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Re-establishing
double-digit growth
and continued advances
in sales and client
retention laid a strong
foundation for growth
and profitability
in 2005.

Entering 2004, Administaff’s primary goal was to re-establish double-digit
unit growth – an objective we achieved in December with an increase of
10 percent over the same period in 2003. This accomplishment – supported
by continued advances in sales and client retention – has laid a strong foundation for growth and profitability in 2005.
Revenues for the year increased 8.8 percent to $969.5 million, primarily due
to a 4.9 percent increase in revenue per worksite employee per month and a
3.9 percent increase in the average number of worksite employees paid per
month. Gross profit increased slightly to $197.7 million, as the 3.9 percent
increase in the number of worksite employees paid offset a decline in the
average monthly gross profit per worksite employee, from $219 in the 2003
period to $211 in the 2004 period.
In addition to accelerating our growth in 2004, we accomplished several
major milestones:
 Improved

client retention and satisfaction, including an increase from
71 percent to 75 percent in our retention rate. In addition, our most
recent client survey revealed that overall satisfaction with Administaff
was higher in 2004 than any other year in Company history. Other
key findings of the survey are highlighted throughout this report.

 Growth

in our middle-market sales effort, which targets clients with
150 to 2,000 employees. In 2004, we added 19 accounts and nearly
3,000 worksite employees from this market, versus three accounts and
500 employees in 2003.

 The

introduction of two new employee health care options: The Health
Care Flexible Spending Account allows employees to contribute a portion of
their earnings on a pretax basis for the subsequent reimbursement of qualified medical expenses, and the High Deductible Health Plan allows employees to elect coverage with higher deductibles and lower health insurance
premiums and potentially qualify to establish a health savings account.
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 Launching

Our accomplishments
in 2004 successfully
capped a three-year
drive to build a
stronger financial
base, demonstrate
the capital efficiency
of our business model
and create a more
positive outlook for
financial performance.

of our new branding initiative with the most comprehensive
and targeted marketing campaign in the Company’s history, which emphasizes our new message: “Small business is good for America. Administaff
is good for small business.SM” This strategy included our first-ever national
television advertising campaign – featuring our new spokesperson, golf
legend and small business owner Arnold Palmer – as well as our sponsorship of the inaugural Administaff Small Business Classic,SM a PGA
Champions Tour event.

 Our

first full year under our new pricing and billing system, which
eliminated the potential for revenue shortfall resulting from changes
in pay rates or benefit elections of worksite employees. In addition, the
system provides our clients with important pricing insights, allowing
them to view labor costs based on their business model. It also gives the
Company a significantly more detailed base of information, helping us
to confirm effective pricing, identify trends and forecast operating results.

Our accomplishments in 2004 successfully capped a three-year drive to
build a stronger financial base, demonstrate the capital efficiency of our
business model and create a more positive outlook for financial performance.
Since 2002, we have increased working capital to $47.5 million, and we
accomplished this in spite of using approximately $80 million to repurchase
shares, reduce our debt and improve our core gross profit enhancement
opportunities. We also have generated more than $117 million in EBITDA,
resulting in a run rate of more than $40 million in the two most recent
years, which is four to five times greater than the level of capital expenditures needed to develop and grow our business. Finally, the significant
improvements we have implemented in our pricing and billing system
enable us to better manage our business and improve performance.
With our positive outlook for continued growth and profitability,
Administaff’s Board of Directors announced the Company’s first quarterly dividend in February 2005. Payable at the rate of $.07 per share of
common stock to holders of record on March 7, 2005, the dividend will
be paid on April 1, 2005.
In closing, I would like to extend management’s appreciation for the dedication of our corporate employees and valuable guidance from our Board of
Directors. And to our clients, sincere gratitude for the continued opportunity to demonstrate that Administaff is good for small business.
Sincerely,
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