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FORM 10-K
THE DAVEY TREE EXPERT COMPANY

Year Ended December 31, 1987

PART I

Item 1. Business.

General. The Davey Tree Expert Company, which was incorpor-
ated in 1909, and its subsidiaries (the "Registrant") are in the business of
providing horticultural services to a variety of residential, corporate,
institutional and governmental customers. Horticulturzsl services include the
treatment, preservation, maintenance, cultivation, planting and removal of
trees, shrubs and other plant 1life and also include the practices of land=-
scaping, tree surgery, tree feeding, tree spraying, interior plant
installation and maintenance, and line clearing for public utilities.
Horticultural services also involve the application of scientifically
formulated fertilizers, herbicides and insecticides with hydraulic spray
equipment on residential and commercial lawms. '

Competition and Customers. The Registrant is one of the
largest national organizations in the private horticultural services indus-
try. The Registrant competes with other national and local firms with
respect to its services, although the Registrant believes that no other firm,
whether national or local, offers the range of services that it offers.

Competition in private horticultural services is generally
localized but very active and widespread. The principal methods of competi-
tion ere advertising, customer service, image, performance and reputation.
The Registrant's program to meet its competition stresses the necessity for
its employees to have and to project to customers a thorough knowledge of
horticulture and utilization of modern, well-maintained equipment and also
stresses the Registrant's ability to render technical and diagnostic support
for its private horticultural services. Pricing is not always a critical
factor in a customer's decision. Pricing is, however, the principal method
of competition in providing horticultural services to utility customers,
although in most instances consideration is given to reputation and past
production performance,

(2)
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The Registrant provides a wide range of horticultural services
to private companies, public utilities, local, state and Federal agencies,
and a variety of industrizl, commercial and residential customers. During
the fiscal year ended December 31, 1987, the Registrant had sales of approxi-
mately $32,000,000 (22%Z of total sales) to Pacific Gas & Electric Company.

Regulation and Environment. The Registrant's 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 the Registrant's services regarding
insect and disease control, because these services involve to a considerable
degree the blending and application of spray materials, which require formal
licenging in most areas. The Registrant believes that it is in compliance
with existing Federal, state and local laws regulating the use of materials
in its spraying operations as well as the other aspects of its business that
are subject to any such regulation,

Marketing. The Registrant solicits business from residential
and commercial customers principally through direct mail programs and to a
lesser extent through the placement of advertisements in national magazines
and trade journals and in local newspapers and "yellow pages" telephone
directories. Business from utility customers is obtained principally through
negotiated contracts and competitive bidding. All sales and services are
carried out through personnel who are direct employees. The Registrant does
not use agents and does not franchise its name or business.

Seasonality. The Registrant's business is highly seasonal.
Sales and earnings are genmerally highest in the second and third quarters of
the calendar year, and historically the Registrant has incurred losses in the
first quarter. This seasonality has historically created heavy demands for
additional working capitsl in the first four to six calendar months ranging
from $2,000,000 to $8,000,000, and the Registrant borrows against bank
commitments for short-term loans in the form of lines of credit and a revolv-
ing credit agreement to provide the necessary funds. Services to utility
customers show only small fluctuations in volume throughout the year.
Extreme fluctuations do exist, however, in horticultural services to private
customers.

Other Factors. The constant changes in environmental condit-
ions, environmental awareness, technology and social attitudes make it
necessary for the Registrant to maintain a high degree of awareness of the
impact such changes have on the market for its services. Environmental
controls inhibit the economic disposal of debris, which directly affects the
Registrant's profitability. The Registrant believes, however, that the
opportunities resulting from the environmental consciousness of the general
public more than offset most of the environmental controls by which it is
affected.

Rapid changes in equipment technology require a constant
updating of equipment and processes to ensure competitive services to the
Registrant's clients. Also, the Registrant must continue to assure its
compliance with the Occupational Health and Safety Act. 1In keeping with
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these requirements, capital expenditures in 1986 and 1987 were approximately
$10,595,000 and $9,045,000, respectively. These expenditures included
$1,933,000 and $1,062,000 related to the acquisition of subsidiaries in 1986
and 1987, respectively.

Employees. The Registrant employs between 3,500 and 3,800
persons, depending upon the season, and considers its employee relatioms to
be good.

Foreign and Domestic Operations. The Registrant and its
Canadian subsidiaries sell the Registrant's services to customers in the
United States and Canada, respectively.

The Registrant does not consider its foreign operations to be
material and considers the risks attendant to its business with foreign
customers, other than currency translation risks, to be not materially
different from those attendant to business with its domestic customers.,

Item 2. Properties.

The following table lists certain information with respect to
major properties owned by the Reglstrant and used in connection with its
operations.

Location AcTeage Building Sq. Ft
Cincinnati, Ohio 2,5 71,200
Livermore, California 10.0 27,737
Winter Park, Florida 1.0 2,500
Chamblee, Georgia 1.9 7,000
East Dundee, Illinois 4.0 7,500
Indianapolis, Indiana 1.5 5,000
Grand Rapids, Michigan 4.0 2,300
Troy, Michigan 2.0 10,200
Cheektowaga, New York 6.9 3,200
Bayport, New York 2.0 7,000
Charlotte, North Carolina 3.1 4,900
Canal Winchester, Ohio 2.8 14,300
Kent, Ohio (multipie) 124.5 111,608
Toledo, Ohio .5 4,300
Wooster, Ohio 322.8 7,800
Pittsburgh, Pennsylvania 2.5 2,000
Ninety-Six, South Carolina 6.2 6,150
Houston, Texas 1.6 8,200
Chantilly, Virginia 2.0 8,900
Dowvnsview, Ontaric, Canada e5 2,800
Baltimore, Maryland 3.3 22,500
Lancaster, New York 3.0 6,600
Bettendorf, Iowa 5 320
Richmond, Virginia 5 1,200
Mecklenburg, North Carolina 15.6 -0~
Soco Gap, North Carolina 17.0 =0=
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The Registrant also rents approximately 50 other premises ranging from desk

space with parking to disposal and storage use.

The Registrant believes that

all of these properties have been adequately maintained and are suitable and
adequate for its business as presently conducted.

Item 3. Legal Proceedings.

There are no material legal proceedings, other than ordinary
routine litigation incidental to the business, to which the Registrant or any
of its subsidiaries is a party or of which any of their property is the

subject,

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

No matter was submitted during the fourth quarter of 1987 to a
vote of security holders, through the sclicitation of proxies or otherwise.

Executive Officers of the Registrant (included pursuant to

Instruction 3 to paragraph (b) of Item 401 of Regulation S$-K).

The executive

officers of the Registrant and their present positions and ages are as

follows:
Name

John W. Joy

R. Douglas Cowan

Eugene W. Haupt

David E. Adante

Paul E. Daniel

Dr. Roger C. Funk

William F. Heim

James J. Reed

Donald J. Shope

Karl J. Warnke

Position

Chairman of the Board and
Chief Executive Officer

President and Chief Operating
Officer

Executive Vice President, and
President of Davey Tree Surgery
Company

Secretary~Treasurer and Chief
Financial Officer

Vice President, and Senior Vice
President of Davey Tree Surgery
Company

Vice President-Human and
Technical Resources

Vice President and General
Manager-Utility Services

Vice President and Controller
Vice President and General
Manager-Residential and

Commercial Services

Vice President and Assistant
to the President

=5 -

Age
65

47

65

36

59

43

60

59

54

36
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Name Position Age
Gordon L. Ober Vice President, New Ventures 38
Rogemary T. Nicholas Assistant Secretary 44

Mr. Joy was elected Chairman of the Board and Chief Executive
Officer in July, 1985. From January, 1984, he had served as Chairman of the
Board, President and Chief Executive Officer and prior to 1984 had served as
President and Chief Executive Officer since before 1982,

Mr. Cowan was elected President and Chief Operating Officer in
July, 1985. From January, 1984 until July, 1985 he served as Executive Vice
President-Finance and Administration, Corporate Group, and prior to holding
that position had served as Vice President, Finance, since before 1982.

Mr. Haupt was elected Executive Vice President, and President
of Davey Tree Surgery Company in July, 1985. From January, 1984 to July 1985
he served as Executive Vice President-General Manager of Davey Tree Surgery
Company, and had served as Vice President-General Manager of Davey Tree
Surgery Company for more than 5 years prior to January, 1984,

Mr. Adante was elected Secretary-Treasurer and Chief Financial
Officer in September, 1985. From January, 1984 until September, 1985 he
served as Treasurer, and prior to holding that position served as Assistant
Treasurer beginning in May, 1982.

Mr. Daniel was elected Vice President in May, 1984 and has
served as Senior Vice President-~Operations, Davey Tree Surgery Company for
more than five years.

Dr. Funk was elected Vice President-Human and Technical
Resources in January 1984 and had served as Vice President, Research and
Development since prior to 1982,

Mr. Heim has been Vice President and General Manager-Utility
Services for meore than five years.

‘ Mr. Reed was elected Vice President-Controller in December
1986. He served as Vice President-Operations Administration from September
1985 through December 1986, and as Contrcller from March 1984 through
September 1985. Mr. Reed served as Executive Vice President of King Musical
Instruments, Inc, from January, 1982 through September, 1983 and served as
Vice President and Chief Financial Officer of King Musical Instruments, Inc.
for a number of years prior to 1982,

Mr. Shope was elected Vice President and General Manager-Resi-
dential and Commercial Services in January, 1984, and had served as Vice
President and General Manager~Tree Care Services since prior to 1982.

Mr. Warnke was elected Vice President and Assistant to the
President in September 1987. He served as Vice President-Utility Operations
from 1986 through August 1987, Area Manager from 1984 to 1986, and Operations
Cocrdinator from 1982 through 1984,
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Mr. Ober was elected Vice President-New Ventures in March,
1986. He served as Vice President and Operations Manager-Residential and
Commercial Services from January, 1984 to March, 1986 and as Vice
President-Lawnscape Services from prior to 1982 to January, 1984.

Mrs. Nicholas was elected Assistant Secretary in May, 1982 and
has been employed as an executive secretary with the Registrant for more than
five years.

Officers of the Registrant serve for a term of office from the
date of their election to the next organizational meeting of the Board of
Directors and until their respective successors are elected.

PART I1

Item 5. Market for Registrant's Common Shares and Related Security Holder
Matters.

On May 19,1987, the shareholders approved an increase in the
number of authorized shares of $1.00 par value common stock from 3,000,000 to
12,000,000 shares. Alsc, the Company's Articles of Incorporation were
amended to authorize a class of 4,000,000 preferred shares, of which none
were 1lssued at December 31, 1987. A four-for-ome stock split for common
shareholders of record on June 1, 1987, was approved and distributed on June
22, 1987,

At December 31, 1987, 1986, and 1985 the number of common
shares issued were 4,364,220, 1,091,055, and 1,091,055, respectively. At
those respective dates, the number of shares in the treasury was 1,623,394,
393,758, and 322,522. All other references in the financial statements with
regard to average number of shares of common stock, earnings per common
share, dividends per share, stock option data, and stock purchase plan data
have been adjusted to give retroactive effect to the common stock split.

The Registrant's stock is not listed or traded onm an active
stock market and market prices are, therefore, not available. Semi-annnally,
the fair market value of the Registrant's common stock, based upon the
Registrant's performance and financial condition, 1s determined by an
independent financial consulting firm.

As of March 15, 1988, there were 922 record holders of the
Registrant's Common Shares. During the year ended December 31, 1986,
the Registrant paid a dividend of $.0525 per share in each of the first three
quarters and $.0575 per share in the fourth quarter. During the year ended
December 31, 1987, the Registrant paid a dividend of $.0575 per share in the
first quarter and $.065 per share in the second, third, and fourth quarters.
The Registrant's agreements with its lenders provide that the payment of cash
dividends during any year may not exceed the lesser of (a)} 30% of the average
of annual net earnings (as defined) for the prior three years or (b) 10% of
consolidated net worth (as defined) as at the first day of that year. See
Note D to Consolidated Financial Statements beginning on page F-11 of the
Annual Report on Form 10-K.

-7-
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Item 6, Selected Financial Data.

Years Ended December 31
1987 1986 1985 1984 1983
(000's omitted, except per share data)

Operating
Results:
Revenues $143,489 $133,156 $129,221 $§118,915 $ 104,557

Net Earnings $ 3,819 $ 3,007 $ 4,256 § 4,623 S 4,422

Net Earnings
Per Common
Share $ 1.34 $ 1.00 $ 1l.29 § 1.35 $§ 1,30

At Year End:
Total Assets $ 52,758 $ 52,630 $ 50,609 § 46,769 $ 36,967

Total Long-
Term Debt $ 7,654 § 8,972 $ 7,499 § 8,892 $ 3,471

Cash Dividends
Per Common
Share $ .25 $ .22 $§ .20 $ .18 $ .15

Item 7. Management's Discussion and Analysis of Financial Condition and
Reésults of Operatioms.

The Registrant's management uses a number of measurements and
ratios to gauge the Registrant's financial condition and to monitor trends in
key performance areas in operations.

FINANCIAL CONDITION

Liquidity Measurements. Management believes that the
following measurements are useful in evaluating the Registrant's ability to
meet short-term obligations, in evaluating l{iquidity, and in evaluating the
extent to which capital expenditures can be financed from internal cash flow.

1987 1986 1985
Working Capital (in 000's) $ 4,436 $ 2,318 $ 1,483
Current Ratio 1.3:1 1.1:1 1.1:1
Cash Flow from Operations (in 000's) $13,826 $13,454 $14,015
Capital Expenditures (in 000's) $ 9,045 $10,595 $14,350
Cash Flow to Capital Expenditures
Ratio _ 1.5:1 1.3:1 1.0:1
Cash Flow as I of Revenues 9.6% 10.1% 10.8%
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At year-end 1987, working capital (current
assets less current liabilities) increased compared to the prior year, and
was $2,118,000 and 52,953,000 higher than at year-end 1986 and 1985,
respectively. The increase in 1987 was due to higher accounts receivable and
lower levels of accrued liabilities and short-term debt. Accounts receivable
increased $1,879,000 due to the increase in sales volume together with slower
collections in certain utility accounts. The Registrant believes that this
condition is temporary, and is not a major concern. Accrued liabilities
decreased due to the elimination of deferred premiums under the Registrant's
workers' compensation insurance programs. Short-term debt decreased due to
lower borrowing requirements as a result of improved cash flow.

Management believes that cash flow is the best
measure of the Registrant's liquidity, particularly when related to capital
expenditures. 1In 1987, cash flow increased $372,000 from 1986, and decreased
$189,000 from 1985. The increase in cash flow in 1987 was primarily due to
higher net income. As a percentage of revenues, cash flow was at 9.6%,
compared to levels of 10.1%Z and 10.8% for the previous two years. However,
capital expenditures for 1987 were reduced to $9,045,000 from levels of
$10,595,000 and $14,350,000 for 1986 and 1985 respectively. In 1987, cash
flow in excess of capital expenditures was $4,781,000, compared to $2,859,000
in 1986, and capital expenditures in excess of cash flow of $335,000 in 1985.
It continues to be management's objective to finance capital expenditures
from internally generated funds (cash flow) as much as poasible, so long as
that posture does not prevent the Registrant from maximizing growth
opportunities,

Levera;ﬁ Measurements. These ratios measure the extent to
which the Registrant has been financed by debt, or, put another way, the
proportion of the totzl assets employed in the business that have been
provided by creditors as compared to shareholders. Debt is defined as total
liabilities.

1987 1986 1985
Equity to Debt Ratio 1,05:1 .9:1 1.0:1
Debt as Z of Assets 48.7% 52.9% 49.7%
Equity as Z of Assets 51.3% 47.1% 50.3%

At the end of 1987, the relationship of equity to debt
increased to 1.05:1, compared to .9:1 in 1986 and 1.0:1 in 1985. The decline
in the ratio for 1986 and 1985 was caused by the debt incurred in connection
with the construction of the Corporate Center and by the Registrant's
redemption of common stock. Redemptions in' 1987, 1986, and 1985 were
$1,995,000, $3,838,000 and $2,815,000, respectively. Since a significant
number of the shares redeemed in recent years were due to retirees and
employees nearing retirement, management believes that the level of
redemptions experienced in 1986 and 1985 will not continue in the near term,
and that the impact of redemptions on the debt to equity ratio will continue
to diminish. Management believes that a ratio of less than 1.0:1 is not
necessarily unhealthy, and continues to evaluate opportunities which could
require additional debt fimancing.
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The Registrant will continue to finance its operations needs
with borrowing$under a Revolving Credit Agreement and short-term lines of
credit. At March 15, 1988, the Registrant had available $15,500,000 in
credit commitments under all revolving credit and line of credit arrange-
ments. Management believes those arrangements to be sufficient for the
Registrant's borrowing needs for operations.

Common Share Measurements, With these measurements, share-
holders can assess the Registrant's earnings performance, dividend payout,
and equity position as related to their shareholdings.

1987 1986 1985
Earnings Per Share $ 1.34 $ 1.00 $1.29
Dividends Per Share $ .25 $ .22 $ .20
Book Value Per Share $ 9.87 $ 8.89 5 8.28
ESQOT Market Valuation Per Share $14.36 $12.92 $ 8.85

The earnings per share measurements are shown as if all out-
standing stock options had been exercised at December 31 of the years
presented. The lower number of shares outstanding at December 31, 1987, due
to the redemptions of stock have favorably affected the per share
measurement.

The higher earnings in 1987 are reflected in the per share
measurements In the table above. Earnings per share in 1987 increased to
$1.34 per share, up $.34 from 1986, and $.05 from 1985. The market value per
share increased to $14.36 per share, up 11% from 1986, and 62% from 1985.
Although the Registrant's earnings per share increased 34% in 1987 over 1986,
the market valuation of the common stock increased only 112 because of the
decline in price/earnings multiples of publicly traded stocks and stock
indexes during the fourth quarter.

Dividends paid per share were again increased in 1987. 1In
1987, they were increased $.03 per share, or 14% over 1986, compared to an
increase in 1986 of $.02 per share, or 10% over 1985. Total dividends paid
to sharehclders in 1987 were $696,000, compared to $630,000 in 1986 and
$616,000 in 1985. It is the Registrant's objective to provide a fair return
on investment to its shareholders through improved dividends, so long as the
Registrant can financially justify such 2 pelicy. The increases in each of
the last five years reflect this cbjective.

. The Registrant's Common Shares are not listed or traded on an
active stock market and market prices are, therefore, not available. Each
year, an independent consultant is retained by the Registrant's Employee
Stock Ownership Trust (ESOT) to evaluate the Registrant's performance and
financial condition and determine a fair market value, as of the end of the
year, for the shares owned by the ESOT. The valuations are presented due to
the absence of other market data.

=10~
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RESULTS OF OPERATIONS

Profitability Measurements. Management uses these measure-
ments to evaluate its overall effectiveness in increasing revenues and
generating returns on revenues,

1987 1986 1985
Increase in Revenues 7.8% 3.0% 8.7%
Operating Earnings as % of Revenues 5.8% 5.5% 6,12
Pre-Tax Earnings as X of Revenues 4.8% 4.32 5.4%
Net Ea:nings as 2 of Revenue 2.7% 2.3 3.3%

Revenues for 1987 of $143,489,000 set a new record and
increased $10,333,000, or 7.8%, over 1986, compared to a 3.0% increase in
revenues in 1986 and 8.7% in 1985. Revenues increased in the Kent Operating
Company and Jad in most of the Registrant's major service lines, but were
slightly lower in the Davey Tree Surgery Company.

Operating costs in 1987 increased by $5,709,000 or 6.3% over
the prior year, but at a lower rate than the increase in revenues. As a
percentage of revenues, these costs decreased to 67.4%, compared to 68.3% and
68.0% in 1986 and 1985, respectively. Twc major components of operating
costs, labor and equipment, were lower than the prior year as a percentage of
revenues., Partially offsetting these improvements, however, were increases
in liability insurance costs.

Selling, General and Administrative ("S, G&A") costs increased
14.3% in 1987, and at a higher rate than the revenue increase of 7.8%. As a
percentage of revenues, these costs were 20,1% in 1987, compared to 19.0% in
1986, and 19.0% in 1985. "S, G&A" expenses increased at a disproportionate
rate primarfly due to higher general insurance and selling costs, as well as
the impact of "S, G&A" costs of subsidiaries acquired in 1986 and 1987.

Depreciation expense in 1987 increased .B% over 1986, compared
to an increase of 6.9% in 1986, and an increase of 11.7Z2 in 1985.
As a percentage of revenues, depreciation expense was 6.72 in 1987, compared
to 7.2% in 1986, and 6.9% in 1985. The Registrant records its depreciation
expense on & double-declining balance method, which provides a higher
depreciation expense in the early years of asset life. Each year's expense,
therefore, is significantly affected by the level of capital expenditures in
the current and immediately preceding years. Capital expenditures, exclusive
of the investment in subsidiaries in 1987 and 1986, and Corporate Center
expenditures in 1985, were $7,983,000, $8,662,000 and $11,333,000,
respectively. Capital expenditures for 1987 were reduced due to the leveling
of the growth pattern prior to 1985, and by improved utilization of existing
equipment. '

-]ll=
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Interest expense in 1987 decreased to $1,279,000 compared to
$1,363,000 in 1986 and $1,191,000 in 1985. Interest expense for 1987, 1986,
and 1985 included $274,000, $363,000, and $232,000, respectively, related to
the financing of the Corporate Center. Excluding the effect of the Corporate
Center financing, interest expense increased in 1987 by $5,000, or .5% over
the 1986 level. Management believes that interest expense will remain at or
below current levels in the short term.

As a result of the above factors, 1987 earnings before income
taxes were $6,922,000 or 4.8% of revenues. The effective tax rate for 1987
was 44,8%, compared to 47.1% for 1986 and 38.62 for 1985. Despite the 40%
federal income tax rate for 1987, the effective tax rate remained high
because of the impact of higher state and local taxes. Effective tax rates
for 1987 and 1986 were also affected by the elimination of the investment tax
credit as mandated by Tax Reform Act of 1986.

In December, 1987, the Financial Accounting Standards Board
issued Statement of Financial Accounting Standards (SFAS) No. 96, Accounting
for Income Taxes., This statement establishes financial accounting and
reporting standards for the effects of income taxes, SFAS 96 is effective
for fiscal years beginning after December 15, 1988, The Wegistrant has not
adopted the standard in 1987, and has not determined whether or not it will
adopt the standard in 1988, The future impact of the adoption of the
standard on the Registrant's financial statements, whether adopted in 1988 or
1989, is not known or reasonably estimable at the time of this filing.

Net income for 1987 increased to $3,819,000 compared to
$3,007,000 and $4,256,000 in 1986 and 1985 respectively, and as a percentage
of revenues was 2.72 compared to 2.3% in 1986 and 3.3% in 1985,

Asset Utilization Measurements. Management uses these measurements
to evaluate its efficiency in employing assets to generate revenues and
returns.

1987 1986 1985
Average Assets Employed (in 000's) 352,694 $51,620 548,689
Asset Turnover (Revenues to Average Assets) 2,7 2.6 2,7
Return on Average Assets 7.3% 5.8% 8.7%

Due to capital expenditures for the Corporate Center of
$3,017,000 in 1985, the average assets employed and the asset turnover ratio
for that year as well as for 1987 and 1986 are somewhat distorted as compared
to prior years. Excluding the effect of the Corporate Center from the above
table, the turnmover rate would have been 3.0 in 1987, and 2.9 in 1986 and
1985, and the return on average assets would have been 8.2%, 6.7& 9.5%,
respectively. Deapite the effect of the Corporate Center on these
measurements and a continuing high level of insurance costs, the improvement
in the 1987 return on assets was due to improved asset turnover and a higher
net earnings percentage (2.7%), which resulted primarily from lower
depreciation expense.

Management believes that high insurance costs will continue to
adversely affect return on assets for the short term but is steadfast in its
goal to achieve a turnover rate of at least 3.0 and to improve the net
earnings percentage to provide a return on assets of 15%.

~12~
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Item 8. Consolidated Financial Statements and Supplementary Data.

The opinion of Independent certified public accountants, the
audited consolidated financial stateménts, and the notes to the audited
consolidated financial statements required by this Item 8 appear on pages F-1
through F-19 of this Annual Report on Form 10-K.

Item 9, Disagreements on Accounting and Financial Disclosure.

Within the 24 months prior to the date of the most recent
financial statements, no Form 8-K under the Exchange Act has been filed to
report a change of accountants and a disagreement on any matter of accounting
principles or practices or financial statement disclosure.

PART III

Item 10. Directors and Executive Officers of the Registrant.

The information regarding directors of the Registrant
appearing under the heading "Nominees for Board of Directors" in the
Registrant's definitive Proxy Statement for its 1988 Annual Meeting of
Shareholders is hereby incorporated by reference.

Item 11, Executive Compensation.

The information regarding compensation of the Registrant's
executive officers appearing under the heading "Compensation of Executive
Officers" in the Registrant's definitive Proxy Statement for its 1988 Annual
Meeting of Shareholders is hereby incorporated by reference.

Item 12. Security Ownership of Certain Beneficial Owmers and Management.

The information regarding the security ownership of certain
beneficfal owners and management appearing under the heading "Beneficial
Ownership of Voting Stock" in the Registrant's definitive Proxy Statement for
its 1988 Annual Meeting of Shareholders is hereby incorporated by reference.

Item 13. Certain Relationshipe and Related Transactions,

The information regarding certain relationships and related
transactions appearing under the headings "Nominees for Board of Directors"
and "Compensation of Executive Officers" in the Registrant's definitive Proxy
Statement for its 1988 Annual Meeting of Shareholders is hereby incorporated
by reference.

-13-
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PART IV

Item l4. Exhibits, Financial Statement Schedules and Reports on Form 8-K.

(a) (1) and (a)(2) Financial Statements and Schedules. See the
Index to Financial Statements and Financial Statement Schedules on page F-l
of this Annual Report on Form 10-K,

(a) (3) Exhibits. See the Index to Exhibits on sequentially numbered
page 18 of this Annual Report on Form 10-K.

(b) Reports on Form 8-K. No reports on Form 8-K were filed during
the last quarter of the period covered by this Annual Report on Form 10-K.

~14-
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the
Securities Exchange Act of 1934, the Registrant has duly caused this Annual
Report on Form 10-K to be signed on its behalf by the undersigned thereunte
duly authorized.

Executive Officer

March 4, 1988

Purguant to the requirements of the Securities Exchange Act of
1934, this Annual Report on Form 10-K has been signed below by the following
persons on behalf of the Registrant and in the capacities indicated on
March 4, 1988

>

J. (W,/ JOY, @Lrechlor WILLIAM D. GINN, Director
Chairman and Chfef
Executive Officer

{Principal Executive Officer)

AL

R. DOUGLAS LOWAN, Director;
President and Chief
Operating Officer

(Principal Operating Officer)

. ﬂ mom@
? W. BWEY% RICE STRUCHEN, Director
@WM Lo

AMES H. MILLER, Pirector EDWARB . TAYLOR, Director
"/ ~//} 7 o
o ,./4 a ‘:-:'y " o =
- S L/;'%:’Zf.,f

c

ecretary-Treasurer and Chief
Financial Officer
(Principal Financial Officer)

AMES H. POHL, Director J REED
Vice Presiden ontroller
(Principal Accounting Officer)
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INDEX TO EXHIBITS

[Item 14(2a)(3)]

Location or

Exhibit No. Description Sequential Page
{(3)(a) 1987 Amended Articles of Incorporated by
Incorporation reference to Exhibit

3(a) to the Regis-
trant's Annual Report
on Form 8-K dated
July 1, 1987,

(3)(b) 1987 Amended Regulations of Incorporated by re-
The Davey Tree Expert Company ference to Exhibit
3(b) to the Regis~
trant's Annual Report
on Form 8-K dated
July 1, 1987.

(4) The Company 1s a party to
certain instruments, copies
of which will be furnished
to the Securities and Exchange
Commission upon request,
defining the rights of holders
of long-term debt identified
in Note D of Notes to
Consolidated Financial Statements.

(€))] Voting Trust Agreement Not applicable
(10) (a) 1980 Employee Stock Option Incorporated by -
Plan, as amended reference to Exhibit

10 to the Registrant's
Annual Report on Form
10-K for the year
ended December 31,

1983
(10)(b) 1985 Incentive Stock Option Incorporated by
Plan reference to Exhibit

10(b) to the Regis-
trant's Annual Report
on Form 10-K for the
year ended

December 31, 1985

=16=



Pajc 17 of 49 Pagea

Location or

Exhibit No. Description Sequential Page
{10) (e) 1987 Incentive Stock Opticon Plan 18
(11) Statement re computation of
per share earnings Not applicable
(12) Statement re computation ratios Not applicable
(13) Annual report to security

holders, Form 10-Q or
quarterly report to security

holders Not applicable
(18) Letter re change in accounting

principles Not applicable
(19) Previously unfiled documents Not applicable
(22) Subsidiaries of the Registrant -
(24) Consent of independent

auditors to incorporation of
their opinion in Registraat's
Statements on Form $-8

(File Nos. 2-73052 and 2-77353) 26
(25) Power of Attorney Not applicable
(28) Additional Exhibits Not applicable

-17-
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EXHIBIT 10 (c)

THE DAVEY TREE EXPERT COMPANY
1987 INCENTIVE STOCK OPTION PLAN

Plan Adopted by Board of Directors on April 20, 1987
Plan Approved by Shareholders on May 19, 1987

1. Purpose. This 1987 Incentive Stock
Option Plan (the “Plan") is designed to promote the inter-
est of the Company by enabling the Company, by grant of op-:
tions to purchase Common Shares of the Company, to retain
and attract key employees for the Company and its affili-
ates, and to provide additional incentive to those employees
through increased stock ownership in the Company. Options
granted under the Plan ("Options") shall be incentive stock
options within the meaning of Section 422A of the Internal
Revenue Code of 1986, as amended, as now in effect or as
hereafter further amended (the "Code"). The term "affili-
ates"” where used in the Plan means subsidiary corporations
as defined in Section 425 of the Code.

‘ 2. Administration. The Plan shall be ad-
ministered by the Compensation Committee of the Board of
Directors of the Company (the "Committee"). The Committee
shall have full power and authority to construe and inter-
pret the provisions and to supervise the administration of
the Plan, and to grant Options under the Plan. No Director
who shall have been eligible within a period of one year
prior to his appointment to the Committee to participate in
the Plan or any other plan of the Company entitling partici-
pants therein to acquire shares, stock appreciation rights,
or options of the Company is entitled to serve on the Com-
mittee. All decisions and designations made by the Com-
mittee pursuant to the provisions of the Plan shall be made
by a majority of its members.

3. Employees Who May Participate In the
Plan. Employees to whom Options are granted shall be des-
ignated by the Committee. An Option may be granted to any
full-time salaried key employee of the Company or of an
affiliate, including any director or officer who is a key
employee. An employee may hold more than one Option. No
employee may, however, be granted incentive stock options
under any and all stock option plans of the Company that
become exercisable for the first time by the employee
during any calendar year for shares that exceed an aggre-
gate fair market value (determined on the date(s) of grant)
of $100,000.
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4. Shares Subject to the Plan. The aggre-
gate number of Common Shares that may be delivered upon the
exercise of all Options granted under the Plan may not ex-
ceed 100,000, subject, however, to adjustment as provided
in Section 13. The Common Shares to be issued under the
Plan shall be the Company's authorized Common Shares and
may be unissued shares or treasury shares as the Committee,
with the concurrence of the Board of Directors, may from
time to time determine. To the extent the Company shall
reacquire Common Shares for such purposes, shares may be
reacquired at the time Options are exercised, or from time
to time in advance, whenever the Board of Directors may
deem their purchase advisable. 1If an Option is surrendered
or for any other reason ceases to be exercisable in whole
or in part, the Common Shares that are subject to the Op-
tion, but as to which the Option has not been exercised,
shall again become available for offering under the Plan,
subject to the limitations contained in the first sentence
of this Section 4.

S. Option Grants. Options granted under
this Plan shall be deemed to be granted on the June 30 or
December 31, whichever day occurs first, immediately fol-
lowing approval by the Committee of the granting of such
Options.

6. Option Price. The Option price under
each Option shall be determined by the Committee or by the
" Board of Directors. The Option price shall be not less
than 100% of the fair market value of the Common Shares
subject to the Option on the date the Option is granted,
except that, if the optionee owns, at the time the Option
is granted, shares possessing more than 10% of the total
combined voting power of all classes of stock of the Com-
pany or of an affiliate, the Option price shall be not less
than 110% of the fair market value of the shares on the
date the Option is granted. For purposes of the Plan, fair
market value" of shares shall be, with respect to Options
granted on December 31, the fair market value established
by the trustee of the Company's Employee Stock Ownership
Trust (“E.S.0.P. Trustee") on that December 31, and with
respect to Options granted on June 30, the fair market val-
ue established by the E.§.0.P. Trustee on that June 30.

7. Notice of Grant of Option. Promptly
after the Committee grants any Option to an employee, the
Committee shall cause the employee to be notified of the
fact that the Option has been granted and of the terms of
the Option.
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8. Exercise of Options. No Option granted
under the Plan may be exercised prior to the completion of
one year of continuous employment with the Company or an
affiliate after the date of grant, unless an Option is ac-
celerated as provided in Section 10(b), and under no circum-
stances later than the expiration date of the Option. An
Option may be exercised only while the optionee is in the
employ of the Company or an affiliate, except as otherwise
provided in Section 9 or as may be permitted pursuant to
substitute Options granted under Section 14. An Option
shall become exercisable at such time or times, in whole or
in part, on a cumulative or non-cumulative basis, as the
Committee may determine at the time the Option is granted.
No fraction of a share may be purchased upon exercise of an
Option.

9, Exercise of Options After Termination of
Employment. Subject to the provision, found in Section 8,
that under no circumstances may an Option be exercised lat-
er than the expiration date of the Option, an Option may be
exercised after termination of the optionee's employment in
only the following situations:

(a) If the termination of employment
is due to retirement under the applicable retire-
ment plan or policy of the Company or an affil-
iate, the optionee shall have the right within
the period of three months next following the
date of termination to purchase all or any part
of the Common Shares that he would have been en-
titled to purchase if he had exercised his Option
on the date of termination.

(b) Upon the termination of employment
of an optionee due to permanent and total disabil-
ity or the death of an optionee while in the em-
ploy of the Company or a subsidiary or within the
three-month period referred to in paragraphs (a)
and (c) of this Section 9, the optionee or the
optionee's estate, personal representative, or
beneficiary shall have the right to exercise the
Option in whole or in part within one year after
the date of termination or the optionee's death.

(c) If the termination of employment
is due to any reason other than the optionee's
retirement as specified in (a) above or the op-
tionee's permanent and total disability or death
as specified in (b) above, the optionee may, pro-
vided the Committee or the Board of Directors
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consents, exercise the Option in whole or in part
within the period of three months after the date
of termination of employment.

10. Termination of Options.

(a) An Option granted under the Plan
shall terminate, and the right of the optionee
(or his estate, personal representative, or bene-
ficiary) to purchase shares upon exercise of the
Option shall expire, on the date determined by
the Committee at the time the Option is granted.
No Option, however, may have a life of more than
ten years after the date on which it is granted,
and, in the case of an optionee who owns, at the
time the Option is granted, stock possessing more
than 10% of the total combined voting power of
all classes of stock of the Company or a sub-
sidiary, no Option may have a life of more than
five years after the date on which it is granted.

(b) In the event of a proposed lease,
sale, or other disposition of all or substantially
all of the assets of the Company to other corpora-
tions, firms, or individuals or a proposed merger,
consolidation, combination [as defined in Section
1701.01(Q), Ohic Revised Codel], or majority share
acquisition [as defined in Section 1701.01(R),
Ohio Revised Code] involving the Company and as a
result of which the holders of shares of the Com-
pany prior to the transaction would become, by
reason of the transaction, the holders of such
number of shares of the surviving or acquiring
corporation as entitle them to exercise less than
one-~third of the voting power of the surviving or
acquiring corporation in the election of direc-
tors, the Board of Directors of the Company may
accelerate the date on which any outstanding Op-
tion or any portion of an outstanding Option be-
comes exercisable. If the Board of Directors so
accelerates the date (i) the Board of Directors
shall give the optionee written notice of the
acceleration and the reasons therefor; (ii) the
optionee may, not more than ten days prior to the
anticipated effective date of the proposed trans-
action, exercise the Option to purchase any or all
shares then subject to the Option; (iii) any such
exercise shall be conditioned upon the consumma-
tion of the transaction and shall become effective
immediately prior to the consummation date, in
which event the employee need not make payment

;Jad.«
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for the shares to be purchased upon exercise of
the Option until five days after written notice
by the Company to the employee that the trans-
action has been consummated; (iv), if the proposed
transaction is consummated, each Option, to the
extent not previously exercised prior to the date
specified in the foregoing notice, shall terminate
on the effective date of the consummation; and
(v), if the proposed transaction is abandoned,

the shares then subject to the Option shall con-
tinue to be available for purchase in accordance
with the other provisions of the Plan, and any
acceleration of the date on which any outstanding
Option, or part thereof, becomes exercisable

shall be deemed to have been rescinded. 1In ad-
dition to the foregoing, the Committee may author-
ize the purchase by the Company, from the option-
ee, of Options previously granted to any person
who, at the time of any transaction described in
the first sentence of this paragraph (b) of Sec-
tion 10, is a director or officer of the Company
for a price equal to the difference between the
consideration per share payable pursuant to the
terms of the transaction and the Option price.

(c) If, at the meeting of shareholders
of the Company next following the date on which
the Board of Directors adopts the Plan, the share-
holders do not approve the Plan, any Option there-
tofore granted shall, forthwith upon the final
adjournment of the meeting of shareholders, become
null and void.

11. Notice of Exercise; Payment for Common
Shares. No certificate for Common Shares purchased upon
exercise of an Option shall be delivered until full payment
of the purchase price for the Common Shares has been made.
An employee to whom an Option has been granted shall have
none of the rights of a shareholder with respect to the
Common Shares subject thereto until the Option is exercised
by delivery of written notice of exercise to the Company.
Following exercise of the Option, the employee shall have
all of the rights of a shareholder with respect to the
Common Shares purchased upon the exercise, except that he
shall not have the right to vote the shares or to receive
dividends with respect thereto until payment therefor has
been made in full. Payment of the Option price must be
made only in cash.

12, Assignability. Except as otherwise
provided in Section 9(b), an Option granted under this Plan
shall not be transferred and may be exercised only by the
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employee to whom granted. Each employee to whom an Option
is granted, by accepting the Option, agrees with the Company
that, in the event the Company merges into, consolidates
with, or sells or otherwise transfers all or a substantial
part of its assets to another corporation, he will consent
to the assumption of the Option, or accept a new incentive
stock option in substitution therefor, if the Committee or
the Board of Directors requests him to do so and the Option
is not otherwise terminated in accordance with the provi-
sions of Section 10(b).

13. Adjustments Upon Changes in Shares. 1In
the event of any change in the Common Shares subject to the
Plan or to any Option granted under the Plan by reason of a
merger, consolidation, reorganization, recapitalization,
stock dividend, stock split-up, combination, or exchange of
shares, or other change in the corporate structure of the
Company. the aggregate number of shares as to which Options
may thereafter be granted under the Plan, the number of
shares subject to each outstanding Option, and the Option
price with respect to the shares shall be appropriately
adjusted by the Board of Directors.

14. Substitute Options. The Board of

Directors may grant Options in substitution for, or upon
the assumption of, Options granted by another corporation
that is merged into, consolidated with, or all or a sub-
stantial part of the assets or stock of which is acquired
by the Company or a subsidiary. Subject to the limit in
Section 4 on the number of shares that may be delivered
upon the exercise of Options granted under the Plan, the
terms and provisions of any Options granted under this Sec-
tion 14 may vary from the terms and provisions otherwise
specified in the Plan and may, instead, correspond to the
terms and provisions of the Options granted by the other

corporation.

15. Purchase for Investment. Each employee
exercising an Option may be regquired by the Company, in its
sole discretion, to give a representation that he is acquir-
ing the shares other than with a view to the distribution
thereof. The Company may release any investment representa-
tion obtained if it subsequently determines that the repre-
sentation is no longer required to insure that a sale or
other disposition of the shares would net involve a viola-
tion of the provisions of the Securities Act of 1933, as
amended, or of applicable state blue sky laws.

16. Compliance with Securities Laws and
Exchange Requirements. No certificate for shares shall be
delivered upon exercise of an Option until the Company
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shall have taken such action, if any, as is then required
to comply with the provisions of the Securities Act of
1933, as amended, the Securities Exchange Act of 1934, as
amended, the Ohio Securities Act, as amended. any other
applicable state blue sky laws, and with the requirements
of any exchange on which the Common Shares may., at the
time, be listed.

17. Duration and Termination of the Plan.
The Plan shall remain in effect until April 20, 1997, and
shall then terminate, unless terminated at an earlier date
by action of the Board of Directors. Except as provided in,
Section 19, termination of the Plan shall not affect Options
granted prior thereto. ’

18. Amendment of the Plan. The Board of
Directors may alter or amend the Plan from time to time
prior to its termination, except that, without shareholder
approval, no amendment may increase the aggregate number of
shares with respect to which Options may be granted (other
than in accordance with the provisions of Section 13}, re-
duce the Option price at which Options may be exercised
(other than in accordance with the provisions of Section
13), extend the time within which Options may be granted or
exercised, or change the requirements relating to eligi-
bility or to administration of the Plan. Except for adjust-
ments made in accordance with the provisions of Section 13,
the Board of Directors may not, without the consent of the
holder of the Option, alter or impair any Option previously
granted under the Plan.

19. Shareholder Approval. Approval of the
Plan must be obtained by no later than June 30, 1987, by
the affirmative vote of the holders of shares of the Com-
pany entitling them to exercise at least a majority of the
voting power on the approval. Options may be granted prior
to approval of the Plan by shareholders, but no Option may
be exercised until after the Plan has been approved by
shareholders.
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EXHIBIT 22

SUBSIDIARIES OF THE REGISTRANT

The Registrant has three wholly~owned subsidiaries, Davey Tree
Surgery Company (incorporated in California), Plantasia, Inc. {incorporated
in Ohio), and Davey Tree Expert Co. of Canada, Limited (incorporated in
Canada), each of which does business under its corporate name.
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hibit 24

SEN F RTIFIED PUBLI NTANT

We consent to the incorporation by reference in the Registration
Statements on Form S-8 (Nos. 2-73052, 2-77353 and 33-5755) relating
to The Davey Tree Expert Company 1980 Employees Stock Option Plan,
to The Davey Tree Expert Company 1982 Employee Stock Purchase Plan,
and to The Davey Tree Expert Company 1985 Incentive Stock Option
Plan, and in the related Prospectuses, of our report, dated February
29, 1988, with respect to the consolidated financial statements of
The Davey Tree Expert Company for the year ended December 31, 1987.

Totede (Gan Lo

TOUCHE ROSS & CoO.

Akron, Ohio
March 24, 1988
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INDEX TO FINANCIAL STATEMENTS
AND FINANCIAL STATEMENT SCHEDULES
[Item 14(a)(l) and (2)]

Description Page
Opinion of Independent Certified Public Accountants F-2
Consolidated Balance Sheets at December 31, 1987, F-3

1986 and 1985

Consolidated Statements of Earnings for the three years F-5
ended December 31, 1987

Consolidated Statements of Shareholders' Equity for the F=6
three years ended December 31, 1987

Consolidated Statements of Changes in Financial Position F~8
for the three years ended December 31, 1987

Notes to Consolidated Financilal Statements for the F=10
three years ended December 31, 1987

Schedules for the three years ended
December 31, 1987:

V -- Property, Plant and Equipment S=1
VI == Accumulated Depreciation, Depletion and 5-2
Amortization of Property, Plant and Equip-
ment
IX -~ Short-Term Berrowings §-3
X == Supplementary Income Statement Data 8-4
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OPINION OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
The Davey Tree Expert Company
Kent, Ohio

We have examined the consolidated balance sheets of The Davey
Tree Expert Company and subsidiary companies as of December 31,
1987, 1986 and 1985, and the related consolidated statements of
earnings, shareholders' equity and changes in financial position
for each of the three years in the period ended December 31,
1987. Our examinations were made in accordance with generally
accepted auditing standards and, accordingly, included such tests
of the accounting records and such other auditing procedures as
we considered necessary in the circumstances.

In our opinion, the consolidated financial statements referred to
above present fairly the financial position of The Davey Tree
Expert Company and subsidiary companies at December 31, 1987,
1986 and 1985 and the results of their operations and the changes
in their financial position for each of the three years in the
period ended December 31, 1987, in conformity with generally
accepted accounting principles applied on a consistent basis.

Our examination also comprehended the schedules listed in the
index at Item 14(a)(2). 1In our opinion, such schedules, when

considered in relation to the basic financial statements, present
fairly in all material respects the information shown therein.

T owek, an ~ L2
TOUCHE ROSS & CO.

Akron, Ohio
February 29, 1988
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THE DAVEY TREE EXPERT COMPANY
AND SUBSIDIARY COMPANIES

CONSOLIDATED BALANCE SHEETS

(Dollars in Thousands)

ASSETS

December 31
1987/ 1986 1985

CURRENT ASSETS: ,
Cash and short-term investments $¢ 566 $ 1,210 § 399
Accounts receivable, less allowance

for uncollectible accounts of

$335,000, $315,000 and $184,000 15,824 13,945 13,9870
Operating supplies 1,194 1,335 886
Prepaid expenses 1,222 1,467 1,569

TOTAL CURRENT ASSETS 18,806 17,957 16,824

OTHER ASSETS a 1,644 401 282

PROPERTY AND EQUIPMENT:

Land and land improvements 1,933 1,906 1,738

Buildings and leasehold improvements 9,278 8,999 8,971
Equipment, principally revenue

producing 72,384 68,300 61,467

83,595 79,205 712,176

Less accumulated depreciation 51,287 44,933 38,673

NET PROPERTY AND EQUIPMENT 32,308 34,272 33,503

TOTAL ASSETS $52,758 §52,630 §50,609

See notes to consolidated financial statements..

F-3
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LIABILITIES AND SHAREHOLDERS' EQUITY

December 31

1987 1956 1985
CURRENT LIABILITIES:
Accounts payable $ 5,694 $ 5,297 § 6,460
Accrued liabilities 7,408 B,461 8,010
Income taxes payable 105 312 87
Notes payable, bank 155 606
Current maturities on
long-term debt 1,008 963 784
TOTAL CURRENT LIABILITIES 14,370 15,639 15,341
LONG-TERM DEBT 7,654 8,972 7,499
DEFERRED INCOME TAXES 3,323 2,920 2,017
OTHER LIABILITIES 356 317 297
TOTAL LIABILITIES 25,703 27,848 25,154
SHAREHOLDERS' EQUITY:
Common shares 4,364 1,091 1,091
additional paid-in capital 608 1,285 974
Retained earnings, 34,318 33,019 30,632
39,290 35,395 32,697
Less:
Treasury shares, at cost 11,432 9,695 6,209
Future contributions to ESOT 803 S18 1,033
TOTAL SHAREHOLDERS' EQUITY 27,055 24,782 25,455
TOTAL LIABILITIES AND SHARE-
HOLDERS' EQUITY $52,758 $52,630 $50,609

——
pa—

F=4
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THE DAVEY TREE EXPERT COMPANY
AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF EARNINGS

(Dollars in Thousands)

Year Ended December 31

1987 1986 1985
REVENUES $143,489 100.0% $133,156 100.0% 4129,221 100.0¢
COSTS AND EXPENSES:
Operating costs 96,690 67.4 90,981 8.3 87,908 68.0
Selling, general
and administrative 28,897 20.1 25,278 1%.0 24,493 1%.0
Depreciation 9,604 6.7 9,526 7.2 8,908 6.9
Ijs,Igl gzlz § gq.s [ 4 gjlg
EARNINGS FROM OPERA-

TIONS . 8,298 5.8 7,371 5.5 7,912 6.1
INTEREST EXPENSE (1,279) (.9) (1,363) (1.0) (1,191) (.9)
OTHER INCOME

(QXPENSE) - NET {(97) (.1) (321) (.2) 212 .2
EARNINGS BEFCRE

INCOME TAXES 6,922 4.8 5,687 4.3 6,933 5.4
INCOME TAXES 3,103 2.1 2,680 2.0 2,677 2,1
NET EARNINGS $ 3,819 2.7% § 3,007 2,33 § 4,256 3.3%

WEIGHTED AVERAGE
NUMBER OF COMMON
SHARES OUTSTANDING
INCLUDING COMMON
STOCK EQUIVALENTS 2,842,032 2,993,796 3,284,556

NET EARNINGS PER
COMMON SHARE $ 1.34 $ 1.00 $ 1,29

See notes to consolidated financial statements.

F=5
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THE DAVEY TREE EXPERT COMPANY
AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF
SHAREHOLDERS' EQUITY

YEARS ENDED DECEMBER 31, 1987, 1986 AND 1985

{Dollars in Thousands)

Additional
Common Shares Paid-In
($1.00 Par Value) Capital
BALANCE, JANUARY 1, 1985 $1,084 $ 557
Shares purchased
Shares so0ld to employees 319
Options exercised 7 98
Receipts on subscriptions
Contributions to ESOT
Net earnings
Dividends, $.20 per share
Net adjustment for foreign currency
translation
BALANCE, DECEMBER 31, 1985 1,091 8974
Shares purchased
Shares sold to employees 292
Options exercised 19
Contributions to ESOT
Net earnings
Dividends, $.22 per share
Net adjustment for foreign currency
translation
BALA..CE, DECEMBER 31, 1986 1,091 1,285
Shares purchased
Shares sold to employees 609
Options exercised 63
Contributions to ESOT
Net earnings
Dividends, $.25 per share
Net adjustment for foreign currency
translation
Stock split 3,273 {(1,300)
Issue expense - authorization of
additional common shares (49)
BALANCE, DECEMBER 31, 1987 $4,364 $§ 608

See notes to consolidated financial statements.

F-6
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Subscriptions
Receivable Future
Retained Treasury From Contributions
Earnings Shares Employees to ESOT Total
$27,075 § (3,676) $(118) $(1,148) $23,774
{2,815) (2,815)
116 435
166 271
118 118
115 115
4,256 4,256
(616) {616)
{B83) {83)
30,632 {6,209) {1,033) 25,455
(3,838) (3,838)
135 427
217 236
115 115
3,007 3,007
{630) {630)
10 10
33,019 (9,695) (918) 24,782
(1,995) (1,995)
149 758
109 172
115 115
3,819 3,819
(696) (696)
149 149
{(1,973)
(49)
§34,318 $(11,432) $ -0~ $ (803) 527,055
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THE DAVEY TREE EXPERT COMPANY
AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF
CHANGES IN FINANCIAL POSITION

(Dollars in Thousands)

CASH PROVIDED FROM OPERATIQONS:
Net earnings
Items not affecting cash:
Depreciation and amortization
Deferred income taxes

Net book value of property
and equipment disposals

Cash provided (ysed) by major
components of working capital:
Accounts receivable
Accounts payable and accrued
liabilities

TOTAL CASH PROVIDED FROM OPERATIONS

CASH PROVIDED (USED) FROM FINANCING
ACTIVITIES:
Proceeds of long-term borrowings
Short-term financing - net
Short-term investments of funds
restricted for construction
ESOT payment of debt guaranteed
by the Company
Sale of treasury shares:
Receipts on subscriptions
receivable
Proceeds from stock options
exercised
Employee stock purchase plan
Other

TOTAL CASH PROVIDED FROM FINANCING
ACTIVITIES

TOTAL CASH PROVIDED

Year Ended December 31

1387 1386 1385
$ 3,819 $ 3,007 $ 4,256
9,604 9,558 8,944
403 889 815
13,826 13,454 14,015
352 300 452
{1,879) 25 (694)
___(658) (712) 2,788
(2,535) (687) 2,094
11,643 13,067 16,561
583 2,267 491
{451) 606
2,308
115 115 115
118
172 236 271
758 427 404
31
1,177 3,651 3,738
12,820 lo,718 20,299
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THE DAVEY TREE EXPERT COMPANY
AND SUBSIDIARY COMPANIES

CONSOLIDATED STATEMENTS OF
CHANGES IN FINANCIAL POSITION (Continued)

(Dollars in Thousands)

Year Ended December 31

1987 1986 1985
USES OF CASH:
Additions to property and equipment ¢ 7,983 § 8,604 $11,333
Investment in subsidiary 1,062 1,933
Additions to corporate center 58 3,017
Purchase of treasury shares 1,995 3,838 2,815
Reduction of long-term debt 1,856 615 1,985
Other {128) 22% 905
Dividends 696 630 616
Iglzaz 15!903 200651
INCREASE (DECREASE) IN CASH (644) 811 (372)
CASH, BEGINNING OF YEAR 1,210 399 771
CASH, END OF YEAR $¢ 566 $ 1,210 $ 399

See notes to consolidated financial statements.
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THE DAVEY TREE EXPERT COMPANY
AND SUBSIDIARY COMPANIES

NOTES TO CONSOQLIDATED
FINANCIAL STATEMENTS

THREE YEARS ENDED DECEMBER 31, 1987

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation - The consolidated financial

statements include the accounts of The Davey Tree Expert Company
and its wholly-owned subsidiary companies, Davey Tree Surgery
Company and Davey Tree Expert Co, of Canada, Limited. All
significant intercompany transactions, accounts and profits have
been eliminated.

Property and equipment are recorded at cost. Generally, the

Company depreciates its land improvements, leasehold
improvements and buildings by the straight-line method while
using the double declining balance method for equipment. The
estimated useful lives used in computing depreciation are: land
improvements, 5-20 years:; buildings and leasehold improvements,
5-40 years; equipment, 3-10 years,

Income Taxes - Deferred income taxes are provided to recognize

the effect of timing differences between financial statement and
income tax reporting for depreciation and other items.
Investment tax credits, which were in effect prior toc 1987, were
used to reduce the income tax provision in the year in which
they were earned.

COMMCON AND PREFERRED SHARES

On May 19, 1987, the shareholders approved an increase in the
number of authorized shares of $1.00 par value common stock from
3,000,000 to 12,000,000 shares., Also, the Company's Articles of
Incorporation were amended to authorize a class of 4,000,000
preferred shares, of which none were issued at December 31,
1987, A four-for-one stock split for shareholders of record on
June 1, 1987 was also approved and distributed on June 22, 1987.

F=10
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COMMON AND PREFERRED SHARES (Continued)

At December 31, 1987, 1986 and 1985 the number of common shares
issued were 4,364,220, 1,091,055 and 1,091,055, respectively.

At those respective dates, the number of shares in the treasury
was 1,623,394, 393,758 and 322,522. All other references in the
financial statements with regard to average number of shares of
common stock, earnings per common share, dividends per share,
stock option data and stock purchase plan data have been
adjusted to give retroactive effect to the common stock split.

The Company's stock is not listed or traded on an active stock
market and market prices are, therefore, not available. Semi-
annually, the fair value based upon the Company's performance
and financial condition is determined by an independent
financial consulting firm,

ACCRUED LIABILITIES

Accrued liabilities consisted of:
December 31

1987/ 1986 1985
o {000's omitted)

Workers' compensation 2,807 £3,574 $3,504

Wages, salaries, etc. 2,535 2,435 2,317
Taxes, other than taxes

on income 880 1,276 1,058

Accrued vacation 1,046 951 963

Other 140 225 170

TOTAL $7,408 $8,461 $8,010

SHORT-TERM AND LONG-TERM DEBT

Short=-Term Debt

The Company has unused short-term lines of credit with four
banks totalling §4,500,000, generally at the banks' prime rate.
Within the total commitment, the Company has the option to
borrow specific amounts for periods of 30, 60 or 90 days at the
London Interbank Offered Rate (LIBOR), which is generally less
than the U.S. prime rate.
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SHORT-TERM AND LONG-TERM DEBT (Continued)

Long-Term Debt

Long-term debt consists of:
December 31

1987 - 1986 1985
(000's omitted)

Industrial Development Bonds

(88% of prime) $3,125 $3,625 $4,125
Revolving credit agreement 2,700 3,600 2,000
Long-term debt of ESOT 803 918 1,033
Subordinated notes - stock

redemption 1,056 1,380 775
3% Community Development

Block Grant 350 350 350
Notes payable {(prime) 256
Mortgage note payable

(prime plus 2%} 98
12.725% Small Business

Administration note payable 103
Other . 171 62

1 8,662 5,935 8,283
Less current maturities 1,008 863 784
TOTAL LONG-TERM DEBT $7,654 $8,972 $7,499

As of December 31, 1987, the total annual installments required
to be paid on long-term debt in the years 1988 to 1992 are as
follows: 1988, $1,008,000; 1989, $1,720,000; 1990, $808,000;
1991, $710,000; 1992, $641,000.

Corporate Center Financing

The Company completed construction of its new corporate center

during 1985. Financing for the construction of the center was

provided by the issuance of Industrial Development Bonds, and a
Community Development Block Grant in the amounts of §$4,500,000

and $350,000, respectively.

The Industrial Development Bonds are to be repaid in equal
quarterly principal payments of $125,000 commencing on May 1,
1985 and ending on February 1, 1994. The Community Development
Block Grant is to be repaid by principal payments of $100,000 on
August 1, 1989 and $250,000 on August 1, 1994.

F=12
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SHORT-TERM AND LONG-TERM DEBT {(Continued)

Revolving Credit Agreement

On March 21, 1985, a Revolving Credit Agreement was executed and
subsequently modified to permit the Company to borrow, repay and
reborrow up to $11,000,000. The Agreement provides for interest on
any borrowings on the “"Revolver" at prime, plus a commitment fee of
3/8 of 1% on the unborrowed commitment. The Company is to maintain
a compensating balance equal to approximately 5% of the Revolving
Credit Agreement commitment. Borrowings under the "Revolver" may
be converted, at the Company's option to a 5-year term loan payable
in equal quarterly installments plus interest at a floating rate of
1/2 of 1% over the banks' prime rate.

Under the most restrictive covenants of the Agreement, there is a
restriction on dividend payments ($1,140,000 of retained earnings
were unrestricted at December 31, 1987), and the Company is
obligated to maintain a minimum shareholders' equity, as defined,
of $15,000,000; a minimum ratio of shareholders' equity to total
liabilities, as defined, of .75 to 1 at December 31 of each year;
and a minimum current ratio of 1 to 1.

At December 31, 1987, the Company was contingently liable to the
bank for approximately $900,000 for outstanding letters of credit
securing deferred premiums of certain insurance contracts.

Long-Term Debt of ESOT

on March 21, 1985, the loan balance of $1,147,500 was converted to
a 5-year term loan at an interest rate of 1/2% over prime.
Effective April 17, 1985 the interest rate was fixed at 12.5%. The
loan agreement provides for equal gquarterly principal payments of
$28, 688, commencing March 31, 1985, with a final installment on
December 31, 1989, of the remaining unpaid principal balance.

Subordinated Notes

In 1986 and 1985, the Company redeemed shares of its common stock
from shareholders for cash and 5-year subordinated promissory notes
bearing interest at a rate equal to the average of the prime rate
and the prevailing local bank basic savings rate. There were
135,792 shares redeemed in 1986 for cash of $429,300 and notes of
$774,778. In 1985, 96,000 shares were redeemed for cash of
$293,000, and notes of $490,700. There were no notes issued in
connection with redemptions of common stock in 1987.
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EMPLOYEE STOCK OWNERSHIP PLAN

Oon March 15, 1979, the Company consummated a plan which
transferred control of the Company to its employees. As a part
of this plan, the Company sold 1,440,000 Common Shares to the
Company's new Employee Stock Ownership Trust (ESOT) for
$2,700,000,

The Employee Stock Ownership Plan, in conjunction with the
related trust (ESOT), provides for the grant to certain
employees of certain ownership rights in, but not possession of,
the Common Shares held by the trustee of the Trust. Annual
allocations of shares are made to individual accounts
established for the benefit of the participants.

The number of shares released from collateral and available for
allocation to ESOT participants is determined by dividing the
sum of the current year's loan principal and interest payments
by the sum of the current and future years' loan principal and
interest payments. The Company makes annual cash contrjibutions
to the ESOT, net of dividends paid on the shares held as
collateral, in order to repay the principal and to pay the
interest on the ESOT debt; such contributions are reflected as
an expense of the Company. The contributions to the ESOT for
1987, 1986 and 1985 were:

|

1987 1986 1985
(000's omitted)

Principal repayment $115 $115 $115
Interest 111 125 136
Total cash contributions

reguired 226 240 251
Less dividends paid on

collateral shares 80 B2 B8
ESOT expense $146 $158 $163
Annual release of shares

from collateral 59,377 63,316 66,244
Cumulative release of shares

from collateral 1,182,473 1,123,096 1!059,780
Number of shares remaining

in collateral 257,527 316,904 380,220
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STOCK OPTION AND STOCK PURCHASE PLANS

Stock Option Plans - The Company has two qualified stock option
plans available for officers, directors and management employees.
The status of the qualified stock option plans are as follows at
December 31, 1987:

1980 Option Plan

Grant date July 22, May 19, July 21, May 22,
1980 1981 1982 1985
Options cutstanding,
January 1, 1985 56,400 99,240 66,000 7,200
Exercised in 1985 (56,400} (21,100) (11,160}
Exercised in 1986 (78,140) (11,400)
Exercised in 1987 (43,440)

Options outstanding,
December 31, 1987 -0- -0= -0~ 7,200

3

3.72 $ 8.05

Option purchase price § 2.07 ¢$ 2.49

Under the 1985 Option Plan, there were 55,600, 75,000 and 109,600
options granted on May 22, 1985 at $8.05, September 10, 1986 at
$9.15 and May 20, 1987 at $12.92, respectively. All options under
the 1985 Option Plan were outstanding at December 31, 1987.

The option rights granted may be exercised in full one year after
grant and expire five years after grant date, except for the
options granted on May 20, 1987, which expire in seven years.

Stock Purchase Plan - In 1982, the Company entered into an employee
stock purchase plan for which 360,000 shares were reserved. On May
19, 1987, the shareholders approved an amendment to the Plan which
provided an additional 400,000 common shares issuable under the
Plan. The Plan provides the opportunity for all full-time
employees with two years' service to purchase shares through
payroll deductions. The purchase price for the shares offered
under the Plan is B85% of the fair market value of the shares. The
Plan will terminate when no more shares are available to be offered
or December 31, 1991, whichever occurs first.
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F. STOCK OPTION AND STOCK PURCHASE PLANS (Continued)

Purchases under the plan have been as follows:

1987 1986 1985

Number of employees

participating 506 395 352
Annual shares purchased 45,605 54,888 57,952
Average price paid $11.77 $ 7.66 $ 6.96
Cumulative shares

purchased 297,261 251,656 196,768
Additional shares issuable

1987 amendment 400,000
Shares available for

future purchase 462,739 108,344 163,232

G. PENSION PLANS

The Company has defined benefit pension plans which are
available to substantially all of the Company's employees. Two
of the plans are contributory. These plans covering salary and
hourly employees generally provide benefits at a stated amount
for each year of service. The supplemental plan covering salary
employees provides benefits under a formula principally based
upon compensation levels. The Company's funding policy is to
make the annual contributions required by applicable
regulations. The annual contributions to all plans were
$315,300, $324,700 and $352,800 in 1987, 1986 and 1985,
respectively. The plans' assets are principally invested by
outside asset managers in marketable debt and equity securities.

Effective January 1, 1986, the Company adopted Statement of
Financial Accounting Standards No. 87, "Employers' Accounting
for Pensions". This change in the method of accounting for
pensions does not affect the amounts contributed to the plans by
the Company. This change in pension accounting increased
earnings before income taxes in 1987 and 1986 by $377,000 and
$335,000, respectively. Aggregate pension income for 1987 and
1986 was $68,000 and ¥19,000, respectively. Pension expense for
all plans in 1985, as determined under previous accounting
principles, was the amount contributed.
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G. PENSION PLANS (Continued)

Pension expense (income) for 1987 and 1986 was calculated as
follows (000's omitted):

1987 1986

Service cost - increase in benefit

obligations earned during the period $ 190 $ 202
Interest cost on projected benefit

obligation 605 571
Return on plan assets (764) (693)
Amortization of unrecognized

( net assets) {99) (99}
Net pension income $ (68) $  (19)

Twe funded status of pension plans at December 31 were as
follows:
1987 1986

Plan assets at fair market value $11,462 $10,548

Projected benefit obligations (8,123) (8,420)

Excess of assets over projected

benefit obligations 3,339 2,128

Unrecognized initial asset (1,758) {(1,857)

Unrecognized gain (1,008)

Excess contributions (55) - (94)

Prepaid pension cost recognized

in the balance sheet $ 518 $ 177

The projected benefit obligation was determined using an assumed
discount rate of 8% and 7% in 1987 and 1986, respectively, and
an assumed long-term compensation rate increase of 6%. The
assumed long-term rate of return on plan assets was 8% and 7% in
1987 and 1986, respectively.

The projected benefit obligation is based on an accumulated
benefit obligation of §7,318 and §7,523 in 1987 and 1986,
respectively, which includes vested benefits of $6,719 and
$6,874 in 1987 and 1986, respectively.
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H. INCOME TAXES

The provision for United States Federal, state and local and
Canadian income taxes includes:

1987 1986 1985
(000's omitted)

Taxes currently payable
before tax credits:

u.s. $2,145 $1,824 $2,377
Canadian 148 (89) 32
State and local 407 327 471

2,700 2,062 2,880
Investment tax credits (199) (980)
Other tax credits {(72) {(38)

2,700 1,791 1,862
Deferred taxes:

Uu.S. 376 882 Blé
Canadian 27 7 (1)
403 889 815

$3,103 §2,680 §2,677

The differences between the U.S. Federal statutory rate and the
effective tax rate are as follows:

1987 1986 1985

Statutory tax rate 40.0% 46,0% 46.0%
State and local income taxes 3.5 3.1 3.7

Investment tax credits (3.5) (1l4.1)
Canadian income taxes 2.5 (1.5) .4

Investment tax credit

basis reduction 2.1 3.4

Miscellaneous (1.2) .9 {.8)
Effective tax rate 44 ,8% 47.1% 38.6%
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.NCOME TAXES (Continued)

Deferred income taxes arise because certain income and expense
items are recognized on the Company's financial statements in
different fiscal years than for tax purposes. The major timing
differences and resulting deferred income tax expense are as
follows:

1987 1986 1985

Investment tax credit basis reduction $117 $237
Capitalized construction interest 23 35
Accrued vacations (12) {6)
Accelerated depreciation $430 611 566
Pension contribution 151 154
Insurance reserve {209)
Other 4 (11) {16)
Total U.S. 376 882 816
Canadian 27 7 (1)
$403 $889 $815

SALES TO A MAJOR CUSTOMER

The Davey Tree Expert Company and its subsidiaries are engaged in
the business of providing a broad line of horticultural services
to corporate, institutional and residential customers throughout
most of the United States and in parts of Canada. The Company had
revenues from one customer under multiple five-year contracts
aggregating approximately $32,000,000 in each of the last three
years. Approximately $12,000,000 of these five-year contracts
expire on March 31, 1988 and will be open for competitive bid.

OPERATING LEASES

The Company leases certain facilities which are used primarily for
district office and warehouse operations, and certain automotive
and computer equipment. These leases extend for varying periods
of time up to five years and, in some cases, contain renewal
options. Total rental expenses under such operating leases
amounted to approximately $938,000, $988,000 and $1,130,000 for
1987, 1986 and 1985, respectively. As of December 31, 1987, future
minimum rental payments, including taxes and other operating
costs, for all operating leases having noncancelable lease terms
in excess of one year, are as follows: 1988, £714,000; 1989,
$438,000; 1990, $220,000; 1991, $35,000; and 1992, §14,000.

COMMITMENTS AND CONTINGENCIES

The Company is party to a number of lawsuits, threatened lawsuits
and other claims arising out of the normal course of business.
Management is of the opinion that liabilities which may result are
adequately covered by insurance, or to the extent not covered by
insurance, would not be material in relation to the financial
statements.
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THE DAVEY TREE EXPERT COMPANY AND SUBSIDIARY COMPANIES
SCHEDULE X - SUPPLEMENTARY INCOME STATEMENT DATA

(Dollars in Thousands)

Charged to Costs & Expenses

Year-Ended December 31,

1987 1986 1985
Maintenance and Repairs 5§ 7,851 $ 7,133 $ 6,138
Amortization of Intangible Assets (A) (A) (a)
Pre-Operating Costs and Similar

Deferrals (A) (4) (a)
Taxes, Other Than Payrecll & Income

Taxes (a) (4) (a)
Royalties (a) (A) (4)
Adyertising 51,514 (A) (4)

(A) Amounts are not presented as such amounts are less than 1% of net sales
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