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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q
(Mark One)
M QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the quarterly period ended September 30, 2009
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number: 1-11961
CARRIAGE SERVICES, INC.
(Exact name of registrant as specified in its @rart
DELAWARE 76-042382¢
(State or other jurisdiction of incorporation oganization) (I.R.S. Employer Identification No
3040 Post Oak Boulevard, Suite 300, Houston, T 77056
(Address of principal executive office (Zip Code)

Registrant’s telephone number, including area code(713) 332-8400

Indicate by check mark whether the registtaphthas filed all reports required to be filed bgcon 13 or 15(d) of the Securities Exchange
Act of 1934 during the preceding 12 months (orsiech shorter period that the registrant was redquodile such reports), and (2) has been
subject to such filing requirements for the pastiags. Yes™ No[

Indicate by check mark whether the registhast submitted electronically and posted on its@@te Web site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of tifiapter) during the preceding
12 months (or for such shorter period that thestegit was required to submit and post such files). YesO NoO

Indicate by check mark whether the registiquat large accelerated filer, an accelerated flerpn-accelerated filer or a smaller reporting
company. See the definitions of “large acceleréited, “accelerated filer” and “smaller reportirmpany” in Rule 12b-2 of the Securities
Exchange Act of 1934.

Large accelerated fildd Accelerated filefv Non-Accelerated filer O Smaller reporting compariy
(Do not check if a smaller reporting compe
Indicate by check mark whether the registimiatshell company (as defined in Rule 12b-2 offkehange Act). YesO NoM

The number of shares of the registrant’s Com@iock, $.01 par value per share, outstandind B®wember 2, 2009 was 17,327,262.
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PART | — FINANCIAL INFORMATION

Iltem 1. Financial Statements

CARRIAGE SERVICES, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

December 31 September 3C
2008 2009
(unaudited)
ASSETS
Current asset:
Cash and cash equivalel $ 5,007 $ 3,25¢
Accounts receivable, net of allowance for bad deb®833 in 2008 and $873 in 20 14,631 14,45;
Inventories and other current ass 15,14 12,45¢
Total current asse 34,78¢ 30,16¢
Preneed cemetery trust investme 44,37 64,32¢
Preneed funeral trust investme 55,15( 71,69
Preneed receivables, net of allowance for bad a#t$847 in 2008 and $1,149 in 20 13,78 16,41
Receivables from preneed funeral trt 12,69 12,501
Property, plant and equipment, net of accumulaggmtetiation of $59,324 in 2008 and $64,521 in Z 126,16 123,90¢
Cemetery propert 70,21 71,17
Goodwill 164,51! 164,51!
Deferred charges and other I-current asset 12,29: 10,51¢
Cemetery perpetual care trust investmi 26,31¢ 38,49¢
Total asset $ 560,29: $ 603,71
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Current portion of senior lo-term debt and capital lease obligatic $ 81t $ 557
Accounts payabl 5,12¢ 4,73¢
Accrued liabilities 20,73: 12,30¢
Total current liabilities 26,67¢ 17,59¢
Senior lon+term debt, net of current portic 132,34! 132,08:
Convertible junior subordinated debentures dued92o an affiliated trus 93,75( 93,75(
Obligations under capital leases, net of currenti@o 4,572 4,45¢
Deferred preneed cemetery revel 49,52° 49,80°
Deferred preneed funeral rever 24,11 24,39¢
Deferred preneed cemetery receipts held in 44,37 64,32¢
Deferred preneed funeral receipts held in t 55,15( 71,69¢
Care trust’ corpus 26,07¢ 38,45(
Total liabilities 456,58: 496,56:
Commitments and contingenci
Redeemable preferred stc 20C 20C
Stockholder' equity:
Common Stock, $.01 par value; 80,000,000 sharémeanéd; 19,562,000 and 20,202,000 shares is
at December 31, 2008 and September 30, 2009, tesdg( 19¢ 20z
Additional paic-in capital 195,10« 196,55
Accumulated defici (86,050 (80,819
Treasury stock, at cost; 1,731,000 and 2,862,086:stat December 31, 2008 and September 30, 2009,
respectively (5,740 (8,997
Total stockholder equity 103,51( 106,95(
Total liabilities and stockholde’ equity $ 560,29: $ 603,71

The accompanying condensed notes are an integtadfghese consolidated financial statements.
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CARRIAGE SERVICES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited and in thousands, except per share data)

Revenues
Funeral
Cemetery

Field costs and expens:
Funeral
Cemetery
Depreciation and amortizatic
Regional and unallocated funeral and cemetery 1

Gross profit
Corporate costs and expens
General, administrative and otf
Home office depreciation and amortizat

Operating Incom
Interest expens
Interest income and other, r

Total interest and otht

Income from continuing operations before income
Provision for income taxe

Net income from continuing operatio

Loss from discontinued operations, net of

Net income

Preferred stock dividen

Net income available to common stockholc

Basic earnings (loss) per common sh
Continuing operation
Discontinued operatior
Net income
Diluted earnings (loss) per common shi
Continuing operation
Discontinued operatior
Net income

For the three months
ended September 30,

For the nine months
ended September 30,

Weighted average number of common and common elguivshares

outstanding
Basic

Diluted

The accompanying condensed notes are an integtafghese consolidated financial statements.

2008 2009 2008 2009
$31,50¢ $30,58( $100,76: $ 97,21¢
11,61¢ 11,58: 32,32¢ 35,30+
43,21: 42,16’ 133,09: 132,52(
21,58' 20,19: 64,83: 61,94
8,301 8,38¢ 23,47¢ 24,89:
2,27( 2,04¢ 6,54( 6,611
1,831 1,57¢ 5,30¢ 4,76¢
33,99 32,19¢ 100,15° 98,22:
9,217 9,971 32,93 34,29;
4,11¢ 3,53( 12,54: 10,62:
40C 39¢ 1,20¢ 1,22¢
4,51 3,92¢ 13,74¢ 11,84¢
4,70¢ 6,04: 19,19( 22,45
4,52t 4,59¢ 13,70: 13,85"
(83 (1) (224) (224)
4,44; 4,597 13,47" 13,63:
261 1,44¢ 5,71¢ 8,82(
102 58€ 2,25¢ 3,57:
15¢ 86C 3,457 5,24¢
— — (1,390 —
15¢ 86C 2,067 5,24¢

4 4 8 11

$ 154 $ 85¢€ $ 2,05¢ $ 5237
$ 0.01 $ 0.0F $  0.1¢ $  0.3C
— — (0.0 —

$ 0.01 $ 0.0f $  0.17 $  0.3C
$ 0.0 $ 0.0f $  0.1¢ $  0.2¢
— — (0.0 —

$ 0.0 $ 0.0f $  0.17 $  0.2¢
19,27¢ 17,37¢ 19,35: 17,65¢
19,56¢ 17,60( 19,72¢ 17,82:
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CARRIAGE SERVICES, INC
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited and in thousands)

Cash flows from operating activitie

Net income

Adjustments to reconcile net income to net caskigeal by operating activitie:
Income from discontinued operatic
Depreciation and amortizatic
Amortization of deferred financing cos
Provision for losses on accounts receiv:
Stocl-based compensation expel
Deferred income taxe
Other

Changes in operating assets and liabilities thatided (required) cash, net of effects from acdjoiss and

dispositions
Accounts and preneed receivak
Inventories and other current ass
Deferred charges and ott
Preneed funeral and cemetery trust investrr
Accounts payable and accrued liabilit
Litigation settlemen
Deferred preneed funeral and cemetery revt
Deferred preneed funeral and cemetery receiptsihefdst
Net cash provided by operating activities of diggured operation

Net cash provided by operating activit

Cash flows from investing activitie
Net proceeds from sale of ass
Capital expenditure
Net cash provided by investing activities of disibomed operation

Net cash used in investing activit|

Cash flows from financing activitie
Payments on senior lo-term debt and obligations under capital lez
Proceeds from the exercise of stock options andarae stock purchase pli
Purchase of treasury sto
Dividend on redeemable preferred sti
Payment of loan fee

Net cash used in financing activiti

Net decrease in cash and cash equiva
Cash and cash equivalents at beginning of p¢

Cash and cash equivalents at end of pe

For the nine months
ended September 30,

2008
$ 2,067

1,39C
7,38¢

53€
2,96¢
1,23¢
2,17¢

(78)

6,77¢
44¢
60
1,58¢
(3,969

(8,965)
(1,566)

15¢
12,21

(9,647
1,02¢
(8,615

(97€)
584

The accompanying condensed notes are an integtadfghese consolidated financial statements.
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2009

$ 5,24¢

7,49¢
587
1,445
1,257
3,572
(108)

(3,465)
282
(10)
7,33¢
(5,720)
(3,300)
78C
(7,379)

7,91¢
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CARRIAGE SERVICES, INC.

CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

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

Carriage Services, Inc. (“Carriage” or the tidaany”) is a leading provider of death care sew/imed merchandise in the United States. As
of September 30, 2009, the Company owned and eukeia4 funeral homes in 25 states and 32 cemeteridsstates.

Principles of Consolidation

The accompanying consolidated financial statsinclude the Company and its subsidiariessigtificant intercompany balances and
transactions have been eliminated.

Interim Condensed Disclosures

The information for the three and nine morghigds ended September 30, 2008 and 2009 is ueduditt in the opinion of management,
reflects all adjustments which are normal, recgrand necessary for a fair presentation of findpgaition and results of operations as of
for the interim periods presented. Certain infoipratnd footnote disclosures, normally includedmmual financial statements, have been
condensed or omitted. The accompanying consolidatadcial statements have been prepared consistdnthe accounting policies
described in our annual report on Form 10-K forytear ended December 31, 2008, and should be mezmhjunction therewith.

Cash Equivalents
The Company considers all highly liquid inveshts purchased with an original maturity of thmeanths or less to be cash equivalents.
Use of Estimates

The preparation of the consolidated finansiatements requires us to make estimates and judgrtat affect the reported amounts of
assets, liabilities, revenues and expenses. Om-@oing basis, we evaluate estimates and judgmiactading those related to revenue
recognition, realization of accounts receivabléamgible assets, property and equipment and deftareassets. We base our estimates on
historical experience, third party data and assionptthat we believe to be reasonable under tlcamistances. The results of these
considerations form the basis for making judgmabitsut the amount and timing of revenues and exgettse carrying value of assets and
recorded amounts of liabilities. Actual results ndéffer from these estimates and such estimatesahagge if the underlying conditions or
assumptions change. Historical performance shooid@ viewed as indicative of future performaneethere can be no assurance the
margins, operating income and net earnings asceptge of revenues will be consistent from yegear.

Discontinued Operations

In accordance with the Company’s strategidfplio optimization model, non-strategic businesaesreviewed to determine whether the
business should be sold and proceeds redeployedtedse. A marketing plan is then developed forgHosations which are identified as h
for sale. When the Company receives a letter ehinand financing commitment from the buyer andstie is expected to occur within one
yeatr, the location is no longer reported within @@mpan’s continuing operations. The assets and liabiliiesociated with the held for sale
location are reclassified as held for sale on tilarire sheet and the operating results, as wetigarments, are presented on a comparative
basis in the discontinued operations section ottrsolidated statements of operations, along t#gtincome tax effect.

Stock Plans and Stock-Based Compensation

The Company has stock-based employee compemgdans in the form of restricted stock, perfono@ units, stock option and employee
stock purchase plans, which are described in metaldn Note 17 to the consolidated financial staénts in our Form 10-K for the year
ended December 31, 2008. The Company recognizepastsation expense in an amount equal to the fhieva the share-based awards
issued to employees over the period of vestingagmdies to all transactions involving issuanceafity by a company in exchange for goods
and services, including employee services. Thevigire of options or awards containing optionsetedmined using the Black-Scholes
valuation model. See Note 11 to the consolidateaitial statements herein for additional informatid the Company’s stock-based
compensation plans.
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2. RECENTLY ISSUED ACCOUNTING STANDARDS
Business Combinations

Tangible and intangible assets acquired addlilies assumed have historically been recordédiavalue and goodwill has been
recognized for any difference between the pricthefacquisition and our fair value determinatiore @éistomarily estimated our purchase
costs and other related transactions known atrgosf the acquisition. To the extent that inforroathot available to us at the closing date
subsequently becomes available during the allocgtériod, we adjusted goodwill, assets, or liab#itassociated with the acquisition.

For any business acquired after January 19,200 recognize the assets acquired, the liatsilagsumed and any noontrolling interest ir
the acquiree at the acquisition date, measurdtkdatr values as of that date. Goodwill is mead@®a residual of the fair values at
acquisition date. Acquisition related costs ar@gaized as expense separately from the acquisition.

Fair Value Measurements

We define fair value as the price that woudd-&ceived in the sale of an asset or paid tofeaadiability in an orderly transaction betwe
market participants at the measurement date apjgicmly for items that are recognized or discloaefhir value in the financial statements
on a recurring basis (at least annually). We dselive extent to which fair value is used to meafnancial assets and liabilities, the inputs
utilized in calculating valuation measurements, tinedeffect of the measurement of significant ueokable inputs on earnings, or changes in
net assets, as of the measurement date. Additiegaired disclosures are provided in Note 8. Weehat elected to measure any additional
financial instruments and certain other items &itvalue that are not currently required to be mead at fair value.

New guidance has been issued on how to deterthe fair value of assets and liabilities in aminment where the volume and level of
activity for the asset or liability have signifidhndecreased and reemphasizes that the objedtizdair value measurement remains an exit
price. This guidance is effective for interim refiog periods ending after June 15, 2009. Therebeas no affect to our financial position or
results of operations.

New guidance also modifies the requirementsdoognizing other-than-temporary impairment ohtdecurities and significantly changes
the impairment model for such securities. Therdse modification of the presentation of other-th@mporary impairment losses and
increases related disclosure requirements. Thisgehes effective for interim reporting periods erglafter June 15, 2009. There has been no
affect to our financial position or results of ogions.

New disclosure requirements require publicigled companies to disclose the fair value of firinstruments whenever financial
information is issued covering interim reportingipds, in addition to the current requirement toyile those disclosures annually. This
disclosure requirement is effective for interimagmg periods ending after June 15, 2009. Managemiethe Company has provided the
required fair value information in Item 3. Quartiita and Qualitative Disclosures about Market Riskhis quarterly report.

Non-controlling Interests

Effective January 1, 2009, a noncontrollingiast in a subsidiary, which is sometimes refetoesis unconsolidated investment, is an
ownership interest in the consolidated entity #taduld be reported as a component of equity ittmsolidated financial statements.
Consolidated net income is reported at amountsinichtde the amounts attributable to both the peaed the non-controlling interest. The
disclosure, on the face of the consolidated incetatement, is of the amounts of consolidated roeine attributable to the parent and to the
noncontrolling interest. Since January 1, 2009,fmancial position or results of operations haet lmeen affected.

We have determined that balances historicibignated as “non-controlling interest” in our solidated preneed funeral and cemetery
trusts and our cemetery perpetual care trusts timaet this criteria for non-controlling intere®mnly a financial instrument classified as
equity in the trusts’ financial statements can l@a-controlling interest in the consolidated finah statements. The interest related to our
merchandise and service trusts is classified abditly because the preneed contracts underlyliege trusts are unconditionally redeemable
upon the occurrence of an event that is certagtooir. Since the earnings from our cemetery pegbetre trusts are used to support the
maintenance of our cemeteries, we believe thedstén these trusts also retains the charactexisfia liability. Accordingly, effective
December 31, 2008, the amounts historically deedrds “Non-controlling interest in funeral and cemetenydis” are characterized as eitt
“ Deferred preneed funeral receipts held in trust “ Deferred preneed cemetery receipts held in ttuas appropriate. The amounts
historically described asMNon-controlling interest in cemetery perpetual canests” are characterized asCare trusts’ corpus.
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Accounting for Income Tax Uncertainties

The Company analyzes tax benefits for unaettai positions and how they are to be recogniaeisured, and derecognized in financial
statements; provides certain disclosures of unicetda matters; and specifies how reserves for tacetax position should be classified on
the balance sheet. The Company has reviewed tisn@dax positions and identified certain tax deidnst, primarily related to business
acquisitions that are not certain. The effect ebomizing the tax benefits of uncertain tax posgifor the nine months ended September 30,
2009 was not material to the Company’s operations.

The Company has unrecognized tax benefitBdderal and State income tax purposes totalingoappately $7 million as of
September 30, 2009, resulting from deductions pf@pmately $18 million on Federal returns and $diion on various state returns. The
Company has federal and state net operating losg@avards exceeding these deductions, and hasuated for these unrecognized tax
benefits by reducing the net operating loss carwdods by the amount of these unrecognized dechgtio certain states without net
operating loss carryforwards, the Company has pusly reduced its taxes payable by deductionsatteahot considered more likely than r

The entire balance of unrecognized tax bex)éfitecognized, would affect the Company’s effectax rate. The Company does not
anticipate a significant increase or decreasesiantecognized tax benefits during the next twatemths. The Company’s policy with respect
to potential penalties and interest is to recortrttas “other” expense and interest expense, regplgctThe amount of penalty and interest
recognized in the balance sheet and statementesatipns was not material.

The Company’s Federal income tax returns @f¥12through 2008 are open tax years that may bmiera by the Internal Revenue
Service. The Company’s unrecognized state tax bisragt related to state returns open from 200&udin 2008.

Subsequent Events

New reporting guidance has been issued reggttie accounting and disclosure of subsequent®aeil transactions and is effective for
interim and annual reporting periods ending afterel15, 2009. The new guidance requires the disidas the date through which an entity
has evaluated subsequent events and the basimfatdte, that is, whether that date representdatesthe financial statements were issued or
were available to be issued.

Management of the Company evaluated eventsransactions during the period beginning SepterBbef009 through November 6,
2009, the date the financial statements were dlaita be issued, for potential recognition or ftisare in the accompanying financial
statements covered by this report.

See Note 17 to the consolidated financiakstants for the required information of the Comparstibsequent events.
Variable Interest Entities

New guidance amends the current practice @fatting for variable interest entities (VIE) tajtére an enterprise to perform an analys
determine whether the enterprise’s variable int&give it a controlling financial interest irVdE. This analysis identifies the primary
beneficiary of a VIE as the enterprise that has loéthe power to direct the activities of a VIE&timost significantly impact the entity’s
economic performance and the obligation to absmsbds of the entity that could potentially be digant to the VIE or the right to receive
benefits from the entity that could potentially$ignificant to the VIE. This new guidance is effeetfor us beginning January 1, 2010 in
which we do not expect to have a material impaaanconsolidated financial statements.

3. DISCONTINUED OPERATIONS

The Company continually reviews locations pbirize the sustainable earning power and returimeested capital to the Company. The
Company’s strategy, the Strategic Portfolio Optiatian Model, uses strategic ranking criteria tantifg disposition candidates. The
execution of this strategy entails selling nonisig&c businesses.

Two funeral home businesses were sold duhiagecond quarter of 2008 for approximately $1l0anj from which a net loss of
$1.4 million was recorded. No businesses were dotthg the nine months ended September 30, 2009.

No businesses were held for sale at Decenthe2(8 and September 30, 2009.

4. PRENEED TRUST INVESTMENTS
Preneed cemetery trust investments

Preneed cemetery trust investments represesitftind assets that the Company will withdraw wiie merchandise or services are
provided. The cost and market values associatddpriineed cemetery trust investments at SeptenBh@089 are detailed below (in
thousands). The Company determines whether oheadsets in the preneed cemetery trusts havdantbain-temporary impairment on a
security-by-security basis. This assessment is rhaded upon a number of criteria, including thegilerof 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 to iskat value. Any
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reduction in the cost basis due to an other-therpteary impairment is recorded as a reduction tfeided preneed cemetery receipts held in
trust. There will be no impact on earnings unlexs antil such time that this asset is withdrawmrfrie trust in accordance with state
regulations at an amount that is less than itdraidasis.

Unrealizel Unrealize«
Cost Gains Losses Market
Cash and money market accou $ 1,60¢ $ — $ — $ 1,60¢
Fixed income securitie:

Corporate 24,78¢ 6,422 (42 31,16¢

Other 3 1 — 4
Common stocl 21,46 6,44( (607) 27,30(
Mutual funds:

Equity 3,34 184 — 3,52¢
Trust investment $51,21: $13,047 $ (649 $63,61.
Accrued investment incorr $ 71t $ 71t
Trust asset $64,32¢
Market value as a percentage of ¢ 125.6%

The estimated maturities of the fixed incoreeuwsities included above are as follows (in thodsan
Due in one year or le: $ —
Due in one to five yeal 3,11z
Due in five to ten year 6,35¢
Thereatftel 21,70t

$31,17¢

Preneed funeral trust investments

Preneed funeral trust investments represest fund assets that the Company expects to withdi#aen the services and merchandise are
provided. Such contracts are secured by fundstpattie customer to the Company. Preneed funerst iinuestments are reduced by the trust
earnings the Company has been allowed to withdréaw fp performance by the Company and amountsveddrom customers that are not
required to be deposited into trust, pursuant toua state laws. The cost and market values astsacivith preneed funeral trust investments
at September 30, 2009 are detailed below (in thalsgaThe Company determines whether or not thet@gsthe preneed funeral trusts have
an other-than-temporary impairment on a securitsdgurity basis. This assessment is made basedaupomber of criteria including the
length of time a security has been in a loss positthanges in market conditions and concernseclatthe specific issuer. If a loss is
considered to be other-than-temporary, the coss lodishe security is adjusted downward to its neérkalue. Any reduction in the cost basis
due to an other-than-temporary impairment is reetas a reduction to deferred preneed funeralptsckeld in trust. There will be no impact
on earnings unless and until such time that thestas withdrawn from the trust in accordance sitite regulations at an amount that is less
than its original basis.

Unrealize Unrealize«
Cost Gains Losses Market

Cash and money market accou $12,20¢ $ — $ — $12,20¢
Fixed income securitie:

U.S. Treasun 6,00z 23¢ 4 6,23¢

Corporate 17,09¢ 5,32t (37 22,38

US Agency Obligation 801 54 — 85E
Common stocl 15,04¢ 6,35¢ (282) 21,12
Mutual funds:

Equity 6,23t 3 (1,222) 5,01¢

Fixed Income 3,20¢ 21¢ (53 3,37(
Trust investment $60,59( $12,19¢ $ (1,59¢) $71,18¢
Accrued net investment incon $ 50€ $ 50€
Trust asset $71,69:
Market value as a percentage of 118.2%
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The estimated maturities of the fixed incoraewsities included above are as follows (in thodsan

Due in one year or le: $ 1,32t
Due in one to five yeal 7,40¢
Due in five to ten yeat 4,60¢
Thereafte 16,14(

$29,47¢

Upon cancellation of a preneed funeral or denyecontract, a customer is generally entitleceeive a refund of the corpus and some or
all of the earnings held in trust. In certain jdicdions, the Company is obligated to fund any gathif the amounts deposited by the custo
exceed the funds in trust, including some or alegtment income. As a result, when realized oralized losses of a trust result in the trust
being under-funded, the Company assesses wheikeegponsible for replenishing the corpus oftthst, in which case a loss provision
would be recorded.

Trust Investment Security Transactions

Cemetery and funeral trust investment sectidtysactions recorded in interest income and ptietrin the Consolidated Statement of
Operations (unaudited) for the three and nine nwattded September 30, 2008 and 2009 are as fqliowsousands):

For the three montr For the nine month
ended September 3 ended September 3
2008 2009 2008 2009
Investment incom $ 1,04< $ 1,501 $ 3,64¢ $ 4,04(
Realized gain 144 1,53: 51€ 2,547
Realized losse (459 (3,150 (592) (12,319
Expense! (34¢) (327) (1,56%) (97€)
(Increase) decrease in deferred preneed funerat@mdtery receipts he

in trust (380 443 (2,007) 6,704
$ — $ — $ — $ —

5. RECEIVABLES FROM PRENEED FUNERAL TRUSTS

The receivables from funeral trusts repreassets in trusts which are controlled and opeiaydtird parties in which the Company does
not have a controlling financial interest (lesst@%) in the trust assets. The Company accounthdse investments at cost (in thousands).

December 3: September 3

2008 2009
Amount due from preneed funeral trust ful $ 14,13¢ $ 13,92¢
Less: allowance for contract cancellat (1,444 (1,427)

$ 12,69 $ 12,507

6. CONTRACTS SECURED BY INSURANCE

Certain preneed funeral contracts are sedwydifle insurance contracts. Generally, the prosegfdhe life 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 medisenThe preneed funeral contracts secured byansa totaled $195 million and
$196 million at December 31, 2008 and Septembe2309, respectively, and are not included in then@any’s balance sheet.
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7. CEMETERY PERPETUAL CARE TRUST INVESTMENTS

The Company is required by state law to ppgréion of the proceeds from the sale of cemeteoperty interment rights into perpetual
care trust funds. The cost and market values asgacwith the trust investments held in perpetaat ¢rust funds at September 30, 2009 are
detailed below (in thousands). The Company detezsnivhether or not the assets in the cemetery petpedre trusts have an other-than-
temporary impairment on a security-by-security §ashis assessment is made based upon a numiredacincluding the length of time a
security has been in a loss position, changes mk@haonditions and concerns related to the speisi§iuer. If a loss is considered to be other-
than-temporary, the cost basis of the securityljgsted downward to its market value. Any reductiothe cost basis due to an other-than-
temporary impairment is recorded as a reductiarate trusts’ corpus.

Unrealize: Unrealizet
Cost Gains Losses Market
Cash and money market accou $ 1,84¢ $ — $ — $ 1,84¢
Fixed income securitie:

Corporate 16,43¢ 3,892 (27) 20,30:
Common stocl 13,97: 2,03¢ (64¢) 15,36:
Mutual funds:

Equity 29t — (112) 182

Fixed income 472 — (13) 33€
Trust investment $33,02¢ $ 5,931 $ (922 $38,03:
Accrued net investment incon $ 46F $ 46E
Trust asset $38,49¢
Market value as a percentage of ¢ 116.€%

The estimated maturities of the fixed incoreeuwsities included above are as follows (in thodsan

Due in one year or le: $ —
Due in one to five yeal 1,997
Due in five to ten yeatr 4,55(
Thereafte 13,75¢

$20,30:

Cemetery care trusts’ corpus represent theusoof those trusts plus undistributed income. ddraponents of cemetery care trusts’ as of
December 31, 2008 and September 30, 2009 arelawddin thousands):

December 3: September 3

2008 2009
Trust assets, at market val $ 26,31¢ $ 38,49¢
Pending withdrawal from tru: (240 (48)
Care trust' corpus $ 26,07¢ $ 38,45(

Trust Investment Security Transactions

Perpetual care trust investment security fretisns recorded in interest income and otherimiite Consolidated Statement of Operations
(unaudited) for the three and nine months endeteSdyer 30, 2008 and 2009 are as follows (in thadsan

For the three montr For the nine month
ended September 3 ended September <
2008 2009 2008 2009
Undistributable realized gail $ 3H $ 1,652 $ 12¢ $ 1,831
Undistributable realized loss (31) (1,189 (96) (3,152
Decrease (increase) in care tr’ corpus 3 (468 (33 1,321
$  — $  — $  — $  —
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Perpetual care trust investment security fratiens recorded in Cemetery revenue for the thngenine months ended September 30, 2008
and 2009 are as follows (in thousands).

For the three montt For the nine month
ended September 3 ended September !
2008 2009 2008 2009
Investment incom $ 48¢ $ 627 $ 1,06¢ $ 1,79¢
Realized gain — — 50¢ 154
Expense! (80) (63 (280 (158
Total $ 40¢ $ 564 $ 1,29¢ $ 1,791

8. FAIR VALUE MEASUREMENTS

Fair value is defined as the price that wddd-eceived in the sale of an asset or paid tafiea liability in an orderly transaction betwe
market participants at the measurement date apfidar items that are recognized or disclose@iatalue in the financial statements on a
recurring basis (at least annually). We disclogegtktent to which fair value is used to measurarional assets and liabilities, the inputs
utilized in calculating valuation measurements, tinedeffect of the measurement of significant ueokable inputs on earnings, or changes in
net assets, as of the measurement date.

The Company evaluated its financial assetdiabdities for those financial assets and liaist that met the criteria of the disclosure
requirements and fair value framework. The Compdantified investments in fixed income securitiesimmon stock and mutual funds
presented within the preneed and perpetual caseitruestments categories on the consolidated balsineets as having met such criteria.
following three-level valuation hierarchy based mploe transparency of inputs is utilized in the sugament and valuation of financial assets
or liabilities as of the measurement date:

* Level 1—Fair value of securities based on unddjliguoted prices for identical assets or liak#itin active markets. Our
investments classified as Level 1 securities inel@Gdmmon Stock, certain fixed income securitied, most equity and fixed
income mutual funds

» Level 2—Fair value of securities estimated based on quutieds for similar assets and liabilities in actimarkets, quoted pric:
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 observahrket data by correlation. These inputs inclaterest rates, yield curves,
credit risk, prepayment speeds, rating and taxist&@ur investments classified as Level 2 secardnsist primarily of corpora
bonds and fixed income preferred securities;

» Level 3—Unobservable inputs based upon the rempentity’s internally developed assumptions whicarket participants
would use in pricing the asset or liability. AsSéptember 30, 2009, the Company did not have astsathat had fair values
determined by Level 3 inputs and no liabilities swead at fair value

The Company accounts for its investments afiable-for-sale and measures them at fair valukeustandards of financial accounting and
reporting for investments in equity instrumentg thave readily determinable fair values and foiralestments in debt securities.

The table below presents information aboutiouestments measured at fair value (in thousamds) recurring basis and summarizes the
fair value hierarchy of the valuation techniqueBagd by us to determine the fair values as oftSeer 30, 2009. Certain fixed income and
other securities are reported at fair value usiegel 2 inputs. For these securities, the Compagag pscing services and dealer quotes. As of
September 30, 2009, the Company did not have abifities measured at fair value.

Fair Value Measurements (in thousands) Using

Quoted Prices il Significant Othe| Significant
Active Markets Observable Inpu Unobservable Inpu  September 3(
(Level 1) (Level 2) (Level 3) 2009
Assets:
Fixed income securitie $ 7,09: $73,85¢ $— $80,94¢
Common stocl 63,78¢ — — 63,78¢
Mutual funds and othe 8,72 3,70¢ — 12,43¢
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9. SENIOR LONG-TERM DEBT

The Company has outstanding a principal amotiif.30 million of 7.875% Senior Notes, due in 20ihterest is payable semi-annually.
The Company also has a senior secured revolvirditdeility (the “credit facility”) for which borowings bear interest at prime or LIBOR
options with the current LIBOR option set at LIB@Ris 275 basis points and is collateralized byaisonal property and by funeral home
real property in certain states. Interest is payajplarterly. The credit facility matures in AprdZ0 and is currently undrawn.

Carriage, the parent entity, has no matess¢® or operations independent of its subsidiakiéassets and operations are held and
conducted by subsidiaries, each of which (excepCarriage Services Capital Trust which is a simmlgoose entity that holds the debentures
issued in connection with our 7% convertible prefdrsecurities) have fully and unconditionally qardaeed the Company’s obligations under
the 7.875% Senior Notes. Additionally, the Compdogs not currently have any significant restriction our ability to receive dividends or
loans from any subsidiary guarantor under the Z8%enior Notes.

10. COMMITMENTS AND CONTINGENCIES
Litigation

We are a party to various litigation mattend @roceedings. For each of our outstanding legdlars, we evaluate the merits of the case,
our exposure to the matter, possible legal oresattht strategies, and the likelihood of an unfaverautcome. We intend to defend ourselves
in the lawsuits described herein; however, if wiedaine that an unfavorable outcome is probablecamcbe reasonably estimated, we
establish the necessary accruals. We hold certaimance policies that may reduce cash outflowis reigpect to an adverse outcome of
certain of these litigation matters.

Leathermon, et al. v. Grandview Memorial Gardens, | et al., United States District Court, Southern Distrittradiana, Case No. 4:07-
cv-137. On August 17, 2007, five plaintiffs filegatative class action against the current and@asers of Grandview Cemetery in
Madison, Indiana—including the Carriage subsidmtleat owned the cemetery from January 1997 uabtidary 2001—on behalf of all
individuals who purchased cemetery and burial g@aodbsservices at Grandview Cemetery. Plaintiffgrcidat the cemetery owners
performed burials negligently, breached plaintiffshtracts, and made misrepresentations regardingegmetery. The plaintiffs also allege
that the claims occurred prior, during and after @ompany owned the cemetery. On October 15, 208 €ase was removed from Jefferson
County Circuit Court, Indiana to the Southern Distof Indiana. On April 24, 2009, shortly beforefendants had been scheduled to file 1
briefs in opposition to Plaintiffs’ motion for clagertification, Plaintiffs moved to amend theimgaaint to add new class representatives and
claims, while also seeking to abandon other claithe. Company, as well as several other defendappgsed Plaintiffs’ motion to amend
their complaint and add parties. The Court hasyabtuled on plaintiffs’ motion to amend. In Ap8i009, two defendants moved to disqualify
Plaintiffs’ counsel from further representing Ptiffs in this action. The Company did not join mese motions. Currently, the litigation is in
the discovery stage, and Carriage intends to ddféadction vigorously. Because the lawsuit igsrpreliminary stages, we are unable to
evaluate the likelihood of an unfavorable outcoméhe Company or to estimate the amount or rangayppotential loss, if any, at this time.

Fuqua, et al., v. Lytle-Gans-Andrews Funeral Home, et,dlinited States District Court, Southern Distrittraliana, Case No. 4:08-cv-
00134-DFHWGH. On July 29, 2008, Kenneth R. Fuqua, Il anddteth R. Fuqua filed an action against severamdsints in Indiana Circi
Court, Jefferson County, Indiana, alleging impropandling of remains and improper burial practiegd ytle-Gans-Andrews Funeral Home
and Grandview Memorial Gardens, Inc. Carriage leaged these allegations because the burial occbafmte Carriage owned Lytle-Gans-
Andrews Funeral Home and Grandview Memorial Gardirts Carriage has moved to dismiss Plaintiffgimis with respect to the funeral
home because, among other reasons, Carriage peccbaly Lytle-Gans-Andrews’ assets under the ABsethase Agreement and did not
assume its liabilities. The Court has not yet ridadCarriage’s motion. The Company will defend #hastions vigorously. Because the
lawsuit is in its preliminary stages, we are undblevaluate the likelihood of an unfavorable outeao the Company or to estimate the
amount or range of any potential loss, if anyhét time.

Kendall v. Carriage Funeral Holdings, Inc., et alndiana Circuit Court, Jefferson County, IndiaGase No. 39C01-0707-CT-386 (filed
July 27, 2007)Lawson v. Carriage Funeral Holdings, Indndiana Circuit Court, Jefferson County, India@Gase No. 39C01-0708-CT-429
(filed August 17, 2007)Wiley, et al. v. Carriage Funeral Holdings, Inct,a. , Indiana Circuit Court, Jefferson County, IndiaGase
No. 39C0-0706-CT-287 (filed June 6, 2007). In these indiritactions, Plaintiffs allege improper handling@fains or improper burial
practices by Vail-Holt Funeral Home in Madison, iarth and/or Grandview Memorial Gardens, Inc. Cgaihas denied these allegations
because these burials all occurred before Caroaged Grandview Cemetery and Vail-Holt Funeral Ho@arriage has moved to dismiss
Plaintiffs’ claims with respect to the funeral hobrecause, among other reasons, Carriage purchaedail-Holt's assets under the Asset
Purchase Agreement and did not assume its ligslitCarriage has also moved to dismiss certaimslaiith respect to Grandview Cemetery
because Plaintiffs released Grandview Cemetery frontractual liability pursuant to an exculpatolguse. The Court has not yet ruled on
Carriage’s motions. The Company will defend thest@as vigorously. Because the lawsuit is in itslipninary stages, we are unable to
evaluate the likelihood of an unfavorable outcomthe Company or to estimate the amount or rang@aypfotential loss, if any, at this time.

-13 -




Table of Contents

11. STOCK-BASED COMPENSATION
Stock options and employee stock purchase plan

No stock options were awarded during the mioaths ended September 30, 2009. For the thirdequair 2009, employees purchased a
total of 49,149 shares of common stock througtethployee stock purchase plan (‘ESPP”) at a weightedage price of $1.82 per share.
The Company recorded pre-tax stock-based compensatpense for the ESPP and for vesting of stotkmptotaling $37,000 and $30,000
for the three months ended September 30, 2008 @@, Pespectively, and $145,000 and $151,000 fonthe months ended September 30,
2008 and 2009, respectively. As of September 30928l outstanding stock options have vested.

The fair value of the right (option) to purskashares under the ESPP during 2008 and 200@ctasby, is estimated on the date of grant
to the four quarterly purchase dates using thekB&twles option-pricing model with the following ighted average assumptions:

Employee Stock Purchase Pla 2008 2009

Dividend yield 0% 0%
Expected volatilitie: 39% 76%
Risk-free interest rat 3.26%, 3.32%, 3.25%, 3.17 0.09%, 0.27%, 0.31%, 0.3
Expected life (in years .25, .50, .75, 1 .25,.50,.75,1

Expected volatilities are based on the histdwolatility during the previous twelve monthstbé underlying common stock. The risk-free
rate for the quarterly purchase periods is basdthi@t).S. Treasury yields in effect at the timeEnt (January 1).

Common stock grants

The Company granted 271,500 shares of restrimbmmon stock to certain officers and employeemd the first quarter of 2009. The
restricted stock vests in 25% increments over j@ars. The Company recorded $240,000 and $242r0fitax compensation expense,
included in general, administrative and other egpenfor the three months ended September 30,&0D8009, respectively, and $831,000
and $748,000 in pre-tax compensation expense éonitie months ended September 30, 2008 and 20} atively, related to the vesting of
officer and employee restricted stock awards.

Directors may elect to receive all or a partad their fees in stock. During the three monthdexl September 30, 2008 and 2009, the
Company issued 4,918 and 9,797 shares of unresticimmon stock to directors in lieu of paymentash for their fees. During the nine
months ended September 30, 2008 and 2009, the @gngzued unrestricted common stock to directarditey 15,312 and 51,718 shares,
respectively, in lieu of payment in cash for tHeies. Additionally, the non-executive officer direis received a grant of 3,000 shares of
unrestricted stock on the date of the annual stldien meeting, which occurred in May. Two new diogs joined the Board of Directors
during the first quarter of 2009, at which timeythveere granted shares valued in total at $200,00@-half of those shares vested
immediately; the remainder vest over two years. Company recorded $48,000 and $68,000 in pre-tepensation expense, included in
general, administrative and other expenses, fothilee months ended September 30, 2008 and 26 atevely, and $287,000 and $363,
in pretax compensation expense for the nine mambed September 30, 2008 and 2009, respectivédyedeto the Director stock awards.

As of September 30, 2009, there was $2.1aniltif total unrecognized compensation costs relateshvested restricted stock awards,
which are expected to be recognized over a weigitedage period of approximately 2.1 years.

12. SHARE REPURCHASE PROGRAM

During 2008 the Board of Directors approved share repurchase programs authorizing the Contogmyrchase in the aggregate
$10 million of the Company’s common stock. The mrepases are executed in the open market and thyagtely negotiated transactions
subject to market conditions, normal trading retizns and other relevant factors. During the tfaee nine months ended September 30,
2009, the Company repurchased 108,544 and 1,138t8#8s of Common Stock at an aggregate cost & %20 and $3,250,246 and at an
average cost per share of $3.77 and $2.87, resplctlhe repurchased shares are held as treasaly. #\t September 30, 2009,
approximately $1.0 million was still available fime Company to spend under the program.
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13. RELATED PARTY TRANSACTIONS

The Company engaged a law firm in which ontheir partners is the spouse of the CompsuSgnior Vice President and General Cou
The firm was used for various legal matters duthegperiods. During the nine months ended SepteBhe2008 and 2009, the Company
paid the law firm $0.7 million and $0.3 million,sgectively.

14. MAJOR SEGMENTS OF BUSINESS

Carriage conducts funeral and cemetery omraidnly in the United States. The following taptesents revenue, pre-tax income from
continuing operations and total assets by segnretitdusands):

Funeral Cemetery Corporate Consolidatec
Revenues from continuing operatio
Nine months ended September 30, 2 $ 97,21¢ $ 35,30« $ — $132,52(
Nine months ended September 30, 2 $100,76¢ $ 32,32¢ $ — $133,09:
Income (loss) from continuing operations beforeime taxes
Nine months ended September 30, 2 $ 28,02¢ $ 5,90C $(25,106) $ 8,82
Nine months ended September 30, 2 $ 27,54¢ $ 5,01 $(26,84¢) $ 571
Total assets
September 30, 20( $360,06¢ $217,12: $ 26,52/ $603,71:
December 31, 20C $347,90¢ $181,40¢ $30,97¢ $560,29:

15. SUPPLEMENTAL DISCLOSURE OF STATEMENT OF OPERATI ONS INFORMATION

The following information is supplemental dasure for the Consolidated Statements of Operatfonthousands):

For the three montt For the nine month
ended September 3 ended September 3
2008 2009 2008 2009
Revenue:
Goods
Funeral $12,80° $12,62¢ $ 40,88¢ $ 40,12¢
Cemetery 7,78¢ 7,82¢ 22,09( 24 511
Total goods $20,59¢ $20,45: $ 62,97¢ $ 64,63¢
Services
Funeral $18,78¢ $17,95: $ 59,87¢ $ 57,09:
Cemetery 3,82¢ 3,76 10,23¢ 10,79:
Total service: $22,61° $21,71¢ $ 70,11¢ $ 67,88:
Total revenue $43,21: $42,16" $133,09: $132,52(
Cost of revenue
Goods
Funeral $11,25¢ $10,757 $ 34,44 $ 33,27
Cemetery 5,96° 5,94¢ 17,01( 18,08
Total goods $17,21¢ $16,70: $ 51,45 $ 51,35¢
Services
Funeral $10,33: $ 9,43¢ $ 30,39 $ 28,66¢
Cemetery 2,33¢ 2,441 6,46¢ 6,80¢
Total service $12,66¢ $11,87¢ $ 36,857 $ 35,47¢
Total cost of revenue $29,88¢ $28,577 $ 88,30¢ $ 86,837

The cost of revenues, for purposes of thipkupental disclosure, include only field costs argenses allocable between products in the
funeral and cemetery segments.
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16. SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATIO N
The following information is supplemental disure for the Consolidated Statement of Cash Flawthousands):

For the nine months end
September 3(

2008 2009

Cash paid for interest and financing cc $ 16,01: $15,96
Cash paid for income tax 831 207
Fair value of stock issued to officers or direct 1,223 797
Restricted common stock withheld for payroll ta 13z 40
Net withdrawals from preneed funeral tru 1,05¢€ 1,76t
Net withdrawals from preneed cemetery trt 1,121 3,09¢
Net decrease (increase) in preneed funeral redei 4,32¢ (82)
Net decrease (increase) in preneed cemetery rédbes 547 (2,319
Net withdrawals of receivables from preneed funéradts 1,41¢ 187
Net change in preneed funeral receivables incrgdsiecreasing) deferred rever (9,569 28¢€
Net change in preneed cemetery receivables incrasiferred revent 24¢ 492
Net withdrawals from preneed funeral trust accodetsreasing deferred preneed funeral rec (1,056 (1,765
Net withdrawals in cemetery trust accounts decnepdeferred cemetery recei (1,127 (3,09¢6)
Net deposits (withdrawals) into (from) perpetualecaust accounts increasing (decreasing) perp

care trust’ corpus 18 (48)

Restricted cash investing and financing activit
Proceeds from the sale of available for sale seesiivithin the funeral and cemetery tri 108,72 64,07¢
Purchases of available for sale securities withinftineral and cemetery tru: 126,99« 48,98¢

17. SUBSEQUENT EVENTS

Effective November 4, 2009 the Company enté@remlan amendment to its Bank credit facility. Tdreended credit facility matures
November 4, 2012 and contains commitments fronb#rks for an aggregate of $40 million with an ad@mr provision for up to a
additional $20 million. During the fourth quartefrfiscal year 2009, the Company expects to inccharge for the loss on early
extinguishment of debt of approximately $72,00Wtde-off the remaining unamortized fees on th@pamendments to the credit facility.
The fees related to the amendment will be approbéin&380,000 and will be amortized over the lifelee amendment.
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Item 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations

Forward-Looking Statements

In addition to historical information, this @uierly Report contains forward-looking statemenithin the safe harbor provisions of the
Private Securities Litigation Reform Act of 19956Be forward-looking statements include any prajastof earnings, revenues, asset sales,
acquisitions, cash balances and cash flow, debtder other financial items; any statements ofla@s, strategies and objectives of
management for future operations; any statemegtsdang future economic conditions or performaraeg; statements of belief; and any

statements of assumptions underlying any of thegiming. Forward-looking statements may includevtbeds “may”,

“intend”, “believe”, “expect”, “project”, “forecast “plan”, “anticipate” and other similar words.

will”, “estimate”,

Cautionary Statements

We caution readers that important factorsome cases have affected, and in the future cdigldtaour actual consolidated results and
could cause our actual consolidated results ifithee to differ materially from the goals and egfaions expressed herein and in any other
forward{ooking statements made by or on behalf of us. fRéslsociated with our business and the deathmdwstry are presented in ltem
— Risk Factors in our Annual Report filed on FormK.@or the year ended December 31, 2008.

OVERVIEW
General

We operate two types of businesses: funemaldso which account for approximately 75% of ouerases, and cemeteries, which account
for approximately 25% of our revenues. Funeral hoare principally service businesses that provigkerfal services (traditional burial and
cremation) and sell related merchandise, suchsetaand urns. Cemeteries are primarily a saleinéss that sells interment rights (grave
sites and mausoleum spaces) and related merchasditeas markers and outer burial containers f&Sgptember 30, 2009, we operated
funeral homes in 25 states and 32 cemeteries gtatés within the United States. Substantialladthinistrative activities are conducted or
coordinated through our home office in Houston, a&x

We have implemented several significant loggrtinitiatives in our operations designed to inygroperating and financial results by
growing market share and increasing profitabiMye introduced a more decentralized, entrepreneamidllocal operating model that incluc
operating and financial standards developed frormrbest operations, along with an incentive compimsaplan to reward business managers
for successfully meeting or exceeding the standdids model essentially eliminated the use of lteei financial budgets in favor of the
standards. The operating model and standards, wrealefer to as “Being the Best,” focus on the #8éayers of a successful operation,
organized around three primary areas — market spaople and operating and financial metrics. Tlelehand standards are the measures
by which we judge the success of each businesdaiey the “Being the Best” operating model andddiaths have driven significant changes
in our organization, leadership and operating jrast

At the end of the third quarter of 2008, we annaghitie following near-term initiatives to improweenue and profitability:
* Increase the number and quality of the sales ataftir larger cemeteries to increase preneed cepestles and profit:
» Convert direct cremations to cremations with s&awito increase the average revenue per crematiginest
e Manage costs and expenses lov
The impact of these initiatives is discussed inuRef Operations.
Funeral Operations

Factors affecting our funeral operating resintlude: demographic trends in terms of poputatjmowth and 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 packaging complementary sesvamd merchandise; controlling salary
and merchandise costs; and exercising pricing égeerelated to our at-need business to increasage/esvenues per contract. In simple
terms, volume and price are the two variablesdffatt funeral revenues. The average revenue péraat is influenced by the mix of
traditional burial and cremation services becauseagerage cremation service revenue is approxiynate-third of the average revenue
earned from a traditional burial service. Funemhks have a relatively fixed cost structure. Thusall changes in revenues, up or down,
normally cause significant changes to our proflighbi

Our same store volumes have declined gradealth year from 21,568 in 2005 to 20,900 in 20@8nfmound annual decline of 1.0%)
consistent with a period of weak death rates natipmnd the loss of market share in certain matk®tr same store funeral operations have
increased revenue steadily from $109.4 million®2to $115.7 million in 2008 (compound annual éase of 1.9%) because we have been
able to increase the average revenue per funemlgh expanded service offerings and packages.perienced a decline of 6.0% in
volumes in comparing the first nine months of 2@@%he first nine months of 2008, in part becatmgestrong flu season during the first
quarter 2008 period did not repeat itself in 2009 a result, funeral revenues for the nine montited September 30, 2009 were down 3.5%
compared to the nine months ended September 38, 200
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The percentage of funeral services involvirentations has increased from 33.1% for 2005 to%9@ 2008, an average increase of 223
basis points per year, and to 41.9% for the fins¢ months of 2009. We expect our average reveauéuperal to increase over time as we
seek to provide increased services to our cremé&imilies in order to offset higher cremation rates

Cemetery Operations

The cemetery operating results are affectethésize and success of our sales organizatioprokpnately 60% of our cemetery revenues
relate to preneed sales of interment rights andseiaums and related merchandise and services. Weedéhat changes in the level of
consumer confidence (a measure of whether consumiéspend for discretionary items) also affeat dimount of cemetery revenues. The
current environment of high unemployment and lowszoner confidence represents a formidable challeange cemetery sales staff.
Approximately 10% of our cemetery revenues arébattable to investment earnings on trust fundsfarahce charges on installment
contracts. Changes in the capital markets andesteates affect this component of our cemetergmegs.

Our same store cemetery financial performdirora 2005 through 2008 was characterized by fluatgarevenues and slightly declining
field level profit margins. Revenues and profitssosame store basis have increased 11.2% and 4&8pectively, for the first nine months
of 2009 compared to the same period of 2008 prigndue to higher preneed property sales and betéeragement of costs and expenses.
goal is to build broader and deeper teams of $adakers and counselors in our larger and moreegially located cemeteries that can sus
consistent, modest growth in preneed property salestime and to diversify and substantially irase our cemetery operating and financial
results. Additionally, a portion of our capital exmlitures in 2009 is designed to expand our cempteduct offerings.

Acquisitions

Our growth strategy includes the executiothefStrategic Acquisition Model. The goal of thaidel is to 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 marke

» Competitive standin
» Demographic:

e Strength of bran

e Barriers to entn

In general terms, our price expectations rdnga four to five times pre-tax earnings befor@meiation for “tuck-ins” to six to seven
times pre-tax earnings before depreciation forirsses that rank very high in the ranking critéiia. derive the pre-tax earnings amounts
based primarily on the size and product mix oftdrget business applied to our standards-basedtipgmodel. During 2007, we completed
seven acquisitions. The consideration paid in @lt¢he acquisitions was cash. We have not incuargddebt to buy these businesses. We did
not acquire any businesses in 2008 or to date® 26ut are actively involved in seeking out andleating potential acquisitions. Our five
year goal is to acquire approximately $10 millidraonualized revenue each ye

Financial Highlights

Net income for the three months ended SepteB®e2009 totaled $0.9 million, equal to $0.05 géuted share, compared to net income
for the third quarter of 2008 which totaled $0.2lion, equal to $0.01 per diluted share. The varéabetween the two periods was primarily
due to litigation costs and termination expensasalcurred in 2008. Net income for the nine moeiided September 30, 2009 totaled
$5.2 million, equal to $0.29 per diluted share, paned to $2.1 million, equal to $0.11 per dilutedre, for the nine months ended
September 30, 2008. We sold two funeral homesnduhie second quarter of 2008, at a loss of $1lébmiwhich generated the loss from
discontinued operations of $0.07 per diluted shBne. year over year improvement was due to thenalesef the loss from discontinued
operations, higher cemetery revenues and lowes eo&t expenses.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

The preparation of the Consolidated Finar8tatements requires us to make estimates and judgitiat affect the reported amounts of
assets, liabilities, revenues and expenses. Om-@oing basis, we evaluate estimates and judgmiactading those related to revenue
recognition, realization of accounts receivablegimtories, intangible assets, property and equipmued 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.
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Historical performance should not be viewed ascative of future performance, because there carmlassurance the margins, operating
income and net earnings as a percentage of reveniliég consistent from year to year.

Management'’s discussion and analysis of fiimondition and results of operations are bagezhwour consolidated financial statements
presented herewith, which have been prepared mréance with accounting principles generally aceen the United States excluding
certain year end adjustments because of the inteminre of the consolidated financial statements. siynificant accounting policies are
more fully described in Note 1 to the Consolida&@tancial Statements. We believe the followingicaitaccounting policies affect our more
significant judgments and estimates used in thpagredion of our Consolidated Financial Statements.

Funeral and Cemetery Operations

We record the sales of funeral and cemetergma@dise and services when the merchandise igededi or the service is performed. Sales
of cemetery interment rights are recorded as rexvémaccordance with the retail land sales geneaaitepted accounting principles. This
method generally provides for the recognition efrsue in the period in which the customer’s cunivdapayments exceed 10% of the
contract price related to the real estate. Co$dsacbto the sales of interment rights, which idelyroperty and other costs related to cemetery
development activities, are charged to operati@imsguthe specific identification method in the périn which the sale of the interment right
is recognized as revenue. Revenues to be recogaimkbdash flow from the delivery of merchandise pedormance of services related to
preneed contracts that were acquired in acquisitara typically lower than those originated by us.

Allowances for bad debts and customer cartt@tia are provided at the date that the sale isg®ized as revenue. In addition, we monitor
changes in delinquency rates and provide additibadldebt and cancellation reserves when warranted.

When preneed funeral services and merchaadésginded through third-party insurance policies,earn a commission on the sale of the
policies. Insurance commissions earned by the Cagnpee recognized as revenues when the commissiom longer subject to refund,
which is usually one year after the policy is igbuereneed selling costs consist of sales commissiat we pay our sales counselors and
other direct related costs of originating prenesdsscontracts and are expensed as incurred.

Goodwill

The excess of the purchase price over thes#dire of identifiable net assets of funeral homsitesses acquired in business combinations
is recorded as goodwill. Goodwill has not histallicheen recorded in connection with the acquisitid cemetery businesses. Goodwill is
tested for impairment by assessing the fair vafueach of our reporting units. The funeral segnrepbrting units consist of our East, Central
and West regions in the United States and we paréur annual impairment test of goodwill using imfation as of August 31, 2009. In
addition, we assess the impairment of goodwill vévem events or changes in circumstances indicatehb carrying value may be greater
than fair value. Factors that could trigger anrintedmpairment review include, but are not limitedsignificant adverse changes in the
business climate which may be indicated by a dedfithe Company’s market capitalization or declmeperating results.

Our goodwill impairment test involves estinsatand management judgment. In the first step ofjoodwill testing, we compare the fair
value of each reporting unit to its carrying valineluding goodwill. We determine fair value forabareporting unit using both a market
approach, weighted 70%, and an income approaclghtezi 30%. Funeral home selling prices are typiaglioted in the marketplace as a
multiple of EBITDA (earnings before interest, taxdsepreciation and amortization). Our methodolagydetermining a market approach fair
value utilized recent sales transactions in thestry. Our methodology for determining an incomseahfair value is based on discounting
projected future cash flows. The projected futiashcflows include assumptions concerning futureatpey performance that may differ frc
actual future cash flows using a weighted average af capital for Carriage and other public deatbacompanies. Goodwill impairment is
not recorded where the fair value of the reporting exceeds its carrying amount. If the fair vatdi¢he reporting unit is less than its carrying
value, the implied fair value of goodwill is compdrto the carrying amount of the reporting unitedyill and if the carrying amount exceeds
the implied value, an impairment charge would l®rded in an amount equal to that excess.

Income Taxes

The Company and its subsidiaries file a cadatéd U.S. Federal income tax return and separetene tax returns in the states in which
we operate. We record deferred taxes for tempatidigrences between the tax basis and financiarem basis of assets and liabilities and
account for uncertain tax positions in our finahstatements. The Company records a valuation alhoe to reflect the estimated amount of
deferred tax assets for which realization is uraiertManagement reviews the valuation allowandbeaend of each quarter and makes
adjustments if it is determined that it is moreslikthan not that the tax benefits will be realized

The Company analyzes tax benefits for unaettai positions and how they are to be recognigeisured, and derecognized in financial
statements; provides certain disclosures of unicetda matters; and specifies how reserves for tacetax positions are classified on the
balance sheet. We have reviewed our income tatipasiand identified certain tax deductions, priilgaelated to business acquisitions, that
are not certain. Our policy with respect to pot@npenalties and interest is to record them asefétxpense and interest expense,
respectively.
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Preneed Funeral and Cemetery Trust Funds

The Company'’s preneed and perpetual careftinds are reported in accordance with the priesipif consolidating Variable Interest
Entities. The investments of such trust funds &assified as available-for-sale and are reportedaaket value; therefore, an allocation of
unrealized gains and losses, income and gainsoasdd are recordedDeferred preneed receipts held in trastdCare trusts’ corpusn the
Company'’s consolidated balance sheet. The Compéuiyise obligations to deliver merchandise and isesvare reported at estimated
settlement amounts. Preneed funeral and cemetetyibvestments are reduced by the trust investeemings that we have been allowed to
withdraw in certain states prior to maturity. Thesenings are recorded Deferred preneed funeral and cemetery revenunis the service is
performed or the merchandise is delivered.

There is no change in the legal relationshipeng the trusts, the Company and its customethelnase of preneed trusts, the customers
are the legal beneficiaries. In the case of pegbetare trusts, the Company does not have a ightcess the corpus in the perpetual care
trusts. For these reasons, the Company has reeagfiimncial interests of third parties in the trfusds in our financial statements as
Deferred preneed funeral and cemetery receipts imefcustandCare trusts’ corpus

Business Combinations

Tangible and intangible assets acquired addlilies assumed have historically recorded atvalue and goodwill has been recognized for
any difference between the price of the acquisiind our fair value determination. We customarsliirrated our purchase costs and other
related transactions known at closing of the adtiiis To the extent that information not availabdeus at the closing date subsequently
becomes available during the allocation periodadjested goodwill, assets, or liabilities associatéth the acquisition.

For any business acquired after January 19,208 recognize the assets acquired, the liatsilagsumed and any noontrolling interest ir
the acquiree at the acquisition date, measurdtedair values as of that date. Goodwill is mead@®a residual of the fair values at
acquisition date. Acquisition related costs ar@gaized as expense separately from the acquisition.

Discontinued Operations

In accordance with the Company’s strategid¢fplio optimization model, non-strategic businesaesreviewed to determine whether the
business should be sold and the proceeds redepétseahere. A marketing plan is then developedtose locations which are identified as
held for sale. When the Company receives a lefteitent and financing commitment from the buyed déine sale is expected to occur within
one year, the location is no longer reported withenCompany’s continuing operations. The assetdiabilities associated with the location
are reclassified as held for sale on the balaneetsind the operating results, as well as impaitsnane presented on a comparative basis in
the discontinued operations section of the conat#id statements of operations, along with the irctar effect.

RESULTS OF OPERATIONS

The following is a discussion of the Compamngsults of operations for the three and nine meetiiods ended September 30, 2008 and
2009. Funeral homes and cemeteries owned and eddaatthe entirety of each period being comparedeferred to as “same-store” or
“existing operations.” Funeral homes and cemetqnigshased after January 2005 (date of refinangimgenior debt) are referred to as
“acquired.”
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Funeral Home Segmerithe following table sets forth certain informaticegarding the revenues and operating profit @Gbmpany
from its funeral home operations for the three aimé@ months ended September 30, 2008 comparee thrde and nine months ended
September 30, 2009.

Three months ended September 30, 2008 comparkte®rnonths ended September 30, 2009 (dollaroustdnds):

Three Months Ended

September 30, Change
2008 2009 Amount %

Revenues

Samestore $26,657 $25,91: $ (745 (2.8%

Acquired 4,31z 4,18¢ (12¢) (3.0%

Preneed insurance commissic 62€ 483 (143 *
Revenues from continuing operatic $31,59¢ $30,58( $ (1,01¢) (3.2%
Revenues from discontinued operatir $ — S $ — *
Operating profit

Same-store $ 8,63« $ 9,21¢ $ 584 6.6%

Acquired 1,26( 1,171 (89) (7.0)%

Preneed insuranc 11F — (11& *
Operating profit from continuing operatio $10,00¢ $10,38¢ $ 38C 3.8%
Operating profit from discontinued operatic $ — $ — $ — *

* not meaningfu

Funeral same-store revenues for the threelmartded September 30, 2009 decreased $0.7 mdli¢h8%, when compared to the three
months ended September 30, 2008 as we experieried&adecrease in the number of contracts andaiease of 2.6%, to $5,565, in the
average revenue per contract for those existingatipes. The number of traditional burial contrad¢sreased 7.5% while the average
revenue per burial contract increased 2.6% to 87,96e cremation rate for the same-store busingssesrom 37.7% to 39.8%. The average
revenue per cremation contract increased 8.2% ,&783and the number of cremation contracts wasoppately the same.

Total samestore operating profit for the three months endept@mber 30, 2009 increased $0.6 million, or 6.88&tn the comparable thr
months of 2008, and as a percentage of funeral-séone revenue, increased from 32.4% to 35.6%fasdion of our ability to reduce
operating costs across substantially all expensgodes. Same-store controllable expenses, sushlases and wages, transportation and
administrative expenses declined $0.7 million, 686, for the three months ended September 30, 2008 compared to the three months
ended September 30, 2008. Additionally, the Comsatfyinsures a substantial portion of its propetgsualty and general liability risks and
realized a decrease in those costs of approxim@iely million compared to the prior year period.

Funeral acquired revenues for the three maerided September 30, 2009 decreased $0.1 millid1086, when compared to the three
months ended September 30, 2008 as we experierd@wincrease in the number of contracts and eedse of 5.4%, to $3,894, in the
average revenue per contract for those acquirecitpes. The cremation rate for the acquired bissies was 54.6% for the third quarter of
2009, up from 49.8% in the prior year period, asthbusinesses are located in higher crematios aogapared to the existing locations.
Although the number of cremation contracts incrdds®5%, the average revenue per cremation coraf&a,115 declined slightly for the
third quarter of 2009 compared to the prior yeaartgr.

Acquired operating profit for the three monémled September 30, 2009 decreased $0.1 millich1&6, from the comparable three
months of 2008, and as a percentage of revenuedoguired businesses, was 28.0% for the third guaft2009 compared to 29.2% for the
third quarter of 2008. In total, controllable expes for acquired funeral home operation were mah&@el million lower than last year.

For the Funeral Home Segment in total, cremnativith services have risen to 42.3% of total @#éon contracts in the third quarter of
2009 from 34.7% in the third quarter of 2008.
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Nine months ended September 30, 2008 compareddanmonths ended September 30, 2009 (dollars irsérals):

Nine Months Ended

September 30, Change
2008 2009 Amount %

Revenues

Same-store $ 84,68t $82,18t¢ $ (2,499 (2.9%

Acquired 14,02¢ 13,45; (569) (4.2)%

Preneed insurance commissic 2,052 1,57 (480 *
Revenues from continuing operatic $100,76:¢ $97,21¢ $ (3,549 (3.5%
Revenues from discontinued operatis $ 47 $ — $ (47 *
Operating profit

Same-store $ 30,77¢ $30,84: $ 63 0.2%

Acquired 4,357 4,302 (51) (1.2%

Preneed insuranc 801 12¢ (672 *
Operating profit from continuing operatio $ 35,93. $35,27: $ (660 1.9%
Operating profit from discontinued operatic $ 14¢ $ — $ (14¢€ *

* not meaningfu

Funeral same-store revenue for the nine maited September 30, 2009 decreased $2.5 millidh98&6, when compared to the nine
months ended September 30, 2008, as we experiang®do decrease in the number of contracts antfa #hcrease in the average revenue
per contract to $5,584. The number of burial cantgrdeclined 7.2% while the average revenue faaboontracts increased 3.3% to $7,911.
The number of cremation contracts decreased 2.2é tte average revenue per cremation contracetasmd 4.6% to $2,995.

Funeral same-store operating profit for theermonths ended September 30, 2009 increased $0dhpor 0.2%, when compared to the
nine months ended September 30, 2008. Despite2tBendillion decline in revenues, field location ¢aflable expenses were reduced by
$2.1 million, equal to 5.8%.

Acquired funeral homes generated $13.5 mililorevenue, equal to 13.9% of our funeral homemnee, and $4.3 million in operating
profit, equal to 12.2% of our funeral home opemmofit. Year to date, the average revenue peirachis $3,966, and the cremation rate is
53.2%. The average revenue per cremation contraa@ased 5.2% year over year.

Cemetery SegmentThe following table sets forth certain informaticegarding the revenues and operating profit @@bmpany from its
cemetery operations for the three months endede8dyar 30, 2008 compared to the three months enej@e8ber 30, 2009.

Three months ended September 30, 2008 comparbre®mrnonths ended September 30, 2009 (dollarumstnds):

Three Months Ended

September 30 Change
2008 2009 Amount %

Revenues

Same-store $ 8,89¢ $ 8,881 $ 17 (0.2)%

Acquired 1,62¢ 1,532 (96) (5.9%

Financial 1,09( 1,174 84 7.7%
Revenues from continuing operatic $11,61¢ $11,58: $ (29 (0.2)%
Revenues from discontinued operatis $ — $  — $  — *
Operating profit

Same-store $ 1,58( $ 1,82t $ 24t 15.5%

Acquired 64E 202 (442) (68.7)%

Financial 1,09( 1,174 84 7.7%
Operating profit from continuing operatio $ 3,31t $ 3,201 $ (119 (3.5%
Operating profit from discontinued operatic $ — $ — $  — *

* not meaningfu
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Cemetery same-store revenues for the thre¢hm@mded September 30, 2009 remained flat compautheé three months ended
September 30, 2008. Same-store revenue from prgmepdrty sales increased $0.1 million which wasedr by a 28.3% increase in the
number of interment rights (property) sold and 8%¥increase in the average price per intermentieuprior period included additional
revenue recognized from construction projects lilagtbeen presold at certain cemeteries. Revenmegdreneed merchandise and services
deliveries increased $0.2 million, or 16.8%, antiasstore at-need revenues increased slightly.

Cemetery same-store operating profit for tire¢ months ended September 30, 2009 increasedfidad, or 15.5%. As a percentage of
revenues, cemetery same store operating profieased from 17.8% to 20.5%. Promotional expensésdpity preneed sales commissions)
increased $0.4 million in connection with the higheeneed sales volumes. Tighter management openses such as salaries and benefits,
transportation, bad debts and general and adnatiistrcosts produced a decline of $0.7 millionhase expenses.

Cemetery acquired revenues for the three nscended September 30, 2009 decreased $0.1 midimpared to the three months ended
September 30, 2008. Acquired revenue from prenegukepty sales decreased $0.1 million and preneeghtee from merchandise and
services deliveries increased $0.1 million whileeéd revenues also declined $0.1 million. Cemetequired operating profit decreased
$0.4 million primarily due to an increase of badbdexpense.

Financial revenues increased $0.1 million carag to the prior year period. Earnings from perpletare trust funds totaled $0.6 million
for the three months ended September 30, 2009 aechpa $0.4 million for the three months ended Seiter 30, 2008. Finance charges on
the preneed contracts declined approximately $0liom Trust earnings from the delivery of merchige and service contracts declined
slightly for the three months ended September B09Zompared to the same period in 2008.

Nine months ended September 30, 2008 comparede¢amonths ended September 30, 2009 (dollars irstrais):

Nine Months Ended

September 30, Change
2008 2009 Amount %

Revenues

Same-store $24,47¢ $27,21¢ $ 2,74 11.2%

Acquired 4,632 4,801 16¢ 3.6%

Financial 3,21¢ 3,28t 67 2.1%
Revenues from continuing operatic $32,32¢ $35,30¢ $ 2,97¢ 9.2%
Revenues from discontinued operatir $ — $ — $ — *
Operating profit

Same-store $ 4,05¢ $ 6,01: $ 1,957 48.2%

Acquired 1,57¢ 1,11¢ (465) (29.4)%

Financial 3,21¢ 3,28¢ 67 2.1%
Operating profit from continuing operatio $ 8,852 $10,41: $ 1,55¢ 17.6%
Operating profit from discontinued operatic $ — $ — $ — *

* not meaningfu

Cemetery same-store revenues for the ninelmmartded September 30, 2009 increased $2.7 mitirahl..2%, compared to the nine
months ended September 30, 2008. Preneed propedyue at existing cemeteries increased $3.5 milio 34.4%, to $13.6 million as the
number of interments sold on a preneed basis inetkd2.3% and the percentage of those we wereéai#eognize as revenue, because we
received at least 10% of the sales price from tisoener, increased from 80.6% to 87.5%. Atneedmese from property, merchandise and
services declined $0.4 million, or 3.7%, as therage sale per atneed contract and the numbereshients both declined.

Cemetery samstore operating profit for the nine months endegt&@aber 30, 2009 increased $2.0 million, or 48.88tpared to the nir
months ended September 30, 2008 due primarilyedider revenues. We also experienced cost rehsctf approximately $0.8 million in
most categories of costs and expenses.

Cemetery acquired revenues for the nine manded September 30, 2009 increased $0.2 milliod,686, compared to the nine months
ended September 30, 2008. Revenue from preneedryaales increased $0.1 million and preneed tevéom merchandise and services
deliveries also increased $0.3 million. At-neederaves declined $0.1 million compared to the samieghen 2008. As a percentage of
revenues, cemetery acquired operating profit deeitérom 34.1% to 23.2% as we experienced an isern@abad debt expense and property
taxes over prior year.
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Financial revenues for the nine months endgateé3nber 30, 2009 increased $0.1 million compavetd prior year period. Perpetual care
trust fund earnings improved by $0.5 million yeaepyear while the trust earnings on merchandiskesanvice contracts and finances charges
decreased $0.4 million compared to the nine moerided September 30, 2009.

Corporate General, Administrative and Oth@orporate general, administrative and other esggiotaled $3.5 million for the three
months ended September 30, 2009, a decrease offfilidh compared to the three months ended Septerd®, 2008. The prior year period
included charges totaling $0.8 million in connectiwith an officer’s termination, litigation costadother special charges which were absent
in the current year quarter.

Income Taxes'he Company recorded income taxes at the estineditective rate of 40.5% for the 2009 periods an8%%5% for the first
nine months of 2008. For Federal income tax repgmiurposes, Carriage has net operating loss canwgfds totaling $11.8 million net of
unrecognized tax benefits available at Septembge2@00 to offset future Federal taxable income chvlexpire between 2023 and 2029, if not
utilized. Carriage also has approximately $67 onillof state net operating loss carryforwards thlitexpire between 2010 and 2029, if not
utilized. Based on management’s assessment oftfieug state net operating losses, it was detedrthreg it is more likely than not that the
Company will not be able to realize tax benefitsasgubstantial amount of the state losses. Accglyglithe Company has been carrying a
valuation allowance against a substantial portithe deferred tax asset related to the state tipgrasses and will recognize those tax
benefits only when realized.

LIQUIDITY AND CAPITAL RESOURCES

While the impact has not been dramatic yetbeleeve the adverse economic conditions in the Wiscontinue to affect our business.
Carriage began 2009 with $5.0 million in cash atioliquid investments and ended the third quarigr $3.3 million in cash. The elements
of cash flow for the nine months ended SeptembePB09 consisted of the following (in millions):

Cash and liquid investments at beginning of \ $ 5.C
Cash flow from operatior 7.8
Cash used for maintenance capital expendit 3.3
Cash used for growth capital expendit.— funeral home: (0.9
Cash used for growth capital expendit.— cemeterie! (2.9
Share repurchase progr: (3.2
Other investing and financing activities, | 0.9
Cash at September 30, 2C $ 33

For the nine months ended September 30, 2239, provided by operating activities was $7.9iamlhas compared to cash provided of
$12.2 million for the nine months ended Septemife2B08. The decline of $4.3 million in operatirashk flow was primarily due to funding
$3.3 million litigation settlement in the first quer of 2009 and working capital used to financevgh in preneed cemetery receivables.
Capital expenditures totaled $6.1 million for theexmonths ended September 30, 2009 compared&a#iBion in the nine months ended
September 30, 2008. Capital expenditures for the months ended September 30, 2009 included $2idmfor cemetery inventory
development projects.

The outstanding principal of senior debt gitSmber 30, 2009 totaled $137.2 million and coedisf $130.0 million in Senior Notes
maturing in 2015 and $7.2 million in acquisitiom@btedness and capital lease obligations.

The Company has a $20 million senior secuegdlving credit facility that matures in April 20Hhd is collateralized by all personal
property and funeral home real property in certiites. Borrowings under the credit facility widldy interest at either prime or LIBOR
options. At September 30, 2009, the LIBOR optiors wet at LIBOR plus 275 basis points. The revohdreglit facility is currently undrawn
except for $0.1 million in letters of credit thatautstanding.

A total of $93.8 million was outstanding ap&smber 30, 2009 on the convertible junior subatid debentures. Amounts outstanding
under the debenture are payable to our affiliatstfiCarriage Services Capital Trust (the “Trudt®ar interest at 7.0% and mature in 2029.
Substantially all the assets of the Trust condgigtt® convertible junior subordinated debenturesl999, the Trust issued 1.875 million shares
of term income deferrable equity securities (“TIDES he rights of the debentures are functionatipigalent to those of the TIDES.

The convertible junior subordinated debentyagble to the Trust and the TIDES each contairoaision for the deferral of interest
payments and distributions for up to 20 consecudivarters. During any period in which distributisayyments are deferred, distributions
continue to accumulate at the 7% annual rate. Alsodeferred distributions themselves accumulsteiloutions at the annual rate of 7%.
During any deferral period, Carriage is prohibifesim paying dividends on the Common Stock or repasing its Common Stock, subject to
limited exceptions. The Company currently expegtsdntinue paying the distributions as due.

The Company intends to use its cash, cashdlodvproceeds from the sale of businesses to acfyuieral home and cemetery businesses
and for internal growth projects, such as cemetergntory development. As discussed in Note 1héo t
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consolidated financial statements, we have a geawachase program for which the Board of Directggroved purchases of its Common
Stock. At September 30, 2009, approximately $1I0aniwas still available for the Company to spemier the program.

We believe our cash on hand, cash flow fromrafions, and the credit facility described aboukelve adequate to meet our working
capital needs and other financial obligations dliernext twelve months. We expect to renew thelvawy credit facility during the fourth
quarter of 2009.

SEASONALITY

Our business can be affected by seasonabfitions in the death rate. Generally, the ratégidr during the winter months because the
incidences of deaths from influenza and pneumomaamher during this period than other periodthefyear.

INFLATION

Inflation has not had a significant impactar results of operations.

ltem 3. Quantitative and Qualitative Disclosures about Marlet Risk

Carriage is currently exposed to market riskprily related to changes in interest rates ezglab the Company’s debt, changes in interest
rates related to the Company’s short-term investsn@nd changes in the values of securities assdcigith its preneed and perpetual care
trusts. For information regarding the Company’sa@sxpe to certain market risks, see Item 7A, “Quatitie and Qualitative Market Risk
Disclosure” in the Company’s Annual Report filedfeorm 10-K for the year ended December 31, 2008rd have been no significant
changes in the Company’s market risk from thatldgsd in the Form 10-K for the year ended Decer3tie2008.

The 7.875% Senior Notes were issued to théiqgabpar and are carried at a cost of $130 mmlliat September 30, 2009, the estimated
fair value of these securities was approximatel®1$8 million based on available quotes.

The convertible junior subordinated debentuypagable to Carriage Services Capital Trust, pégrést at the fixed rate of 7% and are
carried on our balance sheet at a cost of apprdglyn$93.8 million. The estimated fair value of $kesecurities is estimated to be $49.7
million at September 30, 2009 based on availald&darquotes of the corresponding preferred seesritisued by the Trust.

Iltem 4. Controls and Procedures

In accordance with the Securities ExchangeofAd934, as amended (the “Exchange Act”) RulesIBand 15d-15, we carried out an
evaluation under the supervision and with the pigidition of management, including our Chief ExeetDfficer and Chief Financial Officer,
of the effectiveness of our disclosure controls pratedures as of the end of the period coveratiibyeport. Based on that evaluation, our
Chief Executive Officer and Chief Financial Offiancluded that our disclosure controls and proasiwere effective as of September 30,
2009 to provide reasonable assurance that infoomagiquired to be disclosed in our reports filedwsmitted under the Exchange Act is
recorded, processed, summarized, and reportedwithitime periods specified in the Securities Brchange Commissios'rules and form
Our disclosure controls and procedures includerotsand procedures designed to ensure that infaymeequired to be disclosed in reports
filed or submitted under the Exchange Act is acdamed and communicated to our management, incluoimgChief Executive Officer and
Chief Financial Officer, as appropriate, to allamely decisions regarding required disclosure.

There has been no change in our internal cbower financial reporting that occurred during thine months ended September 30, 2009
that has materially affected, or is reasonablylyike materially affect, our internal control oviamancial reporting.
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PART Il — OTHER INFORMATION

Item 1. Legal Proceedings

In addition to the matters in Note 10, we and subsidiaries are parties to a number of ottgmllproceedings that have arisen in the
ordinary course of business. We self-insure agaitain risks and carry insurance with coverageaaverage limits for risk in excess of the
coverage amounts consistent with our assessmeiskefin our business and of an acceptable levéhahcial exposure. Although there can
be no assurance that self-insurance reserves andirce will be sufficient to mitigate all damageajms or contingencies, we believe that
our reserves and insurance provide reasonableagedor known asserted or unasserted claims. Ievbpt we sustain a loss from a claim
and the insurance carrier disputes coverage oragedimits, we may record a charge in a diffepariod than the recovery, if any, from the
insurance carrier.

ltem 1A. Risk Factors
There have been no material changes in dufattors from those disclosed in Item 1A of oumAial Report on Form 10-K for the year
ended December 31, 2008.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

As discussed in Note 12 to the consolidatedrftial statements, the Company currently has @ sbpurchase program under which the
Company may purchase its Common Stock. Pursuahetprogram, we repurchased the following sharesglthe period covered by this
quarterly report:

Total Number o Dollar Value

Shares Purchast of Shares The

Total Average as Part of Publicl May Yet Be

Number of Share Price Paic Announcec Purchased Unde
Period Purchase Per Shart Program the Progran
July 1, 200 July 30, 200¢ 37,60( $3.4C 37,60( $1,293,38.
August 1, 200- August 31, 200! 22,93t $4.0C 22,93t $1,201,47.
September 1, 20C- September 30, 20( 48,00¢ $4.0C 48,00¢ $1,009,31.
Total for quarter ended September 30, 2 108,54« 108,54«

On October 8, 2009, Carriage filed Form S-8ister 1,000,000 to be issued pursuant ot thga@a Services 2007 Employee Stock
Purchase Plan, as previously approved by Carriaseholders.
Item 3. Defaults Upon Senior Securitie:

None

Item 4. Submission of Matters to a Vote of Security Holder:
None

ltem 5. Other Information

The Company reported on Form 8-K during thartgr covered by this report all information regdito be reported on such form.

Item 6. Exhibits
11.1 Computation of Per Share Earnir
31.1 Certification of Periodic Financial Reports by MielC. Payne in satisfaction of Section 302 of theb@ne-Oxley Act of 2002
31.z Certification of Periodic Financial Reports by Tel. Sanford in satisfaction of Section 302 of 8sbane-Oxley Act of 200z
32 Certification of Periodic Financial Reports by Mi@hC. Payne and Terry E. Sanford in satisfactio®@étion 906 of the Sarbanes-
Oxley Act of 2002 and 18 U.S.C. Section 1:
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SIGNATURE

Pursuant to the requirements of the Secuitiehange Act of 1934, the registrant has duly edukis report to be signed on its behalf by
the undersigned thereunto duly authorized.

CARRIAGE SERVICES, INC.

Date: November 6, 2009 /sl Terry E. Sanford
Terry E. Sanford
Senior Vice President and Chief Financial
Officer




Table of Contents

CARRIAGE SERVICES, INC.
INDEX OF EXHIBITS
11.1 Computation of Per Share Earnir
31.1 Certification of Periodic Financial Reports by MiaC. Payne in satisfaction of Section 302 of theb&ne-Oxley Act of 200z
31.Z Certification of Periodic Financial Reports by TyekE. Sanford in satisfaction of Section 302 of 8abane-Oxley Act of 200z

32 Certification of Periodic Financial Reports by Mi@lC. Payne and Terry E. Sanford in satisfactioBe¢tion 906 of the Sarbanes-
Oxley Act of 2002 and 18 U.S.C. Section 1:



EXHIBIT 11.1

CARRIAGE SERVICES, INC.
COMPUTATION OF PER SHARE EARNINGS
(unaudited and in thousands, except per share data)

Earnings per share for the three and nine hsoemded September 30, 2008 and 2009 is calclatsti on the weighted average number
of common and common equivalent shares outstardlirigg the periods. The following table sets fdtte computation of the basic and
diluted earnings per share for the three and nioeths ended September 30, 2008 and 2009, in thdsigaept for earnings per share:

Three months Nine months
ended September 30, ended September 30,
2008 2009 2008 2009

Net income from continuing operatio $ 15t $ 83C $ 3,37¢ $ 5,05:
Net income from continuing operations allocateddec-vested share

awards 3 30 79 19t
Preferred stock dividen 4 4 (8 (11)
Undistributed earnings from continuing operationailable to common

stockholder: 154 85¢€ 3,44¢ 5,237
Loss from discontinued operatio — — (1,390 —
Undistributed earnings (loss) available to comntolsholders $ 154 $ 85€ $ 2,05¢ $ 5,237
Weighted average number of common shares outsigfalitbasic EPS

computatior 19,27¢ 17,37¢ 19,35! 17,65¢
Effect of dilutive securities

Stock options 28€ 221 374 164
Weighted average number of common and common deuivshares

outstanding for diluted EPS computat 19,56¢ 17,60( 19,72¢ 17,82:
Basic earnings (loss) per common sh

Continuing operation $ 0.01 $ 0.0% $ 0.1¢ $ 0.2¢

Continuing operations allocated to -vested share awar — — — 0.01

Discontinued operatior — — (0.07) —

Net income $ 0.01 $ 0.0% $ 0.11 $ 0.3C
Diluted earnings (loss) per common shi

Continuing operation $ 0.01 $ 0.0% $ 0.1¢ $ 0.2t

Continuing operations allocated to -vested share awar — — — 0.01

Discontinued operatior — — (0.07) —

Net income $ 0.01 $ 0.0% $ 0.11 $ 0.2¢

Effective January 1, 2009, the accountinguforested share-based payment awards included atbglation of earnings per share has
changed. Share-based awards that contain non&isfeitights to dividends or dividend equivalenthgetiner paid or unpaid, are now
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 paatioip securities and we have prepared our cur@mbgh earnings per share calculations
retrospectively revised our prior period calculatido include outstanding unvested restricted stwekrds in the basic weighted average
shares outstanding calculation. For the three amelmonths ended September 30, 2009, there wasateriad impact to basic and diluted
earnings per share.

Options to purchase 0.1 million and 0.9 millshares were not included in the computation loteti earnings per share for the three and
nine months ended September 30, 2008, becaushdreavards exercise prices exceeded the averagetpece of the Company’s
common stock during the period and, thereforegffect would be antidilutive.

Options to purchase 0.3 million and 0.9 millghares were not included in the computation loteti earnings per share for the three and
nine months ended September 30, 2009, becausgtiba®contained exercise prices that exceededwbege market price of the
Company’s common stock during the period and, foezethe effect would be antidilutive.

The convertible junior subordinated debentalgs in 2029 are convertible into 4.6 million stsaoé common stock and is not included in
the computation of diluted earnings per share beethe effect would be antidilutive.



EXHIBIT 31.1
[, Melvin C. Payne, certify that:
1. | have reviewed this report on Form-Q of Carriage Services, In

2. Based on my knowledge, this report doesantain any untrue statement of a material facioit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statémend other financial information included irstreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this rep

4. The registrant’s other certifying officerdahare responsible for establishing and maintgmisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. designed such disclosure controls and proesdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared

b. designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed
under our supervision, to provide reasonable assargegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting princij

c. evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; ar

d. disclosed in this report any change in #ggstrant’s internal control over financial repodithat occurred during the
registrant’s most recent fiscal quarter that hagenally affected, or is reasonably likely to maadly affect, the registrant’s
internal control over financial reporting; a

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent ei@uaf internal control over financial
reporting, to the registrant’s auditors and theitatcmmmittee of the registrant’s board of direct@spersons performing the
equivalent functions!

a. all significant deficiencies and materiabkeesses in the design or operation of internairebaver financial reporting
which are reasonably likely to adversely affectrgistrant’s ability to record, process, summasiad report financial
information; anc

b. any fraud, whether or not material, thabires management or other employees who have Hiségn role in the
registran’'s internal control over financial reportir

Dated: November 6, 2009 /s/ Melvin C. Payne
Melvin C. Payne
Chairman of the Board and Chief
Executive Officer




EXHIBIT 31.2
I, Terry E. Sanford, certify that:
1. | have reviewed this report on Form-Q of Carriage Services, In

2. Based on my knowledge, this report doesantain any untrue statement of a material factnoit to state a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to the
period covered by this repo

3. Based on my knowledge, the financial statésjend other financial information included irsthreport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtfe periods presented in this rep

4. The registrant’s other certifying officerdahare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13-15(f) and 15-15(f)) for the registrant and hav

a. designed such disclosure controls and puresdor caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared

b. designed such internal control over finah@porting, or caused such internal control owearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting princij

c. evaluated the effectiveness of the regissalisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; ar

d. disclosed in this report any change in #ggstrant’s internal control over financial repodithat occurred during the
registrant’s most recent fiscal quarter that hatenwlly affected, or is reasonably likely to maddly affect, the registrant’s
internal control over financial reporting; a

5. The registrant’s other certifying officerdahhave disclosed, based on our most recent ei@uaf internal control over financial
reporting, to the registrant’s auditors and theitac@mmittee of the registrant’s board of direct@spersons performing the
equivalent functions)

a. all significant deficiencies and materialkeesses in the design or operation of internairebaver financial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; anc

b. any fraud, whether or not material, thabires management or other employees who have Hiségn role in the
registran’'s internal control over financial reportir

Dated: November 6, 2009 /sl Terry E. Sanford
Terry E. Sanforc
Senior Vice President and Chief
Financial Officer




EXHIBIT 32

In connection with the Quarterly Report of Carri@gvices, Inc. (the “Company”) on Form 10-Q face theriod ended September 30, 2009,
(“Form 10-Q") as filed with the Securities and Eaolge Commission on the date hereof, each of thersigthed officers of the Company
certifies pursuant to Section 906 of the SarbandsyOAct of 2002, 18 U.S.C. Section 1350, thatttfg Form 10-Q fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934, as amended; and @)itifiormation contained in the Form 10-
Q fairly presents, in all material respects, timaficial condition and results of operations of@lmenpany.

Dated: November 6, 2009 /sl Melvin C. Payne
Melvin C. Payne
Chairman of the Board and Chief
Executive Officer

/sl Terry E. Sanford

Terry E. Sanford

Senior Vice President and Chief
Financial Officer




