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CAUTIONARY NOTE

Certain statements and information in this Annuab®&t on Form 10-K may constitute “forward-lookisigitementsivithin the meanin
of the Private Securities Litigation Reform Acti&#95. The words “believe,” “expect,” “anticipatéglan,” “intend,” “foresee,” “should,”
“would,” “could” or other similar expressions argénded to identify forward-looking statements, ethare generally not historical in nature.
These forward-looking statements are based onwuertt expectations and beliefs concerning futeneetbpments and their potential effect
on us. While management believes that these forlearking statements are reasonable as and when, itiegle can be no assurance that
future developments affecting us will be those thatanticipate. All comments concerning our exp@emta for future revenues and operating
results are based on our forecasts for our exigipggations and do not include the potential impéetny future acquisitions. Our forward-
looking statements involve significant risks andentainties (some of which are beyond our contant) assumptions that could cause actual
results to differ materially from our historicalpetience and our present expectations or projectiénown material factors that could cause
our actual results to differ from those in the fardrlooking statements are those described inlPiéem 1A, Risk Factors.

Investors are cautioned not to place undue relianderward-looking statements, which speak onlgfahe date hereof. We undertake
no obligation to publicly update or revise any fard-looking statements after the date they are maldether as a result of new information,
future events or otherwise.

PART |

ITEM 1. BUSINESS.

GENERAL

We are a leading provider of death care servicdsxarchandise in the United States. We operat@drbusiness segments: funeral
home operations, which currently account for appnately 76% of our total revenue, and cemetery apans, which currently account for
approximately 24% of our total revenue. As of DebenB1, 2011, we operated 159 funeral homes ind6sand 33 cemeteries in 12 states.
We mainly serve suburban and rural markets, wherenmarily compete with smaller, independent ofmsaand believe we are a market
leader (first or second) in most of our markets. Mitavide funeral and cemetery services and productsoth an “at-need'titme of death) ar
“preneed” (planned prior to death) basis.

Our operations are reported in two business segment

Funeral Home Operationguneral homes are principally service businessasttovide funeral services (traditional burial and
cremation) and sell related merchandise, suchs®taand urns. Given the high fixed cost strucassmciated with funeral home operations,
we believe the following are key factors affectmg profitability:

. demographic trends in terms of population growtti anerage age, which impact death rates and nuofilderaths

. our ability to establish and maintain market sh@ositions supported by strong local heritage atatiomships;

. our ability to effectively respond to increasingirration trends by packaging complimentary senacesmerchandist
. our ability to control salary, merchandise and otantrollable costs; ar

. our ability to exercise pricing leverage relate@tw a-need business to increase average revenues pesiaic

Cemetery Operation€emeteries are primarily a sales business proviidiggment rights (grave sites and mausoleumsyelated
merchandise, such as markers and memorials. Owtegnoperating results are impacted by the sidesancess of our sales organization, as
approximately 50% of our cemetery revenues dutiregyear ended December 31, 2011 were generatedpiemeed sales of interment rights
and related merchandise and services. We beliedellanges in the level of consumer confidencegasure of whether consumers will
spend money on discretionary items) may impactatheunt of such cemetery revenues. The current@mwient of high unemployment and
low consumer confidence represents a formidabléestge to the cemetery sales staff. Cemetery reegenerated from at-need service and
merchandise sales generally are subject to matheafame key profitability factors as our funemtrie business. Approximately 14% of our
cemetery revenues during the year ended Decemb@031 were attributable to investment earningtrest funds and finance charges on
installment contracts. Changes in the capital ntaréed interest rates affect this component ofceunetery revenues, along with changes
we make in the investment securities within thettfunds.

Our business strategy is based on strong, locdétship and entrepreneurial principles that weelveldrive market share, revenue
growth, and profitability in our local markets. Qanuary 1, 2004, we introduced our Standards Qpgristodel, a more decentralized and
entrepreneurial operating model for our funeral BenOn January 1, 2006, we implemented a similaleino our cemetery business. These
models are based on standards designed to grovetrsdr&re and increase profitability developed foambest operations, along with an
incentive compensation plan to reward business gasand their staff for successfully meeting areexling the standards. To date, our
Standards Operating Model has driven significamaingies in our organization, leadership and operatiagtices. We use the Standards
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Operating Model to measure the sustainable revgrmeth and earning power of our portfolio of dee#iie businesses. The Standards
Operating Model emphasizes growing market shararaptbving long-term profitability by employing ldarship and entrepreneurial
principles that fit the nature of our local, perabgervice, high value business. Leadership gealdre evaluated using the 4E’s — Energy,
Energize Others, Edge and Execution. This modelireg| our local and corporate leaders to focuserdtivers of success that create long-
term profitability and value for our stockholde@ur Standards Operating Model emphasizes:

» decentralized management of our local busine:

» financial and operational standards based upordkiggrs of success of our best busines
» variable compensation that rewards our managefgtasy were owners

« finding, developing and retaining the best peopleur industry; ani

» information technology designed to support locaibesses and corporate management decisions, ragestormance of our
businesses against our financial and operatioaatlsrds, and ensure adherence to establishedahtemtrol procedure:

Our business objectives include:

e growing market share, creating new heritage, primduconsistent, modest revenue growth and sustaintreased earnings and
cash flow;

e continuing to improve our operating and financiaifprmance by executing our Standards Operatingdl)

« upgrading the leadership in our businesses, assage and searching for well-qualified personhat tve feel will lead and excel
within our Standards Operating Model; ¢

* executing our Strategic Acquisition Model, a disicipd program that will guide our acquisition ségies, to increase the
sustainable earning power profile of our portfo

HISTORY

Carriage Services, Inc. (“Carriage,” the “Compariye,” “us,” or “our”) was incorporated in the Séadf Delaware in December of
1993. During the 1990’s, Carriage grew dramatictidhpugh acquisitions of funeral homes and cemedeA significant amount of debt was
incurred in financing these acquisitions. Our basmstrategy during the four years ended Decenih@0®4 focused on increasing operating
cash flow and improving our financial condition l®ducing debt to lower our interest expense andadrgour credit profile. During that
same period we initiated a process to identify upeldorming businesses and, where appropriate,teokk businesses to reduce our debt
sold 36 funeral homes and 12 cemeteries, along2Githarcels of excess real estate. We reducedeatnirachd contingent obligations by
approximately $87 million during the period Janu&r2001 through December 31, 2004.

During January 2005, we refinanced our senior dglissuing $130 million of senior notes due in 2@t “Senior Notes”). The
refinancing was the culmination of the effort taceess the capital markets and to extend the rtiatuoff our senior debt to gain the
flexibility to reinvest our cash flow in our coreidiness. We used the net cash proceeds from tangffand our cash flow from operations to
grow the Company through selective acquisitionsr~2005 through 2010, we completed sixteen acauisit

Since 2005, the Company continually reviews locetito optimize the sustainable earning power andrre®n invested capital of the
Company. The Company’s strategy, the Strategid®imriOptimization Model, uses strategic rankingemia to identify both acquisition and
disposition candidates. The execution of this efnaimay entail buying strategic businesses anihgeaibn-strategic businesses. Two funeral
home businesses were sold during 2008 for apprd&ignd1.0 million from which a loss of $2.4 milliomas recorded. In 2007, the Company
sold four funeral home businesses for approximéaal® million and recognized a gain of $1.2 milliémom 2005 to 2006, the Company s
2 funeral home businesses, a cemetery business @mbination funeral home and cemetery businesspioroximately $8.1 million and
recognized $1.1 million of net gains. Also, dur@06, the Company recorded impairment charges dfd@lion, a substantial portion of
which related to specifically identified goodwitin the businesses sold in 2006 and one businesmspd07.

During 2008 and 2009, we used the cash generaieddperations to repurchase $10 million of our camrstock when the price per
share was low due to the weak financial markethéneconomic crisis. Beginning in the latter hdl2608 and continuing through the first
half of 2009, we repositioned the trust fund inwestt portfolios to take advantage of what managéwiewed as pricing dislocations in the
financial and capital markets, which resulted itunes of 47.4% in 2009, 18.4% in 2010 and (2.5)%0t1 and a much higher level of
recurring interest and dividend income.
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RECENT DEVELOPMENTS

Revolving Credit Facility Effective August 11, 2011, the Company enteréa &nnew secured revolving credit facility with MéeFargc
Bank, N.A. that contains commitments for an aggie@a $60.0 million with an accordion provision fagp to an additional $15.0 million. The
credit facility matures in October 2014 and undmtain conditions may be extended to October 20h6.credit facility is collateralized by
the accounts receivable and all personal propériyeoCompany. Borrowings under the credit facibgar interest at either the prime rate or
LIBOR. At December 31, 2011, the prime rate opti@s equivalent to 4.125% and the LIBOR margin w833%. At December 31, 2011,
the maximum drawdown allowed on the credit faciitgts approximately $43.6 million.

Acquisitions.The Company completed six acquisitions during 2&id is positioned to acquire more funeral and cemdtusinesses in
the future. The aggregate consideration paid fesetbusinesses was $18.6 million and the assungt®®6 million of liabilities. During the
fourth quarter of 2011, the Company completed tivithe six acquisitions of funeral home businessas,in Kentucky and the other in New
York, for a total of $8.3 million. On February 22012, the Company acquired a funeral home busing®snnsylvania for $4.7 million. For
all acquisitions, the Company acquired substagtallithe assets and assumed certain operatinijtieincluding obligations associated
with existing preneed contracts.

Management In September 2011, L. William “Bill” Heiligbrodg member of the ComparsyBoard of Directors, joined the Compan
a full-time Executive Officer as the Vice Chairmafrthe Board of Directors and is actively workinglwother members of executive
management and with Board members on the Companyisisition strategy, legal, investor relations &ndncial reporting. In October
2011, there was a management reorganization thalted in termination expenses, but is positioriimgCompany for a more efficient
strategy to grow revenues and earnings in thedutur

Capital. In May 2011, the Board of Directors approved thenBany’s first quarterly dividend of $0.025 per shafhe Board of
Directors approved a $5 million stock repurchassgy@mm in November 2011.

DEATH CARE INDUSTRY

Death care companies provide products and seriodasnilies in three principal areas: (i) ceremamg tribute, generally in the form
a funeral or memorial service; (ii) dispositionremains, either through burial or cremation; anyirfiemorialization, generally through
monuments, markers or inscriptions. The death icaigstry in the United States is characterizedhgyfollowing fundamental attributes (the
statistics included in this report are based oripubports from financial research firms or publiebsites):

Deaths and Death Rate

Death rates and the number of deaths in the USitates have been relatively stable on a long-téstorital basis. The number of
deaths in the United States increased at an anaigabf approximately 1% for the period from 198®000. Beginning in 2001, the number
of deaths has trended lower very slightly as theega population is living longer and because of lorth rates in the period from the early
1930’s to the mid 1940’s during the depression\atudlld War Il. The number of deaths remained fla2@11 compared to 2010. The recent
trend is projected to reverse in coming years dubé aging of the “baby boomer” generation. Basedata from the National Population
Projections released in 2008 by the U.S. Censusduiithe number of people age 65 and over is eagh¢atincrease by approximately 16%
from 2010 to 2015, and will increase to 14.4% &f plopulation in 2015 compared to 13% of the popran 2010.

Cremation

In recent years, there has been a steady, grathrabise in the number of families in the Unitedestéhat have chosen cremation as an
alternative to traditional methods of burial. Aadimig to Cremation Association of North America,roagions represented approximately
40.6% of the U.S. burial market in 2010 and is mted to increase to 46.6% by 2015. The annual tiroate of cremation over the last five
years was 1.3% each year. Cremation rates carsigrificantly based upon geographic, religious anltiural traditions. Direct cremation h
been offered as a less costly alternative to ativadl funeral service. However, cremation is lgeimcreasingly accepted as part of a package
of funeral services that includes memorials, mendise and options for the interment of crematedaiem Cremations result in lower
absolute revenue dollars, but higher gross mar@liameteries are more affected by the increasingatien trend than funeral homes.

Highly Fragmented Ownershij

There are approximately 20,000 funeral homes are000cemeteries in the United States and the diovaesaith care industry generates
approximately $15 billion of revenue annually. Taegest public operators, in terms of revenue,athlfuneral homes and cemeteries in the
United States are Service Corporation Internati¢t®C|”), Stewart Enterprises, Inc. (“Stewart”),08eMor Partners L.P. (“StoneMor”) and
Carriage. We believe these four companies colleltitepresent approximately 20% of death care neeein the United States. Independent
businesses represent the remaining amount of iyduestenue, accounting for an estimated 80% shéithin the independent businesses,
there are a number of privately-owned consolidate@ acquired what was the second largest publicpany in the industry at the time,
Alderwoods Group, in the latter half of 2006. Infdla 2010, SCI acquired Keystone North America,,lanother large public operator.
Additionally, we acquired six independent busineseéboth 2010 and 2011.
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Heritage and Tradition

Death care businesses have traditionally been yammihed businesses that have built a local heritagktradition through successive
generations, providing a foundation for ongoingibess opportunities from established client faméllationships and related referrals. Given
the sensitive nature of our business, we beliezertiationships fostered at the local level btilegt in the community and are a key driver of
market share. While new entrants may enter anyngivarket, the time and resources required to dpvelmal heritage and tradition serve as
important barriers to entry.

BUSINESS STRATEGY
Key elements of our overall business strategy oheline following:

Implement Operating Initiativeé\s discussed in the preceding sections, on Jariy&§04, we introduced our Standards Operating
Model, a more decentralized and entrepreneurialatipgg model for our funeral homes. On January0D62 we implemented a similar model
to our cemetery business. These models are basstdmuards designed to grow market share and se@afitability developed from our
best operations, along with an incentive compeosaiian to reward business managers and theirfetasticcessfully meeting or exceeding
the standards. Our Managing Partners participadeviariable bonus plan in which they earn a peeggnbf their business’ earnings based
upon the actual standards achieved. The model tegenliminated the use of financial budgets. Tperating model and standards, which
we refer to as “Being the Best,” focus on what wédve are the key drivers of a successful oparatieganized around three primary areas —
market share, people and operating and financitdieceeThe model and standards are the measuresish we judge the success of each
business. To date, the Standards Operating Moddlltigen significant changes in our organizatieadership and operating practices. Most
importantly, the Standards Operating Model allowsdo measure the sustainable revenue growth anthggower of our portfolio of death
care businesses, which then led to the developofentr Strategic Acquisition Model during 2006, whiguides our acquisition and
disposition strategies. Both models, when execetittively, should drive long term, sustainabler@ases in market share, revenue, earr
and free cash flow. The standards are not designpbduce maximum short term earnings becauseowmtibelieve such performance is
sustainable without ultimately stressing the bussnavhich often leads to declining market shangemaes and earnings.

Enhancement of Funeral Servicéssignificant trend is an increasing preferencewf client families for cremation. The percentages
funeral services conducted by us for which crenmatias chosen as the manner in which to disposenadins was 44.1% for the year ended
December 31, 2010 and 46.4% for the year endedrbteame31, 2011. For the year ended December 31, B218% of the number of our
total cremation services were direct cremationsef@hno memorial service or visitation is involvatthough merchandise may be sold) and
37.4% included services. One of our training itii@s throughout the Company focuses on increa$iagercentage of our cremation
customers that choose services. All of our funkoahes offer cremation products and services. Whédeaverage revenue for a cremation
service is generally lower than that of a tradigibriull-service funeral, we have found that these reveocaede substantially enhanced by
emphasis on offering services and merchandise.

CarriageOne ProgramWe have also begun using the Internet to createsadas channels and new consumer relationshipsghro
technology referred to as CarriageOne. Carriagd@sérought us to a new and modern level of sewinglient families with video
tributes, stationery items and webcasting. Theedymts are high quality and enable our client fesito experience personalization that h
their grieving and healing process. Through theseiges, we create a culture that puts client fa@sihnd their experiences first with tools |
are technically advanced, informative and easyst Eor the year ended December 31, 2011, apprtedy®l.9 million, or 3.4% of
merchandise revenue, was earned through this chalieeanticipate that our revenue and profits fithie activity will increase along with
client family satisfaction and local brand loyalty.

Preneed Funeral Sales Progralive operate under a local, decentralized preneed stlategy whereby each business location
customizes its preneed program to its local neBis performance of preneed funeral contracts iallyssecured by placing the funds
collected in trust for the benefit of the custoraeby the purchase of a life insurance policy, gheceeds of which will pay for such service
the time of need. Insurance-funded contracts allswo earn commission income to improve our nean-teash flow and offset a significant
amount of the up-front costs associated with prersages. Trust funded contracts typically providstcthat is invested in various securities
with the expectation that returns will exceed thengh factor in the insurance contracts. The césh &nd earnings from insurance contracts
are more stable, but are generally lower thanticadil trust fund investments. In markets that eepen preneed sales for market share, we
supplement the arrangements written by funerattbirs with sales sourced by sales counselors arbghrty sellers.

Preneed Cemetery Sales Prograksignificant portion of our historical cemeterywesmues are represented by sales of cemetery py
sold by our counselors on a preneed basis andcinelmarges earned on preneed installment contiiduscurrent economy and the related
declines in consumer confidence and discretionayme have reduced our preneed sales succesmra@dl, preneed cemetery sales
decreased 12.1% year over year.

Renewed Corporate Development Effovi& believe that our capital structure positionsougursue a strategy of disciplined growth,
affording us the flexibility to redeploy our cashdacash flow toward selective acquisitions that tnoee criteria. We expect to continue to
improve our earning power as we invest in busiretisa will contribute incremental revenues, eagaiand cash flow. Our Strategic
Acquisition Model is a primary driver of our acqitiisn strategy. We use strategic ranking critetia$sess acquisition candidates in order to
optimize the sustainable earning power of our deatk portfolio.
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Ideal acquisition candidates would be those thmtdamonstrated market leaders, are larger bussexssged in larger and growing
markets with high barriers to entry and have fieldel operating margins consistent with our bestquming properties. In our quest to find
ideal candidates, we have analyzed and projectgdthéistics in the death care industry and beltbeefollowing will be true by 2015:

e The number of national deaths will begin a longrteise as the death rate among the baby boomeraj@&meincreases,
notwithstanding a longer life expectan

» The aging baby boomers will possess sufficient themhd the financial flexibility to migrate to attive retirement and part time
second career areas primarily in the Southern aest&h states and other select marl

» The general population of the United States wititawue to grow and migrate to attractive urban suourban centers in the
Southern and Western stat

« Cremation rates will continue to increase and nie@gesmstward. The accelerating cremation rate &ileha significant impact on
the revenue base of more traditional death carimésses in the Central and Eastern regions of thieetl States and a lesser
impact on the already high cremation states inast.

With the above considerations in mind, our visieerothe next ten years is to change the profileusfbusiness to be heavily weighted
in about 10-15 major markets that have an espgaitifactive demographic profile and where, overetiwe could acquire or build up a
group of operations in each of these markets paifay one to three thousand funerals or intermemtsially. We believe there are large
enough markets for us to increase our presencestireg markets by acquisition or to enter a newkaawith a substantial acquisition while
leveraging our strong local franchise brands aricepreneurial leadership. We will use our Stand@gsrating Model to evaluate acquisition
candidates to ensure they can be readily integiatedur portfolio.

OUR STRENGTHS

Market Leader in our Suburban and Rural Mark&sir operations are located in principally suburbad rural markets, where we
primarily compete with smaller, independent operatMost of our suburban markets have populatiéri©6,000 or more. In over 70% of
our funeral home markets, we believe that we aheefirst or second in local market share.

Partnership CultureOur funeral homes and cemeteries are managed hwydudls that we refer to as Managing Partnersh wiktensive
death care experience, often within their localkets. Our Managing Partners have responsibilitydfor-to-day operations, but are required
to follow operating and financial standards that @ustom designed for each of four groupings using of business and cremation rate as
specific grouping criteria. This strategy allowsledocal business to maintain its unique identitthim its local market and to capitalize on its
reputation and heritage while our senior managemattains supervisory controls and provides supgeEmvices from our corporate
headquarters. We believe our culture is very ditra¢o owners of premier independent businessasfittour profile of suitable acquisition
candidates.

Flexible Capital StructuréeWe have no near-term debt maturity issues. We\aetieat our capital structure provides us with fficial
flexibility by allowing us to invest our cash flow growth initiatives, such as business acquisgtiand cemetery inventory projects. Currel
we have four primary components in our capitalcttree:

» the $130 million of 77/ 8% Senior Notes, which have a 2015 matul
* a $60 million revolving credit facility, of which3$1 million was drawn at December 31, 20

» the $89.8 million convertible junior subordinate¥ fiebenture payable to our affiliate trust, on Whiee have the ability to defer
payments of interest for up to 20 quarters, wig®a9 maturity; an:

e our common stock
For additional information, please see Part limlté, Liquidity and Capital Resources.

Stable Cash FlowWe have demonstrated the ability to generate stamagstable cash flow. Prior to 2005, our primasg af cash flow
was to repay debt. Free cash flow for 2011 (cash from operations less maintenance capital experedi of $6.8 million) totaled $24.4
million, for which the primary use was acquisitio@oing forward, we intend to use our cash flovat¢quire funeral home and cemetery
businesses and to fund internal growth projectsh ss cemetery inventory development. Our growtktesgy is the primary way we expect to
increase stockholder value. We will reassess cpitatallocation strategy annually, but at thismdave believe that our financial goals will
best be achieved by continuing to improve the dpegand financial performance of our existing falid of businesses while selectively
investing our net cash flow in growth opportunitibat generate a return on invested capital in ®xoéour weighted average cost of capital.
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Strong Field-Level Gross Profit Marging/e believe that our field-level gross profit magare among the highest reported by the
public companies in the death care industry anttthsiperformance is a testament to the succesardfusiness strategies. As a percenta
revenues, the total field-level gross profit margias 27.4% for the year 2011. These strong maegidshe ability to control costs are
important advantages in a business such as ouris ttizaracterized by a high fixed-cost structive. will continue to seek ways to improve
our financial performance, and we believe that®tandards Operating Model will continue to yielddeterm improvement in our financial
results.

Effective Management of Funeral Preneed SaMssbelieve our local, decentralized strategy allowso adapt our preneed sales
selectively to best address the competitive sibmaiti our particular markets. In highly competitivarkets, we execute a more aggressive
preneed sales program. In less competitive mavikie¢se we have a strong market position, we deploypee passive preneed sales program.
In certain of our markets, we do not deploy a fdrpraneed program. This approach allows us to tahgeinvestment in preneed sales to
markets where we have the opportunity to reinfenwemarket share. Since approximately 80% of onefal revenues are generated from at-
need sales, we retain significant pricing leverageur funeral business without having to rely saneed sales.

Integrated Information Systema&le have implemented information systems to sudpoai business decisions and to monitor
performance of our businesses compared to finaaoi@lperformance standards. All of our funeral hmared cemeteries are connected to our
corporate headquarters, which allows us to momitar assess critical operating and financial dadlkaanalyze the performance of individual
locations on a timely basis. Furthermore, our imfation system infrastructure provides senior mamag with a critical tool for monitoring
and adhering to our established internal contwlsch is critical given our decentralized model dhne sensitive nature of our business
operations.

Proven Management Tea@ur management team, headed by our founder and EXxaeutive Officer, Melvin C. Payne, is
characterized by a dynamic culture that focuseaduitessing changing market conditions and emetgimgls in the funeral services indus
We believe our culture emphasizing the 4E’s isaaitand will provide an important advantage asdbéath care industry evolves. We are
committed to continue operating an efficient cogterorganization and strengthening our corporadd@sal business leadership. We believe
that our Being the Best Standards Operating Modlekewsure this commitment at all levels of theamgation. Our businesses are organized
into three Regions, each headed by a Regional étaithis promotes more cooperation and synergydmatvour funeral and cemetery
operations and supports the goal of market-shadevalume growth in our most significant markets.

OPERATIONS

We conduct our funeral and cemetery operations iontlge United States. Our operations are repantédo segments: funeral
operations and cemetery operations. Informatioreémh of our segments is presented below and ifirancial statements set forth herein.

Funeral Home Operations

At December 31, 2011, we operated 159 funeral hames states. Funeral home revenues currentlyuaxtdor approximately 76% of
our total revenues. The funeral home operationsnameaged by a team of experienced death care mpqusfessionals and selected region-
level individuals with substantial management eigrere in our industry. See Part Il, ltem 8, Finah&tatements and Supplementary Data,
Note 21 for segment data related to funeral honezatjpns.

Our funeral homes offer a complete range of sesvioaneet a family’s death care needs, includintsattation, the removal and
preparation of remains, the sale of caskets amdefuneral merchandise, the use of funeral haiéties for visitation and services, and
transportation services. Most of our funeral holmage a non-denominational chapel on the premiseishvwpermits family visitation and
services to take place at one location and therethyces transportation costs and inconveniendeetéamily.

Funeral homes are principally service businesssgtiovide burial and cremation services and sédted merchandise, such as caskets
and urns. The sources and availability of caskedsusns are from a small number of national prorideat have distribution centers near our
businesses. We typically order and receive the hagrdise within twenty four hours. Given the higtefi cost structure associated with
funeral home operations, we believe the following key factors affecting our profitability:

» demographic trends in terms of population growtth average age, which impact death rates and nuofilbeaths
» establishing and maintaining leading market shasitipns supported by strong local heritage anati@iships

» effectively responding to increasing cremation dieby packaging complementary services and mercdes)

» controlling salary and merchandise costs;

» exercising pricing leverage related to oi-need business to increase average revenues peaatc
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Cemetery Operations

As of December 31, 2011, we operated 33 cemetierit® states. The cemetery operations are managaddam of experienced death
care industry and sales professionals. Cemetepntms currently account for approximately 24% aoftotal revenues. See Note 21 to the
Consolidated Financial Statements for the year éezember 31, 2011 for segment data related tetegynoperations.

Our cemetery products and services include intetrsenvices, the rights to interment in cemetenyss(primarily grave sites,
mausoleum crypts and niches) and related cemeterghandise, such as memorials and vaults. Cemepenations generate revenues
through sales of interment rights and memoriakstaitation fees, fees for interment and crematemises, finance charges from installment
sales contracts and investment income from precemgttery merchandise trusts and perpetual caits.titlse sources and availability of
memorials and vaults are typically local manufagtsito our businesses.

Our cemetery operating results are impacted bgiteeand success of our sales organization, evidelnyg the statistic that
approximately 50% of our cemetery revenues wasrgéee from preneed sales of interment rights duttiegyear ended December 31, 2011.
An additional 12% of our 2011 cemetery revenues geaerated from deliveries of merchandise and sesyreviously sold on preneed
contracts. We believe that changes in the levebasumer confidence (a measure of whether consumikkspend money on discretionary
items) impacts the success rate of preneed sateis anrrently having a significant negative impactour preneed sales success rate and the
industry as a whole. Coming into a more “normaldmemy, we have focused more on quality sales céonssmather than quantity. Cemetery
revenues generated from at-need services and nmelishasales generally are subject to many of threedeey profitability factors as in our
funeral home business. Approximately 14% of our &emy revenue was attributable to investment egenam trust funds and finance char
on installment contracts during the year ended Bées 31, 2011. Changes in the capital marketsrtedeist rates affect this component of
our cemetery revenues.

Preneed Program:

As discussed in the preceding sections, we maukestrél and cemetery services and products on @@ddasis. Preneed funeral or
cemetery contracts enable families to establisadirance, the type of service to be performedpthducts to be used and the cost of such
products and services. Preneed contracts permiliéarto eliminate issues of making death care pkirthe time of need and allow input fr
other family members before the death occurs. Waaguee the price and performance of the prenestiaots to the customer.

Preneed funeral contracts are usually paid onstallment basis. The performance of preneed fureraiacts is usually secured by
placing the funds collected in trust for the benefithe customer or by the purchase of a life imsue policy, the proceeds of which will pay
for such services at the time of need. Insurandeies, intended to fund preneed funeral contramiser the original contract price and
generally include an element of growth (earningssighed to offset future inflationary cost increadgevenue from preneed funeral contr:
along with accumulated earnings, is not recognir#d the time the funeral service is performede Htcumulated earnings from the trust
investments and insurance policies are intendedfset the inflation in funeral prices. Additiongliwe generally earn a commission from the
insurance company from the sale of insurance-fupadidies reflected aBreneed Insurance Commissiohhe commission income is
recognized as revenue when the period of refundexfgenerally one year), which helps us defraydists we incur to originate the pren
contract (primarily commissions we pay to our salesnselors).

In addition to preneed funeral contracts, we aféerdpreplanned” funeral arrangements wherebyientldetermines in advance
substantially all of the details of a funeral seevivithout any financial commitment or other obliga on the part of the client until the actual
time of need. Preplanned funeral arrangements parfamily to avoid issues of making death car@glat the time of need and enable a
funeral home to establish relationships with antlitdat may eventually lead to an at-need sale.

Preneed sales of cemetery interment rights ardlydianced through interest-bearing installmeaies contracts, generally with terms
of up to five years with such earnings reflected’eeneed Cemetery Finance Chargds substantially all cases, we receive an indialvn
payment at the time the contract is signed. Ther@st rates generally range between 9.5% and 12%adidnally, we have offered zero
percent interest financing to promote sales foitéthtime offers. Preneed sales of cemetery intermghtsiare generally recorded as reve
when 10% of the contract amount related to theniméat right has been collected. Merchandise andcgsr may similarly be sold on an
installment basis, but revenue is recorded whenelglhas occurred. Allowances for bad debts arsdorner cancellations are recorded at the
date that the contract is executed and periodieaifuated thereafter based upon historical expegie

We sold 6,485 and 7,197 preneed funeral contractaglthe years ended December 31, 2010 and 2@Ebectively. At
December 31, 2011, we had a backlog of 81,030 pehaeral contracts to be delivered in the futdgmproximately 20% of the funeral
revenues recognized during the years ended Dece3tb@010 and 2011, originated through preneedactst Cemetery revenues that
originated from preneed contracts represented appately 52% and 50% of our net cemetery revenae2010 and 2011.

As of December 31, 2011, we employed a staff ofdédbdance-planning and family service representstigethe sale of preneed
products and services.
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TRUST FUNDS AND INSURANCE CONTRACTS

We have established a variety of trusts in connaatiith funeral home and cemetery operations asimed) under applicable state law.
Such trusts include (i) preneed funeral trustypfieneed cemetery merchandise and service tarsds(iii) cemetery perpetual care trusts.
These trusts are typically administered by indepehéinancial institutions selected by the Compdnglependent financial advisors are also
used for investment management and advisory setvice

Preneed funeral sales generally require deposédnast or purchase of a third-party insurancepet Trust fund income earned and
the receipt and recognition of any insurance bé&nafie deferred until the service is performedsfTfund holdings and deferred revenue are
reflected currently on our balance sheet, whileitlsarance contracts are not on our balance skmeiost states, we are not permitted to
withdraw principal or investment income from sualsts until the funeral service is performed. Sata¢es, however, allow for the retention
of a percentage (generally 10%) of the receiptsfeet any administrative and selling expenses. aggregate balance of our preneed funeral
contracts held in trust, insurance contracts aneivables from customers was approximately $32Ranibs of December 31, 2011.

We are generally required under applicable stavs ta deposit a specified amount (which varies fetate to state, generally 50% to
100% of selling price) into a merchandise and serttiust fund for preneed cemetery merchandisesandces sales. The related trust fund
income earned is recognized when the related medi$@ and services are delivered. We are gengratiyitted to withdraw the trust
principal and accrued income when the merchandiaetually purchased and delivered, when the seisiprovided or when the contract is
cancelled. However, certain states allow the walgd of income prior to delivery when the regulatadentify excess earnings in the trusts.
We were able to withdraw $10.1 million in trust@mee prior to delivery in those states in 2011. Cemyemerchandise and service trust fund
balances, in the market value aggregate, totalptbajmately $66.4 million as of December 31, 2011.

In most states, regulations require a portion (gEhel10%) of the sale amount of cemetery proparigt memorials to be placed in a
perpetual care trust. The income from these peapeare trusts provides funds necessary to maictimetery property and memorials in
perpetuity. This trust fund income is recognizexiearned, in cemetery revenues. While we are eahtitl withdraw the income from perpet
care trusts to provide for maintenance of cemgterperty and memorials, we are restricted from dvitlwing any of the principal balances
the trust fund. Perpetual care trust balancesadtapproximately $41.5 million at December 31, 2011

For additional information with respect to our tajsee Notes 5, 7, and 9 to the Consolidated Eiab&tatements for the year ended
December 31, 2011.

SEASONALITY

Our business can be affected by seasonal fluchsiiothe death rate. Generally, the number ofhdeiathigher during the winter
months because the incidences of death from inflw@md pneumonia are higher during this period tther periods of the year.

COMPETITION

The operating environment in the death care ingusis been highly competitive. Publicly traded camips operating in the United
States include SCI, Stewart, StoneMor and Carrigaddition, a number of smaller, non-public comipa have been active in acquiring and
operating funeral homes and cemeteries.

Our funeral home and cemetery operations face ctitigpein the markets that they serve. Our primeoynpetition in most of our
markets is from local independent operators. Westtdserved new start-up competition in certainsacédhe country, which in any one
market may have impacted our profitability becanfsthe high fixed cost nature of funeral homes. kéashare for funeral homes and
cemeteries is largely a function of reputation hadtage, although competitive pricing, professi@@avice and attractive, well-maintained
and conveniently located facilities are also imaott Because of the importance of reputation anitiige, market share increases are usually
gained over a long period of time. The sale of peehfuneral services and cemetery property hasasargly been used by many companies
as a marketing tool to build market share.

There has been increasing competition from progideecializing in specific services, such as cremstwho offer minimal service
and low-end pricing. We also face competition frommpanies that market products and related merite@oger the Internet and non-
traditional casket stores in certain markets. Tlesepetitors have been successful in capturingéopoof the low-end market and product
sales.

REGULATION

General.Our operations arsubject to regulations, supervision and licensinden numerous federal, state and local laws, ondiesan
regulations, including extensive regulations conuwy trust funds, preneed sales of funeral and tamyeroducts and services and various
other aspects of our business. We believe thatomeply in all material respects with the provisiarighese laws, ordinances and regulations.
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Federal Trade Commissio@ur funeral home operations are comprehensivelyladed by the Federal Trade Commission (“FTC")
under Section 5 of the Federal Trade Commissiorafdta trade regulation rule for the funeral induptomulgated thereunder referred to as
the “Funeral Rule.” The Funeral Rule defines certaits or practices as unfair or deceptive andagasitertain requirements to prevent these
acts or practices. The preventive measures requiraeral provider to give consumers accurate,itechprice information and various other
disclosures about funeral goods and services astulpr a funeral provider from: (i) misrepresentiegal, crematory and cemetery
requirements; (i) embalming for a fee without pe&sion; (iii) requiring the purchase of a casketdmect cremation; and (iv) requiring
consumers to buy certain funeral goods or senasasondition for furnishing other funeral goodservices.

EnvironmentalOur operations are also subject to stringent fédstiate and local laws and regulations relatingrteironmental
protection, including legal requirements goverrdiirgemissions, waste management and disposal astgwaer discharges. For instance, the
federal Clean Air Act and analogous state lawsgctvinéstrict the emission of pollutants from manyrses, including crematories, may
require us to apply for and obtain air emissionsnits, install costly emissions control equipmemtd conduct monitoring and reporting ta
Also, in the course of our operations, we store aselchemicals and other regulated substancesllaassvgenerate wastes that may subject us
to strict liability under the federal Resource Gamvaition and Recovery Act and comparable state, lavich govern the treatment, storage,
and disposal of wastes, including hazardous waatesthe federal Comprehensive Environmental Respdbompensation and Liability Act,
a remedial statute that imposes cleanup obligattongenerators, transporters, and arrangers ofd@za substances at sites where such
substances have been released. In addition, trexddflater Pollution Control Act, also known as thderal Clean Water Act, and analog
state laws regulate discharges of pollutants te stiad federal waters. Underground and abovegrstardge tanks that store chemicals and
fuels for vehicle maintenance or general operatayerdocated at certain of our facilities and apylsor releases from those facilities may
cause us to incur remedial liabilities under thea@l Water Act or analogous state laws. Failuretopy with any of these environmental
laws and regulations could result in the assessofesubstantial administrative, civil, and criminenalties, the imposition of investigatory
and remedial obligations, and the issuance of gtjans restricting or prohibiting our activities.dvkover, it is possible that implementatiol
stricter environmental laws and regulations coeklitt in additional, currently unidentifiable costsliabilities to us, such as requirements to
purchase pollution control equipment or implemeauerational changes or improvements. While we beligg are in substantial compliance
with existing environmental laws and regulations, @annot assure you that we will not incur sub&haobsts in the future.

EMPLOYEES

As of December 31, 2011, we and our subsidiarigs@yed 1,856 employees, of whom 873 were full-tine 983 part-time. All of our
funeral directors and embalmers possess licengaged by applicable regulatory agencies. We belitat we maintain a good relationship
with our employees. None of our employees are sgmted by unions.

AVAILABLE INFORMATION

We file annual, quarterly and other reports, anglanendments to those reports, and information thighUnited States Securities and
Exchange Commission (“*SEC”). You may read and copy materials we file with the SEC at the SEC’s|IRuReference Room at 100 F
Street, NE, Washington, DC 20549. You may obtaititazhal information about the Public Reference Rday calling the SEC at 1-800-
SEC-0330. In addition, the SEC maintains an intesitehttp://www.sec.gothat contains reports, proxy and information staets, and
other information regarding issuers that file al@cically with the SEC, including us.

Our website addressswvw.carriageservices.comAvailable on this website under “Investor Relatdnvestor Relations Menu — SEC
Filings,” free of charge, are Carriage’s annuabré&pon Form 10-K, quarterly reports on Form 10c@vrent reports on Form 8-K, insider
reports on Forms 3, 4 and 5 filed on behalf ofadoes and officers and amendments to those repsrs®on as reasonably practicable after
such materials are electronically filed with orrfished to the SEC.

Also posted on our website, and available in prpn request, are charters for the Company’s Abdihmittee, Compensation
Committee, Corporate Governance Committee, Exee@mmmittee and Investment Committee. Copies o€Cide of Business Conduct &
Ethics and the Corporate Governance Guidelinealaceposted on the Company’s website under thep@ate Governance” section. Within
the time period required by the SEC and the Newk\&iock Exchange, we will post on our website amgdifications to the charters and any
waivers applicable to senior officers as definethmapplicable charters, as required by the Sab@xley Act of 2002.
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ITEM 1A. RISK FACTORS.

RISKS RELATED TO OUR BUSINESS

Our funeral and cemetery trust funds own investmers in equity securities, fixed income securities, @mutual funds, which are
affected by market conditions that are beyond our antrol.

In connection with our backlog of preneed funeral areneed cemetery merchandise and service ctmtfageral and cemetery trust
funds own investments in equity securities, fixecbime securities and mutual funds. Our returndesd investments are affected by
financial market conditions that are beyond ourtiain

The following table summarizes our investment metyrealized and unrealized), excluding certais,fea our trust funds for the years
ended December 31:

2009 2010 2011
Preneed funeral trust funds 40.2% 16.(% (2.0%
Preneed cemetery trust fur 53.2% 20.2% (2.7%
Perpetual care trust fun 54.(% 20.€% 3.3%

Generally, earnings or gains and losses on ouepcefuneral and cemetery trust investments argyréoed, and we withdraw cash,
when the underlying service is performed, merchemidi delivered, or upon contract cancellation. €umetery perpetual care trusts
recognize earnings, and in certain states, cagdtials and losses, and we withdraw cash when we qualifying cemetery maintenance co
If the investments in our trust funds experiengmidicant declines in 2012 or subsequent yearsetbeuld be insufficient funds in the trusts
to cover the costs of delivering services and neardise or maintaining cemeteries in the future.iéy be required to cover any such
shortfall with cash flows from operations, whictutsbhave a material adverse effect on our finaragaldition, results of operations, or cash
flows. For more information related to our trusteéstments, see Part Il, Item 8, Financial Statesnand Supplementary Data, Notes 5 and 9.

If the fair market value of these trusts, plus ather amount due to us upon delivery of the astettieontracts, were to decline below
the estimated costs to deliver the underlying petgland services, we would record a charge tomgsnd record a liability for the expected
losses on the delivery of the associated contrAstef December 31, 2011, no such charge was rdjuior additional information, see Part
I, Item 7, Management’s Discussion and Analysi§ioiancial Condition and Results of Operationsti€ai Accounting Policies and
Estimates.

Marketing and sales activities by existing and newompetitors could cause us to lose market share atead to lower revenues and
margins.

We face competition in all of our markets. Mosbof competitors are independently owned, and someetatively recent market
entrants. Certain of the recent entrants are iddals who were formerly employed by us or by ounpetitors and have relationships and
name recognition within our markets. As a grougejmendent competitors tend to be aggressive imgisshing themselves by their
independent ownership, and they promote their iaddpnce through television, radio and print adsiadi, direct mailings and personal
contact. Increasing pressures from new market etsteend continued advertising and marketing by cditgrs in local markets could cause
to lose market share and revenues. In additionpetitors may change the types or mix of productseovices offered. These changes may
attract customers, causing us to lose market slrate@evenue as well as to incur costs in respanserpetition to vary the types or mix of
products or services offered by us. Also, increasaof the Internet by customers to research apdfgchase products and services could
cause us to lose market products or services bednternet.

Our ability to generate preneed sales depends omamber of factors, including sales incentives andtal and general economic
conditions.

Declines in preneed sales would reduce our backholgrevenue and could reduce our future markeeskar the other hand, a
significant increase in preneed sales can hav@ative impact on cash flow as a result of commissiand other costs incurred initially
without corresponding revenues.

As we have localized our preneed sales strategiesyre continuing to refine the mix of service @ndduct offerings in both our funeral
and cemetery segments, including changes in oes saimmission and incentive structure. These clsarm@d cause us to experience
declines in preneed sales in the short-run. Intefdieconomic conditions at the local or natide&kl could cause declines in preneed sales
either as a result of less discretionary incomiewer consumer confidence. Declines in preneed teyeroperty sales reduces current
revenue, and declines in other preneed sales wedlete our backlog and future revenue and couldce€uture market share.

Preneed sales of cemetery property and funeratametery merchandise and services are generaliyfloas negative initially,
primarily due to the commissions paid on the géile portion of the sales proceeds required to &eegl into trust or escrow and the terms of
the particular contract such as the size of therdpayment required and the length of the contrest result, preneed sales reduce cash flow
available for other activities, and, to the exfergneed activities are increased, cash flow wiliusther reduced.
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Price competition could also reduce our market shar or cause us to reduce prices to retain or recaptel market share, either of which
could reduce revenues and margins.

We have historically experienced price competifioimarily from independent funeral home and cenyetgrerators, and from
monument dealers, casket retailers, low-cost fupecviders and other non-traditional providerssefvices or products. New market entrants
tend to attempt to build market share by offeriogér cost alternatives. In the past, this price petition has resulted in our losing market
share in some markets. In other markets, we hagdechaeduce prices or offer discounts thereby raduprofit margins in order to retain or
recapture market share. Increased price competititme future could further reduce revenues, pafhd our preneed backlog.

We may be required to replenish our funeral and cemtery trust funds in order to meet minimum funding requirements, which would
have a negative effect on our earnings and cash o

In certain states, we have withdrawn allowableritistable earnings including gains prior to the umity or cancellation of the related
contract. Additionally, some states have laws #iidier require replenishment of investment lossekeucertain circumstances or impose
various restrictions on withdrawals of future eags when trust fund values drop below certain pilesd amounts. In the event of realized
losses or market declines, we may be requiredposieportions or all of these amounts into thgpeesive trusts in some future period.

Increasing death benefits related to preneed funetaontracts funded through life insurance contractamay not cover future increases
in the cost of providing a price-guaranteed funerakervice.

We sell price-guaranteed preneed funeral contthotsigh various programs providing for future fualeservices at prices prevailing
when the agreements are signed. For preneed furertrhcts funded through life insurance contragesreceive in cash a general agency
commission from the third-party insurance compakdditionally, there is an increasing death berasigociated with the contract that may
vary over the contract life. There is no guararlbe the increasing death benefit will cover futimereases in the cost of providing a price-
guaranteed funeral service, and any such excessads be materially adverse to our future castvdl, revenues, and operating margins.

The financial condition of third-party insurance companies that fund our preneed funeral contracts maympact our future revenues.

Where permitted, customers may arrange their peeheeeral contract by purchasing a life insuranakcyg from third-party insurance
companies. The customer/policy holder assigns tfieypbenefits to our funeral home to pay for tmerneed funeral contract at the time of
need. If the financial condition of the thiphty insurance companies were to deteriorate méyebecause of market conditions or otherw
there could be an adverse effect on our abilityaitect all or part of the proceeds of the lifeirence policy, including the annual increase in
the death benefit, when we fulfill the preneed cacitat the time of need. Failure to collect suatpeds could have a material adverse effect
on our financial condition, results of operatiooscash flows.

Our ability to execute our growth strategy is highy dependent upon our ability to successfully idenfly suitable acquisition candidates
and negotiate transactions on favorable terms.

There is no assurance that we will be able to nastio identify candidates that meet our criteri¢hat we will be able to reach terms
with identified candidates for transactions that acceptable to us, and even if we do, we may @aible to successfully complete the
transaction or integrate the new business inteaisting business. We intend to apply standardsbéished under our Strategic Acquisition
Model to evaluate acquisition candidates, and tleen® assurance that we will continue to be sigfaém doing so or that we will find
attractive candidates that satisfy these standBuis.in part to the presence of competitors whaeHhsen in certain markets longer than we
have, such acquisitions or investments may be mhiffieult or expensive than we anticipate.

Increased or unanticipated costs, such as insuranog taxes, may have a negative impact on our earrgs and cash flow.

We may experience material increases in certaitscesch as insurance or taxes, which result fecent federal legislation or state ¢
local governments raising taxes in an effort tmhaé budgets. These costs are difficult to quaitifjie future and may impair our ability to
achieve earnings growth in excess of revenue grouin forecast assumes that we will be successfnicreasing earnings at a rate that is
greater than revenue growth. We can give no asserdat we will be successful in achieving suchiéases.

Improved performance in our funeral and cemetery sgments is highly dependent upon successful executiof our Standards
Operating Model.

We have implemented our Standards Operating Maodehprove and better measure performance in oweralrand cemetery
operations. We developed standards accordingterieri each with a different weighting, designedluad market share, people, and
operational and financial metrics. We also incamnéiwour location Managing Partners by giving thé opportunity to earn a fixed
percentage of the field-level earnings before gggrtaxes, depreciation and amortization based thpnumber and weighting of the
standards achieved. Our expectation is that, awer, the Standards Operating Model will resultmproving field-level margins, market
share, customer satisfaction and overall finammaformance, but there is no assurance that thaale gill be met. However, failure to
successfully implement our Standards Operating Miodeur funeral and cemetery operations could reweaterial adverse effect on our
financial condition, results of operations, or céekvs.
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The success of our businesses is typically depentlapon one or a few key employees for success besawf the localized and personal
nature of our business.

Death care businesses have built local heritagdraddion through successive generations, progidirfioundation for ongoing business
opportunities from established client family redaiships and related referrals. We believe thesgioakhips build trust in the community and
are a key driver to market share. Our businesseishvtend to serve small local markets, usuallyehawe or a few key employees that drive
our relationships. Our ability to attract and retqualified Managing Partners, sales force andrqibesonnel, is an important factor in
achieving future success. We can give no assuthateve can retain these employees or that théstoreships will drive market share. Our
inability to maintain qualified and productive Maiag Partners, and sales force could have a mbtehi@rse effect on our financial
condition, results of operations or cash flows.

Earnings from and principal of trust funds could bereduced by changes in financial markets and the miof securities owned.

Earnings and investment gains and losses on tindsfare affected by financial market conditiond #e specific fixed-income and
equity securities that we choose to maintain inftimels. We may not choose the optimal mix for aastipular market condition. Declines in
earnings from perpetual care trust funds would eaudecline in current revenues, while declinesaimings from other trust funds could
cause a decline in future cash flows and revenues.

Covenant restrictions under our debt instruments mg limit our flexibility in operating and growing ou r business.

The terms of our credit facility and the indentugeserning our Senior Notes and the convertibléojusubordinated debenture may
limit our ability and the ability of our subsidias to, among other things: incur additional dehy; gividends or make distributions or redeem
or repurchase stock; make investments; grant limage capital expenditures; enter into transactiatts affiliates; enter into sale-leaseback
transactions; sell assets; and acquire the asisetsroerge or consolidate with, other companies.

Our credit facility also requires us to maintaimtain financial ratios. Complying with these restisie covenants and financial ratios, as
well as those that may be contained in any futefet dgreements, may limit our ability to finance fuiure operations or capital needs or to
take advantage of other favorable business opptigsinOur ability to comply with these restrictieevenants and financial ratios will depe
on our future performance, which may be affecte@¥gnts beyond our control. Our failure to complthvany of these covenants or
restrictions when they apply will result in a ddfainder the particular debt instrument, which cordsult in acceleration of the debt under
that instrument and, in some cases, the acceleratidebt under other instruments that containszoefault or cross-acceleration provisions.
In the case of an event of default, or in the ewdiat cross-default or cross-acceleration, we nwyhave sufficient funds available to make
the required payments under our debt instrumeinige lare unable to repay amounts owed under thestef our amended senior secured
credit facility, the lenders thereunder may betktito sell certain of our funeral assets to §atisir obligations under the agreement.

Continued economic crisis and financial and stock arket declines could reduce future potential earnigs and cash flows and could
result in future goodwill impairments.

In addition to an annual review, we assess theimmgat of goodwill whenever events or changes iowhstances indicate that the
carrying value may be greater than fair value. étadthat could trigger an interim impairment reviewslude, but are not limited to, a
significant decline in the market value of our &toc debt values, significant underperformancetiegao historical or projected future
operating results, and significant negative industreconomic trends. If these factors occur, wg have a triggering event, which could
result in impairment to our goodwill. Based on thsults of our annual goodwill impairment test veefprmed as of August 31, 2011, we
concluded that there was no impairment of our golbhddowever, if current economic conditions worseausing deterioration in our
operating revenues, operating margins and castsfla® may have a triggering event that could reswdh impairment of our goodwill.

RISKS RELATED TO THE DEATH CARE INDUSTRY

Declines in the number of deaths in our markets canause a decrease in revenues. Changes in the numbkdeaths are not
predictable from market to market or over the shortterm.

Declines in the number of deaths could cause al-salkes of funeral and cemetery services, proertymerchandise to decline, which
could decrease revenues. Although the U.S. BuréthedCensus estimates that the number of deattheibnited States will increase in the
future, longer life spans could reduce the ratdeafths. In addition, changes in the number of dezdh vary among local markets and from
quarter to quarter, and variations in the numbeteaiths in our markets or from quarter to quantemat predictable. These variations may
cause our revenues to fluctuate and our resultp@fations to lack predictability.

The increasing number of cremations in the United &ites could cause revenues to decline because welddose market share to firms
specializing in cremations. In addition, direct crenations produce minimal revenues for cemetery opet®mns and lower funeral
revenues.

Our traditional cemetery and funeral service openatface competition from the increasing numbesrefmations in the United States.
Industry studies indicate that the percentage @hations has increased every year and this treexpiscted to continue into the future. The
trend toward cremation could cause cemeteriesraddional funeral homes to lose market share amdrrues to firms specializing in
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cremations. In addition, direct cremations (withfaneral service, casket, urn, mausoleum nicheyabarium niche or burial) produce no
revenues for cemetery operations and lower revethagstraditional funerals and, when delivered @aditional funeral home, produce lower
profits as well.

If we are not able to respond effectively to changg consumer preferences, our market share, revenuesd profitability could
decrease.

Future market share, revenues and profits will ddpe part on our ability to anticipate, identifycarespond to changing consumer
preferences. In past years, we have implementedneduct and service strategies based on resutissbbmer surveys that we conduct on a
continuous basis. However, we may not correctljcgrate or identify trends in consumer preferenoesye may identify them later than our
competitors do. In addition, any strategies we mgylement to address these trends may prove inttasreéneffective.

Because the funeral and cemetery businesses arethfixed-cost businesses, changes in revenue can @avdisproportionately large
effect on cash flow and profits.

Companies in the funeral home and cemetery busmassincur many of the costs of operating and taaimg facilities, land and
equipment regardless of the level of sales in angrgperiod. For example, we must pay salarie§ties, property taxes and maintenance
costs on funeral homes and maintain the groundsrogteries regardless of the number of funeralceEsor interments performed. Because
we cannot decrease these costs significantly adlgaywhen we experience declines in sales, declimssles can cause margins, profits and
cash flow to decline at a greater rate than thérdemn revenues.

Changes or increases in, or failure to comply withregulations applicable to our business could incese costs or decrease cash flows.

The death care industry is subject to extensiveesatl/ing regulation and licensing requirementsarrféderal, state and local laws. For
example, the funeral home industry is regulatethieyF=TC, which requires funeral homes to take astibesigned to protect consumers. State
laws impose licensing requirements and regulateqa@ sales. Embalming and cremation facilitiesalgect to stringent environmental and
health regulations. Compliance with these regutatis burdensome, and we are always at risk ofomiplying with the regulations or facing
costly and burdensome investigations from reguaaorthorities.

In addition, from time to time, governments andrages propose to amend or add regulations, whiolddocrease costs or decrease
cash flows. For example, federal, state, local@hdr regulatory agencies have considered and magt edditional legislation or regulations
that could affect the death care industry. Sevaedes and regulatory agencies have considera@ apasidering regulations that could
require more liberal refund and cancellation pebcior preneed sales of products and serviced,dingliminate our ability to use surety
bonding, increase trust requirements and/or protiieicommon ownership of funeral homes and cernestar the same market. If adopted by
the regulatory authorities of the jurisdictionsahich we operate, these and other possible propasald have a material adverse effect o
our financial condition, our results of operati@ml our future prospects. For additional informatiegarding the regulation of the death care
industry, see Part I, Item 1, Business, Regulation.

We are subject to environmental and occupational tadth and safety laws that may expose us to signifint costs and liabilities.

Our cemetery and funeral home operations are suigjestringent federal, state and local laws amggileions governing occupational
health and safety aspects of the operations, thase or disposal of materials into the environneertherwise relating to environmental
protection. These laws and regulations may resiridhpact our business in many ways, includingingéigg the acquisition of a permit before
conducting regulated activities, restricting thpdy, quantities and concentration of substancésamabe released into the environment,
applying specific health and safety criteria adsireg worker protection, and imposing substantailities for any pollution resulting from
our operations. We may be required to make sigmticapital and operating expenditures to compth tiese laws and regulations and any
failure to comply may result in the assessmentafiaistrative, civil and criminal penalties, imptieh of investigatory or remedial
obligations and the issuance of injunctions restigcor prohibiting our activities. Spills or othenauthorized releases of regulated substance:
in the course of our operations could expose usaterial losses, expenditures and liabilities uraggrlicable environmental laws and
regulations. Certain of these laws may imposetsfamt and several liabilities upon us for thenediation of contaminated property resulting
from our or a predecessor operator’s operationsmaie not be able to recover some or any of thests ¢mm insurance. Moreover, changes
in environmental laws and regulations occur fregiyeand any changes that result in more stringemriostly emissions control or waste
handling, disposal or cleanup requirements couddire us to make significant expenditures to atsaid maintain compliance and may
otherwise have a material adverse effect on outlteesf operations, competitive position or finaaiaiondition.
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ITEM 1B. UNRESOLVED STAFF COMMENTS.
None.

ITEM 2. PROPERTIES.

At December 31, 2011, we operated 159 funeral ham2Ss states and 33 cemeteries in 12 states. Wielosvreal estate and buildings
for 80% of our funeral homes and lease facilit@stfie remaining 20%. We own 28 cemeteries andatpdive cemeteries under long-term
contracts with municipalities and non-profit orgeations at December 31, 2011. Eleven funeral haresperated in combination with
cemeteries as these locations are physically Idaatehe same property or very close proximity ander same management. The 33
cemeteries operated by us have an inventory ofldmiveloped lots totaling approximately 138,988 461,933 at December 31, 2010 and
2011, respectively. In addition, approximately Z@8es are available for future development. Wecgate having a sufficient inventory of
lots to maintain our property sales for the forefde future. The specialized nature of our businegsires that our facilities be well-
maintained. Management believes we currently ntegtstandard.

The following table sets forth certain informatias of December 31, 2011, regarding Carriage’s pti@geused by the funeral home
segment and by the cemetery segment identifiedatg:s

Number of Number of
Funeral Homes Cemeteries
State Owned Leased®) Managec

California 26 3
Connecticu
Florida
Georgia

Idaho

lllinois

Kansas
Kentucky
Maryland
Massachuseti
Michigan
Montana
Nevada

New Jerse
New Mexico
New York
North Caroline
Ohio
Oklahoma
Rhode Islanc
Tennesse
Texas
Virginia
Washingtor
West Virginia
Total 12¢
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@ The leases, with respect to these funeral homegrgky have remaining terms ranging from one teenjears, and, generally, we have
the right to renew past the initial terms and havight of first refusal on any proposed sale efphoperty where these funeral homes
are located

Our corporate headquarters occupy approximately0Brsquare feet of leased office space in HouStexas. At December 31, 2011,
we owned and operated 657 vehicles and leasedHi@es
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ITEM 3. LEGAL PROCEEDINGS.

We and our subsidiaries are parties to a numblergal proceedings that arise from time to timehi érdinary course of our business.
While the outcome of these proceedings cannot éeigied with certainty, we do not expect these engiio have a material adverse effect on
our financial statements. Information regardinigdition is set forth in Part Il, Item 8, Financ&htements and Supplementary Data, Note 14.

We self-insure against certain risks and carryrissce with coverage and coverage limits for riskexcess of the coverage amounts
consistent with our assessment of risks in ourrass and of an acceptable level of financial exgoMthough there can be no assurance
that self-insurance reserves and insurance wiiufficient to mitigate all damages, claims or cogéincies, we believe that the reserves and
our insurance provide reasonable coverage for kremsarted and unasserted claims. In the eventstaiisa loss from a claim and the
insurance carrier disputes coverage or coveragtsjime may record a charge in a different perl@htthe recovery, if any, from the
insurance carrier.

ITEM 4. MINE SAFETY DISCLOSURES.
Not applicable.

PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES.
Market Informatior

Our common stock is traded on the New York Stoc&Haxge under the symbol “CSV”. The following taptesents the quarterly high
and low sale prices as reported by the New YorklSExchange:

2011 High Low

First Quarter $5.9¢ $4.62
Second Quarte $6.57 $5.41
Third Quartel $6.14 $5.0¢
Fourth Quarte $6.3(C $5.12
201C High Low

First Quarter $4.6t $3.5€
Second Quarte $5.1¢ $4.27
Third Quartel $5.07 $4.0C
Fourth Quarte $5.4¢ $4.5C

As of March 2, 2012, there were 18,144,630 shafresiocommon stock outstanding and the closingepais reported by the New York
Stock Exchange was $5.92 per share. The sharesrofion stock outstanding are held by approximatsy ockholders of record. Each
share is entitled to one vote on matters requitiegvote of stockholders. We believe there are@pprately 5,000 beneficial owners of our
common stock.

Dividends

On May 17, 2011, our Board of Directors approveditiitiation of a quarterly cash dividend policy faur common stock. The Board
declared three quarterly dividends of $0.025 pareshtotaling approximately $1.4 million, which weaid on June 1, 2011,
September 1, 2011 and December 1, 2011 respegttealgcord holders of our common stock as of May2D11, August 12, 2011 and
November 14, 2011 respectively. Prior to June 112@e had never paid cash dividends on our constauk.

Equity Plans

For information regarding securities authorizediésuance under our equity compensation plans?agdll, Item 12, Security
Ownership of Certain Beneficial Owners and Managgraad Related Stockholder Matters.

Purchases of Equity Securities by the Iss

In November 2011, the Board of Directors approvetiae repurchase program authorizing the Commapyrchase up to an aggreg
of $5 million of our common stock. The repurchaaesto be executed in the open market and throtightely negotiated transactions
subject to market conditions, normal trading retitshs and other relevant factors. During 2010 gdigenot repurchase any shares of our
common stock. Through December 31, 2011, we repsath 126,952 shares of our common stock at angaggreost of $736,456 and an
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average share price of $5.82. The repurchasedssaegédheld as Treasury stock. Pursuant to the gmogre repurchased the following shares
during fourth quarter of 2011:

Total Number ¢ Approximate
Dollar Value
of Shares That
Total Average Shares May Yet Be
Number of Share Price Pai Purchased_ as Purchased Und
Part of Publicly
Announced
Perioc Purchasel Per Shar Program the Progran
October 1, 2011 — October 31, 2011 — — — $ 5,000,001
November 1, 201- November 30, 201 55,94 $ 5.8¢ 55,94 $ 4,671,03
December 1, 201- December 31, 201 70,64¢ $ 5.6¢ 70,64¢ $ 4,263,54.
Total for quarter ending December 31, 2! 126,59: 126,59.
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Performance

The following graph compares the cumulative 5-ytetal return provided shareholders on our commookstelative to the
cumulative total returns of the Russell MicroCagédr, and a customized peer group of three compé#méa¢sncludes: SCI, Stewart and
Stonemor. The returns of each member of the peepgare weighted according to each member’s stakeh capitalization as of the
beginning of each period measured. The graph asstiratthe value of the investment in our commonlstthe Russell MicroCap
Index and the peer group was $100 on the lastiigadhy of December 2006, and that all dividendsweinvested. Performance data
for Carriage Services, Inc., the Russell MicroQagbelx and for the peer group is provided as ofdlettading day of each of our last
five fiscal years.

The following graph and related information shait he deemed “soliciting material” or “filed” witthe SEC, nor shall such
information be incorporated by reference into anyffe filing under the Securities Act or the Exchpar\ct, each as amended, except to
the extent that we specifically incorporate it bjerence.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN*
Among Carriage Services, Inc., the Russell Micro@ajex, and a Peer Group

5200
S180
5160
5140
5120
S100

580

S60

540
520

12706 12707 12708 12105 1210 12M11

—B— Carriage Services, Inc. - == = Russell MicroCap - - 2= - - Peer Group

* $100 invested on 12/31/06 in stock or index, intigdeinvestment of dividend

Fiscal year ending December 31.

12/06 12/07 12/08 12/09 12/10 12/11

Carriage Services, Inc. $100.0( $172.8¢ $39.4¢ $77.21 $95.2¢ $111.4¢
Russell MicroCap 100.0( 92.0C 55.4( 70.6: 91.0¢ 82.5¢
Peer Group 100.0( 137.7¢ 50.5¢ 87.1¢ 99.1¢ 114.9;

PEER GROUP

SCI

Stewart

StoneMor

The stock price performance included in this gragphot necessarily indicative of future stock pnezformance.
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ITEM 6. SELECTED FINANCIAL DATA.

The table on the following page sets forth selectmtbolidated financial information for us that heen derived from the audited
Consolidated Financial Statements of the Comparof aad for each of the years ended December 317, 2008, 2009, 2010 and 2011.
These historical results are not indicative of future performance.

You should read this historical financial data tibge with “Management’s Discussion and Analysig-ofancial Condition and Results
of Operations” included in this report and our Gaditated Financial Statements and notes theretaded elsewhere in this report.
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INCOME STATEMENT DATA:

Revenues

Funeral

Cemetery

Total revenue

Gross profit:

Funeral

Cemetery

Total gross profi

General and administrative expen
Operating incom:

Interest expens

Litigation settlemen

Interest and other incon

Income before income tax
Provision for income taxe

Net income from continuing operatio
Income (loss) from discontinued operatic
Preferred stock dividen

Net income

Earnings (loss) per sha

Basic:

Continuing operation
Discontinued operatior

Basic earnings per she
Diluted:

Continuing operation
Discontinued operatior

Diluted earnings per sha
Dividends declared per she

Selected Consolidated Financial Information

Year ended December 31,

2007

2008 2009 2010

2011

(dollars in thousands, except per share amol

Weighted average number of common and common elguivshares

outstanding
Basic

Diluted

OPERATING AND FINANCIAL DATA:
Funeral homes at end of peri
Cemeteries at end of peri

Funeral services performi

Preneed funeral contracts s

Backlog of preneed funeral contra
Average revenue per funeral contr
Cremation ratt

Depreciation and amortizatic

BALANCE SHEET DATA:

Total asset

Working capital

Long-term debt, net of current maturiti
Convertible junior subordinated debent
Stockholder' equity

$123,83¢  $134,24¢  $131,05.  $138,12!  $145 22
43,01 42,68: 46,57¢ 46,82: 45,41
166,85( 176,92t 177,62 184,94° 190,63¢
36,17 37,17 38,45( 37,94( 42,13
9,35¢ 5,87¢ 7,66¢ 9,507 10,17(
45 52t 43,04 46,11¢ 47 A4; 52,30+
16,01¢ 18,11: 16,00: 16,80¢ 22,75¢
29,51( 24,93 30,11 30,64 29,54¢
(18,349  (18,33) (18,499  (18,26;)  (18,30%)
— (3,300) — — —
1,151 22¢ 22¢ 1,06¢ 897
12,31" 3,52¢ 11,84¢ 13,44 12,13¢
(4,959 (1,725) (4,797) (5,36¢) (5,160)
7,35¢ 1,80¢ 7,04¢ 8,07¢ 6,97¢
921 (1,54€) — — —
— 10 14 14 14
$ 827¢ $ 246 $ 7,03 $ 806t $ 6,96¢
$ 03¢ $ 005 $ 04C $ 046 $ 0.3€
0.0% (0.0%) — — —
$ 04 $§ 001 $ 04C $ 046 $ 0.3¢
$ 036 $ 005 $ 040 $ 048 $ 0.3€
0.0% (0.0¢) — — —
$ 04: $ 001 $ 04C $ 04 $ 0.3¢
$ — $ — $ — $ — $ 0.07¢
19,02( 19,05¢ 17,57: 17,63t 18,35¢
19,50° 19,36: 17,74¢ 17,93¢ 18,39"
13¢ 13€ 13¢ 147 15¢
32 32 32 33 33
23,36¢ 25,53 24,36 25,80: 27,66
5,07¢ 4,91¢ 5,61¢ 6,48¢ 7,197
68,90¢ 69,57¢ 72,17: 79,84: 81,03(
$ 5200 $ 515¢ $ 529 $ 5266 $ 5,18
35.6% 39.6% 42.1% 44.1% 46.2%
$ 948 $10,36¢ $ 10,33 $ 997€ $ 9,61:
$610,80°  $560,29!  $619,29t  $671,01.  $672,77°
11,64" 9,10( 12,00: 2,53¢ (1,097)
132,99 132,34! 131,89 132,41 135,00(
93,75( 93,75( 93,75( 92,85¢ 89,77
106,90( 103,51 108,22; 119,67 126,77¢
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS.
OVERVIEW
General

We operate two types of businesses: funeral howtgsh account for approximately 76% of our revenuesl cemeteries, which
account for approximately 24% of our revenues. Faifeomes are principally a service business thatige funeral services (traditional
burial and cremation) and sell related merchandisel as caskets and urns. Cemeteries are prirassdjes business that sells interment
rights (grave sites and mausoleum spaces) anédeata¢rchandise, such as markers and outer buritdioers. As of December 31, 2011, we
operated 159 funeral homes in 25 states and 33teda®in 12 states within the United States. Sigtlly all administrative activities are
conducted in our home office in Houston, Texas.

We have implemented a longrm strategy in our operations designed to impaperating and financial results by growing maere
and increasing profitability. We have a decentealizentrepreneurial and local operating modelitidtides operating and financial standards
developed from our best operations, along withnaertive compensation plan to reward business nessaghich we refer to as “Managing
Partners,” for successfully meeting or exceedirgstandards. The model essentially eliminated $sieeofi line-item financial budgets at the
location level in favor of the standards. The ofirgamodel and its standards, which we refer tthas'Standards Operating Model,” focus on
the key drivers of a successful operation, orgah@eund three primary areas — market share, paopl®perating and financial metrics. The
model and standards are the measures by whichdge jine success of each business. To date, thea®tsrOperating Model has driven
significant changes in our organization, leadersinig operating practices. Most importantly, then8tads Operating Model allowed us to
measure the sustainable revenue growth and eguoingr of our portfolio of death care businessesckvthen led to the development of our
Strategic Acquisition Model, described below untferquisitions,” during 2006, which guides our acsjtion and disposition strategy. We
expect both models to drive longer term, sustamaidreases in market share, revenue, earningsaatdflow. The standards are not desi¢
to produce maximum short-term earnings becauseowetlbelieve such performance is sustainable withttimately stressing the business,
which often leads to declining market share, reesrand earnings. Important elements of the Stasdapérating Model include:

» Balanced Operating Mod+ We believe a decentralized structure works bestaérdeath care industry. Successful executiona
Standards Operating Model is highly dependent mmgtlocal leadership, intelligent risk taking, rempireneurial drive and
corporate support aligned with the key drive

» Incentives Aligned with Standar— Empowering Managing Partners to do the right thingbeir operations and local
communities, and providing appropriate support wiperating and financial practices, will enablegdgarm growth and
sustainable profitability. Each Managing Partnetipgates in a variable bonus plan whereby thay egpercentage of their
business’ earnings based upon the actual standehilsved. Each Managing Partner has the opporttm#fare in the earnings of
the business as long as the performance exceedasiounum standard:

* The Right Local Leadership — Successful executfasuo operating model is highly dependent on strimegl leadership as
defined by our 4E Leadership Model, intelligenkriaking and entrepreneurial empowerment. Over taerdanaging Partner’'s
performance is judged according to achievemertt®@Standards for that busine

Funeral and Cemetery Operatio

Factors affecting our funeral operating resultdude: demographic trends in terms of populatiomghcand average age, which impact
death rates and number of deaths; establishingranutaining leading market share positions supgdstestrong local heritage and
relationships; effectively responding to increasingmation trends by selling complementary servasebmerchandise; controlling salary and
merchandise costs; and exercising pricing leveralgged to our at-need business to increase aveeagaues per contract. In simple terms,
volume and price are the two variables that afi@ectral revenues. The average revenue per congradftuenced by the mix of traditional a
cremation services because our average crematioiceseevenue is approximately one-third of therage revenue earned from a traditional
burial service. Funeral homes have a relativelgdirost structure. Thus, small changes in revemupes; down, normally cause significant
changes to our profitability.

Our funeral volumes have increased from 23,368Bi720 27,663 in 2011 (compound annual increage38h). Our funeral operating
revenue has increased from $119.2 million in 2@0$137.0 million in 2011 (compound annual increafs8.5%). The increases are primarily
because of businesses we acquired from 2007 thr2@gyh. Additional funeral revenue from preneed cassions and preneed funeral trust
earnings have grown from $4.6 million in 2007 toZillion in 2011. We experienced a 1.3% declim@dlumes in comparing the year
ended December 31, 2011 to the year ended Dece&thp2010 on a same store basis, while the aveeagmue per contract for the year
ended December 31, 2011 increased 0.4% compathkd y@ar ended December 31, 2010, on a same stsie b

The percentage of funeral services involving crémnathas increased from 35.8% for the year end@d@ 2046.4% for the year ended
2011. A significant portion of that change is theult of acquiring businesses in high crematioasrén a same store basis, the cremation
rate has risen to 42.1% for the year ended DeceBihet011, up from 40.8% for the comparable peirio2010 and 34.7% in 2007.
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Cemetery operating results are affected by theasizesuccess of our sales organization. Approxima®# of our 2010 cemetery
revenues related to preneed sales of intermensragid related merchandise and services. For tireeyeled December 31, 2011 those
preneed sales were approximately 50% of cemetezyating revenues. We believe that changes in thed ¢ consumer confidence (a
measure of whether consumers will spend for digoraty items) also affect the amount of cemetemraging revenues. Cemetery revenues
from investment earnings on trust funds grew fr@ri$nillion in 2007 to $5.1 million in 2011. Charsgi@ the capital markets and interest
rates affect this component of our cemetery revenue

Our cemetery financial performance from 2007 thto211 was characterized by fluctuating operatavgnues and field level
cemetery profit margins. Cemetery operating revencesased slightly from $38.2 million in 2007 t8%0 million in 2011 yet decreased
3.6% over 2010. Our goal is to build broader anepée teams of sales leaders and counselors imerland more strategically located
cemeteries in order to focus on growth of our peeingroperty sales. Additionally, a portion of oapital expenditures in 2012 is designed to
expand our cemetery product offerings.

Financial Revenu

We market funeral and cemetery services and preduch preneed basis. Preneed funeral or cemetetmacts enable families to
establish, in advance, the type of service to bfopaed, the products to be used and the costalf ptoducts and services. Preneed contracts
permit families to eliminate issues of making dezdhe plans at the time of need and allow inputfather family members before the death
occurs. We guarantee the price and performandgeqgiteneed contracts to the customer.

Preneed funeral contracts are usually paid onstaliment basis. The performance of preneed fumeraracts is usually secured by
placing the funds collected in trust for the benefithe customer or by the purchase of a life iasae policy, the proceeds of which will pay
for such services at the time of need. Insurantieies, intended to fund preneed funeral contramaser the original contract price and
generally include an element of growth (earningsighed to offset future inflationary cost increas®evenue from preneed funeral contr:
along with accumulated earnings, is not recognirgd the time the funeral service is performede Htcumulated earnings from the trust
investments and insurance policies are intendedfset the inflation in funeral prices. Additiongliwe generally earn a commission from the
insurance company from the sale of insurance-fupadidies reflected aBreneed Insurance Commissiohhe commission income is
recognized as revenue when the period of refundexfgenerally one year), which helps us defraydists we incur to originate the pren
contract (primarily commissions we pay to our salesnselors).

Preneed sales of cemetery interment rights ardlydimanced through interest-bearing installmeaies contracts, generally with terms
of up to five years with such earnings reflected®aneed Cemetery Finance Chargds substantially all cases, we receive an indialvn
payment at the time the contract is signed. Theré@st rates generally range between 9.5% and 12%npem. Occasionally, we have offered
zero percent interest financing to promote salesirfated-time offers. In most states, regulatisaquire a portion (generally 10%) of the sale
amount of cemetery property and memorials to begaldn a perpetual care trust.

We have established a variety of trusts in conoaatiith funeral home and cemetery operations asimed|under applicable state law.
Such trusts include (i) preneed funeral trustypfieneed cemetery merchandise and service tarsds(iii) perpetual care trusts. These trusts
are typically administered by independent finaniiatitutions selected by the Company. Indepenfieahcial advisors are also used for
investment management and advisory services.

Preneed funeral trust fund income earned and tteptand recognition of any insurance benefitsdaferred until the service is
performed. Applicable state laws generally requsdo deposit a specified amount (which varies fepate to state, generally 50% to 1009
selling price) into a merchandise and service fiwsd for preneed cemetery merchandise and sesailes. The related trust fund income
earned is recognized when the related merchandiseaxvices are delivered. In most states, reguisitiequire a portion (generally 10%) of
the sale amount of cemetery property and memdndie placed in a perpetual care trust. The incfvome perpetual care trusts provides a
portion of the funds necessary to maintain cemgiesperty and memorials in perpetuity. This trustd income is recognized, as earned, in
cemetery revenues.

Acquisitions

Our growth strategy includes the execution of auat8gic Acquisition Model. The goal of that modeto build concentrated groups of
businesses in ten to fifteen strategic marketsugéesix strategic ranking criteria to assess attguicandidates and to differentiate the price
we are willing to pay. Those criteria are:

. Size of busines:

. Size of market

. Competitive standinc
. Demographics

. Strength of brand; ar
. Barriers to entry
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In general terms, our price expectations range fimmto five times pre-tax earnings before degon for “tuck-ins” to six to seven
times pre-tax earnings before depreciation formesses that rank very high in the ranking critéia. derive the pre-tax earnings amounts
based primarily on the size and product mix ofttlrget business applied to our standards-basedtimgemodel. During 2010, we acquired
one cemetery and five funeral home businessesn®@011, we acquired six funeral home businessgsarcemetery businesses. The
consideration paid for the 2011 acquisitions wag.&illion.

OVERVIEW OF CRITICAL ACCOUNTING POLICIES AND ESTIMA  TES

The preparation of the Consolidated Financial &tatgs requires us to make estimates and judgnfeatitaffect the reported amount:
assets, liabilities, revenues and expenses. Om-@oing basis, we evaluate estimates and judgmiectading those related to revenue
recognition, realization of accounts receivablggmories, goodwill, other intangible assets, propand equipment and deferred tax assets.
We base our estimates on historical experience) farty data and assumptions that we believe te&d®onable under the circumstances. The
results of these considerations form the basigtmking judgments about the amount and timing oénees and expenses, the carrying value
of assets and the recorded amounts of liabilidesual results may differ from these estimates sunch estimates may change if the
underlying conditions or assumptions change. Hisdbperformance should not be viewed as indicadiviiture performance, because there
can be no assurance the margins, operating incathaet earnings as a percentage of revenues wilbbgistent from year to year.

Management’s discussion and analysis of finan@abti@ion and results of operations (“MD&A”) is basapon our Consolidated
Financial Statements presented herewith, which baea prepared in accordance with accounting plegigenerally accepted in the United
States. Our significant accounting policies areerfaily described in Note 1 to our Consolidateddficial Statements. We believe the
following critical accounting policies affect ourame significant judgments and estimates used iptaparation of our Consolidated Finan
Statements.

Funeral and Cemetery Operatio

We record the sales of funeral and cemetery medibamnd services when the merchandise is delivaredrvice is performed. Sales
of cemetery interment rights are recorded as revémaccordance with the retail land sales accogrmgrinciples. This method generally
provides for the recognition of revenue in the peiin which the customer’'s cumulative payments edcE0% of the contract price related to
the real estate. Costs related to the sales afietet rights, which include property and other sostated to cemetery development activities,
are charged to operations using the specific ileation method in the period in which the saldhe interment right is recognized as reve
Revenues to be recognized and cash flow from theetie of merchandise and performance of servietdsted to preneed contracts that were
acquired in acquisitions are typically lower thnde originated by us.

Allowances for bad debts and customer cancellaéoeprovided at the date that the sale is recedgris revenue and are based on our
historical experience and the current economicrenment. We also monitor changes in delinquenassrahd provide additional bad debt
cancellation reserves when warranted.

When preneed funeral services and merchandiseiaded through third-party insurance policies, wa @commission on the sale of
the policies. Insurance commissions earned by trapgany are recognized as revenues when the conamissno longer subject to refund,
which is usually one year after the policy is iskuereneed selling costs consist of sales commissiat we pay our sales counselors and
other direct related costs of originating prenesdsscontracts, and such costs are expensed ageithcu

Business Combinatior

Tangible and intangible assets acquired and ltadslassumed are recorded at fair value and gobidwécognized for any difference
between the price of the acquisition and fair valde recognize the assets acquired, the liabilggsimed and any noncontrolling interest in
the acquiree at the acquisition date, measurdtedair value as of that date. Goodwill is measwared residual of the fair values at acquis
date. Acquisition related costs are recognizedrsdgly from the acquisition and are expensed agiad. We customarily estimate related
transaction costs known at closing. To the exteait information not available to us at the clogilage subsequently becomes available during
the allocation period we may adjust goodwill, asset liabilities associated with the acquisition.

Goodwill

The excess of the purchase price over the fairevafudentifiable net assets of funeral home bussiae and certain cemetery businesses
acquired is recorded as goodwill. Goodwill has priiy been recorded in connection with the acqiaisipf funeral businesses. Goodwill is
tested for impairment by assessing the fair vafusach of our reporting units. The funeral and cemyesegment reporting units consist of
East, Central and West regions in the United Stateswe performed our annual impairment test oflglb using information as of
August 31, 2011. In addition, we assess the impaitrof goodwill whenever events or changes in arstances indicate that the carrying
value may be greater than fair value. Factorsabald trigger an interim impairment review inclutheit are not limited to, significant adverse
changes in the business climate which may be iteticay a decline in the Company’s market capitéiimeor decline in operating results.

In September 2011, new guidance was issued to ypntidifmethod used to perform the first step oftéthe step process for the annual
goodwill impairment test. The guidance permits atfitg to first assess qualitative factors to det@swhether it is more-likely-than-not that
the fair value of a reporting unit is less tharciisrying amount as a basis for determining whetiemecessary to perform the two-step
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goodwill impairment test. The more-likely-than-ribteshold is defined as having a likelihood of mitr&n 50 percent. The guidance is
effective for annual and interim goodwill impairnteests performed for fiscal years beginning dftecember 15, 2011. Early adoption is
permitted, including for annual and interim goodwilpairment tests performed as of a date befope®eber 15, 2011, if an entig/financia
statements for the most recent annual or interino@éave not been issued. The Company adoptedipliate early for its annual impairment
testing as of August 31, 2011.

Prior to the adoption of the accounting method,gaadwill impairment test was performed under the step process, which involves
estimates and management judgment. In the firptafteur goodwill testing, we compared the fairueabf each reporting unit to its carrying
value, including goodwill. We determined fair valiee each reporting unit using both a market apghoaveighted 70 percent, and an income
approach, weighted 30 percent. Funeral home sailiings are typically quoted in the marketplace asultiple of EBITDA (earnings before
interest, taxes, depreciation and amortization). i®ethodology for determining a market approachvalue utilized recent sales transactions
in the industry. Our methodology for determiningiacome-based fair value was based on discountiniggted future cash flows. The
projected future cash flows include assumptionsearing future operating performance that may diffem actual future cash flows using a
weighted average cost of capital for the Comparyaher public death care companies. Goodwill impant is not recorded where the fair
value of the reporting unit exceeds its carryingant. If the fair value of the reporting unit is$ethan its carrying amount, the implied fair
value of goodwill is compared to the carrying amtoafithe reporting unit's goodwill and if the caimg amount exceeds the implied value, an
impairment charge would be recorded in an amoundlelg that excess.

In addition to our annual review, we assess thaimpent of goodwill whenever events or changedritumstances indicate that the
carrying value may be greater than fair value. étadhat could trigger an interim impairment revieelude, but are not limited to, significe
adverse changes in the business climate which maydicated by a decline in the Company’s markgpttabzation or decline in operating
results. The market capitalization of the Compamysists of the common stock, Senior Notes and atibieejunior subordinated securities.
No impairments were recorded in 2009, 2010 or 208hlsuch events or changes occurred between ttiegtelste and year end to trigge
subsequent impairment review.

See Part Il, Item 8, Financial Statements and Swmpphtary Data, Notes 1, 2 and 4 for additionalrmgtion.

Income Taxe

The Company and its subsidiaries file a consolil&teS. Federal income tax return and separate indasareturns in the states in
which we operate. We record deferred taxes for teary differences between the tax basis and firdmeporting basis of assets and
liabilities, and account for uncertain tax posisan our financial statements. The Company recardaluation allowance to reflect the
estimated amount of deferred tax assets for whaahzation is uncertain. Management reviews theatan allowance at the end of each
guarter and makes adjustments if it is determihadlit is more likely than not that the tax berseiitill be realized.

The Company analyzes tax benefits for uncertaimptesitions and how they are to be recognized, nmedsand derecognized in
financial statements; provides certain disclosofamcertain tax matters; and specifies how resefeeuncertain tax positions should be
classified on the Consolidated Balance SheetsCidmpany has reviewed its income tax positions dedtified certain tax deductions,
primarily related to business acquisitions thatresecertain. Our policy with respect to potengehalties and interest is to record them as
“Other” expense and Interest expense, respectiVélg.entire balance of unrecognized tax benefiteciognized, would affect the Compasy’
effective tax rate. The Company does not anticipagignificant increase or decrease in its unreizegiitax benefits during the next twelve
months.

Stock Plans and Stock-Based Compensation

The Company has stock-based employee and diremtgpensation plans in the form of restricted stetdgk option and employee
stock purchase plans. The Company recognizes caapen expense in an amount equal to the fair vafitlee share-based awards over the
period of vesting. Fair value is determined ondhte of the grant. The fair value of options or aisacontaining options is determined using
the Black-Scholes valuation model.

Preneed Funeral and Cemetery Trust Fu

The Company'’s preneed and perpetual care trussfarelreported in accordance with principles ofotidating Variable Interest
Entities (“VIES"). In the case of preneed truskg tustomers are the legal beneficiaries. In tee chperpetual care trusts, the Company does
not have a right to access the corpus in the paaspeare trusts. For these reasons, the Compamgbegnized financial interests of third
parties in the trust funds in our financial statatseasDeferred preneed funeral and cemetery receipts imetdustandCare trusts’ corpus
The investments of such trust funds are class#d®édvailable-for-sale and are reported at markaeysherefore, the unrealized gains and
losses, as well as accumulated and undistributzmiria and realized gains and losses, are recordeeféored preneed receipts held in trust
andCare trusts’ corpusn the Company’s Consolidated Balance Sheets. Tdmpanys future obligations to deliver merchandise andises
are reported at estimated settlement amounts. €lddoeeral and cemetery trust investments are sethg the trust investment earnings that
we have been allowed to withdraw in certain stptew to maturity. These earnings, along with pegheontract collections not required to be
placed in trust, are recordedDeferred preneed funeral revenardDeferred preneed cemetery revemumil the service is performed or the
merchandise is delivered.
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In accordance with respective state laws, the Comgarequired to deposit a specified amount irgrpptual and memorial care trust
funds for each interment/entombment right and méahsold. Income from the trust funds is distriliite Carriage and used to provide care
and maintenance for the cemeteries and mausoleéumh.trust fund income is recognized as revenuawaized by the trust and
distributable to the Company. The Company is retettl from withdrawing any of the principal balanoéshese funds.

An enterprise is required to perform an analysiddtermine whether the enterprise’s variable istésg give it a controlling financial
interest in a VIE. This analysis identifies thenpary beneficiary of a VIE as the enterprise that ath the power to direct the activities of a
VIE that most significantly impact the entity’s exonic performance and the obligation to absorbel®ss the entity that could potentially be
significant to the VIE or the right to receive bétsefrom the entity that could potentially be sifigant to the VIE. The Company’s analysis
continues to support its position as the primanydfieiary in certain of our funeral and cemetenstrfunds.

The Company determines whether or not the assé¢he ipreneed trusts have an other-than-temporgrgiiment on a security-by-
security basis. This assessment is made basedaupamber of criteria including the length of timeezurity has been in a loss position,
changes in market conditions and concerns relatéitet specific issuer. If a loss is consideredemther-than-temporary, the cost basis of the
security is adjusted downward to its fair markdtieaAny reduction in the cost basis of the investhdue to an other-than-temporary
impairment is likewise recorded as a reductiondfedred preneed cemetery receipts held in trugirdvill be no impact on earnings unless
and until such time that investment is withdrawanirthe trust in accordance with state regulatiarsamount that is less than its original
basis. The additional related disclosures are gealin Notes 5 and 9 to the Consolidated Finar8tatements.

Fair Value Measuremen

We define fair value as the price that would beigad in the sale of an asset or paid to transhabdity in an orderly transaction
between market participants at the measuremenfalaitems that are recognized or disclosed atvalue in the financial statements on a
recurring basis (at least annually). We disclogegtktent to which fair value is used to measurarioial assets and liabilities, the inputs
utilized in calculating valuation measurements, tiredeffect of the measurement of significant ueobable inputs on earnings, or changes in
net assets, as of the measurement date. The faé disclosures to disclose transfers in and olieokls 1 and 2 and the gross presentatic
purchases, sales, issuances and settlementslievibe3 reconciliation of the three-tier fair valagrarchy are also presented herein in Note
10 to the Consolidated Financial Statements. Thagamy currently does not have any assets thatfaawealues determined by Level 3
inputs and no liabilities measured at fair value léve not elected to measure any additional finhimstruments and certain other items at
fair value that are not currently required to beamged at fair value.

To determine the fair value of assets and liabgiiih an environment where the volume and levakttfity for the asset or liability have
significantly decreased, the exit price is usethadair value measurement. For the year endedrbleee31, 2011, we did not incur
significant decreases in the volume or level oivitgtof any asset or liability. The Company coresislan impairment of debt and equity
securities other-than-temporary unless (a) thesitorénas the ability and intent to hold an investiraand (b) evidence indicating the cost of
the investment is recoverable before the Compampoie likely than not required to sell the investitndf impairment is indicated, then an
adjustment will be made to reduce the carrying amhbwfair value. As of December 31, 2011, no impa&int has been identified.

In the ordinary course of business, we are typiaposed to a variety of market risks. Currerttigse are primarily related to changes
in fair market values related to outstanding delis$ changes in the values of securities assooigtedhe preneed and perpetual care trusts.
Management is actively involved in monitoring exp@sto market risk and developing and utilizing rppiate risk management techniques
when appropriate and when available for a reaseraiite. The Senior Notes were issued to the pablar and are carried at a cost of $130
million. At December 31, 2011, these securitiesentgpically trading at a price of approximately $8&licating a fair market value of
approximately $127.4 million. The convertible jungubordinated debentures, payable to Carriagac@srCapital Trust, pay interest at the
fixed rate of 7% and are carried on our Consolid&alance Sheet at a cost of approximately $89l&mi The fair value of these securities
is estimated to be $78.7 million at December 31128ased on available broker quotes of the corretipg preferred securities issued by the
Trust.

For more information regarding fair value measunatsiesee Part I, Item 8, Financial StatementsSuqublementary Data, Note 10.

Computation of Earnings per Common Share

Basic earnings per share are computed using thghteei average number of common shares outstandimgdhe period. Diluted
earnings per share are computed using the weigivethge number of common and dilutive common edgrivahares outstanding during
period. Dilutive common equivalent shares condistack options.

Share-based awards that contain non-forfeitablesitp dividends or dividend equivalents, whettredpr unpaid, are recognized as
participating securities and included in the comafiah of both basic and diluted earnings per siaue.grants of restricted stock awards to
our employees and directors are considered paatinip securities and we have prepared our earpiegshare calculations to include
outstanding unvested restricted stock awards in tha basic and diluted weighted average sharesamaling calculation. For the three years
ended December 31, 2009, 2010 and 2011, the catmddor basic and diluted earnings per shargeesented in Part Il, Item 8, Financial
Statements and Supplementary Data, Note 20.
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Subsequent Events

Management of the Company evaluated events anskirdans during the period beginning subsequebetember 31, 2011 through
the date the financial statements were issuegydtantial recognition or disclosure in the acconyirag financial statements covered by this
report. There were no subsequent events to disdfasemore information regarding subsequent evees,Part I, Item 8, Financial Staterr
and Supplementary Data, Note 25.

RECENT ACCOUNTING PRONOUNCMENTS AND ACCOUNTING CHAN GES
Allowance for Credit Losses on Financing Receiva

In July 2010, new guidance was issued which inegdase disclosure requirements about the credlitgwd financing receivables and
the allowance for credit losses. The intent ofdiselosure is to provide additional information abthe nature of credit risks inherent in our
financing receivables, how credit risk is analyaed assessed when determining the allowance fdit évsses, and the reasons for the ch
in the allowance for credit losses. The disclosueésted to period-end information are requiredaionual reporting periods ending after
December 15, 2010 which was effective for the Camppst December 31, 2010. The aggregate balancemtuarrent, preneed funeral and
cemetery financing receivables was $24.5 milliomfa®ecember 31, 2011. The additional requiredldgaes are provided in Note 6 to the
Consolidated Financial Statements.

Goodwill Impairment Testing

A more complete discussion of the new guidancerddgg Goodwill is included in Part Il, Item 7, Magement's Discussion and
Analysis of Financial Condition and Results of Cqiiems, Overview of Critical Accounting Polices dastimates.

Pro Forma Information for Business Combinatic

In December 2010, new guidance was issued foradisg supplementary pro forma information for bessicombinations that are
material on an individual or aggregate basis. Tindance specifies that if a public entity presetsparative financial statements, the entity
should disclose revenue and earnings of the cordlengty as though the business combination(s)dbetirred during the current year had
occurred as of the beginning of the comparabler pmmual reporting period only. The guidance alqgmaads the supplemental pro forma
disclosures to include a description of the natumg amount of material, nonrecurring pro forma sijients directly attributable to the
business combination included in the reported prmé revenue and earnings. This guidance is effeptiospectively for business
combinations for which the acquisition date is omfber the beginning of the first annual reportpegiod beginning on or after
December 15, 2010, and thus was effective for thmgany for the period beginning January 1, 201% &doption of this accounting
standard update applies to material business catibirs and did not have a material impact on oursGlidated Financial Statements.

Fair Value Measuremen

In May 2011, additional guidance was issued regartiow fair value measurements and disclosuredateuapplied where it is
already required or permitted under Internationahfcial Reporting Standards or United States Gaiyehccepted Accounting Principles.
This new guidance clarifies and aligns the existpglication of fair value measurement guidanceranises certain language. This guidance
is effective for the first interim or annual peribdginning after December 15, 2011, thus effedtivéhe Company for the period beginning
January 1, 2012. The adoption of this accountiagddrd update is not expected to have a maternzdtron our Consolidated Financial
Statements.

Comprehensive Income

In June 2011, new guidance was issued regardingefueting of comprehensive income in the finanstatements. Entities will have
the option to present the components of net incantecomprehensive income in either a single coatiastatement or two separate but
consecutive statements. This new guidance elimgrtageoption to report other comprehensive incontkis components in the statement of
changes in stockholder’s equity. This guidance ireguetrospective application and is effectiveffecal years, and interim periods within
those years, beginning after December 15, 201%, déffactive for the Company for the period begignianuary 1, 2012. The Company is
currently evaluating the impact, if any, the adoptwill have on its Consolidated Financial Statetaen
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SELECTED INCOME AND OPERATIONAL DATA

The following table sets forth certain income stagat data for Carriage expressed as a percentag ofvenues for the periods
presented:

Year Ended December 31,

2009 2010 2011
Total revenues 100.(% 100.(% 100.(%
Total gross profi 26.C 25.7 27.4
General and administrative expen 9.C 9.1 11.4
Operating incom: 16.¢ 16.€ 15.t
Interest expens 10.4 9.¢ 9.€

The following table sets forth the number of fuiér@mes and cemeteries owned and operated by tisfgreriods presented:

Year Ended December 31,

2009 2010 2011
Funeral homes at beginning of period 13€ 13¢ 147
Acquisitions 2 10 12
Divestitures or closures of existing funeral hor — (1 —
Funeral homes at end of peri 13¢ 147 15¢
Cemeteries at beginning of peri 32 32 33
Acquisitions — 1 —
Divestitures — — —
Cemeteries at end of peri 32 33 33

The following is a discussion of our results of igi®ns for the years ended December 31, 2009,,2012011. The term “same store
or “existing operations” refers to funeral homed aemeteries acquired prior to January 1, 2007oanted and operated for the entirety of
each period being presented. Funeral homes andegesepurchased after January 1, 2007 are refeyrasl “acquired.” This classification of
acquisitions has been important to managementrasagtors in monitoring the results of these busieesnd gauging the leveraging
performance contribution that a selective acquisiprogram can have on the Company’s total perfoomaDepreciation and amortization
and regional and unallocated funeral and cemetsisa@re not included in operating profit.

YEAR ENDED DECEMBER 31, 2011 COMPARED TO YEAR ENDED DECEMBER 31, 2010
The following is a discussion of our results of @i®ns for the years ended December 31, 2011 ahd.2

Total revenue for the year ended December 31, 2@K1$190.6 million, an increase of 3.1%, compaoe$ili84.9 million for the
comparable period in 2010 and gross profit incrédme$4.9 million, or 10.2% from 2010 to 2011. Guyuired businesses drove the overall
revenues higher, and both existing and acquirethésis contributed to the higher increase in grostpn 2011 compared to 2010. Operal
income declined by $1.1 million from 2010 to 201fedo approximately $6.3 million in higher genaaatl administrative expenses in 2011
compared to 2010. Net income for the year endecidéer 31, 2011 totaled $7.0 million, equal to $(88diluted share as compared to ¢
million for the year ended December 31, 2010, o#%$@er diluted share.

Total funeral home and cemetery gross margin regufproved in 2011 compared to 2010 and 2009 agribes profit margin rose to
27.4% in 2011 compared to 25.7% in 2010 and 26r02009. The increased gross profit margin trangdlat® gross profit of $52.3 million
2011 compared to $47.4 million in 2010 and $46.Mioniin 2009. The improvement was due primarilyidaer costs and expenses.

The increase in gross profit in 2011 was more tféset by a $6.3 million increase in general anchizdstrative expenses compared to
2010, the majority of which was due to the follogiitems, which management describes as “Speciaklt¢dollars in millions):

Termination expenses related to a management casting $1.7
Stocl-based performance plan that has been discont 1.1
Acquisition expense 0.€
Debt offering cost 0.5
Professional fees related to a cemetery pre _ 0.1

Total increase in Special Iter $4.C

26



Table of Contents

Had the Company not incurred these increases ini@pg&ms, general and administrative expense evbale increased by $2.3 milli
compared to 2010, and general and administratipereses expressed as a percentage of revenue vemeladtualed 9.3%, comparable to
2010 and 2009. While the increase in the Spe@atstmay occur in the future, those categories péeses were not significant in 2010 or
2009. Adjusting operating income for the incredadbfe Special Items results in operating inconeedasing $2.9 million compared to 2010
and as a percentage of revenue would be 17.6%)d€16 points higher than 2010 and 70 basis poigtehthan 2009. Adjusting diluted
earnings per share for the increase in the Spkerak results in the proforma equivalent of $0&12011, a 13.3% increase compared to
$0.45 in diluted earnings per share for 2010.

Another source of increasing revenue and grosstfsdahe income recognized from the investmenthapreneed funeral trust funds,
the cemetery merchandise and services trust fumdish@ perpetual care trust funds. There was armagtlocation of investments that began
in the latter half of 2008, which led to increasiegenue over the three year period ending DeceBthe?011 because of substantially higher
income from fixed income securities and from cdgtins recognized in the portfolios. For the thyear period ended December 31, 2011,
the performance of the three funds, which inclugedized income and unrealized appreciation, reduit a 63.4% return. Investment income
realized in the perpetual care trust funds (extmptapital gains in certain states) is recogniagihcome when earned in the portfolio.
Investment income realized in the preneed funeunat funds and the cemetery merchandise and sertricgt funds are allocated to the
individual preneed accounts and deferred from regamtil the time that the service and merchanalisedelivered to the customer. Because
higher income has accumulated in the preneedftiods, management expects to see increasing revele future as the preneed contracts
are delivered. The increase in revenues from &astings from 2010 to 2011 totaled $0.6 million #melincrease in revenues from trust
earnings from 2009 to 2010 totaled $4.3 million.

In certain states, Carriage is allowed to withdraalized trust earnings prior to delivery from céeng merchandise and services trusts,
which management describes as “Withdrawable tnestme.” The Withdrawable trust income totaled $#ilion in 2011 and $3.4 million in
2010 as a result of realized fixed income and gagydins in 2010 and the first half of 2011. Whhe Withdrawable trust income is not
recognized as revenue in the Compargonsolidated statements of operations, it ineeaash flow from operations. Management provic
proforma illustration on a Non-GAAP basis to dentoate the cash impact those funds provide shod i@ recorded as revenue.

The Company is providing a reconciliation belownfrthe GAAP results to the Non-GAAP results in ortbepresent financial results
that would have been reported when consideringi8péems and Withdrawable trust income detailethia reconciliation. The Company
provides this information for investors to helpiféate the comparison of the current period resulith the Company’s previous results and
competitors’ operating results. We do not intendtifitss information to be considered in isolationagra substitute for other measures of
performance prepared in accordance with GAAP.

Year Ended December 31,

2010 2011

Net Diluted Net Diluted
(In millions, except diluted EP: Income EPS Income EPS
Net income available to common stockholders, asrted $ 8.1 $ 0.4t $ 7.C $ 0.3¢
After-tax Special Items
Withdrawable trust incom 2.1 0.11 2.7 0.1t
Stock performance based incentive executive conapiem: — — 0.€ 0.0z
Gain on repurchase of convertible junior subordidatebenture (0.2 (0.07) (0.5 (0.03)
Securities transactions expen — — 0.3 0.01
Losses on early extinguishment of d — — 0.1 0.01
Acquisition expense 0.4 0.02 0.7 0.0
Termination expense 0.1 0.01 1.2 0.0¢
Professional fees related to a cemetery pre — — 0.1 0.01
Net gain on disposition of assi 0.3 (0.02) — —
Recovery of legal fee (0.9 (0.02) — —
Non-GAAP net income including Special lter $ 9.8 $ 0.54 $12.2 $ 0.6€
Diluted weighted average shares outstanding (ingands 17,93¢ 18,391
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Funeral Home Segment he following table sets forth certain informatticegarding our revenues and operating profit ftoenfuneral
home operations for the year ended December 31 @hpared to the year ended December 31, 2011.

Year Ended

December 31, Change
2010 2011 Amount Percent
(dollars in thousands)

Revenues

Same store operating rever $107,68( $106,67¢ $(1,007) (0.99%
Acquired operating revent 22,06: 30,30% 8,24¢ 37.4%
Preneed funeral insurance commissi 2,26t 1,811 (4549) (20.0%
Preneed funeral trust earnir 6,117 6,42¢ 30¢ 5.C%
Revenues from continuing operatic $138,12! $145,22. $ 7,097 5.1%
Operating profit

Same store operating pra $ 36,03t $ 38,15: $ 2,117 5.2%
Acquired operating profi 5,12 8,931 3,81« 74.8%
Preneed funeral insurance commissi 87¢ 434 (442) (50.5%
Preneed funeral trust earnir 6,117 6,42 30¢ 5.C%
Operating profit from continuing operatio $ 48,15: $ 53,94¢ $ 5,797 12.%

Funeral home same store operating revenues foredreended December 31, 2011 decreased $1.0 mibliidh9% when compared to
the year ended December 31, 2010. We experiendedliae in the number of contracts year over yéar. 3% and the average revenue per
contract for those existing operations increasetb$5,596. The average revenue per contract iesltite impact of the funeral trust fund
earnings recognized at the time that we providenttezled services for preneed families. Excludimgfal trust earnings, the average revenue
per contract increased $8 to $5,348. The numbgraditional burial contracts decreased 3.8% wilhitedverage revenue per burial contract
increased 1.8% to $8,240. The cremation rate fos#me store businesses rose from 40.8% to 42 iémverage revenue per cremation
contract increased 0.2% to $3,091, and the numberemation contracts increased 1.7%. Crematiotis sérvices have declined from 42.2%
of total cremation contracts in the year ended 20137.4% in the year ended 2011. The average vevim “other”’contracts, which make t
approximately 7.7% of the number of contracts,eéased from $2,018 to $2,053. Other contracts cookcharges for merchandise or
services for which we do not perform a funeral s@rvor the deceased during the period.

Same store operating profit for the year ended BDeee 31, 2011 increased $2.1 million, or 5.9%, fitbmcomparable year ended
December 31, 2010, and as a percentage of furerad store operating revenue, increased from 330535.8% as we have seen operating
expenses decrease in the year ended December13l,\2@ have experienced decreases in most saneecstatrollable expense categories,
including $1.2 million in salaries, wages and bérefsts for the year ended December 31, 2011, wherpared to the year ended
December 31, 2010. Related to the decline in budatracts of 390 contracts, we experienced ameal merchandise costs, such as caskets
of approximately $0.8 million. Our costs for thédf sesurance program for property, casualty andegahliability risk also decreased by
approximately $0.6 million year over year.

Funeral home acquired revenues for the year enéedrber 31, 2011 increased $8.2 million, or 37 when compared to the year
ended December 31, 2010, as we experienced a 3iidd&ase in the number of contracts, due in lasgétp the acquisitions completed in
2011 and 2010, and an increase of 0.9%, to $4it3be average revenue per contract for those sedjoperations. Excluding funeral trust
earnings, the average revenue per contract inat€aééo year over year. The cremation rate for tlipised businesses was 57.4% for 2011,
up from 56.1% in the prior year. The average reegmer cremation contract increased 7.1% to $2,688011, and the number of cremation
contracts increased 40.9% compared to 2010.

Acquired operating profit for the year ended Decengil, 2011 increased $3.8 million, or 74.4%, fitvn year ended
December 31, 2010 and, as a percentage of revesmeatquired funeral homes, increased from 23.2920d0 to 29.5% for 2011. As these
acquired businesses transition into Carriag&tandard Operating Model, we expect to see apgratofit margins rise toward those on a si
store basis.

The two categories of financial revenue, insurazmamissions and trust earnings on matured prena@dacts, on a combined basis,
decreased $0.1 million in both revenue and opegatiofit compared to the year ended December 310.20
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Cemetery Segmerithe following table sets forth certain informaticgarding our revenues and operating profit frommabdmetery
operations for the year ended December 31, 201@amd to the year ended December 31, 2011:

Year Ended
December 31, Change
2010 2011 Amount Percent
(dollars in thousands)

Revenues
Same store operating rever $34,21: $32,40] $(1,809) (5.9%
Acquired operating revent 6,23¢ 6,574 33t 5.4%
Cemetery trust earning 4,81°F 5,07z 25¢ 5.4%
Preneed cemetery finance char 1,55 1,36( (197) (12.0%
Revenues from continuing operatic $46,82: $45,41¢ $(1,409) (3.0%
Operating Profit
Same store operating pra $ 7,34( $ 7,60¢ $ 262 3.6%
Acquired operating profi 1,70% 1,94¢ 237 13.%
Cemetery trust earning 4,81°F 5,07z 25¢ 5.4%
Preneed cemetery finance char 1,55 1,36( (197) (12.0%
Operating profit from continuing operatio $15,41¢ $15,98( $ 561 3.6%

Cemetery same store operating revenues for theeywbad December 31, 2011, decreased $1.8 milliob, 386, compared to the year
ended December 31, 2010. The revenue decline Wwasutdble to same store revenue from preneed propeles, which decreased $1.9
million, or 12.1%, due to a 13.9% decrease in tlmalmer of interment rights (property) sold. We agperienced a 3.2% decrease in the
average price per interment compared to 2010. Revéom deliveries of preneed merchandise and eeswdecreased $0.1 million, or 2.9%.
Same store at-need revenues increased $0.2 miidn5%.

Cemetery same store operating profit for the yaded December 31, 2011 increased $0.3 million,&¥3 even though we experien
declining revenue. As a percentage of revenuesgtsgynsame store operating profit increased from%1to 23.5%. Promotional expenses
(primarily preneed sales commissions) decreasedliillion and preneed property costs decreasedilién, both in connection with the
lower preneed sales volumes. These changes cdespdeneed margin to increase 500 basis point8.6%4 Bad debts decreased $0.4
million due to better management of receivableser@V, controllable expenses such as salaries andfits, transportation, and general and
administrative costs declined $0.4 million, or 3,5¥%d the costs of the self insurance programriopgrty, casualty and general liability risks
decreased $0.1 million, or 4.1%.

Cemetery acquired revenues for the year ended Dmmedd, 2011 increased $0.3 million, or 5.4%, comagdo the year ended
December 31, 2010, due to revenue from preneecepsopales which increased $0.3 million or 9.0%red revenue from merchandise and
services deliveries and at-need revenues remaliatecbimpared to the same period in 2010. As a peaige of revenues, cemetery acquired
operating profit increased from 27.4% to 29.6% frti@ increase in preneed property sales.

The two categories of financial revenue considtwst earnings and finance charges on preneedvedes. Trust earnings increased
$0.3 million, or 5.4%, when compared to the yeateghDecember 31, 2010. Earnings from perpetualtoasefunds totaled $3.6 million for
the year ended December 31, 2011, compared tonfifli@n for the year ended December 31, 2010, aetese of $0.6 million, or 14.3%. The
decrease in perpetual care trust earnings is dsigndicantly higher capital gains realized in P0dompared to 2011. Trust earnings
recognized upon the delivery of merchandise andecontracts increased $0.9 million, or 154.09%1a4 million, compared to the same
period in 2010. Higher trust income and capitahgakalized in recent years in the merchandisesandces trusts have been allocated to the
preneed contracts which are providing higher incéan@cognize upon delivery. Finance charges ompthreed contracts decreased $0.2
million or 12.6% year over year due to the declmeverall preneed sales and preneed receivables.

Other. General and administrative expenses totaled $8illion for the year ended December 31, 2011 reneiase of $6.3 million
compared to the year ended December 31, 2010. tverad $1.9 million of termination expenses in 2@itonnection with the
reorganization of management. We also incurred 8ll®n of additional costs due to the expansiod apgrade of talent in our regional
operations organization and home office supporadegents. In 2011, we had $0.5 million of additiomablic company costs from increased
director fees, audit fees and franchise taxes.Mfaried an additional $1.6 million of incentive quensation costs for performance based
plans and approximately $0.6 million of additionakts related to the closing of acquisitions. Qffiseur 2010 general and administrative
expenses is a $0.7 million credit for the recowafriegal fees from a previously settled lawsuit.

Interest income and other, rfer the year ended December 31, 2011 is primaaipgon the repurchase of convertible junior
subordinated debentures.

Income taxesSee Note 15 to the Consolidated Financial Statesrfenta discussion of the income taxes for 2011 201D.
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YEAR ENDED DECEMBER 31, 2010 COMPARED TO YEAR ENDED DECEMBER 31, 2009
The following is a discussion of our results of gmns for the years ended December 31, 2010 @68.2

Net income from continuing operations for the yeaded December 31, 2010 totaled $8.1 million, etpu&D.45 per diluted share as
compared to $7.0 million for the year ended Decemlfie 2009, or $0.40 per diluted share. Total rereefior the year ended
December 31, 2010 was $184.9 million, an increégel8%6, compared to $177.6 million for the compéegieriod in 2009. The variance
between the two periods was primarily due to apipnaiely 44% higher financial revenue in the curmeeriod. Although we experienced
single digit declines in same store operating raeeand profit, our acquired businesses and highandial revenues drove the overall results
higher in 2010 compared to 2009.

No businesses were sold during 2010 and 2009.

Funeral Home Segmerihe following table sets forth certain informatimgarding our revenues and operating profit froeftmeral
home operations for the year ended December 3B @0@pared to the year ended December 31, 2010.

Year Ended
December 31, Change
2009 2010 Amount Percent
(dollars in thousands)

Revenues
Same store operating rever $108,51: $107,35: $(1,162) (1.1)%
Acquired operating revent 16,60: 22,39 5,78¢ 34.%%
Preneed funeral insurance commissi 2,02¢ 2,26t 241 11.%%
Preneed funeral trust earnir 3,911 6,117 2,20¢ 56.4%
Revenues from continuing operatic $131,05: $138,12! $ 7,07¢ 5.4%
Operating profit
Same store operating pra $ 38,97" $ 36,03t $(2,947) (7.5%
Acquired operating profi 4,80¢ 5,12z 314 6.5%
Preneed funeral insurance commissi 28t 87¢€ 591 207.%%
Preneed funeral trust earnir 3,911 6,117 2,20€ 56.4%
Operating profit from continuing operatio $ 47,98: $ 48,15! $ 16¢ 0.3%

Funeral home same store operating revenues fgredreended December 31, 2010 decreased $1.2 mitlidn1% when compared to
the year ended December 31, 2009. We experienaeddlume in the number of contracts year over yearan increase of 0.6%, to $5,610,
in the average revenue per contract for thoseirgisiperations. The average revenue per contralkitdas the impact of the funeral trust fund
earnings. The number of traditional burial consatdcreased 2.3% while the average revenue peid baritract increased 2.1% to $8,100.
The cremation rate for the same store businessesftam 39.7% to 40.7%. The average revenue peratien contract increased 2.9% to
$3,089, and the number of cremation contracts &sere 2.5%. Cremations with services declined frér2% of total cremation contracts in
the year ended 2009 to 44.4% in the year ended. AZBDaverage revenue for “other” contracts, whicide up approximately 7.6% of the
number of contracts, declined from $2,057 to $2,@t&er contracts consist of charges for merchamuliservices for which we do not
perform a funeral service for the deceased duhiegoeriod.

Same store operating profit for the year ended Déee 31, 2010 decreased $2.9 million, or 7.5%, ftoencomparable year ended
December 31, 2009, and as a percentage of furerad store operating revenue, decreased from 32.%%.6% as we experienced operating
expense increases in the year ended December Bd,, @@ experienced increases in all same storeditaiie expense categories but
primarily in salaries and wages and health inswrarusts for the year ended December 31, 2010, adrapared to the year ended
December 31, 2009. Our costs for the self insur@nagram for property, casualty and general ligbilisk remained flat year over year.

Funeral acquired revenues for the year ended Dese®ih 2010 increased $5.8 million, or 34.9%, wbempared to the year ended
December 31, 2009 as we experienced a 33.2% ireciedise number of contracts, due to the acquistimmpleted in the second half of
2010, and a slight increase of 2.0%, to $4,06&hénaverage revenue per contract for those acqaperhtions. The 2010 period includes the
results of operations attributable to the two asifjoins that closed in the fourth quarter of 2086 the five funeral businesses acquired in
2010. The cremation rate for the acquired busirsesss 56.2% for 2010, up from 53.1% in the priaryas the businesses acquired in 2010
are located in higher cremation areas than theittaacquired during the period 2007 through 200 average revenue per cremation
contract increased 8.1% to $2,465 for 2010, anahtimeber of cremation contracts increased 37.8% eoeapto 2009.
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Acquired operating profit for the year ended Decen81, 2010 increased $0.3 million, or 6.5%, fréma year ended December 31, 2
and, as a percentage of revenue from acquiredduhemes, was 28.9% for 2009 compared to 22.9920a@0 as those businesses acquired
had not fully transitioned into Carriage’s Stand@krating Model.

The two categories of financial revenue, insurazaramissions and trust earnings on matured prenadacts, had a meaningful
impact on funeral revenues and operating profita@ombined basis, these categories experiencetti@ase of $2.4 million and $2.8
million in revenue and operating profit, respediiyeompared to the year ended December 31, 206tagly due to higher realization of
insurance contract income.

Cemetery Segmeriihe following table sets forth certain informatiegarding our revenues and gross profit from thmeetery
operations for the year ended December 31, 200®amd to the year ended December 31, 2010:

Year Ended

December 31, Change
2009 2010 Amount Percent
(dollars in thousands)

Revenues

Same store operating rever $36,02: $34,211 $(1,810 (5.0%
Acquired operating revent 6,27¢ 6,23¢ (37 (0.6)%
Cemetery trust earning 2,747 4,81°¢ 2,06¢ 75.2%
Preneed cemetery finance char 1,532 1,557 25 1.€%
Revenues from continuing operatic $46,57¢ $46,82: $ 24€ 0.5%
Operating Profit

Same store operating pra $ 7,872 $ 7,34C $ (532 (6.8)%
Acquired operating profi 1,441 1,707 26¢€ 18.5%
Cemetery trust earning 2,747 4,81¢ 2,06¢ 75.2%
Preneed cemetery finance char 1,532 1,557 25 1.€%
Operating profit from continuing operatio $13,59: $15,41¢ $ 1,827 13.4%

Cemetery same store operating revenues for theeyebad December 31, 2010, decreased $1.8 millids.086, compared to the year
ended December 31, 2009. Same store revenue fremega property sales decreased $1.8 million, @40which was primarily a reflection
of a 13.9% decrease in the number of intermentsi@roperty) sold. We experienced a 10.9% incr@atiee average price per interment
compared to 2009. The percentage of those interrigdis sold that we were able to recognize asmesebecause we received at least 10%
of the sales price from the customer, decreased 80.8% to 83.4%. Revenue from deliveries of prdmaerchandise and services deliveries
decreased $0.1 million, or 0.9%, and same store@d revenues increased $0.5 million, or 3.6%.

Cemetery same store operating profit for the yaded December 31, 2010 decreased $0.5 million,8866As a percentage of
revenues, cemetery same store operating profiedeed slightly from 21.8% to 21.4%. Promotionalesrges (primarily preneed sales
commissions) decreased $0.7 million in connectiith the lower preneed sales volumes and bad delstedsed $0.2 million due to better
management of receivables. Overall, controllabjge@ses such as salaries and benefits, transpartatid general and administrative costs
declined $0.2 million, or 1.5%, and the costs &f $klf insurance program for property, casualtygeweral liability risks decreased $0.1
million, or 2.4%.

Cemetery acquired revenues for the year ended OmsreBd, 2010 decreased slightly compared to thegmded December 31, 2009.
Revenue from preneed property sales increased 2m2bpreneed revenue from merchandise and senatiesries decreased $0.1 million, or
11.0%. At-need revenues remained flat comparedesame period in 2009. As a percentage of revenagsetery acquired operating profit
increased from 23.0% to 27.4%.

Cemetery trust earnings had a meaningful impadbtah cemetery revenues and operating profit. Teashings increased $2.1 million,
or 75.3%, when compared to the year ended Dece®ih@009. Earnings from perpetual care trust funtided $4.3 million for the year
ended December 31, 2010, compared to $2.3 milbothie year ended December 31, 2009, due to significapital gains realized and
withdrawn in 2010. Trust earnings recognized ugmndelivery of merchandise and service contracteased $0.2 million, or 41.3%,
compared to the same period in 2009. Finance changé¢he preneed contracts remained flat year .

Other. General and administrative expenses totaled $héli®n for the year ended December 31, 2010,neneiase of $0.8 million or
5.0% compared to the year ended December 31, 2089ncurred an additional $0.8 million of incentisempensation costs and
approximately $0.9 million of additional costs iaraCorporate Development department and the retadet$ of closing acquisitions. Includ
in our general and administrative expenses is a $lion credit for the recovery of legal feestia previously settled lawsuit.
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Interest income and other, rfer the year ended December 31, 2010 is primanilgrest income on the short-term investments, @ gai
related to an insurance claim and the gain onaharchase of the convertible junior subordinateuedaures.

Income taxesSee Note 15 to the Consolidated Financial Statesrfenta discussion of the income taxes for 2010200G9.

LIQUIDITY AND CAPITAL RESOURCES

Carriage began 2011 with $1.3 million in cash atiepliquid investments and ended the year with $illion in cash and $3.1 million
drawn on our credit facility. The elements of célstwv for 2011 consisted of the following (in millis):

Cash and liquid investments at beginning of \ $ 1.2
Cash flow from operatior 31.2
Cash used for business acquisiti (18.6)
Borrowings on our credit facility, ni 2.5
Cash used for dividends of common st (1.9
Cash used for repurchase of common s (0.7)
Cash used for repurchases of convertible junioosiibated debenture (2.2
Cash used for maintenance capital expendit (6.9
Cash used for growth capital expendit.— funeral home: (1.6
Cash used for growth capital expenditL.— cemeterie: (2.2
Other investing and financing activities, | (0.9
Cash at end of ye: $ 1.1

The trends in cash provided by operations havedrsat over the last two years as we generated $ailian, $25.7 million and $31.2
million in 2009, 2010 and 2011, respectively. FOL2 we expect to pay more in income taxes becaedeawe utilized our income tax net
operating loss carryforward. The payment of adda@lancome taxes is expected to lower our cashigeohvby operations to a range of $26 -
$28 million for 2012. Annually, we spend approxielgt$10 million on capital expenditures and we flaacquire funeral and cemetery
businesses in 2012 and future years. We spentnilidn, $19.0 million and $18.6 million on acquisins in 2009, 2010 and 2011,
respectively. In 2012 we expect to spend approxtpadil.8 million on common stock dividends and repgnd up to $4.3 million buying our
common stock. Our revolving credit facility providas the flexibility to fund working capital, cagliexpenditures, acquisitions or capital
needs.

Effective August 11, 2011, the Company entered ént@w secured revolving credit facility with Welargo Bank, N.A. which contai
commitments for an aggregate of $60.0 million veithaccordion provision for up to an additional $1fillion. The credit facility matures in
October 2014 and under certain conditions may enebed to October 2016. The credit facility is atdlalized by the accounts receivable
all personal property of the Company. Borrowingdemthe credit facility bear interest at eithenpgirate or LIBOR options. At
December 31, 2011, the prime rate option was etpnv#o 4.125% and the LIBOR margin was 1.875%DAtember 31, 2011, the maxim
drawdown allowed on the credit facility was approately $43.6 million. Prior to August 11, 2011, thempany had a revolving credit
facility which contained commitments for an aggttegaf $40 million with an accordion provision fgp to an additional $20 million. During
the year, the Company recorded a charge of appeiglyn$201,000 to write-off the remaining unamatiZees on the prior credit facility.
The fees related to the new credit facility werpragimately $333,000 and are being amortized dvelife of the facility.

The outstanding principal of senior debt at Decan3de 2011 totaled $139.8 million and consiste@130.0 million of the 7 %
Senior Notes, $3.1 million drawn on our credit Faciand $6.7 million in acquisitions and other @filedness, and capital lease obligations.
Additionally, no letters of credit were issued andstanding under the credit facility at Decembkr2)11.

A total of $89.8 million was outstanding at Decem®g, 2011 under the convertible junior subordidatebenture. Amounts
outstanding under the debenture are payable taftiliate trust, Carriage Services Capital Trube(tTrust”), bear interest at 7.0% and ma
in 2029. Substantially all the assets of the Teastsist of the convertible junior subordinated daebees. In 1999, the Trust issued
1.875 million shares of 7% convertible preferredusiies, termed “TIDES”. The rights under the defoees are functionally equivalent to
those of the TIDES. For the year ended 2011, thegamy repurchased 61,742 shares of these TIDE&fooximately $2,241,000 and
recorded a gain of $846,000. The Company convénesk preferred shares at the current conversierof&.4465 into shares of common
stock equal to 151,052 shares, and immediatelyeti@acthe shares.

The convertible junior subordinated debenture pkeytibthe affiliated Trust, and the TIDES, eachtagma provision for the deferral of
interest payments and distributions for up to 2@sezutive quarters. During any period in whichribstion payments are deferred,
distributions will continue to accumulate at the @#mual rate. Also, the deferred distributions thelves accumulate distributions at the
annual rate of 7%. During any deferral period, @ae is prohibited from paying dividends on commstack or repurchasing common stock,
subject to limited exceptions. The Company curyeetipects to continue paying the distributions @e. d

On May 17, 2011, our Board of Directors approveditiitiation of a quarterly cash dividend policy faur common stock. The Board
declared three quarterly dividends of $0.025 pareshtotaling approximately $1.4 million which weraid on June 1, 2011,
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September 1, 2011 and December 1, 2011 respecttealgcord holders of our common stock as of May2D11, August 12, 2011 and
November 14, 2011 respectively. The Company hasidethd reinvestment program so that stockholdeag glect to reinvest their dividen
into additional shares of the Company’s commonkstoc

In November 2011, our Board of Directors approved@mmon stock repurchase plan in the amount of il ®m Through
December 31, 2011, we spent $0.7 million buyingksaa common stock. The repurchases are continni2§12 where we may spend up to
$4.3 million buying back our stock.

The Company intends to use its cash and credilitfeprimarily to acquire funeral home and cemetbusinesses and for internal gro
projects, such as cemetery inventory developmérg.dompany has the ability to draw on our revoldregdit facility, subject to customary
terms and conditions of the credit agreement. Wiea=our cash on hand, cash flow from operatians, the available capacity under our
credit facility described above will be adequatenimet our working capital needs and other finaraiigations over the next twelve months.

Contractual Obligations

The following table summarizes the future paymeetgired for the debt on our balance sheet as cé@ber 31, 2011. Where
appropriate we have indicated the footnote to amual Consolidated Financial Statements where iadditinformation is available.

Payments By Period

(in millions)
Note After
Referenc _ Total 2012 2013 2014 2015 2016 5 Year:
Long-term debt 12 $135.f $0.E $04 $3.€ $130.. $0.2 $ 0.
Capital lease obligations, including inter 14 75 04 04 0.t 0.t 0t 5.2
Convertible junior subordinated debent®@ 13 89.6 — — — — — 89.¢
Total contractual obligatior $232.6 $0.¢ $0.6 $4.1 $130.f $0.7 $95.t

@ Matures in 202¢

Off-Balance Sheet Arrangements

The following table summarizes our off-balance sla@mngements as of December 31, 2011. Where pipat®we have indicated the
footnote to our Consolidated Financial Statemeriterey additional information is available.

Payments By Period

(in millions)

Note After
Referenc _Total 2012 2013 2014 2015 2016 5 Year:
Operating leases 14 $127 $38 $3& $2€ $1.€ $07 $ 0.3
Interest payments on lo-term debt 144.¢ 16.¢ 16.t 16.t 6. 6. 81.C
Noncompete agreemer 14 7. 2.C 1.€ 1.4 1.2 0.7 1.C
Consulting agreemen 14 1.¢ 0.7 0.t 0.4 0z 01 —
Executive management compensation agreen 14 4.1 1.9 1.6 0.2 — — —
Total contractual cash obligatio $171.F $25.2 $24.: $21.E $10.1 $8.C $82.c

The obligations related to our off-balance sheetragements are significant to our future liquidhpwever, although we can provide no
assurances, we anticipate that these obligatiolh®&funded from cash provided from our operatiegjvities. If we are not able to meet th
obligations with cash provided by our operating\wti¢s, we may be required to access the capitakets or draw down on our revolving
credit facility both of which may be more likely orore difficult to access.

Uncertain tax positions recorded at December 31126tal approximately $7.9 million, excluding p#ies and interest. The ultimate
timing of when those obligations will be settledoat be determined with reasonable assurance areddeeen excluded from the tables ab
Refer to Note 15 in our consolidated financial exta¢nts.
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SEASONALITY

Our business can be affected by seasonal fluchstiothe death rate. Generally, the number ofrdeiathigher during the winter
months because the incidences of death from inflwe@md pneumonia are higher during this period tther periods of the year.

INFLATION
Inflation has not had a significant impact on cesults of operations.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK.

In the ordinary course of business, we are typicatbosed to a variety of market risks. Currerttigse are primarily related to interest
rate risk and changes in the values of securigsea@ated with the preneed and perpetual carestiMsinagement is actively involved in
monitoring exposure to market risk and developing atilizing appropriate risk management techniquken appropriate and when availa
for a reasonable price. We are not exposed to ther significant market risks.

The following quantitative and qualitative inforrat is provided about financial instruments to vhige are a party at December 31,
2011, and from which we may incur future gainsamsks from changes in market conditions. We demietr into derivative or other financ
instruments for speculative or trading purposes.

Hypothetical changes in interest rates and theegahi securities associated with the preneed armppml care trusts chosen for the
following estimated sensitivity analysis are coesédl to be reasonable neéarm changes generally based on considerationsbffipetuation:
for each risk category. However, since it is nagible to accurately predict future changes inr@strate and foreign currency exchange
rates, these hypothetical changes may not neclydsaran indicator of probable future fluctuations.

The following information about our market-sengitifinancial instruments constitutes a “forward-limgkstatement.”

We monitor current and forecasted interest rateinishe ordinary course of business and seek fataia optimal financial flexibility,
quality and solvency. As of December 31, 2011, ae $3.1 million outstanding under our $60.0 milli@wolving credit facility. Any further
borrowings against the revolving credit facilityamy change in the floating rate would cause aghaminterest expense. This facility
contains an interest rate at either the primeaatdBOR options which the prime rate was 4.125% #re LIBOR margin was 1.875% at
December 31, 2011. Assuming the outstanding baleeroains unchanged, a change of 100 basis poitie iprime rate would result in an
increase in annual interest expense of less thanrillion. We have not entered into interest teeging arrangements in the past, and have
no plans to do so. Do to fluctuating balances éamount outstanding under this debt agreemenowmtbelieve such arrangements to be
cost effective.

The Senior Notes were issued to the public at pdrage carried at a cost of $130 million. At DecemBl, 2011, these securities were
typically trading at a price of approximately $@&licating a market value of approximately $127 iliom.

The convertible junior subordinated debenturesapkeyto the Trust, pay interest at the fixed rdté% and are carried on our
Consolidated Balance Sheet at a cost of approxiyd89.8 million. The estimated fair value of theseurities is estimated to be
approximately $78.7 million at December 31, 201dsdu on available broker quotes of the correspgralieferred securities issued by the
Trust.

Increases in market interest rates may cause the vathese debt instruments to decrease butchefges will not affect our interest
costs. The remainder of the our long-term debtlaases consist of non-interest bearing notes aed fiate instruments that do not trade in a
market, nor otherwise have a quoted market valung.iAcrease in market interest rates causes thedhie of those liabilities to decrease.

Securities subject to market risk consist of inwesits held by our preneed funeral, cemetery medibammnd services and perpetual
care trust funds. See Notes 5, 7 and 9 to our Jidased Financial Statements for the estimatedvalues of those securities. The sensitivity
of the fixed income securities is such that a 0.Z5f#nge in interest rates causes an approximat&dcBange in the value of the fixed
income securities.
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ITEM 8.  FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

CARRIAGE SERVICES, INC.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Carriage Services, Inc.:

We have audited the accompanying consolidated balsineets of Carriage Services, Inc. and subsigias of December 31, 2011 and 2010,
and the related consolidated statements of opestahanges in stockholders’ equity, and cash flimweach of the years in the three-year
period ended December 31, 2011. These consolidfiatatcial statements are the responsibility of @mmpany’s management. Our
responsibility is to express an opinion on thegesotidated financial statements based on our audits

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thetgtmlobtain reasonable assurance about whethén#reial statements are free of material
misstatement. An audit includes examining, on tildasis, evidence supporting the amounts and disds in the financial statements,
assessing the accounting principles used and &ignifestimates made by management, and evaluagngverall financial statement
presentation. We believe that our audits providesaonable basis for our opinions.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenégpects, the financial position of Carriage
Services, Inc. and subsidiaries as of Decembe2@l1 and 2010, and the results of its operatiodstarcash flows for each of the years in
three-year period ended December 31, 2011, in caitfpwith U.S. generally accepted accounting piptes.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), Carriage Services
Inc.’s internal control over financial reporting @sDecember 31, 2011, based on criteria estaldighkternal Control — Integrated
Frameworkissued by the Committee of Sponsoring Organizatifriee Treadway Commission (COSO), and our regated March 9, 2012,
expressed an unqualified opinion on the effectigsre the Company’s internal control over financégorting.

/sl KPMG LLP

Houston, Texas
March 9, 2012
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CARRIAGE SERVICES, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS
Current asset:
Cash and cash equivalel
Accounts receivable, net of allowance for bad deb®979 in 2010 and $928 in 20
Inventories and other current ass
Total current asse
Preneed cemetery trust investme
Preneed funeral trust investme
Preneed receivables, net of allowance for bad d#t$#$,236 in 2010 and $1,728 in 2C
Receivables from preneed funeral trt
Property, plant and equipment, net of accumulaggdetiation of $71,700 in 2010 and $78,100 in Z
Cemetery propert
Goodwill
Deferred charges and other current assel
Cemetery perpetual care trust investmi
Total asset

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Current portion of senior lo-term debt and capital lease obligatis
Accounts payable and other liabiliti
Accrued liabilities
Total current liabilities
Senior lonrterm debt, net of current portic
Convertible junior subordinated debenture due 292® an affiliate
Obligations under capital leases, net of currentiq@o
Deferred preneed cemetery revel
Deferred preneed funeral rever
Deferred preneed cemetery receipts held in
Deferred preneed funeral receipts held in t
Care trust’ corpus
Total liabilities
Commitments and contingenci
Redeemable Preferred Stc

Stockholder equity:

Common Stock, $.01 par value; 80,000,000 shardémanéd; 21,311,000 and 21,663,000 issued as of

December 31, 2010 and 2011, respecti'
Additional paic-in capital
Accumulated defici

Treasury stock, at cost; 3,153,000 and 3,236,086:stat December 31, 2010 and 2011, respec!

Total stockholdel' equity
Total liabilities and stockholde’ equity

December 31,

2010

2011

$ 127¢ $ 1,13
15,58" 16,60¢
10,82¢ 13,53(
27,69+ 31,27:
79,69: 66,41¢
81,14: 75,81
24,09¢ 22,80(
21,86¢ 22,48;
128,47. 136,46
71,12¢ 71,62(
183,32  193,96:
7,86( 10,45:
45,73 41 48t
$671,01  $672,77
$ 565 $  62€
9,70( 13,87+
14,89¢ 17,86°
25,15¢ 32,36¢
132,41¢ 135,00
92,85¢ 89,77
4,28¢ 4,15¢
50,12t 59,93
39,51 40,96
79,69 66,41¢
81,14: 75,81
45,94 41,37¢
551,13¢ 545,79

20C 20C

217 217
200,98 201,28
(70,95) (63,98
(10,576 (10,73
119,67: 126,77
$671,01.  $672,77

The accompanying notes are an integral part ottmsolidated Financial Statements.
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CARRIAGE SERVICES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Year Ended December 31,

2009 2010 2011
Revenues
Funeral $131,05. $138,12!  $145,22:
Cemetery 46,57¢ 46,82: 45,41«
177,62 184,94 190,63t
Field costs and expensi:
Funeral 83,06¢ 89,97 91,27
Cemetery 32,98¢ 31,40: 29,43
Depreciation and amortizatic 8,74¢ 8,621 8,60(
Regional and unallocated funeral and cemetery 1 6,70¢ 7,50z 9,02
131,50¢ 137,50( 138,33.
Gross profit 46,11¢ 47,44 52,30«
Corporate costs and expens
General, administrative and otf 14,41 15,45 21,74¢
Home office depreciation and amortizat 1,591 1,35¢ 1,01:
16,00: 16,80¢ 22,75¢
Operating incom: 30,11t 30,64: 29,54¢
Interest expens (18,499 (18,267) (18,309
Gain on repurchase of junior subordinated debes — 317 84¢€
Interest income and other, r 22¢ 751 51
Total interest and other, n (18,27() (17,199 (17,409
Income before income tax 11,84¢ 13,447 12,13¢
Provision for income taxe (4,799 (5,36%) (5,160
Net income 7,04¢ 8,07¢ 6,97¢
Preferred stock dividen (149 (149 (149
Net income available to common stockholc $ 703 $ 8,06t $ 6,96/
Basic earnings per common she $ 04C $ 0.4€ $ 0.3¢
Diluted earnings per common shg $ 04C $ 04t $ 0.3¢
Dividends declared per sha $ — $ — $ 0.07¢
Weighted average number of common and common elguivshares outstandin
Basic 17,57 17,63: 18,35¢
Diluted 17,74¢ 17,93¢ 18,39:

The accompanying notes are an integral part oktmsolidated Financial Statements.
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CARRIAGE SERVICES, INC.
CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
(in thousands)

Commor Additional Accumulate
Shares Paid-in Treasury
Qutstandini Stock Capital Deficit Stock Total

Balance — December 31, 2008 17,83t $ 19€ $195,100 $ (86,050 $ (5,74() $103,51(
Net income- 2009 — — — 7,03¢ — 7,03¢
Issuance of common sto 42¢€ 4 762 — — 76€
Exercise of stock optior 76 1 15z — — 154
Issuance of restricted common st¢ 374 4 4 — — —
Cancellation and retirement of restricted commaols (31) — (121) — — (127
Amortization of restricted common sto — — 1,00t — — 1,00t
Stocl-based compensation expel — — 134 — — 134
Treasury stock acquire (1,379) — — — (4,260) (4,260)
Balance- December 31, 200! 17,30z 20t 197,03: (79,016 (10,000 108,22:
Net income- 2010 — — — 8,06t — 8,06t
Issuance of common sto 20z 2 1,11¢ — — 1,11¢
Exercise of stock optior 51€ 5 1,412 — — 1,415
Issuance of restricted common st 25C 2 2 — — —
Cancellation and retirement of restricted commaouls (68) @ (217) — — (21¢)
Amortization of restricted common sto — — 1,394 — — 1,39¢
Stocl-based compensation expel — — 254 — — 254
Acquisition of convertible junior subordinated dehees

converted into treasury sto (44) — — — (576 (576
Balance— December 31, 201! 18,15¢ 213 200,98° (70,95) (10,576 119,67«
Net income- 2011 — — — 6,964 — 6,964
Issuance of common sto 12t 1 521 — — 522
Exercise of stock optior 17z 1 29C — — 291
Issuance of restricted common st¢ 28C 3 3 — — —
Cancellation and retirement of restricted commaols (1893 Q) (42€) — — (427)
Amortization of restricted common sto — — 1,53( — — 1,53(
Stocl-based compensation expel — — 337 — — 337
Treasury stock acquire (12€) — (57€) — (160) (73€)
Dividends on common stoc — — (1,376 — — (1,376
Balance— December 31, 201. 18,427 $ 217 $201,28: $ (63,987 $(10,73)) $126,77¢

The accompanying notes are an integral part ottmsolidated Financial Statements.
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CARRIAGE SERVICES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

For the years ended December 31,

2009 2010 2011
Cash flows from operating activitie
Net income $ 7,04¢ $ 8,07¢ $ 6,97¢
Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciation and amortizatic 10,33¢ 9,97¢ 9,61:
Amortization of deferred financing cos 767 72€ 653
Gain on repurchase of convertible junior subordidatebenture — (317) (84€)
Provision for losses on accounts receiv: 3,937 4,031 2,78¢
Stocl-based compensation expel 1,58¢ 1,75¢ 1,867
Deferred income taxe 4,79 1,521 (3,462)
Loss on early extinguishment of d¢ — — 201
Other (37) (159) 38
Changes in operating assets and liabilities thatided (required) casl
Accounts and preneed receivak (7,24)) (4,767) (1,92))
Inventories and other current ass 22C 1,83( (1,519
Deferred charges and ott (10¢) — (38)
Preneed funeral and cemetery trust investrr (3,737 (1,369 10,95¢
Accounts payable and accrued liabilit (2,072) 2,97¢ 7,00¢
Litigation settlemen (3,300 — —
Deferred preneed funeral and cemetery rev: (784) 16¢€ 10,31¢
Deferred preneed funeral and cemetery receiptsihafdst 4,67¢ 1,21z (11,487)
Net cash provided by operating activit 16,09¢ 25,67¢ 31,15¢
Cash flows from investing activitie
Acquisitions (3,102) (29,007 (18,579
Net proceeds from sales of ass 67 40C —
Capital expenditure (9,370) (10,667 (10,644)
Net cash used in investing activit| (12,405 (29,26%) (29,219
Cash flows from financing activitie
Borrowings under the bank credit facil — 60C 2,50(
Payments on senior lo-term debt and obligations under capital lez (77¢) 474 (625)
Proceeds from the exercise of stock options andaree stock purchase pli 47€ 1,18¢ 71¢
Dividends on common stoc — — (1,37¢)
Dividends on redeemable preferred st (14 (14) 149
Tax benefit from stoc-based compensatic — 571 25
Repurchase of convertible junior subordinated delren — (576€) (2,247
Payment of debt amendment and loan originatiorst (50%) — (339)
Purchase of treasury sto (4,260 — (73€)
Other financing cost — (43) 2
Net cash provided by (used) in financing activi (5,08)) 1,25 (2,079
Net decrease in cash and cash equiva (1,397 (2,33%) (142
Cash and cash equivalents at beginning of 5,007 3,61¢ 1,27¢
Cash and cash equivalents at end of - $ 3,61¢ $ 1,27¢ $ 1,13d

The accompanying notes are an integral part okt@mnsolidated Financial Statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Company

Carriage Services, Inc. (“Carriage,” the “Compariye,” “us,” or “our”) is a leading provider of death care services anctimaadise ir
the United States. As of December 31, 2011, thegamy owned and operated 159 funeral homes in 2&sstad 33 cemeteries in 12 states.

Principles of Consolidatiol

The accompanying Consolidated Financial Statermiroksde the Company and its subsidiaries. All digant intercompany balances
and transactions have been eliminated.

Funeral and Cemetery Operatio

Carriage records the revenue from sales of furaradlcemetery merchandise and services when thénamatise is delivered or the
service is performed. Sales of cemetery intermights are recorded as revenue in accordance wathetlil land sales provisions for
accounting for sales of real estate. This methogiges for the recognition of revenue in the peiio@hich the customer’s cumulative
payments exceed 10% of the contract price relatéoetinterment right. Costs related to the saféisterment rights, which include real
property and other costs related to cemetery dpuamt activities, are charged to operations usiegspecific identification method in the
period in which the sale of the interment rightésognized as revenue. Revenues to be recognizetire delivery of merchandise and
performance of services related to contracts tlemewacquired in acquisitions are typically loweartithose originated by the Company.

Allowances for bad debts and customer cancellaoeprovided at the date that the sale is recedgris revenue and are based on our
historical experience and the current economicrenment. We also monitor changes in delinquenassrahd provide additional bad debt
cancellation reserves when warranted. When presaled of funeral services and merchandise are futihdeugh third-party insurance
policies, we earn a commission on the sale of theips. Insurance commissions are recognizedwtes at the point at which the
commission is no longer subject to refund, whictyscally one year after the policy is issued.

Accounts receivable included approximately $9.3iamland $8.6 million of funeral receivables at Bether 31, 2010 and 2011,
respectively, and $7.3 million and $8.8 millionaafmetery receivables at December 31, 2010 and 284gdectively. Non-current preneed
receivables at December 31, 2010 and 2011, refrémepayments expected to be received beyond eaefsom the balance sheet date. Non-
current preneed receivables consisted of approgisn&8.8 million and $8.5 million of funeral recaides and $17.2 million and $16.0
million of cemetery receivables at December 31,28dd 2011, respectively. For 2010 and 2011, adsaeneivable also include minor
amounts of other receivables.

Preneed Contract

Carriage sells interment rights, merchandise andcgs prior to the time of need, which is refertecs preneed. In many instances the
customer pays for the preneed contract over agefiime. Cash proceeds from preneed sales lessrmsithat the Company may retain
under state regulations are deposited to a trussed to purchase a thipdwty insurance policy. The principal and accunedatarnings of tr
trusts are generally withdrawn at maturity (deathancellation. The cumulative trust income earaied the increases in insurance benefits
on the insurance products are deferred until thaceis performed. The customer receivables anduants deposited in trusts that Carriage
controls are primarily included in the non-curraeset section of the balance sheet. The preneedafurontracts secured by third party
insurance policies are not recorded as assetahilities of the Company.

In the opinion of management, the proceeds fronirtiet funds and the insurance policies at thedithe preneed contracts mature will
exceed the estimated future costs to perform ses\aad provide products under such arrangemengstypls of securities in which the trusts
may invest are regulated by state agencies.

Preneed Funeral and Cemetery Trust Fu

The Company'’s preneed and perpetual care trussfarelreported in accordance with the principlesooolidating Variable Interest
Entities (“VIE’s"). In the case of preneed trusts, the customers ardegfal beneficiaries. In the case of perpetua tausts, the Company dc
not have a right to access the corpus in the paaspeare trusts. For these reasons, the Compamgbegnized financial interests of third
parties in the trust funds in our financial statatseasDeferred preneed funeral and cemetery receipts imetdustandCare trusts’ corpus
The investments of such trust funds are class#&édvailable-for-sale and are reported at markeeyéherefore, the unrealized gains and
losses, as well as accumulated and undistributzmiria and realized gains and losses, are recordeeféored preneed receipts held in trust
andCare trusts’ corpusn the Company’s Consolidated Balance Sheets. Tdmpanys future obligations to deliver merchandise andises
are reported at estimated settlement amounts. €lddoeeral and cemetery trust investments are sethg the trust investment earnings that
we have been allowed to withdraw in certain stptew to maturity. These earnings, along with pegheontract collections not required to be
placed in trust, are recorded in Deferred prenaadril revenue and Deferred preneed cemetery revattil the service is performed or the
merchandise is delivered.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

In accordance with respective state laws, the Comgarequired to deposit a specified amount irgrpptual and memorial care trust
funds for each interment/entombment right and certeemorials sold. Income from the trust fundsigributed to Carriage and used to
provide for the care and maintenance of the cemestand mausoleums. Such trust fund income is reézed as revenue when realized by the
trust and distributable to the Company. The Compamgstricted from withdrawing any of the prindipalances of these funds.

An enterprise is required to perform an analysiddtermine whether the enterprise’s variable istésg give it a controlling financial
interest in a VIE. This analysis identifies thenpary beneficiary of a VIE as the enterprise that ath the power to direct the activities of
VIE that most significantly impact the entity’s exonic performance and the obligation to absorbel®ss the entity that could potentially be
significant to the VIE or the right to receive bétsefrom the entity that could potentially be sifigant to the VIE. The Company’s analysis
continues to support its position as the primanyebieiary in the majority of our funeral and cenmgtrust funds.

Cash and Cash Equivalents
The Company considers all highly liquid investmegmischased with an original maturity of three mandin less to be cash equivalents.

Inventory

Inventory consists primarily of caskets, outer Aucontainers and cemetery monuments and markdrs aacorded at the lower of its
cost basis (determined by the specific identifamatinethod) or net realizable value.

Property, Plant and Equipme

Property, plant and equipment are stated at chst.costs of ordinary maintenance and repairs arrgel to operations as incurred,
while renewals and betterments are capitalized ré&sgtion of property, plant and equipment is cotagdibased on the straight-line method
over the following estimated useful lives of theets:

Years

Buildings and improvements 15 to 4(
Furniture and fixture 7to 1(
Machinery and equipme 5to 1(
Automobiles 5t07

Property, plant and equipment was comprised ofdhewing at December 31, 2010 and 2011:

December 31 December 31

2010 2011

(in thousands)

Land $ 37,42« $ 39,67
Buildings and improvemen 109,34¢ 118,34:
Furniture, equipment and automobi 53,40( 56,55:
200,17: 214,56
Less: accumulated depreciati (71,700 (78,100
$ 128,47. $ 136,46!

During 2009, 2010 and 2011, the Company recordesil$7/000, $7,365,000 and $7,466,000 respectivetydépreciation expense
against operating income.

Long-lived assets, such as property, plant andoegeit, and purchased intangibles subject to anatidiz, are reviewed for impairment
whenever events or changes in circumstances irdibat the carrying amount of an asset may notbteverable. Recoverability of assets to
be held and used is measured by a comparison ehtinging amount of an asset to estimated undigeduiuture cash flows expected to be
generated by the asset. If the carrying amounh@fsset exceeds its estimated future cash flowispairment charge is recognized by the
amount by which the carrying amount of the asseteds the fair value of the asset. The long-livests to be held and used are reported at
the lower of carrying amount or fair value. Assetbe disposed of and assets not expected to grawig future service potential to the
Company are recorded at the lower of carrying arhoufair value less estimated cost to sell.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Taxe

The Company and its subsidiaries file a consoliateS. Federal income tax return and separate istadene tax returns in the states in
which we operate. We record deferred taxes for teary differences between the tax basis and firdumeporting basis of assets and
liabilities. The Company records a valuation alloeg to reflect the estimated amount of deferredatsmets for which realization is uncertain.
Management reviews the valuation allowance at ttteo each quarter and makes adjustments if ibierchined that it is more likely than r
that the tax benefits will be realized.

The Company analyzes tax benefits for uncertaimptesitions and how they are to be recognized, nmedsand derecognized in
financial statements; provides certain disclosofamcertain tax matters; and specifies how resefeeuncertain tax positions should be
classified on the Consolidated Balance SheetsCidmpany has reviewed its income tax positions dedtified certain tax deductions,
primarily related to business acquisitions thatresecertain. Our policy with respect to potengiehalties and interest is to record them as
“Other” expense and “Interest” expense, respegctivehe entire balance of unrecognized tax benefitecognized, would affect the
Company'’s effective tax rate. The Company doesantitipate a significant increase or decreasesiantrecognized tax benefits during the
next twelve months.

Stock Plans and Stock-Based Compensation

The Company has stoddased employee and director compensation plameifotm of restricted stock, performance unitsglstoption:
and an employee stock purchase plan. The Compangm&es compensation expense in an amount eqtra fair value of the share-based
awards over the period of vesting. Fair value ieiaeined for restricted stock, stock options arelémployee stock purchase plan on the date
of the grant. The fair value of options or awardataining options is determined using the Blackdbes valuation model.

See Note 16 to the Consolidated Financial Statesrivotuded herein for additional information on tBempany’s stock-based
compensation plans.

Computation of Earnings Per Common Share

Basic earnings per share are computed using thghteei average number of common shares outstandimgdhe period. Diluted
earnings per share are computed using the weigivexéhge number of common and dilutive common edgrivahares outstanding during
period. Dilutive common equivalent shares condistack options.

Share-based awards that contain non-forfeitablesitp dividends or dividend equivalents, whethed pr unpaid, are recognized as
participating securities and included in the comafiah of both basic and diluted earnings per siaue.grants of restricted stock awards to
our employees and directors are considered paatinip securities and we have prepared our earpiegshare calculations to include
outstanding unvested restricted stock awards ih ta basic and diluted weighted average sharesamaling calculation. For the three years
ended December 31, 2009, 2010 and 2011, the catmddor basic and diluted earnings per shargersented in Note 20 to the
Consolidated Financial Statements of this Annugddrieon Form 10-K for the year ended December 8112

Fair Value Measuremen

We define fair value as the price that would beresd in the sale of an asset or paid to transhabdity in an orderly transaction
between market participants at the measuremenfalaitems that are recognized or disclosed atfalue in the financial statements on a
recurring basis (at least annually). We disclogeetktent to which fair value is used to measurarioial assets and liabilities, the inputs
utilized in calculating valuation measurements, tiredeffect of the measurement of significant ueobable inputs on earnings, or changes in
net assets, as of the measurement date. The fa& @closure transfers in and out of Levels 1 2mhd the gross presentation of purchases,
sales, issuances and settlements in the LevelbBic#iation of the three-tier fair value hierarchse also presented herein in Note 10 to the
Consolidated Financial Statements. The Compangntiyrdoes not have any assets that have fair salatermined by Level 3 inputs and no
liabilities measured at fair value. We have nottd to measure any additional financial instrursemtd certain other items at fair value that
are not currently required to be measured at fines

To determine the fair value of assets and liabgiiih an environment where the volume and levaktfity for the asset or liability have
significantly decreased, the exit price is usethadair value measurement. For the year endedrbleee31, 2011, we did not incur
significant decreases in the volume or level oivigtof any asset or liability. The Company coreisl an impairment of debt and equity
securities other-than-temporary unless (a) the Gmyas the intent to hold the investment and lmesce indicate the cost of the
investment is recoverable before the Company iertikely than not required to sell the investméhitmpairment is indicated, then an
adjustment will be made to reduce the carrying arhtwufair value. As of December 31, 2011, no imp&nt was identified.

43



Table of Contents

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

In the ordinary course of business, we are typicposed to a variety of market risks. Currerttigse are primarily related to changes
in fair market values related to outstanding delis changes in the values of securities assoaidtedhe preneed and perpetual care trusts.
Management is actively involved in monitoring expasto market risk and developing and utilizing ryppiate risk management techniques
when appropriate and when available for a reasemaiide. Our Senior Notes were issued to the patblgar in January 2005 and are carried
at a cost of $130 million. At December 31, 201&sth securities were typically trading at a pricemgroximately $98, indicating a fair mar
value of approximately $127.4 million. Our convili junior subordinated debentures, payable toi@igerServices Capital Trust (the
“Trust”) pay interest at the fixed rate of 7% amd earried on our Consolidated Balance Sheet astaf approximately $89.8 million. The
fair value of these securities is estimated tofq@@imately $78.7 million at December 31, 2011dubsn available broker quotes of the
corresponding preferred securities issued by thistTr

For more information regarding fair market valuaipsee Note 10 to the Consolidated Financial Betés herein.

Business Combinatior

Tangible and intangible assets acquired and ltadslassumed are recorded at fair value and gobidwécognized for any differences
between the price of the acquisition and fair valde customarily estimate related transaction dastsvn at closing. To the extent that
information not available to us at the closing datbsequently becomes available during the allmcateriod, we may adjust goodwill, assets,
or liabilities associated with the acquisition. Acsjtion related costs are recognized separateiy the acquisition and are expensed as
incurred.

During 2011, the Company acquired six funeral htomginesses. See Note 3 to the Consolidated Fina&tei@ments herein for further
information on the 2011 acquisitions.

Goodwill

The excess of the purchase price over the fairevafnet identifiable assets of funeral homes arthin cemeteries acquired, as
determined by management in transactions accodimtes purchases, is recorded as goodwill. Goodsviffimarily associated with or
recorded in connection with the acquisitions ofeftal businesses. Many of the acquired funeral hdraes provided high quality service to
families for generations. The resulting loyaltyesftrepresents a substantial portion of the valwefaheral business. We review the carrying
value of goodwill at least annually on reportingtsifaggregated geographically) to determine iffamnd circumstances exist which would
suggest that this intangible asset might be camiexcess of fair value. For 2009 and 2010 falugavas determined by discounting the
estimated future cash flows of the businessesdh egporting unit at the Company’s weighted avei@ms of capital less debt allocable to the
reporting unit and by reference to recent salessaietions of similar businesses. The calculaticiaiofvalue can vary dramatically with
changes in estimates of the number of future sesvperformed, inflation in costs, and the Compang& of capital, which is impacted by
long-term interest rates. No impairment was indidat

We performed our 2011 annual impairment test ofdgalb by conducting a qualitative assessment oheafcour reporting units, East,
Central and West regional divisions in the Unit¢alt&s, using information as of August 31, 2011. Ba II, Item 8, Financial Statements
Supplementary Data, Note 2, discussing new guidandee methodology used for the annual goodwiiairment test. Based on our 2011
impairment test, we concluded that there was naimgent of goodwill.

In addition to our annual review, we assess thaimpent of goodwill whenever events or changedritumstances indicate that the
carrying value may be greater than fair value. étaathat could trigger an interim impairment revieslude, but are not limited to, significe
adverse changes in the business climate which maydicated by a decline in the Company’s markgpttabzation or decline in operating
results. The market capitalization of the Compamysists of the common stock, Senior Notes and atibletrust preferred securities. No
such events or changes occurred between the teksttagand year end to trigger a subsequent impatrragiew.

Use of Estimates

The preparation of the Consolidated Financial 8tat#s requires us to make estimates and judgnteattaffect the reported amounts
assets, liabilities, revenues and expenses. On-@oing basis, we evaluate our estimates and judtgnimcluding those related to revenue
recognition, realization of accounts receivabledyill, intangible assets, property and equipmertt deferred tax assets. We base our
estimates on historical experience, third partyadeid assumptions that we believe to be reasonabkr the circumstances. The results of
these considerations form the basis for makingrjuelgts about the amount and timing of revenues apenses, the carrying value of assets
and the recorded amounts of liabilities. Actualiessmay differ from these estimates and such eséemay change if the underlying
conditions or assumptions change. Historical pemforce should not be viewed as indicative of fupedormance, as there can be no
assurance the margins, operating income and neihgaras a percentage of revenues will be consitam year to year.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
1. BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Subsequent Events

Management of the Company evaluated events anskirdans during the period beginning subsequebetember 31, 2011 through
the date the financial statements were issuegydtantial recognition or disclosure in the acconyirag financial statements covered by this
report. See Note 25 to the Consolidated Finandatke8ents included herein for additional informatom subsequent events.

2. RECENTLY ISSUED ACCOUNTING STANDARDS
Allowance for Credit Losses of Financing Receiva

In July 2010, new guidance was issued which inegdse disclosure requirements about the credlitgwd financing receivables and
the allowance for credit losses. The intent ofdiselosure is to provide additional information abthe nature of credit risks inherent in our
financing receivables, how credit risk is analyaed assessed when determining the allowance fdit évsses, and the reasons for the ch
in the allowance for credit losses. The disclosueésted to period-end information were requiredaionual reporting periods ending after
December 15, 2010 and thus effective for the Compamecember 31, 2010. The disclosure of activigt occurs during the reporting
period are required for interim periods beginnifigraDecember 15, 2010 and thus was effectiveer@Gompany for the period beginning
January 1, 2011. The additional required disclasare provided in Note 6 to the Consolidated Firsr8tatements.

Goodwill Impairment Testing

In September 2011, new guidance was issued to yntidifmethod used to perform the first step oftitee step process for the annual
goodwill impairment test. The guidance permits afitg to first assess qualitative factors to det@ewhether it is more-likely-than-not that
the fair value of a reporting unit is less tharcisrying amount as a basis for determining whetiemecessary to perform the two-step
goodwill impairment test. The more-likely-than-ribteshold is defined as having a likelihood of mitr&n 50 percent. The guidance is
effective for annual and interim goodwill impairmeests performed for fiscal years beginning aftecember 15, 2011. Early adoption is
permitted, including for annual and interim goodwilpairment tests performed as of a date befope®eber 15, 2011, if an entig/financia
statements for the most recent annual or interino@dave not yet been issued. The Company addptedipdate early for its annual
impairment testing as of August 31, 2011.

Pro Forma Information for Business Combinatic

In December 2010, new guidance was issued foradisg supplementary pro forma information for bessicombinations that are
material on an individual or aggregate basis. Tidance specifies that if a public entity presemsiparative financial statements, the entity
should disclose revenue and earnings of the cordl@ngty as though the business combination(s)dbetirred during the current year had
occurred as of the beginning of the comparabler pmmual reporting period only. The guidance alqmaads the supplemental pro forma
disclosures to include a description of the natum@ amount of material, nonrecurring pro forma siljients directly attributable to the
business combination included in the reported prmé revenue and earnings. This guidance is effegtiospectively for business
combinations for which the acquisition date is omfber the beginning of the first annual reportpegiod beginning on or after December 15,
2010, and thus was effective for the Company fergériod beginning January 1, 2011. The adoptidhisfaccounting standard update will
apply to material business combinations and dichawe a material impact on our disclosures to thresGlidated Financial Statements in 2
and the comparable prior periods.

Fair Value Measuremen

In May 2011, additional guidance was issued regartiow fair value measurements and disclosuredateuapplied where it is
already required or permitted under InternationahRcial Reporting Standards or United States Galiyehccepted Accounting Principles.
This new guidance clarifies and aligns the existpglication of fair value measurement guidanceranises certain language. This guidance
is effective for the first interim or annual peribdginning after December 15, 2011, thus effedtivéhe Company for the period beginning
January 1, 2012. The adoption of this accountiagddrd update is not expected to have a maternzdtron our Consolidated Financial
Statements.

Comprehensive Income

In June 2011, new guidance was issued regardingefueting of comprehensive income in the finanstatements. Entities will have
the option to present the components of net incantecomprehensive income in either a single coatiawstatement or two separate but
consecutive statements. This new guidance elimgrtageoption to report other comprehensive incontkis components in the statement of
changes in stockholder’s equity. This guidance ireguetrospective application and is effectiveffecal years, and interim periods within
those years, beginning after December 15, 201%, déffactive for the Company for the period begignianuary 1, 2012. The Company is
currently evaluating the impact, if any, the adoptwill have on its Consolidated Financial Stateteen
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3. ACQUISITIONS

Our growth strategy includes the execution of awat8gic Acquisition Model. The goal of that modseto build concentrated groups of
businesses in ten to fifteen strategic marketsaggess acquisition candidates using six stratagldrrg criteria and to differentiate the price
we are willing to pay. Those criteria are:

. Size of busines:

. Size of market

. Competitive standinc

. Demographics

. Strength of brand; ar

. Barriers to entry

Carriage completed six acquisitions of funeral hdosinesses in 2011. The consideration paid faetihesinesses was $18.6 million

and the assumption of $0.6 million of liabiliti€during the fourth quarter of 2011, the Company clagal two of the six acquisitions of
funeral home businesses, one in Kentucky and ter @t New York, for a total of $8.3 million. Dugr2010, the Company completed six
acquisitions, one cemetery business and five fliherme businesses for a total of $19.0 millionastt and the assumption of $0.6 million of
liabilities and debt. The assets and liabilitiesdt acquisitions were recorded at fair value amduded goodwill of $10.7 million and $16.4
million for 2011 and 2010, respectively. For alyatsitions, the Company acquired substantiallyralassets and assumed certain operating
liabilities including obligations associated witkisting preneed contracts. The proforma impachefdcquisitions on the prior periods are not

presented as the impact is not material to repadedlts. The results of the acquired businessemaluded in the Comparg/tesults from th
date of acquisition.

Selected information on the 2011 acquisitions fefidin millions):

Assets

Acquired Liabilities
(Excluding Gooduwill
and Deb
Acquisition Date Type of Busines Market Goodwill) Recorde Assumec
April 2011 Three Funeral Hom Amarillo, TX $1.5 $2.4 $0.6
April 2011 One Funeral Hom Miami, FL $0.6 $1.2 L
August 2011 One Funeral Hom Duncan, OK $1.6 $2.4 L
September 201 Three Funeral Hom Modesto, CA $0.1 $1.1 _
October 201: Three Funeral Hom  South Shore, K $1.2 $1.3 _
December 201 One Funeral Hom Long Island, N\ $3.5 $2.3 _

The effect of the 2011 acquisitions on the Consitéid Balance Sheet at December 31, 2011 was aw/$o{In thousands):

Net current asse $ 17t
Property, plant & equipmel 7,361
Goodwill 10,63¢
Other asset 1,04(
Preneed funeral trust investme 1,46
Receivables from preneed funeral trt 38¢
Note payable (640
Deferred preneed funeral rever (389
Deferred preneed funeral receipts held in t (1,469

Cash paic $18,57¢

4. GOODWILL

Many of the former owners and staff of acquiredefiah homes and certain cemeteries have providddduglity service to families for
generations. The resulting loyalty often represargabstantial portion of the value of a busin€kg. excess of the purchase price over the
value of net identifiable assets acquired andlligds assumed, as determined by management imdssiacquisition transactions accounted
for as purchases, is recorded as goodwiill.
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4. GOODWILL (continued)

The following table presents changes in goodwithi@ accompanying Consolidated Balance Sheettéoyear ended
December 31, 2010 and 2011 (in thousands):

December 31, 201 December 31, 201
Goodwill at beginning of year $ 166,93( $ 183,32
Acquisitions and changes in previous estim 16,39« 10,63¢
Goodwill at end of yea $ 183,32: $ 193,96:

Changes in previous estimates are related to naidjioistments to inventory.

5. PRENEED TRUST INVESTMENTS
Preneed Cemetery Trust Investme

Preneed cemetery trust investments representitnstassets that the Company will generally witladvehen the merchandise or
services are provided. Preneed cemetery trusttimesgs are reduced by the trust earnings the Coyripanbeen allowed to withdraw priol
performance by the Company pursuant to state [ales.components of preneed cemetery trust invessmemiur Consolidated Balance
Sheets at December 31, 2010 and 2011 are as foflowsousands):

December 31, 201 December 31, 201
Preneed cemetery trust investments $ 81,77: $ 68,55
Less: allowance for contract cancellat (2,080 (2,139
$ 79,69 $ 66,41¢

Upon cancellation of a preneed cemetery contractistomer is generally entitled to receive a refahthe corpus and some or all of the
earnings held in trust. In certain jurisdictiort® ICompany is obligated to fund any shortfall & tmounts deposited by the customer exceed
the funds in trust, including some or all investimiaesome. As a result, when realized or unrealipsdes of a trust result in the trust being
under-funded, the Company assesses whether gpsmsible for replenishing the corpus of the trimstyhich case a loss provision would be
recorded.

The cost and fair market values associated withged cemetery trust investments at December 31, 2@&ldetailed below (in
thousands). The Company determines whether oheagsets in the preneed cemetery trusts havdartbin-temporary impairment on a
security-by-security basis. This assessment is rhaded upon a number of criteria including the tlerog time a security has been in a loss
position, changes in market conditions and concesfaged to the specific issuer. If a loss is cdestd to be other-than-temporary, the cost
basis of the security is adjusted downward todisrharket value. Any reduction in the cost basithe investment due to an other-than-
temporary impairment is likewise recorded as actdn in deferred preneed cemetery receipts hetdust. There will be no impact on
earnings unless and until such time as the investmevithdrawn from the trust in accordance withits regulations at an amount that is less
than its original basis.

Unrealize« Unrealize
Cost Gains Losses Market
Cash and money market accounts $ 1,23¢ $ — $ $ 1,23¢
Fixed income securitie:

Corporate dek 53,22] 1,08t (1,549 52,76

Mortgage backed securiti 1 — — 1
Common stocl 13,00: 10z (3,64¢) 9,45¢
Mutual funds:

Equity 3,80¢ 25C (30 4,02¢
Trust securitie! $71,27: $ 1,437 $ (5,229 $67,48¢
Accrued investment incon $ 1,072 $ 1,072
Preneed cemetery trust investme $68,55:
Market value as a percentage of ¢ 94.7%
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5. PRENEED TRUST INVESTMENTS (continued)

The estimated maturities of the fixed income se¢i@sincluded above are as follows (in thousands):

Due in one year or le: $ —
Due in one to five yeal 3,47:
Due in five to ten yeat 19,83¢
Thereafte 29,457

$52,76¢

The cost and market values associated with precemetery trust assets at December 31, 2010 arideddtelow (in thousands):

Unrealize Unrealize«
Cost Gains Losses Market
Cash and money market accounts $ 2,114 $ — $ — $ 2,11¢
Fixed income securitie:

Corporate dek 30,40¢ 5,80¢ (219) 35,99(

Mortgage backed securiti 3 — — 3
Common stocl 33,26¢ 5,98 (217 39,03(
Mutual funds:

Equity 3,551 298 — 3,85(
Trust securitie! $69,34¢ $12,07¢ $ (436 $80,98"
Accrued investment incorr $ 784 $ 784
Preneed cemetery trust investme $81,77:
Market value as a percentage of ¢ 116.8%

Preneed cemetery trust investment security traiosectecorded in Interest income and other, ndiénConsolidated Statements of
Operations for the years ended December 31, 219 and 2011 were as follows (in thousands):

Year ended December 31,

2009 2010 2011
Investment income $ 3,10¢ $ 3,43¢ $ 3,471
Realized gain 2,16t 12,56: 14,04:
Realized losse (4,21)) (821) (4,457
Expenses and tax (381) (58€) (1,239
Increase in deferred preneed cemetery receiptsiméldst (682 (14,590 (11,820
$ — $ — $ —

Purchases and sales of investments in the premeeetery trusts were as follows (in thousands):

Year ended December 31,

2009 2010 2011
Purchases $(44,667) $(56,43)) $(111,55()
Sales 39,82¢ 54,05¢ 121,21

48



Table of Contents

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
5. PRENEED TRUST INVESTMENTS (continued)

Preneed Funeral Trust Investme

Preneed funeral trust investments represent tunst &ssets that the Company expects to withdrawm wWieservices and merchandise
are provided. Preneed funeral contracts are se@yréahds paid by the customer to the Company. égériuneral trust investments are
reduced by the trust earnings the Company hasdlewmed to withdraw prior to performance by the G@mny and amounts received from
customers that are not required to be depositediinst, pursuant to various state laws. The coraptsof preneed funeral trust investments
in our Consolidated Balance Sheets at Decembe2@1) and 2011 were as follows (in thousands):

December 31, 201 December 31, 201
Preneed funeral trust investments $ 83,32 $ 78,22
Less: allowance for contract cancellat (2,187 (2,419
$ 81,14: $ 75,81:

Upon cancellation of a preneed funeral contracyysiomer is generally entitled to receive a refafithe corpus and some or all of the
earnings held in trust. In certain jurisdictiort® Company is obligated to fund any shortfall & tmounts deposited by the customer exceed
the funds in trust, including some or all investimiaesome. As a result, when realized or unrealipasdes of a trust result in the trust being
under-funded, the Company assesses whether gpsmsible for replenishing the corpus of the trimstyhich case a loss provision would be
recorded.

The cost and fair market values associated withgad funeral trust investments at December 31, a6d tletailed below (in
thousands). The Company determines whether oheagsets in the preneed funeral trusts have tdthartemporary impairments on a
security-by-security basis. This assessment is rhaded upon a number of criteria including the tlerog time a security has been in a loss
position, changes in market conditions and conceiased to the specific issuer. If a loss is cdestd to be other-than-temporary, the cost
basis of the security is adjusted downward todisrharket value. Any reduction in the cost basithe investment due to an other-than-
temporary impairment is likewise recorded as actdn to Deferred preneed funeral receipts helalust. There will be no impact on
earnings unless and until such time as the investmevithdrawn from the trust in accordance withts regulations at an amount that is less
than its original basis.

Unrealize« Unrealize
Cost Gains Losses Market

Cash and money market accounts $12,31¢ $ — $ $12,31¢
Fixed income securitie:

U.S. Treasury delt 5,421 12t (24 5,522

Mortgage backed securiti 43¢ 12 (@D} 45C

Corporate dek 36,43( 997 (869) 36,55
Common stocl 10,001 74 (2,557 7,52¢
Mutual funds:

Equity 9,291 42 (967) 8,36¢

Fixed income 4,361 172 (32 4,50z

Other Investment 2,221 — (16) 2,20¢
Trust Securitie:! $80,48¢ $ 1,415 $ (4,465) $77,44(
Accrued investment incon $ 787 $ 787
Preneed funeral trust investme $78,22]
Market value as a percentage of ¢ 96.2%

The estimated maturities of the fixed income se¢i@sincluded above are as follows (in thousands):

Due in one year or le: $ 1,06¢
Due in one to five yeal 5,23¢
Due in five to ten yeat 14,08
Thereafte 22,13

$42,52¢
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5. PRENEED TRUST INVESTMENTS (continued)

The cost and market values associated with prefueedal trust assets at December 31, 2010 ardettaélow (in thousands):

Unrealize Unrealize«
Cost Gains Losses Market

Cash and money market accounts $10,73¢ $ — $ — $10,73¢
Fixed income securitie:

U.S. Treasury det 5,461 12¢€ (39 5,54¢

Mortgage backed securiti 694 32 — 72€

Corporate dek 21,791 5,40¢ (62 27,135
Common stocl 21,30¢ 3,99¢ (11%) 25,18t
Mutual funds:

Equity 6,20¢ 561 (211 6,55¢

Fixed income 6,513 357 (76) 6,794
Trust Securitie! $72,70¢ $10,47¢ $ (509 $82,68¢
Accrued investment incorr $ 64C $ 64C
Preneed funeral trust investme $83,32¢
Market value as a percentage of ¢ 113.%%

Preneed funeral trust investment security transastiecorded in Interest income and other, ndténdonsolidated Statements of

Operations for the years ended December 31, 219 and 2011 were as follows (in thousands):

Year ended December 31,

2009 2010 2011
Investment income $ 3,06: $ 3,41C $ 2,93«
Realized gain 3,19¢ 11,02: 10,77:
Realized losse (6,589 (532 (3,229
Expenses and tax (722) (873 (1,224
(Increase) decrease in deferred preneed funemiptsdeld in trus 1,04¢ (13,029 (9,259
$ — $ $ —

Purchases and sales of investments in the preneedd trusts were as follows (in thousands):

Year ended December 31,

2009 2010 2011
Purchases $(40,59¢) $(11,800) $(89,96¢)
Sales 34,59¢ 8,321 86,84¢

6. PRENEED CEMETERY RECEIVABLES

Preneed sales of cemetery interment rights, medibamnd services are usually financed througheasteébearing installment sales
contracts, generally with terms of up to five yeaith such interest earnings included in cemetexenues. In substantially all cases, we
receive an initial down payment at the time theti@mt is signed. The interest rates generally rdoejeeen 9.5% and 12%. Occasionally, we

have offered zero percent interest financing tonmi@ sales for limited-time offers. At December 3011, the balance of preneed
for cemetery interment rights and for merchandis services was $18.5 million and $9.1 million pexgtively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
6. PRENEED CEMETERY RECEIVABLES (continued)

The Company determines an allowance for custonrezatiations and refunds on contracts in which reegmas been recognized on
sales of cemetery interment rights. We reserve 160#hte receivables on contracts in which the reedmas been recognized and payments
are 120 days past due or more, which was appro&lynat3% of the total receivables on recognizedsat December 31, 2011. An
allowance is recorded at the date that the conisamtecuted and periodically adjusted thereafseld upon actual collection experience a

business level. For the years ending December@®) and 2011, the changes to the allowance foracintancellations were as follows (in
thousands):

As of December 31,
2010 2011

Beginning balance $ 1,44¢ $ 1,48¢
Write-offs and cancellation (1,88¢) (1,557
Recoveries — —

Provision 1,92¢ 1,41¢
Ending balanc: $1,48¢ $ 1,352

The Company has a collections policy whereby pastribtification is sent to the customers begin@ing5 days past due and thereafter
periodically until 90 days past due. Any items ontcacts that are past due 120 days are senticdapiarty collector.

The aging of past due financing receivables aseafdtber 31, 2011 is as follows (in thousands):

Total Pas Total Financin

31-60 61-90 91-120 >120
Past Du Past Du Past Du Past Du Due Current Receivable:
Recognized revenue $ 832 $ 437 $ 24z $ 455 $1,96¢ $17,587 $  19,55:
Deferred revenu 34¢ 177 10C 187 812 7,212 8,02
Total contract: $1,181 $ 614 $ 34z $ 64z $2,77¢ $24,79¢ $ 27,57¢

The aging of past due financing receivables asexfdinber 31, 2010 is as follows (in thousands):

Total Pas Total Financin

31-60 61-90 91-120 >120
Past Du Past Du Past Du Past Du Due Current Receivable:
Recognized revenue $ 661 $ 42C $ 24¢ $ 26: $159° $16,91: $ 18,50:
Deferred revenu 27€ 184 95 12z 677 8,432 9,10¢
Total contractt $ 937 $ 604 $ 344 $ 38t $2,27( $25,34¢ $ 27,61«

7. RECEIVABLES FROM PRENEED FUNERAL TRUSTS

The receivables from preneed funeral trusts reptesssets in trusts which are controlled and opdrhy third parties in which the
Company does not have a controlling financial ieséless than 50%) in the trust assets. The Coymgeaounts for these investments at cost.
As of December 31, 2010 and 2011, receivables frmmeed funeral trusts were as follows (in thousgand

December 31, 201 December 31, 201

(in thousands)
Preneed funeral trust fun $ 22,54 $ 23,18:
Less: allowance for contract cancellat (676 (695
$ 21,86¢ $ 22,487
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7. RECEIVABLES FROM PRENEED FUNERAL TRUSTS (continued)

The following summary reflects the composition e issets held in trust and controlled by thirdigato satisfy Carriage’s future
obligations under preneed funeral arrangementteckta the preceding contracts at December 31, 26ii12010. The cost basis includes
reinvested interest and dividends that have beeredan the trust assets. Fair value includes lineglagains and losses on trust assets.

Historical

Cost Basit Fair Value
(in thousands)

As of December 31, 201

Cash and cash equivalel $ 3,45( $ 3,45(

Fixed income investmen 15,10¢ 15,23:

Mutual funds and common stoc 39 39

Annuities 4,58¢ 4,84:

Total $23,18:¢ $23,56:
Historical

Cost Basit Fair Value

(in thousands)

As of December 31, 201

Cash and cash equivalel $ 3,55¢ $ 3,55¢
Fixed income investmen 13,99( 14,00¢
Mutual funds and common stoc 76 76
Annuities 4,927 5,407

Total $22,54: $23,04¢

8. CONTRACTS SECURED BY INSURANCE

Certain preneed funeral contracts are secureddinburance contracts. Generally, the proceedseolife insurance policies have been
assigned to the Company and will be paid upon #agtdof the insured. The proceeds will be useatisfy the beneficiary’s obligations
under the preneed contract for services and medisearPreneed funeral contracts secured by inserataled $205.0 million and $216.0
million at December 31, 2010 and 2011, respectj\eatyl are not included in the Company’s Consoli&alance Sheets.

9. CEMETERY PERPETUAL CARE TRUST INVESTMENTS

Cemetery Care trusts’ corpus on the ConsolidatddriBa Sheets represents the corpus of those plustsindistributed income. The
components of Cemetery Care trusts’ corpus as oélber 31, 2010 and December 31, 2011 were asv®llio thousands):

December 31, 201 December 31, 201
Trust assets, at market value $ 45,73t $ 41,48t
Obligations due from (to) tru: 20¢€ (106
Care trust' corpus $ 45,94 $ 41,37¢
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9. CEMETERY PERPETUAL CARE TRUST INVESTMENTS (conti nued)

The Company is required by various state laws yogpportion of the proceeds from the sale of cempgisoperty interment rights into
perpetual care trust funds. The following tabldertt the cost and fair market values associatéutive trust investments held in perpetual
care trust funds at December 31, 2011 (in thougaitie Company determines whether or not the agséhe cemetery perpetual care trusts
have an other-than-temporary impairment on a sgehytsecurity basis. This assessment is made hgs@aa number of criteria including
the length of time a security has been in a los#tipa, changes in market conditions and conceslaad to the specific issuer. If a loss is
considered to be other-than-temporary, the coss ldishe security is adjusted downward to its faarket value. Any reduction in the cost
basis due to an other-than-temporary impairmealsis recorded as a reduction to Care trusts’ corpus

Unrealizet Unrealizet
Cost Gains Losses Market

Cash and money market accounts $ 2icC $ — $ — $ 2icC
Fixed income securitie:

Corporate dek 34,90( 70¢ (1,087 34,52¢

Other 1 — — 1
Common stocl 8,33: 63 (2,350 6,04¢
Trust Securitie! $43,44¢ $ 772 $(3,437) $40,78:
Accrued investment incor $ 70z $ 70z
Cemetery perpetual care investme $41,48¢
Market value as a percentage of ¢ 93.%

The estimated maturities of the fixed income se¢iesrincluded above are as follows (in thousands):

Due in one year or le: $ —
Due in one to five yeal 2,09¢
Due in five to ten yeat 13,51¢
Thereafte 18,91«

$34,52;

The cost and market values associated with theitrusstments held in perpetual care trust fund3emtember 31, 2010 are detailed
below (in thousands):

Cash and money market accounts
Fixed income securitie:
Corporate dek
Common stocl
Mutual funds:
Equity
Fixed income
Trust Securitie:
Accrued investment incon
Cemetery perpetual care investme

Market value as a percentage of ¢

Unrealizet Unrealize«

Cost Gains Losses Market
$ 784 $ — $ — $ 784
23,45¢ 4,12(C (229) 27,44¢
14,70: 2,29¢ (1479 16,86(
64 — (17) 47

15 - (3) 12
$39,02¢ $ 6,41¢ $ (292) $45,15:
$ 588 $ 58¢
$45,73¢

115.7%
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9. CEMETERY PERPETUAL CARE TRUST INVESTMENTS (conti nued)

Perpetual care trust investment security transastiecorded in Interest income and other, neténbnsolidated Statements of
Operations for the years ended December 31, 219 and 2011 were as follows (in thousands):

Year ended December 31,

2009 2010 2011

Undistributable realized gains $2,11¢ $5,77¢ $ 7,111

Undistributable realized loss (3,567 (780) (2,347

Decrease (increase) in Care tr’ corpus 1,44¢ (4,999 (4,769)
$ — $ — $ —

Perpetual care trust investment security transastiecorded in Cemetery revenue for the years ebDdedmber 31, 2009, 2010 and
2011 were as follows (in thousands):

Year ended December 31,

2009 2010 2011
Interest and dividend income $2,37¢ $2,14¢ $2,56:
Realized gains, n« 154 2,132 1,08t
Expense! (17¢) (22) —
Total $2,351 $4,25¢€ $3,64¢

Purchases and sales of investments in the perpteatrusts were as follows (in thousands):

Year ended December 31,

2009 2010 2011
Purchases $(38,837) $(38,73¢) $(40,03()
Sales 39,29¢ 39,81¢ 53,82!

10. FAIR VALUE MEASUREMENTS

Fair value is defined as the price that would lmeired from the sale of an asset or paid to trarssfability in an orderly transaction
between market participants at the measurementgaiecable for items that are recognized or disetbat fair value in the financial
statements on a recurring basis. We disclose temeto which fair value is used to measure finalhassets and liabilities, the inputs utilized
in calculating valuation measurements, and theceéfethe measurement of significant unobservafgbeiis on earnings, or changes in net
assets, as of the measurement date.

The Company evaluated its financial assets anditiab for those financial assets and liabilitibat met the criteria of the disclosure
requirements and fair value framework. The Compedantified investments in fixed income securitiesimmon stock and mutual funds
presented within the preneed and perpetual caseitruestments categories on the Consolidated Bal&heets as having met such criteria.

The following three-level valuation hierarchy basgubn the transparency of inputs is utilized infeasurement and valuation of
financial assets or liabilities as of the measurrdate:

» Level 1—Fair value of securities based on unadiugteoted prices for identical assets or liabilifresictive markets. Our
investments classified as Level 1 securities ineloommon stock, certain fixed income securitied, eguity mutual funds

* Level 2—Fair value of securities estimated baseduwted prices for similar assets and liabilitresictive markets, quoted prices
for identical or similar assets or liabilities irankets that are not active, and inputs other theregl market prices that are
observable or that can be corroborated by observahltket data by correlation. These inputs inclatirest rates, yield curves,
credit risk, prepayment speeds, rating and tax-@tetatus. Our investments classified as Levek®sties include certain fixed
income securities and fixed income mutual fundst

» Level 3—Unobservable inputs based upon the regpéitity’s internally developed assumptions, which markeigypants woul
use in pricing the asset or liability. As of DeceanB1, 2011, the Company did not have any assat$i#d fair values determined
by Level 3 inputs and no liabilities measured atvalue.

The Company accounts for its investments as avaifain-sale and measures them at fair value und@dsrds of financial accounting
and reporting for investments in equity instrumehtg have readily determinable fair values andafbinvestments in debt securities.
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10. FAIR VALUE MEASUREMENTS (continued)

The following table summarizes the fair value aeeurring basis and summarizes the fair value réayaof the valuation techniques
utilized by us to determine the fair values as e€E&mber 31, 2011 (in thousands). Certain fixednmeand other securities are reported ai
value using Level 2 inputs. For these securittes,Gompany uses pricing services and dealer quissest December 31, 2011, the Company
did not have any liabilities measured at fair value

. . Significant Other
Quoted Prices Observable Inputs Significant December 31
Active Markets Unobservable
(Level 1) (Level 2) Inputs (Level 3) 2011
Assets:
Fixed income securitie:
U.S. Treasury det $ 5,522 $ — $ — $ 552
Mortgage-backed securitie 451 2 — 45%
Corporate dek — 123,84 — 123,84
Common stocl 23,02¢ — — 23,02¢
Mutual funds:
Equity 12,37¢ — — 12,37¢
Fixed income — 6,722 — 6,72
Total Assets $ 41,37¢ $ 130,56° $ — $ 171,94¢

There were no significant transfers between Letedad 2 for the year ended December 31, 2011.

11. DEFERRED CHARGES AND OTHER NON-CURRENT ASSETS
Deferred charges and other non-current assetscanilzer 31, 2010 and 2011 were as follows (in thodsa

December 31 December 31

2010 2011
Prepaid agreements not to compete, net of accuadusanortization

of $602 and $706, respective $ 52¢ $ 42k

Deferred loan costs, net of accumulated amortinaifds2,775 and
$3,161, respectivel 2,08¢ 1,70C
Deferred income tax ass 1,211 3,95¢

Convertible junior subordinated debenture origimratiosts, net of
accumulated amortization of $1,563 and $1,698 eetsyely 2,48( 2,34¢
Other 1,554 2,02¢
$ 7,86( $ 10,45:

Agreements not to compete are amortized over the ¢ the respective agreements, ranging from foten years. Deferred loan costs
are being amortized over the term of the relatdal.de

12. SENIOR LONG-TERM DEBT
The Company'’s senior long-term debt consisted eftiowing at December 31, 2010 and 2011 (in thods):

December 31 December 31
2010 2011

Revolving credit facility, secured, floating rate $ 60C $ 3,10(

7 7/ 8% Senior Notes due 20: 130,00( 130,00(
Acquisition debi 20¢ 14C
Other 2,04z 2,25i
Less: current portio (439 (497)
$ 132,41¢ $ 135,00(

The Company has outstanding a principal amouni.8d$nillion of the Senior Notes, due in 2015, witterest payable semi-annually.
The Company had a $40.0 million senior securedlvavp credit facility with a $20.0 million accordiofeature that was to mature in
November 2012 and was collateralized by all perspraperty and funeral home real property in cerstates. Effective August 11, 2011,
Company entered into a new secured revolving cfadility with Wells Fargo Bank, N.A. which contairommitments for an aggregate of
$60.0 million with an accordion provision for upaa additional $15.0 million. The credit facilityatures in October 2014 and, under cer



conditions, may be extended to October 2016. Taditcfacility is collateralized by the accountse®@ble and all personal property of
the Company. Borrowings under the credit faciligabinterest at either the prime rate or LIBOR @i
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At December 31, 2011, the prime rate option wasvadgnt to 4.125% and the LIBOR margin was 1.873%%e fees related to the
current credit facility were approximately $333,008d are being amortized over the life of the fgciNo letters of credit were issued and
outstanding under the credit facility at Decemhbr2011. Interest is payable quarterly.

Carriage, the parent entity, has no material asseiperations independent of its subsidiaries a8flets and operations are held and
conducted by subsidiaries, each of which (excepChrriage Services Capital Trust, which is a gngirpose entity that holds our 7%
debentures issued in connection with the issuahtteedl rust’s term income deferrable equity se@si{TIDES) 7% convertible preferred
securities) have fully and unconditionally guaraat¢he Company’s obligations under the Senior N@&tdditionally, the Company does not
currently have any significant restrictions onalslity to receive dividends or loans from any sdlasy guarantor under the Senior Notes.

The Company was in compliance with the covenantsadoed in the credit facility and the Senior Nadssof and for the years ended
December 31, 2010 and 2011.

Acquisition debt consists of deferred purchaseepniotes payable to sellers. The deferred purchése qotes bear interest at 0%,
discounted at imputed interest rates ranging frémt® 8%, with original maturities from three totéién years.

The aggregate maturities of long-term debt forrtbxt five years as of December 31, 2011 are apprabely $500,000, $452,000,
$3,540,000, $130,277,000 and $211,000, respectaraly$500,000 thereafter.

13 CONVERTIBLE JUNIOR SUBORDINATED DEBENTURES PAYABLE TO AFFILIATE AND COMPANY OBLIGATED
MANDATORILY REDEEMABLE CONVERTIBLE PREFERRED SECURI TIES OF CARRIAGE SERVICES CAPITAL
TRUST

Carriage’s wholly-owned subsidiary, Carriage Sersi€apital Trust, issued 1,875,000 units of 7% editMe preferred securities
(TIDES) during June 1999, resulting in approximat90.0 million in net proceeds, and the Compasyesl a 7% convertible junior
subordinated debenture to the Trust in the amou®®®.75 million. The convertible preferred sedesthave a liquidation amount of $50 per
unit, and are convertible into Carriage’s commantktat the equivalent conversion price of $20.48&56share of common stock. The
subordinated debentures and the TIDES mature if,2081 the TIDES are guaranteed on a subordinasid by the Company. Both the
subordinated debentures and the TIDES containagioa for the deferral of distributions for up26 consecutive quarters. During the pe
in which distribution payments are deferred, diattions will continue to accumulate at the 7% ahnai@. Also, the deferred distributions
will themselves accumulate distributions at theushmate of 7%. During the period in which disttilbns are deferred, Carriage is prohibited
from paying dividends on its common stock or repasing its common stock, with limited exceptionsefie are no deferred distributions at
December 31, 2011.

For the year ended December 31, 2010, the Comggnychased 17,850 shares of these TIDES for appedgly $0.6 million and
recorded a gain of $0.3 million. In September 2@t8,Company converted these preferred shares atithent conversion rate of 2.4465 into
shares of common stock equal to 43,670 sharesn@thie year ended December 31, 2011, the Companyateased 61,742 shares of these
TIDES for approximately $2,241,000 and recordedgaif $846,000. The Company converted these peefetiares at the conversion rate of
2.4465 into shares of common stock equal to 151sbaPes. Immediately upon the exchange, these corshmres were cancelled. At
December 31, 2011, amounts outstanding under tinectible junior subordinated debentures totale@. §&nillion.

14. COMMITMENTS AND CONTINGENCIES
Leases

Carriage leases certain office facilities, vehicdad equipment under operating leases for ternggngrirom one to fifteen years. Cert
of these leases provide for an annual adjustmehtantain options for renewal. Rent expense tot#8850,000, $4,807,000 and $5,593,000
for 2009, 2010 and 2011, respectively. Assets aeduinder capital leases are included in proppfant and equipment in the accompanying
Consolidated Balance Sheets in the amount of $10028n 2010 and $1,059,000 in 2011, net of accatedldepreciation. Capital lease
obligations are included in current and long-terbtdas indicated below.
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14. COMMITMENTS AND CONTINGENCIES (continued)
At December 31, 2011, future minimum lease paymentter non-cancellable lease agreements werelaw ol

Future Minimum Lease

Payments
Operating
Capital
Leases Leases

(in thousands)
Years ending December &

2012 $ 3,81¢ $ 43¢
2013 3,507 437
2014 2,63( 462
2015 1,77¢ 504
2016 69¢€ 50¢
Thereafte 28¢ 5,194
Total future minimum lease paymel $12,71¢ $ 7,53t
Less: amount representing interest (rates rangorg 7% to 11.5% (3,249
Less: current portion of obligations under cap#alkses (131
Long-term obligations under capital leas $ 4,15t

Agreements and Employee Bene

Carriage has obtained various agreements not tpetnfrom former owners and employees. These agmsrare generally for one to
ten years and provide for periodic payments ovetéhm of the agreements. The aggregate paymeatsriier these agreements for the next
five years total $2,009,000, $1,611,000, $1,370,800169,000, and $683,000 respectively and $10002hereafter.

The Company has entered into various consultingeagents with former owners of businesses. Payni@nssich agreements are
generally not made in advance. These agreemengeaezally for one to ten years and provide foufeitpayments monthly or mieekly. The
aggregate payments for the next five years totaBF00, $499,000, $419,000, $236,000 and $87,@8pectively and $17,000 thereafter.

The Company has entered into employment agreemattitits executive officers and certain managenpamsonnel. These agreements
are generally for three years and provide for pgudition in various incentive compensation arrangiets. These agreements automatically
renew on an annual basis after their initial teas bxpired. The minimum payments due under theseagnts is approximately $1,855,000
for the next two years and $283,000 for the thidry

Carriage sponsors a defined contribution plan (4dbKthe benefit of its employees. The Companyatehing contributions and plan
administrative expenses totaled $1,220,000, $10283 and $1,357,000 for 2009, 2010 and 2011, réispbc The Company does not offer
any post-retirement or post-employment benefits.

Other Commitments

The Company has an agreement to outsource thegsingeof transactions for the cemetery businessartdin accounting activities.
The Company and the contractor may terminate thgact for various reasons upon written notificatiBayments vary based on the level of
resources provided. The Company paid $2.1 mil&in9 million and $2.0 million to the contractor &ervices in 2009, 2010 and 2011,
respectively.

Litigation

We are a party to various litigation matters anocpedings. For each of our outstanding legal ngtte evaluate the merits of the c:
our exposure to the matter, possible legal oresatht strategies, and the likelihood of an unfaverautcome. We intend to defend ourselves
in the lawsuits described herein. If we determiveg an unfavorable outcome is probable and card®onably estimated, we establish the

necessary accruals. We hold certain insuranceipslibat may reduce cash outflows with respechtadverse outcome of certain of these
litigation matters.

Leathermon, et al. v. Grandview Memorial Gardens, let al., United States District Court, Southern Distrittradiana, Case
No. 4:0%-cv-137. On August 17, 2007, five plaintiffs filed atative class action against the current and paseoswof Grandview Cemetery
Madison, Indiana, including the Carriage subsidisthat owned the cemetery from January 1997 kekituary 2001, on behalf of all
individuals who purchased cemetery and burial gaodbsservices at Grandview Cemetery. Plaintiffgxcidat the cemetery owners
performed burials negligently, breached Plaintiffshtracts, and made misrepresentations regardengemetery. The Plaintiffs also allege
that the claims occurred prior, during and after@ompany owned the cemetery. On October 15, 2808 %ase was removed from
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Jefferson County Circuit Court, Indiana to the $eut District of Indiana. On April 24, 2009, shgrtlefore Defendants had been scheduled
to file their briefs, in opposition to Plaintiffshotion for class certification, Plaintiffs movedamend their complaint to add new class
representatives and claims, while also seekingpémaon other claims. The Company, as well as skottvar Defendants, opposed Plaintiffs’
motion to amend their complaint and add partiegpril 2009, two Defendants moved to disqualifyiRtdfs’ counsel from further
representing Plaintiffs in this action. On March 3010, the Court granted the Defendants’ motiodisqualify Plaintiffs’ counsel. In that
order, the Court gave Plaintiffs 60 days within efhto retain new counsel. On May 6, 2010, Plaisfifed a petition for writ of mandamus
with the Seventh Circuit Court of Appeals seekialief from the trial court’s order of disqualifiéan of counsel. On May 19, 2010, the
Defendants responded to the petition of mandamosluly 8, 2010, the Seventh Circuit denied Pldsitietition for writ of mandamus.

Thus, pursuant to the trial court’s order, Plafatiffere given 60 days from July 8, 2010 in whichetmin new counsel to prosecute this action
on their behalf. Plaintiffs retained new counsed #re trial court granted the newly retained Plfsitcounsel 90 days to review the case and
advise the Court whether or not Plaintiffs wouldlskeave to amend their complaint to add and/ongbahe allegations as are currently
stated therein and whether or not they would seakd to amend the proposed class representativeln$s certification. Plaintiffs moved for
leave to amend both the class representativeshenallegations stated within the complaint. Defensldiled oppositions to such amendme
The Court issued an order permitting the Plaintidfproceed with amending the class representatindsa portion of their claims; however,
certain of Plaintiffs’ claims have been dismisdeikcovery in this matter will now proceed. Carriageends to defend this action

vigorously. Because the lawsuit is in its prelimmnatages, we are unable to evaluate the likelilafah unfavorable outcome to the Comg
or to estimate the amount or range of any potelu$a, if any, at this time.

15. INCOME TAXES

The provision for income taxes from continuing @tems for the years ended December 31, 2009, 20d@011 consisted of (in
thousands):

Year Ended December 31,

2009 2010 2011
Current:
U. S. Federa $ 80 $1,48¢ $ 7,59(
State 284 96C 1,032
Total current provisiol 364 2,44¢ 8,622
Deferred:
U. S. Federa 3,591 2,667 (3,419
State 83€ 252 (48)
Total deferred provisio 4,43: 2,91¢ (3,462
Total income tax provisio $4,79i $5,36¢ $ 5,16(

A reconciliation of taxes from continuing operatioralculated at the U.S. federal statutory ratbdse reflected in the Consolidated
Statements of Operations for the years ended Demedih 2009, 2010 and 2011 is as follows (in thods

Year Ended December 31,

2009 2010 2011
Amount Percen Amount Percen Amount Percen
Federal statutory rate $4,027 34.(% $4,57- 34.0% $4,127 34.(%
Effect of state income taxes, net of federal béi 667 5.6 85¢ 6.4 71C 5.¢
Effect of nor-deductible expenses and other, 322 2.7 13€ 1.1 53¢ 4.3
Change in valuation allowan: (219 (1.9 (19§ (1.5 (210 (1.7

$4,797 40.5% $5,36¢ 40.(% $5,16( 42.5%
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The tax effects of temporary differences from togaérations that give rise to significant defertaxdassets and liabilities at
December 31, 2010 and 2011 were as follows (inghods):

Year Ended December 31,

2010 2011
Deferred income tax asse
Net operating loss carryforwar $ 3,597 $ 2,47
State tax credit carryforwart 92 91
State bonus depreciati 25¢ 267
Accrued liabilities and othe 2,35k 3,07t
Amortization of no-compete agreemer 53¢ 33€
Preneed liabilities, ne 27,23¢ 33,30:
Total deferred income tax ass 34,07¢ 39,54«
Less valuation allowanc (1,549 (1,339)
Total deferred income tax ass $ 32,53: $ 38,20¢
Deferred income tax liabilitie:
Amortization and depreciatic $(28,107) $(30,759)
Other (856€) (426)
Total deferred income tax liabilitie (28,969 (31,179
Total net deferred tax ass: $ 3,56¢ $ 7,03(
Current deferred tax ass $ 2,357 $ 3,07
Non-current deferred tax ass 1,211 3,95k
Total net deferred tax ass: $ 3,56¢ $ 7,03(

The current deferred tax asset is included in liw##s and other current assets at December 30, &0d 2011. The non-current
deferred tax asset is included in Deferred chaagesother non-current assets at December 31, 2010Gi1.

Carriage records a valuation allowance to refleetdastimated amount of deferred tax assets forhadeiglization is uncertain.
Management reviews the valuation allowance at ttteo each quarter and makes adjustments if ibierchined that it is more likely than r
that the tax benefits will be realized. The Compesgognized a $0.2 million decrease in its valuatibowance during 2011.

For federal income tax reporting purposes, Carrigdized the remainder of its net operating loagygforward during the current year.
For state reporting purposes, Carriage has appeiglyn$45.7 million of net operating loss carryfands that will expire between 2013 and
2030, if not utilized. Based on management’s assestof the various state net operating lossegdtdetermined that it is more likely than
not that the Company will not be able to realizelianefits on a substantial amount of the stateksThe valuation allowance at
December 31, 2011 is attributable to the deferagdatset related to the state operating losses.

The Company analyzes tax benefits for uncertaimptesitions and how they are to be recognized, nmedsand derecognized in
financial statements; provides certain disclosofamcertain tax matters; and specifies how resefeeuncertain tax positions should be
classified on the Consolidated Balance SheetsCidmpany has reviewed its income tax positions dadtified certain tax deductions,
primarily related to business acquisitions thatraoecertain. Our policy with respect to potenpiehalties and interest is to record them as
“Other” expense and “Interest” expense, respegctivehe entire balance of unrecognized tax benefitecognized, would affect the
Company’s effective tax rate. The Company doesanttipate a significant increase or decreasesiantecognized tax benefits during the
next year.

The Company has unrecognized tax benefits for &8derd state income tax purposes totaling $7.9anitis of December 31, 2011,
resulting from deductions totaling $20.9 million faderal returns and $20.2 million on various statarns. The Company has state net
operating loss carryforwards exceeding these damhs;tand has accounted for these unrecognizeletagfits by reducing the deferred
income tax asset related to the net operatingdasgforwards by the amount of these unrecognizstlidtions. For federal and certain states
without net operating loss carryforwards, the Conyplaas increased its taxes payable by deducti@isth not considered more likely than
not. A reconciliation of the beginning and endimgoaint of unrecognized tax benefits is as followstliousands):

59



Table of Contents

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
15. INCOME TAXES (continued)

Year Ended December 31,

2009 2010 2011
Unrecognized tax benefit at beginning of year $6,321 $6,86° $7,39¢
Additions based on tax positions related to theeniryeal 56( 562 512
Reductions as a result of a lapse of the applicstateite of limitation: (24) (29) (32
Unrecognized tax benefit at end of y $6,86: $7,39¢ $7,87¢

The entire balance of unrecognized tax benefitgdbgnized, would affect the Company’s effectae itate. The effects of recognizing
the tax benefits of uncertain tax positions forykar ended December 31, 2011 were not matertaet€ompany’s operations. The Company
does not anticipate a significant increase or @ges&én its unrecognized tax benefits during the tveelve months. The amount of penalty i
interest recognized in the balance sheet and statisof operations was not material for the yeareedndecember 31, 2011.

The Company’s Federal income tax returns for 20@dugh 2010 are open tax years that may be exarbiyndte Internal Revenue
Service. The Company’s unrecognized state tax beree€ related to state returns open from 200dutin 2010.

16. STOCKHOLDERS' EQUITY
Stock Based Compensation Plans

During the three year period ended December 311,204rriage had four stock benefit plans in efteadder which stock option grants
restricted stock have been issued or remain ouwlistgnthe 1995 Stock Incentive Plan (the “1995 Blathe 1996 Stock Option Plan (the
“1996 Plan”), the 1996 Directors’ Stock Option P{#me “Directors’ Plan”) and the Amended and Rext&2006 Long Term Incentive Plan
(the “Amended and Restated 2006 Plan”). All of dpdons granted under the plans have ten-year téfhes1995 Plan expired in 2005 and
the 1996 Plan and the Director’s Plan were termithauring 2006. The 2006 Amended and RestatedeR{gines on May 24, 2016. The
expiration and termination of these plans doesffett the options previously issued and outstamdin

All stock-based plans are administered by the Corsgigon Committee appointed by the Board of Dinectdhe 2006 Amended and
Restated Plan provides for grants of options asqualified options or incentive stock options, riesed stock, stock appreciation rights and
performance awards. Option grants are requireth®2006 Amended and Restated Plan to be issuedwitixercise price equal to or greater
than the fair market value of Carriage’s commorrlstas determined by the closing price on the datheooption grant. The options have ten
year terms

The status of each of the plans at December 311, B0ds follows (in thousands):

Shares
Available to

Shares Options
Reservet Issue Outstanding
1995 Plan — — 16
1996 Plar — — 8

Directors Plan — — —
2006 Amended and Restated F 2,85( 93¢ 297
Total 2,85( 93¢ 321

Employee Stock Optiol

On February 28, 2011, a total of 207,549 stockootiwere awarded to officers and certain employBaesse options will vest in 38 3/
% increments over a three year period and will expn February 28, 2021. The value of these stptikims is approximately $0.5 million.
The fair value of the option grants is estimatedtandate of grant using the Black-Scholes optiacing model with the following weighted-
average assumptions: risk-free interest rates2#%; expected dividend yield of 0% for each yeapeeted termination period of 3.37 years;
expected lives of three years; and expected vityadif 60.09%. During the third quarter of 20110@) stock options were awarded to an
employee. The value of these options was approgin&6,400. The stock options vest in 8% % increments over a three year period and
will expire August 10, 2021. The fair value of thtion grant is estimated on the date of grantguie Black-Scholes option pricing model
with the following weighted-average assumptionsk-free interest rates of 0.625%, expected dividgald of 1.9% for each year; expected
termination period of 3.46 years, expected livethade years; and expected volatility of 58.74%.

60



Table of Contents

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
16. STOCKHOLDERS'’ EQUITY (continued)

A summary of the stock options at December 31, 20020 and 2011 and changes during the three geded December 31, 2011 is
presented in the table and narrative below (sharg®usands):

Year Ended December 31,

2009 2010 2011

Wid. Avg. Wid. Avg. Wid. Avg.

Shares Ex. Price Share: Ex. Price Shares Ex. Price

Outstanding at beginning of period 907 $ 2.97 781 $ 2.71 445 $ 4.7/
Grantec — — 211 $ 4.7¢ 21z $ 5.6¢
Exercisec (76 $ 2.01 (51¢) $ 156 (179 $ 5.5¢
Canceled or expire _44 s 9.zt @7 $ 47¢ (162 $ 5.24
Outstanding at end of ye 781 $ 271 448 $ 47/ 321 $ 5.17
Exercisable at end of ye 787 $ 271 25 $ 471 _10€ $ 4.7¢

The aggregate intrinsic value of the outstandindjetercisable stock options at December 31, 20k1$245,000.

The total intrinsic value of options exercised dgr2009, 2010 and 2011 totaled $151,000, $1,628 210 $203,800 respectively. As
December 31, 2011, there was $276,400 of unrecedriampensation cost, net of estimated forfeitusdated to nonvested stock options.
The Company recorded compensation expense retatagbting stock options totaling less than $1,60R009, $81,000 in 2010, and
$237,000 in 2011.

The following table further describes the Compamysstanding stock options at December 31, 201dréshin thousands):

Options Outstandin Options Exercisabl
Number

Qgtﬁgtlas of OL’:lthjgggirn WeightedAverage Exercisabl

Exercise Prices Remaining WeightedAverage WeightedAverage
150% incremen at 12/31/1: Contractual Life Exercise Pric¢ at 12/31/1: Exercise Prict
$3.12-4.78 24 1.41 $ 4.4t 24 $ 4.4¢
$4.7¢-4.78 15z 8.3¢ $ 4.7¢ 77 $ 4.7¢
$4.7¢-5.70 3 9.62 $ 5.21 — —
$5.7(-5.70 141 9.17 $ 5.7C 5 $ 5.7C
$3.12-5.70 321 8.2z $ 5.1¢€ 10€ $ 4.7¢

Employee Stock Purchase PI

Carriage provides all employees the opportunitgurchase common stock through payroll deductionschiases are made quarterly;
price being 85% of the lower of the price on themgate or the purchase date. In 2009, employgehgsed a total of 219,262 shares at a
weighted average price of $2.52 per share. In 28tployees purchased a total of 106,880 shareweigted average price of $3.38 per
share. In 2011, employees purchased a total oB8GRares at a weighted average price of $4.15h@e. Compensation cost for the Plan
totaling approximately $159,000, $173,000, and $100 was expensed in 2009, 2010 and 2011, respBctiv

The fair values of the grants at the beginningaaheof the years pursuant to the Company’s emplsigak purchase plan (“ESPP”)
were estimated using the following assumptions:

2009 2010 2011
Dividend yield 0% 0% 0%
Expected volatility 76% 70% 29%
Risk-free interest ra. 0.09%, 0.27%, 0.31%, 0.3t 0.08%, 0.18%, 0.31%, 0.4¢ 0.15%, 0.19%, 0.24%, 0.2¢
Expected life (years .25, .50, .75, .25, .50, .75, .25, .50, .75,

Expected volatilities are based on the historicddtility during the previous twelve months of thiederlying common stock. The risk-
free rate for the quarterly purchase periods igthas the U.S. Treasury yields in effect at theetwhgrant (January 1). The expected life of
the ESPP grants represents the calendar quabengtie grant date (January 1) to the purchase(eateof each quarter).
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Restricted Stock Gran

The Company, from time to time, issues sharessifioked common stock to certain officers, direst@nd key employees of the
Company from its stock benefit plans. The restda®ck issued to officers and key employees vesither 25% or 33 3% increments
over four or three year terms, respectively. A siamnof the status of unvested restricted stock dsvas of December 31, 2011, and changes
during 2011, is presented below (shares in thougand

Weighted Average

Grant Date
Unvested stock awards Shares Fair Value
Unvested at January 1, 2011 66C $ 4.2¢
Awards 28C 5.6¢
Vestings (344 4.3:
Cancellations (105 4.84
Unvested at December 31, 2C 491 $ 5.3¢

Related to the vesting of restricted stock awardsipusly awarded to our officers, employees amdators, the Company recorded
compensation expense, included in general, admatiigt and other expenses, totaling $1.0 milliontfie year ended December 31, 2009,
$1.3 million for the year ended December 31, 2@H@, $1.9 million for the year ended December 31,120

As of December 31, 2011, the Company had $1.5onillif total unrecognized compensation costs relateshvested restricted stock
awards, which are expected to be recognized owarighted average period of approximately 1.6 years.

Director Compensation Plar

The Company’s Director Compensation Plan entithesdirectors to be compensated in the form of gulgrtetainers for service as a
director, annual retainers for committee chair p@s$ and fees for attending meetings. Effectivedi&2, 2010, and subsequently revised on
July 14, 2010, the Board of Directors approvedw Bé&rector Compensation Policy in which the direstoo longer have an option to elect to
receive all or a portion of their fees in stockn8equently, all retainers and meeting fees aftexMa2, 2010 have been paid in cash. Also, in
accordance with this new policy, each independeattbr is entitled to a fully vested annual equisainer equal to $40,000 of the
Companys common stock. On May 18, 2011, the Company isi&8@P shares of common stock to each of the thadspendent directors {
such retainer. One new director joined the BoarDicdctors during the second quarter of 2011, datlwkime he was granted 17,006 shares
valued at $100,000. A second new director joinedBbard of Directors during the third quarter of20at which time he was granted 19,193
shares valued at $100,000. For both new direabmies;half of those shares vested immediately; theieder vest over two years. On
March 5, 2012, the Board of Directors approvedw Bé&rector Compensation Policy which increasedaiarfees and retainers.

Cash Dividends

On May 17, 2011, our Board of Directors approveditiitiation of a quarterly cash dividend policy faur common stock. The Board
declared three quarterly dividends of $0.025 pareshtotaling approximately $1.4 million which weraid on June 1, 2011,
September 1, 2011 and December 1, 2011 respecttealgcord holders of our common stock as of May2D11, August 12, 2011 and
November 14, 2011 respectively. The Company hasidemd reinvestment program so that stockholdeag glect to reinvest their dividen
into additional shares of the Company’s commonkstoc

17. SHARE REPURCHASE PROGRAM

During November 2011, the Board of Directors apprba share repurchase program authorizing the Qoympagurchase up to $5
million of the Company’s common stock. The repusgtaare executed in the open market and througately negotiated transactions
subject to market conditions, normal trading retiths and other relevant factors. During 2011,Gleenpany repurchased 126,952 shares of
common stock at an aggregate cost of $736,456 maderage cost per share of $5.82. The repurctsmads are held as treasury stock.
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18. PREFERRED STOCK

The Company has 40,000,000 authorized shares faefrprd stock. The Company has issued 20,000 sb&arandatorily redeemable
convertible preferred stock to a key employee ichexge for certain intellectual property rightseTireferred stock has a liquidation value of
$10 per share and is convertible at any time gadfebruary 22, 2013 into the Company’s commonkstoca one-for-one basis. If not
converted into the Company’s common stock, thegprefl stock is subject to mandatory redemptionetrirary 22, 2013. Dividends accrue
on a cumulative basis at the rate of 7% per yegrlple quarterly.

19. RELATED PARTY TRANSACTIONS

A member of the Company'Board of Directors is a key member of managerardtChief Investment Officer of an otherwise urtesd:
company that holds $7.3 million of the Company’siSeNotes for investment purposes.

20. EARNINGS PER SHARE

Share-based awards that contain non-forfeitablesitp dividends or dividend equivalents, whethedmr unpaid, are participating
securities and included in the computation of hmbkic and diluted earnings per share. Our grantsstficted stock awards to our employees
and directors are considered participating seegréind we have prepared our earnings per shardatados to include outstanding unvested
restricted stock awards in the basic and diluteijmted average shares outstanding calculation.

The following table sets forth the computationiwé basic and diluted earnings per share for thesysreded December 31, 2009, 2010
and 2011:

Year Ended December 31,

2009 2010 2011
(in thousands, except per share d
Net income $ 6,78( $ 7,77 $ 6,66¢
Net income allocated to n-vested share awar 26¢ 30z 31z
Preferred stock dividen (14) (14) (14)
Undistributed earnings available to common stocitéid $ 7,03« $ 8,06¢ $ 6,96¢
Weighted average number of common shares outsigfalitbasic EPS
computatior 17,57 17,63t 18,35¢

Effect of dilutive securities

Stock options 17¢€ 303 38
Weighted average number of common and common deuivshares

outstanding for diluted EPS computat 17,74¢ 17,93¢ 18,391

Basic earnings per common shg

Undistributed earning $ 0.3¢ $ 0.44 $ 0.3€

Allocation of earnings to n«-vested share awar: 0.01 0.02 0.0z

Total $ 0.4cC $ 0.4¢ $ 0.3¢
Diluted earnings per common shs

Undistributed earning $ 0.3¢ $ 0.4: $ 0.3¢€

Allocation of earnings to n«-vested share awar: 0.01 0.02 0.0z

Total $ 0.4cC $ 0.4t $ 0.3¢

Options to purchase 0.2 million shares were nduied in the computation of diluted earnings perstor the year ended
December 31, 2009, because the effect would bdilaritie as the exercise prices exceeded the aearagket price of the common shares.

Options to purchase 0.7 million shares were nduied in the computation of diluted earnings perstor the year ended
December 31, 2010, because the effect would bdikaitie as the exercise prices exceeded the agarsgket price of the common shares.

Options to purchase 0.5 million shares were nduded in the computation of diluted earnings perstor the year ended
December 31, 2011, because the effect would bdikaitie as the exercise prices exceeded the agarsgket price of the common shares.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

21. MAJOR SEGMENTS OF BUSINESS

Carriage conducts funeral and cemetery operatinhsio the United States. The following table praseexternal revenues from

continuing operations, net income (loss) from aauitig operations, total assets, depreciation arattaration, capital expenditures, number

of operating locations, interest expense, and irectar expense (benefit) from continuing operatiospsegment:

External revenues from continuing operatic
2011
2010
2009
Income (loss) from continuing operations beforeme taxes
2011
2010
2009
Total assets
2011
2010
2009
Long-lived assets
2011
2010
2009
Depreciation and amortizatio
2011
2010
2009
Capital expenditure:
2011
2010
2009
Number of operating locations at year e
2011
2010
2009
Interest expens
2011
2010
2009
Income tax expense (benefit) from continuing openst
2011
2010
2009

Funeral

Cemetery

Corporate

Consolidatec

(in thousands, except number of operating locaji

$145,22:
138,12!
131,05:

$ 42,13
37,94(
38,04(

$423,71.
409,32¢
370,05¢

$305,54(
286,86
267,23:

$ 5,74¢
5,36:
5,531

$ 5,95¢
6,461
3,42:

15¢
147
13¢

$ 34¢
31z
41C

$ 16,22°
14,34¢
26,37¢

$ 45,41«
46,82:
46,57¢

$ 10,17(
9,50¢
7,57¢

$226,17"
242,46
223,74

$ 91,43(
90,611
90,30¢

$ 2,852
3,25¢
3,215

$ 3,67
3,44¢
4,87¢

33
33
32

$ 66
76
92

$ 3,71
3,44¢
4,731

$ —

$(40,166)
(33,999
(33,770

$ 22,88¢
19,22:
25,49]

$ 7,18t
7,18
7,791

$ 1,014
1,35¢
1,591

$ 1,01¢
74€
1,07:

$ 17,89¢
17,87«
17,99¢

$(14,77)
(12,426)
(26,309)

$ 190,63t
184,94
177,62°

$ 12,13¢
13,447
11,84¢

$ 672,77
671,01:
619,29¢

$ 404,15!
384,66:
365,33«

$ 9,61
9,97¢
10,33¢

$ 10,64«
10,66:
9,37(

192
18C
17C

$ 18,30¢
18,26:
18,49¢

$ 5,16(
5,36¢
4,797
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)
22. SUPPLEMENTAL DISCLOSURE OF STATEMENT OF OPERATI ONS INFORMATION

Year Ended December 31,
2009 2010 2011
(in thousands)

Revenue:
Goods
Funeral $ 54,17 $ 55,38¢ $ 57,467
Cemetery 32,95( 30,90¢ 29,06:
Total goods $ 87,12: $ 86,29t $ 86,53(
Services
Funeral $ 70,94t $ 74,357 $ 79,51¢
Cemetery 9,341 9,541 9,91¢
Total service: $ 80,29: $ 83,89¢ $ 89,437
Financial revenu
Preneed funeral commission inco $ 2,02« $ 2,26¢ $ 1,811
Preneed funeral trust earnir 3,911 6,117 6,42¢
Cemetery trust earning 2,74 4,81¢ 5,07:
Cemetery finance charg 1,53 1,55 1,36(
Total financial revenu $ 10,21« $ 14,75¢ $ 14,66¢
Total revenue $177,62° $184,94 $190,63¢
Cost of revenue
Goods
Funeral $ 45,207 $ 47,70( $ 47,79¢
Cemetery 26,52¢ 24,72¢ 22,65(
Total goods $ 71,73( $ 72,42¢ $ 70,44¢
Services
Funeral $ 36,12t $ 40,88t $ 42,09¢
Cemetery 6,461 6,674 6,784
Total service $ 42,58¢ $ 47,55¢ $ 48,88:
Financial expense
Preneed funeral commissio $ 1,73 $ 1,38¢ $ 1,371
Total financial expense $ 1,73i $ 1,38¢ $ 1,37
Total cost of revenue $116,05: $121,37 $120,70¢

The costs of revenues, for purposes of this supgiéahdisclosure, include only field costs and eges that are directly allocable
between the goods, services and financial categjorithe funeral and cemetery segments. Depregiatid amortization and regional and
unallocated funeral and cemetery costs are natdec in this disclosure.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

23. QUARTERLY FINANCIAL DATA (UNAUDITED)

The tables below set forth consolidated operatsglts by fiscal quarter for the years ended Deeger8b, 2010 and 2011, in thousands,
except earnings per share.

First Second Third Fourth
Quarter Quarter Quarter Quarter
2011
Revenue: $50,85¢ $47,907 $44,07¢ $47,79:
Gross profit 15,05( 13,54¢ 10,64¢ 13,06:
Net income $ 3,28¢ $ 2,601 $ 79 $ 29¢
Preferred stock dividen (4) 3 (5) 2
Net income available to common shareholc $ 3,282 $ 2,59¢ $ 78¢ $ 29€
Basic earnings per common she $ 0.1¢ $ 0.14 $ 0.04 $ 0.0z
Diluted earnings per common sha $ 0.1¢ $ 0.14 $ 0.04 $ 0.0z
2010
Revenue: $46,84" $44,517 $45,48¢ $48,09¢
Gross profit 13,517 12,03: 10,05¢ 11,83¢
Net income $ 2,774 $ 2,29¢ $ 85¢ $ 2,141
Preferred stock dividen 3 (4) 3 (4)
Net income available to common shareholc $ 2,771 $ 2,29¢ $ 85€ $ 2,148
Basic earnings per common she $ 0.1l¢ $ 0.1: $ 0.0t $ 0.12
Diluted earnings per common shi@®: $ 0.1¢ $ 0.1: $ 0.0t $ 0.12

(&) Earnings per share are computed independeamntlyaich of the quarters presented. Therefore umec§ the quarterly per share amounts
does not equal the total computed for the year 2dE0to rounding and stock transactions which aecuduring the perioc
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (continu ed)

24. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO N
The following information is supplemental disclosdior the Consolidated Statements of Cash Flowth@insands):

Year Ended December 31,

2009 2010 2011
Cash paid for interest and financing costs $17,881 $17,81¢ $ 17,69(
Cash paid for taxe 12¢€ 39:¢ 743
Fair value of stock issued to directors, officensd certain other employe 1,12¢ 1,12¢ 1,591
Restricted common stock withheld for payroll ta 12¢ 131 41F
Net (deposits) withdrawals in preneed funeral & (222) 14¢ (1,389
Net (deposits) withdrawals in preneed cemeterytgi (2,879 (1,84%) 11,03:
Net (deposits) withdrawals in perpetual care tr (1,5572) 674 1,521
Net (increase) decrease in preneed funeral redeis (340 37€ 317
Net (increase) decrease in preneed cemetery réxtes (2,427 (69€) 1,54¢
Net withdrawals (deposits) of receivables from peshfuneral trust 91€ (349 (257)
Net change in preneed funeral receivables incrggsiecreasing)deferre

revenue (309 (872) 1,03¢
Net change in preneed cemetery receivables inoigédecreasing) deferre

revenue (480) 1,04C 9,28:
Net deposits (withdrawals) into (from) preneed fahérust account

increasing (decreasing) deferred preneed funecalpts 222 (14¢) 1,38:
Net deposits (withdrawals) into (from) preneed ctmetrust account

increasing (decreasing) deferred cemetery rec 2,87¢ 1,84¢ (11,03)
Net deposits (withdrawals) into (from) perpetualecaust account

increasing (decreasing) care tr’ corpus 1,577 (48¢) (1,839

25. SUBSEQUENT EVENTS

On February 21, 2012, the Company acquired a flherae business in Pennsylvania for $4.7 millientHe acquisition, the Company
acquired substantially all the assets and assuemtac operating liabilities, including obligatioassociated with existing preneed contracts.
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Carriage Services, Inc.:

Under date of March 9, 2012, we reported on thesalistated balance sheets of Carriage Servicesahtsubsidiaries (the Company) as of
December 31, 2011 and 2010, and the related cdasedl statements of operations, changes in stad&t®lequity, and cash flows for each
of the years in the three-year period ended Deceithe2011, in this annual report on Form 10-Ktfa year 2011. In connection with our
audits of the aforementioned consolidated finarsti@ements, we also audited the related consetidatancial statement schedule included
in Part IV, Item 15(a)2. This financial statemechedule is the responsibility of the Company’s nggamaent. Our responsibility is to express
an opinion on this financial statement scheduletas our audits.

In our opinion, such financial statement scheduteen considered in relation to the basic consdididinancial statements taken as a whole,
presents fairly, in all material respects, the infation set forth therein.

/sl KPMG LLP

Houston, Texas
March 9, 2012
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CARRIAGE SERVICES, INC.
SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

(in thousands)

Description
Year ended December 31, 200!

Allowance for bad debts, current porti

Allowance for preneed bad debts, contract caneatiatand receivables
from preneed funeral trusts, noncurrent por

Employee severance accru

Litigation reserve:

Year ended December 31, 201!
Allowance for bad debts, current porti
Allowance for preneed bad debts, contract canéatiatand receivables
from preneed funeral trusts, noncurrent por
Employee severance accru
Litigation reserve:

Year ended December 31, 2011:
Allowance for bad debts, current porti
Allowance for receivables from preneed funeral e@chetery trusts and
contract cancellations, noncurrent port
Employee severance accru
Litigation reserve:

69

Balance a
beginning Charged tc Balance at enc
costs and

of year expenses Deduction of year

$ 83z $ 3,617 $ 3,69¢ $ 751
$ 847 $ 2,74« $ 2,43: $ 1,16(
$ 137 $ 37 $ 174 $ —
$ 4,97 $ — $ 3,91/ $ 1,05¢
$ 751 $ 3,94: $ 3,71« $ 97¢
$ 1,16( $ 2,64¢ $ 2,57(C $ 1,23¢
$ — $ 237 $ — $ 237
$ 1,05¢ $ — $ 6 $ 1,052
$ 97¢ $ 1,22¢ $ 1,277 $ 92¢
$ 1,23¢ $ 2,33t $ 1,84 $ 1,72¢
$ 237 $ 1,93t $ 2,01t $ 157
$ 1,05:¢ $ — $ 27 $ 1,02¢
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL
DISCLOSURE.

None.

ITEM 9A. CONTROLS AND PROCEDURES.
Managemen's Evaluation of Disclosure Controls and Procedures

Our management, including our principal executind financial officers, has evaluated the effectassnof our disclosure controls and
procedures to ensure that the information requdek disclosed in our filings under the Securigshange Act of 1934, as amended, (the
“Exchange Act”) is recorded, processed, summaraetreported within the time periods specifiedhi@ SECS rules and forms, and to ens
that such information is accumulated and commuedtéd management, including our principal executind financial officers, as
appropriate to allow timely decisions regardinguiegd disclosure. Based on such evaluation, oumcfral executive and financial officers
have concluded that such disclosure controls andepiures were effective, as of December 31, 20tElLghd of the period covered by this
Annual Report on Form 10-K).

Assessment of Internal Control Over Financial Reimg

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting, as such term is
defined in Exchange Act Rule 13a-15(f). Managensergport on our internal control over financialggjng is presented on the following
page of this Annual Report on Form 10-K. KPMG LlaR,independent registered public accounting firat #udited the financial statements
included in this report, has issued an attestagpirt on our internal control over financial refooy which is also presented in Iltem 9A.
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MANAGEMENT 'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTI NG

Management of the Company is responsible for dstibf and maintaining adequate internal contr@rdinancial reporting as such
term is defined under Rule 13a-15(f) promulgatedeurthe Securities Exchange Act of 1934, as amended

Internal control over financial reporting is a pees designed to provide reasonable assurance iregtrd reliability of financial
reporting and the preparation of the Companyonsolidated Financial Statements for externgdgaes in accordance with generally acce
accounting principles, and includes those polieied procedures that:

(i) pertain to the maintenance of records thataspnable detail accurately and fairly reflecttthasactions and dispositions of
assets;

(i) provide reasonable assurance that transactiomsecorded as necessary to permit preparatitinasfcial statements in
accordance with accounting principles generallyepted in the U.S., and that our receipts and experd are being made only in
accordance with authorizations of management andioectors; and

(iii) provide reasonable assurance regarding prtaver timely detection of unauthorized acquisitiose or disposition of our
assets that could have a material effect on ous@atated Financial Statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

Management conducted an assessment of the Compatgyisal control over financial reporting as ofde@enber 31, 2011 using the
framework specified ifnternal Control — Integrated Frameworlpublished by the Committee of Sponsoring Orgditra of the Treadway
Commission. Based on such assessment, managemnsesdrfduded that the Company’s internal controk dwencial reporting was effective
as of December 31, 2011.

The Company'’s internal control over financial rapay as of December 31, 2011 has been audited BY&PLP, an independent
registered public accounting firm, which also aedithe financial statements of the Company foytae ended December 31, 2011, as stated
in their report which is presented in this AnnuapRrt.

/sl Melvin C. Payni
Melvin C. Payne
Chairman of the Board and Chief Executive Offi

/sl Terry E. Sanfor

Terry E. Sanfor(

Senior Vice President, Chief Accounting Officer and
Assistant Secretal

March 9, 2012
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Report of Independent Registered Public Accountingrirm

The Board of Directors and Stockholders
Carriage Services, Inc.:

We have audited Carriage Services, Inc.’s and digs&@s internal control over financial reporting@ December 31, 2011, based on criteria
established imnternal Control — Integrated Frameworksued by the Committee of Sponsoring Organizatidrike Treadway Commission
(COSO0). Carriage Services, Inc.’s management jmoresble for maintaining effective internal contoser financial reporting and for its
assessment of the effectiveness of internal cootret financial reporting, included in the accomying Management’s Report on Internal
Control over Financial Reporting. Our responsipilé to express an opinion on the Company’s infezoatrol over financial reporting based
on our audit.

We conducted our audit in accordance with the stadwdof the Public Company Accounting OversightriBq@nited States). Those stande
require that we plan and perform the audit to ebtagsonable assurance about whether effectivenaiteontrol over financial reporting was
maintained in all material respects. Our auditudeld obtaining an understanding of internal corav@r financial reporting, assessing the
that a material weakness exists, and testing aald&ing the design and operating effectivenesstefnal control based on the assessed risk.
Our audit also included performing such other pdoces as we considered necessary in the circunestawe believe that our audit provides
a reasonable basis for our opinion.

A company'’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegenerally accepted accounting
principles. A company’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainky reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and @jge reasonable assurance regarding preventitmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@izé statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or @¢taisstatements. Also, projections of any
evaluation of effectiveness to future periods afgect to the risk that controls may become inadégbecause of changes in conditions, or
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, Carriage Services, Inc. maintairiadll material respects, effective internal cohtiver financial reporting as of
December 31, 2011, based on criteria establishédemal Control — Integrated Framewoigsued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@snited States), the consolidated
balance sheets of Carriage Services, Inc. anddialiss as of December 31, 2011 and 2010, ancethted consolidated statements of
operations, changes in stockholders’ equity, asth §@aws for each of the years in the three-yeaiodeended December 31, 2011, and our
report dated March 9, 2012 expressed an unquabifi@sion on those consolidated financial statements

/s KPMG LLP

Houston, Texas
March 9, 2012
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Changes in Internal Control Over Financial Reportm

During the three months ended December 31, 20&ie tlvas no change in our system of internal cootret financial reporting (as
defined in Rules 13a-15(f) or 15d-15(f) under thetiange Act) that has materially affected, or &smably likely to materially affect, our
internal control over financial reporting.

ITEM 9B. OTHER INFORMATION.
None.

PART IlI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE.
Code of Ethics

We have adopted a Business Ethics and Code of €gnalich is applicable to our principal executofficer and other senior financial
officers, who include our principal financial oféic principal accounting officer or controller, apersons performing similar functions. The
Code is available on our Internet websitevatw.carriageservices.conlo the extent required by SEC rules, we intendigolose any
amendments to this code and any waiver of a pmmvisf the Code for the benefit of our principal extéve officer, principal financial officer,
principal accounting officer or controller, or pens performing similar functions, on our websit¢hivi four business days following any st
amendment of waiver, or within any other period thay be required under SEC rules from time to time

The information required by Item 10 is incorporabgdreference to the registrant’s definitive prastgtement relating to its 2012 annual
meeting of stockholders, which proxy statement bélfiled pursuant to Regulation 14A of the ExclaAgt within 120 days after the end of
the last fiscal year.

ITEM 11. EXECUTIVE COMPENSATION.

The information required by Item 11 is incorporabgdreference to the registrant’s definitive prastgtement relating to its 2012 annual
meeting of stockholders, which proxy statement bélfiled pursuant to Regulation 14A of the ExclaAgt within 120 days after the end of
the last fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

The information required by Item 12 is incorporabgdreference to the registrant’s definitive prastgtement relating to its 2012 annual
meeting of stockholders, which proxy statement bélfiled pursuant to Regulation 14A of the ExclaAgt within 120 days after the end of
the last fiscal year.

The following table, required by Item 201(d) of Région S-K, summarizes information regarding thenber of shares of our common
stock that are available for issuance under atlusfexisting equity compensation plans as of Deaarl, 2011.

Number of securities

Number of securities tc remaining available for

Weighted-average
exercise price of

outstanding options future issuance under

equity compensation
plans (excluding

securities reflected in

warrants and rights column (a))

Plan Category (@) (b) (©)
Equity compensation plans approved by security

holders 321,20: $ 5.17 937,76:
Equity compensation plans not approved by security

holders — — —

Total 321,20: $ 5.17 937,76:

be issued upon exercis

of outstanding options warrants and rights
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE.

The information required by Item 13 is incorporabgdreference to the registrant’s definitive prastgtement relating to its 2012 annual
meeting of stockholders, which proxy statement baéllfiled pursuant to Regulation 14A of the ExchaAgt within 120 days after the end of
the last fiscal year.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

The information required by Item 14 is incorporabgdreference to the registrant’s definitive prastgtement relating to its 2012 annual
meeting of stockholders, which proxy statement baéllfiled pursuant to Regulation 14A of the ExcheaAgt within 120 days after the end of
the last fiscal year.

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) (1) FINANCIAL STATEMENTS

The following financial statements and the Repbihdependent Registered Public Accounting Firmféeel as a part of this report on
the pages indicated:

Page
Report of Independent Registered Public Accourfting 36
Consolidated Balance Sheets as of December 31,&010011 37
Consolidated Statements of Operations for the YEaded December 31, 2009, 2010 and Z 38
Consolidated Statements of Changes in Stockh¢ Equity for the Years Ended December 31, 2009, 20102011 39
Consolidated Statements of Cash Flows for the Yeaded December 31, 2009, 2010 and Z 40
Notes to Consolidated Financial Stateme 41
Managemer's Report on Internal Control over Financial Repay 71
Attestation of Independent Registered Public ActiognFirm 72

(2) FINANCIAL STATEMENT SCHEDULES

The following Financial Statement Schedule andRbport of Independent Registered Public Accourfiimg on Financial Statement
Schedule are included in this report on the paggisated:

Page
Report of Independent Registered Public Accounfiing on Financial Statement Schedule 68
Financial Statement Schedule— Valuation and Qualifying Accoun 69

All other schedules are omitted as the requiregrintion is inapplicable or the information is preted in the Consolidated Financial
Statements or related notes.

(3) EXHIBITS

A copy of this Form 10-K, excluding exhibits, willbe furnished at no charge to each person to whompoxy statement for our
2012 annual meeting of stockholders is delivered op the request of such person. Exhibits to this Fon 10-K are available upon
payment of a reasonable fee, which is limited to owexpenses in furnishing the requested exhibit. Regpsts for copies should be
directed to our Corporate Secretary, by mail at 308 Post Oak Boulevard, Suite 300, Houston, Texas &®or by phone at 1-866-332-
8400 or 713-332-8400.

Exhibit No. Description
3.1 Amended and Restated Certificate of Incorporat@snamended, of the Company. Incorporated hereirfeyence to
Exhibit 3.1 to the Compar's Annual Report on Form -K for its fiscal year ended December 31, 1¢
3.2 Certificate of Amendment dated May 7, 1997. Incogped by reference to Exhibit 10.2 to the Compayisirterly
Report on Form 1-Q for its fiscal quarter ended September 30, 1
3.3 Certificate of Amendment dated May 7, 2002. Incogped by reference to Exhibit 3.1 to the Compaiyimrterly

Report on Form 1-Q for its fiscal quarter ended June 30, 2(
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3.4

3.5

3.6

3.7

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

4.1C

10.1

10.2

10.c

Amended and Restated Certificate of Designatioridanridatorily Redeemable Convertible Preferred St8ekies A. Incorporated |
reference to Exhibit 4.1 to the Comp’s Current Report on Forn-K/A filed April 22, 2008.

Amended and Restated Bylaws of the Company. Incated by reference to Exhibit 3.2 to the Compaiegjistration Statement on
Form &1 (File No. 33-05545).

Amendments to the Bylaws of the Company effectiee&mber 18, 2000. Incorporated by reference toliib®i9 to the Company’s
Annual Report on Form -K for its year ended December 31, 20

Amendments to the Bylaws of the Company effectivayMO, 2008. Incorporated by reference to Exhibthe Company’s current
report on Form -K filed May 28, 2008

Certificate of Trust of Carriage Services Capitalsk. Incorporated by reference to Exhibit 4.6hte Company’s Form S-3
Registration Statement No. :-84141.

Amended and Restated Declaration of Trust of Cgeraervices Capital Trust, dated June 3, 1999 arni@@Gompany, Wilmington
Trust Company, Wilmington Trust Company, and Markiiffey, Thomas C. Livengood and Terry E. Sanféndorporated by
reference to Exhibit 4.7 to the Comp’s Form {3 Registration Statement No. -84141.

Indenture for the Convertible Junior Subordinated&ntures due 2029 dated June 3, 1999 betweerothpa@y and Wilmington
Trust Company. Incorporated by reference to ExHiltto the Compar's Form &3 Registration Statement No. -84141.

Form of Carriage Services Capital Trust 7% ConkttPreferred Securities. Incorporated by referéadexhibit 4.10 to the
Compan’s Form &3 Registration Statement No. -84141.

Form of the Company’s Convertible Junior SubordiddDebentures due 2029. Incorporated by referenEghibit 4.11 to the
Compan’s Form &3 Registration Statement No. -84141.

Preferred Securities Guarantee dated June 3, 1&9&én the Company and Wilmington Trust Compangorporated by reference
to Exhibit 4.12 to the Compa’s Form {3 Registration Statement No. -84141.

Common Securities Guarantee, dated June 3, 19@abiage Services, Inc. as Guarantor. Incorporbyeéference to Exhibit 4.13
to the Compar’s Form &3 Registration Statement No. -84141.

Amendment No. 1 to Amended and Restated Declarafidmust of Carriage Services Capital Trust. Impmoated by reference to
Exhibit 4.14 to the Compa’s Form -3 Registration Statement No. -84141.

Indenture dated as of January 27, 2005 betweena@arServices, Inc., the Guarantors named thesiGuarantors, and Wells Fal
Bank, National Association, as trustee. Incorpatdterein by reference to Exhibit 4.1 to the Companourrent report on Form 8-K
dated January 27, 20C

Credit Agreement dated August 11, 2011, among &gerServices, Inc., as the Borrower, and Wellsd-Bank, N.A. (“Wells
Fargo”) as the Administrative Agent and Sole Lendlecorporated by reference to Exhibit 10.1 to@@npany’s Current Report on
Form &K filed August 16, 2011

Second Amended and Restated 1996 Director’s Stgtio®Plan. Incorporated by reference to Exhibitla® the Company’s 2000
Schedule 14A. "

Indemnity Agreement with Melvin C. Payne dated Deber 18, 2000. Incorporated by reference to ExHibi20 to the Company’s
Annual Report on Form -K for its fiscal year ended December 31, 200

Indemnity Agreement with Ronald A. Erickson dateecBmber 18, 2000. Incorporated by reference toixhd.27 to the
Compan’s Annual Report on Form -K for its fiscal year ended December 31, 200
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10.4

10.5

10.6

10.7

10.8

10.9

10.1C

10.11

10.1Z

10.13

10.14

10.1¢

10.1¢€

10.17

10.1¢

10.1¢

10.2C

10.21

Indemnity Agreement with Vincent D. Foster dated&maber 18, 2000. Incorporated by reference to HExhih28 to the
Compan’s Annual Report on Form -K for its fiscal year ended December 31, 200

Indemnity Agreement with George J. Klug dated M8y 2003. Incorporated by reference to Exhibit 16.8he Company’s
Quarterly Report on Form -Q for its quarter ended June 30, 200

Contingent Asset Sale Agreement dated Novembe2@® among Carriage Cemetery Services, Inc. and=8@#ral Services, Inc.
Incorporated by reference to Exhibit 10.20 to tlwenPany’s Annual Report on Form 10-K for its fisgabr ended December 31,
2006.

Asset Purchase Agreement dated December 15, 2008gp@arriage Cemetery Services, Inc. and Seasidetéey, Inc.
Incorporated by reference to Exhibit 10.21 to tlen@any’s Annual Report on Form 10-K for its fisgabr ended December 31,
2006.

Amendment No. 1 to the Contingent Asset Sale Agegrdated January 22, 2007 among Carriage Cemeggvjces, Inc. and
Alderwoods Group (California), Inc. Incorporatedigference to Exhibit 10.22 to the Company’s Anrieport on Form 10-K for
its fiscal year ended December 31, 2(

Amendment No. 2 to the Contingent Asset Sale Agesdrdated February 26, 2007 among Carriage Cem@grrjces, Inc. and
Alderwoods Group (California), Inc. Incorporatedieference to Exhibit 10.23 to the Company’s AnriReport on Form 10-K for
its Annual Report on Form -K for its fiscal year ended December 31, 2C

Long Term Incentive Plan. Incorporated by referetacExhibit 3.1 to the Company’s Form S-8 RegistraStatement No. 333-
136313 filed August 4, 200

Amendment No. 1 to the 2006 Long Term IncentivenPlacorporated by reference to Exhibit 10.1 to@wmnpany’s Quarterly
Report on Form 1-Q for its quarter ended June 30, 200

Stock Purchase agreement as of June 12, 2007 aBarigge Cemetery Services of Idaho, Inc., buymd, BEimothy T. Gibson,
seller, for 100 percent of the issued and outstandapital stock of Cloverdale Park, Inc. Incorpedsby reference to Exhibit 10.2
to the Compar’s Quarterly Report on Form -Q for its quarter ended June 30, 20

Asset Purchase Agreement dated October 10, 200fg@arriage Funeral Services of California, Inad @haddeus M. Luyben,
Sr. and Thaddeus Enterprises. Incorporated byaeéerto Exhibit 10.26 on Form-K for its fiscal year ended December 31, 2(

Carriage Services, Inc. 2007 Employee Stock PuscRéan. Incorporated by reference to Appendix AProxy Statement
relating to Carriage’s 2007 annual meeting of dhadtters, as filed with the Commission on April 2007, Commission File No.
001-11961.

Performance Unit Award Agreement for award dateidanl, 2009. Incorporated by reference to ExHibitl to the Company’s
Current Report on Form-K filed February 24, 200¢

Employment agreement with Melvin C. Payne dateddbder 29, 2010. Incorporated by reference to Extibil to the Company
Current Report on Form-K filed January 4, 2011.

Employment agreement with Terry E. Sanford dateahdey 4, 2011. Incorporated by reference to ExHiBifl to the Company’s
Current Report on Formr-K filed January 7, 2011.

Employment agreement with Jay D. Dodds dated Jaryeé2011. Incorporated by reference to Exhibi2lt@.the Company’s
Current Report on Formr-K filed January 7, 2011.

Employment agreement with J. Bradley Green datadalg 4, 2011. Incorporated by reference to ExHiBi8 to the Company’s
Current Report on Form-K filed January 7, 2011.

Employment agreement with George J. Klug datedalg, 2011. Incorporated by reference to Exhibigkto the Company’s
Current Report on Formr-K filed January 7, 2011.

Employment agreement with L. William Heiligbrodttdd September 1, 2011. Incorporated by referen&sitibit 10.1 to the
Compan’s Current Report on Forn-K filed September 13, 2011.
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10.22 Separation agreement with Jay D. Dodds dated NogeBt2011. Incorporated by reference to Exhibil. 6 the Company’s
Current Report on Form-K filed November 7, 2011.

10.23 Separation agreement with J. Bradley Green dateeidber 3, 2011. Incorporated by reference to EkKAiBI2 to the Company’s
Current Report on Form-K filed November 7, 2011.

*10.24  Director Compensation Policy dated March 5, 2(
*12 Computation of Ratio of Earnings to Fixed Char

14 Code of Business Conduct and Ethics. Carriage’s@bdBusiness Conduct and Ethics is available ertbbsite
WWW.carriageservices.com

*21.1 Subsidiaries of the Compar

*23.1 Consent of KPMG LLP

*31.1 Certification of Periodic Financial Reports by Mi@l\C. Payne in satisfaction of Section 302 of theb@ne-Oxley Act of 2002
*31.2 Certification of Periodic Financial Reports by TeH. Sanford in satisfaction of Section 302 of Babane-Oxley Act of 2002

*32 Certification of Periodic Financial Reports by Miel\C. Payne and Terry E. Sanford in satisfactio®@eftion 906 of the Sarbanes-
Oxley Act of 2002 and 18 U.S.C. Section 13

*101 Interactive Data Files

(*) Filed herewith

(**) Pursuant to Rule 406T of Regulation S-T, th@seractive data files are deemed not filed ot pha registration statement or prospectus
for purposes of Sections 11 or 12 of the Securhigtsof 1933, as amended, or Section 18 of the @siExchange Act of 1934, as
amended, and otherwise are not subject to liab

() Management contract or compensatory plan or arraege
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Exchange Act, the registrant has duly catisis report to be signed on its behalf by
the undersigned, thereunto duly authorized on M8&r@012.

CARRIAGE SERVICES, INC.

By: /s/ Melvin C. Payne
Melvin C. Payne
Chairman of the Board and Chief Executive
Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on behalf of
the registrant and in the capacities and on thesdatlicated.

Signature Title Date
/sl Melvin C. Payni Chairman of the Board, Chief Executive
Melvin C. Payne Officer and Director (Principal Executive Officer) March 9, 2012
/sl Terry E. Sanfor Senior Vice President, Chief Accounti March 9, 201:
Terry E. Sanford Officer and Assistant Secrete

(Principal Financial and Accounting Office

/s/ L. William Heiligbrodt Vice Chairman of the Board, Executi March 9, 201:
L. William Heiligbrodt Vice President, Secretary and Direc
/s/ David J. DeCarl Director March 9, 201z

David J. DeCarlo

/s/ Donald D. Patteson J Director March 9, 201:
Donald D. Patteson Jr.

/s/ Richard W. Scor Director March 9, 2012
Richard W. Scott
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3.6

3.7

4.1

4.2

4.3

4.4

4.5

4.6

4.7

4.8

4.9

EXHIBIT INDEX

Description

Amended and Restated Certificate of Incorporat@snamended, of the Company. Incorporated hereirfeyence to
Exhibit 3.1 to the Compar's Annual Report on Form -K for its fiscal year ended December 31, 1€

Certificate of Amendment dated May 7, 1997. Incogped by reference to Exhibit 10.2 to the Compa@usrterly
Report on Form 1-Q for its fiscal quarter ended September 30, 1

Certificate of Amendment dated May 7, 2002. Incogped by reference to Exhibit 3.1 to the Compaytmrterly
Report on Form 1-Q for its fiscal quarter ended June 30, 2(

Amended and Restated Certificate of Designatioraridatorily Redeemable Convertible Preferred St8ekies A.
Incorporated by reference to Exhibit 4.1 to the @any's Current Report on Forn-K/A filed April 22, 2008.

Amended and Restated Bylaws of the Company. Incated by reference to Exhibit 3.2 to the CompaiRegistration
Statement on Form-1 (File No. 33-05545).

Amendments to the Bylaws of the Company effectiee@nber 18, 2000. Incorporated by reference totxBi9 to the
Compan’s Annual Report on Form -K for its year ended December 31, 20

Amendments to the Bylaws of the Company effectivaeyMO0, 2008. Incorporated by reference to Exhibthe
Compan’s current report on Forr-K filed May 28, 2008

Certificate of Trust of Carriage Services CapitalsE. Incorporated by reference to Exhibit 4.6ht® Company’s Form
S-3 Registration Statement No. -84141.

Amended and Restated Declaration of Trust of Cgertaervices Capital Trust, dated June 3, 1999 artienGompany,
Wilmington Trust Company, Wilmington Trust Compaayd Mark W. Duffey, Thomas C. Livengood and Tetry
Sanford. Incorporated by reference to Exhibit 4.the Compar’s Form &3 Registration Statement No. -84141.

Indenture for the Convertible Junior Subordinated&ntures due 2029 dated June 3, 1999 betweerothpady and
Wilmington Trust Company. Incorporated by referet@&xhibit 4.8 to the Company’s Form S-3 RegistraStatement
No. 33:-84141.

Form of Carriage Services Capital Trust 7% ConkkrtPreferred Securities. Incorporated by refereéadexhibit 4.10 tc
the Compan’s Form &3 Registration Statement No. -84141.

Form of the Company’s Convertible Junior SubordidaDebentures due 2029. Incorporated by referenEghibit 4.11
to the Compar’s Form &3 Registration Statement No. -84141.

Preferred Securities Guarantee dated June 3, 1&9&én the Company and Wilmington Trust Compangorporated
by reference to Exhibit 4.12 to the Comp’s Form &3 Registration Statement No. -84141.

Common Securities Guarantee, dated June 3, 19@abijage Services, Inc. as Guarantor. Incorporayeeference to
Exhibit 4.13 to the Compa’s Form -3 Registration Statement No. -84141.

Amendment No. 1 to Amended and Restated Declarafidmust of Carriage Services Capital Trust. Ipooated by
reference to Exhibit 4.14 to the Comp’s Form &3 Registration Statement No. -84141.

Indenture dated as of January 27, 2005 betweema@arBervices, Inc., the Guarantors named themsiguarantors, ar
Wells Fargo Bank, National Association, as trusheeorporated herein by reference to Exhibit 4.thevsCompany’s
current report on Form-K dated January 27, 20C
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10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.1C

10.11

10.12

10.1¢

10.14

10.1¢

Credit Agreement dated August 11, 2011, among &g&rServices, Inc., as the Borrower, and Wellsd-Bank, N.A. (“Wells
Fargo”) as the Administrative Agent and Sole Lendleczorporated by reference to Exhibit 10.1 to@mnpanys Current Report o
Form &K filed August 16, 2011

Second Amended and Restated 1996 Director’s St@tio®Plan. Incorporated by reference to Exhibitla® the Company’s 2000
Schedule 14A. -

Indemnity Agreement with Melvin C. Payne dated Deber 18, 2000. Incorporated by reference to ExHidi20 to the Company’s
Annual Report on Form K for its fiscal year ended December 31, 200

Indemnity Agreement with Ronald A. Erickson dateecBmber 18, 2000. Incorporated by reference toliixtd.27 to the
Compan’s Annual Report on Form -K for its fiscal year ended December 31, 200

Indemnity Agreement with Vincent D. Foster dated&maber 18, 2000. Incorporated by reference to HExhih28 to the
Compan’s Annual Report on Form -K for its fiscal year ended December 31, 200

Indemnity Agreement with George J. Klug dated M8y 2003. Incorporated by reference to Exhibit 16.the Company’s
Quarterly Report on Form -Q for its quarter ended June 30, 200

Contingent Asset Sale Agreement dated Novembe2@® among Carriage Cemetery Services, Inc. and=8@#ral Services, Inc.
Incorporated by reference to Exhibit 10.20 to tleen@any’s Annual Report on Form 10-K for its fisgahr ended December 31,
2006.

Asset Purchase Agreement dated December 15, 2008gp@arriage Cemetery Services, Inc. and Seasideteey, Inc.
Incorporated by reference to Exhibit 10.21 to tlen@any’s Annual Report on Form 10-K for its fisgabr ended December 31,
2006.

Amendment No. 1 to the Contingent Asset Sale Agesdrdated January 22, 2007 among Carriage Cenfgggyjces, Inc. and
Alderwoods Group (California), Inc. Incorporatedigference to Exhibit 10.22 to the Company’s Anri@port on Form 10-K for
its fiscal year ended December 31, 2(

Amendment No. 2 to the Contingent Asset Sale Agegrdated February 26, 2007 among Carriage Cem@&&xgces, Inc. and
Alderwoods Group (California), Inc. Incorporatedieference to Exhibit 10.23 to the Company’s AnriReport on Form 10-K for
its Annual Report on Form -K for its fiscal year ended December 31, 2C

Long Term Incentive Plan. Incorporated by referetacExhibit 3.1 to the Company’s Form S-8 RegistraStatement No. 333-
136313 filed August 4, 200

Amendment No. 1 to the 2006 Long Term IncentivenPlacorporated by reference to Exhibit 10.1 to@wmnpany’s Quarterly
Report on Form 1-Q for its quarter ended June 30, 200

Stock Purchase agreement as of June 12, 2007 aGangge Cemetery Services of Idaho, Inc., buymd, Emothy T. Gibson,
seller, for 100 percent of the issued and outstandapital stock of Cloverdale Park, Inc. Incorpedaby reference to Exhibit 10.2
to the Compar’s Quarterly Report on Form -Q for its quarter ended June 30, 20

Asset Purchase Agreement dated October 10, 200ig@@arriage Funeral Services of California, Ina @haddeus M. Luyben,
Sr. and Thaddeus Enterprises. Incorporated byaeferto Exhibit 10.26 on Form -K for its fiscal year ended December 31, 2(

Carriage Services, Inc. 2007 Employee Stock PuscRén. Incorporated by reference to Appendix A®Proxy Statement
relating to Carriage’s 2007 annual meeting of shadtters, as filed with the Commission on April 2007, Commission File No.
001-11961.

Performance Unit Award Agreement for award dateidanl, 2009. Incorporated by reference to ExHibitl to the Company’s
Current Report on Form-K filed February 24, 200¢
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10.16 Employment agreement with Melvin C. Payne dateddbder 29, 2010. Incorporated by reference to Exhibil to the
Compan’s Current Report on Forn-K filed January 4, 2011.

10.17 Employment agreement with Terry E. Sanford dateaidey 4, 2011. Incorporated by reference to ExHiBifl to the Company’s
Current Report on Form-K filed January 7, 2011.

10.18 Employment agreement with Jay D. Dodds dated Jardyeé2011. Incorporated by reference to Exhibi2l@.the Company’s
Current Report on Formr-K filed January 7, 2011.

10.19 Employment agreement with J. Bradley Green datedaly 4, 2011. Incorporated by reference to ExHiBiB to the Company’s
Current Report on Form-K filed January 7, 2011.

10.20 Employment agreement with George J. Klug datedalgy, 2011. Incorporated by reference to Exhibigkto the Company’s
Current Report on Form-K filed January 7, 2011.

10.21 Employment agreement with L. William Heiligbrodttdd September 1, 2011. Incorporated by referenésibibit 10.1 to the
Compan’s Current Report on Forn-K filed September 13, 2011.

10.22 Separation agreement with Jay D. Dodds dated NogeB)l2011. Incorporated by reference to Exhibil 6 the Company’s
Current Report on Formr-K filed November 7, 2011.

10.23 Separation agreement with J. Bradley Green dateeidber 3, 2011. Incorporated by reference to EkKABI2 to the Company’s
Current Report on Formr-K filed November 7, 2011.

*10.24  Director Compensation Policy dated March 5, 2(
*12 Computation of Ratio of Earnings to Fixed Char

14 Code of Business Conduct and Ethics. Carriage’s@bdBusiness Conduct and Ethics is available entbbsite
www.carriageservices.com

*21.1 Subsidiaries of the Compar

*23.1 Consent of KPMG LLP

*31.1 Certification of Periodic Financial Reports by Mi@h\C. Payne in satisfaction of Section 302 of theb@ne-Oxley Act of 2002
*31.2 Certification of Periodic Financial Reports by TeE. Sanford in satisfaction of Section 302 of 8agbane-Oxley Act of 2002

*32 Certification of Periodic Financial Reports by MielC. Payne and Terry E. Sanford in satisfactioBeftion 906 of the Sarbanes-
Oxley Act of 2002 and 18 U.S.C. Section 13

*101 Interactive Data Files

(*) Filed herewith

(**) Pursuant to Rule 406T of Regulation S-T, th@geractive data files are deemed not filed ot paa registration statement or prospectus
for purposes of Sections 11 or 12 of the Securhigtsof 1933, as amended, or Section 18 of the ®&s1Exchange Act of 1934, as
amended, and otherwise are not subject to liab

() Management contract or compensatory plan or arraage
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Exhibit 10.24

CARRIAGE SERVICES, INC.
(“Carriage”)
Director Compensation Policy
(Revised March 5, 2012)

1. Definitions.

A. Independent Director Any Carriage director who meets the independeegeirements of the New York Stock Exchange (ohsuc
other exchange or quotation system upon whichhhees of its Common Stock are listed or quoted).

B. Management Directe+Any Carriage director who does not qualify as mtelpendent Director. No Management Director shall
receive compensation pursuant to this policy.

2. Retainel.

A. Generally. Each Independent Director is entitled to an ahretainer of $40,000, payable in quarterly instedhts of $10,000 each
the end of each quarter. The amount of the retérmrbject to proration if the individual is ardegpendent Director eligible to receive
the retainer for less than the full period in qigest

B. Lead Director The Lead Director shall be entitled to an anmetdiner of $115,000, payable in quarterly instelhts of $28,750 ea
at the end of each quarter. The amount of thermetas subject to proration if the individual is.ead Director eligible to receive the
retainer for less than the full period in question.

C. Audit Committee ChairThe Chair of the Audit Committee will receive amual retainer of $17,500.

D. Other Committee ChairThe Chair of each of the Corporate GovernancefNatimg Committee, Compensation Committee, and
Executive Committee will receive an annual retaiofe$15,000.

E. Annual retainers (B, C & D) shall be payabletlom date set by the Compensation Committee atfirgimeeting of each year for the
services provided during the succeeding 12 months.

3. Attendance at Board Meetin.

A. Attendance at Full Board MeetingEach Independent Director will receive $2,000egular or special meeting of the full Board of
Directors attended in person or by telephone.

Director Compensation Policy
Applicable 3/5/2012

Page 1 of :



B. Attendance at Committee Meetings

i. Audit Committee. The Audit Committee Chairmardaach member will receive $2,000 for each regulapecial meeting
of the Audit Committee attended in person or bgghbne

ii. Other Committees. For the Corporate Governaddesiinating Committee, and Compensation Committaeh&ommittee
Chairman and each member will receive $1,600 foheagular or special meeting attended in persdiydelephone. For
the Executive Committee, the Independent Commi@egirman and each Independent member will recety@0® for eacl
regular or special meeting attended in person delgphone

C. ReimbursementAll Directors are entitled to be reimbursed feasonable out-of-pocket travel and lodging expeimsatiending
Board meetings (full and Committee) in person,docadance with Carriage’s travel and entertainrpetities.

D. All meeting fees and reimbursement shall be nadke end of the quarter in which the meeting edd and the request for
reimbursement made.

4.  Stock Grant Upon New Directorshig\ny new Independent Director will receive upomession to the Board a grant of $100,000 in
restricted shares of Carriage’s Common Stock, paivalue (“Common Stock”). The number of sharesuath Common Stock shall be
determined by dividing the $100,000 by the cloginige of Carriage’s Common Stock on the date ofignahich shall be the date of
admission to the Board. Such Common Stock, shatl limsed on continued service on the Board) 50fteidiately and 25% on the
first and second anniversaries of admiss

5. Annual Stock GrantsAt the close of business on the date of the dmeating, each Independent Director will receivgrant of
$75,000 in restricted shares of Carriage’s Comntonk$ $.01 par value (“Common Stock”). The numbfestaares of such Common
Stock shall be determined by dividing the $75,00@He closing price of Carriage’s Common Stocklmdate of grant, subject to the
terms and conditions of any incentive plan adoptearriage and approved by its stockholders thatige for such grants (“Incentive
Plar”).

6. Registration It is intended that Common Stock issued undeagdtaphs 4 or 5 hereof will be registered underrfdind state securities
laws in accordance with any Registration Stateradnith is filed and becomes effective in connectioth any Incentive Plan under
which such Common Stock is issu

7. Effectivenes:. This Policy becomes effective immediately andligggo meetings attended March 5, 2012 and thtene

Director Compensation Policy
Applicable 3/5/2012

Page 2 of 2



CARRIAGE SERVICES, INC.

COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

(unaudited and in thousands)

EXHIBIT 12

2007 2008 2009 2010 2011
Fixed charges
Interest expens $17,63C $17,60¢ $17,73. $17,53¢ $17,59¢
Amortization of capitalized expenses related toti 714 725 767 72€ 70¢
Rental expense fact 1,23t 1,27¢ 1,28¢ 1,602 1,86¢
Total fixed charges before capitalized intel 19,57¢ 19,60¢ 19,78: 19,86¢ 20,16¢
Capitalized interes 59 56
Total fixed charge $19,63¢  $19,66f $19,78. $19,86¢ $20,16¢
Earnings available for fixed charge
Earnings before income tax $12,317 $ 3,52¢ $11,84f $13,447 $12,13¢
Add fixed charges before capitalized intel 19,57¢ 19,60¢ 19,78: 19,86¢ 20,16¢
Total earnings available for fixed charg $31,89¢ $23,13¢ $31,627 $33,31! $32,30:
Ratio of earnings to fixed charg® 1.62 1.1¢ 1.6C 1.6¢ 1.6C

()]

For purposes of computing the ratios of earningscta charges: (i) earnings consist of income frmomtinuing operations before
provision for income taxes plus fixed charges (edirlg capitalized interest) and (ii) “fixed charjesnsist of interest expensed and
capitalized, amortization of debt discount and @esgerelating to indebtedness and the portion dalexpense representative of the

interest factor attributable to leases for rentapprty.



SUBSIDIARIES AS OF DECEMBER 31, 2011

NAME
Carriage Services, In

Carriage Funeral Holdings, In

CFS Funeral Services, Ir

Carriage Holding Company, In

Carriage Funeral Services of Michigan, |
Carriage Funeral Services of Kentucky, |
Carriage Funeral Services of California, |
Carriage Cemetery Services of Idaho,
Wilson & Kratzer Mortuarie:

Rolling Hills Memorial Park

Carriage Services of Connecticut, |

CSl Funeral Services of Massachusetts,
CHC Insurance Agency of Ohio, Ir
Barnett, Demrow & Ernst, In

Carriage Services of New Mexico, Ir
Forastiere Family Funeral Services, |
Carriage Cemetery Services, |i

Carriage Services of Oklahoma, LI
Carriage Services of Nevada, i

Hubbard Funeral Home, In

Carriage Services Capital Trt

Carriage Team California (Cemetery), LI
Carriage Team California (Funeral), LL
Carriage Team Florida (Cemetery), LI
Carriage Team Florida (Funeral), L1
Carriage Services of Ohio, LL

Carriage Team Kansas, LL

Carriage Municipal Cemetery Services of Nevada,
Carriage Cemetery Services of California, |
Carriage Insurance Agency of Massachusetts,
Carriage Internet Strategies, I

Carriage Investments, In

Carriage Management, L.

Cochran’s Chapel of the Roses, Ir
Horizon Cremation Society, In

Carriage Life Events, In

Carriage Pennsylvania Holdings, I
Carriage Merger I, Inc

Carriage Florida Holdings, In

Aria Cremation Services, LL

Cloverdale Park, Inc

Cataudella Funeral Home, Ir

CARRIAGE SERVICES, INC.

JURISDICTION OF

INCORPORATION

Delaware
Delaware
Delaware
Delaware
Michigan
Kentucky
California
Idaho
California
California
Connecticu
Massachusett
Ohio
Kentucky
New Mexico
Massachusett
Texas
Oklahoma
Nevada
Maryland
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Nevada
California
Massachusett
Delaware
Delaware
Texas
California
California
Delaware
Delaware
Delaware
Delaware
Delaware
Idaho
Massachusett

EXHIBIT 21.1



EXHIBIT 23.1
Consent of Independent Registered Public Accountingirm

The Board of Directors and Stockholders
Carriage Services, Inc.:

We consent to the incorporation by reference irrégistration statements (No. 333-136313, No. 333408, and No. 333-166912) on

Form S-8 and (No. 333-171711) on Form S-3 of Cgerigervices, Inc. (the Company) and subsidiariesipfeports dated March 9, 2012
with respect to the consolidated balance sheetseo€ompany as of December 31, 2011 and 2010 henctlated consolidated statements of
operations, changes in stockholders’ equity, asth @ws, for each of the years in the three-yeaiog ended December 31, 2011, and the
related financial statement schedule, and the tffatess of internal control over financial repogtias of December 31, 2011 which reports
appear in the December 31, 2011 annual report om BEO-K of Carriage Services, Inc.

/sl KPMG LLP

Houston, Texas
March 9, 2012



EXHIBIT 31.1

[, Melvin C. Payne, certify that:
1. I have reviewed this annual report on Forr-K of Carriage Services, Inc. (tI*registran”);

2. Based on my knowledge, this report does notatorny untrue statement of a material fact or enittate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

3. Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presentet

this report;

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and procedoreaused such disclosure controls and procedaoies designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being preparec

Designed such internal control over financiglorting, or caused such internal control over faiahreporting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

Evaluated the effectiveness of the registradislosure controls and procedures and presentisisineport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

Disclosed in this report any change in the tegid's internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an atmeport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting;
and

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuat internal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardioéctors (or persons performing
the equivalent functions

a.

Dated: March 9, 2012

All significant deficiencies and material weagses in the design or operation of internal cortvelr financial
reporting which are reasonably likely to adversdfgct the registrant’s ability to record, processnmarize and
report financial information; an

Any fraud, whether or not material, that invalvaanagement or other employees who have a signifiole in the
registran’'s internal control over financial reportir

/s/ Melvin C. Payni
Melvin C. Paynt
Chairman of the Board al
Chief Executive Office




EXHIBIT 31.2

I, Terry E. Sanford, certify that:
1. I have reviewed this annual report on Forr-K of Carriage Services, Inc. (tI*registran”);

2. Based on my knowledge, this report does notatorny untrue statement of a material fact or enittate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this ref

3. Based on my knowledge, the financial statemeamd,other financial information included in théport, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presentet

this report;

4.  The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) and internal control over financial repogti(as defined in Exchange
Act Rules 13-15(f) and 15-15(f)) for the registrant and hav

a.

Designed such disclosure controls and procedoreaused such disclosure controls and procedaoies designed
under our supervision, to ensure that materiairmédion relating to the registrant, including itsmsolidated
subsidiaries, is made known to us by others with@se entities, particularly during the period ihieh this report is
being preparec

Designed such internal control over financiglorting, or caused such internal control over faiahreporting to be
designed under our supervision, to provide readeragsurance regarding the reliability of financégorting and the
preparation of financial statements for externappses in accordance with generally accepted atioguprinciples;

Evaluated the effectiveness of the registradislosure controls and procedures and presentisisineport our
conclusions about the effectiveness of the discisantrols and procedures, as of the end of thegeovered by
this report based on such evaluation;

Disclosed in this report any change in the tegid's internal control over financial reportirttat occurred during the
registrant’s most recent fiscal quarter (the regists fourth fiscal quarter in the case of an atmeport) that has
materially affected, or is reasonably likely to evélly affect, the registrant’s internal contrales financial reporting;
and

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuat internal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardioéctors (or persons performing
the equivalent functions

a.

Dated: March 9, 2012

All significant deficiencies and material weagses in the design or operation of internal cortvelr financial
reporting which are reasonably likely to adversdfgct the registrant’s ability to record, processnmarize and
report financial information; an

Any fraud, whether or not material, that invalvaanagement or other employees who have a signifiole in the
registran’'s internal control over financial reportir

/sl Terry E. Sanfor
Terry E. Sanfor
Senior Vice President, Chi
Accounting Officer an
Assistant Secreta




EXHIBIT 32

Certification of
Chief Executive Officer and Chief Financial Officer
under Section 906 of the
Sarbanes Oxley Act of 2002, 18 U.S.C. § 1350

In connection with the Annual Report of CarriagevB®s, Inc. (the “Company”), as filed with the 8dties and Exchange Commission on
the date hereof (the “Report”), Melvin C. PaynejefExecutive Officer of the Company, and TerrySanford, Chief Financial Officer of the
Company, each certify, pursuant to 18 U.S.C. SecRb0, as adopted pursuant to Section 906 of dneaBes-Oxley Act of 2002, that, to his

knowledge:
(1) the Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934, as amended; a

(2) the information contained in the Report faphgsents, in all material respects, the finana@aldition and results of operations of
the Company

March 9, 2012 /s/ Melvin C. Payni
Melvin C. Payn
Chairman of the Board a
Chief Executive Office

/sl Terry E. Sanfor
Terry E. Sanfor
Senior Vice President, Ch
Accounting Officer an
Assistant Secreta




