose assets are less than the carr



amounts of those assets. No impairment lossesngeoeded in 2001, 2000 or 1999.
Reclassification
Certain reclassifications to 2000 and 1999 repaatadunts have been made in the financial statent@ictanform to 2001 presentation.
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Use of Estimates in Financial Statements

In preparing financial statements in conformitywitenerally accepted accounting principles, managémakes estimates and assumptions
that affect the reported amounts of assets aniitied and disclosures of contingent assets aatilities at the date of the financial
statements, as well as the reported amounts ofiveseand expenses during the reporting period.aAodsults could differ from those
estimates. Management establishes estimates falfdtgance for doubtful accounts and accrued immealaims based upon factors incluc
current and historical trends, as well as othetippant industry information. Management regulanhaleiates this information to determine if it
is necessary to update the basis for its estinzaté4o compensate for known changes.

Concentrations of Credit Risk

Statement of Financial Accounting Standards No.(BFAS No. 105) requires the disclosure of sigatficconcentrations 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 accounts and reatgisable. At December 31, 2001 and
2000, substantially all of the Company's cash asth @quivalents were invested with one financititution. The Company's clients are
concentrated in the health care industry, primanityviders of long-term care. Legislation enactedigust 1997 changed Medicare policy in
a number of ways, most notably the phasing incéffe July 1, 1998, of a Medicare Prospective Payrgstem ("PPS") for skilled nursing
facilities which significantly changed the mannaddhe amounts of reimbursement they receive. Tdragainy's clients have been and
continue to be adversely effected by PPS, as waltlzer trends in the long-term care industry tesyin certain of the Company's client
filing voluntary bankruptcy petitions. Others ma}léw. These factors, in addition to delays in payits from clients has resulted in and ci
continue to result in significant additional badtiein the near future. The clients are compridadany companies with a wide geographical
dispersion within the United States. At DecemberZfD1, the Company had one client, a nursing hcima@, which accounted for
approximately 14% of consolidated revenues.

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.

Note 2--Allowance for Doubtful Accounts

The allowance for doubtful accounts is establishetbsses are estimated to have occurred thropgtvaion for bad debts charged to
earnings. The allowance for doubtful accounts &wated based on management's periodic reviewcoiuats and notes receivable and is
inherently subjective as it requires estimates déinatsusceptible 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 collegtiamounts due by certain of its clients. Thereftire Company has sometimes been
required to extend the period of payment for certdients beyond contractual terms. These clieat®lincluded 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 grantfrigealit terms, the Company recorded bad debt prows (in an Allowance for Doubtful
Accounts) of $5,445,000, $3,250,000 and $7,250i81He years ended December 31, 2001, 2000 and 1@§8ectively. 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 lb@gn care industry. Notwithstanding the Compasifsrts to minimize its credit risk
exposure, the Company's clients could be adveestdgted if future industry trends change in suchaamner as to negatively impact their ¢
flows. In the event that the Company's clients erpee such significant impact in their cash flowspuld have a material adverse effect on
the Company's results of operations and financatltion.

Note 3--Lease Commitments

The Company leases office facilities, equipment autths under operating leases expiring on variatssathrough 2008 and certain office
leases contain renewal options (see Note 5). Til@wimg is a schedule, by calendar years, of futaigimum lease payments under opera
leases having remaining terms in excess of oneasaf December 31, 2000:
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Operat ing

Year Leas es

2002 oo $ 848 ,097
2003 .o 648 ,610
2004 ..o 495 487
2005 ..oiiiiee e 377 , 756
2006 and thereafter ..................... 243 ,840
Total minimum lease payments ............ $2,613 , 790

Total expense for all operating leases was $994 £832,211 and $635,951 for the years ended Deaedih@001, 2000 and 1999,
respectively.

Note 4--Stockholders' Equity

As of December 31, 2001 1,173,818 shares of constamk were reserved under the incentive stock ogiians, including 176,295 shares
which were available for future grant. The Stocki@p Committee is responsible for determining thaividuals who will be granted options,
the number of options each individual will receitlee option price per share, and the exercise gafi@ach option. The incentive stock
option price will not be less than the fair markelue of the common stock on the date the optigmasted. No option will have a term in
excess of ten years and are exercisable commesigimgonths from the option date. As to any stocitbolwho owns 10% or more of the
common stock, the option price per share will béass than 110% of the fair market value of the wmm stock on the date the options are
granted and such options shall not have a termdass of five years.

The weighted average fair value of incentive ogtigranted during 2001, 2000 and 1999 was $4.902%td $3.74, respectively.

A summary of incentive stock option activity isfaiows:

Incentive Stock Options

Beginning of period

2001

2000

eighted Weighted

Average  Number
Price  of Shares

Average Number
Price of Shares

$7.03 1,120,222

$7.40 980,952

Weighted
Average Number
Price of Shares

$7.59 820,177

Granted 8.85 245,426 511 214,229 6.86 325,350
Cancelled 8.04 (210,439) 640 (72,509) 7.24  (121,175)
Exercised 6.37 (157,686)  7.47 (2,450) 7.24  (43,400)

End of period

The following table summarizes information abowtentive stock options outstanding at December 8212

$7.37 997,523

$7.03 1,120,222

Optio ns Outstanding Options Exercisable
Average Weighted
Remaining  Average Average
Numbe r Contractual Exercise Number Exercise
Exercise Price Range Outstand ing Life Price Exercisable Price
$5.06 - 10.18 997,52 3 7.88 $7.37 793,947 $6.88

The Company has granted non-qualified stock optimsarily to employees and directors under eitherCompany's 1995 Incentive and
Non-Qualified Stock Option Plan for key employees #melCompany's 1996 Non-Employee Director's Stockodpglan. Amendments to
the 1995 Plan, as well as the 1996 Plan were adaptdiarch 6, 1996 and approved by shareholdedsina 4, 1996. Pursuant to the term
the 1996 Non-Employee Director's Stock Option Pé&ath eligible non-employee director receives danaatic grant based on a prescribed
formula on the fixed annual grant date. The nonlified options were granted at option prices whigdre not less than the fair market value
of the common stock on the date the options weaatgd. The options are exercisable over a fiverig/ear period, commencing six months

from the option date. The weighted average faineaf non-qualified options granted during 20010®@@nd 1999 were $5.39, $3.04 and
$4.03, respectively.
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A summary of non-qualified stock option activityas follows:

Non-qualified Stock Options

2001 2000 1999
W eighted Weighted Weighted
Average  Number Average Number Average Number
Price  of Shares Price of Shares Price of Shares
Beginning of period $7.03 376,564 $7.05 404,172 $7.18 454,548
Granted 8.99 223,274 5.06 37,246 6.75 24,950
Cancelled 5.81 (34,864) 6.04 (64,854) 7.78 (67,826)
Exercised 6.44  (74,689) - - 7.58  (7,500)
End of period $8.10 490,285 $7.03 376,564 $7.05 404,172

The following table summarizes information abount+gualified stock options outstanding at Decemter2B01:

Optio ns Outstanding Options Exercisable
Average Weighted
Remaining Average Average
Numbe r Contractual Exercise Number Exercise
Exercise Price Range Outstand ing Life Price  Exercisable Price
$5.06 - 9.25 490,28 5 7.19 $8.10 289,661 $7.30

The Company applies APB Opinion 25 in measuringlstmmpensation. Accordingly, no compensation bastbeen recorded for options
granted to employees or directors in the yearse&bdember 31, 2001, 2000 and 1999. The fair vaflwach option granted has been
estimated on the grant date using the Black-Sclojg®n Valuation Model. The following assumptiamsre made in estimating fair value:

2001 2000 1 999
Risk-Free Interest-Rate 4.01%, 5. 16% and 5.68% 5.37% and 5.49% 6.44% and 6.68%
Expected Life 5 and 10 years 5 and 10 years 5 and 10 years
Expected Volatility 3 7.2% 39.0% and 38.7% 34.0% and 36.0%

Had compensation cost been determined under FAS®Br8eént No. 123, net income and earnings per stautel have been reduced as
follows:

(in thousands except per share data)

Year Ended December 31,

2000 2000 1999

Net Income

As reported $7,035 $5,588 $5,536

Pro forma $6,145 $4,558 $4,763
Basic Earnings Per Common Share

As reported $ .64 $ 51 $ .50

Pro forma $ .56 $ .42 $ .43
Diluted Earnings Per Common Share

As reported $ .64 $ 51 $ .49

Pro forma $ .55 $ .41 $ .42
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Note 5--Income Taxes

The provision for income taxes consists of:

Ye
2001
Current:
Federal $4,335,200
State 1,645,500
5,980,700
Deferred:
Federal (1,074,700)
State (406,000)
(1,480,700)
Tax Provision $4,500,000

ar Ended December 31,

2000 1999

$2,507,800 $2,449,700
687,800 687,800

155,400 500
45,400 49,000
200,800 49,500

$3,551,000 $3,187,000

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:

Net current deferred assets:
Allowance for doubtful accounts
Accrued insurance claims-current
Expensing of housekeeping supplies
Deferred compensation

Other

Net noncurrent deferred tax assets:
Deferred profit on laundry installation sales
Non-deductible reserves

Depreciation of property and equipment
Accrued insurance claims- noncurrent
Other

Year Ended December 31,

$2,737,985 $1,960,686
471,507 361,773
(1,516,141) (1,496,333)
453518 180,475
15976 12,977

$2,162,845 $1,019,578

$ 15352 $ 27,273
250,057 426,306
(549,301) (646,639)
1,773,765 1,360,955
24271 17,816

$1,523,144 $1,185,711




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,

2001 2000 1999
Tax expense computed at
statutory rate $ 3,922,200 $3,107,200 $2,965,800
Increases (decreases) resulting
from:
State income taxes, net of
federal tax benefit 818,100 586,000 486,300
Settlement of prior years'
income tax examination (328,100)

Tax exempt interest (77,000) (97,500) (91,900)
Amortization of costs in
excess of fair value of

net assets acquired 36,600 36,600 36,600
Other, net (199,700) (81,300) 118,300
$ 4,500,000 $3,551,000 $3,187,000

In June, 1999, the Internal Revenue Service cordutd examination of the tax years ended Decei®bget997 and 1996. As a result,
previously established reserves are no longer regui he effective rate for 1999 was reduced tiecethe reversal of these reserves.

Note 6--Related Party Transactions

The Company, through September, 1999, leasedrip®iate offices from a partnership in which thee€lixecutive officer of the Company is
a general partner. The rental payments made dthiangear ended December 31, 1999 were $66,463Cohwany made no leasehold
improvements on such property in 1999.

A director of the Company has an ownership intereseveral client facilities which have enteretbiservice agreements with the Company.
During the years ended December 31, 2001, 2000898 the agreements with the client facilities vattice director has an ownership
interest resulted in Company revenues of approxin&3,440,000, $3,265,000 and $3,033,000, resfedgti

Note 7--Segment Information

The Company manages and evaluates its operatidn®ireportable operating segments. The two opegaigments are housekeeping,
laundry, linen and other services, and food ser¥¢kile both segments serve the same client basslare many operational similarities,
they are managed separately due to distinct differe in the type of service provided, as well asstiecialized expertise required of the
professional management personnel responsiblesforeding the respective segments' services. Rei@001, food service was not deemed a
reportable segment as its revenues did not meefuetitative threshold of FASB SFAS 131. The conypeonsiders the various services
provided within the housekeeping, laundry, lined ather services' segment to be one reportable esgigsince such services are rendered
pursuant to a single service agreement, as wéfieadelivery of such services being managed bygdnee management personnel.

Differences between the reportable segments' apgnasults and other disclosed data, and the Coppaonsolidated financial statements
relate primarily to corporate level transactiorswell as transactions between reportable segraedtsn 100% owned warehousing and
distribution subsidiary. The subsidiary's trangawtiwith reportable segments are immaterial andnaide on a basis intended to reflect the
fair market value of the goods transferred. Segraerdunts disclosed are prior to any eliminatiomiesatmade in consolidation.
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The housekeeping, laundry, linen and other servisggment of the Company does provide serviceaita@a, although essentially all of its
revenues and net income, 99% in both categories@mned in one geographic area, the United States.

Housekeeping,

laundry, linen

and other Food Corporate and

services  services eliminations Total
Year Ended December 31, 2001
Revenues $244,634,409 $40,442,352 $ (887,251) $2 84,189,510
Income before income taxes 17,478,914 1,672,788 (7,616,341)(1) 11,535,361
Depreciation and Amortization 1,377,655 21,258 842,560 2,241,473
Total assets 68,256,140 9,377,899 43,156,458 (2) 1 20,790,497
Year Ended December 31, 2000
Revenues $234,519,076 $21,813,749 $(1,664,612) $2 54,668,213
Income before income taxes 15,567,038 125,499 (6,553,785)(1) 9,138,752
Depreciation and Amortization 1,450,567 10,543 749,047 2,210,157
Total assets 69,921,784 7,046,050 31,375,030 (2) 1 08,342,865
Year Ended December 31, 1999
Revenues $220,809,064 $12,018,141 $ (395,317) $2 32,431,888
Income before income taxes 15,060,078 (97,634) (6,239,383)(1) 8,723,061
Depreciation and Amortization 1,586,358 6,821 556,556 2,149,735
Total assets 68,085,054 4,239,443 25,705,385(2) 98,029,882

(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 nograssets.
The Company earned revenue in the following servicgness categories:

Year Ended December 31,

2001 2000 1999
Housekeeping services $170,921,662 $161,840,927 $150,343,572
Laundry and linen services 70,332,656 68,285,181 67,013,585
Food Services 40,075,685 21,602,962 12,113,838
Maintenance services and Other 2,859,507 2,939,143 2,960,893

$284,189,510 $254,668,213 $232,431,888

The Company had one client in 2001 which accoufdedpproximately 14% of consolidated revenue spect to such client, the Company
derived revenues from both operating segments.
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Note 8--Earnings Per Common Share

A reconciliation of the numerator and denominatdrbasic and diluted earnings per common shars islbws:

Net Income

Basic earnings per
common share

Effect of dilutive
securities:
Options

Diluted earnings per
common share

Net Income

Basic earnings per
common share

Effect of dilutive
securities:
Options

Diluted earnings per
common share

Net Income

Basic earnings per
common share

Effect of dilutive
securities:
Options

Diluted earnings per
common share

Year Ended December 31, 2001

Income Shares Per-share
(Numerator) (Denominator)  Amount

$7,035,361

7,035,361 10,928,281 $ .64

149,665

$7,035,361 11,077,946 $ .64

Year Ended December 31, 2000

Income Shares Per-share
(Numerator) (Denominator) Amount

$5,587,752

5,587,752 10,963,937 $ .51

19,028

$5,587,752 10,982,965 $ .51

Year Ended December 31, 1999

Income Shares Per-share
(Numerator) (Denominator) Amount

$5,536,061

5,536,061 11,052,728 $ .50

232,864

$5,536,061 11,285,592 $ .49

Options to purchase 563,708, 1,176,288 and 15kR@8rkes of common stock at an average exercise@riEe92, $7.57 and $9.38 for the
years ended December 31, 2001, 2000 and 1999 ctasbe were outstanding during such years butimouded in the computation
diluted earnings per share because the optiongisggrices were greater than the average maskeé¢ wf the common shares.
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Note 9--Other Contingencies

The Company has a $18,000,000 bank line of credieuwhich it may draw to meet short-term liquidiéguirements or for other purposes,
that expires on September 30, 2002. The CompaigmMeslthe line will be renewed at that time. Amautitawn under the line are payable
upon demand. At both December 31, 2001 and 20@6g there no borrowings under the line. Howevesuah dates, the Company had
outstanding approximately $13,500,000 and $13,@@0,(espectively of irrevocable standby lettersreiit, which relates to payment
obligations under the Company's insurance progfera result of letters of credit issued, the am@watilable under the line was reduced by
approximately $13,500,000 and $13,000,000 at Deeeidb, 2001 and 2000, respectively.

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 impact orCibrapany's financial position or results
operations.

Legislation enacted in August 1997 changed Medipatiey in a number of ways, most notably the phgsn, effective July 1, 1998, of a
Medicare Prospective Payment System ("PPS") faleskinursing facilities which significantly changdte manner and the amounts of
reimbursement they receive. The Company's clieane been and continue to be adversely effected?8; Bs well as other trends in the long-
term care industry resulting in certain of the Camys clients filing bankruptcy. Others may folloihese factors in addition to delays in
payments from clients has resulted in and couldicoe to result in significant additional bad deiotshe near future.

Note 10--Accrued Insurance Claims

For years 1999 through 2001 the Company has all®a&lRetrospective Insurance Plan for generalliigtaind workers' compensation
insurance. Under these plans, pre-determined ilod#s 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 developedrasualt of a review of the Company's historical datd actuarial analysis done by an
independent company specialist. The accrued insaralaims were reduced by approximately $2,138,82®75,000 and $2,763,000 at
December 31, 2001, 2000 and 1999, respectivelydardo record the estimated present value atde&each year using an 8% interest
factor. For general liability insurance, the Compagcords a reserve for the estimated ultimate atsaie be paid for known 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 isday finnual offerings with the first annual Offeriocgmmencing January 1, 2000. The
remaining three annual offerings likewise commesmue terminate on the respective year's first asidclalendar day. Under the ESPP, the
Company is authorized to issue up to 800,000 shwrigs common stock to its employees. Furthermoneler the terms of the ESPP, eligible
employees can choose each year to have up to $6f@Beir annual earnings withheld to purchaseGbmpany's Common Stock. The
purchase price of the stock is 85% of the lowdtobeginning or end of the plan year market price.

As a result of the 2001 and 2000 annual offeriagstal of 23,926 and 38,753 shares of the compammyhmon stock were purchased at $!
per common share for 2001 and 2000, respectivedguine ESPP. The 2001 and 2000 annual offerihgsés were issued on January 8,
2002 and January 6, 2001, respectively.

Retirement Savings Plan

On October 1, 1999, the Company established @&nedint savings plan for non-highly compensated eyeglo ("the RSP") under Section 401
(k) of the Internal Revenue Code. The RSP allovggl#é 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 initiatedlaplemental Executive Retirement Plan ("the SER®R"3ertain key executives and
employees. The SERP is not qualified under sedtiiinof 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 iniji@ar of participation. The income deferred andGbenpany match are unsecured and subject
to the claims of general creditors of the Compdarme amounts expensed under the SERP during the gaded December 31, 2001 and z
were approximately $102,470 and $34,025, respdgtifée Company funded such expense through tissuance to the SERP's trustee of
13,509 in 2001 and 15,822 in 2000 of common shairsee Company's treasury stock. Such shares ameiated for as treasury stock. The
SERP's trust account had a balance of $832,67%341@ 384 at December 31, 2001 and 2000, respectilieé account's investments are
recorded at their fair value which is based on edabarket prices. Accordingly, the Company recongieealized losses of $65,768 and
$54,225 for the years ended December 31, 2001 @d@, 2espectively.
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Note 12--Selected Quarterly Financial Data (Unaudéd)

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

March 31 June 30 September 30 Decembe r3i1

2001

Revenues $66,618 $69,276 $72,500 $75,7 96
Operating costs and expenses $64,255 $66,737  $69,768 $73,1 42
Income before income taxes $2,671 $2,796 $3,012 $3,0 56
Net income $1,629 $1,705 $1,837 $1,8 64
Basic earnings per common share(1) $ 15 $ 16 $ .17 $ . 17
Diluted earnings per common share(1) $ 15 $ 16 $ .17 $ . 17
2000

Revenues $60,127 $63,850 $65,211 $65,4 80
Operating costs and expenses $57,880 $61,219  $62,513 $64,9 06
Income before income taxes $2,461 $2,854 $2,963 $ 8 61
Net income $1501 $1,754 $1,808 $5 25
Basic earnings per common share(1) $ 14 $ 16 $ .17 $ . 05
Diluted earnings per common share(1) $ 14 $ 16 $ .17 $ . 05

(1) Year-to-date Earnings Per Share amounts mégrdibm the sum of quarterly amounts due to rongdi

Note 13--Recent Accounting Pronouncements
Business Combinations and Intangible Assets - Accoting for Goodwill

On July 20, 2001 the Financial Accounting Stand&oard (FASB) issued Statement of Financial AccognStandards (SFAS) 141,
Business Combinations, and SFAS 142, Goodwill amahnigible Assets. SFAS 141 is effective for allibass combinations completed after
June 30, 2001. SFAS 142 is effective for fiscalrgdmeginning after December 15, 2001; howeveragegrovisions of this Statement apply
to goodwill and other intangible assets acquirgsvben July 1, 2001 and the effective date of SFAS Major provisions of these Stateme
and their effective dates for the Company are bhaws:

o all business combinations initiated after June2B01 must use the purchase method of accourithegpooling method of accounting is
prohibited except for transactions initiated befduéy 1, 2001.

o0 intangible assets acquired in a business conibmatust be recorded separately from goodwill étlarise from contractual or other legal
rights or are separable from the acquired entity@an be sold, transferred, licensed, rented dnanged, either individually or as part of a
related contract, asset or liability

o goodwill, as well as intangible assets with inwiéd lives, acquired after June 30, 2001, will hetamortized. Effective January 1, 2002, all
previously recognized goodwill and intangible asseith indefinite lives will no longer be subjectamortization.

o effective January 1, 2002, goodwill and intangjigésets with indefinite lives will be tested fmpiairment annually and whenever there i
impairment indicator

o all acquired goodwill must be assigned to repgrtinits for purposes of impairment testing andrs=g reporting o the Company will no
longer recognize amortization expense of approxéiya#107,000 per year effective January 1, 200&edlto its intangible assets

Although it is still reviewing the provisions ofdhe Statements, management's preliminary assesisntlegit these Statements will not have a
material impact on the Company's financial positiomesults of operations.

Accounting for the Impairment or Disposal of Lorngeld Assets On October 3, 2001, the Financial Antiog Standards Board (FASB)
issued SFAS No. 144, Accounting for the Impairmanbisposal of Long-Lived Assets which supercedeASNo. 121, Accounting for the
Impairment of Long-Lived Assets and for Long-LivAdsets to be Disposed Of. SFAS No. 144 retain$uhéamental provisions of SFAS
No. 121 but sets forth new criteria for asset dfizsdion and broadens the scope of qualifying dignued operations. The Company v
adopt SFAS No. 144 as of January 1, 2002. The Coypananagement believes the adoption of SFAS K will be immaterial to its
results of operations and financial condition.
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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, 2001
and 2000, and the related consolidated stateméimesame, cash flows, and stockholders' equityefach of the three years in the period
ended December 31, 2001. These consolidated fialasteitements are the responsibility of the Comjsamanagement. Our responsibility is
to express an opinion on these consolidated fimhstatements based on our audits.

We conducted our audits in accordance with aud&iagdards generally accepted in the United StdtAsnerica. 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 digds 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 pieai reasonable basis for our opinion.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the consolidated financial posi
of Healthcare Services Group, Inc. and subsidiatié3ecember 31, 2001 and 2000 and the consolidesetdts of their operations and their
consolidated cash flows for each of the three yiatise period ended December 31, 2001, in confiyrmith accounting principles generally
accepted in the United States of America.

/sl Grant Thornton LLP

New Yor k, New Yor k
February 14, 2002
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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 wgl?@02 Annual Shareholders' Meeting and to be filedin 120 days of the close of the year
ended December 31, 2001.

Directors holding approximately 10.1% of the outsliag voting stock of the Registrant have been dekta be "affiliates” solely for the
purpose of calculating the aggregate market vaidleeovoting stock held by non-affiliates set fodi the cover page of this Report.

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@2ual Shareholders Meeting and to be filed with2® days of the close of the fiscal year
ended December 31, 2001.

Item 12. Security Ownership of Certain Beneficial vners and Management

The information regarding security ownership otaier beneficial owners and management is incorpdrierein by reference to the
Company's definitive proxy statement to be maitedhareholders in connection with its 2002 Annuakhlihg and to be filed within 120 days
of the close of the fiscal year ending December280,1.

Directors holding approximately 10.1% of the outsliag voting stock of the registrant have been d=kto be "affiliates” solely for the
purpose of computing the aggregate market valdkeofoting stock held by non-affiliates set fortihtbe cover page of this Report.
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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 i&atB002 Annual Shareholders Meeting and to leelfilithin 120 days of the close of the
fiscal year ended December 31, 2001.

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

(@) 1. Financial Statements The documents showowbate contained in the Company's Annual Repo8tttareholders for 2001 and are
incorporated herein by reference, copies of whiaompany this report.

Report of Independent Certified Public AccountaBi@lance Sheets as of December 31, 2001 and 2000.

Statements of Income for the three years endedrdgee31, 2001, 2000 and 1999. Statements of CastsHbr the three years ended
December 31, 2001, 2000 and 1991. Statement oklSttaers' Equity for the three years ended Decer@beP001, 2000 and 1999. Notes to
Financial Statements.

2. Financial Statement Schedules Included in Réadflthis report:

Report of Independent Certified Public Accountants.
Schedule Il - Valuation and Qualifying Accounts fbe three years ended December 31, 2001, 20009941

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
(references are to Reg. S-K Exhibit Number

Exhibit

Number Title

3.1 Articles of Incorporation of the Regi
incorporated by reference to Exhibit
Registration Statement on Form S-2 (F

3.2 Amendment to Articles of Incorporatio

30, 2000, is incorporated by referenc
Registrant's Form 10-K for the year e

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

4.1 Specimen Certificate of the Common St
Registrant is incorporated by referen
Registrant's Registration Statement o
No. 2-87625-W).

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

4.3 Deferred Compensation Plan is incorpo
4(b) of Registrant's Registration Sta
(Commission File No. 333-92835)

10.1 1995 Incentive and Non-Qualified Stoc
(incorporated by reference to Exhibit
by the Registrant, Commission File No

10.2 Amendment to the 1995 Employee Stock
by reference To Exhibit 4(a) of Regis
Statement on Form S-8 (Commission Fil

10.3 1996 Non-Employee Directors' Stock Op
Restated as of October 28, 1997 (inco
Exhibit 10.6 of Form 10-Q Report file
14, 1997)

10.4 1995 Non-Qualified Stock Option Plan
by reference to the Company's Definit
April 21, 1995.)

10.5 Form of Non-Qualified Stock Option Ag
Directors is incorporated by referenc
Registrant's Registration Statement o
No. 2-98089).

23. Consent of Independent Certified Publ

(b)  Reports on Form 8-K
None
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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, theredatyp authorized.

Dated: March 21, 2002 HEALTHCARE SERVI CES GROUP, | NC.
(Regi strant)

By: /s/ Daniel P. MCartney

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

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

Si gnature Title Dat e

/'s/ Daniel P. MCartney Chi ef Executive O ficer and March 21, 2002
----------------------- Chai r man
Dani el P. MCartney

/sl Joseph F. MCartney Director and Vice President March 21, 2002

Joseph F. McCartney

/sl W Thacher Longstreth Di rector March 21, 2002

W Thacher Longstreth

/'s/ Barton D. Wi sman Di rector March 21, 2002

Barton D. Wi sman

/sl Robert L. Frone Di rector March 21, 2002

Robert L. Frone

/sl Thomas A. Cook Director, President and March 21, 2002
------------------ Chi ef Operating O ficer
Thomas A. Cook

/sl John M Briggs Di rector March 21, 2002

John M Briggs

/sl Robert J. Moss Di rector March 21, 2002

Robert J. Moss

/s/ James L. Di Stefano Chi ef Financial Oficer and March 21, 2002
---------------------- Treasurer
James L. Di Stefano

/sl Richard W Hudson Vi ce President-Finance, March 21, 2002
--------------------- Secretary and Chi ef
Ri chard W Hudson Accounting Oficer
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Exhibit 23
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We have issued our reports dated February 14, 2@@®mpanying the consolidated financial statemamiisschedules included in the Ann
Report of Healthcare Services Group, Inc. and siidr$es on Form 10-K for the year ended Decembef3Q1. We hereby consent to the
incorporation by reference of said reports in thetFEffective Amendment No. 1 to the Registratiéat@&nents (Forms S-8 No. 33-35915)
pertaining to the Incentive Stock Option Plan amelXlon-Qualified Stock Option Plans of Healthcageviges Group, Inc. and subsidiaries
and in the Registration Statement (Form S-8 No-&&835) pertaining to the Employee Stock Purchaae &hd Deferred Compensation F
of Healthcare Services Group, Inc. and subsidiaries

/sl Grant Thornton LLP
New Yor k, New Yor k
March 21, 2002



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 14, 2002, which is includethe 2001 Annual Report to Shareholders and wrpurated by reference in Form 10-K,
we have also audited Schedule Il for each of theetlgears in the period ended December 31, 20Gdurlopinion, this schedule presents
fairly, in all material respects, the informati@yuired to be set forth therein.

/sl Grant Thornton LLP
New Yor k, New Yor k
February 14, 2002



Healthcare Services Group, Inc. and subsidiaribe@®de 1l - Valuation and Qualifying Accounts Ye&msded December 31, 2001, 2000, and
1999

Additions
Balance- Charged to Charged to
Beginning of Costs and Other Ded uctions Balance- End

Description Period Expenses Accounts (A) of Period
2001
Allowance for Doubtful

Accounts $ 4,914,000 $ 5,445,000 $3, 423,000 $ 6,936,000
2000
Allowance for Doubtful

Accounts $ 7,278,000 $ 3,250,000 $5, 614,000 $ 4,914,000
1999
Allowance for Doubtful

Accounts $ 3,449,000 $ 7,250,314 $3, 421,314 $ 7,278,000
Allowance for Doubtful

Accounts- Long-term Notes $ 2,777,580 $ 816,214 $3, 593,794 -0-

(A) Represents write-offs and reclassificatons

End of Filing
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