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CONSOLIDATED BALANCE SHEETS

(Unaudited)
June 30, 201 December 31, 20C
ASSETS
Current Assets:
Cash and cash equivalel $ 34,968,00 $ 31,301,00
Marketable securities, at fair val 44,099,00 52,648,00
Accounts and notes receivable, less allowancedabtiul accounts of $5,112,000 in
2010 and $4,640,000 in 20! 107,253,00 104,356,00
Inventories and supplie 18,347,00 16,974,00
Deferred income taxe 506,00( 115,00(
Prepaid expenses and otl 4,862,00 6,776,00
Total current assets 210,035,00 212,170,00
Property and Equipment:
Laundry and linen equipment installatic 1,728,00! 1,695,00!
Housekeeping equipment and office furnit 17,968,00 16,905,00
Autos and truck: 278,00( 278,00(
19,974,00 18,878,00
Less accumulated depreciati 15,043,00 14,487,00
4,931,00 4,391,001
GOODWILL 16,955,00 17,087,00
OTHER INTANGIBLE ASSETS, Less accumulated amorimabf $5,002,000 in 201
and $4,038,000 in 20( 8,198,00! 8,862,001
NOTES RECEIVABLE— long term portion, net of discou 6,165,00! 4,623,001
DEFERRED COMPENSATION FUNDING, at fair valt 11,238,00 10,783,00
DEFERRED INCOME TAXES— long term portior 8,990,00! 7,907,001
OTHER NONCURRENT ASSET 42,00( 69,00(
TOTAL ASSETS $ 266,554,00 $ 265,892,00

See accompanying notes.
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CONSOLIDATED BALANCE SHEETS (continued)

(Unaudited)
June 30, 201 December 31, 20C

LIABILITIES AND STOCKHOLDERS'’ EQUITY
Current liabilities:

Accounts payabl $ 7,743,000 $ 9,134,00i
Accrued payroll, accrued and withheld payroll ta 16,191,00 17,647,00
Other accrued expens 2,859,001 3,057,001
Income taxes payab 444,00( 35,00(
Accrued insurance clain 5,305,00! 4,844,00i

Total current liabilities 32,542,00 34,717,00
ACCRUED INSURANCE CLAIMS— long term portior 12,377,00 11,302,00
DEFERRED COMPENSATION LIABILITY 11,479,00 11,099,00

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERY? EQUITY:
Common stock, $.01 par value, 100,000,000 shartkerdzed, 45,952,000 shares iss

in 2010 and 45,792,000 shares in 2! 460,00( 458,00(
Additional paic-in capital 95,749,00 92,339,00
Retained earning 133,085,00 135,837,00
Accumulated other comprehensive income, net ofst 31,00( —
Common stock in treasury, at cost 2,134,000 shar2810 and 2,211,000 shares in

2009 (19,169,00) (19,860,00)

Total stockholders’ equity 210,156,00 208,774,00

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 266,554,00 $ 265,892,00

See accompanying notes.
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CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)
For the Three Months Ended For the Six Months Ended
June 30, June 30,
2010 2009 2010 2009

Revenue: $192,954,00 $170,896,00 $376,755,00 $331,305,00
Operating costs and expens

Costs of services provide 165,240,00 145,830,00 323,812,00 283,722,00

Selling, general and administrati 13,150,00 13,516,00 27,051,00 24,392,00
Other income/(loss

Investment and intere (383,000 1,157,00I 366,00( 2,094,001
Income before income tax 14,181,00 12,707,00 26,258,00 25,285,00
Income taxe: 5,460,001 4,892,00! 10,109,00 9,734,001
Net income $ 8,721,00i $ 7,815,000 $ 16,149,00 $ 15,551,00
Basic earnings per common sh $ 0.2C $ 0.1¢ % 037 $ 0.3€
Diluted earnings per common shi $ 0.2C $ 0.1¢ % 03¢ $ 0.3
Cash dividends per common sh $ 0.22 $ 0.1¢ % 04: $ 0.3%
Weighted average number of common shares

outstanding
Basic 43,965,00 43,537,00 43,932,00 43,497,00
Diluted 44,652,00 44,262,00 44,655,00 44,168,00

See accompanying notes.
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CONSOLIDATED STATEMENTS OF CASH FLOW

Cash flows from operating activitie
Net Income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation and amortizatic
Bad debt provisiol
Deferred income tax benefi
Stoclk-based compensation expel
Amortization of premium on marketable securi
Unrealized (gain) loss on marketable secur
Unrealized (gain) loss on deferred compensatiod famestment:
Changes in operating assets and liabilii
Accounts and notes receival
Prepaid income taxe
Inventories and supplie
Notes receivabl— long term portior
Deferred compensation fundi
Accounts payable and other accrued expe
Accrued payroll, accrued and withheld payroll ta
Accrued insurance clain
Deferred compensation liabili
Income taxes payab
Prepaid expenses and other as
Net cash provided by operating activit
Cash flows from investing activitie
Disposals of fixed asse
Additions to property and equipme
Purchases of marketable securities,
Sales of marketable securities,
Cash paid for acquisitic
Net cash provided by (used in) investing activi
Cash flows from financing activitie
Dividends paic
Repayment of debt assumed in acquisi
Reissuance of treasury stock pursuant to Dividegsid\Rstment Pla
Tax benefit from equity compensation pl:
Proceeds from the exercise of stock opti
Net cash used in financing activiti

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of the ¢b

Cash and cash equivalents at end of the pi

Supplementary Cash Flow Informatic
Income taxes cash payments, net of reft

Issuance of 66,000 shares of Common Stock relatadduisition in 200!

Issuance of 49,000 shares of Common Stock in b@10 2nd 2009 pursuant to Emplo
Stock Plans

See accompanying note

(Unaudited)
For the Six Months Ended
June 30,
2010 2009
16,149,00 $ 15,551,00
1,840,00I 1,513,001
1,050,00! 1,450,00!I
(1,474,00i) (747,000
609,00( 499,00(
426,00( 464,00(
658,00( (373,000
370,00( (522,00()
(3,947,00i) (10,581,00)
— 1,599,00!I
(1,372,00i) (190,00()
(1,542,00i) (3,264,001
(825,000 (348,000
(1,342,00i) 656,00(
(801,00() 293,00(
1,536,00I 1,474,00I
696,00( 1,037,00I
409,00( —
1,772,001 6,552,00I
14,212,000 15,063,00
44,00( 211,00(
(1,459,001 (1,064,001
(26,089,00) (9,170,001
33,584,00 5,841,00I
— (4,613,000
6,080,00!I (8,795,001
(18,901,00) (15,214,00)
— (4,718,001
56,00( 43,00(
827,00( 423,00(
1,393,00I 236,00(
(16,625,00) (19,230,00)
3,667,001 (12,962,00)
31,301,00 37,501,00
$ 34,968,00 24,539,00
$ 10,347,00 8,646,00I
$ — 4,494,00!
$ 1,047,001 777,00(







Table of Contents

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME
(Unaudited)

For the Six Months Ended June 30, 201
Additional Accumulated Other

Common Stock Paid-in Comprehensive Retained Treasury Stockholder¢
Shares Amount Capital Income Earnings Stock Equity

Balance, December 31, 20C 45,792,00  $458,00( $92,339,00 $ —  $135,837,00 $(19,860,00) $ 208,774,00
Comprehensive incom:

Net income for the perio 16,149,00 16,149,00

Unrealized gain on available f

sale marketable securities,
net of taxe: 31,00( _31,00¢

Comprehensive incorr 16,180,00
Exercise of stock options and other

stock-based compensation, net

of 6,000 shares tendered for

payment 160,00( 2,00 1,216,00! 175,00( 1,393,00!
Tax benefit from equity

compensation plar 827,00( 827,00(
Share-based compensation expense

— stock options 465,00( 465,00(
Treasury shares issued for Defer

Compensation Plan funding a

redemptions (6,000 share 260,00( 55,00( 315,00(
Shares issued pursuant to Emplc

Stock Plans (49,000 share 609,00( 438,00( 1,047,001
Cash dividends — $0.43 per

common shar (18,901,00) (18,901,00)
Shares issued pursuant to Dividend

Reinvestment Plan (3,000

shares 33,00( 23,00( 56,00(
Balance, June 30, 2010 45,952,00  $460,00( $95,749,00 $ 31,00C $133,085,00 $(19,169,00) $ 210,156,00

See accompanying notes.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1 — Basis of Reporting

The accompanying financial statements are unauditelddo not include certain information and notldisures require
by accounting principles generally accepted inUingded States for complete financial statementswvéier, in our opinion, &
adjustments (consisting of normal recurring adj@stte) considered necessary for a fair present&idoe been included. T
balance sheet shown in this report as of DecemheP@09 has been derived from, and does not inclaliiehe disclosure
contained in the financial statements for the yeaded December 31, 2009. The financial statemdmsid be read
conjunction with the financial statements and ndteseto included in our Annual Report on FormKL@er the year ende
December 31, 2009. The results of operations fergharter and six month period ended June 30, 204(hot necessar
indicative of the results that may be expectedHterfull fiscal year.

As of June 30, 2010, we operate one wholly-owndabisiiary, Huntingdon Holdings, Inc. (“Huntingdonjluntingdot
invests our cash and cash equivalents, as welbasges our portfolio of marketable securities.

In preparing financial statements in conformity lwiiccounting principles generally accepted in thetddl States «
America (“U.S. GAAP”),we make estimates and assumptions that affectefperted amounts of assets and liabilities
disclosures of contingent assets and liabilitiethatdate of the financial statements, as welhagéported amounts of reven
and expenses during the reporting period. Actuallte could differ from those estimates. Significastimates are used for,
not limited to, our allowance for doubtful accoyntzcrued insurance claims, asset valuations awmiéwefor potentic
impairment, stockbased compensation, and deferred tax benefitseStmates are based upon various factors incluclingn
and historical trends, as well as other pertinerustry and regulatory authority information. Wegukarly evaluate th
information to determine if it is necessary to updhe basis for our estimates and to compensatenfivn changes.

Inventories and supplies include housekeepingnliard laundry supplies, as well as dietary proumsiand supplie
Inventories and supplies are stated at cost tooappate a first-in, firsbut (FIFO) basis. Linen supplies are amortized @
24 month period.

Revenues from services provided and equipment aadeisecorded net of sales taxes.
Note 2 — Acquisition

On April 30, 2009, we executed an Asset Purchaseegkgent to acquire essentially all of the assetoifitrac
Environmental Services, Inc. (“CES"3, South Carolina based corporation which is a pievof professional housekeepi
laundry and dietary department services to l®rgi care and related facilities. We believe thguesition of CES expands a
compliments our position of being the largest pdeviof such services to loigrm care and related facilities in the Un
States. The aggregate consideration was approxins18,825,000 consisting of: (i) $4,613,000 intga@i) a current issuan
of approximately 66,000 shares of our common stOcklued at approximately $1,183,000) and a futwssuance
approximately 265,000 shares (valued at approxim&®311,000) contingent upon the achievementeofain financial target
and (iii) the repayment of approximately $4,718,000 certain debt obligations of CES. The final alition of suc
consideration resulted in our recording of thedwing: (i) approximately $8,998,000 of tangible etssconsisting primarily
accounts receivable, (ii) $5,700,000 of amortizabtangible assets, (i) $1,936,000 of goodwilldafiv) current liabilities c
approximately $2,809,000. The CES results of opmratare not included in our consolidated resuftomerations befol
May 1, 2009, which was prior to the close of thengaction. Effective January 1, 2010, all of CBSerations were ful
integrated with our operations.
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Note 3 — Goodwill and Other Intangible Assets

Goodwill represents the excess of the purchase mer the fair value of net assets acquired ofnlesses and is r
amortized. Goodwill is evaluated for impairmentam annual basis, or more frequently if impairmemidgators arise, usinc
fair-valuebased test that compares the fair value of thet assiés carrying value. The goodwill associatedhamhe CE:!
acquisition is deductible for tax purposes oveiftadn year period.

The following table sets forth goodwill by repor@lmperating segment, as described in Note 6 heaeith the changes
the carrying amounts of goodwill for the six mopt#riod ended June 30, 2010.

Housekeepin Dietary
Segmen Segmen Total
Balance as of December 31, 2( $ 14,913,00 $ 2,174,00 $17,087,00
Gooduwill adjusted for final purchase price adjustis: (19,000 (113,000 (132,000
Balance as of June 30, 20 $ 14,894,00 $ 2,061,00 $16,955,00

The cost of intangible assets is based on fairegaht the date of acquisition. Intangible assetis déterminable lives &
amortized on a straiglitie basis over their estimated useful life (betw&eand 8 years). The following table sets forté
amounts of our identifiable intangible assets stthj@ amortization, which were acquired in acqiosis.

June 30 December 3:

2010 2009
Customer relationshif $ 12,400,00 $ 12,100,00
Non-compete agreemer 800,00( 800,00(
Total other intangibles, gro: $ 13,200,00 $ 12,900,00
Less accumulated amortizati (5,002,001 (4,038,001
Other intangibles, ne $ 8,198,00 $ 8,862,00

The customer relationships have a weighted-aveaagartization period of seven years and the cmmpete agreemel
have a weightedverage amortization period of eight years. Thiefahg table sets forth the estimated amortizagmpense fc

intangibles subject to amortization for the follogifive fiscal years:

Customel Non-Compet

Period/Yeal Relationship Agreement Total

July 1 to December 31, 20 $ 886,000 $ 50,00( $ 936,00(
2011 $ 1,771,000 $ 100,00t $ 1,871,00
2012 $ 1,771,000 $ 100,00( $ 1,871,001
2013 $ 1,452,000 $ 100,00( $ 1,552,001
2014 $ 814,000 $ 67,00( $ 881,00(
2015 $ 814000 $ — $ 814,00(

Amortization expense for the quarter and six mg#tod ended June 30, 2010 was $468,000 and $I64dxpectively.




Table of Contents

Note 4 — Fair Value Measurements and Marketable Secities

We, in accordance with U.S. GAAP, define fair vahsethe price that would be received to sell aptamspaid to transf
a liability in an orderly transaction between margarticipants at the measurement date (exit prigfgctive January 1, 20(
we elected the fair value option for certain of ouarketable securities purchased since such adopdlanagement initial
elected the fair value option for certain of ourrkedable securities because it views such investisecurities as highly liqu
and available to be drawn upon for working capitaposes making them similar to its cash and cgslivalents. Accordingl
we record net unrealized gain or loss in the othesme, investment and interest caption in our obdated income stateme
for such investments. We have not elected theviaine option for marketable securities acquire@ralecember 31, 20(
While, these assets continue to be highly liquid awailable, we do not believe these assets areseptative of our operati
activities. These assets are representative ofnwasting activities, and they will be available fature needs of the Compe
to support its current and projected growth.

Certain of our assets and liabilities are repodefhir value in the accompanying balance sheefsh &ssets and liabiliti
include cash and cash equivalents, marketableiiesuaccounts and notes receivable, and accaaysble (including incon
taxes payable and accrued expenses). Additiondléy following tables provide fair value measuremiaidrmation for ou
marketable securities and deferred compensatichifurestment assets as of June 30, 2010 and Dec&hh2009.

As of June 30, 201
Fair Value Measurement Usin

Quoted Price Significant
in Active Significant Othe  Unobservabl
Markets Observable Inpu Inputs
Carrying Amoun Total Fair Valur ~ (Level 1) (Level 2) (Level 3)
Financial Asset
Marketable securitie
Municipal bonds $ 44,099,00 $ 44,099,00 $ — 3 44,099,000 $ —
Equity securities — Deferred comp
fund $ 11,238,00 $ 11,238,00 $ 7,266,000 $ 3,972,000 $ —
As of December 31, 20(
Fair Value Measurement Usin
Quoted Price Significant
in Active Significant Othe  Unobservabl
Markets Observable Inpu Inputs
Carrying Amoun Total Fair Valur  (Level 1) (Level 2) (Level 3)
Financial Asset
Marketable securitie
Municipal bonds $ 52,648,00 $ 52,648,00 $ — 3 52,648,00 $ —
Equity securities — Deferred comp
fund $ 10,783,00 $ 10,783,00 $ 7,195,001 $ 3,588,000 $ —

The fair values of the municipal bond are measwisdg pricing service data from an external pronidde fair value ¢
equity investments in the funded deferred compénsatian are valued (Level 1) based on quoted maykees. The mone
market fund in the funded deferred compensation [davalued (Level 2) at the net asset value (“NABT the shares held
the plan at the end of the period. As a practicgledient, fair value of our money market fund idued at the NAV ¢
determined by the custodian of the fund. The manayket fund includes short-term United States daknominated money-
market instruments. The money market fund can Heemed at its NAV at its measurement date as drerao significar
restrictions on the ability of participants to déils investment.

10
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For the quarter and six month period ended Jun@Q@I), the other income/(loss) ivestment and interest caption on
consolidated statements of income includes an linegldoss from marketable securities of $61,000 $858,000, respective
for investments recorded under the fair value optigor the quarter and six month period ended 30ne€009, the oth
income/(loss) —investment and interest caption on our consolidatatements of income includes an unrealized los®
marketable securities of $272,000 and an unreafiz@d of $373,000, respectively, for investmentorded under the fair val
option. For the quarter and six month period endede 30, 2010, the accumulated other comprehemsogme on ot
consolidated balance sheet and stockholdeggiity includes unrealized gains from marketableusges of $92,000 ai
$31,000, respectively, related to marketable sBearihat are not recognized under the fair vapt®a in accordance with U.
GAAP.

Gross Gross Otherthar-

Unrealized Unrealized Estimated Fa temporary

June 30, 201 Amortized Cos Gains Losses Value Impairment
Type of security

Municipal bonds $ 24,662,00 $ 993,000 % — $ 25,655,000 $ —

Municipal bond<— available for sali 18,413,00 31,00( — 18,444,00 —

Total debt securitie $ 43,075,00 $ 1,024,000 $ — $ 44,099,000 $ —

Gross Gross Otherthar-

Unrealized Unrealized Estimated Fa temporary

December 31, 20C Amortized Cos Gains Losses Value Impairment
Type of security

Municipal bonds $ 50,997,00 $ 1,651,000 $ — $ 52,648,000 % —

Total debt securitie $ 50,997,00 $ 1,651,000 $ — $ 52,648,000 $ —

The contractual maturities of available for salestments held at June 30, 2010 and December 89, 20

Contractual maturity June 30, 201 December 31, 20(
Maturing in one year or le: $ 151,000 $ =
Maturing after one year through three ye 6,964,00i —
Maturing after three yea 11,329,00 —

Total available for sale debt securit $ 18,444,000 $ —

Note 5 — Other Contingencies

We have a $36,000,000 bank line of credit on whighmay draw to meet shaerm liquidity requirements in excess
internally generated cash flow. Amounts drawn urttlerline of credit are payable upon demand. AeR®, 2010, there we
no borrowings under the line of credit. Howeversath date, we had outstanding a $35,420,000 iceble standby letter
credit which relate to payment obligations under insurance programs. As a result of the lettersreflit issued, the amot
available under the line of credit was reduced B%,420,000 at June 30, 2010. The line of creditireg us to satisfy tw
financial covenants. We are in compliance with financial covenants at June 30, 2010 and expecbtdinue to remain
compliance with such financial covenants. This lofecredit expires on June 30, 2011. We believelitie of credit will be
renewed at that time.

We provide our services in 47 states and we argesulbo numerous local taxing jurisdictions withihose state
Consequently, the taxability of our services isjsobto various interpretations within these juigsidns. In the ordinary cour
of business, a jurisdiction may contest our repgripositions with respect to the application oftdg code to our servict
which may result in additional tax liabilities.

11
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We have tax matters with various taxing authoriti@scause of the uncertainties related to botlpthbable outcomes a
amount of probable assessments due, we are umatnake a reasonable estimate of liability. We doexpect the resolution
any of these matters, taken individually or in #ggregate, to have a material adverse affect oncounsolidated financi
position or results of operations based on our bstiihate of the outcomes of such matters.

We are also subject to various claims and legabagtin the ordinary course of business. Some ede¢hmatters inclui
payroll and employeeelated matters and examinations by governmentaags. As we become aware of such claims and
actions, we provide accruals if the exposures eobgble and estimable. If an adverse outcome df slams and legal actio
is reasonably possible, we assess materiality emdde such financial disclosure, as appropriate. Wlieve that these matte
taken individually or in the aggregate, would natvé a material adverse affect on our financialtpsbr results of operations.

As a result of the current economic crisis, margtest have significant budget deficits. State Mddigaograms ai
experiencing increased demand, and with lower neeernhan projected, they have fewer resourcespgpostitheir Medicai
programs. In addition, during March 2010, compreiien health care reform legislation under the PatRrotection ar
Affordable Care Act and the Health Care and EdocaReconciliation Act of 2010 (together, the “AcWere signed into la
The Act will significantly impact the governmentakalthcare programs which our clients participated reimbursemer
received there under from governmental or tipiadty payors. Furthermore, in the coming year, peaposals or addition
changes in existing regulations could be madedafitt which could directly impact the governmem&mbursement progral
in which our clients participate. As a result, sost@te Medicaid programs are reconsidering preljoaigproved increases
nursing home reimbursement or are considering @dejayose increases. A few states have indicatsopiossible they will ru
out of cash to pay Medicaid providers, includingsing homes. Any negative changes in our clierghbursements m.
negatively impact our results of operations. Althlowe are currently evaluating the Acgffect on our client base, we may
know the full effect until such a time as thesedaawe fully implemented and the Centers for Medicard Medicaid Servic
and other agencies issue applicable regulatiogsiidance.

Note 6 — Segment Information
Reportable Operating Segments

We manage and evaluate our operations in two ralplertsegments. The two reportable segments areekeegsini
(housekeeping, laundry, linen and other servicas), Dietary (dietary department services). Althobgth segments serve
same client base and share many operational sitieifarthey are managed separately due to distiiffeirences in the type
service provided, as well as the specialized eiqeentequired of the professional management peedorasponsible fc
delivering the respective segmentervices. We consider the various services peadvidithin each reportable segmen
compromise an identifiable reportable operatingrs&t since such services are rendered pursuartingle service agreeme
specific to that reportable segment, as well astti@delivery of the respective reportable seghsesgrvices are managed
the same management personnel of the particulartedpe segment.

Differences between the reportable segmeopg&rating results and other disclosed data andconsolidated financi
statements relate primarily to corporate levelgeations and recording of transactions at the tapler segment level which t
methods other than generally accepted accountimgiples. Additionally, included in the differencegtween the reportal
segmentsoperating results and other disclosed data are ammaitributable to Huntingdon our investment haddcompan
subsidiary. Huntingdon does not transact any bgsiméth the reportable segments. Segment amoustosied are prior to a
elimination entries made in consolidation.
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Housekeeping provides services in Canada, altheagéntially all of its revenues and net income, #%oth categorie
are earned in one geographic area, the UnitedsStatetary provides services solely in the Unitéaktés.

Housekeepin Corporate an
Services Dietary Service  Eliminations Total

Quarter Ended June 30, 201(

Revenue: $149,519,00 $ 43,420,00 $ 15,000  $192,954,00
Income before income tax 14,492,00 2,119,00! (2,430,00) @ 14,181,00
Quarter Ended June 30, 2009

Revenue: $131,484,00 $ 39,440,00 $ (28,000 ™ $170,896,00
Income before income tax 11,754,00 2,007,001 (1,054,00) @ 12,707,00
Six Months Ended June 30, 2010

Revenue: $290,415,00 $ 86,374,000 $ (34,000 M $376,755,00
Income before income tax 29,350,00 4,309,001 (7,401,000 @) 26,258,00
Six Months Ended June 30, 2009

Revenue: $256,936,00 $ 74,24400 $ 125,00((1)  $331,305,00
Income before income tax 25,620,00 3,763,001 (4,098,000 @ 25,285,00

(1) Represents primarily corporate office cost andteelaoverhead, recording of transactions at thertaple segment lev
which use methods other than U.S. GAAP and coretglit subsidiariedperating expenses that are not allocated t
reportable segments, net of investment and intéresine.
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Total Consolidated Revenues from Clients

The following revenues earned from clients repredbair reporting in accordance with U.S. GAAP adiffer from
segment revenues reported above due to the innladiadjustments used for segment reporting pugpbgemanagement. v
earned total revenues from clients in the followsegvice categories:

Quarter Ended June 3

2010 2009
Housekeeping servict $100,680,00 $ 88,412,000
Laundry and linen service 48,591,00 41,834,00
Dietary service! 43,115,00 39,995,00
Maintenance services and otl 568,00( 655,00(

$192,954,00 $170,896,00

Six Months Ended June 3

2010 2009
Housekeeping servict $195,335,00 $175,142,00
Laundry and linen service 94,126,00 80,740,000
Dietary service! 86,202,00 74,222,000
Maintenance services and otl 1,092,001 1,201,00I

$376,755,00 $331,305,00

Major Client

We have one client, a nursing home chain (“Majden@r’), which accounted for the respective percentagesiiofevenue
as detailed below:

Quarter Ended June &

2010 2009
Total revenue 11% 13%
Housekeepin 11% 13%
Dietary service: 9% 11%

Six Months Ended June 3

2010 2009
Total revenue 11% 13%
Housekeepin 11% 13%
Dietary service! 9% 12%

Additionally, at both June 30, 2010 and December2BD9, amounts due from such client representeitiean 1% of ol
accounts receivable balance. The loss of suchtgcla@na significant reduction in revenues from swtient, would have
material adverse effect on the results of operatafrour two operating segments. In addition, dtsalient changes its paym
terms it would increase our accounts receivablartta and have a material adverse effect on ourflash and cash and ce
equivalents.
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Note 7 — Earnings Per Common Share

A reconciliation of the numerator and denominatdoasic and diluted earnings per common share fisliasvs:

Net income

Basic earnings per common sh

Effect of dilutive securities
Options

Diluted earnings per common shi

Net income

Basic earnings per common sh

Effect of dilutive securities
Options

Diluted earnings per common shi

Net income

Basic earnings per common sh

Effect of dilutive securities
Options

Diluted earnings per common shi

Net income

Basic earnings per common sh

Effect of dilutive securities
Options

Diluted earnings per common shi

15

Quarter ended June 30, 2C

Income Shares
(Numerator (Denominator  Pershare Amour
$ 8,721,001
$ 8,721,001 43,965,00 $ .2C
687,00(
$ 8,721,001 44,652,00 $ .2C

Quarter ended June 30, 2C

Income Shares
(Numerator (Denominator  Pershare Amour
$ 7,815,001
$ 7,815,001 43,537,000 $ 18
725,00(
$ 7,815,001 44,262,00 $ 18

Six Months ended June 30, 2C

Income Shares

(Numerator (Denominator Pershare Amour

$16,149,00

$16,149,00 43,932,000 $ 37
723,00(

$16,149,00 44,655,000 $ .3€

Six Months ended June 30, 2C

Income Shares

(Numerator (Denominator Pershare Amour

$15,551,00

$15,551,00 43,497,00 $ .3€
671,00(

$15,551,00 44,168,000 $ #35




Table of Contents

Options to purchase 444,000 and 437,000 sharesnmfnon stock at an average exercise price of $2detommon sha
were outstanding during the three and six montlioderended June 30, 2010 but not included in thepcation of dilute
earnings per common share because the optmre’cise prices were greater than the average iprike of the commc
shares, and therefore, would be antidilutive.

Options to purchase 356,000 and 360,000 sharesnmiion stock at an average exercise price of $3e8@ommon sha
were outstanding during the three and six montloderended June 30, 2009 but not included in thepcation of dilute
earnings per common share because the optmxescise prices were greater than the average imprice of the commc
shares, and therefore, would be antidilutive.

Note 8 — Dividends

During the six month period ended June 30, 2010pave regular quarterly cash dividends totaling,80&,000 as follow:

Quarter ended
March 31, 201 June 30, 201

Cash dividend per common shi $ 21 $ 22
Total cash dividends pa $ 9,224,000 $ 9,677,00
Record datt February 1 April 23
Payment dat March £ May 14

Additionally, on July 13, 2010, our Board of Direct declared a regular quarterly cash dividend 28 $er common she
to be paid on August 6, 2010 to shareholders afrceas of July 23, 2010.

Note 9 — Share-Based Compensation
Stock Options
During the six month period ended June 30, 2016, stock option activity under our 2002 Stock Opt®lan, 199

Incentive and Non-Qualified Stock Option Plan faykemployees, and 1996 Non-Employee Direst@tock Option Ple
(collectively the “Stock Option Plans”), was asldals:

Weighted
Average
Weighted Remaining
Average Number of Contractua Aggregate
Price Shares Life (In Years Intrinsic Value
Outstanding, January 1, 20 $ 11.3¢ 2,049,001
Granted 21.4¢ 445,00(
Cancellec 18.2( (8,000
Exercisec 8.1¢ (185,000
Outstanding, June 30, 20 $ 13.52 2,301,001 5.7¢ $ 14,285,00
Options exercisable as of June 30, 2 1,324,00! 3.5 $ 13,193,00
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The weighted average fair value of options grambedng the 2010 and 2009 six month periods endeé 30, 2010 w:
$5.97 and $4.14, respectively. The following tahlenmarizes information about stock options outstandt June 30, 2010.

Options
Options Outstandin Exercisable

Average Weighted Weighted

Remaining Average Average

Number Contractua Exercise Number Exercise

Exercise Price Rang Outstanding Life price Exercisable Price

$1.50-2.74 163,00( 1.4C $ 2.7C 163,00( $ 2.7¢
3.01-5.53 460,00( 3.0¢ 4.8t 460,00( 4.8t
9.10-9.10 275,00( 4.4¢ 9.1C 275,00( 9.1C
13.81-15.58 613,00( 5.77 14.97 289,00( 14.2¢
$20.89- 21.46 790,00( 8.6° 21.21 137,00( 20.8¢
2,301,001 5.7¢ $ 13.52 1,324,001 $ 9.1¢

Other information pertaining to option activity éhwg the six month periods ended June 30, 2010 808 @as as follows:

June 30, 201 June 30, 200

Weighted average gre-date fair value of stock options grant $ 2,176,00 $ 1,545,00
Total fair value of stock options veste $  681,00( $  447,00(
Total intrinsic value of stock options exercis $ 2,467,00 $ 967,00(
Total pre-tax stocl-based compensation expense charged against in $ 465,00( $ 354,00(
Total unrecognized compensation expense relatadn-vested options $ 3,906,00 $ 2,793,00

Under our Stock Option Plans at June 30, 2010dditian to the 2,301,000 shares issuable purswaatitstanding optic
grants, an additional 1,403,000 shares of our Com8tock are available for future grants. Optionstanding and exercisal
were granted at stock option prices which werelesd than the fair market value of our Common Stutkhe date the optio
were granted and no option has a term in excenofears. Additionally, with the exception of thgtions granted in 2010 a
2009, options became vested and exercisable aithéine date of grant or commencing six months dfteroption grant dal
The options granted in 2010 and 2009 become vestdabxercisable ratably over a five year periogach anniversary date
the option grant.

At June 30, 2010, the total unrecognized compemsatixpense related to neested options, as reported above,
expected to be recognized through the fourth quaft@014 for the options granted in 2010 and thath quarter of 2013 f
the options granted in 2009. The fair value of @i granted in 2010 and 2009 was estimated onateaf grant using tl
Black-Scholes valuation model with the followingigleted average assumptions:

2010 2009
Risk-free interest rat 2.5% 2.5%
Expected volatility 42.1% 41.(%
Weighted average expected life in ye 4.5 6.5
Dividend yield 3.5% 3.€%
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Employee Stock Purchase Plan

Total pre-tax sharbased compensation expense charged against inavrtieefthree month and six month periods e
June 30, 2010 and 2009 for options granted undeEoyployee Stock Purchase Plan (“ESPP”) was:

Quarter Ended June 3

2010 2009
ESPP compensation expel $ 70,00( $ 65,00(
Six Months Ended June 3
2010 2009
ESPP compensation expel $  144,00( $  145,00(

It is estimated, at this time, that the expenstbatible to such shateased payments in each of the subsequent quaf
2010 will approximate the amount recorded in th@@€@rst and second quarter. However, such futapeese related to ¢
ESPP will be impacted by, and be dependent ontthage in our stock price over the remaining petipdo the December @
2010 measurement date.

Such expense was estimated on the date of gramg tise BlackScholes valuation model with the following weigh
average assumptions:

Quarter and Six Months Ended

June 30
2010 2009
Risk-free interest rat 0.2% 0.2%
Expected volatility 34.(% 62.%
Weighted average expected life in ye ilC 1.C
Dividend yield 3.5% 3.€%

We may issue new common stock or re-issue comnuak §tom treasury to satisfy our obligations undey of our share-
based compensation plans.

Note 10 — Related Party Transactions

One of our former directors, as well as the brotifean officer and a director (collectively “ReldtParties”) have separa
ownership interests in several different clientilfaes which have entered into service agreemevith us. In the six mon
periods ended June 30, 2010 and 2009, the sergi@ements with the client facilities in which thel&ed Parties ha
ownership interests resulted in revenues of appratély $2,210,000 and $2,719,000, respectivelyJutie 30, 2010 a
December 31, 2009, accounts and notes receivabie fuch facilities of $1,351,000 (net of reservés$d,666,000) ar
$1,309,000 (net of reserves of $1,666,000), resmdgt are included in the accompanying consoliddialance sheets.

Another of our directors is a member of a law fiwhich was retained by us. In each of the six m@#hods ende

June 30, 2010 and 2009, fees received from us dy fum did not exceed $100,000. Additionally, sdebs did not exceed,
either three month period, 5% of such firm’s revesiu
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Note 11 — Income Taxes

For the six month periods ended June 30, 2010 808,dur effective tax rate was 38.5%. Such diffees between tl
effective tax rates and the applicable U.S. fedealitory rate primarily arise from the effectstdte and local income taxes
estimated tax credits available to the Company.

We account for income taxes using the asset abditjamethod, which results in recognizing incoita expense bas
on the amount of income taxes payable or refundiloléhe current year. Additionally, we evaluatgutarly the tax positior
taken or expected to be taken resulting from firgrstatement recognition of certain items. Basador evaluation, we ha
concluded that there are no significant uncertaingositions requiring recognition in our financshtements. Our evaluat
was performed for the tax years ended Decembe2@16 through 2009 (with regard to U.S. federal meotax returns) ai
December 31, 2005 through 2009 (with regard toousristate and local income tax returns), the taxsyeshich remain subje
to examination by major tax jurisdictions as ofd@®, 2010.

We may from time to time be assessed interest palpjes by major tax jurisdictions, although anylswassessmel
historically have been minimal and immaterial to oancial results. When we have received an assest for interest and,
penalties, it has been classified in the finanstialements as selling, general and administrakiperese.

Note 12 — Recently Issued Accounting Pronouncements

In February 2010, the Financial Accounting Standd@dard (the “FASB”jssued amended guidance on subsequent €
Under this amended guidance, SEC filers are nodorefuired to disclose the date through which esgbent events have be
evaluated in originally issued and revised finahsiatements. This guidance was effective immeljisaad the Compar
adopted these new requirements upon issuancesajuiidance.

In January 2010, the FASB issued updated standalal®d to additional requirements and guidancardigg disclosure
of fair value measurements. The guidance requiegtioss presentation of activity within the LeveflaB value measureme
roll forward and details of transfers in and outefel 1 and 2 fair value measurements. In addittompanies will be requir
to disclose quantitative information about the itspused in determining fair values. These standarte adopted in the fil
quarter of 2010. The adoption of these standardsxbampact on the Compamsyfinancial position or results of operations .
only amends required disclosures.

In September 2009, the FASB issued updated stasidlaati address the determination of when the iddaldi deliverable
included in a multiple arrangement may be treatedeparate units of accounting. This guidance mlsdifies the manner
which the transaction consideration is allocatedosx separately identified deliverables and esthbs definitions fc
determining fair value of elements in an arrangemehis standard must be adopted by us no later Sauary 1, 2011 wi
earlier adoption permitted. We are currently eviihgathe impact, if any, that this standard updatehave on our consolidat:
financial statements.

Note 13 — Subsequent Event
We evaluated all subsequent events through thetldase financial statements are being filed with$iEC. There were

events or transactions occurring during this subsegevent reporting period which require recognitor disclosure in tt
financial statements.
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ITEM 2 — MANAGEMENT" S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF
OPERATIONS

Cautionary Statement Regarding Forward Looking Staements

This report and documents incorporated by refereénte this report contain forwardboking statements within t
meaning of Section 27A of the Securities Act of 398s amended, and Section 21E of the Securitielefige Act of 1934 (il
“Exchange Act"),as amended, which are not historical facts buteratire based on current expectations, estimate
projections about our business and industry, oliefseand assumptions. Words such as “believesifi¢pates”, “plans;
“expects”, “will", “goal”, and similar expressiorare intended to identify forward-looking statemeifise inclusion of forward-
looking statements should not be regarded as @&septation by us that any of our plans will be eehd. We undertake
obligation to publicly update or revise any forwdmadking statements, whether as a result of nhewrinétion, future events
otherwise. Such forward looking information is alsabject to various risks and uncertainties. Susksrand uncertainti
include, but are not limited to, risks arising fromar providing services exclusively to the healtrecindustry, primaril
providers of longerm care; proposed legislation regulations to rmafdhe U.S. healthcare system in an effort to do
healthcare costs; credit and collection risks a@ased with this industry; one client accounting fapproximately 11%
revenues in the six month period ended June 3@ 201see note 6, “Major Clienth the accompanying Notes to Consolidi
Financial Statements); risks associated with oguaétion of Contract Environmental Services, Ingluding integration rist
and costs, or such business not achieving expéoteacial results or synergies or failure to othisewvperform as expected;
claims experience related to workeeempensation and general liability insurance; fifeces of changes in, or interpretation:
laws and regulations governing the industry, intigdstate and local regulations pertaining to thebility of our services; ai
the risk factors described in Partl in this repartder “Government Regulation of Clients”, “Comgeti”, “Service
Agreements/Collections”, and under Item IA “Riskcias”. Many of our clientstevenues are highly contingent on Medi
and Medicaid reimbursement funding rates, which gtess has affected through the enactment of a nuofbmajor law:
during the past decade, most recently the Marcl 28factment of the Patient Protection and Afforda@are Act and t
Health Care and Education Reconciliation Act of @Qtbgether, the “Act”)These laws have significantly altered, or thread
to alter, overall government reimbursement fundiages and mechanisms. In addition, the current aroan crises coul
adversely affect such funding. The overall effefcthese laws and trends in the lomgm care industry has affected and c
adversely affect the liquidity of our clients, réiglg in their inability to make payments to us agreed upon payment teri
These factors, in addition to delays in paymentsnfrclients, have resulted in, and could continueetsult in, significar
additional bad debts in the near future. Additibhalur operating results would be adversely a#ddf unexpected increase:
the costs of labor and labor related costs, madsesapplies and equipment used in performing sesvcould not be passed
to our clients.

In addition, we believe that to improve our finagyerformance we must continue to obtain servgreements with ne
clients, provide new services to existing clierstshieve modest price increases on current sengoeements with existir
clients and maintain internal cost reduction sgi@te at our various operational levels. Furthermaeebelieve that our ability
sustain the internal development of managerial grersl is an important factor impacting future opieg results an
successfully executing projected growth strategies.

RESULTS OF OPERATIONS

The following discussion is intended to provide tieader with information that will be helpful in derstanding ot
financial statements including the changes in @erkay items in comparing financial statements qetrio period. We als
intend to provide the primary factors that accodnter those changes, as well as a summary of hataineaccountin
principles affect our financial statements. In &ddi we are providing information about the finehcaesults of our tw
operating segments to further assist in understgndow these segments and their results affectconsolidated results
operations. This discussion should be read in cmtijon with our financial statements as of JuneZIL,0 and December !
2009 and the periods then ended and the notes aecying those financial statements.

Overview

We provide management, administrative, and opeyakpertise to the housekeeping, laundry, linedilifia maintenanc
and dietary service departments to the healthindrestry, including nursing homes, retirement coempk, rehabilitation cente
and hospitals located throughout the United States.
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We believe that we are the largest provider of bkesping and laundry services to the loagn care industry in tl
United States, rendering such services to apprdeimn@,400 facilities in 47 states as of June 3M @ Although we do n
directly participate in any government reimbursemprograms, our clientsteimbursements are subject to governr
regulation. Therefore, they are directly affectgchhy legislation relating to Medicare and Medicatnbursement programs.

We provide our services primarily pursuant to fedlrvice agreements with our clients. In such agestsn we ai
responsible for the management and hourly emplolpeased at our clientsacilities. We also provide services on the baéia
managemenbnly agreement for a very limited number of clienfdditionally, we also provide, individually or az
combination thereof, the specialized services oét&y (dietary department management, consultingices and foo
purchasing) on a staralene basis to certain clients. Our agreements @ligmts typically provide for a one year servieen
cancelable by either party upon 30 to 90 days aedctfter the initial 120-day period.

We are organized into two reportable segments; di@eping, laundry, linen and facility maintenantidoisekeeping},
and dietary department services (“Dietaryipusekeeping is being provided at all of our appnaxely 2,400 client facilitie
generating approximately 77% or $290,553,000 ofsiltemonth period ending June 30, 2010 total reesniietary is beir
provided to approximately 350 client facilities atwhtributed approximately 23% or $86,202,000 tikemsonth period endir
June 30, 2010 total revenues.

Housekeeping consists primarily of the cleaningindécting and sanitizing of patient rooms and camnareas of
client’s facility, as well as the laundering anadgessing of the personal clothing belonging tofdlodity’ s patients. Also withi
the scope of this segmestservice is the laundering and processing of #tklimens, uniforms and other assorted linen i
utilized by a client facility.

Dietary consists of food purchasing, meal prepamatind providing dietician consulting professiosatvices, whic
includes the development of a menu that meetsatient’s dietary needs.

We currently operate one wholly-owned subsidiaryntthgdon Holdings, Inc. (“Huntingdon”Huntingdon invests o
cash and cash equivalents, as well as managingootiolio of available-for-sale marketable secesti

On April 30, 2009, we executed an Asset Purchaseegkgent to acquire essentially all of the assetCoiitrac
Environmental Services, Inc (“CES"§ South Carolina based corporation which is a plevbf professional housekeepi
laundry and dietary department services to l®rgi care and related facilities. We believe thguasition of CES expands a
compliments our position of being the largest pdeviof such services to loigrm care and related facilities in the Un
States. The aggregate consideration was approxins18,825,000 consisting of: (i) $4,613,000 intga@i) a current issuan
of approximately 66,000 shares of our common stOcklued at approximately $1,183,000) and a futwssuance
approximately 265,000 shares (valued at approxim&®311,000) contingent upon the achievementedfain financial target
and (iii) the repayment of approximately $4,718,000 certain debt obligations of CES. The final adition of suc
consideration resulted in our recording of thedwing: (i) approximately $8,998,000 of tangible etssconsisting primarily
accounts receivable, (ii) $5,700,000 of amortizabtangible assets, (i) $1,936,000 of goodwilldafiv) current liabilities c
approximately $2,809,000. The CES results of opmratare not included in our consolidated resuftomerations befol
May 1, 2009, which was prior to the close of thengaction. Effective January 1, 2010, all of CBSerations were ful
integrated with our operations.
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Consolidated Operations

The following table sets forth, for the periodsitaded, the percentage which certain items beeonsolidated revenues:

Relation to Consolidated Revent
For the Quarter Ended June . For the Six Month Period Ended June

2010 2009 2010 2009

Revenue! 100.% 100.% 100.(% 100.(%
Operating costs and expens

Costs of services provide 85.€% 85.2% 85.9% 85.6%

Selling, general and administrati 6.8% 7.%% 7.2% 7.4%
Investment and intere (0.2)% 0.7% 0.1% 0.6%
Income before income tax 7.4% 7.5% 7.C% 7.€%
Income taxe: 2.8% 2.% 2. 1% 2.%
Net income 4.€% 4.€% 4.2% 4.7%

Subject to the factors noted in the Cautionaryedtaint Regarding Forward Looking Statements includedis report, w
anticipate our financial performance for the rerdanof 2010 may be comparable to the percentagesepted in the abao
table as they relate to consolidated revenues.

Housekeeping is our largest and core reportablmeng representing approximately 78% of consolidiagyenues for tt
quarter ended June 30, 2010 and approximately or¥é six month period ended June 30, 2010. Biggarenues represen
approximately 22% of consolidated revenues forgharter ended June 30, 2010 and approximately 28%he six mont
period ended June 30, 2010.

Although there can be no assurance thereof, we\gelthat for the remainder of 2010 each of Hougakegs anc
Dietary’s revenues, as a percentage of consolidated revenilleremain approximately the same as their eetipe percentag
noted above. Furthermore, we expect the sourcawgainic growth for the remainder of 2010 for thepective operatir
segments will be primarily the same as historicabperienced. Accordingly, although there can beassurance thereof, 1
growth in Dietary is expected to come from our eatrHousekeeping client base, while growth in Haasping will primarily
come from obtaining new clients.

2010 Second Quarter Compared with 2009 Second Quart

The following table sets forth 2010 second quarteome statement key components that we use ta&eabur financii
performance on a consolidated and reportable segoasis, as well as the percentage increases bfczagpared to 2009 fil
guarter amounts. The difference between the replertaegments’operating results and other disclosed data anc
consolidated financial statements relate primawlgorporate level transactions and recording afigactions at the reporta
segment level which use methods other than geperetlepted accounting principles.

Reportable Segmen

% inc., Corporate ar  Housekeepin Dietary
Consolidater (dec.) Eliminations Amount % inc. Amount % inc.
Revenue: $192,954,00 12.¢% $ 15,00 $ 149,519,00 13.7% $43,420,00 10.1%

Cost of services provide 165,240,00 13.2 (11,088,00) 135,027,00 12.¢ 41,301,00 10.2
Selling, general and

administrative 13,150,000 (2.7) 13,150,00 — — — —
Investment and interest
income (383,000 (133.)) (383,000 — — — —

Income before income tax $ 14,181,00 11.6% $ (2,430,000 $ 14,492,00 23.2% $ 2,119,00 5.6%
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Revenues
Consolidated

Consolidated revenues increased 12.9% to $192,084n0the 2010 second quarter compared to $17@806n the 200
second quarter as a result of the factors discussledv under Reportable Segments.

Our Major Client accounted for 11% and 13%, redpelst of consolidated revenues in the three morghiqols ende
June 30, 2010 and 2009, respectively. The lossidf slient would have a material adverse effecthenresults of operations
our two operating segments. In addition, if sudentl changes its payment terms it would increaseagsgounts receivak
balance and have a material adverse effect onaslr ftows and cash and cash equivalents.

Reportable Segments

Housekeeping 13.7% net growth in reportable segment revenesslted primarily from an increase in rever
attributable to service agreements entered intbh nétw clients. CES accounted for less than 1% cif sarters net growth i
reportable segment revenue.

Dietary’s 10.1% net growth in reportable segment revensegrimarily a result of the CES acquisition alongh
providing this service to existing Housekeepingmis. CES accounted for approximately 6.0% of spcrters net growth i
reportable segment revenue.

We derived 11% and 9%, respectively, of Housekepind Dietarys 2010 second quarter revenues from our N
Client.

Costs of services provided
Consolidated

Cost of services provided, on a consolidated basisa percentage of consolidated revenues for@fhé 8econd quart
increased to 85.6% from 85.3% in the correspon@®@9 quarter. The following table provides a corgmar of the primar
cost of services providekky indicators that we manage on a consolidateds basevaluating our financial performance
addition, see the discussion below on Reportabfgmgats which provides additional details to expldia 0.3% increase
consolidated cost of services provided.

Cost of Services Provid-Key Indicators 2010 % 2009 % (Decr) %
Bad debt provisiol 0.2 0.4 (0.2
Worker¢ compensation and general liability insura 3.t 3.8 (0.3

The decrease in bad debt provision is primarilgsult of less expense recorded related to certaising homes filing fc
bankruptcy.

The workers’ compensation and general liabilityunasice expense decrease is primarily a result wadrédle claims’
experience during the year compared to prior psriod

Reportable Segments

Cost of services provided for Housekeeping, as raemeage of Housekeeping revenues, for the 2016nsequarte
slightly decreased to 90.3% from 91.1% compardtieccorresponding 2009 quarter. Cost of servicesiged for Dietary, as
percentage of Dietary revenues, for the 2010 seqaader increased to 95.1% from 94.9 % in theesponding 2009 quarter.
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The following table provides a comparison of thanairy cost of services providday indicators, as a percentage of
respective segment’s revenues, which we manage@poatable segment basis in evaluating our firempe@rformance:

Cost of Services Provid-Key Indicators 2010 % 2009 % Incr (Decr) %
Housekeeping labor and other labor c: 80.¢ 82.1 1.3
Housekeeping supplie 6.S 6.C 0.¢
Dietary labor and other labor co: 53.1 52.4 0.7
Dietary supplie: 39.2 38.C 1.2

The decrease in Housekeeping labor and other ladts, as a percentage of Housekeeping revenusestext primarih
from efficiencies recognized in managing laborhat facility level. The increase in Housekeepingpdies, as a percentage
Housekeeping revenues, resulted primarily fromrameiase in linen supplies due to the growth in dayirand linen reveni
compared to overall housekeeping revenues.

The increase in Dietary labor and other labor castsa percentage of Dietary revenues, resulted fnefficiencies il
managing these costs at the facility level. Thedase in Dietary supplies, as a percentage of ievenues, is a result
inefficiencies in managing these costs, such irsgre@as reduced by more favorable vendor pricesrmutahrough furthe
consolidation of dietary supply vendors.

Consolidated Selling, General and Administrative Expense

Quarter ende
June 30, 201 June 30, 20C % Growth

Selling, general and administrative expense w/erded

compensation chang (@ $ 13,914,00 $ 12,737,00 9.2%
Gain/(loss) deferred compensation fu (764,000 779,00( 198.1%
Consolidated selling, general and administrativeeese (b) $ 13,150,00 $ 13,516,00 2.97%

(a) Selling, general and administrative expense exofyttie gain/ (loss) of the deferred compensatiowl f
(b) Consolidated selling, general and administratiyee@se reported for the period presen

Although our growth in consolidated revenues wa9% 2010 second quarter selling, general and &dirdtive expenst
excluding gain/(loss) of deferred compensation fiumcreased 9.2% or $1,177,000 compared to the 2@@8®nd quarte
Consequently, the 2010 second quarter selling,rgeaad administrative expenses (excluding impécteferred compensati
fund), as a percentage of consolidated revenueseawed to 7.2% as compared to 7.5% in the 2008ndeguarter. Th
percentage decrease resulted primarily from a targeease in revenue as compared to the incr@aseripayroll and payrc
related costs.

Consolidated I nvestment and I nterest | ncome

Investment and interest income/(loss), as a pesigentf consolidated revenues, decreased to (0:2)#ei 2010 secol
quarter compared to 0.7% in the 2009 second quarter 2010 second quarter consolidated investmahtirsterest loss w.
primarily impacted by a decrease of $764,000 inniaeket value of the investments held in our Def@i€ompensation Fund
the 2010 second quarter.
Income before I ncome Taxes

Consolidated

As a result of the discussion above related tormees and expenses, consolidated income before etaxes for the 20:
second quarter decreased to 7.4%, as a percerftagesolidated revenues, compared to 7.5% in tid® 2@cond quarter.

Reportable Segments

Housekeeping 23.3% increase in income before income taxesitsapily attributable to the gross profit earned tbe
13.7% increase in reportable segment revenues.
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Dietary’s income before income taxes increased 5.6% opatedble segment basis is primarily attributableht® gros
profit earned on the 10.1% increase in reportadfgrent revenues.

Consolidated | ncome Taxes

Our effective tax rate for both of the quarterseshdune 30, 2010 and 2009 was 38.5%. Absent anifisant change i
federal, or state and local tax laws, we expectefigctive tax rate for the remainder of 2010 tpragimate 38.5%. Our 38.£
effective tax rate differs from the federal incota& statutory rate principally because of the dffefcstate and local incor
taxes.

Consolidated Net | ncome

As a result of the matters discussed above, cafeteli net income for the 2010 and 2009 secondeajuatets consistent
4.6%, as a percentage of consolidated revenues.

2010 Six Month Period Compared with 2009 Six MonthPeriod

The following table sets forth for the six monttripd ended June 30, 2010 income statement key coemp® that we u:
to evaluate our financial performance on a conatdid and reportable segment basis, as well asetitentage changes of e
compared to the six month period ended June 3® a6unts.

Reportable Segmen

% inc., Corporate ar  Housekeepin Dietary
Consolidater (dec.) Eliminations Amount % inc. Amount % inc.

Revenue! $376,755,00 13.1% $ (34,000 $290,415,00 13.(% $86,374,00 16.2%
Cost of services provide 323,812,00 14.1 (19,318,00) 261,065,00 12.¢ 82,065,00 16.4
Selling, general and

administrative 27,051,00 10.€ 27,051,00 — — — —
Investment and interest

income 366,000 (82.F) 366,00( — — — —

Income before income tax $ 26,258,000 3.8% $ (7,401,00) $ 29,350,00 14.€% $ 4,309,00i 14.5%
Revenues
Consolidated

Consolidated revenues increased 13.7% to $376,065/0 the six month period ended June 30, 2010 eoep t(
$331,305,000 in the same 2009 period as a resthedactors discussed below under Reportable Seigme

Our Major Client accounted for 11% and 13%, respelyt of consolidated revenues in the six monthiqus ende
June 30, 2010 and June 30, 2009.

Reportable Segments

Housekeeping 13.0% net growth in reportable segment revenesslted primarily from an increase in rever
attributable to service agreements entered inth wéw clients. CES accounted for approximately 2@%he six mont
period’s net growth in reportable segment revenues.

Dietary’s 16.3% net growth in reportable segment revensigsrimarily a result of providing this service tmising
Housekeeping clients. CES accounted for approximdi2.5% of the six month pericgl’'net growth in reportable segm
revenues.

We derived 11% and 9%, respectively, of Housekeppimd Dietary’s 2010 six month periedevenues from the Ma
Client.
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Costs of services provided
Consolidated

Cost of services provided, on a consolidated basis, percentage of consolidated revenues fotittraanth period ende
June 30, 2010 increased to 85.9% from 85.6% irctineesponding 2009 period. The following table leg a comparison
the primary cost of services providkdy indicators that we manage on a consolidateds basevaluating our financi
performance. In addition, see the discussion belbvReportable Segments which provides additionaildeto explain the .3
increase in consolidated costs of services provided

Cost of Services Provid-Key Indicators 2010 % 2009 % (Decr) %
Bad debt provisiol 0.3 0.t (0.2
Workers¢ compensation and general liability insura 3.€ 3.8 (0.2

The decrease in bad debt provision is primarilgsult of less expense recorded related to certaisimg homes filing fc
bankruptcy.

The workers’ compensation and general liabilityunasice expense decrease is primarily a result \airdédle claims’
experience during the year compared to prior period

Reportable Segments

Cost of services provided for Housekeeping, asragmtage of Housekeeping revenues, for the six Impatiod ende
June 30, 2010 slightly decreased to 89.9% from%G0mpared to the corresponding 2009 period. Clestrwices provided fi
Dietary, as a percentage of Dietary revenues hi®010 six month period increased to 95.0% frorB%4in the correspondil
2009 period.

The following table provides a comparison of thanairy cost of services providdary indicators, as a percentage of
respective segment’s revenues, which we manageepogtable segment basis in evaluating our firemm@rformance:

Cost of Services Provid-Key Indicators 2010 % 2009 % Incr (Decr) %
Housekeeping labor and other labor ct 80.¢ 81.Z (0.€)
Housekeeping suppli¢ 6.8 6.C 0.8
Dietary labor and other labor co: 53.1 52.1 aL{e
Dietary supplie: 39.2 39.4 (0.2

The decrease in Housekeeping labor and other kediis, as a percentage of Housekeeping revenweste primaril
from efficiencies recognized in managing laborhat facility level. The increase in Housekeepingpties, as a percentage
Housekeeping revenues, resulted primarily fromrameiase in linen supplies due to the growth in dayirand linen reveni
compared to overall housekeeping revenues.

The increase in Dietary labor and other labor ¢asisa percentage of Dietary revenues, resulted fnefficiencies il
managing these costs at the facility level. Therekse in Dietary supplies, as a percentage of Dietvenues, is a result
improved management of these costs and more faleovabdor prices obtained through further consdiliaaof dietary suppl
vendors.
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Consolidated Selling, General and Administrative Expense

Six month period ende
June 30, 201 June 30, 20C % Growth

Selling, general and administrative expense w/erded

compensation chan (8 $ 27,421,00 $ 23,870,00 14.9%
Gain/(loss) deferred compensation fu (370,000 522,00( 170.¢%
Consolidated selling, general and administrativeeexse (b) $ 27,051,00 $ 24,392,00 10.%

() Selling, general and administrative expense exolythe gain/(loss) of the deferred compensatiod.f
(b) Consolidated selling, general and administrativee@se reported for the period presen

Although our growth in consolidated revenues wag%a3for the six month period ended June 30, 20&lling, gener:
and administrative expenses excluding gain/(lo§gjeferred compensation fund increased 14.9% ds583000 compared
the 2009 comparable period. Consequently for tharsinth period ended June 30, 2010, selling, gérsema administrativ
expenses (excluding impact of deferred compensdtind), as a percentage of consolidated revenunesgased to 7.3%
compared to 7.2% in the 2009 comparable periods pRrcentage increase resulted primarily from arease in our payrt
and payroll related expenses.

Consolidated | nvestment and I nterest ncome

Investment and interest income, as a percentagenslidated revenues, decreased to 0.1% for xtanth period endt
June 30, 2010 compared to 0.6% in for the compargbtiod in 2009. Consolidated investment and ésteloss for the s
month period ended June 30, 2010 was attributabtedecrease of $370,000 in the market value ointrestments held in o
Deferred Compensation Fund and a decrease in shtesgned, and realized and unrealized net gainsuonmarketabl
securities portfolio during this period.
Income before I ncome Taxes
Consolidated

As a result of the discussion above related tomegs and expenses, consolidated income before smtaxes for the s
month period June 30, 2010 decreased to 7.0% pascantage of consolidated revenues, compared® for the six mont
period ended June 30, 2009.

Reportable Segments

Housekeeping 14.6% increase in income before income taxesinsapily attributable to the gross profit earned the
13.0% increase in reportable segment revenues.

Dietary’s income before income taxes increased 14.5% epartable segment basis is primarily attributabléhe gros
profit earned on the 16.3% increase in reportadfgrent revenues.

Consolidated Income Taxes

Our effective tax rate for the six month period ethdune 30, 2010 and 2009 was 38.5%. Absent anifisamt change i
federal, or state and local tax laws, we expectefigctive tax rate for the remainder of 2010 tpragimate 38.5%. Our 38.£
effective tax rate differs from the federal incotag statutory rate principally because of the dffefcstate and local incor
taxes.
Consolidated Net Income

As a result of the matters discussed above, catatelil net income for the six month period endee By 2010 decreas
to 4.3%, as a percentage of consolidated revecuoasgpared to 4.7% in the 2009 comparable period.
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Critical Accounting Policies and Estimates

The preparation of financial statements in accozdanith accounting standards generally acceptetiénUnited State
requires management to make estimates and assuspiiat affect the reported amounts of assetsiahilitles at the date
the financial statements and the reported amodntsvenues and expenses during the reporting period

We consider the three policies discussed belowetorhiical to an understanding of our financiaktetaents because th
application places the most significant demand®wnjudgment. Therefore, it should be noted thaaricial reporting resu
rely on estimating the effect of matters that ameerently uncertain. Specific risks for these caitiaccounting policies a
estimates are described in the following paragrapbsthese estimates, we caution that future svemely develop exactly
forecasted, and the best estimates routinely reqdjustment. Any such adjustments or revisionsstomates could result
material differences to previously reported amounts

The three policies discussed are not intended # dmmprehensive list of all of our accounting giek. In many cases, !
accounting treatment of a particular transactiospiscifically dictated by accounting standards gafheaccepted in the Unit
States, with no need for our judgment in their mapilon. There are also areas in which our judgniergelecting anoth
available alternative would not produce a mateyidifferent result. See our audited consolidatedricial statements and nc
thereto which are included in our Annual Reporfonm 10K for the year ended December 31, 2009, which @ortecountin
policies and estimates and other disclosures redjliy accounting principles generally acceptethénlinited States.

Allowance for Doubtful Accounts

The Allowance for Doubtful Accounts (the “Allowarigds established as losses are estimated to havereddhrough
provision for bad debts charged to earnings. Thewsdnce is evaluated based on our periodic revibacoounts and not
receivable and is inherently subjective as it rezpiiestimates that are susceptible to significanision as more informatis
becomes available.

We have had varying collection experience with eespo our accounts and notes receivable. Wherraioal terms a
not met, we generally encounter difficulty in caliég amounts due from certain of our clients. Ef@re, we have sometin
been required to extend the period of paymentdotam clients beyond contractual terms. Thesandienclude those who he
terminated service agreements and slow payers ierperg financial difficulties. In making credit awations, in addition
analyzing and anticipating, where possible, thecifipecases described above, we consider the gemetkection risk:
associated with trends in the loteym care industry. We also establish credit limpsrform ongoing credit evaluations, .
monitor accounts to minimize the risk of loss.

In accordance with the risk of extending credit, mwgularly evaluate our accounts and notes recksvfab impairment ¢
loss of value and when appropriate, will provideoiar Allowance for such receivables. We generatiiffofv a policy o
reserving for receivables due from clients in bapkey, clients with which we are in litigation fopllection and other slic
paying clients. The reserve is based upon our agtsnof ultimate collectability. Correspondinglyjce our recovery of
receivable is typically determined through litigatj bankruptcy proceedings or negotiation to be than the recorded amo
on our balance sheet, we will charge-off the aplie amount to the Allowance.

Our methodology for the Allowance is based upoiskltased evaluation of accounts and notes receivablemted wit
a client’s ability to make payments. Such Allowance gengradinsists of an initial amount established basgadnucriteri
generally applied if and when a client accountsfitenkruptcy, is placed for collection/litigationcdor is considered to
pending collection/litigation. The initial Allowaeds adjusted either higher or lower when additidgmf@rmation is available
permit a more accurate estimate of the collectghili an account.
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Summarized below for the six month period endece Bfl) 2010 and year ended December 31, 2009 aregtiregat
account balances for the three Allowance criterided above, net writeffs of client accounts, bad debt provision
allowance for doubtful accounts.

Aggregate Accour
of Balances of Clien
in Bankruptcy or in/c Allowance fol
Pending Collection Net Write-offs of Bad Debt  Doubtful
Period Endet Litigation Client Accounts  Provision  Accounts
June 30, 201 $ 10,236,00 $ 578,00( $1,050,000 $ 5,112,00
December 31, 20C 9,874,00i 978,00( 2,404,001 4,640,001

At June 30, 2010, we identified accounts totalid§,836,000 that require an Allowance based on pialempairment @
loss of value. An Allowance totaling $5,112,000 wasvided for these accounts at such date. Actoléations of thes
accounts could differ from that which we currergtimate. If our actual collection experience is8%s than our estimate,
related increase to our Allowance would decreas@égeme by $158,000.

Notwithstanding our efforts to minimize credit rigkposure, our clients could be adversely affedtddture industn
trends, as more fully discussed under Liquidity &agbital Resources below, and as further desciibedr 2009 Annual Repc
on Form 10-K in Part | under “Risk Factors”, “Gomarent Regulation of Clients” and “Service Agreensébollections;
change in such a manner as to negatively impaatable flows of our clients. If our clients expedera negative impact in th
cash flows, it would have a material adverse efé@cbur results of operations and financial cooditi

Accrued Insurance Claims

We currently have a Paid Loss Retrospective Insgd?ian for general liability and workersbmpensation insuran:
which comprise approximately 31% of our liabilities June 30, 2010. Our accounting for this plamffected by variot
uncertainties because we must make assumptionapolg judgment to estimate the ultimate cost ttese¢ported claims au
claims incurred but not reported as of the balaima®et date. We address these uncertainties byarggalaluating our claims’
pay-out experience, present value factor and otheoffagtlated to the nature of specific claims invarg at the basis for o
accrued insurance claims estimate. Our evaluatéwasbased primarily on current information derivfeaim reviewing ou
claims experience and industry trends. In the etleaitt our claims experience and/ or industry tremdsilt in an unfavorak
change, it would have a material adverse effecownconsolidated results of operations and findramadition. Under the:
plans, predetermined loss limits are arranged aitinsurance company to limit both our pecurrence cash outlay and ani
insurance plan cost.

For workers’compensation, we record a reserve based on therprealue of future payments, including an estinai
claims incurred but not reported, that are devaloge a result of a review of our historical datd apen claims. The pres
value of the payout is determined by applying andi86ount factor against the estimated value ottains over the estimat
remaining payeut period. Reducing the discount factor by 1% wowntduce net income by approximately $65,
Additionally, reducing the estimated payout perlmdsix months would result in an approximate $1@6,@eduction in n
income.

For general liability, we record a reserve for #stimated ultimate amounts to be paid for knowinta The estimate
ultimate reserve amount recorded is derived froeng$timated claim reserves provided by our inswaacrier reduced by
historical experience factor.

Asset Valuations and Review for Potential Impairtnen

We review our fixed assets, goodwill and other rigible assets at least annually or whenever evaentshanges i
circumstances indicate that its carrying amount may be recoverable. This review requires that wakenassumptiol
regarding the value of these assets and the chamgésumstances that would affect the carryinfpgeaof these assets. If st
analysis indicates that a possible impairment mdgtewe are then required to estimate the faiueadf the asset and,
deemed appropriate, expense all or a portion oafiset. The determination of fair value includesiewous uncertainties, st
as the impact of competition on future value. Wkele that we have made reasonable estimates dgdgnts in determinit
whether our longerm assets have been impaired; however, if thera material change in the assumptions used i
determination of fair value or if there is a madéchange in economic conditions or circumstanoflaencing fair value, w
could be required to recognize certain impairmdvarges in the future. As a result of our most recewiews, no changes
asset values were required.
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Liquidity and Capital Resources

At June 30, 2010, we had cash and cash equivalentsmarketable securities of $79,067,000 and wgrkiapital o
$177,493,000 compared to December 31, 2009 cashasidequivalents, and marketable securities 02883000 and workir
capital of $177,453,000. We view our cash and eaglivalents, and marketable securities as our ipahmeasure of liquidit
Our current ratio at June 30, 2010 increased taddBbcompared to 6.1 to 1 at December 31, 200& ifbrease resulted frc
the increase in accounts and notes receivableKingsfiom our 13.7% increase in revenues duringgtx months period end
June 30, 2010 and the timing of payments for acsopayable, accrued payroll, accrued and withheldall taxes, which w
offset by the decrease in cash and cash equivaterdsmarketable securities. On an historical basis, operations ha
generally produced consistent cash flow and hageired limited capital resources. We believe ourent and near term ce
flow positions will enable us to fund our continueeaticipated growth.

Operating Activities

The net cash provided by our operating activitiess 14,212,000 for the six month period ended 30n&010. Th
principal sources of net cash flows from operatwtyvities for the six month period ended JuneZi,0 were net income, 8
non-cash charges to operations for bad debt pomdsidepreciation and amortization. Additionallpemating activities’cast
flows increased by $4,413,000 as a result of theese in accrued insurance claims, deferred cosagien liability and incorr
taxes payable and the decrease in prepaid expforsie six month period. The operating activitattised the largest amo
of cash during the six month period ended Jun2B0Q was a net increase of $6,861,000 in accomatmates receivable, long-
term notes receivable and inventory resulting pritmdrom the 13.7% growth in the Compagytevenues for the six mol
period ended June 30, 2010.

Investing Activities

Our principal source of cash in investing actiatfer the six month period ended June 30, 2010$¥2495,000 for the n
sales of marketable securities. The net sales oketable securities occurred to increase cash god/aents to support t
current and expected increase in client facilitiddditionally, we expended $1,459,000 for the paszh of housekeepi
equipment, computer software and equipment, antdiguequipment installations. Under our currennplavhich are subject
revision upon further review, it is our intentiamgpend an aggregate of $1,500,000 to $2,500,000gdthe remainder of 20.
for such capital expenditures.
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Financing Activities
During the six month period ended June 30, 2010pave regular cash dividends totaling $18,901,09€Hows:

Quarter ended
March 31, 201 June 30, 201

Cash dividend per common shi $ 21 % 22
Total cash dividends pa $ 9,224,000 $ 9,677,00
Record datt February 1 April 23
Payment dat March & May 14

Additionally, on July 13, 2010, our Board of Dirert declared a regular cash dividend of $.23 pernon share to |
paid on August 6, 2010 to shareholders of recomf dsily 23, 2010.

Our Board of Directors reviews our dividend polimy a quarterly basis. Although there can be norasse that we wi
continue to pay dividends or the amount of thed#ind, we expect to continue to pay a regular gugreash dividend. |
connection with the establishment of our dividentlqy, we adopted a Dividend Reinvestment Pland@3

During the six month period ended June 30, 2010regeived proceeds of $1,393,000 from the exemfistock option
by employees. Additionally, as a result of deduddialerived from the stock option exercises, we geized an income ti
benefit of $827,000.

Line of Credit

We have a $36,000,000 bank line of credit on wiiehmay draw to meet shagfm liquidity requirements in excess
internally generated cash flow. Amounts drawn urtterline of credit are payable upon demand. AeR® 2010, there we
no borrowings under the line. However, at such ,dat had outstanding a $35,420,000 irrevocabledstarnetter of cred
which relate to payment obligations under our iagge programs. As a result of the letter of crisdited, the amount availa
under the line of credit was reduced by $35,420#100une 30, 2010.

The line of credit requires us to satisfy two fingh covenants. Such covenants, and their resgestatus at June :
2010, were as follows:

Covenant Description and Requirem Status at June 30, 2C
Commitment coverage ratio: cash and cash equivaf#us marketable securities must equal or exc

outstanding obligations under the line by a mutipf 2 2.23
Tangible net work: must exceed $176,000, $ 185,000,00

As noted above, we complied with the financial corgs at June 30, 2010 and expect to continuentairein complianc
with such financial covenants. This line of creslpires on June 30, 2011. We believe the line editwill be renewed at tr
time.
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Accounts and Notes Receivable

We expend considerable effort to collect the am®ualoe for our services on the terms agreed updnauit clients. Man
of our clients participate in programs funded bgieial and state governmental agencies which hisiityihave encounter
delays in making payments to its program partidipaBongress has enacted a number of laws durengakt decade that h:
significantly altered, or may alter, overall goverent reimbursement for nursing home services. Bexaur clientstevenue
are generally reliant on Medicare and Medicaid lri,sement funding rates and mechanisms, the owffalit of these lav
and trends in the long term care industry havectdteand could adversely affect the liquidity of alients, resulting in the
inability to make payments to us on agreed uponrgey terms. These factors, in addition to delaygapments from client
have resulted in and could continue to result gmi§icant additional bad debts in the near futi#henever possible, whel
client falls behind in making agreeghon payments, we convert the unpaid accountsvaulei to interest bearing promiss
notes. The promissory notes receivable provide ansmby which to further evidence the amounts owetpaovide a definitiv
repayment plan and therefore may ultimately enhancebility to collect the amounts due. At June 3010 and December .
2009, we had $10,156,000 and $9,257,000, net efves, respectively, of such promissory notes antihg. Additionally, w
consider restructuring service agreements from &divice to managemeatly service in the case of certain cli
experiencing financial difficulties. We believe thsuch restructurings may provide us with a meansiaintain a relationsh
with the client while at the same time minimizingj/lection exposure.

As a result of the current economic crisis, margtest have significant budget deficits. State Mddigaograms ai
experiencing increased demand, and with lower neeernhan projected, they have fewer resourcespgpostitheir Medicai
programs. In addition, during March 2010, compreinen health care reform legislation under the PatiRerotection ar
Affordable Care Act and the Health Care and EdocaReconciliation Act of 2010 (together, the “AcWere signed into la\
The Act will significantly impact the governmentaalthcare programs our clients participate in, mgbursements receiv
there under from governmental or thpdrty payors. Furthermore, in the coming year, pesposals or additional change:
existing regulations could be made to the Act wtdolild directly impact the governmental reimburset@ograms in whic
our clients participate. As a result, some statelibdad programs are reconsidering previously apgdowmcreases in nursi
home reimbursement or are considering delayingetinsreases. A few states have indicated it isiplesthey will run out ¢
cash to pay Medicaid providers, including nursignies. Any negative changes in our cliem&inbursements may negativ
impact our results of operations. Although we argently evaluating the A’ effect on our client base, we may not know
full effect until such a time as these laws ardyfuhplemented and the Centers for Medicare andib&d Services and otF
agencies issue applicable regulations or guidance.

We have had varying collection experience with egspo our accounts and notes receivable. Whernraiotl terms a
not met, we generally encounter difficulty in calieg amounts due from certain of our clients. Efare, we have sometin
been required to extend the period of paymentdota clients beyond contractual terms. Thesandienclude those who he
terminated service agreements and slow payers iexparg financial difficulties. In order to provid®r these collectic
problems and the general risk associated with tlaatipg of credit terms, we have recorded bad gebvisions (in a
Allowance for Doubtful Accounts) of $1,050,000 a#i#l,450,000 for the six month period ended June2BA0 and 200
respectively. These provisions represent approxiiyaB% and .5%, as a percentage of total revefresuch respecti
periods. In making our credit evaluations, in aidditto analyzing and anticipating, where possitiie, specific cases descril
above, we consider the general collection risk @ased with trends in the longrm care industry. We also establish ci
limits, perform ongoing credit evaluation and moniaiccounts to minimize the risk of loss. Notwigrsling our efforts f
minimize credit risk exposure, our clients coulddmbrersely affected if future industry trends cheing such a manner as
negatively impact their cash flows. If our cliemsperience a negative impact in their cash flowsyduld have a materi
adverse effect on our results of operations arahfiral condition.

At June 30, 2010, amounts due from our Major Cliergiresented less than 1% of our accounts receivadblance
However, such client changes its payments termgputid increase our accounts receivable balancénhawd a material advel
affect on our cash flows and cash and cash equitgale

Insurance Programs

We have a Paid Loss Retrospective Insurance Plagefeeral liability and workerg€ompensation insurance. Under tt
plans, pre-determined loss limits are arranged waithinsurance company to limit both our pecurrence cash outlay ¢
annual insurance plan cost.

For workers’compensation, we record a reserve based on thenpreslue of future payments, including an estint
claims incurred but not reported, that are devaloge a result of a review of our historical datd apen claims. The pres
value of the payout is determined by applying and86ount factor against the estimated value ofthens over the estimat
remaining pay-out period.

For general liability, we record a reserve for #stimated ultimate amounts to be paid for knowinta The estimate
ultimate reserve amount recorded is derived froeng$timated claim reserves provided by our inswaacrier reduced by
historical experience factor.

We regularly evaluate our clai’ pay-out experience, present value factor and otheorffacelated to the nature of spec



claims in arriving at the basis for our accruedurasice claimsestimate. Our evaluation is based primarily on e
information derived from reviewing our claims exigece and industry trends. In the event that oain experience and/
industry trends result in an unfavorable changeyatild have an adverse effect on our results ofaimss and financi
condition.
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Capital Expenditures

The level of capital expenditures is generally aejgmt on the number of new clients obtained. Sagfital expenditure
primarily consist of housekeeping equipment purebataundry and linen equipment installations, emhputer hardware a
software. Although we have no specific material ootments for capital expenditures through the ehdatendar year 201
we estimate that for the remainder of 2010 we thdl’e capital expenditures of approximately $2,000,& $2,500,000
connection with housekeeping equipment purchasddamdry and linen equipment installations in olients’ facilities, a:
well as expenditures relating to internal data pssing hardware and software requirements. Weveetteat our cash fro
operations, existing cash and cash equivalents@aland credit line will be adequate for the foeadde future to satisfy t
needs of our operations and to fund our anticipapexvth. However, should these sources not be cserfi, we would,
necessary, seek to obtain necessary working cdptalsuch sources as long-term debt or equitynfiiray.

Material Off-Balance Sheet Arrangements

We have no material offalance sheet arrangements, other than our irrblecsiandby letter of credit previou
discussed.

Effects of Inflation

Although there can be no assurance thereof, wewsethat in most instances we will be able to recancreases in co:
attributable to inflation by passing through suoktdncreases to our clients.
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ITEM 3 — QUANTITATIVE AND QUALITATIVE DISCLOSURE AB OUT MARKET RISK

Management does not believe that there is any rabtaarket risk exposure with respect to derivativeother financie
instruments that would require disclosure undes itieim.

ITEM 4. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Disclosure controls are procedures that are degigiith the objective of ensuring that informati@quired to be disclos
in our reports under the Securities Exchange Actl®84 (the “Exchange Act”), such as this Form@Qis reported i
accordance with Securities and Exchange Commig5&#C”) rules. Disclosure controls are also designed vhighabjective ¢
ensuring that such information is accumulated asdmunicated to management, including the Chief Ettee Officer an
Chief Financial Officer, as appropriate, to allamely decisions regarding required disclosure.

Based on their evaluation as of June 30, 2010,upntsto Exchange Act Rules 13&(b), our management, including
Chief Executive Officer and Chief Financial Officéelieve our disclosure controls and procedurssiédined in Exchange /£
13a-15(e) are effective.

In connection with the evaluation pursuant to Exg®Act Rule 13d-5(d) of our internal control over financial repng
(as defined in Exchange Act Rule 1Ba{f)) by our management, including our Chief Exaa Officer and Chief Financi
Officer, no changes during the quarter and six imgariod ended June 30, 2010, were identified hlhae materially affecte
or are reasonably likely to materially affect, aternal control over financial reporting.

Certifications

Certifications of the Principal Executive OfficendaPrincipal Financial Officer regarding, amongestitems, disclosu
controls and procedures are included as exhibitisisd=orm 10-Q.

PART Il. OTHER INFORMATION

ITEM 1 . Legal Proceedings

In the ordinary course of business, we are involired/arious legal proceedings and have certain sagived claim
pending. Based on information currently availalm@nagement believes that an adverse decision @e thelinary busine
issues, individually or in the aggregate would ma¢e a materially adverse impact on our businefisamcial condition.

ITEM 1A. Risk Factors .

There has been no material change in the riskfactet forth in Part I, Item 1A, “Risk Factonsi’ our Annual Report ¢
Form 10-K for the year ended December 31, 2009.

ITEM 2. Unregistered Sales of Equity Securities andJse of Proceeds

None

ITEM 3 . Defaults under Senior Securities

Not Applicable
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ITEM 4. (Removed and Reserved)
ITEM 5. Other Information .

a) None
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ITEM 6. Exhibits .

a) Exhibits —

31.1 Certification of Principal Executive Officer pursudo Section 302 of the Sarba-Oxley Act of 200z

31.2 Certification of Principal Financial Officer pursuao Section 302 of the Sarba-Oxley Act of 200z

32.1 Certification of Principal Executive Officer pursudo Section 906 of the Sarbanes-Oxley Act of 20@®2
U.S.C. Section 135

32.2 Certification of Principal Financial Officer pursuao Section 906 of the Sarbanes-Oxley Act of 20@®

U.S.C. Section 135
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant had duly causisdréport to be signe
on its behalf by the undersigned thereunto dulhenzed.

HEALTHCARE SERVICES GROUP, INC

July 23, 201( /s/ Daniel P. McCartne
Date DANIEL P. McCARTNEY,
Chief Executive Office

July 23, 201( /sl Richard W. Hudso
Date RICHARD W. HUDSON,
Chief Financial Officer and Secrete
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECURITIES EXCHANGE ACT OF 1934
RULE 13a-14(a) OR 15d-14(a)

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

1. I have reviewed this report on Form-Q of Healthcare Services Group, Ir

2. Based on my knowledge, this report does not coramjnuntrue statement of a material fact or omgtate a materi
fact necessary to make the statements made, indfghe circumstances under which such statemeete made, ni
misleading with respect to the periods coveredhim/report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly preser
in all material respects the financial conditioesults of operations and cash flows of the registaa of, and for, tt
periods presented in this repc

4. The registrant’ other certifying officer and | are responsible égtablishing and maintaining disclosure conteslie
procedures (as defined in Exchange Act Rules 13a}Emd 15dt5(e)) and internal control over financial repay
(as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hay

a)

b)

d)

designed such disclosure controls and proceduresaused such disclosure controls and procedurbe
designed under our supervision, to ensure thatrrahteformation relating to the registrant, inciog its
consolidated subsidiaries, is made known to ustbhgre within those entities, particularly during therioc
in which this report is being prepare

designed such internal control over financial réipgr or caused such internal control over final
reporting to be designed under our supervisiomréwide reasonable assurance regarding the rétjabf
financial reporting and the preparation of finahatatements for external purposes in accordandh
generally accepted accounting princip!

evaluated the effectiveness of the registsadisclosure controls and procedures and presantais repot
our conclusions about the effectiveness of thelaisece controls and procedures, as of the endeopéhnior
covered by this report based on such evaluatiah

disclosed in this report any change in #mgistrants internal control over financial reporting thatowec
during the registrarg’ most recent fiscal quarter that has materialfgctéd, or is reasonably likely
materially affect, the registrée's internal control over financial reporting; &

5. The registrarg’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal «d
over financial reporting, to the registr’s auditors and the audit committee of regis’s Board of Directors

a) all significant deficiencies and material weaknesse the design or operation of internal controkl
financial reporting which are reasonably likelyadversely affect the registrastability to record, proce:
summarize and report financial information;

b) any fraud, whether or not material, that involveanagement or other employees who have a signi
role in the registra’s internal control over financial reportil

Date: July 23, 2010 /s/ Daniel P. McCartney

Daniel P. McCartney
Chief Executive Officer



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECURITIES EXCHANGE ACT OF 1934
RULE 13a-14(a) OR 15d-14(a)

I, Richard W. Hudson, Chief Financial Officer, défgrthat:

1. I have reviewed this report on Form-Q of Healthcare Services Group, Ir

2. Based on my knowledge, this report does not coramjnuntrue statement of a material fact or omgtate a materi
fact necessary to make the statements made, indfghe circumstances under which such statemeete made, ni
misleading with respect to the periods coveredhim/report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly preser
in all material respects the financial conditioesults of operations and cash flows of the registaa of, and for, tt
periods presented in this repc

4. The registrant’ other certifying officer and | are responsible égtablishing and maintaining disclosure conteslie
procedures (as defined in Exchange Act Rules 13a}Emd 15dt5(e)) and internal control over financial repay
(as defined in Exchange Act Rules -15(f) and 15-15(f)) for the registrant and hay

a)

b)

d)

designed such disclosure controls and proceduresaused such disclosure controls and procedurbe
designed under our supervision, to ensure thatrrahteformation relating to the registrant, inciog its
consolidated subsidiaries, is made known to ustbhgre within those entities, particularly during therioc
in which this report is being prepare

designed such internal control over financial réipgr or caused such internal control over final
reporting to be designed under our supervisiomréwide reasonable assurance regarding the rétjabf
financial reporting and the preparation of finahatatements for external purposes in accordandh
generally accepted accounting princip!

evaluated the effectiveness of the registsadisclosure controls and procedures and presantais repot
our conclusions about the effectiveness of thelaisece controls and procedures, as of the endeopéhnior
covered by this report based on such evaluatiah

disclosed in this report any change in #mgistrants internal control over financial reporting thatowec
during the registrarg’ most recent fiscal quarter that has materialfgctéd, or is reasonably likely
materially affect, the registrée's internal control over financial reporting; &

5. The registrarg’ other certifying officer and | have disclosedsdxh on our most recent evaluation of internal «d
over financial reporting, to the registr’s auditors and the audit committee of regis’s Board of Directors

a) all significant deficiencies and material weaknesse the design or operation of internal controkl
financial reporting which are reasonably likelyadversely affect the registrastability to record, proce:
summarize and report financial information;

b) any fraud, whether or not material, that involveanagement or other employees who have a signi
role in the registra’s internal control over financial reportir

Date: July 23, 2010 /s/ Richard W. Hudson

Richard W. Hudsor
Chief Financial Officer



Exhibit 32.1

CERTIFICATIONS PURSUANT TO SECURITIES EXCHANGE ACT OF 1934
RULE 13a-14(b) OR 15d-14(b) AND
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Healtlec&ervices Group, Inc., a Pennsylvania corporafiba “Company”)on
Form 10Q for the quarter ended June 30, 2010 as filed thighSecurities and Exchange Commission on the fieeof (th
“Form 10-Q"),l, Daniel P. McCartney, Chief Executive OfficertbE Company, certify, pursuant to 18 U.S.C. Secti®@s0, a
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, that:

1. The Form 1@ fully complies with the requirements of sectidd(d) or 15(d) of the Securities Exchange Act of 4L 9B
U.S.C. 78m or 780(d); ar

2. The information contained in the Form QGCrairly presents, in all material respects, thefficial condition and results
operations of the Compai

/s/ Daniel P. McCartney
Daniel P. McCartney
Chief Executive Officer
July 23, 201(




Exhibit 32.2

CERTIFICATIONS PURSUANT TO SECURITIES EXCHANGE ACT OF 1934
RULE 13a-14(b) OR 15d-14(b) AND
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Healtlec&ervices Group, Inc., a Pennsylvania corporafiba “Company”)on
Form 10Q for the quarter ended June 30, 2010 as filed thighSecurities and Exchange Commission on the fieeof (th
“Form 10-Q"), I, Richard W. Hudson, Chief Financial Officer okt@ompany, certify, pursuant to 18 U.S.C. Secti®s0] a
adopted pursuant to Section 906 of the Sarbanesy@dt of 2002, that:

1. The Form 1@ fully complies with the requirements of sectidd(d) or 15(d) of the Securities Exchange Act of 4L 9B
U.S.C. 78m or 780(d); ar

2. The information contained in the Form QGCrairly presents, in all material respects, thefficial condition and results
operations of the Compai

/s/ Richard W. Hudson
Richard W. Hudsor
Chief Financial Officer
July 23, 201(




