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PART I. Financial Information
Item 1. Financial Statements
LABOR READY, INC.
CONSOLIDATED BALANCE SHEETS

In Thousands

ASSETS
September 30  December 31
2005 2004
(Unaudited)
CURRENT ASSETS
Cash and cash equivale $ 111,89: $ 128,81"
Marketable securitie 17,67( 11,947
Accounts receivabl 38,30: 17,08
Accounts receivable pledged under securitizatioeegen: 111,73¢ 81,42¢
Allowance for doubtful accoun (5,47%) (4,197)
Prepaid expenses, deposits and ¢ 17,39% 10,34:
Income tax receivabl — 15,63¢
Deferred income taxes 13,10¢ —
Total current assets 304,63( 261,05¢
PROPERTY AND EQUIPMENT
Buildings and lanc 17,90 16,721
Computers and softwa 33,04% 31,20!
Cash dispensing machin 15,52: 15,14(
Furniture and equipment 4,48 2,871
70,95t 65,93¢
Less accumulated depreciation and amortization 45,04 40,76¢
Property and equipment, net 25,91« 25,17«
OTHER ASSETS
Restricted cash and other as: 146,94! 128,60°
Deferred income taxe 2,26: 6,89(
Other assets 70,68¢ 22,37¢
Total other assets 219,89¢ 157,87t
Total assets $ 550,44( $ 444,10°

See accompanying notes to consolidated financissents.
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LABOR READY, INC.
CONSOLIDATED BALANCE SHEETS
In Thousands (Except Par Values)
LIABILITIES AND SHAREHOLDERS' EQUITY

September 30  December 31

2005 2004
(Unaudited)
CURRENT LIABILITIES:
Accounts payabl $ 20,20 $ 14,74
Accrued wages and benef 24,40° 18,18:
Current portion of worke’ compensation claims reser 48,531 41,68:
Other current liabilitie: 784 1,55¢
Income taxes payab 6,33¢ —
Deferred income taxe — 34¢€
Total current liabilities 100,26 76,50¢
LONG-TERM LIABILITIES:
Long term deb — 70,00(
Workers compensation claims reserve, less current po 119,06: 93,92¢
Other nok-current liabilities 1,457 1,27¢
Total lon¢-term liabilities 120,51 165,20¢
Total liabilities 220,77 241,711
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERY EQUITY:
Preferred stock, $0.131 par value, 20,000 shart®ared;
No shares issued and outstanc — —
Common stock, no par value, 100,000 shares autthriz
53,280 and 42,338 shares issued and outstal 145,24¢ 63,91/
Cumulative foreign currency translation adjustrr 2,90¢ 3,571
Cumulative unrealized loss on marketable securities (11) (22
Retained earning 181,51 134,92¢
Total shareholde’ equity 329,66. 202,39
Total liabilities and sharehold¢ equity $ 550,44( $ 444,10°

See accompanying notes to consolidated financigstents.
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LABOR READY, INC.

CONSOLIDATED STATEMENTS OF INCOME

Revenue from service

Cost of services
Gross profil

Selling, general and administrative exper
Depreciation and amortization
Income from operation

Interest expense

Interest and other incon
Interest and other income (expense), net
Income before tax expen

Income tax

Net income

Net income per common sha
Basic
Diluted

Weighted average shares outstand

Basic
Diluted

In Thousands (Except Per Share Data)

(Unaudited)
Thirteen Weeks Ended Thirty -Nine Weeks Endec
September 30 October 1, September 30 October 1,
2005 2004 2005 2004
$ 360,44 $ 296,13 $ 898,86 772,10:
247 ,57. 204,76t 617,18! 540,24¢
112,87: 91,36¢ 281,68: 231,85:
76,49 62,63: 202,15¢ 179,39:
2,46¢ 2,20( 6,864 6,53¢
33,918 26,53: 72,66 45,92¢
(772 (1,615) (3,650 (4,92¢)
2,19: 842 6,257 2,88¢
1,421 (772) 2,607 (2,03%)
35,33¢ 25,76 75,26¢ 43,88’
13,54: 10,18¢ 28,677 17,45"
$ 21,79: $ 1557: $ 46,59: 26,43(
$ 041 $ 037 $ 1.0C 0.64
$ 04C $ 031 $ 0.8¢ 0.5¢
53,24 41,90( 46,78¢ 41,53¢
54,27¢ 52,58 53,54¢ 52,19(

See accompanying notes to consolidated finanassients.
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LABOR READY, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

In Thousands

(Unaudited)
Thirteen Weeks Ended Thirty -Nine Weeks Endec
September 30 October 1, September 30 October 1,
2005 2004 2005 2004
Net income $ 21,79: $ 15,57: $ 46,59: $ 26,43(
Other comprehensive income (los
Foreign currency translation adjustm 19¢ 28€ (669) 447
Unrealized gain (loss) on marketable securities — (2) 11 (59
Other comprehensive income (lo: 19¢ 284 (658) 39:¢
Comprehensive income $ 21,997 % 15,85¢ $ 4593¢ % 26,82!

See accompanying notes to consolidated finan@sstents.
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LABOR READY, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
In Thousands

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation and amortizatic
Provision for doubtful accoun
Deferred income taxe
Other operating activitie
Changes in operating assets and liabilities, ekausf business acquire
Accounts receivabl
Worker¢ compensation claims reser
Income tax
Other assets
Other current liabilitie:
Net cash provided by operating activit

CASH FLOWS FROM INVESTING ACTIVITIES
Capital expenditure
Purchases of marketable securities
Maturities of marketable securiti
Purchase of CLP Holdings Corp., net of cash acduire
Purchase of Spartan Staffing, i
Increase in restricted cash and other assets
Other
Net cash used in investing activiti

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from sale of stock through options and@rep benefit plan
Payments on debt
Checks issued against future depc
Net cash provided by financing activiti
Effect of exchange rates on c:
Net change in cash and cash equivalents

CASH AND CASH EQUIVALENTS, beginning of period
CASH AND CASH EQUIVALENTS, end of perio

See accompanying notes to consolidated financissents.
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Thirty -Nine Weeks Endec

September 30 October 1,
2005 2004
$ 46,59: $ 26,43(
7,27: 7,12C
5,921 6,214
(9,626 (3,959
4,88¢ 1,922
(43,130 (42,189
17,99: 23,70
21,99: 6,14:
(6,810 (4,249
7,12¢ 7,27¢
52,21% 28,42(
(4,209 (3,61€)
(32,93) (13,489
27,21¢ 22,73¢
(45,95%) —
— (9,890
(18,339 (14,46%)
(13%) (18€)
(74,349 (18,909
7,26: 5,30t
(1,559 (2,019
— (870)
5,70¢ 2,42:
(502 411
(16,929 12,35:
128,81 83,11:
$ 111,890 $ 95,46¢




Notes to Consolidated Financial Statements
NOTE 1: ACCOUNTING PRINCIPLES AND PRACTICES

The accompanying unaudited consolidated finantééments have been prepared in accordance witirgnaccepted accounting principles
for interim financial information and rules and wgtions of the Securities and Exchange Commisshxtordingly, certain information and
footnote disclosures usually found in financiatetaents prepared in accordance with generally aedegrcounting principles have been
condensed or omitted. The unaudited consolidates¢ial statements reflect all adjustments, iniclgshormal recurring adjustments, whict
the opinion of management are necessary to faihe she financial position, results of operatiansg cash flows for the interim periods
presented. These financial statements shoulddakineconjunction with the consolidated financiatements and related notes included in our
annual report on Form 10-K for the year ended Ddisgr81, 2004. Operating results for the thirty-niveek period ended September 30, 2005
are not necessarily indicative of the results thay be expected for the year ending December 3i5.20

The consolidated financial statements are presemten52/53-week fiscal year end basis, with teeday of the fiscal year ending on the
Friday closest to December 31. Fiscal years 20042805 are 52-week years.

Revenue recognitiol

Revenue from services is generally recognizedeaatithe the service is performed. A portion of cewenue is derived from cash dispensing
machine (“CDM”) fees, which are immaterial for p#iriods presented. Sales coupons or other inenéike recognized as a reduction of
revenues in the period the related revenue is darne

Cost of services
Cost of services includes the wages of temporanyl@yees, related payroll taxes, workers’ compensatixpenses and transportation.

Stock-based compensation

We follow Accounting Principles Board (“APB”) Opioi No. 25 Accounting for Stock Issued to Employeesl related interpretations to
account for stock options and employee stock pseipans. Since the exercise price of our emplsejeek options is not less than the market
price of the underlying stock at the date of grantjer APB Opinion No. 25, no compensation costé®gnized related to stock options.
However, as discussed in Note 13, we do recogmimgpensation expense related to our restricted gfoits. Statement of Financial
Accounting Standards (“SFAS”) No. 128¢ccounting for Stock-Based Compensatias amended by SFAS No. 14&counting for Stock-
Based Compensatic— Transition and Disclosurgissued in December 2002, requires us to providégyma information regarding net incol
and net income per share as if compensation cosufostock option plans had been determined ioraence with the fair value based method
prescribed in SFAS No. 123, as amended by SFASLAR. Under the provisions of SFAS No. 123, as araediy SFAS No. 148, our net
income and net income per share would have beerceddo the pro forma amounts indicated belowhousands, except per share amount):

Thirteen Thirteen
Weeks Ended Weeks Ended
September 30, 2005 October 1, 2004
Net incomeas reporte: $ 21,79: % 15,57:
Add: Stock based compensation as reported, naof t 30C 50
22,09: 15,62:
Deduct: Total stock-based compensation expense determimdel fair value
method of all awards, net of t; (540) (46E)
Pro Forme $ 21,55: $ 15,157
Diluted Net Income Per Share
As Reportec $ 04C $ 0.31
Pro Forme $ 04C $ 0.3C
Basic Net Income Per Shar
As Reportec $ 041 $ 0.317
Pro Forme $ 04C $ 0.3¢




Thirty -Nine Thirty -Nine
Weeks Ended Weeks Ended
September 30, 2005 October 1, 2004

Net incomeas reporte: $ 46,59: $ 26,43(
Add: Stock based compensation as reported, nei 63€ 10C
47,22¢ 26,53(
Deduct: Total stock-based compensation expense determimdel fair value
method of all awards, net of t: (1,539 (1,227)
Pro Forma $ 45,69( $ 25,30¢
Diluted Net Income Per Share
As Reportec $ 08¢ $ 0.5¢
Pro Forme $ 0.8t $ 0.5¢
Basic Net Income Per Shar
As Reportec $ 1.0C $ 0.64
Pro Forme $ 09t $ 0.61

New accounting pronouncemen

In December 2004, the Financial Accounting Stansl&ualard (“FASB”) issued Statement of Financial Aagting Standard (‘'SFAS”) No. 123
(Revised)Share-Based Paymenivhich amended SFAS No. 123 and SFAS No.S3atement of Cash Flow3he new accounting standard
requires the expensing of new stock options, abagebutstanding unvested stock options, issuegshysing a fair-value-based method and is
effective for fiscal years beginning after June 2805 and will become effective for us beginninghia first quarter of fiscal year 2006. In
March 2005 the Securities and Exchange CommisS&ia(”) issued Staff Accounting Bulletin No. 107, ieh provides guidance regarding
the application of SFAS No. 123 (Revised). Séeck-based compensatisection above for pro forma disclosures regardiegeffect on net
income and net income per share had we appliefhthealue recognition provisions of SFAS No. 128 are currently evaluating the
transition methods prescribed by SFAS No. 123 (sal)i. Depending on the method adopted by us tolesdcstock-based compensation
expense, the pro forma disclosure above may ormotipe indicative of the stock-based compensatipeese to be recognized.

In October 2004, President Bush signed the Americdns Creation Act of 2004 (“Act”). The Act provelfor a special one-time deduction of
85 percent of certain foreign earnings that aratréggted in either an enterprise’s last tax yeat began before the enactment date, or the first
tax year that begins during the one-year periodnmggg on the date of enactment. In December 20@1FASB issued FASB Staff Position
No. 10¢-2, “Accounting and Disclosure Guidance for thedign Repatriation Provision within the American g@reation Act of 2004,” in
response to the Act, which provides guidance feritlplementation of the provisions of the Act. @nthe Act, we may choose to repatriate
earnings from any or all of our foreign investmesmsl may apply the special one-time deduction yorapatriated amounts, provided certain
criteria are met. We are currently evaluating tfiects of the repatriation provision for each of several foreign investments and expect to
complete the evaluation prior to the end of thetfoquarter of 2005.

In May 2005, the FASB issued SFAS No. 1B4counting Changes and Error Corrections - a replaent of APB Opinion No. 20 and FASB
No. 3. SFAS No. 154 changes the requirements for the aticmufor and reporting of a change in accountiriggiple. Previously, most
voluntary changes in accounting principles requiesmbgnition through a cumulative adjustment with@t income in the period of change.
SFAS No. 154 requires retrospective applicatioprior periods’ financial statements, unless inigpfacticable to determine either the period
specific effects or the cumulative effect of thaope. SFAS No. 154 is effective for accountinggjes made in fiscal years beginning after
December 15, 2005. We do not believe adoptionFéfSSNo. 154 will have a material effect on our agitated financial position, results of
operations or cash flows.

NOTE 2: BUSINESS COMBINATION

The purchase of substantially all of the asseSpafrtan Staffing Inc. on April 5, 2004 is fully dissed in the related notes included in our
annual report on Form 10-K for the year ended Déxeril, 2004.

On May 27, 2005, pursuant to an Agreement and &flterger (the “Merger Agreement”), we completed aaquisition of 100% of the
common stock of CLP Holdings Corp. (“CLP” or “CLReSburces”), a privately held Nevada corporatiors#6.4 million, including

acquisition costs of $0.8 million. Seven millionlidos of the purchase price is being held in aremdity escrow for two years from the closing
date (except to the extent any amounts are withalesavlier to pay claims) to indemnify us for centaiatters that are specified in the Merger
Agreement. There are no other contingent payments.

Given that CLP provides skilled and semi-skillechporary employees to licensed contractors and fagjkties on an as needed basis, we
believe our acquisition of CLP supports our longristrategic direction and strengthens our conipetjiosition in the temporary labor
industry.

Assets acquired and liabilities assumed in the Gtdguisition were recorded at their estimated falugs as of May 27, 2005. We obtained
independent valuations of the trade names, tradespaon-compete agreements and customer relatmsshi
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purchased and the workers’ compensation liabitguaned and internally determined the fair valuthefother assets and liabilities.

The preliminary allocation of the purchase priceismmarized as follows (in thousands):

Cash and cash equivalel $ 414
Accounts receivable, n 13,04:
Other current asse 1,60:
Income taxes receivahb 17
Receivable from insurance company, 1,88:
Deferred tax asset, curre 3,53t
Property and equipme 1,431
Amortizable intangible asse 11,00(
Indefinite-lived intangible asse 6,00(
Goodwill 31,03¢
Accounts payable and accrued expenses (5,040
Workers’ compensation claims reserve, net of diatou (13,999
Deferred tax liabilities, nc-current (4,339
Other non-current liabilities (220

$ 46,36¢

Identifiable intangible assets purchased in the @tguisition, consist of the following (in thousaid

Fair Useful
Value Life

Amortizable intangible asset

Customer relationshig 10,30( 6.5 year

Non-compete agreemer 70C 1.0to 2.0 yea

Total amortizable intangible ass: $ 11,00(
Indefinite-lived intangible asset:

Trade name/trademar 6,00(

Total indefinite-lived intangible asse! $ 6,00(

The results of operations of CLP are included anabcompanying consolidated financial statementeghe date of purchase. The unaudited
financial information in the table below summarizies combined historical results of operations albar Ready, Inc., and CLP, on a pro forma
basis, as though the companies had been combir&dtees beginning of each period presented. Thisfprma financial information is
presented for informational purposes only and tsnegessarily indicative of the results of operagithat would have been achieved had the
acquisition taken place at the beginning of eacioderesented. The pro forma amounts are as fsligathousands, except per share
amounts):

Thirteen Weeks Ended Thirty -Nine Weeks Endec
September 30 October 1, September 30 October 1,
2005 2004 2005 2004
Revenue from services $ 360,44 $ 329,15 $ 943,07( $ 852,21.
Net income $ 21,79 $ 18,40¢ $ 46,24¢ $ 29,23:
Net income per common sha
Basic $ 041 % 04 % 0.9¢ $ 0.7¢
Diluted $ 0.4C $ 0.3¢ $ 0.8¢ $ 0.6C
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The above data for the thirteen weeks ended, Sériedd, 2005, represents our actual post-acquigiéieults and is included for comparative
purposes only.

NOTE 3: MARKETABLE SECURITIES

Management determines the appropriate classifitatiorsuant to SFAS No. 11A¢counting for Certain Investments in Debt and Bgui
Securities of our investments in debt and equity securifibtarketable Securities”) at the time of purchase eseevaluates such determinat
at each balance sheet date. Marketable Secwiiesst of revenue bonds and other municipal otiiga, which usually have maturities of «
year or less. The aggregate carrying value of oarkitable Securities was $17.7 million at Septen36e2005 and $11.9 million

December 31, 2004. At September 30, 2005 and Desre®ih 2004, those securities were classified adadble-forsale and stated at fair val
with the unrealized holding gains and losses reploas a separate component of shareholders’ eqhigye were no material unrealized
holding gains or losses at September 30, 2005 oember 31, 2004. The specific identification metisdsed for computing realized gains
and losses on the sale of available-for-sale stéesiriFor the thirteen and thirty-nine weeks enSedtember 30, 2005 and October 1, 2004,
there were no sales of available-for-sale secsritiEhese Marketable Securities are availablend fiurrent operations, if necessary.

NOTE 4: RESTRICTED CASH AND OTHER ASSETS

We have cash deposits and other restricted asgbtindependent financial institutions predomingridr the purpose of securing our workers’
compensation obligations. These assets may besesles worker£ompensation claims are paid or when letters aficeze released or can
supported by eligible accounts receivable.

The following is a summary of restricted cash atieepassets as of September 30, 2005 and Decerhp20@4 (in millions):

September 30 December 31

2005 2004
Worker¢ Assurance Progra~ committed cash $ 136.¢ $ 117.2
Casl-backed instrument 9.6 9.t
Workers’ Assurance Program — uncommitted cash* 0.5 1.6
Total Restricted Cash and Other As¢ $ 146.¢ $ 128.¢

* We have agreements with certain financial insititos through our wholly-owned and consolidatedsadiary, Workers’ Assurance of
Hawaii, Inc. (our “Workers’ Assurance Program”)attallow us to restrict cash for the purpose o¥jaliog cash-backed instruments for our
workers’ compensation collateral. These instrumémntlude cash-backed letters of credit, cash imeliclsts that we control as well as cash
deposits held by our insurance carriers. Committezh represents instruments that have been proeidglédged to an insurance company to
cover the cost of claims in the event we are untetbieake payment. Uncommitted cash representsasastable for funding future
commitments.

Our restricted cash and other assets increase@ #iilion since December 31, 2004. The increagwiisarily attributable to the growth in our
workers’compensation reserve for the current policy yeavesontinue to collateralize most of our obligatawvith restricted cash through «
Workers’ Assurance Program.

As a result of our workers’ compensation insurgmaiécy renewal, we expect to restrict an additidb20.3 million of cash into our Workers’
Assurance Program for use as collateral durin@@®5/2006 policy year which expires on July 1, 20D6that expected total, $6.8 million w
be restricted and deposited with our insuranceeraoy the end of our fiscal year 2005 and the tadaof $13.5 million will be restricted and
deposited with our insurance carrier during fisesdr 2006 as required by our insurance agreement.

NOTE 5: RECEIVABLES FROM INSURANCE COMPANIES
For workers’ compensation claims originating in thajority of states (which we refer to as self-ieglistates), we have purchased insurance
policies from independent, third-party carriersjathcover any claims for a particular event aboweductible amount, on a “per occurrence”

basis. Our current deductible is $2.0 million loe majority of our workers’ compensation claims.
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Our workers’ compensation reserves include not estimated expenses for claims within our deduetidyer but also estimated expenses
related to claims above our deductible limits (‘ese claims”).We record a receivable for the insurance coveragexoess claims based on
contractual policy agreements we have with insuramnpanies. We discount this receivable to iisnesed net present value using a disc
rate based on the methodology used to discounetated loss liability as described in Note 8/hen appropriate, based on our best estimate,
we record a valuation allowance against the ina@aaceivable to reflect amounts that may not bézed. Included in other assets in the
accompanying Consolidated Balance Sheets at Septé30b2005 and December 31, 2004 are discounteivebles from insurance
companies, net of related valuation allowance$d#.3 million and $11.0 million, respectively.

Two of the workers’ compensation insurance compgawigh which we formerly did business are curremtljiquidation or financial distress
and have failed to pay a number of excess clainesh#ye presented these excess claims to the gearfamids of the states in which the cla
originated. Certain of these excess claims haea bejected by the state guarantee funds duettdataeligibility limitations. Although we
believe it is probable that we will receive paynseon the majority of our excess claims, we havekmted that recovery is unlikely on a
portion of these claims. As a result, we have edra valuation allowance against the insurancgvables from these two insurance
companies at both September 30, 2005 and Decertith&084 in the amount of $1.2 million.

We also record a receivable for other matters wiwerexpect reimbursement from an insurance compamguded in prepaid expenses,
deposits and other in the accompanying Consolidagtance Sheets at September 30, 2005 is an undiszbreceivable from our insurance
company of $1.8 million in connection with certaimployment related litigation. The receivable i$ discounted due to the short-term nature
of the expected reimbursement.

NOTE 6: INTANGIBLE ASSETS

The following table presents our purchased intdegilssets, which are included in other assetseilCtinsolidated Balance Sheets (in
thousands):

September 30 December 31

2005 2004
Amortizable intangible asset
Trade name/trademar $ 40C $ 40C
Customer relationshif 11,60( 1,30C
Non-compete agreements 1,60( 90C
13,60( 2,60(
Less accumulated amortization 2,39( 847
Total amortized intangible assets, $ 11,21C % 1,758
Indefinite-lived intangible asset:
Trade name/trademar 6,50( 50C
Goodwill 37,36: 6,35¢
Total indefinite-lived intangible assets $ 43,86 $ 6,85¢

We obtained all of our intangible assets as a redwcquisitions. Intangible assets are amortizgidg the straight line method over the
assigned amortization periods, which range from@&.5 years for customer relationships, 1 to &gydor non-compete agreements and 2.5
years for amortizable trade name/trademarks. Aritgjof our trade name/trademarks do not havefaitee life and, accordingly, are n
amortized. Amortization expense of our amortizabtangible assets was $0.8 million and $1.5 millionthe thirteen weeks and thirty-nine
weeks ended September 30, 2005, respectively. Aratidn expense of our amortizable intangible asaeis $0.3 million and $0.6 million for
the thirteen weeks and thirty-nine weeks ended liaetd, 2004, respectively.

NOTE 7: LONG-TERM DEBT

Convertible Subordinated NotesDuring 2002, we issued 6.25% Convertible Subordidadotes due June 2007 (the “Notes”) in the aggeega
principal amount of $70.0 million. Interest wayahble on the Notes on June 15 and December 15cbfyesar. Holders could convert the
Notes into shares of our common stock at any tirm@ po the maturity date at a conversion pric&®f26 per share (equivalent to an ini
conversion rate of approximately 137.741 shares$pd00 principal amount of Notes), subject toaeradjustments. The Notes were
unsecured subordinated obligations and ranked fjumigght of payment to all existing and futurebdi¢hat would constitute senior debt under
the indenture, including letters of credit and spf®nds. Pursuant to the terms of the Notes,raiter June 20, 2005, we could redeem some
or all of the Notes for cash at 100% of their pifyiat amount plus accrued interest if the marketi@alf our common stock equaled or exceeded
125% of the conversion
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price ($9.08) for at least 20 trading days in aogsecutive 30 trading day period ending on theirigaday prior to the date we mail notice of
our intent to redeem the Notes.

On April 20, 2005, we announced that we would Héngathe Notes for redemption on June 20, 2005ctsh at 100 percent of the principal
amount plus accrued interest. Holders of all ofdbestanding Notes converted their Notes into shaf@ur common stock prior to the June
2005 redemption date and none of the outstandingipal amount of the Notes was redeemed for cdsha result of these conversions,
approximately 9.6 million additional shares of coomstock were issued to the holders of the Notdsanreduced our long-term debt by
$70.0 million. The Notes had been accounted foamfas if convertedbasis since their issuance in 2002. Consequesnfiyance of the shai
was not further dilutive to our diluted net incoper share (See Note 9).

NOTE 8: WORKERS' COMPENSATION INSURANCE AND RESERVE S

We provide workers’ compensation insurance to emptorary and regular employees. Our workers’ cors@igon insurance policies must be
renewed annually. We recently renewed our covendatieAmerican International Group, Inc. (“AlG”), vi¢h is the insurance company for the
majority of our workers’ compensation policies, fmrcurences in the period from July 2005 througie 2006. While we have primary
responsibility for all claims, our insurance covgggrovides reimbursement for certain losses apdreses beyond the deductible limits
(“excess claims”). For workers’ compensation claoriginating in self-insured states, the majorifyoar current workers’ compensation
insurance policies cover any claims for a particalent above a $2.0 million deductible, on a ‘pecurrence” basis. This results in our being
substantially selfasured. Furthermore, we now have full liability fal further payments on claims which originatedvibeen January 2001 a
June 2003, without recourse to any third partyiiesas the result of a Novation agreement we edhtete with Kemper Insurance Company in
December 2004.

Our workers’ compensation reserve is discountdtstestimated net present value using a discot@th@sed on average returns of “risk-free”
Treasury instruments, which is evaluated on a gugrbasis. At September 30, 2005, our reservesligcounted at rates ranging from 3.87%
to 5.23%. Included in the accompanying Consolid&alance Sheets as of September 30, 2005 and Dec&t, 2004 are discounted
workers’ compensation claims reserves in the ansoi$167.6 million and $135.6 million, respectiuel

For workers’ compensation claims originating in \Wagton, Ohio, West Virginia, North Dakota, Wyomjr@anada and Puerto Rico (the
“monopolistic jurisdictions”) we pay workers’ compgation insurance premiums and obtain full coveragker government-administered
programs. Accordingly, because we are not the psirabligor, our financial statements do not reflét liability for workers’ compensation
claims in these monopolistic jurisdictions.

Workers’ compensation expense is recorded as partrccost of services and consists of the follajdiomponents: self-insurance reserves net
of changes in discount, monopolistic jurisdictigmemium, insurance premium and any changes indhetion allowance related to
receivables from insurance companies as describBdte 5. Workers’ compensation expense totalirg) Billion and $20.9 million was
recorded for the thirteen weeks ended Septembe2(®% and October 1, 2004, respectively. Workess\pensation expense totaling $58.4
million and $58.0 million was recorded for the thinine weeks ended September 30, 2005 and Ocipl®904, respectively.

NOTE 9: NET INCOME PER SHARE

Basic net income per share is calculated by digidiat income by the weighted average number of comshares outstanding during the ye
Diluted net income per share is calculated by digjdadjusted net income by the weighted averagebeumf common shares and potential
common shares outstanding during the year. Patarttinmon shares include the dilutive effects détanding options and the conversion
features of the Notes, except where their inclugionld be anti-dilutive. The anti-dilutive shamst considered as part of our calculation are
as follows:

(Amounts in Thousands)

Thirteen Weeks Ended Thirty -Nine Weeks Endec
September 30 October 1, September 30 October 1,
2005 2004 2005 2004
Stock options — 161 13¢ 161

Anti-dilutive shares associated with our stock opsi relate to those stock options with a granteghnigher than the average market value of our
stock during the periods presented.
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Adjusted net income and diluted common shares walilated as follows:

Thirteen Weeks Ended

September 30 October 1,
2005 2004

Net income $ 21,79: $ 15,572
Adjustments

Interest on Note — 1,10¢
Amortization of costs for Notes issuar — 14¢
Tax effect — (49¢)
Total adjustments — 75¢
Adjusted net incom $ 21,79: $ 16,33

Common Shares anc
Potential Common Shares
(In Thousands)
Weighted average number of common shares usedsio et income per common share 53,24: 41,90(

Effect of dilutive securities

Stock options 1,032 1,041
Convertible Notes — 9,642

Weighted average number of common shares and pdteotnmon shares used in diluted
net income per common shz 54,27¢ 52,58

Thirty -Nine Weeks Endec

September 30 October 1,
2005 2004

Net income $ 46,59 $ 26,43(
Adjustments

Interest on Note 1,85¢ 3,31¢
Amortization of costs for Notes issuar 274 447
Tax impact (813 (1,499
Total adjustments 1,32( 2,267
Adjusted net income $ 4791: $ 28,697
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Common Shares anc
Potential Common Shares
(In Thousands)
Weighted average number of common shares usedsio et income per common shi 46,78t 41,53¢

Effect of dilutive securities

Stock options 86¢ 1,01cC
Convertible Notes 5,89: 9,64

Weighted average number of common shares and pdteotnmon shares used in diluted
net income per common shz 53,54¢ 52,19(

NOTE 10: COMMITMENTS AND CONTINGENCIES

Accounts Receivable Facilit

In March 2001, we entered into a letter of creddility and accounts receivable securitizationlfigc{collectively the “Accounts Receivable
Facility”) with certain unaffiliated financial institutionsahexpires in February 2006. The Accounts RecédvBacility provides loan advanc
and letters of credit through the sale of substdiptall of our eligible domestic accounts receileato a wholly-owned and consolidated
subsidiary, Labor Ready Funding Corporation. Tlee®nts Receivable Facility includes a corporat@gotee by us and requires that we
comply with certain financial covenants. Amongestthings, these covenants require us to maintiaia liquidity, net income and net worth
levels and a certain ratio of net income to fixgdenses. Subject to certain availability requiretagthe Accounts Receivable Facility allows
us to borrow a maximum of $80 million, all of whialay be used to obtain letters of credit. The am®we may borrow (our borrowing
capacity) under this agreement are largely a fonatf the levels of our accounts receivable frametito time, supplemented by pledged and
restricted cash. We currently use this facilitystsue letters of credit but if we were to take @nlagainst this borrowing capacity, interest we
be charged at 2.5% above the Prime Rate. We arentlyrin compliance with the covenants relatethi Accounts Receivable Facility.

At September 30, 2005, we had a total availableowdng capacity of $75.0 million under the AccouRtsceivable Facility comprised entirely
of the eligible portion of our $111.7 million ofa@itized accounts receivable. Of that borrowingamaty available at September 30, 2005, we
had $51.8 million of letters of credit issued agaihleaving us with $23.2 million available fartfire borrowings.

Workers Compensation Commitments

We are required by our insurance carriers and icestate workers’ compensation programs to colédiee a portion of our workers’
compensation obligation with cash and cash-badk&tduments, irrevocable letters of credit, or suteinds. The letters of credit bear
fluctuating annual fees, which were approximateBf4 of the principal amount of the letters of cteulitstanding as of September 30, 2005.
The surety bonds bear annual fees based on a pageesf the bond, which is determined by each ieddpnt surety carrier but does not
exceed 2% of the bond amount.

At September 30, 2005 and December 31, 2004 wetwdded our insurance carriers and certain staigscommitments in the form and
amounts outlined below (in millions):

Workers’ Compensation Commitments as of

September 30 December 31
2005 2004
Workers’ Assurance Program - committed cash $ 136.6  $ 116.%
Accounts Receivable Facility letters of cre 51.¢ 40.1
Cast-backed instrument 9.€ 9.5
Unsecured surety bonds 7.7 5.8
Total Collateral Commitments $ 2057 $ 172.1

Our workers’ compensation commitments increasedé8lion since December 31, 2004. The increaggartially attributable to $11.2
million of additional letters of credit as a resoftour acquisition of CLP and the remaining partad the increase is related to the growth in
workers’ compensation reserve as we continue tateohlize most of our obligations with restriceash through our Workers’ Assurance
Program.
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Revolving Credit Facility

In January 2002, we entered into a revolving criedility with Wells Fargo Bank (the “Revolving Gii¢ Facility”). As of September 30, 2005
the available borrowing amount was $8.3 millionhwiitterest at the fluctuating rate per annum o5%below the Prime Rate or 1.85% above
the London InteBank Rate, at our option. The available borrowangount under this facility will be reduced by $1H) each quarter throu
February 2006 at which time the facility expirdshe Revolving Credit Facility bears fees of 0.35Pthe unused amount, and is secured by a
first deed of trust on our corporate headquarteiigling. The Revolving Credit Facility contains @ss-default provision with respect to our
Accounts Receivable Facility, which obligates uapag other things, to maintain certain liquiditgt income and net worth levels and a ce
ratio of net income to fixed expenses. We curyedd not have any borrowings on the Revolving QrEdcility and are in compliance with the
related covenants.

Capital Leases
The following is a summary of property and equiptrtegid under non-cancelable capital leases:

(Amounts in Thousands)
September 30 December 31

2005 2004
Cash dispensing machin $ 1617 $ 8,11¢
Computers and softwa 1,812 1,61¢
Furniture and equipment 22€ 292
3,657 10,02}
Less accumulated depreciation and amortization 1,70% 6,404
$ 1950 $ 3,62¢

Future minimum lease payments under these non-lednleeapital leases as of September 30, 2005sai@laws for each of the next five
years and thereafter (in thousant

2005 $ 25€
2006 80:
2007 43¢
2008 201
2009 4
Thereafter —
Total minimum lease paymer 1,70z
Less amounts representing interest and t 112
Present value of net minimum lease paym 1,591
Less current maturitie 784
Long-term portion $ 807

Our capital lease obligations are reported in oliaéilities in the Consolidated Balance Sheete Weighted average interest rate on

capitalized leases is approximately 5.0% and thsdéerms range from 24 to 84 months.

Operating Leases

We have contractual commitments in the form of apieg leases related to branch office leases, lehand equipment. While most of our

branch office leases have longer contractual temasa small minority have stepped rents to appraténnflation,
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we have the right to cancel the majority of ousk=sawith 90 days notice. Accordingly, we have notuded the leases with 90 day cancellation
provisions in our disclosure of future minimum legmyments.

Future non-cancelable minimum lease payments umdeoperating lease commitments as of Septembe2(8I5, are as follows for each of the
next five years and thereafter (in thousands):

2005 $ 1,39¢
2006 3,71¢
2007 1,862
2008 1,01(
2009 697
Thereafter 58C
Total $ 9,261

The majority of operating leases pertaining to bhaoffices provide for renewal options ranging frthmee to five years. Operating leases are
generally renewed in the normal course of busiress,most of the options are negotiated at that.tifetal branch office rent expense for the
thirteen weeks ended September 30, 2005 and OctoRe04 was approximately $5.9 million and $5.0iam, respectively. Total branch
office rent expense for the thirtyine weeks ended September 30, 2005 and OctoB604,was approximately $16.5 million and $14.8 il
respectively.

Legal Contingencies and Developmet

From time to time we are the subject of compliaagdits by federal, state and local authoritiestirgjeto a variety of regulations including
wage and hour laws, taxes, workers’ compensatiomigration and safety. From time to time we are alsbject to legal proceedings in the
ordinary course of our operations. A summary of most significant pending litigation and regulatpnpceedings is set forth below. It is not
possible at this time for us to determine fully #ffect of all legal proceedings on our consoliddiaancial position, results of operations or
liquidity; however, to the extent possible, whergdl liabilities can be estimated and are consitlprebable, we have recorded a liability. To
the extent that an insurance company is contrdgtabligated to reimburse us for a liability, wecoed a receivable for the amount of the
anticipated reimbursement. In accordance with autbog principles generally accepted in the Unitéatés of America, we have established
reserves for our contingent legal and regulat@ilities in the amount of $6.5 million at SeptemB@, 2005 and $5.2 million at December 31,
2004. We believe that none of the currently pendiéggl proceedings, individually or in the aggregatill have a material adverse impact on
our financial position, results of operations osttflows beyond amounts that have been accrudwkifirtancial statements, although we can
make no assurances in this regard.

On July 29, 2002, Marisol Balanderan and 55 otlein{iffs filed an action against us and one of oustomers in California State Court, Los
Angeles County. The plaintiffs are temporary ergpks and job applicants who seek unquantified cosgiery and punitive damages based
on allegations that they were subjected to discration in dispatch to jobs on the basis of thaindée gender, throughout a period from
September 2001 through January 2002. They alsocsggfication of a class of similarly situated teonary employees. This matter is still in
the discovery phase.

On February 6, 2003, Scott Romer and Shawna Gtatk, former Labor Ready employees, filed an actigainst us in California State Court,
Los Angeles County. The plaintiffs allege that thesre wrongfully exempted from overtime pay durthgir employment. They seek
unquantified compensatory damages and certificatf@anclass of similarly situated employees. Orudan 6, 2004, Patricia Huntley and
Brandon McCall filed a complaint in interventiondahave been included as plaintiffs in this lawstitis matter is currently in the discovery
phase.

On July 16, 2003, Alecia Recio, Elizabeth EsquiEpbie Owen and Barry Selbts, each a currentrondoLabor Ready employee, jointly
filed an action in United States District Court tbe Central District of California, alleging faikito pay overtime under state and federal law
and seeking unspecified damages and certificati@nctass of similarly situated employees. On Septer 23, 2003, the court dismissed the
case for improper venue. On October 1, 2003, Reefded her case in California State Court, Loggales County, seeking similar relief on
behalf of Labor Ready employees employed in theeSthCalifornia. On October 21, 2003, Owen redileer case in the United States District
Court for the Western District of Washington, seeksimilar relief on behalf of Labor Ready emplayeenployed in all states except
California. On December 30, 2003, Patricia Hunfleyd an action in the United States District Cdartthe Western District of Washington
seeking similar relief on behalf of Labor Ready &gpes employed in all states except California emnsolidated her claims with those of
Owen. These matters are currently in the discopbgase.

On May 10, 2004, Lester Mason filed an action i thnited States District Court for the Southerntiisof Florida, alleging that we violated
state law in connection with fees charged for @ashcdispensing machines and transportation ofesaporary employees. The plaintiff sought
damages of $1,000 per transaction and certificatfanclass of similarly situated Florida employe&$e court dismissed the action without
prejudice in July 2004. On August 5, 2004, Alexand/right and Walter
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McLamore filed a similar action, seeking similantiges, in the Florida Circuit Court for Broward @ou The plaintiffs voluntarily dismissed
their case on December 8, 2004. On March 31, 2D8%e Lewis and Michael Lombardo filed a similati@e, seeking similar damages in the
United States District Court Southern District ddrida. These matters are currently in the discpphase. We entered into non-binding
mediation to resolve the issues raised in thisenaitd believe it is possible that the case wiltdsolved through settlement. Due to inherent
uncertainties in litigation, we cannot charactettze likelihood that this claim will be settled drit is not settled, that we will be successful i
litigation as either probable or remote nor canestmate with any accuracy the range of loss aatativith this claim.

On January 12, 2005, the New Jersey Division ofdliar (the “Division”) filed a Notice of AssessmeRélated to Final Audit Determination
asserting that we owe $7.0 million for delinqueades taxes, penalties and interest for the perictdlé2r 1, 2000 through September 30, 2004.
The amount of the assessment is based on the @iigsassertion that 100% of our revenue from Nengeleoperations is subject to sales tax.
We dispute the Division’s position that we provid&able services under New Jersey law and we hiaeean administrative protest.

NOTE 11: SUPPLEMENTAL CASH FLOW INFORMATION

Thirty -Nine Weeks Endec
September 30 October 1,
2005 2004
(Amounts in Thousands)

Cash paid during the period fc

Interest $ 3,03t $ 2,971
Income taxe: $ 12,54: $ 13,40:
Non-cash investing and financing activitit
Redemption of Convertible Subordinated Notes, hétas $ 68,807 $ —
Contribution of common stock to 401(k) pl $ 381 $ 21¢
Assets acquired with capital lease obligati $ 241 % 34¢
Common stock bonus of 7,000 and 12,000 st $ 11¢ $ 14€
Asset retirement obligatic $ 478 $ —
Capital leases assumed with the purchase of Sp&tédfing, Inc $ — 3 287
Unrealized gain (loss) on marketable secur $ 1 $ (54)

NOTE 12: EMPLOYEE STOCK PURCHASE PLAN

We have an Employee Stock Purchase Plan (the “BESPPRtovide substantially all regular employeesovilave completed six months of
service and meet certain limited qualificationspgportunity to purchase shares of our common sfacugh payroll deductions. The ESPP
permits payroll deductions up to 10% of eligibleeattax compensation. Participant account balaaoesised to purchase shares of common
stock at the lesser of 85% of the fair market valfighares on either the first day or the lastafagach month. The ESPP expires on June 30,
2006 and 1.9 million shares of common stock haenlveserved for purchase under the ESPP, of wh&hillion shares have been issued
0.6 million shares remain available for future @sce at September 30, 2005. During the thirty-miaeks ended September 30, 2005,
participants purchased 44,000 shares in the ESRfash proceeds of $0.7 million. During the thinipe weeks ended October 1, 2004,
participants purchased 49,000 shares in the ESRfash proceeds of $0.6 million.
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NOTE 13: STOCK OPTION AND INCENTIVE PLANS

We have stock option and incentive plans for does;tofficers, and employees, which provide for-goalified and incentive stock options as
well as other stock based awards. The majoritgunfoptions vest evenly over a four-year periodnfithe date of grant and expire if not
exercised within five years from the date of grant.

On May 18, 2005, our shareholders approved the L&kady, Inc. 2005 Long-Term Equity Incentive Pltoe “2005 Plan”). The 2005 Plan
permits the granting of nongualified stock optidnsgentive stock options, restricted stock, restdcstock units and stock appreciation rights.
The total number of shares authorized for this @a$500,000 shares. All future stock compensadiwards will be awarded from the 2005

Plan.

The fair value of option grants is estimated ondhte of grant utilizing the Black-Scholes optiaiting model with the following weighted
average assumptions for grants in 2005: fisk-interest rates of 3.75% based on an expeif¢edfloptions of 5.8 years, a volatility expectel
of 53% and a 0% dividend yield. The following tabkimmarize stock option activity for the thirteeeek and thirty-nine week periods

indicated below (in thousands, except exercisesjric

Thirteen
Weeks Ended
September 30, 200!

Thirteen
Weeks Ended
October 1, 2004

1) 1)
Shares Price Shares Price

Outstanding at beginning of period 2,091 % 9.5¢ 3,77: % 6.67
Granted — % — 25 $ 13.5¢
Exercised (74) $ 5.81 (66) $ 6.14
Cancelec (56) $ 9.2¢ (112) $ 12.17
Outstanding at the end of the per 1,961 $ 9.74 362( $ 7.0¢
Exercisable at the end of the period 60€ $ 7.2¢€ 1,241 $ 5.32
Weighted average fair value of options

granted during the peric $ — $ 7.6

Thirty -nine Thirty -nine
Weeks Ended Weeks Ended
September 30, 200! October 1, 2004
1) 1)
Shares Price Shares Price

Outstanding at beginning of period 3,14t $ 7.3t 452¢ $ 7.1¢
Granted 264 $ 17.5:¢ 45¢ % 12.72
Exercised (1,237) $ 5.3¢ 77¢) $ 6.1C
Cancelec (21€) $ 9.5¢ (587) $ 13.4]
Outstanding at the end of the per 1961 $ 9.74 362( $ 7.0¢
Exercisable at the end of the period 60€ $ 7.2¢€ 1,241 $ 5.32
Weighted average fair value of options

granted during the peric $ 9.31 $ 7.6¢

(1) Weighted average exercise price.
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Information relating to stock options outstandimgl &xercisable at September 30, 2005 is as fol{owthousands, except per share amounts):

Outstanding Options Exercisable Options

Weighted Weighted Weighted

Remaining Average Average
Range of Exercise Price Shares Life Price Shares Price
$ 328 - § 3.8C 187 05 $ 3.4¢ 18 % 3.4¢
$ 381 - % 6.0C 37€ 1.5¢ $ 5.5¢ 166 $ 5.4¢
$ 6.01 - $ 14.0( 1,12( 3.1 % 10.3¢ 20¢ % 9.87
$ 1401 - & 20.3¢ 27¢ 6.4¢ $ 17.2¢ 46 $ 16.8¢
$ 328 - § 20.3¢ 1,961 3.07 $ 9.7¢4 60€ $ 7.2¢€

During the thirteen week period ended Septembe2@05 we granted 21,000 shares of restricted stukrecorded pre-tax compensation
expense of $487,000. No restricted stock was gdathtiring the thirteen week period ending Octoh@0D4, and we recorded $84,000 of pre-
tax compensation expense related to the vestingstricted stock granted in prior periods. Durihg thirty-nine week periods ended
September 30, 2005 and October 1, 2004, we gra®2@®00 and 91,000 shares of restricted stockrecatded pre-tax compensation expense
of $1,027,000 and $182,000, respectively.

For the thirty-nine weeks ended September 30, 20@&tal of 58,000 restricted shares were awarddéde executives and vest in three equal
installments over three years, with a four yeagnton period thereafter, during which the exe@sgimust retain a certain percentage of shares
For the thirty-nine weeks ended October 1, 20a4ta of 91,000 restricted shares were awarde@vers executives and cliff vest in three
years, with a two year retention period thereaftaring which the executives must retain a cempaircentage of shares. Compensation exg
related to all these shares is recorded over thngeperiod and the shares are forfeited if emplent terminates prior to vesting.

Subsequent to the acquisition of CLP and duringsdwnd quarter of 2005, we granted stock optiodsrestricted stock to certain CLP
employees. One key CLP employee received stodkropand shares of restricted stock that eachinelstee equal installments over three
years, with a four year retention period thereafteéertain other CLP employees received sharesstficted stock that vest in four eq
installments over four years. All grants to CLPpéoyees were awarded from the 2005 Plan.

20




Iltem 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations

This Form 10-Q contains forward-looking statemenfihese statements relate to our expectationsifard events and future financial
performance. Generally, the words “anticipateXgect,” “intend” and similar expressions identifyrfvard-looking statements. Forward-
looking statements involve risks and uncertaintiesl future events and circumstances could diffgrificantly from those anticipated in the
forward-looking statements. These statementsryepredictions. Actual events or results mayaetiffnaterially. Factors which could affect
our financial results are described in Item 3, Iféand Item 7A of Part 1 of our Form 10-K for theay ended December 31, 2004 and in the
“Risk Factors” included in this Form 10-Q. Readams cautioned not to place undue reliance on ttwrerd-looking statements, which speak
only as of the date hereof. Although we beliea the expectations reflected in the forward-logkstatements are reasonable, we cannot
guarantee future results, levels of activity, perfance or achievements. Moreover, neither we ngogher person assumes responsibility for
the accuracy and completeness of the forward-lgpkiatements. We undertake no duty to update fatmedorward-looking statements after
the date of this report to conform such statemnéstual results or to changes in our expectations

Executive Overview

Labor Ready is an international provider of temppemployees for manual labor, light industrialgdeakilled trades jobs operating under the
names of Labor Ready, Workforce, Spartan Staffamgl CLP Resources. Our customers are primarilinbsses in the transportation,
warehousing, hospitality, landscaping, construgctiigit manufacturing, retail, wholesale, and satiith industries. During 2004, we served
more than 318,000 customers and we put approxiyn@@,000 people to work through our branch officeall 50 of the United States, in
Puerto Rico, in six provinces of Canada and indhged Kingdom. We believe our ability to providdarge number of temporary employees
on short notice, usually the same day as requestedides us with a competitive advantage in thauaaand light industrial portion of our
business. Likewise, our ability to provide highatjty, skilled workers in our skilled trades busisealso provides significant value to our
customers.

Our third quarter of 2005 was highlighted by a 24 .increase in revenue to $360.4 million comparegtenue of $296.1 million for the third
quarter of 2004. This revenue growth resulted inmzme for the quarter of $21.8 million or $04€r diluted share, compared to net income
of $15.6 million or $0.31 per diluted share for thed quarter of 2004. Revenue from branches apenyear or longer grew approximately
8.7% over the same quarter a year ago, which ieslad?2.9% improvement in the average bill ratefa@#l growth in hours billed. The CLP
Resources operations that we acquired on May 20/, 2bntributed 12.8% of our revenue growth fordharter.

Along with the increase in revenue, gross margiosgased to 31.3 percent compared to 30.9 pencée ithird quarter of 2004. The quarterly
gross margin improvement was primarily the restiltrgoroved trends in our workers’ compensation sdst the current period based on a
lower accident rate than we experienced a year3gjting, general and administrative (“SG&A”) exges as a percentage of revenue were fla
at 21.2% compared to the quarter ended OctobedQ4.2We opened six new branches and closed sitchbes during the quarter. We curret
operate 893 branches worldwide and plan to opé&aat one more additional branch during the renainfl2005.

Our fiscal year-to-date operations through SepterBBe2005 were highlighted by a 16.4% increasew@nue to $898.9 million compared to
revenue of $772.1 million for the same period ary&p. This revenue growth resulted in net incofr®46.6 million or $0.89 per diluted sha
compared to net income of $26.4 million or $0.56 ¢ikited share for the same period in 2004. Regdmm branches open one year or longer
grew approximately 8.3% over the same period a ggar which includes a 3.2% improvement in the agerbill rate and 5.1% growth in

hours billed. Acquired branches provided approxetya8.3% of our revenue growth for the first thopearters of 2005.

Along with the increase in revenue, gross margiossiased to 31.3 percent compared to 30.0 peroetitd first three quarters of 2004. The
fiscal year-to-date gross margin improvement isprily the result of improved trends in our workersmpensation costs. Selling, general and
administrative (“SG&A”) expenses as a percentagewoénue were 22.5% compared to 23.2% for theythirte weeks ended October 1, 20
This decrease is attributable to strong cost ctsm#od increased leverage of fixed costs due tinttrease in sales. We opened a total of 41
new branches and closed 13 branches during thetfiee quarters of 2005. We also added 50 brartbihesgh the purchase of CLP Resour
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Results of Operations
Thirteen Weeks Ended September 30, 2005 Compared Thirteen Weeks Ended October 1, 2004

The following table compares the operating redoltshe thirteen weeks ended September 30, 200®ataber 1, 2004 (in thousands):

Thirteen Weeks Ended

September 30 October 1, Percent

2005 2004 Change
Revenue from services $ 360,44! $ 296,13: 21.7%
Cost of service 247,57 204,76¢ 20.€%
Gross profit 112,87 91,36¢ 23.5%
Selling, general and administrative exper 76,49 62,63¢ 22.1%
Depreciation and amortization 2,46¢ 2,20( 12.2%
Interest expens (772) (1,61%) (52.29%
Interest and other income 2,19¢ 84:¢ 160.1%
Income before tax expense 35,33¢ 25,76 37.2%
Net income $ 21,79: $ 15,57 39.%

Branch Offices and Revenue from Servic. The number of branch offices increased to 8eptember 30, 2005 from 820 locations at
October 1, 2004, a net increase of 73 branch affice8.9%. Revenue for the quarter increased 2tdtpared to the same quarter a year
The change in revenue was made up of the folloiwrggcomponents: (a) an 8.7% increase in same hresvenue, defined as those branch
offices opened one year or longer (b) a 12.8% asealue to the acquisition of CLP Resources, (8)%6) decline in revenue related to bra
offices closed over the past twelve months, (d)9&Dincrease in revenue from new branch officesnegdess than one year, excluding the
acquired branches and (e) a 0.2% increase frongforeirrency translation.

Cost of Services and Gross ProfitCost of services decreased to 68.7% of revenuiéoquarter ended September 30, 2005 compared to
69.1% for the quarter ended October 1, 2004. Watlemmpensation costs for the third quarter of 2@@se approximately 6.6% of revenue
compared to 7.1% in the third quarter of 2004. fiddiction to our workers’ compensation costs ispitegluct of our safety and risk
management programs that continue to reduce thadrey of accidents. As a result, our gross phofiteased to 31.3% for the quarter ended
September 30, 2005 compared to 30.9% for the quamtded October 1, 2004.

Selling, General, and Administrative Expens. Selling, general and administrative (“SG&A”) exyses as a percentage of revenue were flat
at 21.2% for the thirteen weeks ended Septembe2@®Ih compared to the thirteen weeks ended Octipl2004. SG&A expenses as a
percentage of revenue have remained steady ascveage average branch revenue while at the sareectintinuing to control operating costs.

Depreciation and Amortization Expenst. Depreciation and amortization expenses increskgitly to $2.5 million for the thirteen weeks
ended September 30, 2005 from $2.2 million forttiigeen weeks ended October 1, 2004. This inerésaattributable to the depreciation and
amortization on acquired CLP assets.

Interest ExpenseWe recorded interest expense of $0.8 million fertthirteen weeks ended September 30, 2005 compmfEd6 million for
the thirteen weeks ended October 1, 2004. The deeris due to the redemption of our ConvertibleoBdibated Notes during the second
quarter of 2005.

Interest and Other Incomt«. We recorded interest and other income of $2.2 anilfor the thirteen weeks ended September 30, 200fpared
to $0.8 million for the thirteen weeks ended Octahe2004. The change in interest and other incquaeter over quarter is attributable to the
rise in short-term interest rates, increased rattesturn on our restricted cash, and increasignuas of cash and restricted cash earning
interest.
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Income Tax.Our effective tax rate was 38.3% for the thirteerelss ended September 30, 2005 compared to 39.68efthmirteen weeks end
October 1, 2004. The principal difference betwtenstatutory federal income tax rate and our #ffeéncome tax rate results from state
income taxes, federal tax credits, certain non-deéldle expenses and the valuation allowance digtlibslow. The decrease in our effective
tax rate reflects the benefit from certain federaployment tax credits. These credits expireti@end of 2003. Legislation signed by
President Bush in October 2004 retroactively extentiese credits from 2003 to December 31, 2005.

We have a net deferred tax asset of approximateByd$million at September 30, 2005 resulting prifgdrom workers’ compensation
reserves, allowance for doubtful accounts, resefimesontingent legal liabilities and domestic dockign net operating loss carry forwards.
assessed our past earnings history and trendecpedjsales, expiration dates of loss carry forayaadd our ability to implement tax planning
strategies which are designed to accelerate oedsertaxable income. Based upon the resultsélttalysis and the uncertainty of the
realization of certain tax planning measures, weal#ished a valuation allowance against certainekiim and foreign net operating loss carry
forward benefits in the amount of $7.7 million &p&mber 30, 2005 and $6.3 million at October D420

On October 22, 2004, President Bush signed the isaredobs Creation Act of 2004 (“Act”). The Act pides for a special ongme deductiol

of 85 percent of certain foreign earnings thatrapatriated (as defined in the Act) in either atemrise’s last tax year that began before the
enactment date, or the first tax year that beginsd the one-year period beginning on the datenafctment. Under the Act, we may choose to
repatriate earnings from any or all of our foreigmestments and may apply the special time deduction to any repatriated amounts, prov
certain criteria are met. We are evaluating theat$f of the repatriation provision for each of seweral foreign investments and expect to
complete the evaluation prior to the end of thetfoquarter of 2005. By the end of 2005, we wiltide upon repatriation and reinvestment
plans. At this time, we cannot reasonably estirttagerange of the income tax effects of a repatnatif any earnings from our foreign
investments.

Thirty-nine Weeks Ended September 30, 2005 Compared Thirty-nine Weeks Ended October 1, 2004

The following table compares the operating redoltshe Thirty-nine weeks ended September 30, 20@bOctober 1, 2004 (in thousands):

Thirty Nine Weeks Ended

September 30 October 1, Percent

2005 2004 Change
Revenue from service $ 898,86¢ $ 772,10: 16.4%
Cost of service 617,18! 540,24 14.2%
Gross profit 281,68 231,85: 21.5%
Selling, general and administrative expenses 202,15¢ 179,39: 12.7%
Depreciation and amortizatic 6,86¢ 6,53¢ 5.C%
Interest expense (3,650 (4,92¢) (25.9%
Interest and other incon 6,257 2,88¢ 116.6%
Income before tax expense 75,26¢ 43,88 71.5%
Net income $ 46,59: $ 26,43( 76.5%

Branch Offices and Revenue from Servic. The number of branch offices increased to 8%egtember 30, 2005 from 820 locations at
October 1, 2004, a net increase of 73 branch affice8.9%. Revenue for the first three quarter208/5 increased 16.4% compared to the ¢
period a year ago. The change in revenue was mpadéthe following five components: (a) an 8.3%r&ase in same branch revenue, defined
as those branch offices opened one year or lohyemn(8.3% increase due to branches acquired(dck%) decline in revenue related to bra
offices closed over the past twelve months, (d)9&Dincrease in revenue from new branch officesnegdess than one year, excluding the
acquired branches and (e) a net 0.1% increaseftr@ign currency translation and other miscellarsefagtors.

Cost of Services and Gross ProfitCost of services decreased to 68.7% of revenulaéathirty-nine weeks ended September 30, 2005
compared to 70.0% for the thirty-nine weeks endetber 1, 2004. A large part of that improvemers &@me from the fact that our bill rate
growth has exceeded our pay rate growth. Averagegia growth was 6.4% year over year while ourage bill rate growth increased by
7.0% over the same period. Workers’ compensatistsdor the thirty-nine weeks ended September @05 2vere approximately 6.5% of
revenue compared to 7.5% for the thirty-nine wesided October 1, 2004. The decrease is primaelyebult of a lower accrual rate for the
current year compared to the rate we experiengghaago. The on-going reduction to our workershpensation costs is the product of our
safety and risk management programs that contmuoeduce the frequency of accidents. As a reguitgross profit increased to 31.3% for the
thirty-nine weeks ended September 30, 2005 compardd.0% for the thirty-nine weeks ended Octohe2(DA4.
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Selling, General, and Administrative Expens. Selling, general and administrative (“SG&A”) exyses as a percentage of revenue have
decreased to 22.5% for the thirty-nine weeks er@kggtember 30, 2005 compared to 23.2% for the thirtg weeks ended October 1, 2004.
The driving force behind the reduction of SG&A erpes as a percentage of revenue is the fact thateniacreasing average branch revenue
while at the same time continuing to control opeagatosts.

Depreciation and Amortization Expenst. Depreciation and amortization expenses increskgltly to $6.9 million for the thirty-nine weeks
ended September 30, 2005 from $6.5 million forttiety-nine weeks ended October 1, 2004. Thisaase is attributable to the depreciation
and amortization on acquired CLP assets.

Interest ExpenseWe recorded interest expense of $3.7 million ferttiirty-nine weeks ended September 30, 2005 cazdgar$4.9 million
for the thirtynine weeks ended October 1, 2004. The decreaseitodhe redemption of our Convertible Subordid@etes during the seco
quarter of 2005.

Interest and Other Incom«. We recorded interest and other income of $6.3 omilfor the thirty-nine weeks ended September 30520
compared to $2.9 million for the thirty-nine weeksded October 1, 2004. The change in interest et mcome year over year is attributable
to the rise in short-term interest rates, increaasss of return on our restricted cash, and irsingabalances of cash and restricted cash earning
interest.

Income Tax.Our effective tax rate was 38.1% for the thirty-aimeeks ended September 30, 2005 compared to 38r8%e thirty-nine weeks
ended October 1, 2004. The principal differendg/ben the statutory federal income tax rate anceffective income tax rate results from
state income taxes, federal tax credits, certamdexuctible expenses and the valuation allowaismigsed below. The decrease in our
effective tax rate reflects the benefit from certiEideral employment tax credits. These credigsred at the end of 2003. Legislation signed
by President Bush in October 2004 retroactivelgraed these credits from 2003 to December 31, 2005.

Summary of Critical Accounting Estimates and Policés

Managemens Discussion and Analysis of Financial Conditiod &esults of Operations discusses our consolidatadcial statements, whic
have been prepared in accordance with accountingiples generally accepted in the United State&mérica. The preparation of these
financial statements requires management to makeatss and assumptions that affect the reportezliata of assets and liabilities and the
disclosure of contingent assets and liabilitiethatdate of the financial statements and the redamounts of revenue and expenses during the
reporting period. On an on-going basis, managemealtiates its estimates and judgments, includingehelated to workers’ compensation
claims, bad debts, contingencies and litigationiandme taxes. Management bases its estimatesidghgnts on historical experience and on
various other factors that are believed to be measie under the circumstances, the results of wioich the basis for making judgments about
the carrying value of assets and liabilities thatreot readily apparent from other sources. Aateslilts may differ from these estimates under
different assumptions or conditions.

Management believes the following critical accongtpolicies, among others, reflect the more sigaiit judgments and estimates used in the
preparation of our consolidated financial statermefitso see Note 1 of the Notes to ConsolidatedHiiral Statements found in Item 8 of
Part Il of our Form 10-K for the year ended Decengie 2004.

Workers’ Compensation Reservad/e maintain reserves for workers’ compensatiomtdaiincluding the excess claims portion above our
deductible, using actuarial estimates of the futa®t of claims and related expenses that have fepented but not settled, and that have been
incurred but not reported, as well as managem@mdgment and expectations. This reserve, whidectf potential liabilities to be paid in
future periods based on estimated payment pattisrdicounted to its estimated net

24




present value using a discount rate based on aveefigrns on “risk-freeTreasury instruments with maturities comparabléheaverage life «
our workers’ compensation claims. At September2B05, our reserves are set at the estimate probgedr independent actuary and are
discounted at rates ranging from 3.87% to 5.23% eWhluate the reserve regularly throughout the yed make adjustments as needed. |
actual cost of such claims and related expense=edgdhe amounts estimated, additional reservesmeagquired

Allowance for Doubtful Accounts. We establish an allowance for doubtful accountsefiimated losses resulting from the inability of o
customers to make required payments. We evaluataltbwance regularly throughout the year and nefastments as needed. If the
financial condition of our customers were to detexie, resulting in an impairment of their abilibtymake payments, additional allowances |
be required.

Goodwill and Intangible Assets As a result of our recent acquisitions, we haeorded goodwill and various intangible assetheit

estimated fair values. The estimated fair valdfabh®acquired amortizable and indefinite-livedaimgible assets as determined by certain asset
valuation experts are based on our expectatiorssdeyy future operating results and cash flows. dinertization period of the amortizable
intangible assets is based on our expectationeofittmber of future periods that we will receive dfé@n Any purchase price in excess of the

fair value of the acquired tangible and intang#msets is classified as goodwill and is testedhipairment in the fourth quarter of each fiscal
year and whenever events or circumstances indicatempairment may have occurrt

Reserves for Contingent Legal and Regulatory Liatids. We have established reserves for contingent leghlegulatory liabilities. We
record a liability when our management judges itnatprobable that a legal claim will result in adverse outcome and the amount of liability
can be estimated. We evaluate this reserve regutadughout the year and make adjustments as deddbe actual outcome of these matters
is different than expected, an adjustment wouldhzrged or credited to expense in the period the&owe occurs or the period in which the
estimate changes.

Income Taxes and Related Valuation Allowanc We account for income taxes by recording taxgsipie or refundable for the current year
operating results and deferred tax assets anditiedifor the future tax consequences of everds llave been recognized in our financial
statements or tax returns. As required under Setéof Financial Accounting Standards (“SFAS”) N69, Accounting for Income Taxesve
measure these expected future tax consequences lyase provisions of tax law as currently enactéte effects of future changes in tax le
are not anticipated. Variations in the actual oote®f these future tax consequences could matenmaplact our financial position or our
results of operations. When appropriate, we reeordluation allowance against deferred tax aseaiffget future tax benefits that may not be
realized when we believe it is more likely than tiwtt all or some portion of our deferred tax asgeéll not be realized, based upon our
judgments regarding future events and past operagisults. We also provide a reserve for tax cgetities when we believe a probable
estimable exposure exists.

Liquidity and Capital Resources

Cash Flow Summary (This summary should be read onfunction with the Consolidated Statements of Caslows in Item 1 of Part 1 of
this Form 10-Q)

Cash Flows from Operating Activities

Net cash provided by operating activities was $52ilton for the thirty-nine weeks ended September 30, 2005 comparedtd $illion for
the thirty-nine weeks ended October 1, 2004. Tdnigd increase was due primarily to the signifigaotvth in our net income and workers’
compensation claims reserve and the changes imoome taxes payable.
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Our net income for the thirty-nine weeks ended &mpier 30, 2005 was $46.6 million compared to $&tllon for the thirty-nine weeks
ended October 1, 2004. The workers’ compensati@imesl reserve increased $18.0 million during th&t finree quarters of 2005 (prior to the
workers’ compensation claims liabilities assumeafrCLP) compared to a $23.7 million increase dutirgsame period a year ago. Overall,
the growth in our workers’ compensation claims resés the result of an increased exposure basehwsirelated to increased revenue. The
reserve is increased in relation to temporary gdhkours billed and reduced as we pay claims owseighted average period of approximately
five years. The increase in the workers’ compengateserve for the first three quarters of 20083s than the growth for the same period a
year ago primarily due to the fact that our curggriod loss rate from our actuary is running lotem it was a year ago. The change in
income taxes payable of $22.0 million is due mosilthe timing and method of making estimated inedax payments.

The positive impacts discussed above were pariidibet by the large change in our accounts rebdiviaalances, which have increased $43.1
million at September 30, 2005 (prior to the additad receivables acquired from CLP) compared td2& million increase for the same period
a year ago. This change is due mostly to the iser@asales attributable to outstanding accoumntsivable as compared to the prior year.

We typically pay our temporary workers on a daisis, bill our customers weekly and, on averageaamonthly. Consequently, from time
to time we may experience negative cash flow frgrarations.

Cash Flows from Investing Activities

Net cash used in investing activities was $74.3anilfor the thirty-nine weeks ended September 30, 2005 comparedt® #iillion for the
thirty-nine weeks ended October 1, 2004. The sicpnift change between years is due mostly to thehpse of CLP, changes in our restricted
cash and other assets and our net marketable tsex@tivity.

Net cash used to purchase CLP totaled $46.0 millda increased our restricted cash and other asgéi$8.3 million during the first thre
quarters of 2005 compared to an increase of $14ldmfor the same period a year ago. We use estricted cash and other assets primarily
to collateralize our workers’ compensation progrémreases to these accounts are mainly attribeitabd timing difference in the posting of
our workers’compensation collateral with our insurance camaiet a larger exposure base, which is related tmmthiease in sales for the per
as compared to the same period a year ago. At 18bpte30, 2005, we had $205.7 million of total cglfal commitments compared to $192.8
million at October 1, 2004. The change in our meakke securities during the first three quarter2@d5 was a net increase in purchases of
$5.7 million compared to a net increase of maesitf $9.3 million for the same period a year &dos change is due to our additional
investments in short-term securities to capitatimencreasing yields in the marketplace.

Cash Flows from Financing Activities

Net cash provided by financing activities was $Billion for the thirty-nine weeks ended September 30, 2005 comparedhoptavided of
$2.4 million for the thirty-nine weeks ended Octothe2004. The change in cash provided by finanaittivities is due mostly to the increased
activity in the exercise of stock options by ouroyees.

Capital Resources

In March 2001, we entered into a letter of credldlity and an accounts receivable securitizatawility (collectively the “Accounts Receivable
Facility”) with certain unaffiliated financial institutionsahexpires in February 2006. The Accounts Recéavihcility provides loan advanc
and letters of credit through the sale of subsadiptall of our eligible domestic accounts receilato our wholly-owned and consolidated
subsidiary, Labor Ready Funding Corporation. Tleedunts Receivable Facility includes a corporatrguotee by us and requires that we |
certain financial covenants. Among other thingsse covenants require us to maintain certaindityjinet income and net worth levels and a
certain ratio of net income to fixed expenses. j&ihio certain availability requirements, the Agnts Receivable Facility allows us to borrow
a maximum of $80 million, all of which may be udedbtain letters of credit. The amounts we maydw (our borrowing capacity) under
this agreement are largely a function of the leeélsur accounts receivable from time to time, dap@nted by pledged and restricted cash.
We currently use this facility to issue letterscoédit but if we were to take a loan against tlugrdwing capacity, interest would be charged at
2.5% above the Prime Rate. We believe we are dlyrencompliance with covenants related to the dwtts Receivable Facility.
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We have agreements with certain financial institusi through our wholly-owned and consolidated slidst, Workers’ Assurance of

Hawaii, Inc. (our “Workers’ Assurance Program”)attallow us to restrict cash for the purpose o¥jaliog cash-backed instruments for our
workers’ compensation collateral. These instrumémntiude cash-backed letters of credit, cash imefidists that we control as well as cash
deposits held by our insurance carriers. At Sep&r30, 2005 we had restricted cash in our Worki&ssurance Program totaling $137.3
million. Of this cash, $136.8 million was committ® insurance carriers leaving $0.5 million avalgefor future needs. We currently have the
ability to restrict up to an additional $30.0 nali during 2005 through the use of this program.amcipate depositing an additional $6.8
million of our restricted cash with our insuranegreer in 2005.

In January 2002, we entered into a revolving crigdility with Wells Fargo Bank (the “Revolving Gii¢ Facility”). As of September 30, 20C
the available borrowing amount was $8.3 millionhwitterest at the fluctuating rate per annum o5%elow the Prime Rate or 1.85% above
the London InteBank Rate, at our option. The available borrowangount under this facility will be reduced by $1H) each quarter throu
February 2006 at which time the facility expirdshe Revolving Credit Facility bears fees of 0.35Pthe unused amount, and is secured by a
first deed of trust on our corporate headquartailsling. The Revolving Credit Facility contains ess-default provision with respect to our
Accounts Receivable Facility, which obligates uapag other things, to maintain certain liquiditgt income and net worth levels and a ce
ratio of net income to fixed expenses. We curyedd not have any borrowings on the Revolving QrEdcility and are in compliance with the
related covenants.

During 2002, we issued 6.25% Convertible Subordiddotes due June 2007 (the “Notds"}he aggregate principal amount of $70.0 milli
Interest was payable on the Notes on June 15 andritger 15 of each year. Holders could converhibies into shares of our common stock
at any time prior to the maturity date at a coneerprice of $7.26 per share (equivalent to anahdonversion rate of approximately 137.741
shares per $1,000 principal amount of Notes), stibfecertain adjustments. The Notes were unsdcaubordinated obligations and ranked
junior in right of payment to all existing and futudebt that would constitute senior debt undeiirtienture, including letters of credit a
surety bonds. On or after June 20, 2005, we caaddem some or all of the Notes for cash at 100%edf principal amount plus accrued
interest if the market value of our common stocliadegd or exceeded 125% of the conversion pricé@&Jor at least 20 trading days in any
consecutive 30 trading day period ending on thdirigaday prior to the date we mail notice of oueimt to redeem the Notes.

On April 20, 2005, we announced that we would Héncathe Notes for redemption on June 20, 2005cawh at 100 percent of the principal
amount plus accrued interest. Holders of all ofdhestanding Notes converted their Notes into shaf@ur common stock prior to the June
2005 redemption date and none of the outstandimgipal amount of the Notes was redeemed for cdgha result of these conversions,
approximately 9.6 million additional shares of coomstock were issued to the holders of the Notdsmmreduced our long-term debt by
$70.0 million. The Notes had been accounted foamfas if convertedbasis since their issuance in 2002. Consequenfiyance of the shai
was not further dilutive to our diluted net incoper share.

We believe that cash provided from operations amdcapital resources will be adequate to meet asih cequirements over the next twelve
months.

Workers’ Compensation Collateral and Claims Resesve

As described in Notes 5 and 8 of Notes to Constdii&inancial Statements found in Item 1 of Pafftthis Form 10-Q, we provide workers’
compensation insurance to our temporary and regufgroyees. Our workers’ compensation insurandieipe must be renewed annually. We
recently renewed our coverage with American Intéomal Group, Inc. (“AlG”), which is the insurancempany for the majority of our
workers’ compensation policies, for occurencesh@period from July 2005 through June 2006. Whigehave primary responsibility for all
claims, our insurance coverage provides reimburaefoe certain losses and expenses beyond the tieldulimits. For workerscompensatio
claims originating in self-insured states, the migjaf our current workers’ compensation insurapodicies cover any claims for a particular
event above a $2.0 million deductible, on a “pesuwwence” basis. This results in our being suliitiy self-insured.

We are required by our insurance carriers and icestate workers’ compensation programs to colidies a portion of our workers’
compensation obligation with cash and cash-badk&tduments, irrevocable letters of credit, or subetnds. Our insurance carriers annually
assess the amount of collateral they will requioenfus relative to our workers’ compensation olilaafor which they are responsible. Such
amounts can increase or decrease independent assessments and reserves.
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At September 30, 2005 and December 31, 2004 wetwdded our insurance carriers and certain staigscommitments in the form and
amounts outlined below (in millions):

Workers’ Compensation Commitments as of

September 30 December 31
2005 2004
Workers’ Assurance Program -committed cash $ 136.6 % 116.7
Accounts Receivable Facility letters of cre 51.€ 40.1
Casl-backed instrumen 9.6 9.t
Unsecured surety bonds 7.7 5.8
Total Collateral Commitments $ 2057 % 172.]

Our total collateral commitments exceed our workepsnpensation reserve due to several factors dietuthe following which are quantified
below: (a) our claims reserves are discountedd #stimated net present value while our colldtsvenmitments are based on the gross,
undiscounted reserve, (b) a delay in the releaselt#teral posted with prior insurance compangscfaims that have been previously paid
and, therefore, are no longer reflected in theruesdc) collateral posted with the current ins@enarrier in comparison to the estimated
balance of unpaid claims, (d) the obligation totposess collateral for claims not yet paid basedeguirements specific to the insurance
carrier and (e) discounted reserves for certaisdesnd expenses beyond the deductible limits.

The following table provides a reconciliation ofraellateral commitments to our workers’ compermatieserve as of the period end dates
presented (in millions):

September 30 December 31

2005 2004
Ending worker' compensation reserv $ 167.¢ $ 135.¢
a) Discount on reservi 32.¢ 26.€
b) Timing of collateral release with prior provid 16.C 15.¢
c) Collateral posted with current provider in comgan to obligation incurre (2.6) —
d) Excess collateral on claims not yet g 10.7 6.1
e) Reserves for claims above our deducti“excess clain”), net of discoun (18.€) (12.3)
Total Collateral Commitmen $ 205.7 $ 172.1

As a result of our workers’ compensation insurgnaiécy renewal, we expect to restrict an additidh20.3 million of cash into our Workers’
Assurance Program for use as collateral durin@@@5/2006 policy year which expires on July 1, 20D6that expected total, $6.8 million w
be restricted and deposited with our insuranceerdoy the end of our fiscal year 2005 and the iadaof $13.5 million will be restricted and
deposited with our insurance carrier during figer 2006 as required by our insurance agreement.

The Accounts Receivable Facility letters of crdwitir fluctuating annual fees, which were approxafyat.0% of the principal amount of the
letters of credit outstanding as of September 8052 Our surety bonds are issued by independsatance companies on our behalf and bear
annual fees based on a percentage of the bondhghitetermined by each independent surety cahigrdoes not exceed 2.0% of the bond
amount. The terms of these bonds are subjectrtoahmeview and renewal and the bonds can be cahbgl the sureties with as little as 60
days notice.

Our Worker’s Assurance Program cash and cash-bank&dments include cadiacked letters of credit, cash held in trusts Weatontrol, an
cash deposits held by our insurance carriers. |8tters of credit bear fluctuating annual fees,alihivere approximately 0.47% of the principal
amount of the letters of credit as of Septembe2805.
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Generally, our workers’ compensation reserve ftimeged claims increases as temporary labor sexaoe provided and decreases as
payments are made on these claims. Although tiveated claims are expensed as incurred, the @dayments are made over a weighted
average period of approximately five years. Cefaltfor our workers’ compensation program is postéh various state workers’
compensation programs and insurance carriers hgsmdtheir assessments of our potential liabilitiBsie to the timing difference between
recognition of expense and claim payments as destabove, we generally anticipate that both osemees and our collateral obligations will
continue to grow.

The following table provides an analysis of chanigesur workers’compensation claims reserves. Changes in resstiveages are reflected
the income statement for the period when the chaimgestimates are made

(Amounts in Thousands)

Thirteen Weeks Ended Thirty -nine Weeks Endec
September 30 October 1, September 30 October 1,
2005 2004 2005 2004
Beginning balance $ 156,76( $ 126,95¢ $ 13561 $ 112,15t
Self-insurance reserve exper
Expenses related to current year (net of discc 20,18( 19,31¢ 50,88t 48,85:
Income related to prior yea (2,01)) (3,439 (5,765 (3,829
Total 18,16¢ 15,87¢ 45,12( 45,02:
Amortization of prior years discount 44¢ 1,21¢t 1,44t 2,85¢
Payments
Payments related to current year cla (2,999 (3,54%) (5,925 (5,36¢)
Payments related to claims from prior years (5,604) (5,647) (23,117) (20,877)
Total (8,599 (9,199 (29,03) (26,239
Net change in excess claims rese 821 1,00( 1,35¢ 2,06(
CLP liability assumed, net of discount — — 13,10¢ —
Ending balanci 167,60( 135,86( 167,60( 135,86(
Less current portio 48,531 43,55¢ 48,531 43,55¢
Long-term portion $ 119,06: $ 92,30: $ 119,06: $ 92,30:

Our workers’ compensation reserve is establishetyestimates of the future cost of claims andteel&xpenses that have been reported but
not settled, as well as those that have been iedurut not reported. Throughout the year, manageregularly reviews and evaluates the
adequacy of reserves for prior periods, and estadydi rates for future accruals. Our policy isetoosir reserve at the estimate provided by our
independent actuary unless significant trends argatterns warrant otherwise. Adjustments to ppiniod reserves are charged or credited to
expense in the periods in which the estimate chan@air claims reserves are discounted to théimastd net present value using a discount
rate based on average returns on “risk-free” Trgasistruments with maturities comparable to therage life of our workers’ compensation
claims. At September 30, 2005 our reserves ar@diged at rates ranging from 3.87% to 5.23%.

Factors we consider in establishing and adjustiegé reserves include the estimates provided bindapendent actuaries and appropriate
discount rates and estimated payment patterngofSabat have caused our estimated losses far years to change include, among other
things, (i) inflation of medical and indemnity cestt a rate higher than originally anticipated,r@igulatory and legislative developments that
have increased benefits and settlement requirenrestyeral states, (iii) a different mix of bussehan previously anticipated, (iv) the impact
of safety initiatives implemented, and/or (v) pv&tor adverse development of claim reserves.

Other
Included in cash and cash equivalents at SepteBihe&r005 and December 31, 2004 is cash held wittsinch office CDMs for payment of
temporary payrolls in the amount of approximately.8 million.
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Our capital expenditures were $4.4 million and $4illion for the thirty-nine weeks ended Septem®@y 2005 and October 1, 2004,
respectively. We anticipate that our capital exfiemes will be approximately $1.2 million for tihalance of 2005.

Contractual Obligations and Commitments

We have various contractual obligations that acended as liabilities in our consolidated finanaitements. Certain contractual obligations,
such as operating lease obligations, are not réredms liabilities in our consolidated financitdtements, but are required to be disclosed.
There were no material changes outside the ordicrauyse of business in our contractual obligatiunsng the thirteen week period ended
September 30, 2005.

The following table provides a summary of our cantual obligations as of September 30, 2005:

Payments Due By Period (in thousands

2006 2008 2010

through through and

Contractual Obligations Total 2005 2007 2009 later
Capital lease obligations ( $ 1,70: $ 256 $ 124: % 20 % —
Operating leases (| 9,261 1,39¢ 5,57¢ 1,707 58C
Purchase obligations ( 1,33¢ 851 484 — —
Other lon¢-term obligations (d 8,87¢ 1,61z 7,26: — —
Other cash obligations ( 20,245 6,74¢ 13,49¢ — —
Total Contractual Cash Obligatio $ 41,42 $ 10,86¢ $ 28,06: $ 1912 $ 58C

(@) Primarily payments on leases of the Cash Disperdiachines, which include interest and tax amounts.

(b) Excludes all payments related to branch officedsasncelable within 90 days. See Note 10 of Not€onsolidated Financial Stateme
found in Item 1 of Part | of this Form 10-Q.

(c) Binding purchase orders for goods or services antihg at September 30, 2005.

(d) Voice and data service contracts and licensingesgeaits.

(e) Collateral obligations related to workers’ compeiwsafor the policy year ending July 1, 2006.

30




The following table provides a summary, by perid@xpiration, of commercial commitments and othemmitment capacity available to us as
of September 30, 2005:

Amount of Commitment Expiration Per Period (in thousands)

2006 2008 2010

through through and

Other Commercial Commitments Total 2005 2007 2009 later
Accounts Receivable Facility ( $ 80,00( — 3 80,00( — —
Line of credit (g) 8,25( 12t 8,12¢ — —
Casl-backed instruments ( 9,612 9,612 — — —
Unsecured surety bon 7,60( 7,60( — — —
Total Commercial Commitmen $ 105,46. $ 17,330 $ 88,12¢ — —

Other Commitment Capacity

Worker¢ Assurance Progra-currently

restricted cash (t $ 137,28:
Workers’ Assurance Program-cash
authorized for future restriction ( 30,00(
167,28:
Total Commercial Commitments and other
Collateral Capacit 272,74¢
Total Collateral Commitments Outstanding
as of September 30, 20 (205,71)
Available Commitment Capacity $ 67,03t

(f) See Note 10 of Notes to Consolidated FinanciakBtants found in Item 1 of Part | of this Form 10-Q.

(@) No balance outstanding. See description of Revgl@redit Facility in Note 10 of Notes to Consoligdt-inancial Statements found in
Iltem 1 of Part | of this Form 10-Q.

(h) See description in Capital Resources in Managem®iscussion and Analysis of Financial Conditiod &esults of Operations in Item 2
of Part | of this Form 10-Q.

As a result of our workers’ compensation insurgmaiécy renewal, we expect to restrict an additidb20.3 million of cash into our Workers’
Assurance Program for use as collateral durin@@@5/2006 policy year which expires on July 1, 20D6that total, $6.8 million will be
restricted and deposited with our insurance cabyethe end of our fiscal year 2005 and the balarfi&i3.5 million will be restricted and
deposited with our insurance carrier during figesdr 2006 as required by our insurance agreement.

Risk Factors: Issues and Uncertainties

Investing in our securities involves a high degoéesk. The following risk factors, issues anaentainties should be considered in evalua
our future prospects. In particular, keep theskifiactors in mind when you read “forward-lookingtatements elsewhere in this report.
Forward-looking statements relate to our expectationdtiture events and time periods. Generally, the wdeshticipate,” “expect,” “intend”
and similar expressions identify forward-lookingtetments. Forward—looking statements involve risidé uncertainties, and future events and
circumstances could differ significantly from th@s#icipated in the forward—looking statements.y Afthe following risks could harm our
business, operating results or financial conditaomd could result in a complete loss of your investimAdditional risks and uncertainties that
are not yet identified or that we currently thinleammaterial may also harm our business and fimanondition in the future.
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Competition for customers in our industry is inteasand if we are not able to effectively competay;, financial results could be harmed and
the price of our securities could decline.

The temporary services industry is highly compegitiwith limited barriers to entry. Several veryge full-service and specialized temporary
labor companies, as well as small local operaticasipete with us in the staffing industry. Competitin some markets is intense, particularly
with regard to recruiting workers, and these coiitipetforces limit our ability to raise prices taocustomers. For example, competitive forces
have historically limited our ability to raise oprices to immediately and fully offset increasedtsmf doing business, including increased
labor costs, costs for workers’ compensation aatésinemployment insurance. As a result of these$ we have in the past faced pressure
on our operating margins. Pressure on our margimsins intense, and we cannot assure you thall neticontinue. If we are not able to
effectively compete in our targeted markets, owgraping margins and other financial results willHaemed and the price of our securities ¢
decline.

If we are not able to obtain insurance on commerntyareasonable terms, our financial condition or salts of operations could suffe

We are required to pay workers’ compensation benfi our temporary and regular employees. Therarsce markets have undergone
dramatic changes in recent periods and severaldrsare experiencing financial difficulties. Thesanges have resulted in significantly
increased insurance costs and higher deductilblelsiding those applicable to our workers’ compesansurance coverages. Under our
workers’ compensation insurance program, we mairffaér occurrenceihsurance, which covers any claims for a particalant above a $2
million deductible, and we do not maintain an aggte stop-loss limit other than on a per-occurrdrases. While we have secured coverage
with American International Group, Inc. (AlG), whiés the insurance company for the majority of workers’ compensation policies, for
occurrences in the period from July 2005 througheJ2006, our insurance policies must be renewedalynand we cannot guarantee that we
will be able to successfully renew such policiesdoy period after June 2006. In the event wenateable to obtain workers’ compensation
insurance on commercially reasonable terms, olityatsi operate our business would be significaimtypacted and our financial condition and
results of operations could suffer.

We maintain employment practice liability insurafE€LI) for certain types of claims that may argg of the course of employment. We
currently maintain a policy with a $1.0 million dedible for single-party claims and a $2.5 millideductible for multiple-party claims with a
maximum aggregate coverage of $10.0 million pencind per policy year which is applicable to tlheerage period of July 2005 through
June 2006. The EPLI market has experienced inagéssses in recent periods creating increaséssiirance premiums, increases in
deductible limits, and decreases in overall coverdg the event we are unable to retain EPLI cayemon commercially reasonable terms, our
financial condition and results of operations cosudfer.

We expect that the amount of collateral that we aegjuired to post to support our workers’ comperisatobligations will increase, which
will reduce the capital we have available to growdasupport our operations.

We are required to maintain commitments such as aad cash-backed instruments, irrevocable letifecgedit, or surety bonds to secure
repayment to our insurance companies (or in sostarniges, the state) of the deductible portionlaf@#n workers’ compensation claims. We
pledge cash or other assets in order to secure ttesmitments. We sometimes face difficulties itoreering our collateral from insurers,
particularly when those insurers are in financiatréss, and we cannot guarantee that our colldterpast claims will be released in a timely
manner as we pay down claims. As a result, we éxpatthe amount of collateral required to se@wecommitments to our insurance carr
will continue to increase. We believe that our entrsources of liquidity will satisfy our immediateeds for these obligations; however, our
currently available sources of collateral for thesenmitments are limited and we could be requicesetek additional sources of capital in the
future. These additional sources of financing metylre available on commercially reasonable termaenBf they are available, these financi
could result in dilution of earnings to our exigtishareholders.

Our reserves for workerstcompensation claims and other liabilities and oull@vance for doubtful accounts may be inadequataedave ma
incur additional charges if the actual amounts ex@e the estimated amounts.

We maintain a reserve for workers’ compensatiomdausing actuarial estimates of the future cosfl@ins and related expenses that have
been reported but not settled, and that have eemred but not reported. This reserve, which otfl@otential liabilities that span several
years, is discounted to its net present value usidigcount rate selected by management pursuaut taccounting policy. We evaluate
accrual rates for our reserves regularly througtiveityear and make adjustments as needed. If thal@ost of such claims and related
expenses exceed the amounts estimated, or if skeutit rate represents an inflated estimate ofeiurn on capital over time, actual losses for
these claims may exceed reserves and/or additiesafves may be required. We also establish awatice for doubtful accounts for
estimated losses resulting from the inability of oustomers to make required payments. If the firdrrondition of our customers were to
deteriorate, resulting in an impairment of theiiligbto make payments, additional allowances maydquired. We have also established
reserves for contingent legal and regulatory litied, based on management’s estimates and judgroéttie scope and likelihood of these
liabilities. We believe our judgements and estirmatee adequate; however if the actual outcomeesktimatters is less favorable than expe
an adjustment would be charged to expense in thiedim which the outcome occurs or the period hiak our estimate changes.
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Some insurance companies with which we have presgigwdone business are in financial distress, andedmas been relieved of its insuran
obligations to us. If our insurers do not fulfilllieir obligations, we could experience significartdses.

Prior to our current policies with AlG, we purchdsnnual insurance policies in connection withwarkers’ compensation obligations from
three primary carriers. Kemper Insurance Compargn{ger) provided coverage for occurrences commernigi2g01 through June 30, 2003.
Prior to 2001, Legion Insurance Company (Legion) Reliance Insurance Company (Reliance) providegmame to us. In December 2004,
we executed a Novation agreement pursuant to wiéckelinquished insurance coverage and assumédtalér liability for all claims
originating in the Kemper policy years. Although believe our judgements and estimates are adequateannot assure you that claims
originating in the Kemper policy years will not exgence unexpected adverse developments.

Legion and Reliance are in liquidation and havkethio pay a number of covered claims that excerdieductible limits (“excess claims”).
We have presented these excess claims to the geafamds of the states in which the claims origida Certain of these excess claims have
been rejected by the state guarantee funds duattdasy eligibility limitations. As a result, weakie concluded it is likely that we will be una
to obtain reimbursement for at least a portiorheke excess claims. To the extent we experierdigamhl claims that exceed our deductible
limits and our insurers do not satisfy their cogerabligations, we may continue to be forced tsB8asome or all of those claims directly; this
in turn could harm our financial condition or resuf operations.

Our workers’ compensation reserves include not estymated expenses for claims within our deduetidyer but also estimated expenses
related to excess claims. We record a receivallthé insurance coverage on excess claims. \We dlao recorded a valuation allowance
against the insurance receivables from Legion aglthRce to reflect our best estimates of amountsnag not realize as a result of the
liquidations of those insurers. The outcome of ¢hloguidations is inherently uncertain; we may izakignificantly less than currently
estimated, in which case an adjustment would begeltto expense in the period in which the outcorweirs or the period in which our
estimate changes.

We may be exposed to employment-related claimsaosts that could harm our business, financial cotidn or results of operations.

We are in the business of employing people andrgatem in the workplaces of other businessesa Aesult, we are subject to a large nun
of federal and state regulations relating to emilent. This creates a risk of potential claims gtdmination and harassment, violations of
health and safety and wage and hour laws, crinsicé@ity and other claims. From time to time we subject to audit by various state and
governmental authorities to determine our compkanith a variety of these regulations. We havéhnapast been found, and may in the future
be found, to have violated regulations or otheul&gry requirements applicable to our operatidde.may, from time to time, incur fines and
other losses or negative publicity with respedny such violation. In addition, some or all ofgaelaims may give rise to litigation, which
could be time-consuming for our management teast/y\cand harmful to our business. We currentlyntan a policy with a $1.0 million
deductible for single-party claims and a $2.5 milldeductible for multiple-party claims with a maxim aggregate coverage of $10.0 million
per claim and per policy year which is applicaloleétte coverage period of July 2005 through Jun& 206 cannot assure you that we will not
experience these problems in the future or thairmwrance will be sufficient in amount or scopedwer any of these types of liabilities or t
we will be able to continue to secure insurancescage for such events on terms that we find comialreeasonable.

A significant portion of our revenue is derived fno operations in a limited number of markets. Recdess in these markets have harm

and could continue to harm our operations.

A significant portion of our revenue is derivedrfr@ur operations in a limited number of statesallvenue generated from operations in
California, Texas and Florida, accounted for appnately 35.0% of our overall revenue in each of 2003 and 2002. In addition, as a re

of our acquisition of CLP, we expect that the patage of our overall revenue generated from opmratin California will increase even
further. The California economy was particulargrdi-hit by the most recent economic recessionf@ala is our largest market and economic
weakness in this region or our other key marketsdcharm our business.
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Any significant economic downturn or increase intierest rates could result in our clients using femtemporary employees, which cou

harm our business or cause the price of our seciestto decline.

Because demand for personnel services and recntiseevices is sensitive to changes in the levelcohomic activity, our business may st
during economic downturns. As economic activitywsalown, companies tend to reduce their use of déeanp employees and recruitment
services before undertaking layoffs of their regelaployees, resulting in decreased demand fopergonnel. In addition, as a result of our
acquisition of CLP, a significant portion of ouvesue is generated from work in the constructiatustry. As interest rates rise, the amount of
construction could decline, which will cause a m&thn in the demand for the use of temporary enmgésyin the construction industry. As a
result, any significant economic downturn or inge#n interest rates could harm our business, éiaanondition or results of operations, or
cause the price of our securities to decline.

Establishment and expansion of our international egations will burden our resources and may fail nerate a substantial increase
revenue.

As of September 30, 2005, we had 50 branch offitéise United Kingdom and 36 in Canada. Establighimaintaining and expanding our
international operations expose us to a numbesks$ and expenses, including:

*  substantially increased costs of operations;

* temporary diversion of existing management res®jrce

* establishment of an efficient and self-reliant ldn&astructure;

* ability to deal effectively with local labor orgamaitions and trade unions;

* ability to attract, hire and train qualified localles and administrative personnel,

¢ compliance with additional local regulatory requoients;

¢ fluctuations in the value of foreign currencies;

* longer payment cycles;

e expansion of our information and control systemsitmage expanded global operations; and

* the additional expense and risks inherent in oferaiin geographically and culturally diverse looas.

We cannot assure you that we will effectively degh the challenges of expanding our internatianarations and our attempts to do so could
harm our financial position or results of operasion

We are continually subject to the risk of new regtibn, which could harm our business.

In recent years, a number of bills have been intted in Congress and various state legislatureshyiienacted, would impose conditions
which could harm our business. This proposed latissi, much of which is backed by labor unions, inakided provisions such as a
requirement that our temporary employees receigeséime pay and benefits as our custonteggilar employees, prohibition on fees chargt
connection with our CDMs and a requirement thataustomers provide workers’ compensation insurdoceur temporary employees. We
take a very active role and incur expense in opgpgroposed legislation adverse to our businessraimorming policy makers as to the so
and economic benefits of our business. Howevergamnot guarantee that any of this legislation mdll be enacted, in which event demand for
our service may suffer.

Organized labor has been particularly active imspoing legislation in the State of California, dangest market. Adverse legislation in
California or our other large markets could sigrdfitly increase our costs of doing business oredeser the value of our services to our
customers. Either result could harm our resultspefrations.

The cost of compliance with government regulatiosssignificant and could harm our operating results

We incur significant costs to comply with all amalble federal and state laws and regulations nglati employment, including occupational
safety and health provisions, wage and hour remgres (including minimum wages), workers’ compeioseand unemployment insurance.
We cannot assure you that we will be able to irsedaes charged to our customers to offset incdeasss relating to these laws and
regulations. If we incur additional costs to compiigh these regulations and we are not able teeme the rates we charge our customers to
fully cover any such increase, our margins and atpeg results may be harmed.

Our operations expose us to the risk of litigatiowhich we try to manage but could lead to signifidgpotential liability.

From time to time we are party to litigation in thkglinary course of our business. The claimantseireral current proceedings are seeking to
aggregate claims as a class action. The costdefiskeand the risk of loss in connection with ckst#on suits are greater than in standard
commercial litigation. We cannot assure you thahditigation will not disrupt our business or ingb@ur financial results, due to the costs of
defending against such litigation, any judgmenégd thay be awarded against us and the loss of gignifmanagement time devoted to such
litigation.

Our business depends extensively on recruiting aathining qualified branch managers. If we are nable to attract a sufficient number of
qualified branch managers, our future growth andniéncial performance may suffer.

We rely heavily on the performance and productieitpur branch managers, who manage the operatithe dranch offices, including
recruitment and daily dispatch of temporary empésyenarketing and providing quality customer servit'e have historically experienced a
high degree of turnover among our branch managers. result, we must continue to recruit a
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sufficient number of managers to staff new offiaesl to replace managers lost through attritioreonination. Our future growth and financial
performance depends on our ability to hire, traid eetain qualified managers from a limited pootjoélified candidates who frequently have
no prior experience in the temporary employmenttiy.

Our credit facilities require that we meet certalavels of financial performance. In the event weilfaither to meet these requirements or
have them waived, we may be subject to penalties\aa could be forced to seek additional financing.

Our credit facilities contain strict financial cowents. Among other things, these covenants regsite maintain certain net income and net
worth levels and a certain ratio of net incomeixed expenses. In the past we have negotiated amemtd to these covenants to ensure our
continued compliance with their restrictions. Wamat assure you that our lender would consentdb stendments on commercially
reasonable terms in the future if we once againired such relief. In the event that we do not clymyth the covenants and the lender does
not waive such non-compliance, we will be in defadilour credit agreement, which could subjectaupénalty rates of interest and accelerate
the maturity of the outstanding balances. Moreower,insurance policies and smaller loan arrangésnmmtain cross-default provisions,
which accelerate our indebtedness under thesegamsnts in the event we default under our credilii@s. Accordingly, in the event of a
default under our credit facilities, we could bguied to seek additional sources of capital tesBabur liquidity needs. These additional
sources of financing may not be available on concially reasonable terms. Even if they are availathlese financings could result in dilution
to our existing shareholders.

Our acquisitions of CLP and Spartan Staffing and/ather future acquisitions or acquisition efforts ay not be successful, which may limit
our growth or adversely affect our results of opéiens and financial condition.

As part of our business strategy, we have madeigitiqns of other temporary staffing businesseg.(€€LP and Spartan Staffing) and we may
continue to pursue such acquisitions in the futwasuccessful acquisition efforts may result gnéficant additional expenses that would not
otherwise be incurred. Following an acquisitiowluding the acquisitions of CLP and Spartan Stgffive cannot assure you that we will be
able to integrate the operations of the acquiresinass without significant difficulties, includingnanticipated costs, difficulty in retaining
customers, failure to retain key employees andlthersion of management attention. In addition,maay not realize the revenues and cost
savings that we expect to achieve or that woultdfjuthe acquisition investment, and we may incosts in excess of what we anticipate.
These circumstances could adversely affect outtsestioperations or financial condition.

We have significant working capital requirements.

We require significant working capital in orderdperate our business. We have historically expeeiémperiods of negative cash flow from
operations and investment activities, especialljrduseasonal peaks in revenue experienced irhtteednd fourth quarter of the year. We
invest significant cash into the opening and opanatof new branch offices until they begin to gate revenue sufficient to cover their
operating costs. We also pay our temporary perdama daily basis and bill our customers on aklyelgasis. As a result, we must maintain
cash reserves to pay our temporary personnel foriggceiving payment from our customers. In additive are required to pledge certain
short-term assets to secure letters of credit ampdiedge other assets to collateralize certairuofamrkers’ compensation obligations. These
collateral requirements may increase in futureqas,i which would decrease amounts available fokiwgrcapital purposes. As a result of
these factors, if our available cash balances angWwing base under our existing credit facilitthsnot grow commensurate with the growtt
our working capital requirements, we could be regflito explore alternative sources of financingatsfy our liquidity needs, including the
issuance of additional equity or debt securitiday such issuances could result in dilution to #xgshareholders.

Our information and computer processing systems argical to the operations of our business and afailure could cause significant
problems.

Our information technology systems, located attmadquarters, are essential for data exchangepandtmnal communications with branch
offices throughout the country. Any interruptiomgairment or loss of data integrity or malfunctifrthese systems could severely hamper our
business and could require that we commit signitiealditional capital and management resourcesctify the problem.
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The loss of any of our key personnel could harm darsiness.

Our future financial performance will depend tagngicant extent on our ability to motivate andai@ key management personnel.
Competition for qualified management personnehisrise and in the event we experience further #@mio our senior management positions,
we cannot assure you that we will be able to résuwitable replacements. We must also successhitigrate all new management and other
key positions within our organization in order thaeve our operating objectives. Even if we aresaesful, turnover in key management
positions will temporarily harm our financial pemicance and results of operations as new managdrmeaines familiar with our business.
We do not maintain key person life insurance ona@fmyur executive officers.

Our business would suffer if we could not attraat@ugh temporary employees or skilled trade workers.

We compete with other temporary personnel compdoieseet our customer needs and we must continatihigct reliable temporary
employees to fill positions. We have in the pagtezienced short-term worker shortages and we mafjfreee to experience such shortages in
the future. In addition, CLP’s business relies lom ability to attract skilled trade workers. If wee unable to find temporary employees or
skilled trade workers to fulfill the needs of owstomers over a long period of time, we could lmsgtomers and our business could suffer.

Determinations that we have misclassified the jgiesformed by our temporary employees for work’ compensation insurance purposes in
our monopolistic states, even if the misclassificais are inadvertent, could result in us owing pdtias to government regulators and/or
having to record additional expense.

In five states, Canada and Puerto Rico, (our moligijfmostates) we pay workers’ compensation inscegoremiums directly to the government
in amounts based in part on the classificatiorob§jperformed by our employees. From time to tiwesare subject to audits by various state
regulators regarding our classifications of jobefgrened by our employees. If it is determined thwathave materially misclassified a
significant number of our employees, we could lpieed to pay significant amounts of additionalrpiem as well as penalites and interest.

Labor unions have attempted to harm our busine

Various labor unions and activist groups have gttechto disrupt our business. For example, thesepgrhave backed legislation designed to
adversely impact our business, coordinated legairacdirected at our activities and engaged infalip relations campaign to discredit
members of our management team and influence @tormers. We cannot assure you that these actiwilesot harm our business or the
price of our securities.
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Iltem 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risk related to changegerest rates, and to a minor extent, foreigmenay exchange rates, each of which could
adversely affect the value of our investments. d@ot currently use derivative financial instrurtsenAt September 30, 2005, our purchased
investments included in cash and cash equivaledsiaturities of less than 90 days. Thereforénerease in interest rates immediately and
uniformly by 10% from our September 30, 2005 lewetaild not have a material effect upon our cashaasth equivalent balances, operating
results or cash flows.

As of September 30, 2005, our marketable secugtesist of revenue bonds and other municipal atibgs, the vast majority of which have
maturity dates of less than one year. Therefgrénerease in interest rates immediately and umfpiby 10% from our September 30, 2005
levels would not have a material effect upon ourkatble securities balances, operating resultaisi flows.

We have a certain amount of assets and liabilite®minated in certain foreign currencies relatedur international operations. We have not
hedged our foreign currency translation risk anchaee the ability to hold our foreign-currency demioated assets indefinitely and do not
expect that a sudden or significant change in gorexchange rates will have a material impact daréuoperating results or cash flows.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedu. We carried out an evaluation, under the supierviand with the participation of our Chief
Executive Officer (CEO) and our Chief Financial ioéfr (CFO), of the effectiveness of the design apelration of our disclosure controls and
procedures (as defined in Securities Exchange Atg R3a -15(e)). Based on this evaluation, our GE® our CFO concluded that, as of
September 30, 2005, our disclosure controls andephares are effective.

Changes in Internal Control Over Financial Repogin During the thirty-nine weeks ended Septembe2805, there were no changes in our
internal control over financial reporting that hawaterially affected, or are reasonably likely taterially affect, our internal control over
financial reporting.

PART Il.  Other Information

Item 1. Legal Proceedings

See Note 10 of Notes to Consolidated Financiak8tants found in Item 1 of Part | of this Form 10-Q.

Item 2. Changes in Securities; Use of Proceeds and IssuarrBhases of Equity Securities

On December 11, 2002, our Board of Directors apgaav resolution granting management the autharitgpurchase up to 2.0 million shares
of our common stock. As of September 30, 2005, @pprately 600,000 shares of common stock have begurchased pursuant to this
resolution, leaving 1.4 million shares availablefigure repurchase. There were no repurchasesrafamnmon stock during the thirty-nine
weeks ended September 30, 2005.

ltem 3. Defaults Upon Senior Securities

None.
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ltem 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to a vote of securitgés during the quarter ended September 30, :
Item 5. Other Information

[None]

Item 6. Exhibits

Exhibits

31.1 Certification of Joseph P. Sambataro, Jr., Chiefdtive Officer of Labor Ready, Inc., Pursuant tdeR13«14(a), as
Adopted Pursuant to Section 302 of the Sark-Oxley Act of 200z

31.2 Certification of Steven C. Cooper, Chief Finan€@xficer of Labor Ready, Inc., Pursuant to Rule-14(a), as Adopte
Pursuant to Section 302 of the Sarb-Oxley Act of 200z

321 Certification of Joseph P. Sambataro, Jr., Chiefdaxive Officer of Labor Ready, Inc. and SteverC@oper, Chief

Financial Officer of Labor Ready, Inc., Pursuani®U.S.C. Section 1350, as Adopted Pursuant tGd®e@06 of the
Sarbane-Oxley Act of 200z

SIGNATURES

Pursuant to the requirements of Section 13 or 1&fthe Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

LABOR READY, INC .

/s/ Joseph P. Sambataro, 10/27/0¢
Signature Date
By: Joseph P. Sambataro, Jr., Director

Chief Executive Office

/sl Steven C. Coop! 10/27/0¢
Signature Date
By: Steven C. Cooper, President ¢

Chief Financial Office
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Exhibit 31.1

CERTIFICATION

I, Joseph P. Sambataro, Jr., certify that:

1.

2.

| have reviewed this Quarterly Report on Form 16fQabor Ready, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the
period covered by this report;

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(@) Designed such disclosure controls and proceduresgused such disclosure controls and proceduiies tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, paftdy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registrant’sldfire controls and procedures and presentedsingjport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; and

(d) Disclosed in this report any change in the regittsainternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant’s internal control over finaiceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the registrant’s auditors and theitae@mmittee of the registrastboard of directors (or persons performing thevedent
functions):

@) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: October 27, 2005

/sl Joseph P. Sambataro,
Joseph P. Sambataro,
Chief Executive Office




Exhibit 31.2

CERTIFICATION

I, Steven C. Cooper, certify that:

1.

2.

| have reviewed this Quarterly Report on Form 16fQabor Ready, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisleading with respect to the
period covered by this report;

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all material
respects the financial condition, results of operetand cash flows of the registrant as of, amdtfe periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag @efined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registrami &ave:

(@) Designed such disclosure controls and proceduresgused such disclosure controls and proceduiies tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhbsidiaries, is made
known to us by others within those entities, paftdy during the period in which this report isifg prepared;

(b) Designed such internal control over financial réjpgr, or caused such internal control over finah@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in ataece with generally accepted accounting princjples

(c) Evaluated the effectiveness of the registrant’sldfire controls and procedures and presentedsingjport our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; and

(d) Disclosed in this report any change in the regmtsanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimeaport) that has materially
affected, or is reasonably likely to materiallyeaff, the registrant’s internal control over finaiceporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the registrant’s auditors and theitae@mmittee of the registrastboard of directors (or persons performing thevedent
functions):

@) All significant deficiencies and material weaknessethe design or operation of internal contratiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: October 27, 2005

/sl Steven C. Coop!
Steven C. Coope
President and Chief Financial Offic




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

We, Joseph P. Sambataro, Jr., the chief executiiioeioof Labor Ready, Inc. (the “Company”), anc@&n C. Cooper, the chief
financial officer of the Company, certify, pursuantl8 U.S.C. § 1350, as adopted pursuant to $9€@& Sarbanes-Oxley Act of 2002, that:

(1) The Quarterly Report of the Company on Form 10eQtlie fiscal period ended September 30, 2005“Rleport”), fully
complies with the requirements of Section 13(a)%(d) of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly gets, in all material respects, the financial ctodiand result of
operations of the Company.

/s/ Joseph P. Sambatz /sl Steven C. Coop!
Joseph P. Sambataro, Steven C. Coope
Chief Executive Office President and Chief Financial Offic

October 27, 2005

A signed original of this written statement reqditey Section 906 has been provided to Labor Rdady and will be retained by Labor
Ready, Inc. and furnished to the Securities ancdh&mge Commission or its staff upon request.




