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PART1

Item 1. Business
Overview

Angelica is a leading provider of outsourced linen management services to the U.S. healthcare industry. We have
developed a comprehensive service offering that allows healthcare providers to outsource some or all aspects of their
linen management needs. We provide laundry services, linen and apparel rental and on-site linen management services
to our diverse customer base of approximately 4,500 healthcare providers located in 24 states. To a more limited
extent, we also provide linen management services to customers in the hospitality business. For the 2004 fiscal year
ended January 29, 2005, we processed over 620 million pounds of linen for our customers.

Our linen management services are designed to benefit healthcare providers by enabling them to:
* Reduce their capital expenditures for linen facilities and equipment;
* Decrease their operating costs by outsourcing a non-core process;

* Maximize their productivity by allowing them to utilize limited available space that would otherwise be dedicated
to on-premise laundry facilities for revenue generating activities; and

* Focus on their core competencies of providing healthcare services to their patients.

As of March 31, 2005, our 6,940 service associates delivered our value-added services to our customers through our
network of 35 laundry plants and fleet of 600 delivery vehicles. Our plants provide access to 30 of the 50 largest
metropolitan markets in the United States which approximates 50% of the country’s healthcare facilities. We seek to
concentrate our plants in clusters, enabling us to provide better service to our customers, as well as lower our
operating costs, by maximizing the efficiency of our delivery routes and by improving the utilization of our sales

force. For the 2004 fiscal year, we reported revenues of $316.1 million and net income of $10.4 million from
continuing operations.

Our company was founded in 1878 when we began in business as a uniform manufacturing company. During the
1960s, we expanded our product offering to three lines of business: Manufacturing, Textile Services and Retail. In
2002, management and our Board of Directors made a strategic decision to focus on healthcare linen services and
retail. We sold our Manufacturing business in the spring of 2002. We hired a new president and CEO in September
2003. Since then, we have streamlined the company further by selling our Retail business in July 2004, and
strengthened our market position in the healthcare linen management services industry by completing ten acquisitions.

We believe we are now well positioned to capitalize on additional revenue opportunities within our existing markets
as well as leverage our large and growing scale and infrastructure to enhance our profitability and increase shareholder
value.

Market Opportunity
The U.S. market for outsourced healthcare linen management services is large and growing. Based on our knowledge

providing linen management services to the healthcare industry, we estimate that the U.S. healthcare linen services
market represents approximately a $5.6 billion revenue opportunity annually. Of this
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$5.6 billion, we estimate $2.0 billion is attributable to acute-care hospitals, $2.4 billion to surgical and physician
clinics and $1.2 billion to long-term care facilities.

Average Estimated
Number Annual Market Size
of Beds X Revenue/Bed@ = as at September 2004
Acute-Care Hospitals®V) 0.9 million $ 2,222 $2.0 billion
Surgical and Physicians Clinics® 0.5 million $ 4,800 $2.4 billion
Long-term Care Facilities® 1.7 million $ 705 $1.2 billion
Total — — $5.6 billion

(1) Source: The CDC (Centers for Disease Control/Fed Government) and Company database from Solutions
Marketing Group (SMG).

(2) Source: Dun & Bradstreet and InfoUSA. Consists of total clinics rather than number of beds.
(3) Source: Dun & Bradstreet and SMG database.

(4) Average annual revenue per bed is determined based on our experience in providing linen management services
to the healthcare industry. Other service providers in this industry may be achieving different results.

We believe there are a number of favorable market dynamics within the U.S. healthcare sector that will continue to

expand the overall outsourced healthcare linen management services opportunity:

Favorable demographic trends—The U.S. Census forecasts that the U.S. population over 65 will double over the
next 25 years. The American Hospital Association (AHA) estimates that people over the age of 65 use hospital
services at three times the rate of the general population.

Expanding customer base—According to the AHA, the number of community hospitals in the U.S. increased in
2002 for the first time since 1975 and as of September 2004, there were more than 800 new hospitals being planned.
Furthermore, according to the AHA, there was a 47% increase in the number of U.S. outpatient surgery centers, or
clinics, from 1996 to 2002. In addition, according to government estimates, the number of people needing long-term
care is expected to increase 30% in the next 15 years.

In addition, we also believe there are several positive factors that will increase the market penetration of outsourced
healthcare linen management services:

Increasing awareness of in-house operating costs—Even though the outsourced hospital linen management
services market is relatively mature and there are numerous benefits to outsourcing, our internal analysis indicates that
a significant percentage of hospitals continue to handle their linen needs in-house. We believe that many hospital
administrators are not aware of the true economic costs of on-premise laundries and that they may underestimate the
opportunity costs as well. For instance, we believe many administrators do not account for the opportunity cost of
space used for laundry equipment and that utility costs are often shared by or arbitrarily allocated to various divisions
within a hospital without the actual usage of the laundry facilities being appropriately measured. As hospital
administrators become more aware of the true costs of on-premise laundries, we believe that many hospitals will
likely decide to outsource their linen services.

Underpenetrated clinics and long-term care facilities—We believe the market for outsourced clinic and long-term
care linen services is underpenetrated by both us and our major competitors. According to industry sources, there are
over 540,000 clinics and long-term care facilities in the United States that require linen services. In addition, we
believe there are also thousands of other outpatient care facilities such as dialysis centers and walk-in clinics that also
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require linen services in the course of their business. We believe that as
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outsourced linen services providers begin to actively target these customers, market penetration of these sectors will
likely increase.

Aging hospital facilities—According to the AHA, as of September 2004, 60% of hospitals in the United States
needed to replace aging healthcare facilities. Due to the significant capital costs associated with laundry equipment
replacement, we believe that many hospitals may outsource their linen needs in order to reduce costs, free up space
dedicated to on-premise laundries and preserve capital for direct patient care uses.

Competitive Strengths

We believe we are well positioned to capitalize on the attractive market opportunities for outsourced healthcare linen
management services as a result of our competitive strengths:

Strong regional clusters—We believe our cluster approach of having a number of plants in localized areas enables
us to provide superior service to our customers at a lower cost. Operating numerous plants within close proximity to
one another enables us to provide more reliable customer service, better handle customer requests and mitigate the
risks associated with temporary capacity reductions at a single plant. Furthermore, these clusters allow us to lower
costs by maximizing delivery route densities and better utilizing our sales force across plants. Our cluster approach
has enabled us to establish a strong market position in several markets in which we operate.

Significant scale creates opportunities for cost reduction—We believe our significant and growing operating scale
and infrastructure provides us with opportunities to realize significant financial benefits. In fiscal 2004, we purchased
approximately $60 million of linens and invested $15.3 million in capital improvements to our plants. We believe the
realignment of our purchasing functions at our operations headquarters in 2004 will enable us to better coordinate our
purchasing activities and negotiate better pricing from our existing suppliers, as well as to pursue direct sourcing
opportunities. We hired a director of engineering in 2004 to enable us to implement best practices and standardization
across our organization, as well as to optimize capital expenditures by standardizing equipment and centralizing
capital equipment procurement to take advantage of volume purchase discounts. In addition, our 35 plants allow us to
test new technologies and operating techniques on a limited basis and implement best practices throughout our plant
network.

Experienced market leader—Our position as a market leader provides us with significant credibility with current
and prospective customers. We are a leading provider of outsourced linen management services to the U.S. healthcare
industry. Based on healthcare linen services revenue, we believe that we are twice the size of our nearest competitor.

Large, experienced sales force—Our large, experienced sales force enables us to cater to the needs of
sophisticated, national customers while also allowing us to deploy the appropriate sales resources to local market
opportunities. We believe our sales force is the largest in the healthcare linen services industry. Our sales force
consists of six national and regional managers focused on multi-facility hospital networks, 17 account executives
focused on major hospitals and 29 market representatives focused on clinics and long-term care facilities.
Furthermore, our sales force is augmented by 74 local customer service representatives who provide customer service
and enhance revenue opportunities.

Stable customer base—Our large and diverse customer base, high customer retention rates and long-term contracts
provide us with a stable revenue base. As of March 31, 2005, we served approximately 800 hospitals, 350 long-term
care facilities and 3,300 surgical and physician clinics in 24 states. In fiscal 2004, no individual customer represented
more than 10% of our total revenue. Our annual customer retention rate is approximately 93% of total revenues and
our average contract length is approximately 3 years.

Proven management team—Since transitioning to a new president and CEO in September 2003, we have become a
more streamlined organization primarily focused on the healthcare linen management services industry. Under our
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new focus, we have divested non-core assets, completed ten acquisitions that strengthened
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our position in our core business, and significantly reduced our corporate overhead expenses. From September 2003 to
March 31, 2005, these initiatives have increased our number of plants from 28 to 35, increased our weekly pounds of
linen processed 43.4% from 10.6 million to 15.2 million, and reduced our corporate office headcount from 50 to 15
associates, which was partially offset by the addition of 15 associates in our operations headquarters. Going forward,
we will continue to focus on new revenue opportunities by more aggressively targeting clinics and long-term care
facilities as well as hospitals. We will also seek to further leverage our significant and growing operating scale and
infrastructure to enhance profitability and increase shareholder value.

Business Strategy

Due to the local and regional nature of our business, our goal is to become the market leader in each of the local
markets we serve while simultaneously expanding our coverage to new markets. We believe that with respect to total
beds served, we are among the three largest providers of outsourced healthcare linen management services in each of
the local markets in which we operate and number one or two in the majority of our markets.

Increase presence in existing markets—We believe that increasing the penetration of our existing markets is an
effective and cost-efficient means of growth as we are able to capitalize on our reputation, brand awareness and
existing infrastructure in the markets in which we operate.

To strengthen our presence in our existing markets, we plan to:

* Facilitate additional hospital conversions from on-premise to outsourced linen management services by educating
hospital administrators about the true economic and opportunity costs associated with operating on-premise
laundries;

* Identify and implement sales and marketing and customer service best practices across our organization;

» Designate senior level managers to facilitate better execution of our clinic and long-term care business strategies;
and

* Focus our efforts on acquiring new business from clinics associated or affiliated with our existing hospital
customers.

Pursue complementary and accretive acquisitions—To increase our customer base, expand our presence in
existing markets and enter new markets, we will continue to pursue strategic acquisitions. Since November 2003, we
have completed ten acquisitions for an aggregate consideration of $126.0 million that we believe have created
numerous benefits to our market position and our customers. In evaluating acquisition opportunities, we consider
factors such as strategic value, projected EBITDA, impact on earnings per share, return on net assets and internal rate
of return.
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The following chart depicts the acquisitions we have completed during the past 18 months.

Date
Completed
March 2005

January 2005

January 2005

December 2004

May 2004

April 2004

April 2004

December 2003

November 2003

Transaction

Purchased the stock of Royal Institutional Services,
Inc. and its affiliate, The Surgi-Pack Corporation and
accompanying healthcare linen services business in
Somerville and Worcester, MA

Purchased National Service Industries’ (d/b/a National
Linen Services) laundry facilities and linen services
business in Dallas and Wichita Falls, TX

Purchased Tartan Textile Services’ healthcare linen
services business and assumed lease for laundry
facility in Hempstead, NY

Purchased United Linen Service’s (d/b/a Golden State
Services) healthcare linen services business and
assumed leases for laundry facilities in Sacramento
and Turlock, CA

Purchased Tartan Textile Services’ healthcare linen
services contracts from Tartan’s Portland, ME laundry
facility

Purchased Duke University Health Systems’ laundry
in Durham, NC and signed a long-term supply
agreement with Duke healthcare facilities

Purchased inventory and equipment and assumed
healthcare linen services contracts at two on-premise
laundries located at hospitals in TX and GA
Purchased National Service Industries’ healthcare
laundry facility and healthcare linen services business
in Safety Harbor, FL.

Purchased healthcare linen services contracts and
selected assets of Tenney Laundry Services in
Batavia, NY

Benefit
Strengthened our New England
position

Strengthened our Southwest
position

Improved our access to New York
market and access to long-term
care facilities

Strengthened our Northern
California position

Strengthened our New England
position

Allowed expansion into North
Carolina market with
state-of-the-art facility

Improved capacity rationalization
in existing Angelica facilities

Strengthened our western Florida
position

Strengthened our New York
position

Increase gross margin by leveraging scale—As a result of our focused business strategy and recent acquisitions,
we believe we are now well positioned to use our scale to improve our operating performance. We plan to expand our
gross margin through a number of cost savings initiatives including:

* Reducing linen costs through centralized purchasing and the implementation of a direct sourcing program;

* Optimizing capital expenditures by standardizing equipment and centralizing capital equipment procurement;

* Reducing energy cost volatility by hedging more of our anticipated natural gas requirements;

* Implementing best practices and new technology solutions to improve efficiency while reducing labor costs; and

* Reducing distribution costs by testing new software and optimizing routes as volume grows.
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Service Offering

We provide textile rental and linen management services primarily to the healthcare industry. Among the items we
rent and clean are bed linens, towels, patient gowns, surgical scrubs, surgical linens and surgical packs as well as
mops, mats and other dust control products. We also provide flexible, customized solutions for our customers ranging
from a la carte services to full textile rental services - a total outsourcing package including apparel, textile and linen
rental, laundering, service delivery and distribution systems designed to replace on-premise laundries and reduce
expenses associated with these various services. In addition, we offer many of these services utilizing textiles owned
by the customer (customer-owned goods).

Furthermore, we also offer the following customizable services:

* AngelLink®, a computerized linen management system, available for either rented or customer-owned goods,
designed to streamline linen tracking and ordering processes;

* On-site linen distribution management of all aspects of linen distribution ranging from the linen room to
utilization reports that optimize the linen use, ordering, receiving and use of linens; and

» Customized surgical packs for use in operating suites, providing a cost-effective alternative to disposable surgical
packs.
Other services we provide include colored linen programs, scrub security programs and just-in-time linen cart
exchange programs. These services have been designed to meet the total linen management needs of our customers.
We also furnish a limited number of general linen services in select areas, mainly to restaurants, hotels and motels.

Customers

We serve customers in a number of healthcare sectors that are distinguished by both the types of patients they serve
and the types of services they offer. Within the hospital and long-term care sector, many patient visits involve
overnight stays. In contrast, within the clinic sector, most patient visits are outpatient in nature. Consequently,
hospitals and long-term care facilities typically require rental of, and linen management services for, substantial
amounts of bulk items such as bed linens and bath towels, in addition to other items such as patient gowns and
surgical scrubs. Our clinic customers typically require linen rental services for smaller items, such as lab coats and
scrubs. As a result, hospitals and long-term care facilities generally involve larger, lower-price per pound orders, while
the products and services provided to our clinic customers generally have a higher price per pound.

For the 2004 fiscal year ended January 29, 2005, no individual customer represented more than 10% of our total
revenues.

Competition

The markets in which we operate are very competitive and highly fragmented. Our primary competitors include two
multi-national corporations: Crothall Services Group (a subsidiary of Compass Group PLC) and Sodexho Inc. (a
subsidiary of Sodexho Alliance SA); approximately eleven regional midsize firms; and more than 1,500 small,
independent, privately-owned competitors. In addition, many hospitals have captive on-premise laundries and hospital
cooperative laundries. In addition, we compete indirectly with large facility service providers, such as ARAMARK
Corporation, that provide linen services in conjunction with other services.

Within each of our acute-care hospital markets, we typically compete with one or two larger regional or national
competitors and two to four small independent, privately-owned competitors. Within the clinic and long-term care
markets, we typically compete with small local companies and regional providers that specialize in small accounts. In
addition, garment and uniform providers such as ARAMARK Corporation or Cintas Corporation sometimes compete
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Operations

We typically provide our services to customers located within a 150 mile radius of our plants. As of March 31, 2005,
we operated 35 laundry plants serving 24 states all of which are in or near major metropolitan areas. Our plants are
concentrated in clusters which provide us with access to 30 of the 50 largest metropolitan markets in the United States
which approximates 50% of the country’s healthcare facilities. In fiscal 2004, our plant capacity utilization averaged
73% (based on two eight-hour shifts running six days per week).

We maintain a fleet of approximately 600 delivery vehicles and our drivers typically pick up and deliver linen daily at
hospitals and two to three times per week at outpatient facilities.

Our laundry process involves several steps to ensure effective cleaning. Soiled linen is delivered to the plant by truck,
sorted and weighed into appropriately sized loads, washed, dried, ironed, folded, arranged on carts and then delivered
back to the customer.

Sales and Marketing

We believe our sales force is the largest in the healthcare linen management services industry. Our sales force consists
of six national and regional managers focused on multi-facility hospital networks, 17 account executives focused on
major hospitals, 29 market representatives focused on clinics and long-term care facilities and 74 local customer
service representatives who provide customer service and enhance revenue opportunities by providing our existing
customers with information about additional services and products we offer.

Our sales force compensation typically consists of a fixed base salary as well as a variable component based on
amount of revenue sold.

Types of Contracts

We typically serve our customers pursuant to written service contracts for an initial term of three years. Once we have
developed a relationship with our customers and understand their needs and our customers have had an opportunity to
evaluate the quality of our services, we generally seek to convert them to five year service contracts. Most of our
contracts have pricing escalators tied to the Consumer Price Index; however, the total amount by which our prices
may be increased annually is often capped.

Many of our customers have used our services for many years and we believe most customers remain loyal to us due
to our high quality service. In addition, we believe that customers may be reluctant to change service providers due to
the effort involved, the potential disruption of services provided and, in many cases, the hidden costs associated with a
change in service provider.

Regulatory Considerations

Our operations are subject to various laws and regulations relating to public health, worker safety and the
environment.

In conjunction with the corporate campaign discussed in Item 3. Legal Proceedings, approximately half of our
locations have been inspected since the beginning of fiscal 2004 by the Occupational Safety and Health
Administration or the state agency equivalent (OSHA). Any citations resulting from these inspections have been
completely abated or are in the process of being abated. OSHA citations are often accompanied by proposed fines. In
many instances, we have successfully contested the citations and/or paid a considerably reduced amount than the fine
OSHA initially proposed. Inspections of two facilities resulted in alleged willful citations that we have contested and
are in the process of resolving with OSHA.
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Compliance with laws regulating the discharge of materials into the environment or otherwise relating to the
protection of the environment has not had a material effect on our capital expenditures, earnings or competitive
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position. We do not expect any material expenditures will be required in order to comply with any federal, state or
local environmental regulations.

Employees

As of January 29, 2005, we employed approximately 6,130 persons. As of March 31, 2005, we employed 6,940
persons. Approximately two-thirds of those employees are covered by 35 union contracts. Unions that represent our
employees include the International Brotherhood of Teamsters, the International Union of Operating Engineers, the
United Food and Commercial Workers Union, and UNITE HERE. Overall, we consider our relationship with our
employees to be good at both union and non-union facilities. With respect to production employees represented by
UNITE HERE, we believe relations with the vast majority of those employees to be good despite that union’s
corporate campaign, which is largely sustained by its International organization, and is described in “Item 3. Legal
Proceedings”.

As of March 31, 2005, we had three open contracts with UNITE HERE and two open contracts with the International
Brotherhood of Teamsters. We are participating in ongoing negotiations in good faith with the intention of reaching
agreements in all cases.

When we acquired Royal Institutional Services, Inc., a recognition petition filed by the International Brotherhood of
Teamsters Local 25 was pending with the National Labor Relations Board. The proposed bargaining unit consists of
truck drivers at the Somerville, Massachusetts facility.

On April 2, 2005, UNITE HERE publicly announced that it plans to orchestrate a work stoppage against us on May 5,
2005. Approximately half of our facilities could theoretically be affected by such action. We have developed and are
prepared to implement contingency plans at all of our facilities to ensure continued quality service to our customers.
This could have a material impact on our financial results.

Factors That May Affect Future Results

Some matters discussed in this Form 10-K or in other documents, a portion of which are incorporated herein by
reference, constitute forward-looking statements and are based upon management’s expectations and beliefs
concerning future events impacting us. These statements are subject to risks and uncertainties that may cause our
actual results to differ materially from those set forth in these statements.

The following factors, as well as factors described elsewhere in this Form 10-K, or in other SEC filings, could cause
our future results to differ materially from those expressed in any forward-looking statements made by, or on our
behalf. Such factors are described in accordance with the provisions of the Private Securities Litigation Reform Act of
1995, which encourages companies to disclose such factors.

Our acquisition strategy involves risks relating to integrating acquired businesses.

Our growth plan includes the strategic acquisition of selected business facilities, customer contracts and other assets.
For example, in fiscal 2004, we acquired linen service facilities from Duke Health System, United Linen Services
d/b/a Golden State Services, Tartan Textile Services, National Service Industries d/b/a National Linen and Uniform
Service as well as two smaller on-premise laundry operations from individual hospitals. In the first quarter of fiscal
2005 we acquired Royal Institutional Services. Our inability to integrate acquired companies, business facilities,
customer contracts or other assets successfully may render us less able to obtain the expected returns from our
acquisitions and harm our results of operations and financial condition.

The process of integrating acquired operations into our existing operations may result in operating, contract and
technology difficulties, including, but not limited to, the following:
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* potential losses of key employees of acquired businesses;

» problems assimilating the purchased technologies, products or business operations;
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* problems maintaining uniform standards, procedures, controls and policies;
* unanticipated costs associated with the transactions, including accounting charges and transaction expenses;
* diversion of management’s attention from our core business; and

* adverse effects on existing business relationships with suppliers and customers.
Also, while we have structured most of our recent acquisitions as asset purchases, we may fail to discover liabilities of
any acquired companies for which we may be responsible as a successor owner or operator in spite of any
investigation we make prior to the acquisition. Such difficulties may divert significant financial, operational and
managerial resources from our existing operations, and make it more difficult to achieve our operating and strategic
objectives. The diversion of management attention, particularly in a difficult operating environment, may affect our
results.

A key component of our growth strategy relies on our ability to continue to identify and acquire suitable
acquisition candidates. To the extent we are unable to continue to identify and acquire such candidates, our
growth will slow.

We may not be able to identify suitable future acquisition candidates or acquire them on commercially reasonable
terms or at all. In addition, we may not be able to obtain necessary financing for acquisitions. Such financing may be
restricted by the terms of our debt agreements or it may be more expensive than our current debt. The amount of such
debt financing for acquisitions may be significant and the terms of such debt instruments may be more restrictive than
our current covenants. In addition, competitors for acquisitions, some of which may have substantially greater
financial resources at their disposal, may increase the cost of acquisitions to us or make it impossible for us to make
acquisitions within our strategic guidelines, if at all. If we do make additional acquisitions, any benefits anticipated
from our acquisition strategy may not actually be realized.

Our contracts may not contain energy surcharge clauses sufficient to cover energy cost increases. If we are not
able to recoup some or all of the utility cost increases we may experience, our results of operations may suffer.

Our operations utilize a large amount of natural gas, electricity, and gasoline and diesel fuel and our energy purchases
vary as to price, payment terms, quantities and timing. Our energy costs are also affected by various market factors
including the availability of supplies of particular forms of energy, energy prices and local and national regulatory
decisions. The price escalator provisions in our contracts may not permit us to increase our prices to keep pace with
energy cost increases we may experience. For example, we were only able to pass on to our customers approximately
20% of the energy cost increases we incurred in fiscal 2004, from fiscal 2003. While we have instituted operational
hedging models that seek to capture pricing opportunities in the energy markets, we may not be fully protected against
substantial changes in the price or availability of energy sources and we may not be able to offset these increases with
higher prices charged to our customers. Our operations also use a large amount of water which we purchase, along
with sewer service for the wastewater, from local water and sewer utilities that are often municipally owned. We are
dependent upon these water and sewer utilities to provide uninterrupted water and sewer services for our continued
operations and we are subject to the possibility of significantly increased costs for water and sewer services to the
extent that these entities face financial difficulties, whether as a result of budget cuts or otherwise. We could also face
higher costs if there are maintenance or capacity constraint issues within the municipal systems by which we are
served.

The length and pricing terms of our customer contracts may constrain our ability to recover inflationary costs
and to make a profit.
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Our customer contracts generally range from three to five years in length. Most of our contracts have pricing
escalators tied to inflation indexes, but the total amount by which our prices may be increased are generally capped on
an annual and/or aggregate basis. In addition, some of our contracts only permit us to raise prices
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once a year, so inflation may rise throughout the course of a year and we may not be able to raise our prices until the
end of that year. The terms of these contracts require us to guarantee the price of the services we provide and assume
the risk that our costs to perform services and provide products will be greater than anticipated. Any cost increase to
us in performing these contracts may expose us to diminished operating margins or losses. These costs may be
affected by a variety of factors, some of which may be beyond our control.

We face considerable pricing pressures from our customers, particularly from large national, regional or local
healthcare organizations and group purchasing organizations. If we are not able to maintain or improve our
operating margins due to these pressures or otherwise, our results of operations may be harmed.

We face significant pricing pressures arising from our customers’ desire to decrease their operating costs, from
consolidation in the healthcare industry, and from other competitors operating in our targeted markets. Pricing

pressure is particularly pronounced when we compete for new customers and when we negotiate for an extension of

the term of an agreement with an existing customer. Some of our customers are part of large national, regional or local

healthcare organizations that require their affiliates to purchase services from a limited number of preferred vendors or

through a group purchasing organization. These trends have increased pricing pressures on our contracts with these

customers. Pricing pressures may also be more pronounced during periods of economic uncertainty. Accordingly,

improvement, or even maintenance of our operating margins depends on our ability to continually improve our

capacity utilization and reduce our operating costs. If we are not able to achieve sufficient improvements in efficiency

to adequately compensate for pressures on our pricing, our results of operations will be harmed.

We are primarily self-insured with respect to health insurance and workers’ compensation. If our reserves for
health insurance and workers’ compensation claims and other expenses are inadequate, we may incur
additional charges if the actual costs of these claims exceed the amounts estimated.

Because of high deductibles on our insurance policies, we are effectively self-insured with respect to this coverage.

Employee health claims are self-insured except to the extent of stop-loss coverage on large claims. In our financial

statements, we maintain a reserve for health insurance and workers’ compensation claims using actuarial estimates
from third-party consultants and historical data for payment patterns, cost trends and other relevant factors. We

evaluate the accrual rates for our reserves regularly throughout the year and we have in the past made adjustments as

needed. Due to the uncertainties inherent in the actuarial process, the amount reserved may differ from actual claim

amounts and we may be required to further adjust our reserves in the future to reflect the actual cost of claims and

related expenses. If the actual cost of such claims and related expenses exceeds the amounts estimated, we may be

required to record additional charges for these claims and/or additional reserves may be required.

Our business requires significant, periodic capital investment in facilities, machinery and other equipment,
however because our future capital needs are uncertain, we may need to raise additional funds in the future,
and such funds may not be available on acceptable terms or at all.
Our capital requirements depend on many factors, including:

* the age and condition of existing facilities and equipment;

* expenses related to investments in new facilities, equipment and technology;

* the need to invest in labor saving and energy efficient equipment;

¢ the number and timing of acquisitions and other strategic transactions; and

* the costs associated with our expansion, if any.
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We believe that our cash flows from operations, borrowing capacity under our credit facilities and loans will be

sufficient to fund our working capital and capital expenditure requirements for the foreseeable future; however, these
funds may not be sufficient to fund all of our activities in the future. As a result, we may need to raise
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additional funds, and such funds may not be available on favorable terms, or at all. If we cannot raise funds on
acceptable terms, we may not be able to execute our business plan, take advantage of future opportunities, or respond
to competitive pressures or unanticipated customer requirements, which may harm our business, results of operations,
and financial condition.

Our operating costs may increase or work stoppages may occur due to the corporate campaign currently being
conducted by a union against us.

Approximately two-thirds of our hourly employees, principally at our linen management facilities, are represented by

collective bargaining agreements with contracts that have expired in the recent past or will expire over the next four

years. In January 2004, UNITE HERE, the labor union that currently represents many of those employees, initiated a

corporate campaign against us targeting our non-union facilities. The intent of this campaign is to pressure us to

recognize the union as the bargaining representative for our non-union workers, without providing those workers the

opportunity to vote, through a secret ballot election supervised by the U.S. National Labor Relations Board, as to

whether or not they wish to be represented by UNITE HERE. We believe our employees have the right to a fair

process with respect to union representation and have resisted the union’s efforts to unilaterally impose union
representation on our non-union workers. In fiscal 2004, we expended in excess of $1.0 million resisting these efforts

and anticipate continuing to incur significant expenses in resisting these efforts in the future.

Five collective bargaining agreements have expired, only one of which has an extension in place, and additional
collective bargaining agreements are scheduled to expire in fiscal 2005. We believe that we are experiencing and may
continue to experience significant delays in renewing these collective bargaining agreements due, in large part, to the
corporate campaign undertaken by UNITE HERE against us. As a result, we are at greater risk of work interruptions
or stoppages than are our competitors which are either non-union or which are not the target of a similar corporate
campaign. Threats of work stoppages have occurred and we expect to receive additional threats in the future. On April
2, 2005, UNITE HERE publicly announced that it plans to orchestrate a work stoppage against us on May 5, 2005.
Approximately half of our facilities could theoretically be affected by such actions. Any work interruptions or
stoppages may significantly harm our business, results of operations, and financial condition and may have a material
impact on our financial results. In addition, a small number of our customers have chosen not to renew contracts with
us due to concerns or opinions about the corporate campaign, which resulted in our loss of their business. We may
lose additional customers as this campaign continues, which may harm our business and results of operations.

An insurance company with which we have previously done business is in financial distress. If our insurer does
not fulfill their obligations, we may experience significant losses.

We sold our pre-1999 workers’ compensation claims exposure to Kemper Insurance Company in fiscal 1999. While
several claims have been resolved, there are still a number outstanding at the present time. Many insurance carriers are

experiencing unfavorable claims experience and loss of their own reinsurance coverage. As a result, many of these

carriers are in substantially weakened financial condition, including Kemper. In the event that Kemper files for

protection with the bankruptcy court any outstanding claims previously sold to Kemper, in addition to deposits that

have been made to Kemper on claims since fiscal 1999 and amounts in excess of the deductible for claims with

Kemper since fiscal 1999 may become our responsibility to the extent not covered by state guaranty associations and

may have a detrimental effect on our results. We estimate our exposure to be $1.7 million as of January 29, 2005.

If we fail to maintain an effective system of internal control or discover material weaknesses in our internal
control over financial reporting, we may not be able to report our financial results accurately or detect fraud,
which may harm our business and the trading price of our stock.

An effective system of internal controls is necessary for us to produce reliable financial reports and is important in our
effort to prevent financial fraud. We are required to periodically evaluate the effectiveness of the design and operation

of our internal controls. These evaluations may result in the conclusion that enhancements,
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modifications or changes to our internal controls are necessary or desirable. While we evaluate the effectiveness of our
systems of internal control on a regular basis, these systems may require modification from time to time in the future
to remain effective. There are inherent limitations on the effectiveness of internal controls including collusion,
management override, and breakdowns in human judgment. Because of this, control procedures are designed to reduce
rather than eliminate business risks. If we fail to maintain an effective system of internal controls or if we or our
independent registered public accounting firm were to discover material weaknesses in our internal controls, we may
be unable to produce reliable financial reports or prevent fraud and that may harm our financial condition or results of
operations and result in loss of investor confidence or a decline in our stock price.

Our credit facilities require that we meet specified levels of financial performance. In the event we fail either to
meet these requirements or have them waived, we may be subject to penalties and we may be forced to seek
additional financing.

Our credit facilities contain strict financial covenants. Among other things, these covenants require us to maintain
specified ratios of earnings to fixed expenses and debt to earnings, as well as specified minimum net worth levels. Our
lenders may not consent to amendments to these covenants on commercially reasonable terms in the future if we
required such relief. In the event that we do not comply with the covenants and our lenders do not consent to such
non-compliance, we will be in default of our agreement, which may subject us to penalty rates of interest and
acceleration of the maturity of the outstanding balances. Accordingly, in the event of a default under our credit
facilities, we may be required to seek additional sources of capital to satisfy our liquidity needs. These additional
sources of financing may not be available on commercially reasonable terms or at all. Even if they are available, these
financings may result in dilution to our existing shareholders.

A significant portion of our revenues is derived from operations in a limited number of markets. Recessions,
spikes in costs or natural disasters in these markets may harm our operations.

A significant portion of our revenues is derived from our operations in a limited number of states and regions.
Revenues generated from operations in California accounted for approximately 47% of our revenues from continuing
operations in fiscal 2004. Any economic weakness in California or our other key markets may harm our business.

Our business uses a significant amount of gasoline, diesel, natural gas, electricity and water. We may not be able to

pass along to our customers all of the increased energy costs we may experience in the event of a regional energy

crisis which may harm the results of our business. In addition, workers’ compensation costs in California are
significantly higher than they are in other states and, as a result, account for a disproportionately large amount of our

workers’ compensation expense. In the past, legislation has been introduced into the California state legislature that
would have modified the current rules governing workers’ compensation insurance in that state, if it had been enacted.
The implementation of this or other similar legislation in California or our other large markets in the future may

significantly increase our costs of doing business and harm our results of operations.

Severe weather conditions or other natural disasters in our primary markets, such as earthquakes in California or
hurricanes in Florida, may cause significant disruptions to our operations, and result in increased costs and liabilities
and decreased revenues, which may harm our business, operating results, financial condition and liquidity. We have,
in the past, taken advantage of our clustering strategy to allow our customers to be serviced by our other facilities in
the area in the event of service disruptions at a particular plant, but we may not be able to do so in the future if a major
disaster struck a number of our facilities within a cluster.
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Any increase in the cost of linens and textiles which is not recovered may affect our operating results.

The acquisition cost of linens and other textiles that we rent to customers comprised nearly 19% of our revenues from
continuing operations in fiscal 2004. Significant increases in the price of cotton may result in higher linen costs and,
consequently, have an adverse effect on our earnings if we are not successful in offsetting such increases, either
through cost reduction efforts or adjustment in prices for our services.

We may face risks resulting from purchasing linens and other textiles from international sources.

We purchase most of the linens and other textiles rented to customers from foreign sources, primarily China, either
directly from the manufacturer or through distributors. Currently, the Chinese Yuan is pegged to the US dollar but the
Chinese government is facing significant international pressure to allow its currency to float against the US dollar. If
this were to occur, any revaluation of the US dollar versus the Chinese Yuan may exacerbate increases in the cost of
linen purchases and may harm our profit margins and results of operations. In addition, sourcing products from
foreign manufacturers presents several risks, including volatility in gross domestic production; credit risk; civil
disturbances; economic and governmental instability; changes in regulatory requirements; nationalization and
expropriation of private assets; significant fluctuations in interest rates, currency exchange rates and inflation;
imposition of additional taxes or other payments by foreign governments or agencies; increases in fuel and other
shipping costs; changes in export or import controls and exchange controls and other adverse actions or restrictions
imposed by foreign governments. Any of these events may make it significantly more costly or more difficult to
obtain the linens we require and may harm our financial condition and results of operation.

We are dependent on the proper functioning and availability of our information systems, many of which we are
currently upgrading.

We are dependent on the proper functioning and availability of our information systems including security of data,
firewalls and virus protection in operating our business. Our information systems are protected through physical and
software safeguards. However, they are still vulnerable to fire, storm, flood, power loss, telecommunications failures,
physical or software break-ins and similar events. Any interruption, impairment or loss of data integrity or
malfunction of these systems may severely hamper our business and may require that we commit significant
additional capital and management resources to rectify the problem. Our business interruption insurance may be
inadequate to protect us in the event of a catastrophe. Furthermore, we are currently undertaking a substantial upgrade
to our information systems. If we experience unforeseen difficulties or delays in connection with this implementation
our business and results of operations may be harmed.

We face intense competition in our business. If we fail to compete effectively, we may miss new business
opportunities or lose existing clients, and our revenues and profitability may decline.

The market for our linen management services is highly competitive. The principal elements of competition include
quality, service, reliability and price. Our competitors range from divisions of large multi-national organizations,
namely Sodexho Inc. (a subsidiary of Sodexho Alliance SA) and Crothall Services Group (a subsidiary of Compass
Group, PLC), to regional midsize firms. Also, we have many small independently-owned competitors, including
individual hospital on-premise laundries and hospital cooperatives. Our competitors Sodexho and Crothall Services
Group have significantly more financial resources, larger professional staffs, greater brand recognition and broader
service offerings than we do. In addition, there are other large outsource services providers with greater resources than
we who do not currently serve the healthcare linens services market but may enter this market in the future. These
competitors may devote substantial resources to the development and marketing, including discounting of products
and services that compete with those offered by us. Significant price competition may seriously harm our revenue,
operating margins and market share.
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Our continued success depends on our ability to attract new customers, retain our current customers and renew our
existing customer contracts. Our ability to do so generally depends on a variety of factors, including the quality,
service, reliability and price, as well as our ability to market our services effectively and differentiate
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ourselves from our competitors. Approximately 30% of our customer contracts come up for renewal each year. Over
the past 3 years, we have averaged a 93% retention rate based on total revenues. We may not be able to renew existing
customer contracts at the same or more favorable rates or terms and our current customers may terminate or not renew
contracts with us. The failure to renew a significant number of our existing contracts may harm our business and
results of operations. In addition, many companies in the healthcare industry are seeking to consolidate their
outsourced services with one or two vendors, instead of using multiple vendors. Since we focus primarily on
healthcare linen management services, we may lose customers to vendors who provide multiple outsourced services,
and our results of operations may be harmed, if this trend continues.

We are subject to numerous federal, state, and local regulatory requirements involving employees, including
those covering employment, wage and hour and occupational health and safety issues. Any changes to existing
regulations or new laws may result in significant, unanticipated costs.

Our facilities are, and any operations we may acquire in the future will be, subject to various federal, state, and local
regulatory requirements, including employment rules; wage and hour laws (including minimum wage, workers’
compensation and unemployment insurance); and occupational health and safety regulations. Failure to comply with
these requirements could result in the imposition of fines by governmental authorities or awards of damages to private
litigants. We believe that our facilities are currently in substantial compliance with all applicable regulatory
requirements, although future expenditures may be necessary to comply with changes in these laws.

Since the commencement of the UNITE HERE corporate campaign in January 2004, employee complaints have
resulted in occupational health and safety inspections by the federal Occupational Safety and Health Administration or
the state agency equivalent (OSHA) at approximately half of our laundry facilities. Citations resulting from these
inspections have been completely abated or are in the process of being abated. OSHA citations are often accompanied
by proposed fines. In many instances, we have successfully contested the citations or paid a considerably reduced
amount than the fine OSHA initially imposed. Inspections of two facilities resulted in citations for willful breaches of
OSHA regulations, which we contested and are currently in the process of resolving with OSHA. If we are not able to
resolve these issues favorably, or if we are cited with additional violations, we may be subject to civil fines or criminal
penalties and abatement costs (including possible business interruption costs) to correct the violations cited.

Environmental issues, whether arising from our current operations or from the facilities we have recently
acquired, or may in the future acquire, may subject us to significant liability and limit our ability to grow.

Our facilities are subject to various federal, state and local laws and regulations, including the federal Clean Water
Act, Clean Air Act, Resource Conservation and Recovery Act, Comprehensive Environmental Response,
Compensation, and Liability Act and similar state statutes and regulations. In particular, we use and must dispose of
wastewater containing detergent and other residues from the laundering of linens and other products through publicly
operated treatment works or sewer systems and are subject to volume and chemical discharge limits and penalties and
fines for non-compliance. Under environmental laws, as an owner, lessee or operator of our facilities we may be liable
for the costs of removal or remediation of hazardous or toxic substances located on or in or emanating from our
owned, leased or operated property, as well as related costs of investigation and property damage. Liability may be
imposed upon us without regard to whether we knew of or were responsible for the presence of hazardous or toxic
substances. Locations which we own, lease or operate or which we may acquire, lease or operate in the future may
have been operated in a manner that may not be in compliance with environmental laws and regulations and these
future uses or conditions may result in the imposition of liability upon us under such laws or expose us to third party
actions such as tort suits. In addition, such regulations may limit our ability to identify suitable sites for new or
expanded plants. In connection with our operations, hazardous or toxic substances may migrate from properties on
which we operate or which were operated by companies we acquired to other properties. We may be subject to
significant liabilities to the extent that human health is damaged or the value of such properties is diminished by such
migration. We now operate six new facilities from acquisitions in fiscal 2004 and two new facilities from acquisition
during the first quarter of fiscal 2005 and we may face similar or more extensive issues at these facilities or other
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future acquire. Although we conduct environmental due diligence on properties which we acquire, lease or operate,
including in some cases having Phase I environmental audits conducted, because of the difficulty in detecting some
environmental conditions we may not have discovered all environmental conditions on those properties. In addition,
some of our properties contain underground storage tanks. Although we have been working to remove these tanks
from our properties and are not aware of any material remediations arising from them, the presence of these tanks on
our properties may result in environmental liabilities being imposed on us.

We may be exposed to employment-related claims and costs that could harm our business, financial condition,
or results of operations.

Our business is labor intensive. As a result, we are subject to a large number of federal and state regulations relating to
employment. This creates a risk of potential claims of discrimination and harassment, violations of health and safety
and wage and hour laws, criminal activity and other claims. For instance, employees may be exposed to blood-borne
or other pathogens or injured by a sharp object inadvertently left in the soiled linens processed at our facilities.
Although we have implemented training programs for employees working in the soiled linen sorting areas of our
facilities and have provided our employees with protective clothing and hepatitis B vaccinations, there may be
potential threats to the health and welfare of our employees during the course of their employment, which may result
in workers’ compensation and occupational health and safety claims being made against us.

From time to time, we are subject to audit by various state and governmental authorities to determine our compliance
with a variety of occupational health and safety regulations. We have in the past been found and may in the future be
found, to have violated some of these regulations or other regulatory requirements applicable to our operations.
Specifically, recent OSHA inspections have resulted in citations that we have completely abated or are in the process
of abating. We may, from time to time, incur fines and other losses or negative publicity with respect to any such
violation. In addition, some or all of these claims may also give rise to civil litigation, which could be time-consuming
for our management team and costly and could harm our business. Our insurance coverage may not be sufficient in
amount or scope to cover all types of liabilities that we may incur, which may result in significant costs to us. In many
instances, we have successfully contested the citations or paid a considerably reduced amount than the fine OSHA
initially imposed. Inspections of two facilities resulted in citations for willful breaches of OSHA regulations, which
we contested and are currently in the process of resolving with OSHA. If we are not able to resolve these issues
favorably, or if we are cited with additional violations, we may be subject to civil fines or criminal penalties and
abatement costs (including possible business interruption costs) to correct the violations cited.

If we are not able to hire and retain qualified employees, our ability to service our existing customers and
retain new customers will be adversely affected.

Our success is largely dependent on our ability to recruit, hire, train, and retain qualified employees. Our business is
labor intensive and, as is typical for our industry, continues to experience relatively high personnel turnover. Increases
in our employee turnover rate could increase our recruiting and training costs and decrease our operating efficiency
and productivity. Also, the addition of new customers may require us to recruit, hire, and train personnel at
accelerated rates. We may not be able to successfully recruit, hire, train, and retain sufficient qualified personnel to
adequately staff our existing business or future growth, particularly when we undertake new customer relationships
for which we have not previously provided services. In addition, as labor related costs represented approximately 42%
of revenues from continuing operations in fiscal 2004, labor shortages or increases in wages (including minimum
wages as mandated by federal and state governments, employee benefit costs, employment tax rates, and other labor
related expenses) may cause our business, results of operations, and financial condition to suffer. Furthermore, wages
may be driven up with additional unionization of our work force. As wage rates, health insurance costs and workers’
compensation costs increase, we may not be able to timely offset these increases with higher prices charged to our
customers.
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Ineffective management could cause our business, results of operations and financial condition to suffer.

Our continued success in our business is based upon many factors, including but not limited to, the expansion of our
customer base, the enhancement of the services we provide to existing customers, aggressive sales and marketing
efforts, effective cost containment and capital investment measures, and a strong strategic vision. Proper execution
will require effective management at both the corporate and the operating subsidiary levels. Our inability to
effectively manage our existing business and our future growth may harm our business, results of operations, and
financial condition. Our management teams at the corporate and operating levels are small and any unforeseen crises
or loss of one or more of our officers or key employees may place a significant strain on our remaining management
team and our employees, operations, operating and financial systems, and other resources.

Two of the locations of our laundry facilities are subject to pending condemnation actions in conjunction with
eminent domain situations. If a number of facilities were subject to this type of action, our ability to continue
operations could be interrupted.

Our Vallejo, California plant and a portion of our property adjacent to our Edison, New Jersey facility are in the
process of condemnation actions by local governing bodies as part of eminent domain actions. We have anticipated
the Vallejo situation and expect no interruption of our operations in shifting this business to other facilities. In
addition, the area being taken in Edison is not part of our operational space and should not affect production. If,
however, future condemnation actions were to occur at one or more of our facilities without sufficient notice, our
operations may be affected and we may experience service interruptions to our customers in the market area served by
the affected facility or facilities.

If our goodwill and other intangible assets become impaired, we will be required to write down their carrying
value and incur a charge against income.

At January 29, 2005, our goodwill and other intangible assets from continuing operations, net of accumulated
amortization, was approximately $56.1 million. We acquired all of our goodwill and other intangible assets in our
acquisitions. At least once every year and more often as we deem necessary, we review whether these assets have
been impaired. If these assets become impaired, we will be required to write down their carrying value to the current
fair value of the assets and to incur charges against our income equal to the amount of the writedown. These charges
while cash neutral will decrease our reported net income in the period in which we take them and may harm our
financial condition and results of operations.

We have contingent liabilities on guarantees of leases for some of our former retail store locations. We also
have received an unsecured junior subordinated promissory note from the acquiring company of our retail
business.

As a term of the sale of our retail business in July 2004, we agreed to guarantee payments due under leases for 103 of
the retail stores operated by our former retail business until the end of the current term of each lease. As of January 29,
2005, we are guarantor on the remaining 96 leases and our maximum aggregate potential liability under these leases is
approximately $16.1 million. If we were required to make significant payments under these leases and were unable to
recoup them from the buyer of the retail business, our results of operations and financial condition may be harmed.
We also received an unsecured junior subordinated promissory note for approximately $4.0 million of the purchase
price for our former retail business. The payment of this note is subordinated to the bank indebtedness which the
buyer of the retail business incurred in connection with its acquisition of that business. We understand that the buyer
has no significant assets other than those purchased from us in the transaction. We are currently carrying this note on
our balance sheet at $3.1 million, which is our estimate of the current fair market value of the note.
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We may be subject to costly and time-consuming product liability or personal injury actions that would
materially harm our business.

One of the services we offer is to provide sterile linen items to our customers. If those items or any of our products
such as linen, towels, or patient gowns were cross-contaminated within our facilities we may be exposed to potential
product liability risks. We take every precaution to prevent such occurrences through quality control procedures we
have developed, but it is possible that contamination may occur through sabotage or human error. We may be held
liable if customers or their patients using our products are injured. Product liability insurance is generally expensive, if
available at all, and our present insurance coverage may not be adequate. We may not be able to obtain adequate
insurance coverage at a reasonable cost in the future.

We deliver our products to our customers via a fleet of delivery trucks that are on the road exposed to the public
throughout most of every week. We have in the past experienced claims of injury relating to accidents involving our
delivery fleet and we may be subject to such claims in the future. Any such claims may harm our operating results. In
addition, we utilize a large deductible for auto insurance and if we have underestimated the aggregate amount of
claims, our financial results may be negatively impacted.

Our customer base is concentrated in the healthcare industry and our strategy partially depends on a trend of
healthcare providers to outsource non-core services, such as linen management services. If the healthcare
industry suffers a downturn or the trend toward outsourcing reverses, our growth may be hindered.

Our current customer base primarily consists of healthcare providers, representing approximately 90% of our revenue
from continuing operations in fiscal 2004. Our business and growth strategy is largely dependent on continued
demand for our services from healthcare providers and other industries we may target in the future, and on trends in
those industries to purchase outsourced services such as linen management. A slowdown or reversal of the trend in the
healthcare industry to outsource linen management services may harm our business, results of operations, growth
prospects, and financial condition. Government healthcare reimbursement programs, such as Medicare or Medicaid,
and third-party healthcare insurers have placed increasing pressure on healthcare providers to control operating costs
by changing the basis of the provider’s reimbursement for medical services from actual cost to fixed reimbursement
based upon diagnoses. This has, in turn, caused our healthcare customers to pursue aggressive cost containment
measures with us and other third-party suppliers of goods and services. This pricing pressure has resulted in recent
consolidation in the healthcare industry. This consolidation has decreased, and will continue to decrease, the potential
number of customers for our services, thereby providing customers with additional leverage to negotiate lower pricing
from us. Any future consolidation in the industry may further increase this leverage and harm our results of
operations.

Our business is dependent on the healthcare industry and will decline if the demand for healthcare services
declines.

Our business is dependent on the healthcare industry. If the demand for healthcare services declines, demand for our
linen services may decline and our business will suffer. Due to medical advances and pressure from governmental
healthcare reimbursement programs and private healthcare insurers, the average hospital stay has decreased from 7.5
days in 1980 to 4.9 days in 2002. As these trends continue, demand for our linen management services in the
healthcare industry may decline. This decreased demand for our linen management services may harm our business,
operating results, and financial condition.

A declining stock market and lower interest rates negatively affect the value of our defined benefit pension

assets and the defined benefit pension assets of the union-sponsored multi-employer plans to which we
contribute and may harm our financial position.
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We have a defined benefit pension plan covering most of our non-union employees. Also, pursuant to obligations
imposed by collective bargaining agreements that cover union workers in many of our facilities, we contribute into
union-sponsored multi-employer pension plans for the benefit of these employees. At the end of fiscal 2004,
notwithstanding improving conditions in the stock market and improved investment returns,
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because of earlier significant declines in the stock market and low interest rates, the value of the pension assets
decreased in these plans, compared to their value at the end of fiscal 2003, and the assets held in these plans may not
be sufficient to fund our obligations under these plans. If future returns from the stock market and other investments
are insufficient to remedy this shortfall, we may be required to increase our contributions to these pension plans in
future years to satisfy this underfunding. Also, specified events such as sales or closings of facilities at which a
significant number of employees covered by the plans work may trigger withdrawal liability under the multi-employer
plans into which we contribute, which may also require us to make substantial additional payments into the plan.

While we have paid dividends regularly in the past, we may not be able to continue to pay dividends at the
same level or at all in the future. If we fail to pay quarterly dividends to our common stockholders, the market
price of our shares of common stock may decline.

Our ability to pay quarterly dividends is at the discretion of our board of directors and the declaration of future
dividends will depend on, among other things, availability of funds, future earnings, capital requirements, contractual
restrictions, financial condition and general business conditions. Although we have regularly paid quarterly dividends
on our common stock, we may not be able to pay dividends on a regular quarterly basis or, if we are able to pay
dividends, that we will be able to pay them at the same level in the future. Furthermore, any new shares of common
stock that we may issue will substantially increase the cash required to continue to pay cash dividends at current
levels. Any reduction or discontinuation of quarterly dividends may cause the market price of our shares of common
stock to decline significantly. In addition, in the event our payment of quarterly dividends is reduced or discontinued,
our failure or inability to resume paying dividends at historical levels may result in a persistently low market valuation
of our shares of common stock.

Available Information

We make available free of charge on or through our web site, our annual report on Form 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K, and amendments to those reports, as soon as reasonably practicable after
they are electronically filed with or furnished to the SEC. Our web site is www.angelica.com.

In addition, we have adopted a Code of Conduct and Ethics that applies to our senior executive and financial officers
pursuant to Section 406 of the Sarbanes-Oxley Act of 2002. This code, as well as charters relating to our Audit
Committee, Compensation and Organization Committee and Corporate Governance and Nominating Committee, are
available free of charge on or through our web site. In the event of any amendments to, or waivers from, provisions of
the Code of Conduct and Ethics, we will satisfy its disclosure requirement under the Securities and Exchange Act of
1934, as amended, by posting the amendments or waivers on our web site in lieu of filing a report of such events on
Form 8-K.
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Item 2. Properties
A list of our principal facilities as of March 31, 2005 follows. No individual property, owned or leased, is of material

significance to our operations or total assets. In our opinion, all such facilities are maintained in good condition and
are adequate and suitable for the purposes for which they are used. All properties are owned unless otherwise
indicated.

Laundries
Antioch, CA Holly Hill, FL Sacramento, CA (leased)
Ballston Spa, NY Houston, TX San Diego, CA
Batavia, NY Long Beach, CA San Fernando, CA
Chicago, IL Lorain, OH Somerville, MA (leased)
Colton, CA Los Angeles, CA St. Louis, MO
Columbia, SC Ooltewah, TN Stockton, CA
Dallas, TX Orange, CA Tampa, FL
Dallas, TX (leased) Pawtucket, RI Turlock, CA (leased)
Durham, NC Phoenix, AZ Vallejo, CA (subleased)
Edison, NJ Pomona, CA Wichita Falls, TX
Fresno, CA Rio Vista, CA Worcester, MA (leased)

Hempstead, NY (leased) Rockmart, GA
Our leased laundry facility in Vallejo, California is owned by the City of Vallejo. We have been informed that the site
will be taken by way of an eminent domain proceeding. As a result, we will be required to vacate the premises no later
than September 1, 2005. We expect to transfer our business that is currently being conducted at our Vallejo facility to
a number of our other plants in the area. We anticipate that the City will compensate us for the reasonable cost of
relocating our Vallejo business operations into our surrounding plants.

We also occupy one of our two Dallas, Texas facilities pursuant to a lease agreement that will expire in September
2005. We are evaluating alternative sites to which operations can be moved. We do not anticipate a material impact to
our business should relocation become necessary.

As of March 31, 2005, our operations were located in 15 states, and consisted of 35 laundry plants, owned and leased,
plus warehouse facilities and depots. Our laundry facilities are generally not fully utilized, although most of them
operate on a multi-shift basis. While we have facilities that are operating at full capacity, we estimate that, assuming
the availability of labor, output of several of our facilities could be increased by 20% or more with existing equipment
by adding or extending shifts, and by an estimated additional 25% (for a total of 45%) with the installation of
additional equipment.

Item 3. I.egal Proceedings
We are not a party, and none of our property, is subject to any material pending legal proceeding other than ordinary

routine litigation incidental to the business. Management believes that liabilities, if any, resulting from pending
routine litigation in the ordinary course of our business should not materially affect our financial condition or results
of operations.

We are currently engaged in defending ourself against a multi-faceted corporate campaign. In January 2004, UNITE
HERE, the union that represents production employees at 23 of our 35 facilities, announced the campaign with the
stated purpose of attempting to force us to recognize UNITE HERE as the bargaining representative for production
employees at our nonunion facilities. We refuse to deprive our employees at those locations of their right to choose for
themselves whether they want to be represented by a union.
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