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NOTE REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 10-K contains forward-looking statements (within the meaning of the Private
Securities Litigation Reform Act of 1995) in "Item 7 - Management's Discussion and Analysis of
Financial Condition and Results of Operations," "Item 7A - Quantitative and Qualitative Disclosures
About Market Risk," and elsewhere. These statements relate to future events or our future financial
performance. In some cases, forward-looking statements may be identified by terminology such as
"may," "will," "should," "expects," "plans," "anticipates," "believes," "estimates," "predicts," "potential,"
"continue" or the negative of these terms or other comparable terminology. These statements are only
predictions and involve known and unknown risks, uncertainties and other factors that may cause our or
our industry's actual results, levels of activity, performance or achievements to differ materially from
what is expressed or implied in these forward-looking statements. Some important factors that could
cause actual results to differ materially from those in the forward-looking statements include:

m Our business, other than tree services to utility customers, is highly seasonal and weather
dependent.

m Significant customers, particularly utilities, may experience financial difficulties, resulting
in payment delays or delinquencies.

m The seasonal nature of our business and changes in general and local economic conditions,
among other factors, may cause our quarterly results to fluctuate, and our prior
performance is not necessarily indicative of future results.

m Significant increases in fuel prices for extended periods of time will increase our operating
expenses.

m  We have significant contracts with our utility, commercial and government customers
that include liability risk exposure as part of those contracts. Consequently, we have
substantial insurance, and increases in the cost of obtaining adequate insurance, or the
inadequacy of our self-insurance accruals or insurance coverages, could negatively impact
our liquidity.

m Because no public market exists for our common shares, the ability of shareholders to sell
their common shares is limited.

m  We are subject to intense competition.

m Our failure to comply with environmental laws could result in significant liabilities, fines
and/or penalties.

m  We may encounter difficulties obtaining surety bonds or letters of credit necessary to
support our operations.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we
cannot guarantee future results, levels of activity, performance or achievements. Moreover, neither we
nor any other person assumes responsibility for the accuracy and completeness of these statements. We
are under no duty to update any of the forward-looking statements after the date of this annual report on
Form 10-K to conform these statements to actual future results.
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PART I
Item 1. Business.
General

The Davey Tree Expert Company, which was founded in 1880 and incorporated in 1909, and its
subsidiaries ("we" or "us") have two primary operating segments which provide a variety of horticultural
services to our customers throughout the United States and Canada.

Our Residential and Commercial services segment provides for the treatment, preservation, maintenance,
cultivation, planting and removal of trees, shrubs and other plant life; its services also include the
practices of landscaping, tree surgery, tree feeding and tree spraying, as well as the application of
fertilizers, herbicides and insecticides.

Our Utility services segment is principally engaged in the practice of line clearing for public utilities,
including the clearing of tree growth from power lines, clearance of rights-of-way and chemical brush
control.

We also provide other services related to natural resource management and consulting, urban and utility
forestry research and development and environmental planning. We also maintain research, technical
support and laboratory diagnostic facilities.

Competition and Customers

Our Residential and Commercial services group is one of the largest national tree care organizations, and
competes with other national and local firms with respect to its services. On a national level, our
competition is primarily landscape construction and maintenance companies as well as residential and
commercial lawn care companies. At a local and regional level, our competition comes mainly from
other companies which are engaged primarily in tree care. Our Utility services group is the second largest
organization in the industry, and competes principally with one major national competitor, as well as
several smaller regional firms.

Principal methods of competition in both operating segments are customer service, marketing, image,
performance and reputation. Our program to meet our competition stresses the necessity for our
employees to have and project to customers a thorough knowledge of all horticultural services provided,
and utilization of modern, well-maintained equipment. Pricing is not always a critical factor in a
customer's decision with respect to Residential and Commercial services; however, pricing is generally
the principal method of competition for our Utility services, although in most instances consideration is
given to reputation and past production performance.

We provide a wide range of horticultural services to private companies, public utilities, local, state and
federal agencies, and a variety of industrial, commercial and residential customers. During 2005, we had
sales of approximately $52.6 million, or approximately 12% of revenues, to Pacific Gas & Electric
Company (“PG&E”), one of our largest customers.
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Regulation and Environment

Our facilities and operations, in common with those of the industry generally, are subject to governmental
regulations designed to protect the environment. This is particularly important with respect to our
services regarding insect and disease control, because these services involve to a considerable degree the
blending and application of spray materials, which require formal licensing in most areas. Constant
changes in environmental conditions, environmental awareness, technology and social attitudes make it
necessary for us to maintain a high degree of awareness of the impact such changes have on the market
for our services. We believe that we are in substantial compliance with existing federal, state and local
laws regulating the use of materials in our spraying operations as well as the other aspects of our business
that are subject to any such regulation.

Marketing

We solicit business from residential customers principally through direct mail programs and to a lesser
extent through the placement of advertisements in national magazines and trade journals, local
newspapers and "yellow pages" telephone directories. Business from utility customers is obtained
principally through negotiated contracts and competitive bidding. We carry out all of our sales and
services through our employees. We do not generally use agents and do not franchise our name or
business.

Seasonality

Our business is seasonal, primarily due to fluctuations in horticultural services provided to Residential
and Commercial customers and to a lesser extent by budget constraints imposed on our Utility customers.
Because of this seasonality, we have historically incurred losses in the first quarter, while sales and
earnings are generally highest in the second and third quarters of the calendar year. Consequently, this
has created heavy demands for additional working capital at various times throughout the year. We
borrow primarily against bank commitments in the form of a revolving credit facility to provide the
necessary funds for our operations. You can find more information about our bank commitments in
“Liquidity and Capital Resources” under “Management’s Discussion and Analysis of Financial Condition
and Results of Operations” on pages 19-25 of this report.

Other Factors

Due to rapid changes in equipment technology, we must constantly update our equipment and processes
to ensure that we provide competitive services to our customers. Also, we must continue to assure our
compliance with the Occupational Safety and Health Act.

We own several trademarks including "Davey," "Davey and design," "Arbor Green," "Davey Tree and
design," "Davey Expert Co. and design" and "Davey and design (Canada)." Through substantial
advertising and use, we believe that these trademarks have become of value in the identification and
acceptance of our products and services.

Employees

We employed approximately 5,200 employees at December 31, 2005. However, employment levels
fluctuate due to seasonal factors affecting our business. We consider our employee relations to be good.

Domestic and Foreign Operations

We sell our services to customers in the United States and Canada.
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We do not consider our foreign operations to be material and consider the risks attendant to our business
with foreign customers, other than currency exchange risks, to be not materially different from those
attendant to our business with domestic customers.

Financial Information About Segments and Geographic Areas

Certain financial information regarding our operations by segment and geographic area is contained in
Note O to our consolidated financial statements, which are included in Part II, Item 8 of this report.

Access to Company Information

Davey Tree’s internet address is http://www.davey.com. Through our internet website, by hyperlink to
the SEC’s website (http://www.sec.gov), Davey Tree makes available, free of charge, its Annual Report
on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments to
those reports. Availability of the reports occurs contemporaneous with the electronic posting to the
SEC’s website as the reports are electronically filed with or furnished to the Securities and Exchange
Commission.

The following documents are also made available on the Company’s website and a copy will be mailed,
without charge, upon request to our Corporate Secretary:

e Code of Ethics
e Code of Ethics for Financial Matters

Item 1A. Risk Factors.

The factors described below represent the principal risks we face. Except as otherwise indicated, these
factors may or may not occur and we are not in a position to express a view on the likelihood of any such
factor occurring. Other factors may exist that we do not consider to be significant based on information
that is currently available or that we are not currently able to anticipate.

Our business is highly seasonal and weather dependent.

Our business, other than tree services to utility customers, is highly seasonal and weather

dependent, primarily due to fluctuations in horticultural services provided to Residential and Commercial
customers. We have historically incurred losses in the first quarter, while revenue and operating income
are generally highest in the second and third quarters of the calendar year. Inclement weather, such as
uncharacteristically low temperatures, in the second and third quarters could dampen the demand for our
horticultural services, resulting in reduced revenues that would have an adverse effect on our results of
operations.

Financial difficulties or the bankruptcy of one or more of our major customers could adversely
affect our results.

Our ability to collect our accounts receivable and future sales depends, in part, on the financial strength of
our customers. We grant credit, generally without collateral, to our customers. Consequently, we are
subject to potential credit risk related to changes in business and economic factors throughout the United
States and Canada. In the event customers experience financial difficulty, and particularly if bankruptcy
results, our profitability may be adversely impacted by our failure to collect our accounts receivable in
excess of our estimated allowance for uncollectible accounts. Additionally, our future revenues could be
reduced by the loss of a customer due to bankruptcy. Our failure to collect accounts receivable and/or the
loss of one or more major customers would have an adverse effect on our net income and financial
condition.
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Our business is dependent upon service to our utility customers and we may be affected by
developments in the utility industry.

We derive approximately 44% of our total revenues from our Utility Services segment, including
approximately 12% of our total revenues from Pacific Gas & Electric Company. Significant adverse
developments in the utility industry generally, or specifically for our major utility customers, could result
in pressure to reduce costs by utility industry service providers (such as us), delays in payments of our
accounts receivable, or increases in uncollectible accounts receivable, among other things. As a result,
such developments could have an adverse effect on our results of operations.

Our quarterly results may fluctuate.

We have experienced and expect to continue to experience quarterly variations in revenues and operating
income as a result of many factors, including:

o the seasonality of our business,

e the timing and volume of customers' projects,

e budgetary spending patterns of customers,

e the commencement or termination of service agreements,

e costs incurred to support growth internally or through acquisitions,

e changes in our mix of customers, contracts and business activities,

o fluctuations in insurance expense due to changes in claims experience and actuarial
assumptions, and

e general and local economic conditions.

Accordingly, our operating results in any particular quarter may not be indicative of the results that you
can expect for any other quarter or for the entire year.

We are subject to the risk of increased fuel costs.

The cost of fuel is a major operating expense of our business. Significant increases in fuel prices for
extended periods of time will increase our operating expenses. An increase in cost with partial or no
corresponding compensation from customers leads to lower margins that would have an adverse effect on
our results of operations.

We could be negatively impacted if our self-insurance accruals or our insurance coverages prove to
be inadequate.

We are generally self-insured for losses and liabilities related to workers' compensation, vehicle liability
and general liability claims (including California fire-suppression claims). A liability for unpaid claims
and associated expenses, including incurred but not reported losses, is actuarially determined and
reflected in our consolidated balance sheet as an accrued liability. The determination of such claims and
expenses, and the extent of the need for accrued liability are continually reviewed and updated. If we
were to experience insurance claims or costs above our estimates and were unable to offset such increases
with earnings, our business could be adversely affected. Also, where we self-insure, a deterioration in
claims management, whether by our management or by a third-party claims administrator, could lead to
delays in settling claims, thereby increasing claim costs, particularly as it relates to workers’
compensation. In addition, catastrophic uninsured claims filed against us or the inability of our insurance
carriers to pay otherwise-insured claims would have an adverse effect on our financial condition.

Furthermore, many customers, particularly utilities, prefer to do business with contractors with significant
financial resources, who can provide substantial insurance coverage. Should we be unable to renew our
umbrella and other commercial insurance policies at competitive rates, this loss would have an adverse
effect on our financial condition and results of operations.
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Because no public market exists for our common shares, your ability to sell the common shares you
may hold is limited.

Our common shares are not traded on any national exchange, market system or over-the-counter bulletin
board. Because no public market exists for our common shares, your ability to sell these shares is limited.

We are subject to intense competition.

We believe that each aspect of our business is highly competitive, and that such competition is based
primarily on price and quality of service. We provide nearly all our services to utilities under contracts
originally obtained through competitive bidding. On a national level, our competition is primarily
landscape construction and maintenance companies as well as residential and commercial lawn care
companies. At a local and regional level, our competition comes mainly from other companies which are
engaged primarily in tree and lawn services. Our Utility Services group competes principally with one
major national competitor, as well as several smaller regional firms. Furthermore, competitors may have
lower costs because privately-owned companies operating in a limited geographic area may have
significantly lower labor and overhead costs. We cannot be certain that our competitors will not develop
the expertise, experience and resources to provide services that are superior in both price and quality to
our services. These strong competitive pressures could inhibit our success in bidding for profitable
business.

Our failure to comply with environmental laws could result in significant liabilities.

Our facilities and operations are subject to governmental regulations designed to protect the environment,
particularly with respect to our services regarding insect and disease control, because these services
involve to a considerable degree the blending and application of spray materials, which require formal
licensing in most areas. Continual changes in environmental laws, regulations and licensing
requirements, environmental conditions, environmental awareness, technology and social attitudes make
it necessary for us to maintain a high degree of awareness of the impact such changes have on our
compliance programs and the market for our services. We believe that we are in substantial compliance
with existing federal, state and local laws, regulations and licensing requirements regulating the use of
materials in our spraying operations as well as the other aspects of our business that are subject to any
such regulation. However, if we fail to comply with such laws, regulations or licensing requirements, we
may become subject to significant liabilities, fines and/or penalties, which could adversely affect our
financial condition and results of operations.

We may be adversely affected if we are unable to obtain necessary surety bonds or letters of credit.

Surety market conditions are currently difficult as a result of significant losses incurred by many sureties
in recent periods, both in the construction industry as well as in certain larger corporate bankruptcies. As
a result, less bonding capacity is available in the market and terms have become more expensive and
restrictive. Further, under standard terms in the surety market, sureties issue or continue bonds on a
project-by-project basis and can decline to issue bonds at any time or require the posting of collateral as a
condition to issuing or renewing any bonds. If surety providers were to limit or eliminate our access to
bonding, we would need to post other forms of collateral for project performance, such as letters of credit
or cash. We may be unable to secure sufficient letters of credit on acceptable terms, or at all.
Accordingly, if we were to experience an interruption or reduction in the availability of bonding capacity,
our liquidity may be adversely affected.
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Item 1B. Unresolved Staff Comments.
There are no unresolved comments from the Staff of the U.S. Securities and Exchange Commission.
Item 2. Properties.

Our corporate headquarters campus is located in Kent, Ohio which, along with several other properties in
the surrounding area, includes the Davey Resource Group's research, technical support and laboratory
diagnostic facilities.

We conduct administrative functions through our headquarters and our offices in Livermore, California
(Utility Services). Our Canadian operations’ administrative functions are conducted through properties
located in the provinces of Ontario and British Columbia. We believe our properties are well maintained,
in good condition and suitable for our present operations. A summary of our properties follows:

Number of
Number of Square States or
Segment Properties How Held  Footage Provinces
Residential and Commercial 20 Owned 169,377 12
Residential, Commercial and Utility 2 Owned 12,400 2
Utility 4 Owned 36,037 4
Canada 5 Owned 9,975 3

We also rent approximately 87 properties in 27 states and three provinces.

None of our owned or rented properties used by our business segments is individually material to our
operations.

Item 3. Legal Proceedings.

We are a party to routine litigation incidental to our business. We do not believe that this litigation,
individually or in the aggregate, will have a material affect on our business, financial condition or results
of operations.

Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of our shareholders during the fourth quarter of 2005.
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Item 4A. Executive Officers of the Registrant.

Our executive officers and their present positions and ages as of March 1, 2006 follows:

Name Position Age

R. Douglas Cowan Chairman and Chief Executive Officer 65

Karl J. Warnke President and Chief Operating Officer 54

David E. Adante Executive Vice President, Chief Financial 54
Officer and Secretary

Howard D. Bowles Senior Vice President and General Manager, 62
Davey Tree Surgery Company

C. Kenneth Celmer Senior Vice President and General Manager, 59
Residential and Commercial Services

Marjorie L. Conner, Esquire Assistant Secretary and Counsel 48

Dr. Roger C. Funk Vice President and General Manager, 61
The Davey Institute

George M. Gaumer Vice President and General Manager, 53
Commercial Landscape Services

Fred W. Johnson Vice President, Operations Support Services 61

Steven A. Marshall Vice President and General Manager, 54
Eastern Utility Services

Rosemary T. Nicholas Assistant Secretary 62

Gordon L. Ober Vice President - Personnel Recruiting and 56
Development

Joseph R. Paul Treasurer 44

Richard A. Ramsey Vice President and General Manager, 56
Canadian Operations

Nicholas R. Sucic, CPA Corporate Controller and Chief Accounting Officer 59

Mr. Cowan was initially elected Chairman and Chief Executive Officer on March 11, 1999. Previously
he had served as Chairman, President and Chief Executive Officer since May 1997. Prior to that time, he
served as President and Chief Executive Officer.

Mr. Warnke was initially elected President and Chief Operating Officer on March 11, 1999. Prior to that
time, he served as Executive Vice President and General Manager - Utility Services.

Mr. Adante was elected Executive Vice President, Chief Financial Officer and Secretary in May 1993.
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Mr. Bowles was elected Senior Vice President and General Manager of Davey Tree Surgery Company in
January 2000. Prior to that time, he served as Vice President and General Manager of Davey Tree
Surgery Company.

Mr. Celmer was elected Senior Vice President and General Manager - Residential and Commercial
Services in January 2000. Prior to that time, he served as Vice President and General Manager -
Residential Services.

Ms. Conner was elected Assistant Secretary and Counsel in May 1998. Prior to that time, she served as
Manager of Legal and Treasury Services.

Dr. Funk was elected Vice President and General Manager - The Davey Institute in May 1996.

Mr. Gaumer was elected Vice President and General Manager of Commercial Landscape Services in
March 2005. Prior to that time, he served as Vice President of Commercial Grounds Management.

Mr. Johnson was elected Vice President, Operations Support Services, a corporate vice-president, in
January 2003. From 1999 to January 2003, he served as Vice President of Operations Support Services.
Prior to joining us, Mr. Johnson served in various capacities, including director of operations and director
of sales, at Lesco, Inc., a specialty provider of products for the professional turf care and green industry
markets, from 1986 to 1999. Prior to joining Lesco, Mr. Johnson held various management positions at
TruGreen/Chemlawn, a provider of lawn care, tree and shrub services and a segment of The
Servicemaster Company, from 1979 to 1986.

Mr. Marshall was elected Vice President and General Manager of Eastern Utility Services in January
2003. Prior to that time, he served as Vice President - Northern Operations, Utility Service.

Ms. Nicholas was elected Assistant Secretary in May 1982.

Mr. Ober was elected Vice President - Personnel Recruiting and Development in February 2000. Prior to
that time, he served as Vice President - New Ventures.

Mr. Paul was elected Treasurer in December 2005 when he joined the Company. He is a certified public
accountant. Prior to joining us, Mr. Paul served as corporate controller for AccessPoint Openings, LLC, a
holding company of distribution and manufacturing companies in the building products industry, having
been associated with that firm since 1998. Mr. Paul served in various capacities including director of
business expansion and integration at Applied Industrial Technologies, an industrial distributor, from
1993 to 1998. Prior to joining Applied Industrial Technologies, Mr. Paul was an audit manager with
Deloitte & Touche, having been associated with that firm since 1986.

Mr. Ramsey was elected Vice President and General Manager - Canadian Operations in January 2000.
Prior to that time, he served as Vice President and General Manager - Commercial Services.

Mr. Sucic was elected Corporate Controller and Chief Accounting Officer in November 2001 when he
joined the Company. He is a certified public accountant. Prior to joining us, Mr. Sucic served as chief
financial officer of Vesper Corporation, a manufacturer of products for industry, from 2000 to 2001; of
Advanced Lighting Technologies, Inc., a designer, manufacturer and marketer of metal halide lighting
products, from 1996 to 2000; and of various asset management units at The Prudential Investment
Corporation, from 1989 to 1996. Prior to joining Prudential, Mr. Sucic was a partner with Ernst & Young
LLP, having been associated with that firm since 1970.

Our officers serve from the date of their election to the next organizational meeting of the Board of
Directors and until their respective successors are elected.
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PART II

Item 5. Market for Registrant's Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities.

Our common shares are not listed or traded on an established public trading market and market prices are,
therefore, not available. Semiannually, for purposes of our 401KSOP, the fair market value of our
common shares is determined by an independent stock valuation firm, based upon our performance and
financial condition, using a peer group of comparable companies selected by that firm. The peer group
currently consists of ABM Industries Incorporated, Dycom Industries, Inc., FirstService Corporation,
Quanta Services, Inc., Rollins, Inc., and The ServiceMaster Company. The semiannual valuations are
effective for a period of six months and the per-share price established by those valuations is the price at
which our Board of Directors has determined our common shares will be bought and sold during that six-
month period in transactions involving the Company or one of its employee benefit or stock purchase
plans. Since 1979, the Company has provided a ready market for all shareholders through its direct
purchase of their common shares, although the Company is under no obligation to do so. The purchases
described above are added to the treasury stock of the Company.

Record Holders and Common Shares
On March 1, 2006 we had 2,479 record holders of our common shares.

On March 1, 2006 we had 7,508,766 common shares outstanding, options exercisable to purchase
597,488 common shares, partially-paid subscriptions for 735,879 common shares and purchase rights
outstanding for 252,523 common shares.

The partially-paid subscriptions related to common shares purchased at $12.00 per share, in connection
with the stock subscription offering completed in August 2002, whereby some employees opted to
finance their subscription with a down-payment of at least 10% of their total purchase price and a seven-
year promissory note for the balance due, with interest at 4.75%. Promissory note payments, of both
principal and interest, are made either by payroll deduction or annual lump-sum payment. The promissory
notes are collateralized with the common shares subscribed and the common shares are only issued when
the related promissory note is paid-in-full. Dividends are paid on all unissued subscribed shares.

The purchase rights outstanding were granted to purchase one additional common share at the price of
$12.00 per share for every two common shares purchased in connection with the stock subscription
offering completed in August 2002. Each right may be exercised at the rate of one-seventh per year and
will expire seven years after the date that the right was granted. Employees may not exercise a right
should they cease to be employed by the Company.

Dividends

The following table sets forth, for the periods indicated, the dividends declared on our common shares (in
cents):

Year Ended December 31,

Quarter 2005 2004
1 7.0 6.5
2 7.0 6.5
3 7.0 6.5
4 7.5 7.0
Total 28.5 26.5

We presently expect to pay comparable cash dividends in 2006.
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Recent Sale of Unregistered Securities

None.

Purchases of Equity Securities

The following table provides information on purchases made by the Company of its Common Shares
during the fiscal year ended December 31, 2005.

Total Number of

Maximum Number
(or Approximate

Total Shares Purchased  Dollar Value) of Shares
Number  Average Price as Part of Publicly that May Yet Be
of Shares Paid per Announced Plans Purchased Under the
Period Purchased Share or Programs Plans or Programs
Fiscal 2005

January 2 to January 29 - - n/a n/a
January 30 to February 26 - - n/a n/a
February 27 to April 2 29,59 $ 20.00 n/a n/a

Total First Quarter 29,594 20.00
April 3 to April 30 77,057 20.00 n/a n/a
May 1 to May 28 75,940 20.00 n/a n/a
May 29 to July 2 13,844 20.00 n/a n/a

Total Second Quarter 166,841 20.00
July 3 to July 30 631 20.00 n/a n/a
July 31 to August 27 68,882 21.00 n/a n/a
August 28 to October 1 27,959 21.00 n/a n/a

Total Third Quarter 97,472 20.99
October 2 to October 29 99,888 21.00 n/a n/a
October 30 to December 3 18,317 21.00 n/a n/a
December 4 to December 31 29,387 21.00 n/a n/a

Total Fourth Quarter 147,592 21.00
Total Year to Date 441,499 20.55

n/a--Not applicable. There are no publicly announced plans or programs to purchase Common Shares.
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Item 6. Selected Financial Data.

Operating Statement Data:
Revenues

Costs and expenses:
Operating
Selling
General and administrative
Depreciation
Amortization of intangible assets
Gain on sale of assets, net
Income from operations

Interest expense
Interest income
Other expense

Income before income taxes
Income taxes
Net income
Net income per share--diluted
Shares used for computing per share
amounts--diluted
Other Financial Data:
Depreciation and amortization
Capital expenditures
Cash flow provided by (used in):
Operating activities
Investing activities

Financing activities

Dividends per share

Fiscal Year Ended December 31,

2005 2004 2003 2002 2001
(In thousands, except ratio and per share data)

$ 431,611 $ 398,648 §$ 346,263 $ 319,273 $ 321,284
283,596 263,080 226,454 211,549 212,783
69,944 64,010 56,758 50,865 50,564
29,815 27,908 25,947 22,300 22,567
24,147 21,083 19,274 19,370 19,054
1,416 1,545 1,501 692 466
(521) (552) (931) (2.054) (1.023)
23214 21,574 17,260 16,051 16,873
(2,196) (1,827) (2,062) (3,121) (4,993)
260 1,949 229 82 (13)
(825) (800) (694) (1.075) (731)
20,453 20,896 14,733 11,937 11,136
7.142 8.643 6,016 4,716 4,405
§ 13311 § 12253 § 8,717 § 7,221 § 6,731
$ 1.50 $ 1.37 $ .99 $ .85 $ .82
8,884 8,923 8,806 8,508 8,231
§ 25,563 $§ 22,628 $ 20,775 $ 20,062 $ 19,520
31,985 38,482 19,975 16,127 11,692
32,237 54,010 28,263 29,427 29,813
(31,682) (38,119) (19,740) (16,670) (10,356)
1,646 (14,858) (8,903) (12,572) (19,108)
$ 285 § 265 § 245 § 240 § 220
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As of December 31,

2005 2004 2003 2002 2001

(In thousands, except ratio and per share data)
Balance Sheet Data:

Working capital $ 26,859 $ 22,207 $ 20,208 $ 15,422 $ 16,255
Current ratio 1.46 1.38 1.42 1.33 1.39
Property and equipment, net 90,768 83,600 66,753 66,863 70,111
Total assets 194,129 183,105 166,837 161,156 155,473
Long-term debt 29,065 19,830 30,178 36,605 41,887
Other long-term liabilities 28,108 34,681 26,323 24,335 21,904
Shareholders' equity 78,553 70,203 62,147 54,135 50,250
Common shares:

Issued 10,728 10,728 10,728 10,728 10,728

In treasury 3,228 3,074 2.924 3,048 3.000

Net outstanding 7,500 7,654 7,804 7,680 7,728
Stock options:

Outstanding 906 990 1,019 868 1,205

Exercisable 599 580 507 868 1,205
ESOT valuation per share § 2250 § 20.00 § 1570 § 12.80 § 12.00

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations.
(Amounts in thousands, except share data)

You should read the following discussion in conjunction with our consolidated financial statements for
the three-year period ended December 31, 2005, and the notes thereto, included elsewhere in this annual
report.

GENERAL

We provide a wide range of horticultural services to residential, commercial, utility and institutional
customers throughout the United States and Canada.

Our operating results are reported in two segments: Residential and Commercial Services and Utility
Services for operations in the United States. Residential and Commercial Services provides for the
treatment, preservation, maintenance, cultivation, planting and removal of trees, shrubs and other plant
life; its services also include the practice of landscaping, tree surgery, tree feeding and tree spraying, as
well as the application of fertilizer, herbicides and insecticides. Utility Services is principally engaged in
the practice of line clearing for investor-owned and municipal utilities, including the clearing of tree
growth from power lines, clearance of rights-of-way and chemical brush control.
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We also have two nonreportable segments: Canadian operations, which provides a comprehensive range
of Davey horticultural services, and Davey Resource Group, which provides services related to natural
resource management and consulting, forestry research and development, and environmental planning. In
addition, the Davey Resource Group also maintains research, technical support and laboratory diagnostic
facilities.

RESULTS OF OPERATIONS

The following table sets forth our consolidated results of operations as a percentage of revenues.

Year Ended December 31,

2005 2004 2003
Revenues 100.0% 100.0% 100.0%
Costs and expenses:
Operating 65.7 66.0 65.5
Selling 16.2 16.0 16.4
General and administrative 6.9 7.0 7.5
Depreciation 5.6 53 5.6
Amortization of intangible assets 3 4 4
Gain on sale of assets, net (.1) (.1) (.3)
94.6 94.6 95.1
Income from operations 5.4 5.4 4.9
Other income (expense):
Interest expense (.5) (.5) (.6)
Interest income - .5 1
Other (.2) (.2) (.2)
Income before income taxes 4.7 5.2 4.2
Income taxes 1.6 2.1 1.7
Net income 3.1% 3.1% 2.5%

Overview

Revenues of $431,611 were 8.3% higher than last year’s revenues of $398,648. Utility Services revenues
increased 10.3% while all other revenues, comprised of Residential and Commercial Services, Canadian
operations and Davey Resource Group, were up 6.7%.

Overall, income from operations of $23,214 increased 7.6% from the $21,574 experienced in the prior
year. Davey Resource Group experienced the largest increase, the result of the shift in servicing of the
metro New York Asian Longhorned Beetle (“ALB”) contract in 2005 from Residential and Commercial
Services. Utility Services also contributed to the increase, the result of storm-damage work in the
southern United States as well as a general increase in the demand for utility services.

Net income of $13,311 was $1,058 or 8.6% higher than the $12,253 earned in 2004. The increase in net
income was favorably impacted by higher revenues and income from operations offset by higher interest
expense and lower interest income and lower income taxes. Our effective income tax rate was 34.9% in
2005 as compared to 41.4% in 2004 primarily due to a decrease in state income taxes, net of federal
benefits, in 2005.
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Operating activities in 2005 provided cash of $32,237 as compared to $54,010 provided in 2004. The
$21,773 net decrease was due primarily to working capital changes, including a decrease in 2005 for
deferred income taxes of $8,631 and an increase in accounts receivable of $5,105. During 2004, payment
of prepetition accounts receivable was received when one of the Company’s largest utility customers
emerged from bankruptcy, with payment received totaling $13,326 and included interest income of
$1,692 reported in the results of 2004 operations.

Investing activities used $31,682 in cash, or $6,437 less than that used in 2004, the result of lower
expenditures for equipment. Capital expenditures totaled $68,468 for combined 2005 and 2004 to support
the increased demand for our utility services and growth in our other segments.

Financing activities provided $1,646 in 2005, an increase of $16,504 over the $14,858 used in 2004. Net
borrowings outstanding from the revolving credit facility increased by $9,900. Purchases of common
shares for treasury of $9,067 were partially offset by cash received from the sale of common shares of
$4,978 and $946 of cash received on our common share subscription. Dividends paid during 2005 totaled
$2,359.

Fiscal 2005 Compared to Fiscal 2004

Revenues--Revenues of $431,611 increased $32,963 over the $398,648 reported in 2004. Utility Services
increased $17,772 or 10.3% from the prior year and is the result of storm-damage work arising from
damage inflicted by hurricanes in the southern United States, as well as new contracts, increases in
existing contracts and increased productivity, within our eastern and western utility operations.
Residential and Commercial Services decreased $543 or .3% from 2004, the decrease primarily related to
the shift in servicing of the ALB contract in 2005 to the Resource Group offset by increases in other
services. All other segments increased $15,619 or 36.0% with the increase occurring from the shift in
2005 of the ALB contract to the Resource Group, along with new and expanded inventory and consulting
contracts and additional demand for Canadian services.

Operating Expenses--Operating expenses of $283,596 increased $20,516 from the prior year, but as a
percentage of revenues decreased .3% to 65.7%. Utility Services experienced an increase of $13,253
from the prior year, the result of additional costs for labor, equipment and subcontractor expense
associated with the storm-damage work in the southern United States coupled with increased revenues
from new contracts and increases in existing contracts from 2004 in both our eastern and western utility
operations. Residential and Commercial Services decreased $3,211 or 3.1% compared with 2004 and all
other segments increased $9,474 or 36.5%. The decrease in Residential and Commercial Services and
increase in all other segments is attributable to the metro New York ALB contract being serviced by
Residential and Commercial Services in 2004 and by Resource Group in 2005 and consists primarily of
labor, material and subcontractor costs. New and expanded inventory and consulting contracts within the
Resource Group and the increased demand for Canadian services have also contributed to the increase.
All segments continue to be impacted by increased fuel costs.

Selling Expenses--Selling expenses of $69,944 increased $5,934 from 2004 and as a percentage of
revenues increased .2% to 16.2%. Utility Services experienced an increase of $1,983 or 12.3% over 2004,
primarily for field management wages and incentives associated with increased earnings from operations.
Residential and Commercial Services experienced an increase of $2,082 or 4.7% over the prior year, the
result of increases in field management wages, professional services and branch office expenses. All other
segments increased $2,152 or 27.9%, primarily for field management wages and incentives, field
management travel and branch office expenses.
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General and Administrative Expenses--General and administrative expenses increased $1,907 to $29,815
or 6.8% from the $27,908 experienced in 2004 but as a percentage of revenues decreased .1% to 6.9%.
Increased salaries and incentive expense of $1,591, the result of increased revenues and stronger earnings
performance, and increased pension expense of $339 primarily account for the increase.

Depreciation and Amortization Expense--Depreciation and amortization expense of $25,563 increased
$2,935 from the prior year and as a percentage of revenues increased .2% to 5.9%. The increase is
attributable to depreciation expense on additional expenditures for capital required due to the increased
business levels.

Gain on Sale of Assets--Gain on the sale of assets of $521 decreased $31 from the $552 experienced in
2004. The decrease is attributable to a reduction in the number of vehicles disposed of as compared to the
prior year.

Interest Expense-- Interest expense of $2,196 increased $369 or 20.2% from the $1,827 incurred in 2004.
The increase is attributable to higher interest rates on bank borrowings and higher average debt levels as
compared with the prior year.

Interest Income--Interest income of $260 decreased $1,689 from the $1,949 experienced in 2004.
Interest income in 2004 included the recognition of $1,692 in connection with the collection of the
prepetition accounts receivable from Pacific Gas & Electric.

Income Taxes--The effective income tax rates of 34.9% for 2005, 41.4% for 2004, and 40.8% for 2003
differed from the statutory U.S. federal income tax rate because of the impact of Canadian income being
taxed at other than U.S. rates over the years as well as fluctuation in state taxes, net of federal benefit. The
reduction in the 2005 state income taxes, net of federal benefit, as compared to 2004 is due to changes in
the anticipated state tax rates at which deferred tax assets and liabilities are expected to be realized.

Net Income-- Net income of $13,311 exceeded 2004’s net income by $1,058, and as a percentage of
revenues, remained level at 3.1%.

Fiscal 2004 Compared to Fiscal 2003

Revenues--Revenues of $398,648 increased $52,385 over the $346,263 reported in 2003. Utility Services
increased $27,516 or 18.9% from the prior year and is the result of storm-damage work arising from
damages inflicted by hurricanes in the southeastern United States, primarily Florida, as well as contract
pricing adjustments, new contracts and increased productivity, within our eastern and western utility
operations. Residential and Commercial Services increased $15,899 or 9.6% over 2003, primarily the
result of work in New York related to the Asian Longhorned Beetle as well as additional work arising
from damages inflicted by hurricanes in the southeastern United States. Canadian operations increased
$7,200 or 34.6% compared with $20,809 in 2003. New contracts and increases in existing contracts from
2003 as well as improved economic conditions and weather factors account for the increase generally in
all operations.

Operating Expenses--Operating expenses of $263,080 increased $36,626 from the prior year, and as a
percentage of revenues increased .5% to 66.0%. Utility Services experienced an increase of $17,182 from
the prior year, the result of additional costs for labor and equipment associated with the hurricane-
inflicted storm-damage work coupled with new contracts obtained within our eastern utility operations
and increased revenues within our western utility operations. Residential and Commercial Services
increased $13,440, primarily for labor and materials associated with the 2004 addition of the ALB
contract as well as additional costs for labor and equipment associated with the hurricane-inflicted storm
damage. Canadian operations experienced an increase of $4,431 or 37.5% compared with the prior year
for labor and equipment associated with the increased revenues.
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Selling Expenses--Selling expenses of $64,010 increased $7,252 from 2003 but as a percentage of
revenues decreased .4% to 16.0%. Utility Services experienced an increase of $3,187 or 24.7% over the
same period last year, primarily for field management wages and incentives associated with increased
earnings from operations. Residential and Commercial Services experienced an increase of $2,270 or
5.5% over the prior year. The increase is attributable to field management wages and incentives
associated with the increased revenues. Canadian operations increased $1,264 or 30.7% over the same
period last year. Increased field management wages and incentives, the result of increased revenues,
contributed to the increase.

General and Administrative Expenses--General and administrative expenses increased $1,961 to $27,908
or 7.6% from the $25,947 experienced in 2003 but as a percentage of revenues decreased .5% to 7.0%. Of
the $1,961 increase, $829 relates to the adoption of the Supplemental Executive Retirement Plan, the
Benefits Restoration Pension Plan, the 401KSOP Match Restoration Plan and the awards of Performance
Restricted-Stock Units. Increases in salaries and incentive expense of $744 also occurred, the result of
increased revenues and stronger earnings performance. Also included in 2004 are third-party costs
(excluding internal costs) related to compliance with Section 404 of the Sarbanes-Oxley Act of 2002 of
$302.

Depreciation and Amortization Expense--Depreciation and amortization expense of $22,628 increased
$1,853 from the prior year but as a percentage of revenues decreased .3% to 5.7%. The increase is
attributable to additional capital expenditures within Utility Services, necessitated by additional contracts
obtained in 2004, and new business acquisitions within Residential and Commercial Services.

Gain on Sale of Assets--Gain on the sale of assets of $552 decreased $379 from the $931 experienced in
2003. The decrease is attributable to a reduction in the number of vehicles disposed of as compared to
2003.

Interest Expense-- Interest expense of $1,827 declined $235 or 11.4% from the $2,062 incurred in 2003.
The decline is the result of lower average debt levels during the year.

Interest Income--Interest income of $1,949 increased $1,720 from the $229 experienced in 2003. The
increase is attributable to the recognition of $1,692 in connection with the collection of the prepetition

accounts receivable from Pacific Gas & Electric.

Income Taxes-- Income tax expense for 2004 was $8,643. The 2004 effective rate of 41.4% includes a
5.7% effect of state income taxes.

Net Income-- Net income of $12,253 exceeded 2003’s net income by $3,536, or an increase of .6% as a
percentage of revenues.

LIQUIDITY AND CAPITAL RESOURCES

Our principal financial requirements are for capital spending, working capital and business acquisitions.
Cash increased $2,201 during the year ended December 31, 2005. Net cash provided by operating

activities of $32,237 and by financing activities of $1,646 were largely offset by $31,682 of cash used for
investing activities.
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Net Cash Provided by Operating Activities

Operating activities in 2005 provided cash of $32,237 as compared to $54,010 provided in 2004. The
$21,773 net decrease was due primarily to working capital changes, including a decrease in 2005 for
deferred income taxes of $8,631 and an increase in accounts receivable of $5,105. During 2004, payment
of prepetition accounts receivable was received when one of the Company’s largest utility customers
emerged from bankruptcy, with payment received totaling $13,326 and included interest income of
$1,692 reported in the results of 2004 operations.

Overall, accounts receivable dollars increased $5,105 in 2005 as compared to the $1,272 decrease
experienced in 2004. The increase arises primarily from the change in business seasonality and business
levels, while the “days-sales-outstanding” in accounts receivable decreased one day to 60 days as at
December 31, 2005 as compared with the prior year end.

Accounts payable and accrued expenses decreased $204 in 2005, compared to an increase of $7,249
experienced in 2004. The change is primarily attributable to an increase in employee compensation, self-
insured medical claims and tax liabilities. These increases were offset by decreases in commercial
insurance payables and trade payables.

Self-insurance accruals increased $3,218 in 2005, $3,614 less than the increase experienced in 2004. The
increase occurred in all classifications--workers compensation, general liability and vehicle liability, and
resulted primarily from an overall increase in deductible amounts under commercial insurance, or the
self-insured risk retention.

Other assets, net decreased $4,088 in 2005, a change of $2,907 over the $1,181 decrease in 2004. The
decrease is the result of reductions in advance payments for insurance premiums related to our workers’
compensation, vehicle liability and general liability policies, prepaid pension costs, refundable income
taxes and increases in costs associated with our defined benefit plans.

Net Cash Used in Investing Activities

Investing activities used $31,682 in cash, or $6,437 less than that used in 2004, the result of lower
expenditures for equipment. Capital expenditures totaled $68,468 for combined 2005 and 2004 to support
the increased demand for our utility services and growth in our other segments. We anticipate the level of
capital expenditures in 2006 will exceed that of 2005.

Net Cash Used in Financing Activities

Financing activities provided $1,646 in 2005, an increase of $16,504 over the $14,858 used in 2004. Net
borrowings outstanding, from the revolving credit facility, increased by $9,900. Borrowings of notes
payable decreased $1,187 while other debt and capital lease obligations decreased $1,565. Purchases of
common shares for treasury of $9,067 were partially offset by cash received from the sale of common
shares of $4,978 and $946 of cash received on our common share subscription. Dividends paid during
2005 totaled $2,359.

Revolving Credit Facility--The Company has a $120,000 revolving credit facility with a group of banks,
which will expire in December 2007 and permits borrowings, as defined, up to $120,000 with a letter of
credit sublimit of $70,000. The revolving credit facility contains certain affirmative and negative
covenants customary for this type of facility and includes financial covenant ratios, as defined, with
respect to funded debt to EBITDA (earnings before interest, taxes, depreciation and amortization), and
funded debt to capitalization.
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Contractual Obligations Summary

The following is a summary of our long-term contractual obligations, as at December 31, 2005, to make
future payments for the periods indicated.

Contractual Obligations Due--Year Ending December 31,

Description Total 2006 2007 2008 2009 2010 Thereafter
Revolving credit facility $ 28,600 $ - $28,600 $ - $ - 3 - $ -
Term loans 1,130 665 465 - - - -
Capital lease obligations 3,515 1,081 1,484 513 437 - -
Operating lease obligations 5,877 2,215 1,657 1,084 579 270 72
Self-insurance accruals 40,244 14,477 10,008 6,267 3,141 1,506 4,845
Other liabilities 2,641 1.349 734 280 243 35 -

$ 82,007 $ 19,787 $42,948 $ 8144 $ 4400 $ 1,811 $ 4917

The self-insurance accruals in the summary above reflect the total of the undiscounted amount accrued,
for which amounts estimated to be due each year may differ from actual payments required to fund
claims. Other liabilities include estimates of future expected funding requirements related to retirement
plans and other sundry items. Because their future cash outflows are uncertain, noncurrent deferred taxes
have been excluded from the summary above.

As at December 31, 2005, we were contingently liable to our principal banks in the amount of $55,706 of
which $51,476 is committed under the revolving credit facility. Substantially all of these letters of credit,
which expire within a year, are planned for renewal as necessary.

Also, as is common with our industry, we have performance obligations that are supported by surety
bonds, which expire during 2006 through 2007. We intend to renew the performance bonds where
appropriate and as necessary.

Off-Balance Sheet Arrangements

There are no “off-balance sheet arrangements” as that term is defined in Securities and Exchange
Commission (“SEC”) Regulation S-K, Item 303(a)(4)(ii).

Capital Resources

Cash generated from operations and our revolving credit facility are our primary sources of capital.

Business seasonality results in higher revenues during the second and third quarters as compared with the
first and fourth quarters of the year, while our methods of accounting for fixed costs, such as depreciation
and interest expense, are not significantly impacted by business seasonality. Capital resources during
these periods are equally affected. We satisfy seasonal working capital needs and other financing
requirements with the revolving credit facility and several other short-term lines of credit. We are
continuously reviewing our existing sources of financing and evaluating alternatives. At December 31,
2005, we had working capital of $26,859, short-term lines of credit approximating $4,056, and $39,924
available under our revolving credit facility.

Our sources of capital presently allow us the financial flexibility to meet our capital spending plan and to
complete business acquisitions.
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Accounting Pronouncement Issued But Not Yet Adopted

In December 2004, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 123 (revised), "Share-Based Payment (“FAS 123R”).” FAS 123R is a revision
of FAS 123 and supersedes APB Opinion No. 25. The Company is required to adopt FAS 123R in
January 2006. FAS 123R requires all share-based payments to employees, including grants of employee
stock options, to be recognized in the financial statements based on their fair values (that is, pro forma
disclosure is no longer an alternative to financial statement recognition).

For 2005 and prior, the Company accounted for its stock-based compensation plans (which include stock
options and subscriptions to purchase shares under the Employee Stock Purchase Plan) using the intrinsic
value method of accounting prescribed by APB Opinion No. 25, "Accounting for Stock Issued to
Employees." Given the terms of the Company's plans, no compensation cost was recognized for its stock
option plans or the Employees’ Stock Purchase Plan in 2005 and prior periods.

Upon required adoption of FAS 123R in January 2006, the Company will recognize compensation costs
for all new grants of employee stock options awarded after December 31, 2005 to employees and
subscriptions to purchase shares under the Employee Stock Purchase Plan. In adopting FAS 123R, there
will be no effect on prior period financial statements as compensation costs are only permitted to be
recognized prospectively.

Under the Employee Stock Purchase Plan, all full-time employees with one year of service are eligible to
purchase shares of common stock valued at up to $7.8 in any calendar year. Purchases under the
Employee Stock Purchase Plan are at 85% of the fair market value of the common shares—a 15%
discount. The 15% discount of total shares purchased under the plan was $204 in 2005; $181 in 2004 and
$164 in 2003.

FAS 123R compensation costs to be recognized in 2006 under the Employee Stock Purchase Plan will
depend on the number of employees that participate, the shares subscribed and the price of the shares. The
FAS 123R compensation cost for all other stock-based payments for 2006 will depend on the awards
made.

Critical Accounting Policies and Estimates

Our consolidated financial statements are prepared in accordance with accounting principles generally
accepted in the United States. The preparation of these financial statements requires the use of estimates,
judgments and assumptions that affect the 