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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2008
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: 000-50910
(Exact name of registrant as specified in its chaetr)
Delaware 80-010315¢
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

311 Veterans Highway, suite E

Levittown, Pennsylvania 19056
(Address of principal executive offices) (Zip Code)

(215) 826-2800

(Registrant’s telephone number, including area code

Not Applicable

(Former name, former address and former fiscal yearif changed since last report)

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementshe past 90 days. Ye&l No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, maccelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated filer” and “small@porting company” in Rule 12b-2 of the
Exchange act.

Large accelerated filel]] Accelerated filer Non-accelerated filelrd (Do not check if smaller reporting company)
Smaller reporting company]

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Exgle Act). Yes[] No

The number of the registrant’s outstanding commutswat August 11, 2008 was 8,621,373.
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Part | — Financial Information
Iltem 1. Financial Statements

StoneMor Partners L.P.
Condensed Consolidated Balance Sheets
(in thousands)
(unaudited)

ASSETS
CURRENT ASSETS
Cash and cash equivalel
Accounts receivable, net of allowar
Prepaid expenst
Other current asse

Total current asse

LONG-TERM ACCOUNTS RECEIVABLE- net of allowanct
CEMETERY PROPERTY

PROPERTY AND EQUIPMENT, net of accumulated deprtoie
MERCHANDISE TRUSTS, restricted, at fair val

PERPETUAL CARE TRUSTS, restricted, at fair va

DEFERRED FINANCING COST* net of accumulated amortizati
DEFERRED SELLING AND OBTAINING COST:

OTHER ASSETS

TOTAL ASSETS

LIABILITIES AND PARTNERS ' EQUITY
CURRENT LIABILITIES:
Accounts payable and accrued liabilit
Accrued interes
Current portion, lon-term debt
Total current liabilities

OTHER LONG TERM LIABILITIES
LONG-TERM DEBT

DEFERRED CEMETERY REVENUES, n
MERCHANDISE LIABILITY

TOTAL LIABILITIES

COMMITMENTS AND CONTINGENCIES
NON-CONTROLLING INTEREST IN PERPETUAL CARE TRUST

PARTNERS EQUITY
General partne
Limited partners

Common
Subordinatet

Total partner equity

TOTAL LIABILITIES AND PARTNERS' EQUITY

See Accompanying Notes to the Condensed Consdlidkitencial Statements.

1

December 31

2007

June 30,
2008

$ 13,80 $ 10,79:
32,06: 34,67
2,707 3,85¢€
5,19: 3,38¢
53,76 52,71
40,08: 41,67¢
187,55, 215,75
53,92 48,22:
228,611 206,63
208,57¢ 198,72
3,317 2,871
35,83 39,12:

85 64€

$ 811,75  $806,36¢
$ 19,07 $ 14,52
677 1,20¢

38€ 48¢
20,13 16,22¢

— 1,62¢
14577¢  152,91(
220,94: 224,44}
79,57 82,93¢
466,43; 478,14
208,57¢ 198,72
2,73 2,601
11859¢ 114,05
15,41 12,84¢
136,74 _129,50:

$ 811,75  $806,36¢
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StoneMor Partners L.P.

Condensed Consolidated Statement of Operations

(in thousands, except unit data)

(unaudited)

Revenues:

Cemetery
Merchandise
Services
Investment and othe

Funeral hom:
Merchandise
Services

Total revenue

Costs and Expenses
Cost of goods sold (exclusive of depreciation sheearately below
Perpetual car
Merchandise
Cemetery expens
Selling expens
General and administrative expel
Corporate overhead (including $1,181 and $642 itthased compensation for
the three months ended June 30, 2007 and 200822883and $1,258 for tht
six months ended June 30, 2007 and June 30, .
Depreciation and amortizatic
Funeral home expen:
Merchandise
Services
Other

Total cost and expens

OPERATING PROFI1

INTEREST EXPENSE
INCOME BEFORE INCOME TAXES

INCOME TAXES:
State
Federal

Total income taxe

NET INCOME

General partn(s interest in net income for the peri

Limited partner’ interest in net income for the peri
Common
Subordinate(

Net income per limited partner unit (basic and teitl)

Weighted average number of limited part’ units outstanding (basic and dilute

Three months ended June 30,

Six months ended June 30,

2007 2008 2007 2008
$ 2827: $ 24,15. $ 37,85 $ 45,10¢
7,27¢ 9,75¢ 14,34 18,98¢
7,611 8,38: 13,47 15,447
1,11¢ 2,19¢ 2,39( 4,58
1,38¢ 3,44¢ 3,14: 7,221
40,66¢ 47,93¢ 71,20« 91,34¢
952 1,051 1,84( 2,152
4,731 4,51 7,741 9,137
7,87¢ 10,96¢ 14,66( 20,45
8,471 8,921 14,71¢ 17,12¢
3,69: 5,30( 7,431 10,52¢
4,951 5,56¢ 10,23 11,017
91t 1,04z 1,78¢ 2,007
381 881 85¢ 1,86¢
1,011 2,29¢ 2,01t 4,51¢
652 1,61( 1,27¢ 3,02
33,63¢ 42,14¢ 62,56 81,82¢
7,03( 5,79( 8,641 9,52
2,132 3,21¢ 4,17¢ 6,31¢
4,89¢ 2,57¢ 4,46: 3,20¢
14t 24t 27¢ 411
9C 98 17z 10<
23¢ 343 451 514
$ 46651 % 2232 $ 4012 $ 2,69
$ 93 % 45 3 80 $ 54
$ 2,42¢ $ 1597 $ 2,08 $ 1,92t
$ 2,14¢ % 50C $ 1,84 $ 711
$ 54 $ 18 $ 4€ $ 22
9,03¢ 11,80: 9,03¢ 11,79¢

See Accompanying Notes to the Condensed Consdiidfatancial Statements.
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Balance, December 31, 20

Proceeds from units issued in acquisit
General partner contributic

Issuance of executive management u
Net income

Cash distributior

Balance, March 31, 20(

Net income

Cash distributior

Balance, June 30, 20(

StoneMor Partners L.P.
Condensed Consolidated Statement of
Partners’ Equity
(in thousands)

(unaudited)
Partners’ Capital
Limited Partners General
Common Subordinated Total Partner Total
$11859° $ 1541: $134,00¢ $2,737 $136,74¢
50C — 50C — 50C
— — — 68 68
1,912 — 1,912 — 1,912
32¢ 121 44¢ 9 45¢
(4,44() (1,639 (6,079 (129 (6,20€)
$116,89° $ 13,89: $130,79. $2,68° $133,47¢
1,597 59C 2,181 45 2,232
(4,440) (1,63¢) (6,076 (129 (6,207
$114,05. $ 12,84¢ $126,90( $2,601 $129,50:

See Accompanying Notes to the Condensed Consdiidfatancial Statements.
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StoneMor Partners L.P.
Condensed Consolidated Statement of Cash Flows
(in thousands)

(unaudited)
Six months ended June 30,
2007 2008
OPERATING ACTIVITIES:
Net income $ 4012 $ 2,69
Adjustments to reconcile net income to net caskigea by operating activity
Cost of lots solt 2,35(C 3,38¢
Depreciation and amortizatic 1,78¢ 2,007
Unit-based compensatic 2,33¢ 1,25¢
Changes in assets and liabilities that provideddusash
Accounts receivabl (5,15)) (8,82))
Allowance for doubtful accoun 1,52¢ 1,82¢
Merchandise trust fun (292) (86¢)
Prepaid expenst (317) 52¢
Other current asse (452) 377
Other asset (11€) (567)
Accounts payable and accrued and other liabil (2,609 (2,179
Deferred selling and obtaining co: (1,292 (3,28¢)
Deferred cemetery reven 8,14¢ 13,66¢
Merchandise liability (202) (997)
Net cash provided by operating activit 9,731 9,03(
INVESTING ACTIVITIES:
Cost associated with potential acquisitis (1,036 (1,28%)
Additions to cemetery proper (1,167 (1,472
Purchase of subsidiaries, net of common units & — (1,239
Additions to property and equipme (972) (2,930
Net cash used in investing activiti (3,169 (6,925
FINANCING ACTIVITIES:
Cash distributior (9,220 (12,41Y
Additional borrowings on lor-term debt 5,49( 14,76:
Repayments of lor-term debt (921) (7,529
Sale of partner unit — 68
Cost of financing activitie (26€) —
Net cash used in financing activiti (4,919 (5,119
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT S 1,64¢ (3,00¢)
CASH AND CASH EQUIVALENTS - Beginning of perioc 9,91« 13,80(
CASH AND CASH EQUIVALENTS - End of perioc $ 11,55¢ $ 10,79:
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Cash paid during the period for inter $ 458 $ 578
Cash paid during the period for income ta $ 187¢ $ 3,081
NON-CASH INVESTING AND FINANCING ACTIVITIES
Issuance of limited partner units for cemetery @itjan $ — $ 50C

See Accompanying Notes to the Condensed Consdiidfatancial Statements.
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1. NATURE OF OPERATIONS, BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Nature of Operations

StoneMor Partners L.P. (“StoneMor”, “the Company'tlee “Partnership”)s a provider of funeral and cemetery products serdices i
the death care industry in the United States. Tgindts subsidiaries, StoneMor offers a completgeanf funeral merchandise and services,
along with cemetery property, merchandise and sesvboth at the time of need and a pre-need Wesisf June 30, 2008, the Partnership
owned and operated 224 cemeteries and 57 funema$in 27 states within the United States and ertBwRico.

Basis of Presentation

The condensed consolidated financial statemenhsdad in this Form 10-Q have been prepared in aegme with accounting
principles generally accepted in the United Stafesmerica (“GAAP”). All interim financial data isnaudited. However, in the opinion of
management, the interim financial data as of Jn2B08 and for the three and six months ended 3002007 and 2008 respectively,
include all adjustments, consisting only of normeadurring adjustments, necessary for a fair stat¢mithe results for the interim. The resi
of operations for interim periods are not necefsardicative of the results of operations to b@eoted for a full year.

Principles of Consolidation

The condensed consolidated financial statemenhsdadhe accounts of each of the Company's subiEdiar hese statements also
include the accounts of the merchandise and peapedue trusts in which the Company has a varigiégest and is the primary
beneficiary. The operations of the 14 managed oemestthat the Company operates under long-termragement contracts are also
consolidated in accordance with the provisionsinafcial Accounting Standards Board (“FASB”) Intexyation (“FIN") No. 46 revised
(“FIN 46R"), Consolidation of Variable Interest Higs: an Interpretation of Accounting Researchl&in (“ARB”) No. 51. Total revenues
derived from the cemeteries under long-term managéwcontracts totaled approximately $5.5 millionl &6.3 million for the three months
ended June 30, 2007 and 2008, respectively, and $illion and $12.8 million for the six months extdJune 30, 2007 and 2008,
respectively.

Summary of Significant Accounting Policies

The significant accounting policies followed by fiempany are summarized below:

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

Cemetery Property

Cemetery property consists of developed and undpedl cemetery property and constructed mausoleyptscand lawn crypts and is
valued at cost, which is not in excess of mark&ieza

Property and Equipment

Property and equipment is recorded at cost ancedigted on a straight-line basis. Maintenance apdirs are charged to expense as
incurred, whereas additions and major replacenaetsapitalized and depreciation is recorded dwar estimated useful lives as follows:

Buildings and improvemen 10 to 40 year
Furniture and equipme 5to 10 year:
Leasehold improvemen over the term of the lea:

For the three months ended June 30, 2007 and géP8:zciation expense was $0.7 million and $0.8anillrespectively. For the six
months ended June 30, 2007 and 2008, depreciatgEmse was $1.4 million and $1.5 million, respeattiv

Inventories

Inventories, classified as other current assethe@iCompany’s condensed consolidated balance shedtgle cemetery and funeral
home merchandise and are valued at the lower éofocaet realizable value. Cost is determined prilpan a specific identification basis on
a first-in, first-out basis. Inventories were appnoately $3.1 million and $3.2 million at Decemi&dr, 2007 and June 30, 2008, respectively.

5
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Sales of Cemetery Merchandise and Services

The Company sells its merchandise and service®tmebpre-need and at-need basis. Sales of atemeeetery services and
merchandise are recognized as revenue when theeéperformed or merchandise is delivered.

Pre-need sales are usually made on an installnoattact basis. Contracts are usually for a perimdmexceed 60 months with
payments of principal and interest required. Foséhcontracts that do not bear a market rate efdést, the Company imputes such interes
a rate of 9.75% during the year ended Decembe2@®17 and 9.0% during the six months ended Jun2CIB) in order to segregate the
principal and interest component of the total cacttvalue.

At the time of a pre-need sale, the Company recandsccount receivable in an amount equal to tta¢ ¢ontract value less any cash
deposit paid net of an estimated allowance foraust cancellations. The revenue from both the saidsnterest component of the account
receivable is deferred. Interest revenue is re@eghutilizing the effective interest method as peyts are received. Sales revenue is
recognized in accordance with the rules discusséaib

The allowance for customer cancellations is esthbli based on management’s estimates of expecteellegions and historical
experiences and is currently approximately 10%otaltcontract values. Future cancellation rates difigr from this current estimate.
Management will continue to evaluate cancellatiates and will make changes to the estimate shbeldé¢ed arise. Actual cancellations did
not vary significantly from the estimates of exgettancellations at December 31, 2007 and Juriz0®@, respectively.

Revenue recognition related to sales of peed cemetery merchandise and services is goveyn8dcurities and Exchange Commis:
Staff Accounting Bulletin No. 10/Revenue Recognition in Financial Statemg€f8&\B No. 104”), and the retail land sales provisoof
Statement of Financial Accounting Standards NoA&@punting for the Sale of Real Estét8FAS No. 66”). Per this guidance, revenue from
the sale of burial lots and constructed mausolegypits are deferred until such time that 10% ofghkes price has been collected, at which
time it is fully earned; revenues from the saleioonstructed mausoleums are recognized usingetttemage-of-completion method of
accounting with no revenue being recognized unthgime that 10% of the sales price has beenatetievhile revenues from merchandise
and services are recognized once such merchasdigivered (title has transferred to the custoamel the merchandise is either installed or
stored, at the direction of the customer, at thedee's warehouse or a third-party warehouse atddlitianal cost to us) or services are
performed.

In order to appropriately match revenue and experiee Company defers certain pre-need cemeterpr@adranged funeral direct
obtaining costs that vary with and are primarillated to the acquisition of new pre-need cemetadymearranged funeral business. Such
costs are accounted for under the provisions of SRA. 60,Accounting and Reporting by Insurance Enterpris€&AS No. 60”), and are
expensed as revenues are recognized.

The Company records a merchandise liability equéheé estimated cost to provide services and paecheerchandise for all outstanc
and unfulfilled pre-need contracts. The merchanliiddlity is established and recorded at the tishéhe sale but is not recognized as an
expense until such time that the associated reviemudbe underlying contract is also recognizede Tierchandise liability is established
based on actual costs incurred or an estimatetafeficosts, which may include a provision for itila. The merchandise liability is reduced
when services are performed or when payment fochaerdise is made by the Company and title is tesresd to the customer.

Pursuant to state law, a portion of the proceents fore-need sales of merchandise and serviceg istpurust (the “merchandise trugt”
until such time that the Company meets the requeregmfor releasing trust principle, which is geligrdelivery of merchandise or
performance of services. All investment earningsegated by the assets in the merchandise trusisiding realized gains and losses) are
deferred until the associated merchandise is deliver the services are performed. The fair vafueefunds held in merchandise trusts at
December 31, 2007 and June 30, 2008 was approtin$a28.6 million and $206.6 million, respectivésee Note 5).

Sales of Funeral Home Services
Revenue from funeral home services is recognizestagces are performed and merchandise is detivere

A portion of proceeds received from pre-need funsgavice contracts is put into trust while amouwrged to defray the initial
administrative costs are not. All investment eagrigenerated by the assets in the trust (inclugialized gains and losses) are deferred until
the associated merchandise is delivered or thécesrare performed. The balance of the amountseiset trusts is included within the
merchandise trusts above.
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Perpetual Care Trusts

Pursuant to state law, a portion of the proceaats the sale of cemetery property is required tpdid into perpetual care trusts. All
principal must remain in this trust into perpetuitiiile interest and dividends may be released aed to defray cemetery maintenance costs,
which are expensed as incurred. Earnings from énpgtual care trusts are recognized in current tEmesvenues. The fair value of funds
held in perpetual care trusts at December 31, 20@7June 30, 2008 was $208.6 million and $198.lfomjlrespectively (see Note 6).

Deferred Cemetery Revenues, Net

In addition to amounts deferred on new contracefeBed cemetery revenues, net, includes defeeneshues from pre-need sales that
were entered into by entities prior to the acqiaisibf those entities by the Company, includingtess that were acquired by Cornerstone
Family Services, Inc. upon its formation in 1998eTCompany provides for a reasonable profit ma@ithese deferred revenues (deferred
margin) to account for the future costs of delingrproducts and providing services on pre-needaotst that the Company acquired through
acquisition. Deferred margin amounts are deferrgd the merchandise is delivered or services aréopmed.

I mpairment of Long-Lived Assets

The Company monitors the recoverability of longetivassets, including cemetery property, propertyegiuipment and other assets,
based on estimates using factors such as currekemaealue, future asset utilization, business i@giilatory climate and future undiscounted
cash flows expected to result from the use of ¢eted assets. The Company’s policy is to evalaatasset for impairment when events or
circumstances indicate that a long-lived assets/oa) value may not be recovered. An impairmergrge is recorded to writdewn the asst
to its fair value if the sum of future undiscountah flows is less than the carrying value ofasset. No impairment charges were recorded
in either the three or six months ended June 30820

Other-than-temporary | mpairment of Trust Assets

The Company determines whether or not the assé¢he imerchandise and perpetual care trust havéhen-than-temporary impairment
on a security-by-security basis. This assessmanae based upon a number of criteria includindehgth of time a security has been in a
loss position, changes in market conditions anateors related to the specific issuer. If a logissidered to be other-than-temporary, the
cost basis of the security is adjusted downwaitstmarket value.

For assets held in the perpetual care trusts,edhyction in the cost basis due to an other-tharmpoeany impairment is offset with an
equal and opposite reduction in the non-controliirigrest in perpetual care trusts reflected onbalaince sheet and has no impact in
earnings.

For assets held in the merchandise trust, any tieduin the cost basis due to an other-th@mporary impairment is recorded in defe
revenue.

The trust footnotes (notes 5 and 6) disclose thgstetl cost basis of the assets in the trust. ddijissted cost basis includes any
adjustments to the original cost basis due to ettfen-temporary impairments.

The Company has determined that there were no-tithartemporary impairments of the assets heltlémterchandise trust or the
perpetual care trust as of June 30, 2008.

Net Income per Unit

Basic net income per unit is determined by dividieg income, after deducting the amount of netime@llocated to the general partner
interest from its issuance date of September 204 20y the weighted average number of units outlstgnduring the period. Diluted net
income per unit is calculated in the same mannéaa& net income per unit, except that the weijhteerage number of outstanding units is
increased to include the dilutive effect of outsliag unit options or phantom unit options.

New Accounting Pronouncements

In February 2007, the FASB issued SFAS No. 1BStablishing the Fair Value Option for Financials&ets and Liabilities(“SFAS
159", to permit all entities to choose to electrteasure eligible financial instruments at fainealSFAS 159 applies to fiscal years beginning
after November 15, 2007, with early adoption pexifor an entity that has also elected to appdypttovisions of SFAS No. 15Fair Value
Measurement(*"SFAS 157”) . The Company adopted this guidandeatifze January 1, 2008 and did not elect theviaiue option for any of
its eligible assets or liabilities as of this date.
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In December 2007, the FASB issued SFAS No. 141ideeh2007), ‘Business Combinatiorfs$SFAS 141(R)").” SFAS 141R requires
that acquirers in a business combination identify secord at fair value all of the assets and liigds acquired as well as any non-controlling
interest resulting from such business combinat@eodwill will be recognized when the fair valueawinsideration paid or transferred to the
acquiree plus the fair value of any non-controllingrest exceeds the fair value of identified tsaequired less the fair value of liabilities
assumed. A gain from a bargain purchase will begeized when the fair value of consideration paittansferred to the acquiree plus the
fair value of any non-controlling interest is lékan the fair value of identified assets acquiessthe fair value of liabilities assumed. Gains
from bargain purchases will be recognized in e@®in the period in which the acquisition occufSAS 141 R is effective as of the
beginning of an entity’s first fiscal year begingiafter December 15, 2008. SFAS 141 R cannot bkegpetrospectively and is not
applicable to any business combinations that obetore the adoption date. Accordingly, while SFAR R may impact the accounting
treatment on certain business combinations the @asnmay enter into after the effective date, itsdoet have any impact on these financial
statements.

In December 2007, the FASB issued SFAS No. 1&ricontrolling Interests in Consolidated Financ&thtement—amendments of
ARB No. 51 (“SFAS 160").” SFAS 160 states that agtting and reporting for minority interests will becharacterized as noncontrolling
interests and classified as a component of eqBBAS 160 applies to all entities that prepare clidesied financial statements, except not-for-
profit organizations, but will affect only thosetities that have an outstanding noncontrollingrese¢ in one or more subsidiaries or that
deconsolidate a subsidiary. This statement is #ffeas of the beginning of an entity’s first fisgaar beginning after December 15, 2008.
The Company is currently evaluating the impactatieption of SFAS No. 160 will have on its consaiédhfinancial statements.

In February 2008, the FASB Emerging Issues Taskd-msued EITF Issue No. 07-04Application of the Two-Class Method under
FASB Statement No. 128, Earnings per Share, toevaghited Partnershif” (“EITF 07-04"). EITF 07-04 specifies when a madiarited
partnership that contains incentive distributiaghts (“IDR’s”) should classify said IDR’s as a segta class of units for which a separate
earnings per unit calculation should be made. EIT4 is effective for fiscal years beginning affescember 15, 2008. Early application is
not permitted. The Company is currently evaluathmgeffect that the adoption of EITF 07-04 will kaan the partnership's net earnings per
unit.

Use of Estimates

Preparation of these consolidated financial stateésn@quires management to make estimates and pssosithat affect the reported
amounts of assets and liabilities and disclosumafingent assets and liabilities as of the datheconsolidated financial statements and the
reported amounts of revenue and expense duringeffweting periods. As a result, actual results ddliffer from those estimates. The most
significant estimates in the financial statememgsthe allowance for cancellations, unit-based camsption, merchandise liability, deferred
sales revenue, deferred margin, deferred merchadist investment earnings, deferred obtainingscasd income taxes. Deferred Sales
revenue, deferred margin and deferred merchandiseihvestment earnings are included in defereedatery revenues, net, on the
consolidated balance sheets.

2. LONG-TERM ACCOUNTS RECEIVABLE, NET OF ALLOWANCE
Long-term accounts receivable, net, consist ofdhHewing:

December 31

June 30,
2007 2008
(in thousands)

Customer receivable $ 94,73 $104,52¢
Unearned finance incon (11,049 (13,097
Allowance for contract cancellatiol (11,540 (15,079

72,14+ 76,35¢
Less: current portio- net of allowanct 32,06: 34,67,
Long-term portion- net of allowanct $ 40,08: $ 41,67¢
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Activity in the allowance for contract cancellatiis as follows:

Balance- Beginning of periot
Reserve on acquired contra
Provision for cancellation
Charge-offs - net

Balance- End of perioc

3. CEMETERY PROPERTY
Cemetery property consists of the following:

Developed lant
Undeveloped lan
Mausoleum crypts and lawn cryy

Total

4. PROPERTY AND EQUIPMENT
Major classes of property and equipment follow:

Building and improvement
Furniture and equipme

Less: accumulated depreciati
Property and equipme- net

December 31

June 30,
2007 2008

(in thousands)
$ 12,24 $11,54(
11¢ 1,71C
10,49: 6,32(
(11,31) (4,49)
$ 11,54( $15,07¢

December 31
June 30,
2007 2008
(in thousands)
$ 22,67¢ $ 26,57¢
129,38( 145,92
35,49¢ 43,25¢

$ 187,55. $215,75¢

December 31

June 30,
2007 2008
(in thousands)

$ 42,21¢ $ 43,02
33,18¢ 27,85,
75,39¢ 70,88¢
(21,470 (22,667
$53,92¢ $48,22:
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5. MERCHANDISE TRUSTS
The cost and market value associated with thesahs#d in merchandise trusts at December 31, 200dane 30, 2008 are as follows:

Gross Gross
Unrealized Unrealized

As of December 31, 2007 Cost Gains Losses Market
(in thousands)
Shor-term investment $2307: $ — $ — %2307
Fixed maturities
U.S. Government and federal agel 3,72( 32 (22) 3,731
U.S. State and local government age 2,17¢ 29 9 2,19¢
Corporate debt securitit 3,89¢ 11 (139) 3,77¢
Other debt securitie 121,43t 612 (1,417 120,63¢
Total fixed maturities 131,23. 684 (1,574 130,34:
Equity securitie: 83,324 1,42¢ (9,549 75,20:
Total $237,62° $ 2,10¢ $(11,12) $228,61!
Gross Gross

Unrealized Unrealized

As of June 30, 2008 Cost Gains Losses Market
(in thousands)
Shor-term investment $1417¢ $ — $ — $14,17¢
Fixed maturities
U.S. Government and federal age! 5,21¢ 21 (83 5,154
U.S. State and local government age 5,851 24 (77) 5,81(
Corporate debt securitit 3,73¢ 13 (7€) 3,571
Other debt securitie 55,94 — (5,359 50,58¢
Total fixed maturities 70,75( 58 (5,68%) 65,12:
Equity securitie: 143,33 1,187 (17,187 127,34
Total $228,26! $ 1,241 $(22,867) $206,63¢

An aging of unrealized losses on the Company’sstments in fixed maturities and equity securitiedume 30, 2008 is presented below:

Less than 12 months 12 Months or more Total
Unrealized Unrealized Unrealized

Fair Fair Fair

Value Losses Value Losses Value Losses

(in thousands)
Fixed maturities

U.S. Government and federal agel $ 2572 % 63 $ 1,03 $ 20 $ 3,606 $ 83

U.S. State and local government age 3,05¢ 56 534 15 3,59: 71
Corporate debt securiti 1,64: 104 1,09: 74 2,73¢ 17¢
Other debt securitie 35,44¢ 4,55¢ 1,582 794 37,02¢ 5,358
Total fixed maturities 42,72( 4,78 4,24: 902 46,96 5,68t

Equity securitie: 110,56:  15,21¢ 8,99/ 1,966 11955¢ 17,18:
Total $153,28: $19,99¢ $13,237 $ 2,86¢ $166,51¢ $22,86"

The Company determines whether or not the asséhe imerchandise trust have an other-than-tempargairment on a security-by-
security basis. This assessment is made basedaupamber of criteria including the length of timeezurity has been in a loss position,
changes in market conditions and concerns relatéuet specific issuer. If a loss is consideredgmtner-than-temporary, the cost basis of the
security is adjusted downward to its market valugy reduction in the cost basis due to an othenteanporary impairment is recorded in
deferred revenue. There will be no impact on egsiimless and until such time that this assettisdrawn from the trust in accordance with
state regulations at an amount that is less tisaoriginal basis. The Company has determined bigaetwere no other-than-temporary
impairments of the assets held in the merchandis¢ &s of June 30, 2008.
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A reconciliation of the Company’s merchandise taivities for the three and six months ended Bh&008 is presented below:

Three months ended June 30, 2008

Realizec .
Change ir
Market Capital Unrealized Market
Value @ Interest/ Gain Gain/ Change in Accrued Value @
3/31/2008 Contributions Distributions Dividends Distributions Loss Taxes Fees Market Value Income 6/30/2008

(in thousands)

$22921 $ 16,82( $ (3536 $295¢ $ 12 $ 936 $(1,310 $300) $ (6490 $ 16  $206,63¢
$22921 $ 16,82 $ (3536) $295¢ $ 12 $ 936 $(1,310 $300) $ (6490 $ 166  $206,63¢

Six months ended June 30, 2(

Realizec Change ir
Market Capital Unrealized Market
Value @ Interest/ Gain Gain/ Change in Accrued Value @
12/31/2007 Contributions Distributions Dividends Distributions Loss Taxes Fees Market Value Income 6/30/2008

(in thousands)

$228,61 $ 26607 $ (40,680 $492¢ $ 584 $ 53¢ $(1,311) $(520 $ (12,069 $ (39  $206,63¢
$228,61 $ 26607 $ (40,680 $492¢ $ 584 $ 53¢ $(1,311) $(5200 $ (12,069 $ (39  $206,63¢

The Company deposited $5,223 and $16,820 and \eith80.0,774 and $35,365 from the trusts during tiheet month period ended
June 30, 2007 and 2008, respectively. The compapgsited $10,196 and $26,607 and withdrew $17,7#82540,686 from the trusts during
the six months ended June 30, 2007 and 2008, risgdgcDuring the three months ended June 30, 2p0ichases and sales of securities
available for sale included in trust investmentsen® 7,062 and $53,840, respectively. During theettmonths ended June 30, 2008,
purchases and sales of securities available ferisaluded in trust investments were $69,285 arij1®2, respectively. During the six mon
ended June 30, 2007, purchases and sales of secaxitilable for sale included in trust investrsemére $82,844 and $84,639, respectively.
During the six months ended June 30, 2008, purshase sales of securities available for sale iredud trust investments were $227,175
$161,289, respectively.

11



Table of Contents

6. PERPETUAL CARE TRUSTS.

The cost and market value associated with thesahsdd in perpetual care trusts at December 317 26@ June 30, 2008 was as
follows:

Gross Gross
Unrealized Unrealized

As of December 31, 2007 Cost Gains Losses Market
(in thousands)
Shor-term investment $139¢% $ — $ —  $ 13,95t
Fixed maturities
U.S. Government and federal age! 7,62 78 (16) 7,681
U.S. State and local government age 3,79( 74 (8) 3,85¢
Corporate debt securiti 15,31« 73 (495) 14,89:
Other debt securitie 98,10¢ 68 (2,386) 95,79(
Total fixed maturities 124,83 293 (2,905 122,22!
Equity Securitie: 78,95: 807 (7,367) 72,39¢
Total $217,741 $ 1,10C $(10,26¢) $208,57¢
Gross Gross

Unrealized Unrealized

As of June 30, 2008 Cost Gains Losses Market
(in thousands)
Shor-term investment $1782¢ $ — $ — $17,82¢
Fixed maturities
U.S. Government and federal agel 9,421 41 (12%) 9,337
U.S. State and local government age 9,93¢ 61 (89 9,911
Corporate debt securitit 14,67( 63 (6749 14,05¢
Other debt securitie 57,23 15 (7,127 50,12¢
Total fixed maturities 91,26 18C (8,009) 83,43:
Equity Securities 109,93t 44: (12,919 97,46¢
Total $219,02: $ 62% $(20,92) $198,72:

An aging of unrealized losses on the Company’sstidents in fixed maturities and equity securitieduse 30, 2008 held in perpetual
care trusts is presented below:

Less than 12 months 12 Months or more Total
Unrealized Unrealized Unrealized

Fair Fair Fair

Value Losses Value Losses Value Losses

(in thousands)
Fixed maturities

U.S. Government and federal agel $ 4,44t $ 10¢ $1,087 $ 16 $§ 5532 $ 12t

U.S. State and local government age 4,85 82 482 7 5,33¢ 89
Corporate debt securiti 6,38¢ 38¢ 4,08( 28¢€ 10,46¢ 674
Other debt securitie 47,23; 7,121 — — 47,23 7,121
Total fixed maturities 62,92¢ 7,70C 5,64¢ 30¢ 68,571 8,00¢

Equity Securitie: 74,508 10,17 17,26] 2,74: 91,77: 12,91
Total $137,43. $17,87: $22,91¢ $ 3,052 $160,34¢ $20,92:

The Company determines whether or not the assé¢hi® iperpetual care trust have an other-than-teampdmpairment on a security-by-
security basis. This assessment is made basedaupamber of criteria including the length of timeezurity has been in a loss position,
changes in market conditions and concerns relatéitet specific issuer. If a loss is consideredemther-than-temporary, the cost basis of the
security is adjusted downward to its market valugy reduction in the cost basis due to an othen-leanporary impairment is offset with an
equal an opposite reduction in the non-controliimtgrest in perpetual care trusts reflected onbaleince sheet and has no impact in earnings.
The Company has determined that there were no-tithartemporary impairments of the assets heltlémperpetual care trust as of June 30,
2008.
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A reconciliation of the Company’s perpetual catestractivities for the three and six months endad B0, 2008 is presented below:

Three months ended June 30, 2008

. Change ir
Realizec
Market Capital Unrealized Market
Value @ Interest/ Gain Gain/ Change in Accrued Value @
3/31/2008 Contributions Distributions Dividends Distributions Loss Taxes Fees Market Value Income 6/30/2008

(in thousands)

$204,200 $ 1599. $ (19,589 $3,651 $ 27 $(114 $(366 $(236 $ (504 $ 206 $198,72:
$204,200 $ 1599. $ (19589 $3,651 $ 27 $(114 $(366 $236 $ (5046 $ 20€  $198,72:

Six months ended June 30, 2(

Realizec Change ir
Market Capital Unrealized Market
Value @ Interest/ Gain Gain/ Change in Accrued Value @
12/31/2007 Contributions Distributions Dividends Distributions Loss Taxes Fees Market Value Income 6/30/2008

(in thousands)

$20857 $ 17,78 $ (22,930 $644:1 $  7IE  $ (549 $(444 $(421) $ (10,679 $ 221  $198,72
$208,57 $ 17,78: $ (22,930 $644: $  71E  $ (549 $(444 $(421) $ (1067) $ 221  $198,72

The Company deposited $996 and $15,992 and with@ie@12 and $19,589 from the trusts during theetmenths ended June 30,
2007 and 2008, respectively. The Company depo$e2P8 and $17,782 and withdrew $3,647 and $22@80 the trusts during the six
months ended June 30, 2007 and 2008, respectaling the three months ended June 30, 2007, pseshand sales of securities available
for sale included in trust investments were $25,808 $25,224, respectively. During the three moattded June 30, 2008, purchases and
sales of securities available for sale includettust investments were $30,204 and $20,712, reispgctDuring the six months ended
June 30, 2007, purchases and sales of securitiflalsle for sale included in trust investments wkt85,242 and $116,642, respectively.
During the six months ended June 30, 2008, purshase sales of securities available for sale iredud trust investments were $137,617
$86,308, respectively.

The Company recorded income from perpetual caststiof $2.5 million and $4.7 million for the thraed six months ended June 30,
2007, respectively, and $3.5 million and $6.8 moilliduring the same period of 2008. This incomédssified as cemetery revenues in the
consolidated statements of operations.

7. LONG-TERM DEBT
The Company had the following outstanding debt at:

December 31

June 30,
2007 2008
(in thousands)

Insurance premium financing, due in installmentsulgh September 2008 (4.75' $ 35C $ 452
Vehicle Financing 61 43
Acquisition Credit Facility, due September 2012dest rate Libor + 3.25%) 6,25 6,90z
Revolving Credit Facility, due September 2012 (iest rate- Libor + 3.25%) 7,00C 13,50¢(
Series A senior secured notes, due 2009 (intea=- 7.66%) 80,00( 80,00(
Series B senior secured notes, due 2012 (inteat=- 9.34%) 35,00( 35,00(
Series C senior secured notes, due 2012 (intexe=- 9.09%) 17,50( 17,50(
Total 146,16 153,39¢

Less current portio 38€ 48¢€
Long-term portion $ 145,77¢  $152,91(

Acquisition Credit Facility and Revolving Credit Facility

On August 15, 2007, StoneMor Operating LLC (the ég&4ing Company”) and certain of its subsidiar{es|lectively, the “Borrowersy’
entered into the Amended and Restated Credit Aggaefthe “Credit Agreement”) with Bank of Ameridd,A. (“Bank of America”), other
lenders, and Banc of America Securities LLC (“BA&bllectively, the “Lenders”). Capitalized terméieh are not defined in this Quarterly
Report on Form 10-Q shall have the meaning assigmedch terms in the Credit Agreement.

The Credit Agreement provides for both an acquisitredit facility (the “Acquisition Credit Faciit) and a revolving credit facility
(the “Revolving Credit Facility”). Both of thesediiities have a five-year term.
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The maximum amount available under the Acquisi@oadit Facility is currently $40 million. The Lengehave an uncommitted option
of increasing this maximum amount by an additiggid million. Any amount repaid by the Borrowers anthe terms of and during the term
of the Acquisition Credit Facility cannot be relmsed.

The maximum amount available under the Revolvingd@iFacility is currently $25 million. The Lenddrave an uncommitted option
of increasing this maximum amount by an additidte0 million. There is also a provision for cert&wing Line Loans, up to a maximum of
$5 million provided solely by Bank of America. Aaynount repaid by the Borrowers under the termsidfduring the term of the Revolving
Credit Facility can be reborrowed.

Loans outstanding under the Acquisition Credit Fgcand the Revolving Credit Facility bear interas a per annum rate based upon a
base rate (the “Base Rate”) or a Eurodollar rdte {(Eurodollar Rate”) plus a margin ranging from @8675% over the Base Rate and 2.25%
to 3.25% over the Eurodollar rate, as selectedhbyBorrowers. The Base Rate is the higher of @Fderal Funds Rate plus 0.5% or (b) the
“prime rate”as set by Bank of America. The Eurodollar Rate kxjilee British Bankers Association LIBOR Rate. Marig determined by th
ratio of consolidated funded debt to consolidatBdTDA of the Company.

The Credit Agreement requires the Borrowers tograynused commitment fee, which is calculated basgtie amount by which the
commitments under the Credit Agreement exceedshgaiof such commitments. The Borrowers are atparnex to pay certain additional
fees to Bank of America as Administrative Agent] &AS as Arranger.

The proceeds of the Acquisition Credit Facility nteyused by the Borrowers to finance (i) Permieduisitions, as defined in the
Credit Agreement, and (ii) the purchase and coostmu of mausoleums. The proceeds of the Revol@regit Facility and Swing Line Loans
may be utilized to finance working capital requiets, Capital Expenditures, as defined in the €sglieement, and for other general
corporate purposes.

Borrowings under the Credit Agreement rank parspasith all other senior secured debt of the Boewmnincluding the senior secured
notes discussed below. The Borrowers’ obligatiam$eun the Credit Agreement are guaranteed by betiCttmpany and StoneMor GP
(collectively, the “Guarantors”).

The Borrowers’ obligations under the Revolving Gré&dcility are secured by a first priority liendaeecurity interest in specified
receivable rights, whether then owned or thereaiftguired, of the Borrowers and the Guarantors,bgral second priority lien and security
interest in substantially all assets other thais¢h@ceivable rights of the Borrowers and Guarantrcluding trust accounts and certain
proceeds required by law to be placed into sucét racounts and funds held in trust accounts, on&P’s general partner interest in the
Company and StoneMor GP’s incentive distributights under the Comparsypartnership agreement. The specified receivédiésrinclude
all accounts and other rights to payment arisimdearcustomer contracts or agreements or managexgesgments, and all inventory, general
intangibles and other rights reasonably relateti¢ccollection and performance of these accourdgights to payment.

The Borrowers’ obligations under the Acquisitiore@it Facility are secured by a first priority liand security interest in substantially
all assets, whether then owned or thereafter aeguather than specified receivable rights of tber®wvers and the Guarantors, excluding
trust accounts and certain proceeds required bydawe placed into such trust accounts and funbisiherust accounts, StoneMor GP’s
general partner interest in the Company and Stom&Ris incentive distribution rights under the Canp’s partnership agreement, and a
secondary priority lien and security interest iogt specified receivable rights. These assetseséoairAcquisition Credit Facility and the
senior secured notes described below. The priofitite liens and security interests securing thguigition Credit Facility ranks pari passu
with the liens and security interests securingse@or secured notes described below.

The agreements governing the Revolving Credit Faehd the Acquisition Credit Facility contain testive covenants that, among
other things, prohibit distributions upon definaeets of default, restrict investments and salessseéts and require the Company to maintain
certain financial covenants, including specifiethficial ratios.

As of June 30, 2008, the Company had $20.4 mitiotstanding under the Credit Agreement.

Senior Secured Notes

On August 15, 2007, StoneMor GP, the Company, ther&@ing Company, and certain subsidiaries of ther@&ing Company
(collectively, the “Issuers”) entered into the Arded and Restated Note Purchase Agreement
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(the “Note Purchase Agreement”) with Prudentialestiment Management Inc., The Prudential Insurameepany of America, Prudential
Retirement Insurance and Annuity Company, certfilisdes of Prudential Investment Management litar Financial Inc., SFT |, Inc., and
certain affiliates of iStar Financial Inc. (collaaly, the “Note Purchasers”). Capitalized termsahtare not defined in this Quarterly Report
on Form 10-Q shall have the meaning assigned to teums in the Note Purchase Agreement.

Pursuant to the Note Purchase Agreement, the anerthe Note Purchasers agreed to (a) exchangécgenior secured notes
previously issued by the Issuers to the Note Pweaisaon September 20, 2004, for new Series A Nasedefined in the Note Purchase
Agreement, due September 20, 2009, in the amouBB@mmillion; and (b) issue Series B Notes, asraefiin the Note Purchase Agreement,
due August 15, 2012 in the aggregate amount o$ii®n subject to the option, on an uncommittedibato issue/purchase additional
secured Shelf Notes in the aggregate amount af 8% million, and to issue/purchase additionalised Shelf Notes to refinance the Series
A Notes.

On December 21, 2007, pursuant to the Note Purchgseement, as amended, the Operating Companytsasdhsidiaries issued
Senior Secured Series C Notes (the “Series C Nated'together with Series A Notes, Series B Notestie Shelf Notes are referred to as
the “Notes” ) in the aggregate principal amoun$®7.5 million, due December 21, 2012.

The Series A Notes bear an interest rate of 7.66fapnum, the Series B Notes bear an interesBdf® per annum and the Series C
Notes bear an interest rate of 9.09% per ant

The Notes are guaranteed by the Company and Stan@MoThe Notes rank pari passu with all other@esgcured debt, including the
Revolving Credit Facility and the Acquisition Cre8acility. Obligations under the Notes are securga first priority lien and security
interest covering substantially all of the asséthe issuers, whether then owned or thereafteniesd), other than specified receivable rights
and a second priority lien and security interesiecimg those specified receivable rights of theiéss, whether then owned or thereafter
acquired. These assets secure the Notes and theshicy Credit Facility described above. The pitipof the liens and security interests
securing the Notes ranks pari passu with the Berssecurity interests securing the Acquisitiond@réacility described above.

The Note Purchase Agreement contains restrictivertants that, among other things, prohibit distidns upon defined events of
default, restrict investments and sales of assetsequire the Company to maintain certain findnmaenants, including specified financial
ratios.

Deferred financing costs were approximately $2.8Bioni at June 30, 2008, consisted of approxima$dlys million of debt issuance
costs less accumulated amortization of approximéi#l6 million. These costs were incurred in cotioacwith the issuance of the
Company’s senior secured notes during Septembet 200 their amendment during August 2007.

8. INCOME TAXES

Effective with the closing of the Partnership’stimli public offering on September 20, 2004, the @any was no longer a taxable entity
for federal and state income tax purposes; ratherPartnershig tax attributes (except those of its corporatesislidiries) are to be included
the individual tax returns of its partners. Neittie Partnership’s financial reporting income, tia cash distributions to unitholders, can be
used as a substitute for the detailed tax calauatthat the Partnership must perform annuallytégoartners. Net income from the Partner
is not treated as “passive income” for federal medax purposes. As a result, partners subjetietpassive activity loss rules are not
permitted to offset income from the Partnershiphvpidssive losses from other sources.

The tax returns of the Partnership are subjeckxaonénation by state and federal tax authoritiesulfh examinations result in changes to
taxable income, the tax liability of the partneosilcl be changed accordingly.

The Partnership’s corporate subsidiaries are taxatfiities for federal and states income tax pupost December 31, 2007, these
corporate subsidiaries had a federal net oper&sycarryover of approximately $54.7 million, whiwill begin to expire in 2019 and $92.0
in state net operating loss carry-forwards, a portf which expires annually.

The Partnership’s corporate subsidiaries accourth&ir income taxes under the asset and liabitigthod. Deferred tax assets and
liabilities are recognized for the future tax cansences attributable to temporary differences betvike financial statement carrying amo
of existing assets and liabilities and their resipedax bases and for operating loss and tax toadiy forwards. Deferred tax assets and
liabilities are measured using enacted tax ratps@rd to apply to taxable income in the yearshithvthose temporary differences are
expected to be recovered or settled. The effededarred tax assets and liabilities of a changeirates is recognized in income in the
period that includes the enactment date.
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In July 2006, the FASB issued Interpretation No("“F8N 48"), which is applicable for fiscal yeargdinning after December 15, 2006.
FIN 48 clarifies the accounting for uncertaintyincome taxes recognized in an enterprise’s findistéements in accordance with SFAS
No. 109,“Accounting for Income Taxes”FIN 48 prescribes a recognition threshold andsueanent for financial statement recognition and
measurement of a tax position reported or expeotbe reported on a tax return. FIN 48 also pravigigidance on derecognition,
classification, interest and penalties, accounitinigterim periods, disclosure, and transition. famuary 1, 2007, the Company adopted FIN
48. Prior to the adoption of FIN 48, the Comparpoticy was to recognize tax benefits of uncertaipositions only if it was “probablehat
the position would be sustained. FIN 48 requirgdiegtion of a “more likely than not” threshold tiee recognition and derecognition of tax
positions. As a result of the adoption of FIN 48,adjustments were made to partners’ equity foecmgnized tax benefits.

The Company and its subsidiaries file income taurres in the U.S. federal jurisdiction and varisteste jurisdictions. Tax regulations
within each jurisdiction are subject to the intetation of the related tax laws and regulationg Thmpany is not currently subject to any
ongoing federal or state tax examinations. The Gomhas not extended the statute of limitationgterfederal or state jurisdictions with 1
years open from 2003 forward. The Company has ¢éioperating loss and credit carry forwards thatsabject to examination for a numl
of years beyond the year in which they are utilifiedax purposes. Since a portion of these camyérds will be utilized in the future, many
of these attribute carry forwards may remain sukljeexamination.

The provision for income taxes for the three amdsdnths ended June 30, 2007 and 2008, respecis/bhsed upon the estimated
annual effective tax rates expected to be appkcabthe Company for 2007 and 2008, respectively.

At June 30, 2008, the Company had no amounts reddat uncertain tax positions, interest or pesalth the accompanying
consolidated financial statements.

9. DEFERRED CEMETERY REVENUES — NET
At December 31, 2007 and June 30, 2008, defermnediezy revenues, net, consisted of the following:

December 31

June 30,
2007 2008
(in thousands)
Deferred cemetery reven $ 160,42¢ $174,42¢
Deferred merchandise trust rever 21,70¢ 10,56¢
Deferred pr-acquisition margir 62,42¢ 65,03¢
Deferred cost of good so (23,629 (25,597
Deferred cemetery revenues, $ 220,94 $224,44!
Deferred selling and obtaining co: $ 35,83t $ 39,12¢

Deferred selling and obtaining costs are carriednaasset on the condensed consolidated balaneeisteecordance with SFAS 60.

10. COMMITMENTS AND CONTINGENCIES
Legal

The Company is party to legal proceedings in thiknary course of its business but does not execotitcome of any proceedings,
individually or in the aggregate, to have a matexitverse effect on the Company’s financial positi@sults of operations or liquidity.
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Leases

At June 30, 2008, the Company was committed toatjpey lease payments for premises, automobileo#itd equipment under
various operating leases with initial terms randiogn one to five years and options to renew ayinarterms. Expenses under operating
leases were $0.2 million and $0.6 million for these months ended June 30, 2007 and 2008 respeaive $0.4 million and $0.9 million fq
the six months ended June 30, 2007 and 2008 résglgct

At June 30, 2008, operating leases will resuluiiufe payments in the following approximate amounts

(in thousands

2008 $ 87¢
2009 1,61¢
2010 1,44¢
2011 1,30(
2012 1,23¢
Thereaftel 5,30¢
Total $ 11,78¢

Tax Indemnification

CFSI LLC (formerly Cornerstone Family Services,.Jnbhe Company’s predecessor) has agreed to indiethei Company for all
federal, state and local income tax liabilitiesihtttable to the operation of the assets contrihbye CFSI LLC to the Company prior to
September 20, 2004. CFSI LLC has also agreed tnindy the Company against additional income takilities, if any, that arise from the
consummation of the transactions related to the@2my's formation in excess of those believed tolted the time of the closing of the
Company’s initial public offering. CFSI LLC has alagreed to indemnify the Company against the as@én income tax liabilities of its
corporate subsidiaries resulting from any reductioelimination of its net operating losses to élxeent those net operating losses are used to
offset any income tax gain or income resulting frih@ prior operation of the assets of CFSI LLC dbnoted to the Company, or from the
Company'’s formation transactions in excess of gaih or income believed to result at Septembe204.

11. PARTNERS EQUITY
Unit-Based Compensation

Effective January 1, 2006, the Company adopted®iant of Financial Accounting Standards 123 Bhare Based Paymeh(‘SFAS
123 R"). SFAS 123 R requires that company’s reawdn expense the fair value of share based payawantls made to their employees.
Depending upon their form, the offset to the expaasither to equity (normally additional paidciapital) or is recorded as a liability.

The Company has issued to certain key employeesnandgement unit-based compensation in the foramipfppreciation rights and
phantom partnership units. Each of these awardéfigaas an equity award.

Compensation expense recognized related to unieajgpion rights and restricted phantom unit awadsimmarized in the table
below:

Six Months Ended

June 30,
(in thousands) 2007 2008
Unit appreciation right $ 88 $ 4
Restricted phantom uni 2,25¢ 1,214
Total unit-based compensation expen: $2,33¢  $1,25¢

As of June 30, 2008, there was $0.1 million of sogized pretax compensation cost related to noedesit appreciation rights and
$1.9 million of unrecognized pretax compensatiost celated to nonvested restricted phantom units.

On January 9, 2008, 90,125 phantom units, issuedrtain members of management, vested and commtsrapresenting limited
partner interests were issued on a one-for-onesbaased on the compensation expense previousigmexed for these units, common
unitholder equity increased by $1,912.
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12. ACQUISITIONS

The Company acquired 1 cemetery during the six hahded June 30, 2008. This acquisition took placiag the first quarter. The
results of the operations of the acquired ceméiame been included in the condensed consolidateddial statements since the date of
acquisition and are not material to the resultsp#rations. StoneMor paid $600,000 in cash and $800n common units representing
limited partnership interests to the sellers touaregthis location. Including the acquisition transon costs, the transaction was valued at $1.2
million for accounting purposes.

The following table summarizes the estimated falugs (in thousands) of the assets acquired abititles assumed as of the
acquisition date.

Assets acquirec

Accounts receivable, n $ 827

Cemetery propert 1,301

Property and equipme 17¢€

Merchandise trust funds, restricted at fair ve 1,05¢
Total assets acquired 3,36z
Liabilities assumed

Deferred margit 1,12¢

Merchandise liability 1,041
Total liabilities assumed 2,16¢
Net assets acquirec $1,19:¢

On December 21, 2007 the Company acquired 45 ceiesetend 30 funeral homes from Service Corpordtiternational (NYSE: SCI)
joined by certain of its direct and indirect sulisiy entities (the¢‘'SCI Acquisition”). The results of operations of these acquired cemstanc
funeral homes have been included in the condermesbiidated financial statements since that date.

The Company'’s balance sheets at December 31, 2@DKarch 31, 2008 reflect purchase price allocati@hated to the SCI
Acquisition that had not as of yet been finaliZEdese purchase price allocations were re-estimatée second quarter of 2008 and resulted
in an increase of the value of net assets acqtrioad $76.4 million to $77.8 million along with aakocation of the various components of
such net assets acquired.

The following table reconciles amounts originakkgorded and included in partneesjuity at December 31, 2007 and March 30, 20(
amounts included in partners’ equity at June 30820

Original Re-estimate Change

Assets

Accounts receivable, n $ 958: $ 6,036 $(3,545
Inventory 817 — (817)
Cemetery propert 15,86: 45,51¢ 29,65t
Property and equipme 24,87: 16,88¢ (7,985
Merchandise trust asse 68,01: 73,86¢ 5,85¢
Total asset 119,14 142,31( 23,16
Liabilities

Deferred margit 22,22: 25,30: 3,081
Deferred interes 32 — (32
Merchandise liability 20,51 39,23( 18,717
Total liabilities 42,767 64,53: 21,76¢
Net asset $ 76,38 $ 77,777 $ 1,39
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13. SEGMENT INFORMATION

In conjunction with its September 2006 acquisitidr21 cemeteries and 14 funeral homes from Se@arporation International and as
part of ongoing strategic planning and ongoing ratinlg studies of its potential customers, in thedthjuarter of 2007 the Company
reorganized and disaggregated its single reporsdgment into five distinct reportable segmentschviaire classified as Cemetery Operations
— Southeast, Cemetery Operations — Northeast, Ceym@frerations — West, Funeral Homes, and Corporate.

The Company has chosen this level of reorganizaiwhdisaggregation of reportable segments dugetéatt that a) each reportable
segment has unique characteristics that set it &pan other segments; b) the Company has organigedanagement personnel at these
operational levels; c) it is the level at which thempany’s chief decision makers and other senamagement evaluate performance.

The Company’s Funeral Homes segment offers a rahfymeral-related services such as family consioltathe removal of and
preparation of remains and the use of funeral hiawities for visitation. These services are distly different than the cemetery
merchandise and services sold and provided byahetery operations segments.

The cemetery operations segments sell intermelntssigaskets, burial vaults, cremation niches, erarknd other cemetery related
merchandise. The nature of the Company’s custoditess in each of our regionally based cemetergrapng segments. Cremation rates in
the West region are substantially higher (65% irskitagton and Oregon) than they are in the Southegiin (12% in Alabama and
Kentucky). Rates in the Northeast region tend tesdseewhere between the two. Statistics indicateciiistomers who select cremation
services have certain attributes that differ fraratomers who select other methods of interment.digeggregation of cemetery operations
into the three distinct regional segments is prilpaue to these differences in customer attribatesg with the previously mentioned
management structure and senior management anadg#i®dologies.

The Company’s Corporate segment includes variousehaffice selling and administrative expenses éinatnot allocable to the other
operating segments.

Segment information as of and for the three ananginths ended June 30, 2007 and June 30, 2008a8ass:

As of and for the three months ended June 30, 2007

Cemeteries Funeral
Southeast Northeast West Homes Corporate  Adjustment Total
(in thousands)
Revenues
Sales $1420¢ $ 907C $231€ $ — $ — $ 177 $ 25,76¢
Service and othe 5,54¢ 7,19: 1,25¢ — — (1,60€) 12,39:
Funeral homq — — — 2,50: — — 2,508
Total revenue 19,75¢ 16,26 3,572 2,50z — (1,429 40,66
Costs and expense
Cost of sale: 2,89( 2,17: 518 — — 107 5,68:
Selling 4,47: 2,761 74E — 35€ 131 8,471
Cemetery 3,45¢€ 3,60 81€ — — — 7,87¢
General and administratiy 1,90¢ 1,34¢ 41€ — 21 — 3,69:
Funeral hom — — — 2,04 — — 2,04
Corporate — — — — 4,951 — 4,951
Total costs and expens 12,72¢ 9,89( 2,492 2,04¢ 5,32¢ 23€ 32,71¢
Operating earnings 7,02¢ 6,37: 1,08( 458 (5,329 (1,667 7,94¢
Interest expens 1,05( 84C 96 14€ — — 2,132
Depreciation and amortizatic 31¢ 233 10 10z 25C — 91t
Earnings (losses) before taxe $ 566 $ 530 $ 974 $ 20 $(557f) $ (1,667 $ 4,89¢
Supplemental information
Total asset $282,00¢ $284,73: $44,801 $15,64« $14,04¢ $ —  $641,23!
Amortization of cemetery proper $ 69 ¢ 722 ¢ 29 — $ — $ 281 $ 1,731
Long lived asset additior $ 397 $ 81 $ 52 $ 106 $ 161 $ — $ 637
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As of and for the three months ended June 30, 2008

Cemeteries Funeral
Southeast Northeast West Homes Corporate Adjustment Total
(in thousands)
Revenues
Sales $1731: $ 876(C $ 768 $ — $ — $ (6,509 $ 27,25¢
Service and othe 6,831 6,32¢ 3,70¢ — — (1,839 15,03¢
Funeral homt — — — 5,641 — — 5,64
Total revenue 24,15( 15,08¢ 11,39( 5,641 — (8,337 47,93¢

Costs and expenses

Cost of sale: 3,594 2,08: 1,24¢ — — (1,36%) 5,56%
Selling 5,213 2,66¢ 2,27: — 31¢ (1,555 8,921
Cemetery 4,58t 3,62¢ 2,741 — 13 — 10,96¢
General and administrati\ 2,571 1,502 1,19¢ — 27 — 5,30(
Funeral homq — — — 4,78 — — 4,781
Corporate — — — — 5,561 — 5,561
Total costs and expens 15,97 9,88z 7,451 4,78 5,92¢ (2,919 41,10
Operating earnings 8,17¢ 5,20¢ 3,93: 86( (5,925 (5,419 6,832
Interest expens 1,27 641 72C 577 — — 3,21%
Depreciation and amortizatic 32t 22t 42 95 35E — 1,04z
Earnings (losses) before taxes $ 6577 $ 433 $ 3,171 $§ 18t $ (6,280 $ (5419 $ 2,57t
Supplemental information
Total asset $338,58: $261,66:. $155,61. $37,35: $13,15« $ —  $806,36¢
Amortization of cemetery proper $ 804 $ 631 § 114 $§ — $ — $ (450 $ 1,09¢
Long lived asset additior $1089: $ 472 $ 250¢ $ 647 $ 31 $ — $ 14,83
As of and for the six months ended June 30, 2007
Cemeteries Funeral
Southeast Northeast West Homes Corporate Adjustment Total
(in thousands)
Revenues
Sales $ 26,340 $17606 $ 393 $ — $ — $ (551 ¢ 42,37
Service and othe 10,42¢ 14,327 1,992 — — (3,445 23,29¢
Funeral homt — — — 5,53 — — 5,53¢
Total revenue 36,76¢ 31,93t 5,92¢ 5,53¢ — (8,960) 71,20
Costs and expense
Cost of sale: 5,511 4,01t 892 — — (8371) 9,581
Selling 8,367 5,71 1,28: — 677 (1,329 14,71t
Cemetery 6,48: 6,65¢ 1,51¢ — — — 14,66(
General and administrati\ 3,75¢ 2,87¢ 782 — 21 — 7,431
Funeral hom — — — 4,14¢ — — 4,14¢
Corporate — — — — 10,23: — 10,23:
Total costs and expens 24,11¢ 19,26¢ 4,47¢ 4,14¢ 10,93 (2,160 60,77«
Operating earnings 12,65 12,67 1,452 1,38t  (10,93) (6,800 10,43(
Interest expens 2,05¢ 1,64¢ 191 28¢ — — 4,17¢
Depreciation and amortizatic 62€ 47F 15 17¢ 492 — 1,78¢
Earnings (losses) before taxe $ 9,971 $1054¢ $ 1,24¢ $ 921 $(11,427) $ (6,800 $ 4,467
Supplemental information
Total asset $282,00¢ $284,73: $ 44,80. $15,64¢« $14,04¢ $ —  $641,23!

Amortization of cemetery proper $ 147¢ $ 1307 $ 47 $ — ¢ — $ 187 $ 3,0X




Long lived asset additior $§ 621 $ 106 $ 118 $ 117 $§ 256 $ — $ 12i¢
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As of and for the six months ended June 30, 2008

Cemeteries Funeral
Southeast Northeast West Homes Corporate Adjustment Total
(in thousands)
Revenues
Sales $ 32,267 $16,72¢ $1405 $ — $ — $(12,599 $ 50,45:
Service and othe 12,93: 11,52 7,65¢ — — (3,029 29,08¢
Funeral homt — — — 11,80¢ — — 11,80¢
Total revenue 45,19¢ 28,24¢ 21,717 11,80¢ — (15,627) 91,34¢

Costs and expenses

Cost of sale: 6,85t 4,33¢ 2,23¢ — — (2,14) 11,28¢
Selling 10,21: 5,29t 4,12¢ — 61C (3,119 17,12¢
Cemetery 8,65¢ 6,84¢t 4,92¢ — 27 — 20,45
General and administrati\ 5,07: 3,03¢ 2,36¢ — 53 — 10,52¢
Funeral homq — — — 9,40¢ — — 9,40¢
Corporate — — — — 11,01% — 11,01%
Total costs and expens 30,79¢ 19,51¢ 13,65 9,40¢ 11,701 (5,255 79,81¢
Operating earnings 14,40: 8,734 8,06¢ 2,40z (11,709 (10,36¢) 11,53(
Interest expens 2,61( 1,401 1,26¢ 1,042 — — 6,31¢
Depreciation and amortizatic 641 447 73 18t 661 — 2,007
Earnings (losses) before taxe $ 11,15 $ 6,88¢ $ 6,727 $ 1,17F $(12,36¢ $(10,36¢) $ 3,20/
Supplemental information
Total asset $338,58: $261,66. $155,61: $37,357 $13,15¢ $ —  $806,36¢
Amortization of cemetery proper $ 151¢ $ 165 $ 24 $ — $ — $ (27 $ 3,38t
Long lived asset additior $1227¢ $ 52¢ $ 284€ $ 76z $ 140 $ — $ 17,81

14. FAIR VALUE MEASUREMENTS

Effective January 1, 2008, the Company simultanigadopted SFAS 157 and SFAS 159. As per the piangsof SFAS 159, the
Company did not elect fair value measurement fgreadigible assets or liabilities not previously oeded at fair value.

SFAS 157 establishes a new framework for meastigingalue and expands related disclosures. SFASdEfines fair value as the
price that would be received to sell an asset @ fwetransfer a liability in an orderly transactibetween market participants. SFAS 157
establishes a fair value hierarchy that gives tgkdst priority to observable inputs and the lowegirity to unobservable inputs. The three
levels of the fair value hierarchy defined by SFE&Y are described below.

Level 1: Quoted market prices available in active marketsdentical assets or liabilities. The Company ugiels cash and cash
equivalents, U.S. Government debt securities aftighy traded equity instruments in its level 1 @&siments

Level 2: Quoted prices in active markets for similar assgisted prices in hon-active markets for identarasimilar assets; inputs other
than quoted prices that are observable. The Comipahydes U.S. state and municipal, corporate dahdrdixed income debt
securities in its level 2 investmen

Level 3: Any and all pricing inputs that are generally uretvable and not corroborated by market d
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The following table allocates the Company’s asaatsliabilities measured at fair value as of June2B08.

Merchandise Trust

Description Level 1 Level 2 Level 3
(in thousands)

Assets

Shor-term investment $1417¢ $ — $—

Fixed maturities
U.S. government and federal agel 5,15¢ — —
U.S. state and local government age — 5,81( —
Corporate debt securiti — 3,57( —
Other debt securitie 38,63 11,955 —

Equity securitie: $127,34 $ — $—

Perpetual Care Trust

Description Level 1 Level 2 Level 3
(in thousands)

Assets

Shor-term investment $1782t $ — $—

Fixed maturities
U.S. government and federal agel 9,33¢ — —
U.S. state and local government age — 9,91( —
Corporate debt securiti — 14,05¢ —
Other debt securitie 24,16: 25,96 —

Equity securitie: $9746¢( $ — $—

The Company has not applied the provisions of SEBBto non-financial assets and liabilities that @fra non-recurring nature in
accordance with FASB Staff Position (FSP) Finanaiedounting Standards 157Rffective Date of FASB Statement No. (%8P 157-2").
FSP 157-2 delayed the effective date of applicatibBFAS 157 to non-financial assets and liab8itieat are of a non-recurring nature until
January 1, 20009.

Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The words “we,” “us,” “our,” “StoneMor,” the “Parérship,” “Company” and similar words, when useaihistorical context prior to
the closing of the initial public offering of Stader Partners L.P. on September 20, 2004, referarmé€stone Family Services, Inc.
(“Cornerstone”) (and, after its conversion, CFSIQ)Land its subsidiaries and thereafter refer tom&Wor Partners L.P. and its subsidiaries.

This discussion and analysis should be read iruoatipn with our unaudited condensed consolidateghtial statements included in
Part I, Item 1 of this Quarterly Report on FormQ(including the notes thereto).

Forward-Looking Statements

Certain statements contained in this Quarterly RepoForm 10-Q, including, but not limited to, @mfnation regarding the status and
progress of our operating activities, the plans alnjdctives of our management, assumptions regaualin future performance and plans, and
any financial guidance provided, as well as ceritaiormation in other filings with the SEC and eldwre, are forward-looking statements
within the meaning of Section 27A(i) of the SedestAct of 1933 and Section 21E(i) of the Secwsifixchange Act of 1934. The words
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“believe,” “may,” “will,” “estimate,” “continue,” “anticipate,” “intend,” “project,” “expect,” “predi¢’ and similar expressions identify these
forward-looking statements. These forwdodking statements are made subject to certais askl uncertainties that could cause actual re
to differ materially from those stated, includitogit not limited to, the following: future revenuedarevenue growth; the impact of our
significant leverage on our operating plans; odulitglio service our debt; our ability to attratiain and retain an adequate number of sales
people; uncertainties associated with the voluntetiaming of pre-need sales of cemetery servicespaaducts; variances in death rates;
variances in the use of cremation; changes in ¢figgal or regulatory environments, including petial changes in tax accounting and
trusting policies; our ability to successfully ireptent a strategic plan relating to producing ofregdtmprovement, strong cash flows and
further deleveraging; uncertainties associated thighintegration or the anticipated benefits ofdahquisition of assets, information disclosed
within this Quarterly Report on Form 10-Q; and was other uncertainties associated with the desghndustry and our operations in
particular.

When considering forward-looking statements, yooudth keep in mind the risk factors and other cangtig statements set forth in our
Annual Report on Form 10-K for the fiscal year eshileecember 31, 2007. We assume no obligation tatepa revise any forward-looking
statements made herein or any other forward-lookiatgements made by us, whether as a result ofnfemmation, future events or
otherwise.

Overview

We were created on April 2, 2004 to own and opdfsecemetery and funeral home business condugté€bimerstone Family
Services, Inc. (“Cornerstone”) and its subsidiar®@s September 20, 2004, in connection with ourahpublic offering of common units
representing limited partner interests, Cornerstadributed to us substantially all of their asséabilities and businesses, and then
converted into CFSI LLC, a limited liability comparThis transfer represented a reorganization tifies under common control and was
recorded at historical cost. In exchange for thassets, liabilities and businesses, CFSI LLC regeb64,782 common units and 4,239,782
subordinated units representing limited partnearigdts in us.

Cornerstone was founded in 1999 by members of @mmagement team and a private equity investment filmch we refer to as
McCown De Leeuw, in order to acquire a group of t8@etery properties and 4 funeral homes. Sindeditha, Cornerstone, succeeded by
us, acquired 103 additional cemeteries and 52 &lifemes, built two funeral homes, exited from ar@agement contract and sold one
cemetery and one funeral home.

On September 20, 2004, we completed our initialipuffering of 3,675,000 common units at a priées20.50 per unit representing a
42.5% interest in us. On September 23, 2004, wavkdditional 551,250 common units to the undégverin connection with the exercise
of their over-allotment option and redeemed an bquaber of common units from CFSI LLC at a cos$bf3 million, making a total of
4,239,782 common units outstanding. Total grossgeds from these sales were $86.6 million, beftiezing costs and underwriting
discounts. Net proceeds, after deducting undemgritiscounts but before paying offering costs, fthese sales of common units was
$80.8 million.

Concurrent with the initial public offering, our wity owned subsidiary, StoneMor Operating LLC, atsdsubsidiaries, all as borrowe
issued and sold $80.0 million in aggregate priricmaount of senior secured notes in a private phece and entered into a $12.5 million
revolving credit facility and a $22.5 million acgition facility with a group of banks. The net peeds of the initial public offering and the
sale of senior secured notes were used to repajethteand associated accrued interest of approaiyn®135.1 million of CFSI LLC and
$15.7 million of fees and expenses associated twéhinitial public offering and the sale of sensecured notes. The remaining funds have
been used for general partnership purposes, imgjutiie construction of mausoleum crypts and lawptst the purchases of equipment
needed to install burial vaults and the acquisiibnemetery and funeral home locations.

On December 21, 2007, we completed a secondarjcpffgring of 2,650,000 common units at a pricés@0.26 per unit representing
22.2% interest in us, making a total of 8,505,7@%mon units outstanding. In conjunction with thifedng, our general partner contributed
$1.1 million to maintain its 2% general partneeneist. Total gross proceeds from these sales vedr® #illion, before offering costs and
underwriting discounts. Net proceeds, after dedgatinderwriting discounts but before paying offgraosts, from these sales of common
units were $51.8 million.

Concurrent with the secondary public offering, aiolly owned subsidiary, StoneMor Operating LLC atisdsubsidiaries (collectively
“StoneMor LLC"), all as borrowers, issued $17.5lioil in aggregate principal amount of senior seduretes. The net proceeds of the public
offering and the sale of senior secured notes anaWwings of $6.3 million under our acquisitiondiof credit were used to purchase 45
cemeteries and 30 funeral homes from Service Catioor International (NYSE: SCI).
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Segment Reporting and Related Information

In conjunction with our September 2006 acquisitth21 cemeteries and 14 funeral homes from Se@arporation International and
part of ongoing strategic planning and ongoing retinig studies of our potential customers, in thedtquarter of 2007 we reorganized and
disaggregated our single reportable segment im&odistinct reportable segments which are claskidie Cemetery Operations — Southeast,
Cemetery Operations — Northeast, Cemetery Opegatioiest, Funeral Homes, and Corporate.

We chose this level of reorganization and disagafieg of reportable segments due to the fact thateh reportable segment has
unique characteristics that set it apart from easbker; b) we have organized our management perbahtieese operational levels; c) this is
the level at which our chief decision makers artepsenior management evaluate performance.

Our Funeral Homes segment offers a range of fumelated services such as family consultationyéimeoval of and preparation of
remains and the use of funeral home facilities/fsitation. These services are distinctly differdran the cemetery merchandise and services
sold and provided by the cemetery operations setgmen

The cemetery operations segments sell intermelntssigaskets, burial vaults, cremation niches, erarknd other cemetery related
merchandise. The nature of our customers diffeesmth of our regionally based cemetery operatiggisats. Cremation rates in the West
region are substantially higher (65% in Washingtad Oregon) than they are in the Southeast redi2# (n Alabama and Kentucky). Rates
in the Northeast region tend to be somewhere bettreetwo. Statistics indicate that customers wédlect cremation services have certain
attributes that differ from customers who selebeotmethods of interment. The disaggregation ofeterg operations into the three distinct
regional segments is primarily due to these diffees in customer attributes along with the previooentioned management structure and
senior management analysis methodologies.

Our Corporate segment includes various home offiting and administrative expenses that are natable to the other operating
segments.

Cemetery Operations

As of June 30, 2008, we operated 224 cemeteri2s states and Puerto Rico. We own 210 of thesetegie® and operate the remair
14 under long-term management agreements with egynessociations that own the cemeteries. As dtrafsihe agreements and other
control arrangements, we consolidate the resultseoi4 managed cemeteries in our condensed cdagalifinancial statements.

We sell cemetery products and services both dirtieeof death, which we refer to as at-need, aiat po the time of death, which we
refer to as pre-need. During the first six month&@D8, we performed approximately 20,200 buriald sold more than 13,400 interment
rights (net of cancellations) compared to 14,808 Hh 700 respectively, for the same period of 2007.

Our results of operations are determined primdnylyhe volume of sales of products and serviceslamdming of product delivery and
performance of services. We derive our revenuesgrily from:

. al-need sales of cemetery interment rights, mercharadid services, which we recognize as revenuée dinte of sale

. pre-need sales of cemetery interment rights, wivelgenerally recognize as revenues when we halected 10% of the sales
price from the custome

. pre-need sales of cemetery merchandise, which gognize as revenues when we satisfy the critegaiBpd below for delivery
of the merchandise to the custorr

. pre-need sales of cemetery services, other thapepel care services, which we recognize as rewewhen we perform the
services for the custome

. Investment income from assets held in our merclsanimust, which we recognize as revenues when likeedéhe underlying
merchandise or perform the underlying servicesrandgnize the associated sales revenue as discaissee,
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. Investment income from perpetual care trusts, whielrecognize as revenues as the income is eanrihd trust; an
. other items, such as interest income or-need installment contracts and sales of |:

The criteria for recognizing revenue related todhke of pre-need cemetery merchandise is thatrsecbhandise is “delivered” to our
customer, which generally means that:

. the merchandise is complete and ready for insiaifiar;

. the merchandise is either installed or stored atfanite location, at no additional cost to usdapecifically identified with a
particular customer, an

. the risks and rewards of ownership have passedtetoustomel

We generally satisfy these delivery criteria byghasing the merchandise and either installing ib@ncemetery property or storing it,
at the customer’s request, in third-party warehsuaeno additional cost to us, until the time eéd. With respect to burial vaults, we install
the vaults rather than storing them to satisfydékvery criteria. When merchandise is stored foustomer, we may issue a certificate of
ownership to the customer to evidence the trariefdre customer of the risks and rewards of owrgrsh

Deferred revenues from pre-need sales and reladechendise trust earnings are reflected on ounbalaheet in deferred cemetery
revenues, net. Total deferred cemetery revenugsalse includes deferred revenues from pre-neles shat were entered into by entities we
acquired prior to the time we acquired them. Th@udes both those entities that we acquired atite of the formation of Cornerstone and
other subsequent acquisitions. Our profit margimpemneed sales entered into by entities we sulesgiguacquired prior to our acquisition is
generally less than our profit margin on other peed sales because, in accordance with industcyigeaat the time these acquired pre-need
sales were made, none of the selling expensesreeognized at the time of sale. As a result, waegeired to recognize all of the expenses
(including deferred selling expenses) associated thiese acquired pre-need sales when we recotr@zevenues from that sale.

Funeral Home Operations

As of June 30, 2008, we owned and operated 57 dlihemes. These properties are located within émtiguous United States and in
Puerto Rico.

Our funeral home operations offer a range of sesjilncluding family consultation, the removal gmdparation of remains, provisions
for caskets and the use of our facilities for @san and worship. These services and merchandiseotd by us almost exclusively at the time
of need by salaried licensed funeral directors.

We generally include revenues from pre-need casles in the results of our cemetery operationsvé¥er, some states require that
caskets be sold by funeral homes, and revenuesdasket sales in those states are included inum@rél home results.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial caaditnd results of operations are based upon stwrigal consolidated financial
statements. We prepared these financial staterireatsformity with accounting principles generadlgcepted in the United States of
America. The preparation of these financial stat@sesquired us to make estimates, judgments audrggions that affected the reported
amounts of assets and liabilities at the datekefihancial statements and the reported amourresvehues and expenses during the reporting
periods. We based our estimates, judgments andnasisms on historical experience and known facts ather assumptions that we believed
to be reasonable under the circumstances. In fpenieds, we expect to make similar estimates,juelgs and assumptions on the same |
as we have historically. Our actual results in fefperiods may differ from these estimates undéereint assumptions and conditions. We
believe that the following accounting policies stimates had or will have the greatest potentiglaot on our condensed consolidated
financial statements for the periods discussedfanfiiture periods.

Revenue Recognition

We sell our merchandise and services on both ag@ed-and at-need basis. All at-need sales arenzesbas revenues and recorded in
earnings at the time that merchandise is delivaretiservices are performed.

Revenues from pre-need sales of cemetery interrigdiis in constructed burial property are defematl at least 10% of the sales price
has been collected, at which time they are fullyed.
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Revenues from pre-need sales of cemetery interrigdiis in unconstructed burial property, such assoseum crypts and lawn crypts
are recognized using the percentageafipletion method of accounting, with no revenui@dpeecognized until at least 10% of the salesg
has been received. The percentage-of-completiohadaif accounting requires us to make certain egéimas of our reporting dates. These
estimates are made based upon information avaiddlilee reporting date and are updated on a spéaéfntification method at the end of e
reporting period. Periodic earnings are calculétesked upon the total sales price, estimated aostplete and the percentage completed
during a given reporting period.

Revenues from pre-need sales of cemetery mercleaddsservices are deferred until the merchanslidelivered or the services are
performed, at which time they are fully earned.

Investment earnings, including realized gains asdds, generated by assets in our merchandise anestieferred until the associated
merchandise is delivered or the services are paddr

In order to appropriately match revenue and expevse defer certain pre-need cemetery and preadsfumeral direct obtaining costs
that vary with and are primarily related to the aisdion of new pre-need cemetery and prearrangedril business until such time that the
associated revenue is recognized.

Accounts Receivable Allowance for Cancellations

At the time of a pre-need sale, we record an adamaeivable in an amount equal to the total catvalue less any cash deposit paid
net of an estimated allowance for cancellations.

The allowance for cancellations is established dag®n our estimate of expected cancellations &tdrital experiences and is
currently approximately 10% of total contract vauButure cancellation rates may differ from thisrent estimate. We will continue to
evaluate cancellation rates and will make changéiset estimate should the need arise. Actual claticgls did not vary significantly from the
estimates of expected cancellations at Decembe@®I, and June 30, 2008, respectively.

Merchandise Trust Assets

Assets held in our merchandise trusts are cartiéaravalue. Any change in unrealized gains arsbés are reflected in the carrying
value of the assets and is recognized as defezxethue. Any and all investment income streamsuidicy interest, dividends or gains and
losses from the sale of trust assets are offsébstgdeferred revenue until such time that we @elthe underlying merchandise. Investment
income generated from our merchandise trust isidted in Cemetery revenues — investment and other.

We evaluate whether or not the assets in the medtbatrust have an other-than-temporary impairroard security-by-security basis.
This assessment is made based upon a numbereasfacittcluding the length of time a security hasrbi a loss position, changes in market
conditions and concerns related to the specifigeisdf a loss is considered to be other-themporary, the cost basis of the security is adfl
downward to its market value.

Any reduction in the cost basis of assets heldiinneerchandise trust due to an other-than-tempamgpairment is offset against
deferred revenue.

There were no other-than-temporary impairmentsefassets held in the merchandise trust as of3urz008.

Perpetual Care Trust Assets

Pursuant to state law, a portion of the proceeantn the sale of cemetery property is required tpdid into perpetual care trusts. All
principal must remain in this trust into perpetuitiiile interest and dividends may be released aed to defray cemetery maintenance costs,
which are expensed as incurred.

Assets in our perpetual care trust are carriediavélue. Any change in unrealized gains and ksse reflected in the carrying value of
the assets and is offset against non-controllitgy@sts in perpetual care trusts.

We evaluate whether or not the assets in our pgapetire trust have an other-than-temporary impaatron a security-by-security
basis. This assessment is made based upon a naofrdsieria including the length of time a secufigs been in a loss position, changes in
market conditions and concerns related to the Bpéssuer. If a loss is considered to be othenttemporary, the cost basis of the security is
adjusted downward to its market value.

Any reduction in the cost basis of assets helduinperpetual care trust due to an other-than-teargpampairment is offset against non-
controlling interests in perpetual care trusts.réhg no impact on earnings.
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There were no other-than-temporary impairmentsefassets held in the perpetual care trust asef 30, 2008.

I mpairment of Long-Lived Assets

We monitor the recoverability of long-lived asseétsluding cemetery property, property and equipha other assets, based on
estimates using factors such as current markeeyélture asset utilization, business and regujatthmate and future undiscounted cash
flows expected to result from the use of the rela@ssets. Our policy is to evaluate an asset fpairment when events or circumstances
indicate that a long-lived asset’s carrying valugymot be recovered. An impairment charge is resbid write-down the asset to its fair
value if the sum of future undiscounted cash flimless than the carrying value of the asset.

Property and Equipment

Property and equipment is recorded at cost ancedigted on a straight-line basis. Maintenance apdirs are charged to expense as
incurred, whereas additions and major replacenaetsapitalized and depreciation is recorded dwar £stimated useful lives as follows:

Buildings and improvements 10 to 40 year
Furniture and equipme 5to 10 year:
Leasehold improvemen over the term of the lea:

For the three months ended June 30, 2007 and ge@8zciation expense was $0.7 million and $0.8onillrespectively. For the six
months ended June 30, 2007 and 2008, depreciatpense was $1.4 million and $1.5 million, respestiv

These estimates could be impacted in the futurehlaypges in market conditions or other factors.

Income Taxes

Our corporate subsidiaries are subject to bothréd¢dad state income taxes. We record deferredgagts and liabilities to recognize
temporary differences between the bases of assétsahilities in our tax and GAAP balance sheets for federal and state net operating
carryforwards and alternative minimum tax credits.

We record a valuation allowance against our dedetaie assets if we deem that it is more likely thahthat some portion or all of the
recorded deferred tax assets will not be realizatbfeture periods.

In evaluating our ability to recover deferred t@sets, we consider all available positive and mega&vidence, including our past
operating results, recent cumulative losses andavsacast of future taxable income. In determirfuyire taxable income, we make
assumptions for the amount of taxable income, ¢lensal of temporary differences and the implemimaf feasible and prudent tax
planning strategies. These assumptions require oeke judgments about our future taxable inconteame consistent with the plans and
estimates we use to manage our business. Any fedustestimated future taxable income may requ&¢o record an additional valuation
allowance against our deferred tax assets. Anaserén the valuation allowance would result in iddal income tax expense in the period
and could have a significant impact on our futlamangs.

As of December 31, 2007, our taxable corporateidighies had a federal net operating loss carryofapproximately $54.7 million,
which will begin to expire in 2019 and a state og¢rating loss carry-forward of approximately $9&illion, a portion of which expires
annually. Our ability to use such federal net ofiegalosses may be limited by changes in the ovmprsf our units deemed to result in an
“ownership change” under the applicable provisiohthe Internal Revenue Code.

For additional information about, among other tlsingur pre-need sales, at-need sales, trustingreesgents, cash flow, expenses and
operations, please see Management’s DiscussioAmalgsis of Financial Condition and Results of Ggiiems and financial statements and
notes thereto included in our annual report on FbBAK for the fiscal year ended December 31, 208¥ aur other reports and statements
filed with the SEC.

Recent Accounting Pronouncements

In February 2007, the Financial Accounting Standd@dard (FASB) issued SFAS No. 15Bstablishing the Fair Value Option for
Financial Assets and Liabiliti” (“SFAS 159"), to permit all entities to choose teda to measure eligible financial instrumentsaat falue.
SFAS 159 applies to fiscal years beginning aftevéyiaber 15, 2007, with early adoption permitteddorentity that has also elected to apply
the provisions of SFAS No. 15Fair Value Measuremen{§SFAS 157”). We adopted this guidance effectiveury 1, 2008 and did not
elect the fair value option for any of its eligildesets or liabilities as of this date.
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In December 2007, the FASB issued SFAS No. 141ideeh2007), ‘Business Combinatiorfs$SFAS 141(R)").” SFAS 141R requires
that acquirers in a business combination identify secord at fair value all of the assets and liigds acquired as well as any non-controlling
interest resulting from such business combinat@eodwill will be recognized when the fair valueawinsideration paid or transferred to the
acquiree plus the fair value of any non-controllingrest exceeds the fair value of identified tsaequired less the fair value of liabilities
assumed. A gain from a bargain purchase will begeized when the fair value of consideration paittansferred to the acquiree plus the
fair value of any non-controlling interest is lékan the fair value of identified assets acquiessthe fair value of liabilities assumed. Gains
from bargain purchases will be recognized in e@®in the period in which the acquisition occufSAS 141 R is effective as of the
beginning of an entity’s first fiscal year begingiafter December 15, 2008. SFAS 141 R cannot bkegpetrospectively and is not
applicable to any business combinations that obetore the adoption date. Accordingly, while SFAR R may impact the accounting
treatment on certain business combinations we msgr anto after its effective date, it does not have any impact esédlfinancial statemen

In December 2007, the FASB issued SFAS No. 1&ricontrolling Interests in Consolidated Financ&thtement—amendments of
ARB No. 51 (“SFAS 160").” SFAS 160 states that agaiing and reporting for minority interests will becharacterized as noncontrolling
interests and classified as a component of eqBBAS 160 applies to all entities that prepare claesied financial statements, except not-for-
profit organizations, but will affect only thosetities that have an outstanding noncontrollingresé in one or more subsidiaries or that
deconsolidate a subsidiary. This statement is &ffeas of the beginning of an entiyfirst fiscal year beginning after December 13)&0Ne
are is currently evaluating the impact the adoptibB8FAS 160 will have on our consolidated finahstatements.

In February 2008, the FASB Emerging Issues Taskd-msued EITF Issue No. 07-04Application of the Two-Class Method under
FASB Statement No. 128, Earnings per Share, toevaghited Partnershif” ("EITF 07-04"). EITF 07-04 specifies when a masitaited
partnership that contains incentive distributiaghts (“IDR’s”) should classify said IDR’s as a seqta class of units for which a separate
earnings per unit calculation should be made. EIT4 is effective for fiscal years beginning aflezcember 15, 2008. Early application is
not permitted. We are currently evaluating the effbat the adoption of EITF 07-04 will have on fistnership's net earnings per unit.
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Results of Operations
The following table summarizes our results of opiere for the periods presented:

Statement of Operations Data
Revenues

Cemetery
Merchandise
Services
Investment and othg

Funeral
Merchandise
Services

Total

Costs and Expense
Cost of goods solc
Perpetual car
Merchandise
Cemetery expens
Selling expens
General and administrative expel
Corporate overhez
Depreciation and amortizatic
Funeral home expen:
Merchandise
Services
Other
Interest expens
Income taxe:

Net income (loss

The following table presents supplemental operadiatg for the periods presented:

Operating Data:
Interments Performe
Cemetery revenues per interment perfori

Interment rights sold (1
Lots
Mausoleum crypts (including g-construction)
Niches

Total interment rights sol

Number of contracts writte
Aggregate contract amount, in thousands (excluifitegest)
Average amount per contract (excluding inter

Number of pr-need contracts writte
Aggregate pr-need contract amount, in thousands (excludingest
Average amount per g-need contract (excluding intere

Number of e-need contracts writte
Aggregate «need contract amount, in thousal
Average amount per-need contrac

Three months ended
June 30,

Six months ended
June 30,

2007 2008

2007 2008

(in thousands)

$23,27: $24,15:

(in thousands)

$37,85¢ $45,10¢

7,27¢ 9,75¢  14,34:  18,98¢
7,611 8,38z 13,47« 15,44]
1,11¢ 2,19¢ 2,39( 4,581
1,38¢ 3,44¢ 3,14 7,221
40,66¢ 47,93¢ 71,20¢ 91,34¢
952 1,051 1,84( 2,152
4,731 4,51 7,741 9,137
7,87¢ 10,96¢ 14,66(  20,45:
8,471 8,921 14,71%  17,12¢
3,69: 5,30( 7,431  10,52¢
4,951 556¢ 10,23 11,01;
91t 1,04z 1,78¢ 2,007
381 881 85¢ 1,86¢
1,011 2,29¢ 2,01t 4,51¢
652 1,61( 1,27¢ 3,02
2,132 3,21¢ 4,17¢ 6,31¢
23E 343 451 514

$ 4,660 $ 2,232

$ 4,012 $ 2,69

Three months ended
June 30,

Six months ended
June 30,

2007 2008

2007 2008

7,10¢ 9,61/
$ 536¢ $ 4,29¢

14,74¢  20,15¢
$ 4,45: $ 3,89¢

5,32t 599¢ 10,13 11,73
557 607 1,262 1,16:
187 242 338 501

6,06¢ 6,84t 11,727  13,39¢

16,74¢ 21,23t 32,02¢ 40,93¢

$37,07¢  $49,52¢
$ 2214 $ 2,33

8,12/ 9,30¢
$24,71C  $30,60¢
$ 3,04z $ 3,28¢

8,622  11,92¢
$12,36: $18,92:
$1,43¢ $ 1,58i

(1) Net of cancellations. Counts the sale of a dc-depth burial lot as the sale of two interment rig
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$70,38.  $94,26¢
$ 2,19¢ $ 2,30¢

14,96¢ 17,661
$45,84: $57,43:
$ 3,060 $ 3,251

17,05F  23,26¢
$24,537 $36,83¢
$ 1,43¢ $ 1,58¢
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Three Months Ended June 30, 2008 Compared to Thrddonths Ended June 30, 2007
Cemetery Revenues

Cemetery revenues were $42.3 million in the seapradter of 2008, an increase of $4.1 million, 0i8%0, as compared to $38.2 million
in the second quarter of 2007. The increases warefly due to the December 2007 acquisition ottémetery properties.

Cemetery revenues from pre-need sales, includiegast income from pre-need installment contragtsiavestment income from
trusts, were $24.6 million in the second quarte2@38, a decrease of $2.2 million, or 8.4%, as @meghto $26.8 million in the second qua
of 2007. The decrease primarily resulted from desed delivery of markers and bases ($3.4 milliow) iavestment income from the
perpetual care and merchandise trust ($0.2 milldfset by increased lot sales ($1.2 million) anavg openings and closings ($0.4 million).

Cemetery revenues from at-need sales in the sepaarter of 2008 were $17.2 million, an increas8®B million, or 52.3%, as
compared to $11.3 million in the second quarte2@7. The increase in cemetery revenues from at-sales was primarily attributable to
higher sales of markers and bases ($2.0 milliayeyopenings and closings ($1.5 million), lots.&@illion), vaults ($0.5 million) and
crypts ($0.3 million).

Other cemetery revenues were $0.5 million in tlowsd quarter of 2008, an increase of $0.4 millascompared to $0.1 million in the
second quarter of 2007 due to a number of smakases.

Costs of Goods Sold

Cost of goods sold was $5.6 million in the secondrter of 2008, a decrease of $0.1 million, or 2.4%compared to $5.7 million in t
second quarter of 2007. As a percentage of cemedegnues, cost of goods sold was 13.2% in thensiegoarter of 2008 a decrease of 1.7
points from 14.9% in the second quarter of 200 d&crease in cost of goods sold as a percentaggraftery revenue was attributable to a
change in product mix delivered in the second guant 2008.

Selling Expense

Total selling expense was $8.9 million in the sekquarter of 2008, an increase of $0.4 million5&% , as compared to $8.5 millior
the second quarter of 2007. The increase was demadi increases in both sales commissions and ottepensations expenses ($0.2
million) as well as other miscellaneous sellingenxges ($0.2 million. Sales commissions and othmpenmsation expenses as a percentage of
pre-need sales was 27.9% in the second quart&0& & compared to 24.7% during the same periogdas. The difference was primarily
due to a change in product mix of commissionalelaé sold.

Cemetery Expense

Cemetery expense was $10.9 million in the secordtguof 2008, an increase of $3.0 million, or 38,s compared to $7.9 million in
the second quarter of 2007. This increase was piintue to an increase in cemetery personneledlabsts ($1.7 million), maintenance and
supplies ($0.6 million), fuel costs ($0.3 millicayd utilities ($0.3 million) all of which were rééal to the December 2007 acquisition of 45
cemeteries.

General and Administrative Expense

General and administrative expense was $5.3 miltidhe second quarter of 2008, an increase of ll®n, or 43.5%, as compared
$3.7 million in the second quarter of 2007. Thedase was primarily attributable to an increassonporate insurance ($0.8 million), office
salaries ($0.6 million) and taxes and licenses2(#dlllion) all of which were related to the DecemB607 acquisition of 45 cemeteries.

Funeral Home Revenues and Expenses

Funeral home revenues were $5.6 million in the sé@uarter of 2008, an increase of $3.1 million126.7%, as compared to $2.5
million in the second quarter of 2007. The primagson for the increase was an increase in the ewafilservices performed, 1,648 in the
second quarter of 2008 compared to 749 in the skqoarter of 2007, which was related to the Decer@id@7 acquisition of 30 funeral
homes. Funeral home expenses were $4.8 milliondrsécond quarter of 2008, an increase of $2.8mjlor 134.2%, as compared to $2.0
million in the second quarter of 2007 which wastedl to the December 2007 acquisition of 30 funesates.
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Corporate Overhead.

Corporate overhead was $5.6 million in the secarattgr of 2008, an increase of $0.6 million, o422, as compared to $5.0 million in
the second quarter of 2007. The increase was ghynahre to an increase in payroll related exper§$6s4 million) and professional fees ($0.4
million) offset by a number of smaller expense ins.

Depreciation and Amortization

Depreciation and amortization was $1.0 millionhe second quarter of 2008. This was a slight irseré@m $0.9 million in the second
quarter of 2007.

Operating profit

Operating profit was $5.8 million in the second geiaof 2008, a decrease of $1.2 million, or 17.6%mpared to $7.0 million in the
second quarter of 2007. The decrease was causte mcrease in our expense base ($8.5 milliorbd¥%) exceeding our increase in
recognized revenues ($7.3 million or 17.9%). WHtile increases in revenues and expenses were hoidrity related to the December 2007
acquisition of 45 cemeteries and 30 funeral hoittesimpact of this acquisition is more apparerdperating expenses than it is in operating
revenues due to the fact that many of the expentsedses relate to items such as general and adirativie expenses, various cemetery and
funeral home expenses, and corporate overheadhwahicnot deferrable and impact current earningkewiuch of the growth in the value of
total contracts written has not as of yet beerectdld in revenue.

Interest Expense

Interest expense was $3.2 million in the secondtgquaf 2008, an increase of $1.1 million, or 50,&% compared to $2.1 million in the
second quarter of 2007. The increase was primdudyto an increase in the average amount of déstamaing during the period.

Provision (Benefit) for Income Taxes

Provision for income taxes of $0.3 million in thecend quarter of 2008 was slightly higher than&®& million in the second quarter of
2007.

Net Income

Net income was $2.2 million during the second qerast 2008, a decrease of $2.5 million, or 52.1%@mpared to a net income of
$4.7 million during the second quarter of 2007. @kerease was primarily attributable to the aforgioaed $1.2 million decrease in
operating profit, $1.1 million increase in interegpense and the $0.1 million increase in incomegenses, which are all discussed above.

Segment Discussion

Revenues, operating earnings and earnings befoge &l increased significantly for Cemetery Operat - Southeast, Cemetery
Operations-West and Funeral Homes in the secondey2008 compared to the same period last yeataltiee acquisition of 45 cemeteries
and 30 funeral homes in December 2007. Revenuesatipg earnings and earnings before taxes for @ayn®perations-Northeast
decreased in the second quarter of 2008 comparbe same period last year due to a slight deciieasses and related expenses.

Six Months Ended June 30, 2008 Compared to Six Mom$ Ended June 30, 2007
Cemetery Revenues

Cemetery revenues were $79.5 million in the firstnsonths of 2008, an increase of $13.8 million2&rl%, as compared to $65.7
million in the first six months of 2007. The incses were primarily due to the December 2007 adonsof 45 cemetery properties.

Cemetery revenues from pre-need sales, includirgest income from pre-need installment contraetsiavestment income from
trusts, were $44.9 million in the first six monthfs2008, an increase of $2.2 million, or 5.1%, asipared to $42.7 million in the first six
months of 2007. The increase primarily resultedfiaxdditional lot sales ($2.7 million), additionatimes ($0.5 million) and additional grave
openings and closings ($0.5 million) offset by duetion in marker and marker base deliveries ($@lon).
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Cemetery revenues from at-need sales in the firshenths of 2008 were $33.7 million, an increab81dl.1 million, or 49.5%, as
compared to $22.6 million in the first six montH2607. The increase in cemetery revenues froneatisales was primarily attributable to
higher sales of monument bases and markers off§ilién, grave openings and closings of $3.3 miilitots of $1.8 million, vaults of $0.9
million and crypts of $0.5 million.

Other cemetery revenues were $0.9 million in th&t 8ix months of 2008, an increase of $0.5 milli@n137.4%, from $0.4 million in
the first six months of 2007 due to a number oflsimereases.

Costs of Goods Sold

Cost of goods sold was $11.3 million in the fiigtrmonths of 2008, an increase of $1.7 million1@r7%, as compared to $9.6 million
in the first six months of 2007. As a percentageeshetery revenues, cost of goods sold was 14.2#eifirst six months of 2008, a slight
decrease from 14.6% in the first six months of 200% decrease in cost of goods sold as a pereenfaggmetery revenue was primarily
attributable to the change in product mix deliveirethe first six months of 2008.

Selling Expense

Total selling expense was $17.1 million in thetfgix months of 2008, an increase of $2.4 million16.4%, as compared to $14.7
million in the first six months of 2007 primarilyud to the December 2007 acquisition of 45 cemetefiales commissions and other
compensation expenses contributed $13.2 millidotal selling expense during the first six month2@08, an increase of $1.8 million, or
16.0%, compared to $11.4 million in the first siomths of 2007. As a percentage of pre-need saés sommissions and other
compensation expenses were 29.4% in the first sixths of 2008, as compared to 26.6% in the fisstrginths of 2007. The difference was
primarily due to a change in product mix of comnrable items sold.

Cemetery Expense

Cemetery expense was $20.4 million in the firstrsonths of 2008, an increase of $5.7 million, 01538, as compared to $14.7 million
in the first six months of 2007. This was primaxlye to increases in cemetery labor costs ($3.8m)] cemetery maintenance ($1.0 millic
utilities ($0.5 million), gas and oil ($0.3 millignand real estate taxes ($0.3 million), all of erhivere primarily related to the December 2007
acquisition of 45 cemeteries.

General and Administrative Expense

General and administrative expense was $10.5 milfidhe first six months of 2008, an increase fL.$million, or 41.7%, as compared
to $7.4 million in the first six months of 2007. 8 mcrease was primarily attributable to an inceaascompensation costs ($1.9 million),
corporate insurance ($0.3 million), and various lEgnéncreases all of which were primarily relatedhe December 2007 acquisition of 45
cemeteries.

Funeral Home Revenues and Expense

Funeral home revenues were $11.8 million in th& 8ix months of 2008, an increase of $6.3 millmn113.4%, as compared to $5.5
million in the first six months of 2007. The pringaieason for the increase was an increase in theauof services performed, 3,506 in the
first six months of 2008 compared to 1,615 in fin& Kix months of 2007 which was primarily relatedhe December 2007 acquisition of 30
funeral homes. Funeral home expenses were $9.ibmiifi the first six months of 2008, an increas&®f3 million, or 126.8%, as compared
to $4.1 million in the first six months of 2007 whiwas primarily related to the December 2007 attgomn of 30 funeral homes.

Corporate Overhead.

Corporate overhead was $11.0 million in the firstrsonths of 2008, an increase of $0.8 million70of%, as compared to $10.2 million
in the first six months of 2007. The increase wasarily attributable to an increase in payrollateld expenses ($0.8 million) and professi
fees ($0.5 million), both of which were primarilglated to the December 2007 acquisition of 45 ceres, offset by a number of smaller
expense reductions.
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Depreciation and Amortization

Depreciation and amortization was $2.0 millionhe first six months of 2008, an increase of $0.@anj or 12.2%, as compared to
$1.8 million in the first six months of 2007.

Operating profit

Operating profit was $9.5 million for the six mostended June 2008, an increase of $0.9 milliodPd?%, compared to $8.6 million in
the first six months of 2007. The increase was grily attributable to the increase in our recogdirevenues ($20.1 million or 28.3%)
exceeding our increase in expenses ($19.2 millid30B%) which in turn was primarily related to #haditional deliveries of merchandise
services in the six months ended June 30, 2008rapared to the same period last year. This pogitdxelopment was tempered by the
December 2007 acquisition of 45 cemeteries andiBeral homes, wherein the impact of the relatesvtfrds more apparent in operating
expenses than it is in operating revenues becaasg of the expense increases relate to items sugkreeral and administrative expenses,
various cemetery and funeral home expenses, apdete overhead, which are not deferrable and itmpacent earnings while much of the
growth in the value of total contracts written Imas$ as of yet been reflected in revenue and isided in Deferred revenues, net on the bal
sheet.

I nterest Expense

Interest expense was $6.3 million in the firstmignths of 2008, an increase of $2.1 million, 0254, as compared to $4.2 million in
first six months of 2007. The increase was prirgatile to an increase in the average amount ofalébtanding during the period.

Provision (Benefit) for Income Taxes
Provision for income taxes was $0.5 million in fhist six months of 2008, virtually unchanged fréime same period last year.

Net Income

Net income was $2.7 million during the first six milos of 2008, a decrease of $1.3 million, or 33.8%compared to $4.0 million
during the first six months of 2007. The decreaas primarily attributable to the aforementionedl$®illion increase in interest expense,
offset by the $0.9 million increase in operatingffir which are discussed above.

Segment Discussion

Revenues, operating earnings and earnings befaes #dl increased significantly for Cemetery Operat - Southeast, Cemetery
Operations-West and Funeral Homes in the six moenkded June 30, 2008 compared to the same pesbgdar due to the acquisition of 45
cemeteries and 30 funeral homes in December 208 rRies, operating earnings and earnings befoes fak Cemetery Operations-
Northeast decreased in the six months ended Jyr088 compared to the same period last year daeslight decrease in sales and rel:
expenses.

Liquidity and Capital Resources
Overview

Our primary short-term liquidity needs are to fugeheral working capital requirements, service @bt@nd to make routine
maintenance capital improvements. Longer term, Wlenaed additional liquidity to fund acquisitio$ cemetery properties and to construct
mausoleum and lawn crypts on the grounds of ouretemy properties. We may also construct funeraldmon the grounds of cemetery
properties that we acquire in the future.

Our primary sources of liquidity are cash flow fr@perations and amounts available under our cfediiities as described below. We
have the ability to increase our liquidity eithlerdugh additional long-term bank borrowings andifiseiance of additional common units and
other partnership securities, including debt, stifie the restrictions in our credit facility andder our senior secured notes.
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We believe that cash generated from operationsanborrowing capacity under our Credit Agreemaurttich is discussed below, will
be sufficient to meet our working capital and dedrvices requirements as well as our anticipatpdat@&xpenditures for the foreseeable
future.

Since our initial public offering on September 2004 through December 31, 2006 we acquired 45 ariastand 20 funeral homes for
an aggregate purchase price of $60.4 million foictviwe paid $48.6 million in cash and issued 558,8fneMor common units. On
December 21, 2007, we acquired 45 cemeteries afuh®@als from Service Corporation Internationa¥Y@E: SCI) for $68.0 million in cash.
We acquired two additional cemeteries in 2007 ameladditional cemetery in 2008 for an aggregateemt approximately $3.6 million.

Our ability to satisfy our debt service obligatiphand planned capital expenditures, make acqaigtand pay distributions to partners
will depend upon our future operating performar@er operating performance is primarily dependenthensales volume of customer
contracts, the cost of purchasing cemetery merdbartbdat we have sold, the amount of funds withdrénem merchandise trusts and
perpetual care trusts and the timing and amouooléctions on our pre-need installment contracts.

Cash Flow from Operating Activities.

Cash flows provided by operating activities wered$8illion in the first six months of 2008 comparedcash flows provided by
operating activities of $9.7 million during thediirsix months of 2007. The decrease in operatisg flaws for the six months ended June 30,
2008 as compared to the six months ended Juned8@,($0.7 million) was less than the decrease irimoeme for the six months ended
June 30, 2008 as compared to the six months enohed3D, 2007 ($1.3 million) primarily due to a gexancrease in deferred revenue ($5.5
million) and decrease in prepaid expenses ($0.Bomjloffset by a greater increase in deferredrsgliand obtaining costs ($2.0 million) and
accounts receivable ($3.4 million).

Cash Flow from I nvesting Activities

Net cash used in investing activities was $6.9iamilin the first six months of 2008, an increas&®f7 million, as compared to cash
used in investing activities of $3.2 million in tfiest six months of 2007. This increase in casbdus investing activities was primarily
attributable to the purchase of one cemetery lonati the first quarter of 2008 and capital expeuréss related to our new corporate
headquarters located in Levittown, Pennsylvania.

Cash Flow from Financing Activities

Net cash used in financing activities was $5.1iomilin the first six months of 2008, a slight inase of $0.2 million as compared to ¢
used in financing activities of $4.9 million in tfiest six months of 2007. The cash used in finag@ctivities in the first six months of 2008
was primarily attributable to unit holder distrimns of $12.4 million offset by increased net benmgs from our debt facilities of $7.2
million. The cash used in financing activities reffirst half of 2007 was primarily attributableunit holder distributions of $9.2 million
partially offset by increased net borrowings froor debt facilities of $4.5 million.

Long-term Debt
Acquisition Credit Facility and Revolving Credit Elity

On August 15, 2007, certain of our subsidiariesli€ctively, the “Borrowers”) entered into the Antsd and Restated Credit
Agreement (the “Credit Agreement”) with Bank of Ariwa, N.A. (“Bank of America”), other lenders, aBdnc of America Securities LLC
(collectively, the “Lenders”). Capitalized terms iath are not defined in this Quarterly Report onrRrdi0-Q shall have the meaning assigned
to such terms in the Credit Agreement.

The Credit Agreement provides for both an acquisitredit facility (the “Acquisition Credit Faciit) and a revolving credit facility
(the “Revolving Credit Facility”). Both of thesediiities have a five-year term.

The maximum amount available under the Acquisi@oadit Facility is currently $40 million. The Lengehave an uncommitted option
of increasing this maximum amount by an additiggid million. Any amount repaid by the Borrowers anthe terms of and during the term
of the Acquisition Credit Facility cannot be relmsed.
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The maximum amount available under the Revolvingd@iFacility is currently $25 million. The Lenddrave an uncommitted option
of increasing this maximum amount by an additiggi million. There is also a provision for cert&wing Line Loans, up to a maximum of
$5 million provided solely by Bank of America. Aaynount repaid by the Borrowers under the termsidfduring the term of the Revolving
Credit Facility can be reborrowed.

Loans outstanding under the Acquisition Credit Fgcand the Revolving Credit Facility bear interas a per annum rate based upon a
base rate (the “Base Rate”) or a Eurodollar rdte {Eurodollar Rate”) plus a margin ranging from @€8675% over the Base Rate and 2.25%
to 3.25% over the Eurodollar rate, as selectedhbyBorrowers. The Base Rate is the higher of @F#deral Funds Rate plus 0.5% or (b) the
“prime rate”as set by Bank of America. The Eurodollar Rate kxjilee British Bankers Association LIBOR Rate. Marig determined by th
ratio of consolidated funded debt to consolidat&dTbA.

The Credit Agreement requires the Borrowers tograynused commitment fee, which is calculated basgtie amount by which the
commitments under the Credit Agreement exceedshgaiof such commitments. The Borrowers are atpanex to pay certain additional
fees to Bank of America as Administrative Agent] &AS as Arranger.

The proceeds of the Acquisition Credit Facility nteyused by the Borrowers to finance (i) Permieduisitions, as defined in the
Credit Agreement, and (ii) the purchase and coostmu of mausoleums. The proceeds of the Revol@regit Facility and Swing Line Loans
may be utilized to finance working capital requiests, Capital Expenditures, as defined in the €sglieement, and for other general
corporate purposes.

Borrowings under the Credit Agreement rank parspasith all other senior secured debt of the Boewmnincluding the senior secured
notes discussed below. The Borrowers’ obligatiam$eun the Credit Agreement are guaranteed by boémdsStoneMor GP (collectively, the
“Guarantors”).

The Borrowers’ obligations under the Revolving Gré&dcility are secured by a first priority liendagecurity interest in specified
receivable rights, whether then owned or thereaiftguired, of the Borrowers and the Guarantors,bgral second priority lien and security
interest in substantially all assets other thais¢h@ceivable rights of the Borrowers and Guarantrcluding trust accounts and certain
proceeds required by law to be placed into suct ocounts and funds held in trust accounts, Mon&P’s general partner interest us and
StoneMor GP’s incentive distribution rights under partnership agreement. The specified receivadiis include all accounts and other
rights to payment arising under customer contraceggreements or management agreements, and etitory, general intangibles and other
rights reasonably related to the collection andgoerance of these accounts and rights to payment.

The Borrowers’ obligations under the Acquisitiore@it Facility are secured by a first priority liand security interest in substantially
all assets, whether then owned or thereafter aeguather than specified receivable rights of tber®wvers and the Guarantors, excluding
trust accounts and certain proceeds required bydawe placed into such trust accounts and funbisiherust accounts, StoneMor GP’s
general partner interest in the Company and StoméRis incentive distribution rights under our parship agreement, and a secondary
priority lien and security interest in those spedifreceivable rights. These assets secure theigittiqn Credit Facility and the senior secured
notes described below. The priority of the liend aacurity interests securing the Acquisition Cr&dicility is pari passu with the liens and
security interests securing the senior securedsragtecribed below.

The agreements governing the Revolving Credit Fgcthe Acquisition Credit Facility and the sengecured notes contain restrictive
covenants that, among other things, prohibit distions upon defined events of default, restrigestments and sales of assets and require us
to maintain certain financial covenants, includspgcified financial ratios. As June 30, 2008, weenr compliance with all debt covenants.

As of June 30, 2008, we had $20.4 million outstagdinder the Credit Agreement.

Senior Secured Notes

On August 15, 2007, we entered into, along withiaterof our subsidiaries, (collectively, the “Isssi§ the Amended and Restated Note
Purchase Agreement (the “Note Purchase Agreemetiti)Prudential Investment Management Inc., ThedEntial Insurance Company of
America, Prudential Retirement Insurance and AgnQiampany, certain Affiliates of Prudential Investnh Management Inc., iStar Financial
Inc., SFT I, Inc., and certain Affiliates of iStainancial Inc. (collectively, the “Note Purchasgr&apitalized terms which are not defined in
this Quarterly Report on Form 10-Q shall have tleaning assigned to such terms in the Note Purchgigement.

35



Table of Contents

Pursuant to the Note Purchase Agreement, the anerthe Note Purchasers agreed to (a) exchangécgenior secured notes
previously issued by the Issuers to the Note Pweaisaon September 20, 2004, for new Series A Nasedefined in the Note Purchase
Agreement, due September 20, 2009, in the amouBB@mmillion; and (b) issue Series B Notes, asraefiin the Note Purchase Agreement,
due August 15, 2012 in the aggregate amount off$i8®n, subject to the option, on an uncommittexis, to issue/purchase additional
secured Shelf Notes in the aggregate amount ad 8% million, and to issue/purchase additionaliset Shelf Notes to refinance the Series
A Notes.

On December 21, 2007, pursuant to the Note Purchgssement, as amended, certain of our subsidiese®d Senior Secured Serie
Notes (the“Series C Notes” and together with Series A NoBesjes B Notes and the Shelf Notes are referred the “Notes” ) in the
aggregate principal amount of $17.5 million, due&maber 21, 2012.

The Series A Notes bear an interest rate of 7.66f&apnum, the Series B Notes bear an interesBdf® per annum and the Series C
Notes bear an interest rate of 9.09% per ant

The Notes are guaranteed by both us and StoneMof &PNotes rank pari passu with all other seréouged debt, including the
Revolving Credit Facility and the Acquisition Cre8acility. Obligations under the Notes are securga first priority lien and security
interest covering substantially all of the asséthe issuers, whether then owned or thereafteniesd), other than specified receivable rights
and a second priority lien and security interesiecimg those specified receivable rights of theiéss, whether then owned or thereafter
acquired. These assets secure the Notes and theshicy Credit Facility described above. The pitipof the liens and security interests
securing the Notes is pari passu with the lienssaudirity interests securing the Acquisition Cré&gitility described above.

The Note Purchase Agreement contains restrictivertants that, among other things, prohibit distidns upon defined events of
default, restrict investments and sales of assetsequire us to maintain certain financial covdsaimcluding specified financial ratios. As of
June 30, 2008, we were in compliance with all stmrenants.

Intercreditor and Collateral Agency Agreement

In connection with the closing of the credit fagiland the private placement of the notes we edterte, along with our general partner,
certain of our subsidiaries, the lenders undenthe credit facility, the holders of the notes aheelF National Bank, as collateral agent, an
intercreditor and collateral agency agreementrggforth the rights and obligations of the part@¢he agreement as they relate to the
collateral securing the new credit facility and Hemior secured notes.

Capital Expenditures

The following table summarizes total maintenangatahexpenditures and expansion capital expershtuncluding for the constructir
of mausoleums and for acquisitions, for the perjp@sented (in thousands):

Six Months Ended

June 30,
2007 2008
Maintenance capital expenditul $ 97z $2,93(
Expansion capital expenditur 2,19i 3,99¢
Total capital expenditure $3,16¢ $6,92¢

Pursuant to our partnership agreement, in conneatith determining operating cash flows availaldedistribution, costs to construct
mausoleum crypts and lawn crypts may be considered a combination of maintenance capital expaneitand expansion capital
expenditures depending on the purposes for congtru®©ur general partner, with the concurrencgsofonflicts committee, has the
discretion to determine how to allocate a capitplemditure for the construction of a mausoleum toym lawn crypt between maintenance
capital expenditures and expansion capital experedit In addition, maintenance capital expenditioethe construction of a mausoleum
crypt or a lawn crypt are not subtracted from ofiegasurplus in the quarter incurred but rathersargtracted from operating surplus ratably
during the estimated number of years it will takese¢ll all of the available spaces in the mausoleufawn crypt. Estimated life is determined
by our general partner, with the concurrence ofdtsflicts committee.
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Seasonality

The death care business is relatively stable aadigable. Although we experience seasonal incesiasgeaths due to extreme weather
conditions and winter flu, these increases havéistorically had any significant impact on ouruks of operations. In addition, we perform
fewer initial openings and closings in the wintdram the ground is frozen.

Item 3. Quantitative and Qualitative Disclosure Abait Market Risk

The information presented below should be readmunction with the notes to our unaudited conddrsmsolidated financial
statements included under Part 1 “ltem 1 — Findi8t@ements” in this Quarterly Report on Form 10-Q

The market risk inherent in our market risk semsitnstruments and positions is the potential ckaargsing from increases or decreases
in interest rates and the prices of marketabletggeicurities, as discussed below. Our exposuneatdet risk includes forward-looking
statements and represents an estimate of poshiftges in fair value or future earnings that wanddur assuming hypothetical future
movements in interest rates or debt and equity etarlOur views on market risk are not necessardjcative of actual results that may occur
and do not represent the maximum possible gaindossds that may occur, since actual gains anddossl differ from those estimated,
based on actual fluctuations in interest ratesitgquarkets and the timing of transactions. We sifgour market risk sensitive instruments
and positions as “other than trading.”

Interest-bearing Investments

Our fixedincome securities subject to market risk consisharily of investments in our merchandise trustd parpetual care trusts. .
of June 30, 2008, the fair value of fixed-incomewsdies in our merchandise trusts represented’@bbthe fair value of total trust assets
while the fair value of fixedacome securities in our perpetual care trustsesgarted 42.0% of the fair value of total trust essehe aggrega
quoted fair value of these fixed-income securities $65.1 million and $83.4 million in merchandisests and perpetual care trusts,
respectively, as of June 30, 2008. Each 1% changeedrest rates on these fixed-income securitieslavresult in changes of approximately
$651,000 and $834,000 in the fair market valuéefassets in our merchandise trusts and perpetreatrusts, respectively, based on
discounted expected future cash flows. If thesar#tées are held to maturity, no change in fair kesvalue will be realized.

Our money market and other short-term investmartifest to market risk consist primarily of invesmin our merchandise trusts and
perpetual care trusts. As of June 30, 2008, thevédile of money market and short-term investmentir merchandise trusts represented
6.9% of the fair value of total trust assets wttile fair value of fixedncome securities in our perpetual care trustsasgrted 9.0% of the fe
value of total trust assets. The aggregate quatieddlue of these fixed-income securities was $Mdillion and $17.8 million in merchandise
trusts and perpetual care trusts, respectivelgf dane 30, 2008. Each 1% change in interest oatésese fixed-income securities would
result in changes of approximately $142,000 and&I00 in the fair market value of the assets inmbarchandise trusts and perpetual care
trusts, respectively.

Marketable Equity Securities

Our marketable equity securities subject to marik&tconsist primarily of investments held in ouemthandise trusts and in the case of
perpetual care trusts, investments in real estatestment trusts, or REITs. As of June 30, 2008fdir value of marketable equity securities
in our merchandise trusts represented 61.6% dbiihgalue of total trust assets while the fairueabf marketable equity securities in our
perpetual care trusts represented 49.0% of tatsi &ssets. The aggregate quoted fair market wdliese marketable equity securities was
$127.3 million and $97.5 million in merchandisestiand perpetual care trusts, respectively, daréd 30, 2008, based on final quoted sales
prices. Each 10% change in the average marketspoicthe equity securities would result in a chaoy@pproximately $12.7 million and
$9.8 million in the fair market value of securitiesld in merchandise trusts and perpetual caréstriespectively.

Investment Strategies and Objectives

Our internal investment strategies and objectiee$unds held in merchandise trusts and perpetual tusts are specified in an
Investment Policy Statement which requires us tthédollowing:

. State in a written document our expectations, aives, tolerances for risk and guidelines in theestment of our asse!

. Set forth a disciplined and consistent structurerfanaging all trust assets. This structure isdasea long-term asset allocation
strategy, which is diversified across asset classesstment styles and strategies. We believesthigture is likely to meet our
stated objectives within our tolerances for risk
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variability. This structure also includes rangesuaid the target allocations allowing for adjustrsamhen appropriate to reduce
risk or enhance returns. It further includes guied for the selection of investment managers aicles through which to
implement the investment strate

. Provide specific guidelines for each investment ag@n. These guidelines control the level of oveial and liquidity assumed in
each portfolio

. Appoint first-party investment advisors to oversiee specific investment managers and advise owst Bind Compliance
Committee; an

. Establish criteria to monitor, evaluate and complaeeperformance results achieved by the overadt fportfolios and by our
investment managers. This allows us to compareéh®rmance results of the trusts to our objectamd other benchmarks,
including peer performance, on a regular b

Our investment guidelines are based on relativatyg investment horizons, which vary with the typérost. Because of this, interim
fluctuations should be viewed with appropriate pecsive. The strategic asset allocation of thet postfolios is also based on this longer-
term perspective. However, in developing our inmestt policy, we have taken into account the pod¢nggative impact on our operations
and financial performance of significant short-tetetlines in market value.

We recognize the challenges we face in achievimgruestment objectives in light of the uncertaastand complexities of
contemporary investment markets. Furthermore, wegeize that, in order to achieve the stated l@mmtobjectives, we may have shtetm
declines in market value. Given the need to maintansistent values in the portfolio, we have aftiertl to develop a strategy which is likely
to maximize returns and earnings without experiggciverall declines in value in excess of 3% owver B2-month period.

In order to consistently achieve the stated retinjectives within our tolerance for risk, we usgtimtegy of allocating appropriate
portions of our portfolio to a variety of assetsdas with attractive risk and return charactessaod low to moderate correlations of returns.
See the notes to our unaudited condensed consalifiaancial statements for a breakdown of thetads®d in our merchandise trusts and
perpetual care trusts by asset class.

Debt Instruments

Our Acquisition Credit Facility and Revolving Creéfacility bear interest at a floating rate, based-IBOR, which is adjusted
quarterly. These credit facilities will subjecttasincreases in interest expense resulting fromemmants in interest rates. As of June 30, 2008,
we had outstanding borrowings of $6.9 million under Acquisition Credit Facility and $13.5 milliamder our Revolving Credit Facility.

Item 4. Controls and Procedures
Disclosure Controls and Procedures

The Company maintains disclosure controls and phaess that are designed to ensure that informatiquired to be disclosed in the
reports that the Company files or submits undeiStbeurities Exchange Act of 1934 is recorded, meed, summarized and reported within
the time periods specified in the SEC'’s rules amcths, and that such information is accumulatedamdmunicated to the Company’s
management, including its Chief Executive Officad &hief Financial Officer, as appropriate, to allimely decisions regarding required
disclosure.

As of the end of the period covered by this repgbe, Company carried out an evaluation, under tipersision and with the
participation of the Company’s Disclosure Commitel management, including the Chief Executived@ffand the Chief Financial Officer,
of the effectiveness of the design and operaticouofdisclosure controls and procedures pursuaBkthange Act Rule 13a-15(b). Based
upon, and as of the date of this evaluation, thiefGxecutive Officer and the Chief Financial O#iaconcluded that the Company’s
disclosure controls and procedures were effectiygdvide reasonable assurance that informatiolCtmapany is required to disclose in its
reports under the Securities Exchange Act of 193édorded, processed, summarized and reporteth il time periods specified in the
SEC's rules and forms, and that such informaticacsumulated and communicated to the Company’s gesmant as appropriate to allow
timely decisions regarding required disclosure.

Changes in Internal Control over Financial Reportirg

There have been no changes in the Company’s intesné&rol over financial reporting that occurredidg the Company’s fiscal quarter
ended June 30, 2008 that have materially affectedre reasonably likely to materially affect,iftgernal control over financial reporting.
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Part Il — Other Information
Item 1. Legal Proceedings

We and certain of our subsidiaries may from timértee be parties to legal proceedings that hawaearin the ordinary course of
business. While the outcome of these proceedingsatde predicted with certainty, management do¢expect these matters to have a
material adverse effect on our consolidated firgrmbsition, results of operations or cash flows.

We carry insurance that we believe to be adeqgédtizough there can be no assurance that such imseiia sufficient to protect us
against all contingencies, management believestitahsurance protection is reasonable in viethefnature and scope of our operations.

Item 1A. Risk Factors

In addition to the other information set forth imst Quarterly Report on Form 10-Q, you should adhetonsider the factors discussed
in Part I, “ltem 1A. Risk Factors” in our Annual gat on Form 10-K for the fiscal year ended Decen®de 2007, which could materially
affect our business, financial condition or futuesults. The risk factors in our Annual Report @anrf 10-K for the fiscal year ended
December 31, 2007 have not materially changedrifke described in that Annual Report on Form 1fKthe fiscal year ended
December 31, 2007, are not the only risks we fadditional risks and uncertainties not currentiyolam to us or that we currently deem to be
immaterial also may materially adversely affect business, financial condition and/or operatingites

This Quarterly Report on Form 10-Q contains forwimaking statements that involve risks and uncati@s. Our actual results could
differ materially from those anticipated in thevi@rd-looking statements as a result of many factocduding the risks faced by us described
in our Annual Report on Form 10-K for the fiscabhyended December 31, 2007.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.
None.

Item 3. Defaults Upon Senior Securities.
None.

Item 4. Submission of Matters to a Vote of Securityolders.
None.

Item 5. Other Information.
None.
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Iltem 6. Exhibits

Exhibit
Number

Description

10.1

311

31.2
32.1

32.2

Amendment No. 2 to Registration Rights Agreemeated September 28, 2006, as amended by Amendmenit D
Registration Agreement Rights dated as of Janu@r2@08 by and between StoneMor Partners L.Pngthirough its General
Partner, StoneMor GP LLC, and SCI New Mexico Fuh®eavices, Inc., dated as of July 3, 2008 (inceaexl by reference to
Exhibit 10.1 of Registrants Current Report on F8-K filed on July 8, 2008

Certification pursuant to Exchange Act Rule 13aa)l4f Lawrence Miller, Chief Executive Officer, Bigent and Chairman of
the Board of Director

Certification pursuant to Exchange Act Rule -14(a) of William R. Shane, Executive Vice Presidamtl Chief Financial Office

Certification pursuant to Section 906 of the Sadsa@xley Act of 2002 (18 U.S.C. § 1350) and ExcleaAgt Rule 13a-14(b) of
Lawrence Miller, Chief Executive Officer, Presidemd Chairman of the Board of Directors (furnishedewith)

Certification pursuant to Section 906 of the Sadsa@xley Act of 2002 (18 U.S.C. § 1350) and ExcleaAgt Rule 13a-14(b) of
William R. Shane, Executive Vice President and €Rirancial Officer (furnished herewitl
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdréport to be signed on its behalf
by the undersigned thereunto duly authorized.

STONEMOR PARTNERS L.P.
By: StoneMor GP LLC
its general partne

August 11, 2008 /sl Lawrence Miller
Lawrence Miller
Chief Executive Officer, President and ChairmathefBoard of
Directors (Principal Executive Office

August 11, 2008 /s/ William R. Shane
William R. Shane
Executive Vice President and Chief Financial Offigerincipal
Financial Officer)
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Amendment No. 2 to Registration Rights Agreemeated September 28, 2006, as amended by Amendmenit D
Registration Agreement Rights dated as of Janu@r2@08 by and between StoneMor Partners L.Pngthirough its General
Partner, StoneMor GP LLC, and SCI New Mexico Fuh®eavices, Inc., dated as of July 3, 2008 (inceaexl by reference to
Exhibit 10.1 of Registrants Current Report on F8-K filed on July 8, 2008

Certification pursuant to Exchange Act Rule 13aa)l4f Lawrence Miller, Chief Executive Officer, Bigent and Chairman of
the Board of Director

Certification pursuant to Exchange Act Rule -14(a) of William R. Shane, Executive Vice Presidamtl Chief Financial Office

Certification pursuant to Section 906 of the Sadsa@xley Act of 2002 (18 U.S.C. § 1350) and ExcleaAgt Rule 13a-14(b) of
Lawrence Miller, Chief Executive Officer, Presidemd Chairman of the Board of Directors (furnishedewith)

Certification pursuant to Section 906 of the Sadsa@xley Act of 2002 (18 U.S.C. § 1350) and ExcleaAgt Rule 13a-14(b) of
William R. Shane, Executive Vice President and €Rirancial Officer (furnished herewitl
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Exhibit 31.1
CERTIFICATION

I, Lawrence Miller, certify that:
1. I have reviewed this quarterly report on ForraQ 0f StoneMor Partners L.P.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f), for the registrant and have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial 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 accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure containtsprocedures, as of the end of the period cousydlis report based on such evaluation;
and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportitiat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: August 11, 2008

By: /s/ Lawrence Miller
Lawrence Miller
President and Chief Executive Offic




Exhibit 31.2
CERTIFICATION

[, William R. Shane, certify that:
1. I have reviewed this quarterly report on ForraQ 0f StoneMor Partners L.P.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f), for the registrant and have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial 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 accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registradisslosure controls and procedures and presenttisi report our conclusions
about the effectiveness of the disclosure containtsprocedures, as of the end of the period cousydlis report based on such evaluation;
and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportitiat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: August 11, 2008 By: /s/__William R. Shane
William R. Shane
Executive Vice President and Chief Financial Offi




Exhibit 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
Pursuant to Section 906 of the Sarbanes-Oxley BP2002 (Section 1350 of Chapter 63 of Title 18taf tnited States Code), the

undersigned officer of StoneMor GP, LLC, the gehpeatner of StoneMor Partners L.P. (the “Partng’$hdoes hereby certify with respect
to the Quarterly Report of the Partnership on Fo@Q for the quarter ended June 30, 2008 (the “R8pbat:

1. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

2. The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of
the Partnershig

/s/ _Lawrence Miller
President and Chief Executive Offic Date: August 11, 200

The foregoing certification is being furnished $pleursuant to Section 906 of the Sarbaf@edey Act of 2002 (Section 1350 of Chapter 6:
Title 18 of the United States Code) and is not hdiled as part of the Report or as a separatéadigre document.



Exhibit 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
Pursuant to Section 906 of the Sarbanes-Oxley BP2002 (Section 1350 of Chapter 63 of Title 18taf tnited States Code), the

undersigned officer of StoneMor GP, LLC, the gehpeatner of StoneMor Partners, L.P. (the “Parthgry, does hereby certify with respect
to the Quarterly Report of the Partnership on Fo@Q for the quarter ended June 30, 2008 (the “R8pbat:

3. The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

4.  The information contained in the Report fairhegents, in all material respects, the financialdition and results of operations of
the Partnershig

/s/ _William R. Shane
Executive Vice President and Chief Financial Offi Date: August 11, 200

The foregoing certification is being furnished $pleursuant to Section 906 of the Sarbaf@edey Act of 2002 (Section 1350 of Chapter 6:
Title 18 of the United States Code) and is not hdiled as part of the Report or as a separatéadisre documen



