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PROSPECTUS
Service Corporation International
Offer to Exchange
Registered 7.0% Senior Notes due 2017
for
All Outstanding 7.0% Senior Notes due 2017 issued on June 15, 2005
($300,000,000 in principal amount outstanding)

We are offering to exchange, upon the terms and subject to the conditions set forth in this prospectus and the
accompanying letter of transmittal, all of our outstanding 7.0% Senior Notes due 2017 issued on June 15, 2005 for our
registered 7.0% Senior Notes due 2017. In this prospectus, we will call the original notes the Old Notes and the
registered notes the New Notes. The Old Notes and New Notes are collectively referred to in this prospectus as the

notes.
The Exchange Offer

The exchange offer expires at 5:00 p.m., New York City time, on November 20, 2006, unless extended.
The exchange offer is not conditioned upon a minimum aggregate principal amount of Old Notes being tendered.
All outstanding Old Notes validly tendered and not withdrawn will be exchanged.

The exchange offer is not subject to any condition other than that the exchange offer not violate applicable law or
any applicable interpretation of the staff of the Securities and Exchange Commission.

We will not receive any cash proceeds from the exchange offer.

The New Notes
The terms of the New Notes to be issued in the exchange offer are substantially identical to the Old Notes, except
that we have registered the New Notes with the Securities and Exchange Commission. In addition, the New Notes
will not be subject to certain transfer restrictions.

Interest on the New Notes will be paid at the rate of 7.0% per annum, semi-annually in arrears on each June 15
and December 15, beginning December 15, 2006.

The New Notes will not be listed on any securities exchange or the Nasdaq Stock Market.

You should carefully consider the risk factors beginning on page 13 of this prospectus before participating
in the exchange offer.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

Each broker-dealer that receives New Notes for its own account pursuant to the exchange offer must acknowledge
that it will deliver a prospectus in connection with any resale of such New Notes. The letter of transmittal states that
by so acknowledging and by delivering a prospectus, a broker-dealer will not be deemed to admit that it is an

underwriter within the meaning of the Securities Act. This prospectus, as it may be amended or supplemented from
time to time, may be used by a broker-dealer in connection with resales of New Notes received in exchange for
Old Notes where such Old Notes were acquired by such broker-dealer as a result of market-making activities or other
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trading activities. See Plan of Distribution.
The date of this prospectus is October 19, 2006.
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Until November 29, 2006, all dealers that effect transactions in these securities, whether or not participating
in this offering, may be required to deliver a prospectus. This is in addition to the dealers obligation to deliver a
prospectus when acting as underwriters and with respect to their unused allotments or subscriptions.

We have filed with the SEC a registration statement on Form S-4 under the Securities Act to register the
notes offered by this prospectus. This prospectus does not contain all the information included in the
registration statement and the exhibits and schedules thereto. We strongly encourage you to read carefully the
registration statement and the exhibits and schedules thereto. You can obtain documents included in the
registration statement through our website at www.sci-corp.com or by requesting them in writing or by
telephone from us at the following address:

Service Corporation International
1929 Allen Parkway
Houston, Texas 77019
Attention: James M. Shelger, Esq.
Telephone No: (713) 522-5141
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PROSPECTUS SUMMARY

The following is a summary of the material information appearing in other sections of this prospectus. It is not
complete and does not contain all the information that you should consider before exchanging Old Notes for New
Notes. You should carefully read this prospectus and the registration statement and the exhibits and schedules thereto
to understand fully the terms of the exchange offer and the New Notes, as well as the tax and other considerations that
may be important to you. You should pay special attention to the Risk Factors section beginning on page 13 of this
prospectus, as well as the section entitled Cautionary Statement Regarding Forward-Looking Statements . You
should rely only on the information contained in this document. We have not authorized anyone to provide you with
information that is different. This document may only be used where it is legal to sell these securities. The information
in this document may only be accurate on the date of this document.

On April 2, 2006, Service Corporation International, or SCI, executed a definitive merger agreement pursuant to
which, subject to the terms and conditions set forth therein, it expects to acquire all outstanding shares of Alderwoods
Group, Inc., or Alderwoods (the acquisition ). We refer to the acquisition and the related transactions, including the
issuance of notes offered in a private placement, the issuance of additional debt securities in a private placement, the
borrowings under our new senior credit facility, the repayment of certain existing indebtedness of SCI and
Alderwoods, combined with certain divestitures we expect to make pursuant to a consent decree we expect to enter
into with the Federal Trade Commission (the FTC ) and certain other divestitures of non-strategic operations
(collectively the divestitures ), collectively as the transactions. The transactions are more fully described below
under  The Transactions. The transactions do not include the exchange offer that is the subject of this prospectus.
Pro forma combined information in this prospectus gives pro forma effect to the transactions as if they had occurred
on January 1, 2005, for statement of operations purposes, and June 30, 2006, for balance sheet purposes. See

Unaudited Pro Forma Combined Financial Information.

For purposes of the pro forma information in this prospectus, the assets to be sold pursuant to the divestitures
have been reclassified on the pro forma balance sheet as assets held for sale, and the results of operations of these
assets have been eliminated from the pro forma statement of operations. No pro forma adjustments have been made to
reflect any anticipated gain or loss from the divestitures and no adjustment has been made to reflect any earnings
benefit from the reinvestment of any proceeds from the divestitures or any reduction of debt from the application of
sales proceeds.

For purposes of this prospectus, unless the context otherwise indicates or as otherwise indicated, the term:

SCI refers to Service Corporation International and its subsidiaries prior to the acquisition;

Alderwoods refers to the Alderwoods Group, Inc. and its subsidiaries, and

the Company, us, we, our, and ours referto SCI, together with its subsidiaries, and includes

Alderwoods, immediately after giving pro forma effect to the transactions.
Our Business

We are North America s leading provider of deathcare products and services, with a network of funeral homes and

cemeteries unequalled in geographic scale and reach. We hold leading positions in each of the U.S. and Canada and,
after giving pro forma effect to the transactions, we estimate that we represented approximately 14% of the funeral
and cemetery services business in North America based on 2005 industry revenues, which was approximately five
times the share of our next largest North American competitor. At June 30, 2006, after giving pro forma effect to the
transactions, we owned and operated 1,438 funeral service locations and 235 cemeteries in North America, which are
geographically diversified across 46 states, eight Canadian provinces, the District of Columbia and Puerto Rico. In
addition, after giving pro forma effect to the transactions, we owned and operated an insurance company that supports
our funeral operations. On a comparable store basis, SCI increased North America revenues by 3.4% in fiscal year
2005 compared to fiscal year 2004. For the six month period ended June 30, 2006, on a pro
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forma basis giving effect to the transactions, comparable store revenues in our North America funeral and cemetery
operations increased by 2.5%, compared to the six month period ended June 30, 2005.

Our funeral service and cemetery operations consist of funeral service locations, cemeteries, funeral
service/cemetery combination locations, crematoria and related businesses. We provide all professional services
relating to funerals and cremations, including the use of funeral facilities and motor vehicles and preparation and
embalming services. Funeral related merchandise, including caskets, burial vaults, cremation receptacles, flowers and
other ancillary products and services, is sold at each of our funeral service locations. Our cemeteries provide cemetery
property interment rights, including mausoleum spaces, lots and lawn crypts, and sell cemetery related merchandise
and services, including stone and bronze memorials, burial vaults, casket and cremation memorialization products,
merchandise installations and burial openings and closings. We also sell preneed funeral and cemetery products and
services whereby a customer contractually agrees to the terms of certain products and services to be provided in the
future. Finally, Alderwoods insurance subsidiary sells a variety of insurance products, primarily for the funding of
preneed funerals sold by Alderwoods funeral locations.

Our funeral and cemetery operations are organized into a North America division covering the United States and
Canada and an Other Foreign division. Upon completion of the acquisition, our operations in the North America
division are expected to be organized into approximately 31 major regions and 42 middle regions (including four
Hispana regions). Within each region, the funeral homes and cemeteries share common resources such as personnel,
preparation services and vehicles. Our four regional support centers in North America are located in Houston, Miami,
New York and Los Angeles and help to facilitate the execution of corporate strategies, coordinate communication
between the field and corporate offices, and serve as liaisons for the implementation of policies and procedures.

Our Other Foreign division includes funeral operations in Germany and Singapore. We currently intend to sell
these operations when economic values and conditions are conducive to a sale. We also have a 25% minority interest
in certain funeral operations in France.

Our Competitive Strengths

Industry leader. We believe that our estimated 14% North America share, on a pro forma basis giving effect to the
transactions, based on 2005 industry revenues, is approximately five times that of our next largest North American
competitor and approximately two times that of the estimated 6% combined share of the remaining five publicly
traded deathcare companies. We believe that our size provides us the benefits of standardized training, industry best
practices and efficiencies of scale.

Geographic reach. After giving pro forma effect to the transactions, our combined network allows us to serve a
broad population base with more than 1,900 funeral and cemetery locations diversified over 46 states, eight Canadian
provinces, the District of Columbia and Puerto Rico. We believe our scale differentiates us from our competition by
allowing us to implement a national brand strategy and to pursue strategic affinity partnerships with national groups
that can influence their members choice of deathcare provider. For example, our strategic affinity partnerships today
include the Veterans of Foreign Wars and Ladies Auxiliary, whose combined membership exceeds two million. We
believe that our extensive national network enhances purchasing scale and provides us with an advantage in selling
preneed funeral and cemetery products and services by allowing us to offer our customers the ability to transfer their
preneed contracts to any of the providers in our network.

National brand. In 2000, SCI introduced the first coast-to-coast funeral service brand in North America, Dignity
Memorial®. We believe that a national brand name is increasingly important as North American consumers continue
to become more geographically mobile. We believe that consumers are less likely now than they have been
historically to live in the same community as their parents and grandparents or to know a local funeral director. By
building favorable associations with the Dignity Memorial® brand through funeral services, advertising and
community outreach programs we strive to create an image of consistency, dependability and excellence that makes
consumers more likely to choose our providers. We expect the acquisition of Alderwoods to provide additional
opportunities for us to expand
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the Dignity Memorial® brand. In addition, we are currently developing a second brand, Funeraria del Angel™, to serve
North America s growing Hispanic population. As of June 30, 2006, Funeraria del Angél had 23 locations in
California, Texas, Illinois and Kansas.

Innovative offerings. Using our Dignity Memorial® brand, we augment our range of traditional products and
services with more contemporary and comprehensive offerings. In addition to a wide range of funeral, memorial,
burial and cremation options, we offer assistance with many of the legal and administrative details that burden
customers at times of loss. We also offer grief counseling for survivors and a bereavement travel program, which
obtains special rates on airfare, car rentals and hotel accommodations for family and friends traveling from out of
town to attend services, and an internet memorialization. In addition, we offer packaged plans for funerals and
cremations that are designed to simplify customer decision-making. Since our packaged plans were introduced in
2004, they have achieved consistently high customer satisfaction ratings.

Reputation and service excellence. We believe that we have established a strong reputation for consistency and
service excellence, which sets us apart from many of our competitors, serves as a key advantage to attracting
customers and enhances our standing as an employer of choice within the industry. Continuing our commitment to
excellence, in 2004 we established Dignity University™, a virtual school for SCI employees at all levels. It offers a
comprehensive curriculum of professional development and ethics training that is designed to help employees upgrade
skills, advance their careers and implement ethical standards at every level of performance. We believe that the
acquisition of Alderwoods will allow us to expand and build our reputation for service excellence.

Our Strategies for Growth

In recent years, we have strengthened our balance sheet, lowered our cost structure, introduced more efficient
systems and processes and strengthened our management team. We believe these improvements, together with the
acquisition of Alderwoods, present us with significant opportunities to achieve future growth. Our principal strategies
are as follows:

Approach the business by customer preference. We believe customer attitudes and preferences are essential to our
business. We are replacing the industry s traditional one-size-fits-all approach with a flexible operating and marketing
strategy that categorizes customers according to personal needs and preferences. Using this new approach, we will
tailor our product and service offerings based on four variables:

convenience and location,

religious and ethnic customs,
quality and prestige, and

price.

By identifying customers based on these variables, we can focus our resources on the most profitable customer
categories and improve our marketing effectiveness. We will continue to refine our pricing, product and marketing
strategies to support this approach.

Consistent with this strategy, we have begun to analyze existing business relationships to determine whether they
are consistent with our strategic goals. As a result, SCI made certain local business decisions to exit unprofitable
business relationships and activities in late 2005 and early 2006. We continue to analyze our operations and may exit
certain business relationships or activities that do not fit our customer segmentation strategy.

Realign pricing to reflect current market environment. SCI, Alderwoods and other competitors in the deathcare
industry have historically generated most of their profits from the sale of traditional products (including caskets, vaults
and markers), while placing less emphasis on the services involved in funeral and burial preparation. However,
because of increased customer preference for comprehensive and

3
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personalized deathcare services, as well as increased competition from retail outlets and websites for the sale of
traditional products, SCI has realigned its pricing strategy from product to service offerings in order to focus on
services that are most valued by customers. SCI s initial results from the realignment strategy have been favorable
based on increases in the overall average revenue per funeral service performed. Upon completion of the acquisition,
we expect to evaluate Alderwoods pricing, and, if necessary, make adjustments to align the pricing strategy at the
Alderwoods locations to the current SCI locations.

Drive operating discipline and take advantage of our scale. Although we have already made substantial
improvements in our infrastructure, we believe we can continue to achieve operating improvements through
centralization and standardization of processes for staffing, central care, fleet management and cemetery maintenance.
The acquisition of Alderwoods provides further opportunities for synergies and operating efficiencies, which will
allow us to utilize our scale and increase profitability. We are developing clear, yet flexible, operating standards that
will be used as benchmarks for productivity in these areas. In conjunction with these standards, we will develop and
track shared best practices to support higher productivity. We also intend to continue to capitalize on our nationwide
network of properties by pursuing strategic affinity partnerships. Over the longer term, we believe these relationships
can be a key influence in the funeral home selection process.

Manage and grow the footprint. We will manage our network of business locations by positioning each business
location to support the preferences of its local customer base while monitoring each region for changing demographics
and competitive dynamics. Funeral home expansion efforts will primarily target businesses whose customers value
quality and prestige or adhere to specific religious or ethnic customs. We will focus cemetery expansion efforts on
large cemeteries that are or may be combined with funeral home operations, which allow facility, personnel and
equipment costs to be shared between the funeral services location and cemetery.

Industry Overview

Demographic factors. More than 70% of all deaths in the United States occur at age 65 and older. In 2004 people
aged 65 and older constituted 12% of the population, according to the U.S. Census Bureau; the U.S. Census Bureau
projects that by 2020 the number of Americans aged 65 and older will exceed 16% of the population. We believe
these demographic trends will produce a growing demand for our services.

Nevertheless, the number of annual deaths in North America is expected to remain relatively constant for at least
another decade because of healthier lifestyles and improved medical care. In 2003 life expectancy in the United States
reached 77.6 years, compared with 74.6 years in 1983, according to the National Center for Health Statistics.
Therefore, our near-term strategies do not anticipate any increase in the number of deaths. Rather, they are designed to
increase volume and profitability at existing businesses.

Competitive dynamics. The deathcare industry is characterized by a large number of locally-owned, independent
operations. We believe there are approximately 22,000 funeral homes and 10,500 cemeteries in the United States.
After the acquisition, the two largest public operators in the deathcare industry in the United States, based on total
revenue and number of locations, will be us and Stewart Enterprises, Inc. After giving pro forma effect to the
transactions, we believe that we and Stewart collectively represented approximately 17% of industry revenues in the
United States in 2005.

The trend toward cremation. In the deathcare industry, there has been a growing trend in the number of cremations
performed in North America as an alternative to traditional funeral service dispositions. We believe this presents a
significant opportunity for our Company, especially since research shows that most people who choose cremation do
so for reasons unrelated to cost. We have been a leading provider of cremation services in North America, with
cremation representing approximately 37%, 38% and 39% of our combined funeral services in 2003, 2004 and 2005,
respectively, after giving pro forma effect to the transactions. While cremation has traditionally resulted in lower gross
profits because it reduces casket sales and because many customers who choose cremation may also decide against
purchasing cemetery
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property, we believe we can improve revenue and profit trends associated with cremation services by realigning our
pricing model and offering better and more personalized products and services.

For a further description of our business, see the information set forth under the caption Business that begins on
page 110 of this prospectus.

SCI was incorporated in Texas in July of 1962. Our principal corporate offices are located at 1929 Allen Parkway,
Houston, Texas 77019 and our telephone number is (713) 522-5141. Our website is www.sci-corp.com.
The Transactions

As used in this prospectus:

the acquisition refers to SCI s acquisition of Alderwoods;

the financing refers, collectively, to the issuance of notes in a private placement, the issuance of additional debt
securities in a private placement, the borrowings under a new senior credit facility, the repurchase of certain
outstanding notes of Alderwoods and SCI pursuant to tender offers, and the repayment of certain other existing
debt of Alderwoods;

the divestitures refers, collectively, to certain divestitures we expect to make pursuant to a consent decree we
expect to enter into with the FTC and certain other divestitures of non-strategic operations; and

the transactions refers, collectively, to the acquisition, the financing and the divestitures.
The Acquisition

On April 2, 2006, SCI entered into a definitive merger agreement pursuant to which, subject to the terms and
conditions set forth therein, it expects to acquire Alderwoods for $20.00 per share in cash, resulting in a total purchase
price of approximately $1.2 billion, which includes the refinancing of approximately $351.7 million and the
assumption of $6.5 million of Alderwoods debt.

Acquisition rationale. The acquisition of Alderwoods will enable SCI to serve a number of new, complementary
areas, while providing the opportunity for significant synergies and operating efficiencies. The significant benefits of
the acquisition include:

increased geographic scope and scale;
entry into attractive new geographic areas;

key new facilities, including Rose Hills, a premier U.S. deathcare facility;
identified annual pre-tax cost savings of approximately $60 to $70 million expected to be achieved within
eighteen months of closing the acquisition, with approximately $15 million of such savings realized within
twelve months of closing, and potential additional cost-saving synergies (there can be no assurance that any such
cost savings or synergies will be achieved; see Management s Discussion and Analysis of Financial Condition and
Results of Operations Expected Cost Savings Resulting from the Alderwoods Acquisition );

immediately accretive to operating cash flow, excluding implementation costs;
strong cash flow generation and planned divestitures reduce financial risk; and
increased preneed backlog enhances long-term revenue stability.

5
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The Financing
The following financing transactions will occur in connection with the closing of the acquisition:
borrowings under a new $450 million senior credit facility, consisting of a $150 million 3-year term loan, all of
which will be borrowed in connection with the transactions, and a $300 million 5-year revolving credit facility,
none of which is expected to be drawn in connection with the transactions based on expected cash balances at
closing;

the issuance of $200 million of debt securities in a private placement; and

the issuance of $500 million of notes in a private placement.

Pending the consummation of the acquisition and certain related transactions described in this prospectus, the net
proceeds of each series of notes privately placed will be held in separate escrow accounts. Such notes are subject to
special mandatory redemption in the event that the acquisition and related transactions described in this prospectus are
not consummated on or prior to December 31, 2006. Such notes may also be redeemed at our option, in whole, but not
in part, at any time prior to December 31, 2006, if, in our sole judgment, the acquisition and related transactions will
not be consummated by that date. The redemption price in either case will be 100% of the issue price of each series of
the notes set forth above, respectively, plus accrued and unpaid interest to the redemption date. Concurrently with the
closing of the offering of such notes, we will deposit with an escrow agent into separate escrow accounts the net
proceeds of each offering, together with an amount of cash or treasury securities, so that the escrowed funds are
sufficient to fund the redemption of the notes, if required. There can be no assurance that the acquisition will be
consummated by December 31, 2006, or at all.

In connection with the acquisition, on September 7, 2006, Alderwoods commenced a tender offer to purchase
$200 million of its outstanding 7.75% Senior Notes due 2012 (the Alderwoods 7.75% Notes ), and a solicitation of
consents to eliminate substantially all of the restrictive covenants and certain events of default and to modify certain
other provisions of the indenture relating to the Alderwoods 7.75% Notes. This tender offer was originally scheduled
to expire on October 5, 2006, but has been extended to October 26, 2006, to coincide with the anticipated closing of
the acquisition. The tender offer may be further extended if the closing date of the acquisition is later than October 26,
2006. The tender offer is conditioned upon, among other things, the tender of a majority of the outstanding principal
amount of the Alderwoods 7.75% Notes, the consummation of the acquisition and the financing transactions described
above, and other customary conditions. As of October 5, 2006, approximately $194,190,000 in aggregate principal
amount of the Alderwoods 7.75% Notes, or 97.10% of the outstanding principal amount of the Alderwoods 7.75%
Notes, and the consents related thereto, were validly tendered. Withdrawal rights of tendering holders of the
Alderwoods 7.75% Notes that tendered prior to the expiration of the consent solicitation on September 20, 2006 (the

Alderwoods Consent Date ), have expired. The total consideration payable in respect of Alderwoods 7.75% Notes that
were accepted for payment and validly tendered and not withdrawn prior to the Alderwoods Consent Date is
$1,080.03 per $1,000 principal amount, which includes a $20.00 consent payment payable only in respect of
Alderwoods 7.75% Notes that were tendered with consents on or prior to the Alderwoods Consent Date. The total
consideration payable in respect of Alderwoods 7.75% Notes that are validly tendered after the Alderwoods Consent
Date and on or prior to the expiration date is $1,060.03 per $1,000 principal amount. Accrued and unpaid interest to
but excluding the settlement date will also be paid with respect to all existing Alderwoods 7.75% Notes purchased in
the tender offer.

In addition, on September 7, 2006, SCI commenced a tender offer to purchase $144.5 million aggregate principal
amount of its outstanding 7.7% Senior Notes due 2009, CUSIP Nos: 817565AXZ; 817565AV6; 817565AW4 (the SCI
7.7% Notes ), and a solicitation of consents to eliminate substantially all of the restrictive covenants and certain events
of default and to modify certain other provisions of the indenture relating to the SCI 7.7% Notes. This tender offer
was originally scheduled to expire on October 5, 2006, but has been extended to October 26, 2006, to coincide with
the anticipated closing of the acquisition. The tender offer may be further extended if the closing date of the
acquisition is later than
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October 26, 2006. The tender offer is conditioned upon, among other things, the tender of a majority of the
outstanding SCI 7.7% Notes, the consummation of the acquisition and the financing transactions described above, and
other customary conditions. As of October 5, 2006, approximately $138,932,000 in aggregate principal amount of SCI
7.7% Notes, or 96.17% of the outstanding principal amount of the SCI 7.7% Notes, and the consents related thereto,
were validly tendered. Withdrawal rights of tendering holders of the SCI 7.7% Notes that tendered prior to the
expiration of the consent solicitation on September 20, 2006 (the SCI Consent Date ), have expired. The total
consideration payable in respect of SCI 7.7% Notes that were accepted for payment and validly tendered and not
withdrawn prior to the SCI Consent Date is $1,058.11 per $1,000 principal amount, which includes a $20.00 consent
payment payable only in respect of SCI 7.7% Notes that were tendered with consents on or prior to the SCI Consent
Date. The total consideration payable in respect of SCI 7.7% Notes that are validly tendered after the SCI Consent
Date and on or prior to the expiration date is $1,038.11 per $1,000 principal amount. Accrued and unpaid interest to
but excluding the settlement date will also be paid with respect to all existing SCI 7.7% Notes purchased in the tender
offer. SCI currently has outstanding a separate series of 7.7% Notes due 2009, which have different CUSIP numbers.
SCI is not making a tender offer or consent solicitation for these notes.

Furthermore, upon consummation of the acquisition, SCI and Alderwoods will each terminate all commitments
and Alderwoods will repay all outstanding borrowings under its existing credit facilities.
Planned Divestitures

SCI expects to execute a consent order with the staff of the FTC in connection with the acquisition, which will
identify certain properties the FTC will require us to divest as a result of the acquisition. The consent order will be
subject to approval by the FTC commissioners, which approval is a condition to the consummation of the acquisition.
No final agreement has been reached with any third party concerning the sale of any such assets. We believe that the
divestiture of the FTC mandated assets, together with the divestiture of other SCI assets that we have identified for
sale, will generate proceeds of approximately $200 million in the near future, which we expect to use to repay debt.
There can be no assurance that the divestitures described above will be consummated, or if consummated will
generate the proceeds described above. For purposes of the pro forma information in this prospectus, the assets to be
sold pursuant to the divestitures have been reclassified on the pro forma balance sheet as assets held for sale and the
results of operations of these assets have been eliminated from the pro forma statement of operations. No pro forma
adjustments have been made to reflect any anticipated gain or loss from the divestitures and no adjustment has been
made to reflect any earnings benefit from the reinvestment of any proceeds from the divestitures or any reduction of
debt from the application of sales proceeds. In addition, after completion of the acquisition, we intend to undertake a
comprehensive review of our integrated operations and we believe there may be further asset sales as a result of that
review within 18 months. There can be no assurance that these asset sales will occur or if they occur that they will be
on terms favorable to us.
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The Exchange Offer

Registration Rights Agreement

Expiration Date

Conditions to the Exchange
Offer

Procedures for Tendering Old
Notes

Summary of the Terms of the Exchange Offer

We are offering to exchange up to $300,000,000 aggregate principal amount of the
New Notes for up to $300,000,000 aggregate principal amount of the Old Notes.
Old Notes may be exchanged only in $1,000 increments. New Notes will be issued
only in minimum denominations of $1,000 and integral multiples of $1,000.

The terms of the New Notes are identical in all material respects to the Old Notes
except that the New Notes will not contain terms with respect to transfer
restrictions, registration rights and payments of additional interest that relate to the
Old Notes. The New Notes and the Old Notes will be governed by the same
indenture, dated February 1, 1993.

We issued $300,000,000 of the Old Notes on June 15, 2005 to Merrill Lynch & Co.,
Merrill Lynch, Pierce, Fenner & Smith Incorporated, J.P. Morgan Securities, Inc.,
Banc of America Securities LLC, Lehman Brothers Inc. and Raymond James &
Associates, Inc., the initial purchasers, under a purchase agreement dated June 10,
2005. Pursuant to the purchase agreement, we and the initial purchasers entered into
a registration rights agreement relating to the Old Notes pursuant to which we
agreed to file, not later than 90 days following the closing of the offering of the Old
Notes, this exchange offer registration statement with the Commission with respect
to a registered offer to exchange the Old Notes for the New Notes. We also agreed
to use our best efforts to have this exchange offer registration statement declared
effective by the Commission within 180 days of the closing of the offering of the
Old Notes and to consummate the exchange offer not later than 210 days following
the closing of the offering of the Old Notes. In the event we failed to fulfill our
obligations under the registration rights agreement, additional interest would accrue
on the Old Notes at an annual rate of 0.25% for the first 90 days, increasing by an
additional 0.25% for each subsequent 90-day period up to a maximum additional
annual rate of 1.00%. See Exchange Offer and Registration Rights. Because we
were unable to fulfill our obligations under the registration rights agreement, we are
currently paying additional interest of 1.00% on the Old Notes.

The exchange offer will expire at 5:00 p.m., New York City time, on November 20,
2006, unless we extend the exchange offer. See The Exchange Offer Expiration
Date; Extensions; Termination; Amendments.

The exchange offer is not subject to any conditions other than that it does not
violate applicable law or any applicable interpretation of the staff of the
Commission.

If you wish to accept the exchange offer, sign and date the letter of transmittal that
was delivered with this prospectus in accordance with the instructions, and deliver
the letter of transmittal, along with the Old Notes and any other required
documentation, to the exchange agent. Alternatively, you can
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tender your outstanding Old Notes by following the procedures for book-entry
transfer, as described in this prospectus. By executing the letter of transmittal or by
transmitting an agent s message in lieu thereof, you will represent to us that, among
other things:

the New Notes you receive will be acquired in the ordinary course of your
business;

you are not participating, and you have no arrangement with any person or entity to
participate, in the distribution of the New Notes;

you are not our affiliate, as defined in Rule 405 under the Securities Act, or a
broker-dealer tendering Old Notes acquired directly from us for resale pursuant to
Rule 144A or any other available exemption under the Securities Act; and

if you are not a broker-dealer, that you are not engaged in and do not intend to
engage in the distribution of the New Notes.

Special Procedures for If you are a beneficial owner whose Old Notes are registered in the name of a

Beneficial Owners broker, dealer, commercial bank, trust company or other nominee and wish to
tender such Old Notes in the exchange offer, please contact the registered holder as
soon as possible and instruct them to tender on your behalf and comply with our
instructions set forth elsewhere in this prospectus.

Guaranteed Delivery Procedures If you wish to tender your Old Notes, you may, in certain instances, do so according
to the guaranteed delivery procedures set forth elsewhere in this prospectus under
The Exchange Offer Procedures for Tendering Old Notes ~Guaranteed Delivery.

Effect of Not Tendering Old Notes that are not tendered or that are tendered but not accepted will, following
the completion of the exchange offer, continue to be subject to the existing
restrictions upon transfer thereof.

Old Notes that are not tendered will bear interest at a rate of 7.0% per annum.
However, because we failed to fulfill our obligations under the registration rights
agreement, additional interest is currently accruing on the Old Notes as discussed
under Registration Rights Agreement above.

Withdrawal Rights You may withdraw Old Notes that you tender pursuant to the exchange offer by
furnishing a written or facsimile transmission notice of withdrawal to the exchange
agent containing the information set forth in The Exchange Offer Withdrawal of
Tenders at any time prior to the expiration date.

Acceptance of Old Notes and We will accept for exchange any and all Old Notes that are properly tendered in the

Delivery of New Notes exchange offer prior to the expiration date. See The Exchange Offer Procedures for
Tendering Old Notes. The New Notes issued pursuant to the exchange offer will be
delivered promptly following the expiration date.

9
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Resale

Taxation

Broker-Dealers

Exchange Agent and
Information Agent

We believe that you will be able to freely transfer the New Notes without
registration or any prospectus delivery requirement; however, certain broker-dealers
and certain of our affiliates may be required to deliver copies of this prospectus if
they resell any New Notes.

The exchange of Old Notes for New Notes will not be a taxable event for United
States federal income tax purposes. See United States Federal Income Tax
Consequences.

Each broker-dealer that receives New Notes for its own account pursuant to the
Exchange Offer must acknowledge that it will deliver a prospectus in connection
with any resale of such New Notes. The letter of transmittal states that by so
acknowledging and by delivering a prospectus, a broker-dealer will not be deemed
to admit that it is an underwriter within the meaning of the Securities Act. This
prospectus, as it may be amended or supplemented from time to time, may be used
by a broker-dealer in connection with resales of New Notes received in exchange
for Old Notes where such Old Notes were acquired by such broker-dealer as a result
of market-making activities or other trading activities. See Plan of Distribution.

Global Bondholder Services Corporation is the exchange agent and the information
agent for the exchange offer. The address and phone number of Global Bondholder

Services Corporation are on the inside of the back cover of this prospectus.
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Issuer

New Notes

Maturity Date

Interest Rate

Interest Payment Dates

Ranking

Optional Redemption

Restrictive Covenants

Summary of Terms of New Notes
Service Corporation International

$300,000,000 aggregate principal amount of 7.0% Senior Notes due 2017

June 15, 2017

7.0% per annum, accruing from June 15, 2005 or from the date most recently paid
June 15 and December 15, commencing on December 15, 2006

The New Notes will be our general unsecured obligations and will rank equal in
right of payment with all of our other unsubordinated indebtedness and senior in
right of payment to any of our future subordinated indebtedness. The New Notes
will be effectively subordinated to all of our existing and future secured
indebtedness to the extent of the collateral securing such indebtedness and to all
indebtedness and other obligations of our subsidiaries, whether or not secured,
including subsidiary guarantees of our new credit facility and our privately placed
debt securities.

As of June 30, 2006, after giving pro forma effect to the transactions:

our senior indebtedness would have been approximately $2,034.0 million,
including $180.1 million of indebtedness under the new senior credit facility
(excluding unused availability under our new revolving credit facility and
outstanding letters of credit), $1,011.2 million of currently outstanding senior notes,
$500.0 million of notes offered in a private placement, $200.0 million of privately
placed debt securities, $21.2 million of convertible debentures, and $121.5 million
of other indebtedness; and

our subsidiaries would have had approximately $1,256.0 million of total
indebtedness and other liabilities outstanding, including trade payables and
excluding guarantees of our new senior credit facility, our privately placed debt
securities, intercompany obligations and deferred revenue.

The New Notes will be redeemable in whole or in part, at our option at any time, at
redemption prices as set forth in this prospectus under Description of the Notes
Optional Redemption, plus accrued and unpaid interest to the redemption date.

We will issue the New Notes under the same indenture under which the Old Notes
were issued. The indenture contains covenants limiting the creation of liens
securing indebtedness and sale-leaseback transactions. These covenants are subject
to important exceptions. See Risk Factors Risks Related to Tendering Old Notes
for New Notes The New Notes lack subsidiary guarantees and some covenants
typically found in
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other comparably rated debt securities, and Description of the Notes Covenants for
more information.

Use of Proceeds We will not receive any proceeds from the exchange of the New Notes for the
outstanding Old Notes.

Governing Law The New Notes will be, and the indenture is, governed by, and construed in
accordance with, the laws of the State of Texas.

Trustee, Transfer Agent and The Bank of New York
Paying Agent

Book-Entry Depository The Depository Trust Company

You should read the Risk Factors section beginning on page 13, as well as the other cautionary statements
throughout this prospectus, to ensure you understand the risks involved with the exchange of the New Notes for
the outstanding Old Notes.

12
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RISK FACTORS
Before you decide to participate in the exchange offer, you should read the risks, uncertainties and factors that
may adversely affect us that are discussed under the captions Management s Discussion and Analysis of Financial
Condition and Results of Operations and Cautionary Statement Regarding Forward-Looking Statements, as well
as the following additional risk factors.
Risks Related to Tendering Old Notes for New Notes

You may find it difficult to sell your New Notes because there is no existing trading market for the New Notes.

You may find it difficult to sell your New Notes because an active trading market for the New Notes may not
develop. There is no existing trading market for the New Notes. We do not intend to apply for listing or quotation of
the New Notes on any securities exchange, and so we do not know the extent to which investor interest will lead to the
development of a trading market or how liquid that market might be. Although the initial purchasers have informed us
that they intend to make a market in the New Notes, they are not obligated to do so, and any market-making may be
discontinued at any time without notice. As a result, the market price of the New Notes, as well as your ability to sell
the New Notes, could be adversely affected.

Because we are a holding company, your rights under the New Notes will be effectively subordinated to the

rights of holders of our subsidiaries liabilities.

Because we are a holding company, our cash flow and ability to service debt, including the New Notes, depend
upon the distribution of earnings, loans or other payments made by our subsidiaries to us. Our subsidiaries are
separate legal entities and have no obligation with respect to the New Notes. In addition, payment of dividends,
distributions, loans or advances by our subsidiaries to us could be subject to statutory or contractual restrictions. The
New Notes will be effectively subordinated to all of the existing and future obligations of our subsidiaries. Our new
senior credit facility is guaranteed by all of our material domestic subsidiaries, which conduct substantially all of our
operating activities. As of June 30, 2006, on a pro forma basis after giving effect to the transactions, our subsidiaries
would have had approximately $1,256.0 million of total indebtedness and other liabilities outstanding, including trade
payables and excluding guarantees of our new senior credit facility and our privately placed debt securities,
intercompany obligations and deferred revenues.

The New Notes are unsecured and will be effectively subordinated to all of our existing and future secured

obligations to the extent of the collateral securing such obligations.

The New Notes are unsecured and will be effectively subordinated to all of our existing and future secured
obligations to the extent of the collateral securing such obligations. As of June 30, 2006, after giving pro forma effect
to the transactions, we would have had approximately $2,034.0 million of outstanding indebtedness, including
$180.1 million of indebtedness under our new senior credit facility (excluding the $269.9 million unfunded portion of
our new revolving credit facility and outstanding letters of credit), $1,011.2 million of currently outstanding senior
notes, $200.0 million of privately placed debt securities, $500.0 million of notes offered in a private placement,
$21.2 million of convertible debentures, and $121.5 million of other indebtedness. These amounts do not reflect the
application of any proceeds that may be realized from the divestitures. See Summary Planned Divestitures . As of
June 30, 2006, on a pro forma basis after giving effect to the transactions, we would have had approximately
$122 million of secured indebtedness, which is effectively senior to the notes. Substantially all of our secured
indebtedness consists of capital leases.
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The New Notes lack subsidiary guarantees and some covenants typically found in other comparably rated

public debt securities.

Although the New Notes are rated below investment grade by both Standard & Poor s and Moody s Investors
Service, they lack the protection of subsidiary guarantees and several financial and other restrictive covenants
typically associated with comparably rated public debt securities, including:

incurrence of additional indebtedness;

payment of dividends and other restricted payments;
sale of assets and the use of proceeds therefrom;
transactions with affiliates; and

dividend and other payment restrictions affecting subsidiaries.

If an active trading market does not develop for the New Notes, you may be unable to sell the New Notes or to

sell them at a price you deem sufficient.

The New Notes will be new securities for which there is no established trading market. We do not intend to apply
for listing of the New Notes on any securities exchange or for quotation through any automated dealer quotation
system. Accordingly, no assurance can be given as to the liquidity of, or adequate trading markets for, the New Notes.

If we breach any of the material financial covenants under our various indentures, revolving credit facility or

guarantees, our debt service obligations could be accelerated.

If we or any of our consolidated subsidiaries breach any of the material financial covenants under our various
indentures or our new senior credit facility, our substantial debt service obligations, including the New Notes, could
be accelerated. Furthermore, any breach of any of the material financial covenants under our new senior credit facility
could result in the acceleration of the indebtedness of all of our subsidiaries. In the event of any such simultaneous
acceleration, we would not be able to repay all of our indebtedness.

The restrictions contained in our various indentures do not limit our ability to issue additional indebtedness.

We could enter into acquisitions, recapitalizations or other transactions that could increase our outstanding
indebtedness. The indenture governing the notes does not limit our ability to incur additional indebtedness. Although
covenants under the credit agreement governing our new senior credit facility and under the privately placed debt
securities will limit our ability and the ability of our present and future subsidiaries to incur certain additional
indebtedness, the terms of the credit agreement and those debt securities will permit us to incur significant additional
indebtedness, including unused availability under our new senior credit facility. Additionally, under the credit
agreement, we are permitted to pay dividends and repurchase stock, subject to certain conditions. Issuing additional
indebtedness could materially impact our business by making it more difficult for us to satisfy our obligations with
respect to the New Notes; increasing our vulnerability to general adverse economic and industry conditions; limiting
our ability to obtain additional financing; requiring us to dedicate a substantial portion of our cash flow from
operations to payments on our indebtedness, which will reduce the amount of our cash flow available for other
purposes, including capital expenditures and other general corporate purposes; limiting our flexibility in planning for,
or reacting to, changes in our business and our industry; and placing us at a possible competitive disadvantage
compared to our competitors that have less debt or the ability to use their cash flows for such purposes as described
above.
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Risk Related to Continuing Ownership of the Old Notes

If you fail to exchange your outstanding Old Notes for New Notes, you will continue to hold notes subject to

transfer restrictions.

We will only issue New Notes in exchange for outstanding Old Notes that you timely and properly tender.
Therefore, you should allow sufficient time to ensure timely delivery of the outstanding Old Notes and you should
carefully follow the instructions on how to tender your Old Notes set forth under The Exchange Offer Procedures for
Tendering Old Notes and in the letter of transmittal that accompanies this prospectus. Neither we nor the exchange
agent are required to notify you of any defects or irregularities relating to your tender of outstanding Old Notes.

If you do not exchange your outstanding Old Notes for New Notes in this exchange offer, the outstanding Old
Notes you hold will continue to be subject to the existing transfer restrictions. In general, you may not offer or sell the
outstanding Old Notes except under an exemption from, or in a transaction not subject to, the Securities Act and
applicable state securities laws. We do not plan to register the outstanding Old Notes under the Securities Act. If you
continue to hold any outstanding Old Notes after this exchange offer is completed, you may have trouble selling them
because of these restrictions on transfer.

The trading market for unexchanged Old Notes could be limited.

The trading market for unexchanged Old Notes could become significantly more limited after the exchange offer
due to the reduction in the amount of Old Notes outstanding upon consummation of the exchange offer. Therefore, if
your Old Notes are not exchanged for New Notes in the exchange offer, it may become more difficult for you to sell
or otherwise transfer your Old Notes. This reduction in liquidity may in turn reduce the market price, and increase the
price volatility, of the Old Notes. There is a risk that an active trading market in the unexchanged Old Notes will not
exist, develop or be maintained and we cannot give you any assurances regarding the prices at which the unexchanged
Old Notes may trade in the future.

Risks Related to the Acquisition of Alderwoods

We may fail to realize the anticipated benefits of the acquisition of Alderwoods.

The success of the acquisition will depend, in part, on our ability to realize the anticipated cost savings from
shared corporate and administrative areas and the rationalization of duplicative expenses. However, to realize the
anticipated benefits from the acquisition, we must successfully combine the businesses of SCI and Alderwoods in a
manner that permits those costs savings to be realized. If we are not able to successfully achieve these objectives, the
anticipated benefits of the acquisition may not be realized fully or at all or may take longer or cost more to realize than
expected. SCI and Alderwoods have operated and, until the completion of the acquisition, will continue to operate,
independently. It is possible that the integration process could result in the loss of valuable employees, the disruption
of each company s ongoing business or inconsistencies in standards, controls, procedures, practices, and policies that
could adversely impact our operations.

The acquisition of Alderwoods may prove disruptive and could result in the combined business failing to meet

our expectations.

The process of integrating the operations of Alderwoods may require a disproportionate amount of resources and
management attention. Our future operations and cash flows will depend largely upon our ability to operate
Alderwoods efficiently, achieve the strategic operating objectives for our business and realize significant cost savings
and synergies. Our management team may encounter unforeseen difficulties in managing the integration. In order to
successfully combine and operate our businesses, our management team will need to focus on realizing anticipated
synergies and cost savings on a timely basis while maintaining the efficiency of our operations. Any substantial
diversion of management attention or
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difficulties in operating the combined business could affect our revenues and ability to achieve operational, financial
and strategic objectives.

Our historical and pro forma combined financial information may not be representative of our results as a

combined company.

The historical financial information included in this prospectus is constructed from the separate financial
statements of SCI and Alderwoods for periods prior to the consummation of the acquisition. The pro forma combined
financial information presented in this prospectus is based in part on certain assumptions regarding the acquisition that
we believe are reasonable. We cannot assure you that our assumptions will prove to be accurate over time.
Accordingly, the historical and pro forma combined financial information included in this prospectus may not reflect
what our results of operations and financial condition would have been had we been a combined entity during the
periods presented, or what our results of operations and financial condition will be in the future. The challenge of
integrating previously independent businesses make evaluating our business and our future financial prospects
difficult. Our potential for future business success and operating profitability must be considered in light of the risks,
uncertainties, expenses and difficulties typically encountered by recently organized or combined companies.

Risks Related to our Business

Our ability to execute our business plan depends on many factors, many of which are beyond our control.

Our strategic plan is focused on cost management and the development of key revenue initiatives designed to
generate future internal growth in our core funeral and cemetery operations. Many of the factors necessary for the
execution of our strategic plan, such as the number of deaths, are beyond our control. We cannot assure you that we
will be able to execute any or all of our strategic plan. Failure to execute any or all of the strategic plan could have a
material adverse effect on us, our financial condition, results of operations, or cash flows.

Our new credit agreement and privately placed debt securities contain covenants that may prevent us from

engaging in certain transactions.

Our new credit agreement and privately placed debt securities contain, among other things, various affirmative and
negative covenants that may prevent us from engaging in certain transactions that might otherwise be considered
beneficial to us. These covenants limit, among other things, our and our subsidiaries ability to:

incur additional indebtedness (including guarantee obligations);

create liens on assets;

enter into sale and leaseback transactions;
engage in mergers, liquidations and dissolutions;
sell assets;

enter into leases;

pay dividends, distributions and other payments in respect of capital stock, and purchase our capital stock in the
open market;

make investments, loans or advances;
repay subordinated indebtedness or amend the agreements relating thereto;
engage in certain transactions with affiliates;

change our fiscal year;
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create restrictions on our ability to receive distributions from subsidiaries; and

change our lines of business.

Our new senior credit facility also requires us to maintain certain leverage and interest coverage ratios.

If we lost the ability to use surety bonding to support our preneed funeral and preneed cemetery activities, we

could have to make material cash payments to fund certain trust funds.

We have entered into arrangements with certain surety companies whereby such companies agree to issue surety
bonds on our behalf as financial assurance or as required by existing state and local regulations. The surety bonds are
used for various business purposes; however, the majority of the surety bonds issued and outstanding have been issued
to support our preneed funeral and cemetery activities. In the event all of the surety companies cancelled or did not
renew SCI s surety bonds, which are generally renewed for twelve-month periods, SCI would be required to either
obtain replacement coverage or fund approximately $285.7 million and $277.5 million as of December 31, 2005 and
June 30, 2006, respectively, into state-mandated trust accounts.

The funeral home and cemetery industry continues to be increasingly competitive.

In North America and most international regions in which we operate, the funeral and cemetery industry is
characterized by a large number of locally owned, independent operations. To compete successfully, our funeral
service locations and cemeteries must maintain good reputations and high professional standards in the industry, as
well as offer attractive products and services at competitive prices. In addition, we must market our Company in such
a manner as to distinguish us from our competitors. We have historically experienced price competition from
independent funeral home and cemetery operators, monument dealers, casket retailers, low-cost funeral providers and
other non-traditional providers of services and merchandise. If we are unable to successfully compete, our Company,
our financial condition, results of operations and cash flows could be materially adversely affected.

Our affiliated funeral and cemetery trust funds own investments in equity securities and mutual funds, which

are affected by financial market conditions that are beyond our control.

In connection with our preneed funeral operations and preneed cemetery merchandise and service sales, most
affiliated funeral and cemetery trust funds own investments in equity securities and mutual funds. Our earnings and
investment gains and losses on these equity securities and mutual funds are affected by financial market conditions
that are beyond our control.

As of December 31, 2005, net unrealized appreciation in SCI s preneed funeral and cemetery merchandise and
services trust funds amounted to $13.9 million and $48.2 million, respectively. SCI s perpetual care trust funds had net
unrealized appreciation of $21.4 million as of December 31, 2005. The following table summarizes SCI s investment
returns excluding fees on its trust funds for the last three years.

2003 2004 2005

Preneed funeral trust funds 17.9% 7.1% 6.6%
Cemetery merchandise services trust funds 17.1% 6.7% 6.9%
Perpetual care trust funds 12.6% 8.6% 3.9%

The following table summarizes Alderwoods investment returns excluding fees on its trust funds for the entire
trust portfolio for the last three years.

2003 2004 2005
Total trust portfolio 7.7% 5.0% 3.1%
If our earnings from our trust funds decline, we would likely experience a decline in future revenues. In addition,

if the trust funds experienced significant investment losses, there would likely be insufficient
17
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funds in the trusts to cover the costs of delivering services and merchandise or maintaining cemeteries in the future.
We would have to cover any such shortfall with cash flows, which could have a material adverse effect on us, our
financial condition, results of operations, or cash flows.

Increasing death benefits related to preneed funeral contracts funded through life insurance or annuity

contracts may not cover future increases in the cost of providing a price guaranteed funeral service.

We sell price guaranteed preneed funeral contracts through various programs providing for future funeral services
at prices prevailing when the agreements are signed. For preneed funeral contracts funded through life insurance or
annuity contracts, SCI and Alderwoods receive in cash a general agency commission that typically averages 14% and
9%, respectively, of the total sale from the third party insurance company. Additionally, there is an increasing death
benefit associated with the contract of between 1% (for SCI) and 3% (for Alderwoods) per year to be received in cash
by us at the time the funeral is performed. There is no guarantee that the increasing death benefit will cover future
increases in the cost of providing a price guaranteed funeral service, which could materially adversely affect our future
cash flows, revenues and operating margins.

If our insurance subsidiary s actual claims experience differs from its underwriting and reserving

assumptions, or if it suffers investment losses, our operating results and financial position could be adversely

affected.

We set prices for our preneed insurance products and establish reserves to pay future policy benefits under such
products based upon actuarial or statistical estimates, using many assumptions and projections, which involve the
exercise of significant judgment, including as to the levels and timing of the receipt or payment of premiums, benefits,
claims, expenses, investment results, mortality, morbidity and persistency. If our actual claims experience differs from
our underwriting and reserving assumptions, or if we otherwise determine that our reserves are inadequate to pay
future policy benefits, it could adversely impact our operating results and financial position. Our insurance subsidiary
invests in fixed maturity investments, cash and short-term investments, which are affected by financial market
conditions that are beyond our control. If earnings from these investments decline, we would likely have insufficient
funds to pay future benefits under our preneed products. We would have to cover any such shortfall with operating
cash flows, which could have a material adverse effect on our operating results and financial condition.

Unfavorable results of litigation could have a material adverse impact on our financial statements.

As discussed in note thirteen to SCI s annual financial statements and note ten to its interim financial statements
and note 9 to Alderwoods annual financial statements and note 4 to its interim financial statements, each included
elsewhere in this prospectus, SCI, Alderwoods and their respective subsidiaries are subject to a variety of claims and
lawsuits. Adverse outcomes in some or all of the pending cases may result in significant monetary damages or
injunctive relief. SCI, Alderwoods and their respective subsidiaries are also subject to a variety of other claims and
suits that arise from time to time in the ordinary course of our business. While management currently believes that
resolving all of these matters, individually or in the aggregate, will not have a material adverse impact on our financial
position or results of operations, litigation and other claims are subject to inherent uncertainties and management s
view of these matters may change in the future. There exists the possibility of a material adverse impact on our
financial position and the results of operations for the period in which the effect of an unfavorable final outcome
becomes probable and reasonably estimable.

If the number of deaths in our regions declines, our cash flows and revenues may decrease.

The U.S. Census Bureau estimates that the number of deaths in the United States will increase up to one percent
per year until 2010. However, longer life spans could reduce the number of deaths during this period. If the number of
deaths declines, the number of funeral services and interments performed by us could decrease and our financial
condition, results of operations and cash flows could be materially adversely affected.
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The continuing upward trend in the number of cremations performed in North America could result in lower

revenue and gross profit dollars.

There is a continuing upward trend in the number of cremations performed in North America as an alternative to
traditional funeral service dispositions. In North America for the six months ended June 30, 2006, 41% of the
comparable funeral services performed by SCI were cremation cases compared to 40% and 39% performed in years
2005 and 2004, respectively. In North America for the twenty-four weeks ended June 17, 2006, 38% of the
comparable funeral services performed by Alderwoods were cremation cases compared to 36% and 35% performed
during the fifty-two weeks ended December 31, 2005 and January 1, 2005, respectively. We continue to expand our
cremation memorialization products and services, which has resulted in higher average sales for cremation services. If
we are unable to successfully expand our cremation memorialization products and services to meet the continuing
trends, our financial condition, results of operations, and cash flows could be materially adversely affected.

The funeral home and cemetery businesses are high fixed-cost businesses.

The majority of our operations are managed in groups called regions . Regions are geographical groups of funeral
service locations and cemeteries that share common resources such as operating personnel, preparation services,
clerical staff, motor vehicles and preneed sales personnel. Personnel costs, the largest of our operating expenses, are
the cost components most beneficially affected by this grouping. We must incur many of these costs regardless of the
number of funeral services or interments performed. Because we cannot necessarily decrease these costs when we
experience lower sales volumes, a sales decline may cause margin percentages to decline at a greater rate than the
decline in revenues.

Fluctuations in the value of the Canadian dollar could result in currency exchange losses.

A portion of our corporate and administrative expenses are payable in Canadian dollars, while most of our revenue
is generated in United States dollars and we report our financial statements in United States dollars. Therefore, a
strengthening of the Canadian dollar relative to the United States dollar will adversely affect our results of operations.
Expenses for Alderwoods corporate and administrative functions are paid principally in Canadian dollars and have
predictable future cash outflows ( Foreign Currency Expenditure ). We have a program to hedge the variability in the
United States dollar equivalent of a portion of the Foreign Currency Expenditure due to the fluctuation in the
exchange rate between the United States dollar and the Canadian dollar ( Foreign Currency Hedge Program ). We use
forward foreign exchange contracts and foreign exchange option contracts to partially mitigate foreign exchange
variability. Under the Foreign Currency Hedge Program, losses or gains in our underlying foreign exchange exposure
are partially offset by gains or losses on the forward foreign exchange contracts and foreign exchange option
contracts, so as to reduce the magnitude of foreign exchange transaction gains or losses. Any hedging activities we
undertake may not be successful in mitigating all of this risk.

Regulation and compliance could have a material adverse impact on our financial results.

Our operations are subject to regulation, supervision, and licensing under numerous foreign, federal, state and
local laws, ordinances and regulations, including extensive regulations concerning trust funds, preneed sales of funeral
and cemetery products and services, and various other aspects of our business. The impact of such regulations varies
depending on the location of our funeral and cemetery operations. Violations of applicable laws could result in fines
or sanctions to us.

In addition, from time to time, governments and agencies propose to amend or add regulations, which would
increase costs and decrease cash flows. For example, foreign, federal, state, local and other regulatory agencies have
considered and may enact additional legislation or regulations that could affect the deathcare industry, such as
regulations that require more liberal refund and cancellation policies for preneed sales of products and services, limit
or eliminate our ability to use surety bonding, increase trust requirements and prohibit the common ownership of
funeral homes and cemeteries in the same region. If adopted by the regulatory authorities of the jurisdictions in which
we operate, these and other possible
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proposals could have a material adverse effect on us, our financial condition, results of operations and cash flows.

Compliance with laws, regulations, industry standards and customs concerning burial procedures and the handling
and care of human remains is critical to our continued success. Litigation and regulatory proceedings regarding these
issues could have a material adverse effect on us, our financial condition, results of operations and cash flows. We are
continually monitoring and reviewing our operations in an effort to insure that we are in compliance with these laws,
regulations and standards and, where appropriate, taking appropriate corrective action.

Our foreign operations and investments involve special risks.
Our activities in areas outside the United States are subject to risks inherent in foreign operations, including the
following:
loss of revenue, property and equipment as a result of hazards such as expropriation, nationalization, wars,
insurrection and other political risks;

the effects of currency fluctuations and exchange controls, such as devaluation of foreign currencies and other
economic problems; and

changes in laws, regulations, and policies of foreign governments, including those associated with changes in the
governing parties.

A number of years may elapse before particular tax matters, for which we have established accruals, are

audited and finally resolved.

The number of tax years with open tax audits varies depending on the tax jurisdiction. In the United States, the
Internal Revenue Service is currently examining SCI s tax returns for 1999 through 2002 and various state jurisdictions
are auditing years through 2004. While it is often difficult to predict the final outcome or the timing of resolution of
any particular tax matter, we believe that our accruals reflect the probable outcome of known tax contingencies.
Unfavorable settlement of any particular issue would reduce a deferred tax asset or require the use of cash. Favorable
resolution could result in reduced income tax expense reported in the financial statements in the future. The tax
accruals are presented in SCI s balance sheet within Other liabilities.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

We make forward-looking statements within the meaning of the Private Securities Litigation Reform Act of 1995

in this prospectus. These statements may be accompanied by words such as believe, estimate, project, expect,
anticipate or predict that convey the uncertainty of future events or outcomes. These statements are based on

assumptions that we believe are reasonable; however, many important factors could cause our actual results in the

future to differ materially from the forward-looking statements made in this prospectus and in any other documents or

oral presentations made by us or on our behalf. Important factors that could cause our actual results to differ

materially from those in forward-looking statements include, among others, the factors described in this prospectus

under Risk Factors .

You should not place undue reliance on forward-looking statements, which speak only as of the date of this
prospectus.

WHERE YOU CAN FIND MORE INFORMATION

Each of SCI and Alderwoods file annual, quarterly and special reports, proxy statements and other information
with the Commission under the Securities Exchange Act of 1934. You may read and copy this information at the
Commission s public reference room, 100 F Street, N.E., Washington, D.C. 20549.
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You may also obtain copies of this information by mail from the public reference section of the Commission,
100 F Street, N.E., Washington, D.C. 20549, at prescribed rates. Please call the Commission at 1-800-SEC-0330 for
further information on the public reference rooms. The Commission also maintains an Internet world wide web site
that contains reports, proxy statements and other information about issuers, including SCI and Alderwoods, who file
electronically with the Commission. The address of that site is www.sec.gov. You can also inspect reports, proxy
statements and other information about SCI at the offices of the New York Stock Exchange, Inc., located at 20 Broad
Street, New York, New York 10005. You can also inspect reports, proxy statements and other information about
Alderwoods at the offices of the NASDAQ National Market at 1735 K Street, N.W., Washington, D.C. 20006. In
addition, you can obtain certain documents, including those filed with the Commission, through SCI s website at
www.sci-corp.com and Alderwoods website at www.alderwoods.com.

This prospectus is part of a registration statement on Form S-4 that we have filed with the SEC. As allowed by
SEC rules, this prospectus does not contain all the documents and other information you can find in the registration
statement or the exhibits filed with the registration statement. Whenever a reference is made in this prospectus to an
agreement or other document of Service Corporation International be aware that such reference is not necessarily
complete and that you should refer to the exhibits that are filed with the registration statement for a copy of the
agreement or other document. You may review a copy of the registration statement at the SEC s public reference room
in Washington, D.C., as well as through the SEC s website as described above. You may also obtain any of the
documents referenced in this prospectus from us free of charge by requesting them in writing or by telephone from us
at the following address:

Service Corporation International
1929 Allen Parkway
Houston, Texas 77019
Attention: James M. Shelger, Esq.
Telephone No.: (713) 522-5141

To obtain timely delivery of any requested documents, you must request the information no later than five
business days before you make your investment decision. Please make any such requests on or before
November 13, 2006.

We have not authorized anyone to give any information or make any representation that differs from, or
adds to, the information in this document or in our documents that are publicly filed with the Commission.
Therefore, if anyone does give you different or additional information, you should not rely on it.

If you are in a jurisdiction where it is unlawful to offer to exchange or sell, or to ask for offers to exchange
or buy, the securities offered by this document, or if you are a person to whom it is unlawful to direct these
activities, then the offer presented by this document does not extend to you.

The information contained in this document speaks only as of its date unless the information specifically
indicates that another date applies.
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USE OF PROCEEDS

This exchange offer is intended to satisfy our obligations under the registration rights agreement entered into in
connection with our issuance of the Old Notes. We received net proceeds of approximately $291 million from the
issuance of the Old Notes after deducting initial purchasers discounts and offering expenses. We used the net proceeds
of the Old Notes, together with available cash, to pay for the $282.3 million aggregate principal amount, premium and
accrued interest of our 7.2% Notes due 2006 and 6.875% Notes due 2007 tendered pursuant to our tender offers for
those notes.

We will not receive any cash proceeds from the issuance of the New Notes. We will exchange outstanding Old
Notes for New Notes in like principal amount as contemplated in this prospectus. The terms of the New Notes are
identical in all material respects to the existing Old Notes except as otherwise described herein under Description of
the Notes. The Old Notes surrendered in exchange for the New Notes will be retired and canceled and cannot be
reissued. Accordingly, issuance of the New Notes will not result in a change in our total debt and other financing
obligations.

CAPITALIZATION

The following table shows SCI s cash and cash equivalents and capitalization as of June 30, 2006, on an as
reported basis, and our cash and cash equivalents and capitalization on a pro forma basis to reflect the transactions.

The exchange of the Old Notes for the New Notes will not impact our overall total capitalization. This table is
unaudited and should be read in conjunction with Unaudited Pro Forma Combined Financial Information,  Selected
Historical Financial Information of SCI,  Selected Historical Financial Information of Alderwoods, = Management s
Discussion and Analysis of Financial Condition and Results of Operations, and SCI s and Alderwoods interim
financial statements and related notes, which are included elsewhere in this prospectus.

As of June 30, 2006
Actual Pro forma

(Dollars in millions)

Cash and cash equivalents(1) $ 5292 $
Debt:
New senior credit facility
Revolving credit facility(1)(2) $ $ 30.1
Term loan(2) 150.0
Privately placed debt securities 200.0
Privately placed notes 500.0
Existing senior notes due 2007 13.5 13.5
Existing senior notes due 2008 195.0 195.0
Existing senior notes due 2009(3) 341.6 197.1
Existing senior debentures due 2013 55.6 55.6
Existing senior notes due 2016 250.0 250.0
New Notes 300.0 300.0
Existing convertible debentures, maturities through 2013 21.2 21.2
Other debt(4) 118.8 121.5
Total debt 1,295.7 2,034.0
Total stockholders equity(5) 1,608.9 1,578.8
Total capitalization $ 2,904.6 $ 3,612.8
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(1) At June 30, 2006, SCI and Alderwoods had $537.6 million of combined cash on hand. At September 13, 2006,
SCI and Alderwoods had approximately $631 million of combined cash on hand. We intend to keep
approximately $50 million in cash on hand after the closing of the acquisition. Therefore, to the extent cash on
hand at closing exceeds approximately $590 million, revolver borrowings under the new senior credit facility

reflected above will be reduced.
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(2) Based on expected cash balances at closing, we do not expect to have drawings under our revolving credit facility.
In connection with the closing of the acquisition, SCI will replace its existing $200 million senior credit facility
with a new $450 million senior credit facility, consisting of a $150 million 3-year term loan, all of which will be
borrowed in connection with the transactions, and a $300 million 5-year revolving credit facility. Based on cash
balances at June 30, 2006, we would have borrowed $30.1 million under the new revolving credit facility in
connection with the transactions. See footnote (1) above. Availability under the new revolving credit facility will
be further reduced by outstanding letters of credit. At June 30, 2006, our pro forma outstanding letters of credit
were approximately $70.1 million.

(3) SCI commenced a tender offer on September 7, 2006 to purchase $144.5 million aggregate principal amount of the
SCI 7.7% Notes. This tender offer was originally scheduled to expire on October 5, 2006, but has been extended to
October 26, 2006, to coincide with the anticipated closing of the acquisition. The tender offer may be further
extended if the closing date of the acquisition is later than October 26, 2006.

(4) Primarily includes capital leases, mortgage notes, and unamortized discounts. Pro forma other debt excludes
$13.5 million of capital leases and other debt related to assets held for sale. Pro forma other debt includes the
elimination of unamortized discount of $9.7 million relating to the SCI 7.7% Notes with respect to which SCI has
commenced a tender offer. See footnote (3) above.

(5) Adjustments to equity include $25.0 million of estimated tender premiums, $4.3 million of transaction fees and
$18.3 million to write-off unamortized discounts and deferred financing costs related to the extinguished debt, net
of a $17.6 million tax benefit.
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SELECTED HISTORICAL FINANCIAL INFORMATION OF SCI

The selected historical financial data set forth below as of December 31, 2004 and 2005 and for the fiscal years
ended December 31, 2003, 2004 and 2005 have been derived from SCI s annual financial statements included
elsewhere in this prospectus. The selected historical financial data set forth below as of December 31, 2001, 2002 and
2003 and for the fiscal years ended December 31, 2001 and 2002 have been derived from annual financial statements
that are not included in this prospectus. The selected historical financial data for the six months ended June 30, 2005
and 2006 have been derived from SCI s interim financial statements included elsewhere in this prospectus which, in
the opinion of management, include all adjustments necessary for a fair presentation of that information for such
periods. The selected historical financial data presented for the interim periods has been prepared in a manner
consistent with the accounting policies of SCI described elsewhere in this prospectus and should be read in
conjunction therewith. Operating results for interim periods are not necessarily indicative of the results that may be
expected for the full year period.

SCI has restated its previously reported selected financial data for each of the five fiscal years in the period ended
December 31, 2005, as well as its unaudited quarterly financial data for the six months ended June 30, 2005. The
restatement corrected errors related to (1) the miscalculation of SCI s actuarially determined pension benefit
obligation, (2) the accounting for certain leases related to funeral home properties which were previously accounted
for as operating leases but should have been accounted for as capital leases, and (3) other out-of-period adjustments
previously identified by SCI but deemed to be not material either individually or in the aggregate. For additional
information regarding the restatement, see note two to SCI s annual financial statements and note two to SCI s interim
financial statements included elsewhere in this prospectus.

During 2005, SCI sold its funeral and cemetery operations in Argentina and Uruguay and its cemetery operations
in Chile. These operations are classified as discontinued operations for all periods presented.

In 2005, SCI changed its method of accounting for direct selling costs related to the acquisition of preneed funeral
and cemetery contracts. Prior to this change, SCI capitalized such direct selling costs and amortized these costs in
proportion to the revenue recognized. Under its new method of accounting, SCI expenses these direct selling costs as
incurred. As a result of this accounting change, SCI recorded a cumulative effect charge of $187.5 million, net of tax,
in 2005. For more information regarding this accounting change, see note four to SCI s annual financial statements
included elsewhere in this prospectus.

On March 31, 2004, SCI implemented revised Financial Accounting Standards Board ( FASB ) Interpretation
No. 46 ( FIN 46R ). Under the provisions of FIN 46R, SCI is required to consolidate preneed funeral and cemetery
merchandise and service trust assets, cemetery perpetual care trusts, and certain cemeteries. As a result of this
accounting change, SCI recognized a cumulative effect charge of $14.0 million, net of tax, in 2004.

In 2004, SCI also changed its method of accounting for gains and losses on its pension plan assets and obligations
to recognize such gains and losses as they are incurred. Prior to the adoption of this change, SCI amortized the
difference between actual and expected investment returns and actuarial gains and losses over seven years. As a result
of this accounting change, SCI recognized a charge for the cumulative effect of $36.6 million, net of tax, in 2004.

In 2002, SCI adopted Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other
Intangible Assets ( SFAS 142 ). SFAS 142 addresses accounting for goodwill and other intangible assets and redefines
useful lives, amortization periods and impairment of goodwill. Under the pronouncement, goodwill is no longer
amortized, but is tested for impairment annually by assessing the fair value of reporting units, generally one level
below reportable segments. As a result of the adoption of SFAS 142, SCI recognized a non-cash charge in 2002
reflected as a cumulative effect of accounting change of $135.6 million, net of applicable taxes, related to the
impairment of goodwill in its
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North America cemetery reporting unit. For more information regarding goodwill, see note nine to SCI s annual
financial statements included in this prospectus.

The selected historical financial data below should be read in conjunction with Management s Discussion and
Analysis of Financial Condition and Results of Operations and with SCI s annual financial statements and related notes
included elsewhere in this prospectus.

Six Months
Ended
Year Ended December 31, June 30,
2001 2002 2003 2004 2005 2005 2006

(Restated) (Restated) (Restated) (Restated) (Restated) (Restated)
(Dollars in millions, except per share data)
Statement of operations

data:
Revenues $2,4639 $ 22934 $ 23132 $ 1,831.2 $ 1,7157 $ 879.3 $873.1
Gross profit 3134 356.8 356.2 330.0 298.1 170.8 170.7

Gains and impairment

(losses) on dispositions

net (480.2) (163.1) 50.7 25.8 (26.1) (1.2) (7.4)
Operating (loss) income (198.2) 9.0 219.8 224.9 187.2 127.4 120.4
(Loss) income from

continuing operations

before income taxes (391.5) (129.4) 95.7 112.0 88.7 69.3 83.9
(Loss) income from

continuing operations

before cumulative effect

of accounting changes (433.9) (90.1) 69.3 119.7 55.5 42.2 52.6
Basic (loss) income per

share from continuing

operations (1.52) (0.31) 0.23 0.38 0.19 0.14 0.18
Diluted (loss) income per

share from continuing

operations (1.52) (0.31) 0.23 0.37 0.18 0.14 0.18
Cash dividends paid per
share 0.075 0.025 0.050
As of
As of December 31, June 30,
2001 2002 2003 2004 2005 2006

(Restated) (Restated) (Restated) (Restated) (Restated)
(Dollars in millions)
Balance sheet data (at period
end):
Total assets $9,029.3 $ 7,801.8 $ 7,571.2 $ 82272 $ 75448 $7,670.7
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Total long-term debt less current

maturities 2,312.4 1,885.2 1,530.1 1,200.4 1,186.5 1,265.3

Stockholders equity 1,451.7 1,318.9 1,516.3 1,843.0 1,581.6 1,608.9
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See note two to SCI s annual financial statements and note two to SCI s interim financial statements included
elsewhere in this prospectus for details related to the restatement impacts on the financial statements as of
December 31, 2005 and 2004, and for each of the three years in the period ended December 31, 2005 and the six
months ended June 30, 2005. The impacts on the selected financial data as of December 31, 2003, 2002 and 2001, and
for each of the two years in the period ended December 31, 2002 are as follows (in millions, except per share data):

2002 2001
As As
Previously Previously
Reported As Reported As
P Restated P Restated

Loss from continuing operations before
cumulative effect of accounting changes $ (89.3) $ 90.1) $ (433.3) $ (433.9)
Net loss $ (2346) $ (2354) % (622.2) $ (622.7)
Loss per share:
Loss from continuing operations before
cumulative effect of accounting changes

Basic $ (0.30) $ 0.31) $ (1.52) % (1.52)

Diluted $ (0.30) S 0.31) $ (1.52) % (1.52)
Total assets $  7,793.1 $ 7,801.8 $  9,020.5 $ 9,029.3
Long-term debt, less current maturities $ 1,874.1 $ 11,8852 $ 2,301.4 $ 23124
Stockholders equity $ 1,321.3 $ 13189 $ 1,453.2 $ 14517

2003
As Previously
Reported As Restated
Total assets $ 7,562.9 $ 7,571.2
Long-term debt, less current maturities $ 1,519.2 $ 1,530.1
Stockholders equity $ 1,521.6 $ 1,516.3
26
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SELECTED HISTORICAL FINANCIAL INFORMATION OF ALDERWOODS

As described in Business History , on January 2, 2002, Alderwoods succeeded to substantially all of the assets and
operations of Loewen Group pursuant to its bankruptcy reorganization plan. The consolidated financial and other
information of Alderwoods issued subsequent to the reorganization are not comparable with the consolidated financial
information and other information issued by Loewen Group prior to the reorganization due to, among other things, the
significant changes in the financial and legal structure of Alderwoods and the application of fresh start reporting in
connection with the reorganization. Accordingly, the accompanying consolidated financial information should be
reviewed with caution, and Loewen Group s consolidated financial information should not be relied upon as being
indicative of future results of Alderwoods or providing an accurate comparison of financial performance. A black line
has been drawn to separate and distinguish between the consolidated financial information that relates to Alderwoods
and the consolidated financial information that relates to Loewen Group, the predecessor company for accounting
purposes.

The selected historical financial data set forth below as of January 1 and December 31, 2005 and for the fifty-three
weeks ended January 3, 2004, the fifty-two weeks ended January 1, 2005, and the fifty-two weeks ended
December 31, 2005, have been derived from Alderwoods annual financial statements included elsewhere in this
prospectus. The selected historical financial data set forth below as of December 31, 2001 and for the fiscal year
ended December 31, 2001 for Loewen Group has been derived from annual financial statements that are not included
in this prospectus. Also, the selected historical financial data as of December 28, 2002 and January 3, 2004, the
fifty-two weeks ended December 28, 2002 and the fifty-three weeks ended January 3, 2004 for Alderwoods has been
derived from annual financial statements that are not included in this prospectus.

The historical information for the twenty-four weeks ended June 17, 2006 and June 18, 2005 has been derived
from Alderwoods interim financial statements, included elsewhere in this prospectus which, in the opinion of
management, include all adjustments necessary for a fair presentation of that information for such periods. The
financial information presented for the interim periods has been prepared on a basis consistent with the accounting
policies of Alderwoods described elsewhere in this prospectus and should be read in conjunction therewith. The
results of operations for interim periods are not necessarily indicative of the results that may be expected for the full
fiscal year or for any other interim period.
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The selected historical financial data below should be read in conjunction with Management s Discussion and

Analysis of Financial Condition and Results of Operations
related notes included elsewhere in this prospectus.

and with Alderwoods consolidated financial statements and

Alderwoods Group
52 53 Weeks 52 Weeks 52 Weeks
Predecessor(g) Weeks Ended Ended Ended 24 Weeks Ended
Ended
December,
31, December 28, January 3, January 1, December 31, June 18, June 17,
2001 2002 2004 2005 2005 2005 2006
(Dollars in millions, except per share data)

Statement of
operations data:
Revenues $ 8364 § 6924 § 7208 $ 717.1  $ 748.9 $360.7 $ 3543
Gross profit(a) 181.2 126.2 143.9 124.9 114.5 64.5 58.9
Provision for goodwill
impairment (228.3)
(Provision) benefit for
asset impairment(b) (180.7) (0.6) 5.2) (1.8) 1.4 1.6
Operating (loss)
income (132.2) (145.8) 82.4 71.9 73.1 53.8 26.3
(Loss) income from
continuing
operations(c) (87.2) (223.6) 8.4 (3.6) 429 26.9 59
Net (loss) income (643.7) (233.7) 10.8 9.3 41.2 25.2 4.7
Basic (loss) income
per share from
continuing
operations(d) (1.29) (5.60) 0.21 (0.09) 1.06 0.67 0.15
Diluted (loss) income
per share from
continuing operations (1.29) (5.60) 0.21 (0.09) 1.03 0.65 0.14
Balance sheet data:
Total assets(e)(f) $2,874.1 $2,553.7 $ 24530 $ 23724 $ 22743 2.280.8
Total long-term debt
including current
maturities 831.2 756.1 630.9 463.6 373.5 358.2
Shareholders equity 739.4 5234 544.9 5559 597.8 598.2

(a) For the 52 weeks ended December 31, 2005, the 52 weeks ended January 1, 2005, the 53 weeks ended January 3,
2004, and the 52 weeks ended December 28, 2002, gross profit includes depreciation expense not included in the

year ended December 31, 2001.
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Predecessor provision for asset impairment includes goodwill impairment as determined under the Financial
Accounting Standards Board Statement of Financial Accounting Standards No. 121, Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed OFf.

For the Predecessor, represents loss before extraordinary gain, fresh start valuation adjustments and cumulative
effect of accounting change.

For the Predecessor, represents basic loss per share before extraordinary gain, fresh start valuation adjustments
and cumulative effect of accounting change. Predecessor loss per share amounts are included herein, as required
by U.S. GAAP. However, the common stockholders of the Predecessor received no equity in Alderwoods upon
reorganization.

Alderwoods elected to adopt FIN No. 46R at the beginning of the 2004 fiscal year on January 4, 2004. The
adoption of FIN No. 46R resulted in the consolidation in Alderwoods balance sheet of the funeral, cemetery
merchandise and service, and perpetual care trusts, and several pooled investment funds created for such trusts,
but did not change the legal relationships among these trusts, pooled investment funds, Alderwoods, and its
holders of preneed contracts. Alderwoods does not consolidate certain funeral trusts for which it does not absorb
a majority of their expected losses and therefore, is not considered a primary beneficiary of these funeral trusts
under FIN No. 46R. The adoption of FIN No. 46R has not materially impacted Alderwoods stockholders equity,
net income or its consolidated statement of cash flows. Amounts and balances prior to January 4, 2004 have not
been restated to reflect the adoption of FIN No. 46R.

28

Table of Contents 39



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

(f) Alderwoods changed its accounting policy on accounting for insurance funded preneed funeral contracts as of
January 4, 2004, as Alderwoods concluded that its insurance funded preneed funeral contracts are not assets and
liabilities as defined by Statement of Financial Accounting Concepts No. 6 Elements in Financial Statements.
Accordingly, Alderwoods retroactively removed from its consolidated balance sheet amounts relating to insurance
funded preneed funeral contracts previously included in preneed funeral contracts with an equal and offsetting
amount in deferred preneed funeral contract revenue. The removal of insurance funded preneed funeral contracts
did not have any impact on Alderwoods results of operations, consolidated stockholders equity, or cash flows.

(g) The financial results of the Loewen Group, the Predecessor, for the year ended December 31, 2001, include

$87 million of pretax charges representing reorganization costs. The 2001 results exclude $133 million of
contractual interest expense applicable to certain pre-Petition Date debt obligations, which were subject to
compromise as a result of the Chapter 11 and Creditors Arrangement Act filings.
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UNAUDITED PRO FORMA COMBINED FINANCIAL INFORMATION
On April 2, 2006, SCI entered into a definitive merger agreement pursuant to which, subject to the terms and
conditions set forth therein, it will acquire Alderwoods for $20.00 per share in cash, resulting in a total purchase price
of approximately $1.2 billion, which includes the refinancing of approximately $351.7 million and the assumption of
$6.5 million of Alderwoods debt.
The following financing transactions will occur in connection with the closing of the acquisition:

borrowings under a new $450 million senior credit facility, consisting of a $150 million 3-year term loan, all of
which will be borrowed in connection with the transactions, and a $300 million 5-year revolving credit facility,
none of which is expected to be drawn in connection with the acquisition based on expected cash balances at
closing;

the issuance of $200 million of debt securities in a private placement; and

the issuance of $500 million of notes offered in a private placement.

In connection with the acquisition, Alderwoods and SCI have each commenced tender offers to purchase
outstanding notes. The tender offers were originally scheduled to expire on October 5, 2006, but have been extended
to October 26, 2006, to coincide with the anticipated closing of the acquisition. The tender offers may be further
extended if the closing date of the acquisition is later than October 26, 2006.

SCI expects to execute a consent order with the staff of the FTC in connection with the acquisition, which will
identify certain properties the FTC will require us to divest as a result of the acquisition. The consent order will be
subject to approval by the FTC commissioners, which approval is a condition to the consummation of the acquisition.
No final agreement has been reached with any third party concerning the sale of any such assets. We believe that
divestiture of the assets, together with the divestiture of other SCI assets that we have identified for sale, will generate
proceeds of approximately $200 million in the near future, which we expect to use to repay debt. There can be no
assurance that the divestitures described above will be consummated, or if consummated will generate the proceeds
described above.

The following unaudited pro forma combined financial information is based on SCI s and Alderwoods annual and
interim financial statements included elsewhere in this prospectus adjusted to illustrate the pro forma effect of the
transactions.

The unaudited pro forma combined balance sheet gives effect to the transactions as if they had occurred on
June 30, 2006. The unaudited pro forma combined statements of operations for the year ended December 31, 2005,
and for the six months ended June 30, 2006 and 2005 give effect to the transactions as if they had occurred on
January 1, 2005.

For purposes of the pro forma information in this prospectus, the assets to be sold pursuant to the divestitures have
been reclassified on the pro forma balance sheet as assets held for sales and the results of operations of these assets
have been eliminated from the pro forma statement of operations. No pro forma adjustments have been made to reflect
any anticipated gain or loss from the divestitures and no adjustment has been made to reflect any earnings benefit
from the reinvestment of any proceeds from the divestiture or any reduction of debt from the application of sale
proceeds.

The unaudited pro forma adjustments are based upon currently available information and certain assumptions that
we believe to be reasonable under the circumstances. The acquisition will be accounted for, and the pro forma
combined financial information has been prepared, using the purchase method of accounting. The pro forma
adjustments reflect our preliminary estimates of the purchase price allocation, which are subject to revision as more
detailed analysis is completed and additional information on the fair value of Alderwoods assets and liabilities
becomes available. The final allocation will be based on the actual assets and liabilities that exist as of the date of the
consummation of the transactions.
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The unaudited pro forma combined financial information does not give effect to certain additional cost savings
initiatives that we intend to pursue. See Summary Planned Divestitures and Management s Discussion and Analysis of
Financial Condition and Results of Operations Expected Cost Savings Resulting from the Alderwoods Acquisition.

The unaudited pro forma combined financial information is for informational purposes only and is not intended to
represent the consolidated results of operations or financial position that we would have reported had the transactions
been completed as of the dates presented, and should not be taken as representative of our future consolidated results
of operations or financial position.

The unaudited pro forma combined financial information should be read in conjunction with the information
contained in Selected Historical Financial Information of SCI,  Selected Historical Financial Information of
Alderwoods, = Management s Discussion and Analysis of Financial Condition and Results of Operations, and the
consolidated financial statements of SCI and Alderwoods and related notes included elsewhere in this prospectus.
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UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET

As of June 30, 2006
Adjustments Adjustments Adjustments
SCI Alderwoods for the for the for the
Historical Historical(a) Acquisition Divestitures(l) Financing Pro
Forma
(Dollars in thousands)
ASSETS
Current assets:
Cash and cash
equivalents $ 529,171 $ 8,400 $ (876,650)(b) $ 9 $ 339,070(m) $
Receivables, net 62,439 51,244 (4,023) 109,660
Inventories 64,938 15,282 (25,223) 54,997
Current assets held for
sale 29,298 29,298
Other 30,847 8,325 (61) 39,111
Total current assets 687,395 83,251 (876,650) 339,070 233,066
Preneed funeral
receivables and trust
investments 1,227,144 338,052 (62,466) 1,502,730
Preneed cemetery
receivables and trust
investments 1,285,832 301,621 (143,584) 1,443,869
Cemetery property, at
cost 1,365,712 116,096 108,904(c) (94,981) 1,495,731
Property and
equipment, at cost, net 1,038,990 540,954 78,095(d) (73,709) 1,584,330
Insurance invested
assets 298,392 298,392
Assets held for sale 496,559 496,559
Deferred charges and
other assets 253,727 42,600 5,630(e) (16,747) 7,016(n) 292,226
Identifiable intangible
assets 19,930 167,795(f) (9,421) 178,304
Goodwill 1,118,119 295,913 (50,494)(g) (22,691) 1,340,847
Cemetery perpetual
care trust investments 693,781 243,980 (72,960) 864,801
Total $7,670,700 $2,280,789 $ (566,720) $ $ 346,086 $9,730,855
LIABILITIES & STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable and
accrued liabilities $ 196,977 $ 113984 § 19,560(g)(1) $ 2,177 % $ 328,344
Current maturities of
long-term debt 30,414 2,271 (®) 32,677
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Current liabilities held

for sale 2,185 2,185
Income taxes 21,014 21,014
Total current liabilities 248,405 116,255 19,560 384,220
Long-term debt 1,265,263 355,958 (13,528) 393,678(0) 2,001,371
Deferred preneed
funeral revenues 539,178 44,517 (28,422)(g)(1) (14,802) 540,471
Deferred preneed
cemetery revenues 777,717 31,313 73,390(h) (58,449) 823,971
Insurance policy
liabilities 285,701 285,701
Deferred income taxes 168,925 10,744 (29,348)(1) (17,526)(p) 132,795
Liabilities held for
sale 347,481 347,481
Other liabilities 315,403 28,471 (3,738)(3) (766) 339,370
Non-controlling
interest in funeral and
cemetery trusts 2,055,566 564,447 (186,807) 2,433,206
Non-controlling
interest in cemetery
perpetual care trust
investments 691,385 245,221 (73,129) 863,477
Total stockholders
equity 1,608,858 598,162 (598,162)(k) (30,066)(q) 1,578,792
Total $7,670,700 $2,280,789 $ (566,720) $ $ 346,086 $9,730,855

See notes to unaudited pro forma condensed combined balance sheet.
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(a)

(b)

(©)

(d)

(e)

NOTES TO THE UNAUDITED PRO FORMA CONDENSED COMBINED BALANCE SHEET

Reflects the unaudited consolidated balance sheet of Alderwoods as of June 17, 2006. Certain line items have
been reclassified to conform to SCI s presentation.

Represents the cash purchase price plus SCI acquisition costs.

Represents an adjustment to report Alderwoods cemetery property at fair value as part of purchase accounting.
The estimated fair value of Alderwoods cemetery property was $225,000 at June 17, 2006, calculated using
discounted future cash flows. The carrying value of Alderwoods cemetery property was $116,096 at June 17,
2006, resulting in a total increase to cemetery property of $108,904.

Represents an adjustment to report Alderwoods property and equipment at fair value as part of purchase
accounting. The estimated fair value of Alderwoods property and equipment was $619,049 at June 17, 2006,
calculated using discounted future cash flows. The carrying value of Alderwoods property and equipment was
$540,954 at June 17, 2006, resulting in a total increase to property and equipment of $78,095.

Represents an adjustment to conform Alderwoods accounting for the recognition of sales of undeveloped
cemetery property with SCI s historical accounting policy. Deferred cemetery revenue was increased by $6,951
and deferred charges and other assets was increased by $5,630. See note (g)(2) and (h).

(f) Represents the additional intangible assets or adjustments to intangible assets to be recorded as a result of the
acquisition, consisting of the following:
Trademarks and tradenames(1) $ 39,500
Cemetery customer relationships(2) 16,400
Funeral trust preneed deferred revenue and insurance funded preneed revenue(3) 61,213
Cemetery preneed deferred revenue(4) 46,033
Water rights 5,500
Adjustment to fair value of insurance subsidiary s in force insurance policies (851)
$ 167,795

(1) Represents the estimated value of various local trademarks and tradenames associated with funeral and
cemetery locations.

(2) Represents the estimated value of future funeral services and cemetery services derived from existing
cemetery customers.

(3) Represents the amount necessary to adjust preneed funeral trust deferred revenue for certain existing preneed
funeral contracts, and insurance funded contracts to their estimated fair value.

(4) Represents the amount necessary to adjust preneed cemetery deferred revenue for certain existing preneed
cemetery contracts to their estimated fair value.
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(g) Represents the elimination of previously recorded goodwill and the addition of goodwill arising from the
transaction. Goodwill was determined as follows:

Equity purchase price $ 856,300
Estimated SCI acquisition costs 20,350
Aggregate purchase price 876,650
Fair value of liabilities assumed(1) 1,714,069
Fair value of assets acquired(2) (2,345,300)
Goodwill arising from the transaction 245,419
Alderwoods historical goodwill (295,913)
Adjustment to goodwill $ (50,494)

(1) Represents the estimated fair value of liabilities assumed as follows:

Historical total liabilities $ 1,682,627
Adjustment to fair value preneed funeral deferred revenue (28,422)
Adjustment to fair value preneed cemetery deferred revenue (See note (h)) 73,390
Adjustment to deferred income taxes (See note (i)) (29,348)
Adjustment to record certain severance obligations triggered by change of control provisions 19,560
Adjustment to other liabilities (See note (j)) (3,738)
Fair value of liabilities assumed $ 1,714,069

(2) Represents the fair value of assets acquired as follows:

Historical total assets $ 2,280,789
Eliminate historical goodwill (295,913)
Adjustment to conform recognition of sales of undeveloped cemetery property (See note (e)) 5,630
Adjustment to fair value cemetery property (See note (c)) 108,904
Adjustment to fair value property and equipment (See note (d)) 78,095
Adjustment to fair value identifiable intangible assets (See note (f)) 167,795
Fair value of assets assumed $ 2,345,300

(h) The following represents adjustments to preneed cemetery deferred revenue
arising as part of purchase accounting:

Adjustment to fair value preneed cemetery deferred revenue $ 66,439
Adjustment to conform recognition of sales of undeveloped cemetery property (See note (e)) 6,951
Adjustment to preneed cemetery deferred revenue $ 73,390
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(1) Represents an adjustment to deferred income tax liabilities as part of purchase accounting as follows:

Deferred taxes related to adjustments to the fair market value of assets acquired and liabilities

assumed (See notes (c), (d), (e), (), (g), (h) and (j)) $ 122,190
Elimination of valuation allowances on certain federal and state tax deferred tax assets based on the
expected combined operations of Alderwoods and SCI (125,767)
Elimination of deferred taxes related to previously recorded goodwill (See note (g)) (25,771)
$ (29,348)
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() The following represents adjustments to other liabilities arising as part of purchase accounting:

Adjustment to reclassify certain severance obligations previously accrued $ (5,643)
Adjustment to fair value pension liability 1,905
Adjustment to other liabilities $ (3,738)

(k) Represents the elimination of Alderwoods historical equity balances.

(1) For purposes of the pro forma information in this prospectus, the assets to be sold pursuant to the divestitures have
been reclassified on the pro forma balance sheet as assets held for sale and the results of operations of these assets
have been eliminated from the pro forma statement of operations. No pro forma adjustments have been made to
reflect any anticipated gain or loss from the divestitures and no adjustment has been made to reflect any earnings
benefit from the reinvestment of any proceeds from the divestitures or any reduction of debt from the application
of sale proceeds.

(m) Represents net cash provided as a result of the financing transactions, offset by the use of cash to extinguish debt

and pay financing costs.

Amounts to be extinguished:

Repayment of existing Alderwoods indebtedness(1) $ 351,683
Repayment of SCI Senior Notes due 2009 144,500
Total amounts to be extinguished 496,183
Financing costs and transaction fees 19,875
Estimated tender premiums 25,000
Total amounts to be paid $ 541,058
Debt issuance:
Notes offered in a private placement $ 500,000
Credit facility 180,128
Privately placed debt securities 200,000
Total sources of cash 880,128
Total cash provided $ 339,070

(1) Excludes $6,546 of existing Alderwoods debt expected to be assumed by SCI.
(n) Represents the adjustment to deferred charges and other assets as set forth in the table below:

Write-off of Alderwoods deferred financing costs for extinguished debt $ (7,125)
Write-off of SCI s deferred financing costs for extinguished debt (1,459)
Financing costs 15,600
Total adjustment to deferred charges and other assets $ 7,016
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(o) Represents the increase in long-term debt as set forth in the table below:

Amounts to be extinguished:

Existing Alderwoods debt $ 351,683
Existing SCI debt 134,767
Total amounts to be extinguished 486,450

Debt issuance:

Notes offered in a private placement 500,000
Credit facility 180,128
Privately placed notes 200,000
Total debt issuance 880,128
Total adjustment to long-term debt $ 393,678

(p) Represents the tax benefit related to the adjustments to stockholders equity for non-recurring charges directly
attributable to the financing transactions (see note (q)).

(@) The following are the adjustments to stockholders equity related to non-recurring charges directly attributable to
the financing transactions that will occur in connection with the closing of the acquisition:

Estimated tender premiums $ 25,000

Transaction fees 4,275

Write-off of SCI s original issuance discount for extinguished debt 9,733

Write-off of Alderwoods deferred financing fees for extinguished debt 7,125

Write-off of SCI s deferred financing fees for extinguished debt 1,459

Tax benefit (17,526)
$ 30,066
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

Revenues
Costs and expenses

Gross profit
General and
administrative
expenses

Gains (loss) on
dispositions and
impairment
charges, net

Operating income
Interest expense
Loss on early
extinguishment of
debt

Interest income
Other income
(expense), net

Income from
continuing
operations before
income taxes
Provision for
income taxes

Income from
continuing
operations

Income from
continuing
operations per
share:

Basic

Diluted
Average common
shares outstanding:

Table of Contents

SCI
Historical

$ 1,715,737
(1,417,592)

298,145

(84,834)

(26,093)

187,218

(103,733)

(14,258)

16,706

2,774

88,707

(33,233)

$ 55474

$ 0.19
$ 0.18

For the Year Ended December 31, 2005

Adjustments Adjustments
Alderwoods for the for the
Historical(a) Acquisition  Divestitures(g)

Adjustments
for the

Financing

(Dollars in thousands, except per share data)

$ 748914 $§ (5,025)(b) $ (94,251)
(634,395) (7,649)(c) 81,285
114,519 (12,674) (12,966)
(42,815) 7,751(d)
1,379 4,964(e) 401
73,083 41 (12,565)
(30,069) 695
4,662 (4,964)(e)
47,676 (4,923) (11,870)
(4,815) (12,256)(f) 4,638(h)
$ 42861 § (17,179) $ (7,232)

$

(25,248)(1)

(25,248)

9,250(j)

$ 15,998

Pro Forma

$ 2,365,375
(1,978,351)

387,024

(119,898)

(19,349)

247,777

(158,355)

(14,258)

16,706

2,472

94,342

(36,416)

$ 57,926

$ 0.19
$ 0.19
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Basic 302,213 302,213
Diluted 306,745 306,745
See notes to unaudited pro forma condensed combined statement of operations.
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

Revenues
Costs and expenses

Gross profit
General and
administrative
expenses

Gain (loss) on
dispositions and
impairment
charges, net

Operating income
Interest expense
Loss on early
extinguishment
of debt

Interest income
Other (expense)
income, net

Income from
continuing operations
before income taxes
Provision for income
taxes

Income from
continuing operations

Income from
continuing operations
per share:

Basic

Diluted
Average common
shares outstanding:

Basic

Diluted

SCI
Historical

$ 879,284
(708,440)

170,844

(42,192)

(1,213)

127,439

(51,229)

(14,258)

7,950

(637)

69,265

(27,073)

$ 42,192

$ 014

$ 0.14

307,896
311,986

For the Six Months Ended June 30, 2005

Alderwoods

Adjustments

for the

Historical(a) Acquisition

(Dollars in thousands, except per share data)
(3,776)(b) $

$ 360,663

(296,171)

64,492

(12,346)

1,627

53,773
(14,528)

5,843

45,088

(18,193)

$ 26,895

$

$

(3,484)(c)

(7,260)

3,866(d)

5,447(e)

2,053

(5,447)(e)

(3,394)

1,592(f)

(1,802)

See notes to unaudited pro forma condensed combined statement of operations.
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Adjustments  Adjustments
for the for the

Divestitures(g) Financing Pro forma

(45,961) $ $1,190,210
39,106 (968,989)

(6,855) 221,221
(50,672)

(450) 5,411

(7,305) 175,960
363 (13,391)(1) (78,785)
(14,258)

7,950
(241)

(6,942) (13,391) 90,626
2,716(h) 4.907()) (36,051)

$ (4,226) $  (8,484) $ 54,575

$ 0.18

$ 0.17

307,896

311,986
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UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS
For the Six Months Ended June 30, 2006

Revenues
Costs and expenses

Gross profit
General and
administrative
expenses

Gain (loss) on
dispositions and
impairment charges,
net

Operating income
Interest expense
Interest income
Other income
(expense), net

Income from
continuing
operations before
income taxes
Provision for income
taxes

Income from
continuing
operations

Income from
continuing
operations per share:
Basic
Diluted
Average Common
Shares outstanding:
Basic
Diluted
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SCI
Historical

$ 873,143
(702,399)

170,744

(42,929)

(7,391)
120,424
(53,337)

12,763

4,046

83,896

(31,282)

$ 52,614

$ 018

$ 0.8

293,580
297,784

Alderwoods

Adjustments
for the

Historical(a) Acquisition

Adjustments
for the

Divestitures(g)

Adjustments
for the

Financing

(Dollars in thousands, except per share data)

$ 354,261
(295,410)
58,851

(32,557)

26,294
(12,949)

(129)

13,216

(7,318)

$ 5,898

$  (B83Db) $

(2,495)(c)

(3,026)

5,118(d)

(80)(e)

2,012

80(e)

2,092

285(f)

$ 2377

(46,028)
38,961

(7,067)

99)

(7,166)
378

(6,788)

2,685(h)

$ (4,103)

$

(14,337)(1)

(14,337)

5,253(j)

$  (9,084)

Pro
Forma

$1,180,845
(961,343)

219,502

(70,368)

(7,570)

141,564
(80,245)
12,763

3,997

78,079

(30,377)

$ 47,702

$ 0.16
$ 0.16

293,580
297,784
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See notes to unaudited pro forma condensed combined statement of operations.
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS

(a) Alderwoods historical information is derived from: (1) the audited consolidated statement of operations for the
fifty-two weeks ended December 31, 2005; (2) the unaudited consolidated statement of operations for the
twenty-four weeks ended June 18, 2005; and (3) the unaudited consolidated statement of operations for the
twenty-four weeks ended June 17, 2006. Certain of Alderwoods line items have been reclassified to conform to
SCI s presentation.

(b) The table below sets forth adjustments to revenue arising from the acquisition:

Six Months Six Months

Year Ended Ended Ended
December 31, June 30, June 30,
2005 2005 2006
(Dollars in thousands)
Preneed funeral contracts(1) (5,754) (2,766) (3,188)
Preneed cemetery contracts(2) 1,521 664 752
Cemetery revenue from the sale of unconstructed property(3) (792) (1,674) 1,905
Adjustment to revenue $ 5,025 $ (3,776) $ (531)

(1) Represents a net adjustment for the amortization of (i) the associated intangible asset, and (ii) the fair value
adjustment to funeral trust funded preneed deferred revenue.

(2) Represents a net adjustment for the amortization of (i) the associated intangible asset, and (ii) the fair value
adjustment to cemetery preneed deferred revenue.

(3) Represents an adjustment to conform Alderwoods accounting for the recognition of sales of undeveloped
cemetery property with SCI s historical accounting policy.

(c) The table below sets forth adjustments to costs and expenses arising from the acquisition:

Six Months Six Months

Year Ended Ended Ended
December 31, June 30, June 30,
2005 2005 2006
(Dollars in thousands)
Depreciation expense(1) $ 6,684 $ 3,271 $ 3,726
Intangible amortization expense(2) (3,910) (1,955) (1,955)
Pension expense(3) (415) (208) 47
Cemetery costs from the sale of unconstructed property(4) (67) 434 (600)
Cemetery property cost of sales(5) (9,941) (5,026) (3,713)
Adjustment to costs and expenses $ (7,649) $ (3,484 $ (2,495)
(D
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Represents a net adjustment to record depreciation expense over a weighted average estimated remaining
useful life of 30 years, reflecting the adjusted fair value of Alderwoods property and equipment.

(2) Represents an adjustment to record the amortization of intangible assets recorded as a result of the acquisition.
The cemetery customer relationships and the funeral insurance funded preneed revenue are being amortized
over an estimated useful life of ten years. The trademark, tradename, water rights and insurance in force
intangibles are considered to have an indefinite life and are not subject to amortization; rather, such assets
would be subject to annual tests for impairment. The intangible assets associated with funeral trust funded
preneed deferred revenue and cemetery preneed deferred revenue are amortized relative to the recognition of
preneed revenue and included in note (b(1)) and (b(2)).
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(3) Represents a net adjustment to conform Alderwoods accounting policy for gains and losses on its pension
P ) g policy for g P
plan assets and obligations to SCI s historical accounting policy.

(4) Represents an adjustment to conform Alderwoods

accounting for the recognition of sales of undeveloped
cemetery property with SCI s historical accounting policy.

(5) Represents a net adjustment to record cemetery property cost of sales at the adjusted fair value of Alderwoods

cemetery property.

(d) Represents an adjustment to eliminate compensation expense for certain officers for whom severance costs have

been recorded on the pro forma balance sheet.

(e) Represents the reclassification of gains and losses from dispositions to conform to SCI s historical presentation.
(f) The pro forma adjustments to income tax reflect the statutory federal, state and foreign income tax impact of the
pro forma adjustments related to the Alderwoods acquisition (see notes (b), (c), (d) and (e)) and the effects of

purchase accounting.

(g) For purposes of the pro forma information in this prospectus, the assets to be sold pursuant to the divestitures
have been reclassified on the pro forma balance sheet as assets held for sale and the results of operations of these
assets have been eliminated from the pro forma statement of operations. No pro forma adjustments have been
made to reflect any anticipated gain or loss from the divestitures and no adjustment has been made to reflect any
earnings benefit from the reinvestment of any proceeds from the divestitures or any reduction of debt from the

application of sale proceeds.

(h) Represents the statutory federal, and state income tax impact attributable to the operations to be divested.
(1) The table below sets forth adjustments to interest expense resulting from the extinguishment of debt and issuance

of new debt:

Interest expense on new borrowings:

Senior notes due 2014 offered hereby(1)
Senior notes due 2018 offered hereby(2)
New senior credit facility

Term loan(3)

Revolving credit facility(4)
Private placement debt securities(5)
Amortization of deferred financing costs(6)

Total interest expense on new borrowings
Less: historical interest expense and related amortization of
deferred financing costs on extinguished borrowings:
Alderwoods
SCI

Total historical interest expense and related amortization of
deferred financing costs on extinguished borrowings

Table of Contents

Year Ended
December 31,
2005
$ 18,438

19,063

11,100

2,227

14,800

$ 1,843
$ 67,471
$ 29,221
13,002

$ 42,223

Six Months
Ended
June 30,
2005
$ 9,219

9,531
5,550
1,114
7,400
$ 902
$ 33,716
$ 13,824
6,501
$ 20,325

Six Months
Ended
June 30,
2006
$ 9,219

9,531
5,550
1,114
7,400
$ 975
$ 33,789
$ 12,951
6,501
$ 19,452
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Adjustment to interest expense $ 25,248 $ 13,391

41

$

14,337

Table of Contents

60



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

(1) Represents interest on our new senior notes due 2014, which is calculated as follows:

Year Ended
December 31,
2005
Outstanding balance $ 250,000
Interest rate 7.375%
Portion of year outstanding 100%
Calculated interest $ 18,438

Six Months
Ended
June 30,
2005

$ 250,000
7.375%
50%

$ 9,219

(2) Represents interest on our new senior notes due 2018, which is calculated as follows:

Year Ended
December 31,
2005
Outstanding balance $ 250,000
Interest rate 7.625%
Portion of year outstanding 100%
Calculated interest $ 19,063

(3) Represents interest on our new term loan, which is calculated as follows:

Year Ended
December 31,
2005

Estimated outstanding balance $ 150,000
Assumed interest rate-3 month LIBOR (5.4% on
September 13, 2006) plus 2.00% 7.40%
Portion of year outstanding 100%
Calculated interest $ 11,100
An increase or decrease of 25 basis points in interest rate
would result in an interest expense increase or decrease of $ 375

Six Months
Ended
June 30,
2005

$ 250,000
7.625%
50%

$ 9,531

Six Months
Ended
June 30,
2005
$ 150,000

7.40%
50%

$ 5,550

$ 188

(4) Represents interest on our new revolving facility, which is calculated as follows:

Year Ended
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Six Months
Ended

Six Months
Ended
June 30,
2006

$ 250,000
7.375%
50%

$ 9,219

Six Months
Ended
June 30,
2006

$ 250,000
7.625%
50%

$ 9,531

Six Months
Ended
June 30,
2006
$ 150,000

7.40%
50%

$ 5,550

$ 188

Six Months
Ended
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December 31, June 30, June 30,
2005 2005 2006
Estimated outstanding balance $ 30,100 $ 30,100 $ 30,100
Assumed interest rate-3 month LIBOR (5.4% on
September 13, 2006) plus 2.00% 7.40% 7.40% 7.40%
Portion of year outstanding 100% 50% 50%
Calculated interest $ 2,227 $ 1,114 $ 1,114
An increase or decrease of 25 basis points in interest rate
would result in an interest expense increase or decrease of $ 75 $ 38 $ 38
42
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(5) Represents interest on our private placement debt securities, which is calculated as follows:

Six Months Six Months

Year Ended Ended Ended
December 31, June 30, June 30,
2005 2005 2006
Estimated outstanding balance $ 200,000 $ 200,000 $ 200,000
Assumed interest rate-3 month LIBOR (5.4% on
September 13, 2006) plus 2.00% 7.40% 7.40% 7.40%
Portion of year outstanding 100% 50% 50%
Calculated interest $ 14,800 $ 7,400 $ 7,400
An increase or decrease of 25 basis points in interest rate
would result in an interest expense increase or decrease of $ 500 $ 250 $ 250

(6) Represents amortization of deferred financing costs over the term of the new financing arrangements.

(j) Represents the statutory federal, and state income tax impact of the adjustment to interest expense (see note (h)).
SUPPLEMENTARY FINANCIAL INFORMATION

The supplementary data specified by Item 302 of Regulation S-K as it relates to SCI s quarterly data is included in
Note 22 to the consolidated financial statements of SCI included in this prospectus. The supplementary data specified
by Item 302 of Regulation S-K as it relates to Alderwoods quarterly data is included in Note 23 to the consolidated
financial statements of Alderwoods included in this prospectus.

RATIO OF EARNINGS TO FIXED CHARGES OF SCI
(In thousands, except ratio amounts)

Six Months
Ended Years Ended December 31,
June 30,

2006 2005 2005 2004 2003 2002 2001

Ratio (earnings divided by fixed charges) 2.47 2.16 1.73 1.81 1.60 A A

A. During the years ended December 31, 2002 and 2001, the ratio coverage was less than 1:1. In order to achieve a
coverage of 1:1, the Company would have had to generate additional income from continuing operations before
income taxes and cumulative effect of accounting changes of $128,922 and $393,356 for the years ended
December 31, 2002 and 2001, respectively.
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MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis should be read in conjunction with and is qualified in its entirety by
reference to the consolidated financial statements and related notes of SCI and Alderwoods included elsewhere in this
prospectus. Except for historical information, the discussion in this section contains forward-looking statements that
involve risks and uncertainties, including, but not limited to, those described in the Risk factors section of this
prospectus. Future results could differ materially from those discussed below. See the discussion under the caption

Cautionary Statements Regarding Forward-Looking Statements .

On April 2, 2006, SCI executed a definitive merger agreement pursuant to which, subject to the terms and
conditions set forth therein, it expects to acquire all outstanding shares of Alderwoods Group, Inc., or Alderwoods.
We refer to the acquisition and the related transactions, including the issuance of notes offered in a private
placement, the issuance of debt securities in a private placement, the borrowings under our new senior credit facility,
the repayment of certain existing indebtedness of SCI and Alderwoods and the divestitures, collectively as the

transactions. The transactions do not include the exchange offer that is the subject of this prospectus. The
following discussion and analysis of our financial condition and results of operations covers periods prior to the
consummation of the acquisition. Accordingly, the discussion and analysis of historical periods does not reflect the
significant impact that the acquisition will have on us, including significantly increased leverage.

For purposes of this prospectus, unless the context otherwise indicates or as otherwise indicated, the term:

SCI refers to Service Corporation International and its subsidiaries prior to the acquisition;
Alderwoods refers to the Alderwoods Group, Inc. and its subsidiaries, and

the Company, us, we, our, or ours referto SCI, together with its subsidiaries, including
Alderwoods, immediately after giving effect to the transactions.
Overview

We are North America s leading provider of deathcare products and services, with a network of funeral homes and
cemeteries unequalled in geographic scale and reach. We hold leading positions in each of the U.S. and Canada and,
giving pro forma effect to the acquisition, we estimate that we represented approximately 14% of the funeral and
cemetery services business in North America based on 2005 industry revenues, which was approximately five times
the share of our next largest North American competitor.

On April 2, 2006, SCI entered into a definitive merger agreement pursuant to which it expects to acquire
Alderwoods for $20.00 per share in cash, resulting in a total purchase price of approximately $1.2 billion, which
includes the refinancing of approximately $351.7 million and the assumption of $6.5 million of Alderwoods debt.
Upon completion of the acquisition, we intend to focus on the near-term reduction of our outstanding indebtedness to
our long-term target levels. Through the application of operating cash flow and proceeds from asset sales to retire
pre-payable debt, we expect to reduce our outstanding debt to approximately $1.7 billion within the next several years.

Our strategy to deliver profitable growth is supported by three structural components, and the acquisition of
Alderwoods is consistent with each of those components:

Approach business by customer category the acquisition provides increased exposure to key demographic and
customer segments.

Utilize scale and drive operating discipline the acquisition provides additional economies of scale.

Manage the footprint the acquisition provides an increased presence across North America.
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We derive a majority of our revenues from the sale of funeral related merchandise and services. Funeral
merchandise includes caskets, burial vaults, cremation receptacles, flowers, and other ancillary products. Funeral
services include preparation and embalming, cremation, and the use of funeral facilities and vehicles, as well as
assisting customers with many of the legal and administrative details related to funerals. Funeral revenues also include
revenues generated by our wholly owned subsidiary, Kenyon International Emergency Services (Kenyon), which
provides disaster management services in mass fatality incidents. Revenues and gross profits associated with Kenyon
are subject to significant variation due to the nature of its operations. On a pro forma basis giving effect to the
transactions, revenues generated from the sale of funeral related merchandise and services were $1.6 billion or 66.6%
of total net revenues for the fiscal year ended December 31, 2005 and $781.6 million or 66.2% of total net revenues
for the six months ended June 30, 2006. We sell a significant portion of our funeral services on a preneed basis,
whereby a customer contractually agrees to the terms of a funeral to be performed in the future. On a pro forma basis
giving effect to the transactions, approximately $463.3 million or 29.4% of our total funeral revenues in the fiscal year
ended December 31, 2005 and approximately $231.7 million or 29.6% of our total funeral revenues in the six months
ended June 30, 2006 were made on a preneed basis in prior periods.

We also generate revenue from the sale of cemetery related property, merchandise and services. Our cemeteries
sell cemetery property interment rights including lots, mausoleum spaces, lawn crypts, and spaces in cremation
gardens. Our cemeteries also perform interment services (primarily merchandise installation and burial openings and
closings) and provide management and maintenance of cemetery grounds. Cemetery merchandise includes items such
as stone and bronze memorials, burial vaults, and casket and cremation memorialization products. On a pro forma
basis giving effect to the transactions, revenues generated from the sale of cemetery related property, merchandise,
and services were $695.2 million or 29.4% of total net revenues for the fiscal year ended December 31, 2005 and
$353.0 million or 29.9% of total net revenues for the six months ended June 30, 2006. Cemetery sales are also often
made on a preneed basis. On a pro forma basis giving effect to the transactions, approximately $360.4 million or
51.9% of our total cemetery revenues in the fiscal year ended December 31, 2005 and approximately $176.9 million
or 50.1% of our total cemetery revenues in the six months ended June 30, 2006 were made on a preneed basis in prior
periods.

Alderwoods insurance company sells a variety of insurance products, primarily for the funding of preneed
funerals. On a pro forma basis giving effect to the transactions, revenues generated from the sale of insurance products
were $95.0 million or 4.0% of total net revenues for the fiscal year ended December 31, 2005 and $46.3 million or
3.9% of total net revenues for the six months ended June 30, 2006.

At June 30, 2006, on a pro forma basis giving effect to the transactions, we owned and operated 1,438 funeral
homes and 235 cemeteries in 46 states, eight Canadian provinces, the District of Columbia, and Puerto Rico. In 2005,
on a pro forma basis giving effect to the transactions, $2.3 billion or 99.5% of our net sales were generated in North
America. With the acquisition of Alderwoods, we gain entry into five new states in the U.S. and assume the leading
position in Canada. We plan to continue to focus our growth in the future on building an increased presence across
North America.

At June 30, 2006, on a pro forma basis giving effect to the transactions, we owned 243 funeral home/cemetery
locations in which a funeral home is physically located within or adjoining a cemetery operation. Combination
operations allow certain facility, personnel and equipment costs to be shared between the funeral home and cemetery.
Combination locations also create synergies between funeral and cemetery sales personnel and give families added
convenience to purchase both funeral and cemetery products and services at a single location. With the acquisition of
Alderwoods, we will acquire Rose Hills, which is the largest combination operation in the U.S., performing
approximately 5,000 funerals and 9,000 interments per year.

We recognize sales of merchandise and services when the merchandise is delivered or the service is performed.
Sales of cemetery interment rights are recognized when a minimum of 10% of the sales price has been collected and
the property has been constructed or is available for interment.

45

Table of Contents 65



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

Primary costs associated with our funeral service locations include labor costs, facility costs, vehicle costs, and
cost of merchandise. Primary costs associated with our cemeteries include labor costs, selling costs, cost of
merchandise (including cemetery property), and maintenance costs.

Expected Cost Savings Resulting from the Alderwoods Acquisition

Based on current estimates and assumptions, we expect to achieve significant cost savings and other synergies as a
result of the Alderwoods acquisition, principally through the elimination of duplicate information technology systems
and infrastructure, duplicate accounting, finance, legal and other systems, overlapping management, and duplicate
executive and public company costs, as well as through increased purchasing scale. We expect that these cost savings
will have significant effects on our results of operations that are not reflected in the unaudited pro forma combined
financial information included in this prospectus.

We have developed a detailed integration plan and established integration teams of employees at both SCI and
Alderwoods to implement this plan after closing. These teams will work under the direct supervision of integration
leaders, which includes several senior executives that have been designated with the responsibility for developing and
supervising the implementation of the integration plan. We believe that the compatibility of SCI s and Alderwoods
systems and infrastructure will help to minimize integration risk. For example, both companies use the same
point-of-sale software.

Based on current estimates and assumptions, and excluding one-time cash integration costs of approximately
$60 million (which does not include financing fees and other related transaction costs), of which we expect to incur
approximately $30 to $35 million during 2006 and the remainder during 2007, we expect to achieve annual pretax cost
savings of approximately $60 to $70 million within eighteen months of closing the acquisition, with approximately
$15 million of such savings realized within twelve months of closing. The amounts are measured relative to actual
costs incurred by Alderwoods in 2005. These estimated cost savings are comprised of the following:

Estimated Annual
Cost Savings

(Dollars in

millions)
Duplicate systems and infrastructure(a) $ 35
Management structure duplication(b) $ 15
Public company and redundant corporate costs(c) $ 15

(a) Duplicate IT systems and administrative overhead.
(b) Overlapping management and other management restructuring initiatives.

(c) Redundant director fees and expenses, auditor fees, finance, accounting, human resources, and legal costs.

In addition to the $60 to $70 million of cost savings already identified, we believe there is potential for additional
cost saving synergies primarily in the areas of purchasing (primarily caskets) and in the combined company s
management and sale structure approach.

The foregoing cost savings and synergies are based on estimates and assumptions made by us that are inherently
uncertain, though considered reasonable by us. Our expected cost savings and synergies are subject to significant
business, economic and competitive uncertainties and contingencies, all of which are difficult to predict and many of
which are beyond our control. As a result, there can be no assurance that any such cost-savings or synergies will be
achieved. See Risk factors Risks Related to the Acquisition of Alderwoods.
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Factors Affecting Our Results of Operations

Acquisition of Alderwoods

The acquisition of Alderwoods will have a significant impact on our operations. In addition to the effect of
including Alderwoods business in our results after the acquisition is completed, we expect to achieve significant
cost-savings and other synergies as a result of the Alderwoods acquisition. Based on current estimates and
assumptions, we expect to achieve annual pretax cost savings of approximately $60 to $70 million within eighteen
months of closing. We will incur one-time integration and other related costs of approximately $60 million (which
does not include financing fees and other related transaction costs) of which we expect to incur $30 to $35 million
during 2006 and the remainder during 2007. In connection with the acquisition and related financings, we will incur
estimated transaction costs of $40.2 million. We will be more highly leveraged and after giving effect to the
transactions, our interest expense will increase by approximately $30.4 million per year. See the discussion above for
further information regarding synergies and costs associated with our acquisition of Alderwoods.

Demographic Factors

More than 70% of all deaths in the United States occur at age 65 and older. In 2004 people aged 65 and older
constituted 12% of the population, according to the U.S. Census Bureau; the U.S. Census Bureau projects that by 2020
the number of Americans aged 65 and older will exceed 16% of the population. We believe these demographic trends
will produce a growing demand for our services.

Nevertheless, the number of annual deaths in North America is expected to remain relatively constant for at least
another decade because of healthier lifestyles and improved medical care.

In 2003 life expectancy in the United States reached 77.6 years, compared with 74.6 years in 1983, according to
the National Center for Health Statistics. Therefore, our near-term strategies do not anticipate any increase in the
number of deaths. Rather, they are designed to increase volume and profitability at existing businesses.

Average Revenue per Funeral Service

Average revenue per funeral service is a primary driver of our funeral revenues. We calculate average revenue per
funeral service by dividing funeral revenue (excluding general agency (GA) revenue, which are commissions we
receive from third-party insurance companies when our customers purchase insurance contracts from them, and
Kenyon revenue) by the number of funeral services performed during the period. SCI s comparable average revenue
per funeral service totaled $4,316 in fiscal 2004, $4,410 in fiscal 2005, and $4,669 during the six months ended
June 30, 2006. The improvement in SCI s average revenue per funeral service is due, in part, to strategic plans initiated
in 2005 and 2006 related to pricing and customer segmentation. Over the last twelve months, SCI has realigned its
pricing away from its product offerings to its service offerings, concentrating on those areas where its customers
believe the most value is added. In early 2006, as a result of its customer segmentation strategy, SCI exited certain
activities that generated very low margins. These initiatives, while reducing funeral case volume, have generated
significant improvements in both average revenue per funeral service and gross margin. We expect these
improvements to continue in the future as we continue to exit other markets and redeploy our resources to more
profitable areas. Alderwoods comparable average revenue per funeral service totaled $4,036 in fiscal 2004, $4,160 in
fiscal 2005 and $4,294 during the twenty four weeks ended June 17, 2006.

Divestitures

SCI has received over $1.9 billion in asset sale proceeds since 2000, divesting over 2,700 funeral homes and
cemeteries. These divestitures included SCI s operations in Europe and South America as well as underperforming
businesses in North America. The majority of these transactions were sales of companies with multiple operating
locations. Alderwoods has received over $228 million in asset sale
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proceeds since 2002, divesting over 250 funeral homes and cemeteries and its non-strategic home service insurance
company.

SCI expects to execute a consent order with the staff of the FTC in connection with the acquisition, which will
identify certain properties the FTC will require us to divest as a result of the acquisition. The consent order will be
subject to approval by the FTC commissioners, which approval is a condition to the consummation of the acquisition.
No final agreement has been reached with any third party concerning the sale of any such assets. We believe the
divestiture of these assets, together with the divestiture of other SCI assets that we have identified for sale, will
generate proceeds of approximately $200 million in the near future, which we expect to use to repay debt. There can
be no assurance that the divestitures described above will be consummated, or if consummated will generate the
proceeds described above. For purposes of the pro forma information in this prospectus the assets to be sold pursuant
to the divestitures have been reclassified on the pro forma balance sheet as assets held for sale and the results of
operations of these assets have been eliminated from the pro forma statement of operations. No pro forma adjustments
have been made to reflect any anticipated gain or loss from the divestitures and no adjustment has been made to
reflect any earnings benefit from the reinvestment of any proceeds from the divestitures or any reduction of debt from
the application of sales proceeds. In addition, after completion of the acquisition, we intend to undertake a
comprehensive review of all our integrated operations and we believe there may be further asset sales in the next six to
18 months.

Preneed Production and Maturities

In addition to selling our products and services to client families at the time of need, we sell price guaranteed
preneed funeral and cemetery trust contracts which provide for future funeral or cemetery services and merchandise.
Since preneed funeral and cemetery services or merchandise will not be provided until some time in the future, most
states and provinces require that all or a portion of the funds collected from customers on preneed funeral and
cemetery contracts be paid into trusts until the merchandise is delivered or the service is performed. In certain
situations, where permitted by state or provincial laws, we post a surety bond as financial assurance for a certain
amount of the preneed funeral or cemetery contract in lieu of placing funds into trust accounts.

The following table reflects our North America backlog of trust funded deferred preneed funeral and cemetery
contract revenues including amounts related to Non-controlling interest in funeral and cemetery trusts at
December 31, 2005 on a combined historical basis. Additionally, we have reflected our North America backlog of
unfulfilled insurance-funded contracts (not included in our consolidated balance sheet) and total North America
backlog of preneed funeral contract revenues at December 31, 2005. The backlog amounts presented are reduced by
an amount that we believe will cancel before maturity based on our historical experience.

The table also reflects our North America trust funded preneed funeral and cemetery receivables and trust
investments associated with our backlog of trust funded deferred preneed funeral and cemetery contract revenues, net
of an estimated cancellation allowance, on a combined historical basis

We believe that the table below is meaningful because it sets forth the aggregate amount of future revenues we
expect to recognize as a result of preneed sales, on a combined historical basis, as well as the amount of assets
associated with those revenues. Because the future revenues exceed the asset amounts, our future revenues will exceed
the amount of cash actually received when the revenues are generated.
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As of December 31, 2005 SCI Alderwoods Total
(Dollars in millions)

Backlog of trust funded deferred preneed funeral revenues $1,495.5 $ 355.2 $1,850.7

Backlog of third-party insurance funded preneed funeral revenues 2,092.1 657.0 2,749.1

Backlog of subsidiary insurance funded preneed funeral revenues 331.6 331.6
Total backlog of preneed funeral revenues $3,587.6 $ 1,343.8 $4,931.4

Assets associated with backlog of trust funded deferred preneed funeral

revenues, net of estimated allowance for cancellation $1,158.7 $ 341.4 $1,500.1

Insurance policies associated with insurance funded deferred preneed

funeral revenues, net of estimated allowance for cancellation 2,092.1 988.6 3,080.7
Total assets associated with backlog of preneed funeral revenues $3,250.8 $ 1,330.0 $4,580.8

Backlog of deferred cemetery revenues $1,644.5 $ 282.8 $1,927.3

Assets associated with backlog of deferred cemetery revenues, net of

estimated allowance for cancellation $1,157.4 $ 314.7 $1,472.1

The market value of funeral and cemetery trust investments was based primarily on quoted market prices at
December 31, 2005. The difference between the backlog and asset amounts represents the contracts for which we have
posted surety bonds as financial assurance in lieu of trusting, the amounts collected from customers that were not
required to be deposited to trust or bonded and allowable cash distributions from trust assets. The table also reflects
the amounts expected to be received from insurance companies through the assignment of policy proceeds related to
insurance funded funeral contracts. For additional information regarding preneed production and maturities, see

Critical Accounting Policies below.

The Trend Toward Cremation

In the deathcare industry, there has been a growing trend in the number of cremations performed in North America
as an alternative to traditional funeral service dispositions. We believe this presents a significant opportunity for our
company, especially since research shows that most people who choose cremation do so for reasons unrelated to cost.
We have been a leading provider of cremation services in North America, with cremation representing approximately
37%, 38% and 39% of our funeral services in 2003, 2004 and 2005, respectively, after giving pro forma effect to the
transactions. While cremation has traditionally resulted in lower gross profits because it reduces casket sales and
because many customers who choose cremation may also decide against purchasing cemetery property, we believe we
can improve revenue and profit trends associated with cremation services by realigning our pricing model and offering
better and more personalized products and services.

Other Matters
SEC Comment Letters

The Staff of the Securities and Exchange Commission ( Staff ) issued a letter ( Comment Letter ) to SCI dated
April 19, 2006, commenting on certain aspects of its initial Annual Report on Form 10-K for the year ended
December 31, 2005. The Staff requested and SCI provided information regarding the treatment of certain accounting
issues. SCI believes that all of the issues raised in the Comment Letter were appropriately addressed, including one
deathcare industry-wide issue related to the reporting of trust-related cash flow activities that is still under review by
the Staff, as discussed below, and SCI has included required disclosures in this prospectus or will include in future
filings to the extent necessary as a result of the SEC s comments.

SCI received follow-up letters from the Staff dated May 19, 2006 and August 8, 2006 requesting additional
information on one matter related to its reporting of trust-related activities in its consolidated statement of cash flows.
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funeral and cemetery merchandise and services trust and cemetery perpetual care trust activity in SCI s consolidated
statement of cash flows. SCI has responded to the Staff s request for additional information. To the best of SCI s
knowledge, this issue remains unresolved with the Staff. Although SCI believes that its consolidated statement of cash
flows is properly presented, there can be no assurance that the Staff will agree with SCI s current presentation.

The Staff issued a Comment Letter to Alderwoods dated May 16, 2006, commenting on certain aspects of its
Annual Report on Form 10-K for the fifty-two weeks ended December 31, 2005 and its Form 10-Q for the fiscal
quarter ended March 25, 2006. The Staff requested and Alderwoods provided, in response letters dated June 16, 2006
and June 23, 2006, information regarding the treatment of certain accounting issues. Alderwoods believes that all of
the issues raised in the Comment Letter were appropriately addressed, including the industry-wide issue related to the
reporting of trust-related cash flow activities discussed above. Although Alderwoods believes that its consolidated
statement of cash flows is properly presented, there can be no assurance that the Staff will agree with Alderwoods
current presentation.

SCI Restatement

In August 2006, SCI restated its previously issued consolidated financial statements as of December 31, 2005 and
2004 and for each of the three years in the period ended December 31, 2005, as well as its unaudited quarterly
financial data for each of the interim periods of 2005 and 2004. The restatement corrected errors related to (1) the
miscalculation of SCI s actuarially determined pension benefit obligation, (2) the accounting for certain leases related
to funeral home properties which were previously accounted for as operating leases but should have been accounted
for as capital leases, and (3) other out-of-period adjustments previously identified by SCI but deemed to be not
material either individually or in the aggregate. For additional information regarding the restatement, see note two to
SCI s annual financial statements included elsewhere in this prospectus.

Results of Operations
SCI

Six Months Ended June 30, 2006 Compared to Six Months Ended June 30, 2005
Management Summary
Key highlights for the six months ended June 30, 2006 included:
SCI s announcement, on April 3, 2006, of the execution of the acquisition agreement;

a 3.1% increase in 2006 comparable funeral and cemetery revenue over the same period in 2005;

an 8.0% increase in comparable average revenue per funeral service compared to the first half of 2005, which
helped to offset a 5.5% decline in comparable funeral services performed;

SCI s receipt and recognition of $7.9 million, or $4.8 million after tax ($0.02 per diluted share), in cemetery
endowment care trust fund income as a result of the resolution of disputes over ownership rights to the funds;

the April 2006 and August 2006 approval by SCI s Board of Directors of a regular quarterly dividend; and

the repurchase of 3.4 million shares of SCI common stock in the second quarter of 2006.
Results of Operations
In the first half of 2006, SCI reported net income of $52.4 million or $0.18 per diluted share. These results were
impacted by net losses on dispositions and impairment charges of $6.7 million after tax ($0.02 per diluted share).
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In the first half of 2005, SCI reported a net loss of $141.1 million or $0.45 per diluted share. These results were
impacted by accounting changes of $187.5 million after tax, losses on the early extinguishment of debt of $9.3 million
after tax, and after tax net losses on dispositions and impairment charges of $3.7 million. During the first half of 2005,
discontinued operations produced $4.3 million of earnings.

Actual Versus Comparable Results
Six Months Ended June 30, 2006 and 2005
The table below reconciles SCI s GAAP results to its comparable, or same store, results for the six months ended
June 30, 2006 and 2005. For purposes of the table below, SCI defines comparable operations (or same store
operations) as those involving locations which were owned for the entire period beginning January 1, 2005 and ending
June 30, 2006. The following tables present operating results for SCI funeral and cemetery locations that were owned
by SCI throughout this period.

Less:
Activity Less:
Associated with Activity
e Associated
Acquisition/ with
Six Months Ended June 30, 2006 Actual New . Dispositions Comparable
Construction

(Dollars in millions)
North America

Funeral revenue $576.7 $ 08  $ 42 $ 5717
Cemetery revenue 290.5 0.7 0.9 288.9
867.2 1.5 5.1 860.6
Other foreign
Funeral revenue 5.9 0.1 6.0
Total revenues $873.1 $ 15  $ 50 §$ 866.6
North America
Funeral gross profits $116.6  $ 03 $ (. $ 117.4
Cemetery gross profits 52.9 0.7 53.6
169.5 0.3 (1.8) 171.0
Other foreign
Funeral gross profits 1.2 (0.1) 1.3
Total gross profit $170.7  $ 03 $ (9 $ 1723
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Less: Activity
Associated with
Six Months Ended June 30, 2005 Actual Dispositions Comparable

(Restated) (Restated)
(Dollars in millions)
North America

Funeral revenue $ 598.1 $ 28.8 $ 569.3
Cemetery revenue 275.2 10.2 265.0
873.3 39.0 834.3
Other foreign
Funeral revenue 6.0 6.0
Total revenues $ 879.3 $ 39.0 $ 840.3
North America
Funeral gross profits $ 130.1 $ 3.3 $ 126.8
Cemetery gross profits 40.0 0.1 40.1
170.1 32 166.9
Other foreign
Funeral gross profits 0.7 0.7
Total gross profit $ 170.8 $ 3.2 $ 167.6

The following table provides the data necessary to calculate SCI s comparable average revenue per funeral service
in North America for the six months ended June 30, 2006 and 2005. SCI calculates average revenue per funeral
service by dividing adjusted comparable North America funeral revenue by the comparable number of funeral services
performed in North America during the period. In calculating average revenue per funeral service, SCI excludes GA
revenues and revenues from its Kenyon subsidiary in order to avoid distorting its funeral case volume averages.

Six Months Ended
June 30,
2006 2005
(Restated)

(Dollars in millions,
except average revenue
per funeral service)

Comparable North America funeral revenue $ 5717 $ 569.3
Less: GA revenues(1) 16.7 13.8

Kenyon revenues(2) 1.9 13.4
Adjusted Comparable North America funeral revenue $ 5531 $ 542.1
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Comparable North America funeral services performed:

Preneed 40,073
Atneed 78,384
Total 118,457

Comparable North America average revenue per funeral service:

Preneed $ 4,516
Atneed 4,748
Total 4,669
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41,341
84,026

125,367
4,244

4,363
4,324
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(1) GA revenues are commissions we receive from third-party insurance companies when customers purchase
insurance contracts from such third-party insurance companies to fund funeral services and merchandise at a
future date.

(2) Kenyonis SCI s disaster response subsidiary that engages in mass fatality and emergency response services.
Revenues and gross profits associated with Kenyon are subject to significant variation due to the nature of its
operations.

Preneed average revenues in the above table represent average comparable revenues recognized for funeral
services performed during the six months ended June 30, 2006 pursuant to preneed contractual arrangements made
prior to the time of death and, therefore, previously reflected as Deferred preneed funeral revenues.

Funeral results

Consolidated Funeral Revenue

Consolidated revenues from funeral operations were $582.6 million in the first half of 2006 compared to
$604.1 million in the first half of 2005. Higher average revenue per funeral service and an increase of floral revenues
of approximately $6.2 million were more than offset by a decline in funeral services performed. This decline was
primarily attributable to a decrease in funeral properties as a result of SCI s efforts to dispose of non-strategic
locations. SCI also believes the decline reflects a decrease in the number of deaths. Additionally, Kenyon s revenue
fell $11.5 million from $13.4 million to $1.9 million, as Kenyon was not involved in any mass fatality incidents in the
first half of 2006.

Comparable Funeral Revenue

North America comparable funeral revenue increased $2.4 million in the first half of 2006 compared to the first
half of 2005 reflecting higher average revenue per funeral service and an increase of floral revenues. GA revenue
increased $2.9 million, or 21.0%, in the first half of 2006 as a result of a shift in the types of insurance contracts sold.
These improvements were partially offset by a decline in comparable funeral volume coupled with the $11.5 million
decrease in Kenyon s revenue, as Kenyon was not involved in any mass fatality incidents in the first half of 2006.

Funeral Case Volume

The overall success of SCI s strategic pricing initiative was partially offset by a 5.5% decrease in comparable
funeral volume in the first half of 2006 compared to the first half of 2005. SCI believes this decline reflects a decrease
in the number of deaths within the markets where it competes due, in part, to an unusually warm winter season in the
first quarter of 2006. The decline in deaths was particularly pronounced in the Northeast United States where SCI has
a high concentration of operations. Also impacting the decline in volume were certain local business decisions to exit
unprofitable business relationships and activities. SCI will continue to evaluate existing relationships and may
ultimately choose to exit certain relationships as it maintains focus on its strategy. The cremation rate was 41.3% in
the first half of 2006 compared to 40.7% in the same period of 2005.

Average Revenue per Funeral

Despite a 60 basis point increase in cremation rates, SCI s focus on strategic pricing and aligning its resources with
its customer segmentation strategy over the preceding twelve months resulted in an increase in comparable average
revenue per funeral service of 8.0%, or $345 per funeral service (approximately 6.6% or $283 per service excluding a
floral revenue increase) over the prior year. Over the past year, SCI has realigned its pricing away from product
offerings to its service offerings, reflecting its competitive advantage and concentrating on those areas where SCI s
customers believe SCI adds the most value. As a result of the communication of SCI s future customer segmentation
strategy in the fall of 2005, SCI also made local strategic business decisions to exit certain relationships that generated

very low gross margin
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percentages. These initiatives, while reducing SCI s funeral cash volumes, have generated significant improvements in
average revenue per funeral service. SCI expects these improvements to continue in the future as it redeploys its
resources to more profitable areas.

Consolidated Funeral Gross Profit

Consolidated funeral gross profits decreased $13.0 million in the first half of 2006 compared to the same period of
2005 as the funeral revenue increases described above were more than offset by increases in merchandise and floral
costs. Kenyon s operations negatively impacted gross profit by $3.5 million compared to the prior year.

Comparable Funeral Gross Profit

Comparable North America funeral gross profit decreased $9.4 million or 8.0% in the first half of 2006 versus the
same period of 2005. The comparable funeral gross margin percentage decreased to 20.6% compared to 22.3% in
2005. The revenue increases described above were more than offset by increases in floral and merchandise costs. In
addition, Kenyon s operations decreased $3.5 million compared to the prior period.
Cemetery Results

Consolidated Cemetery Revenue

Consolidated revenues from SCI s cemetery operations increased $15.3 million, or 5.6%, in the first half of 2006
compared to the same period of 2005. The increase primarily resulted from higher atneed revenues and increased
recognition of preneed merchandise and service sales in the first half of 2006 compared to the prior year period. Also
contributing to the increase was a $7.9 million increase in trust fund income.

Comparable Cemetery Revenue

North America comparable cemetery revenue increased $23.9 million or 9.0% compared to the first half of 2005.
The increase primarily resulted from higher atneed revenues and increased recognition of preneed merchandise and
service sales in the first half of 2006 compared to the prior year period. Also contributing to the increase was the
receipt and recognition of $7.9 million of trust fund income coupled with increased recognition of merchandise and
services.

Consolidated Cemetery Gross Profits

Consolidated cemetery gross profits increased $12.9 million, or 32.3%, in the first half of 2006 compared to the
first half of 2005. Cemetery gross margins, which included $13.2 million in trust fund proceeds received in the second
quarter of 2006, increased 25.5% to 18.2%. These improvements were also a result of increases in trust fund income
and lower sales and commission expense partially offset by higher maintenance and administrative costs within SCI s
cemetery operations.

Comparable Cemetery Gross Profits

North America comparable cemetery gross profits increased $13.5 million in the first half of 2006 compared to the
same period of 2005. The comparable cemetery gross profit percentage increased to 18.6% in the first half of 2006
from 15.1% in the first half of 2005. These improvements were a result of increases in trust fund income and lower
sales and commission expense partially offset by higher maintenance and administrative costs within SCI s cemetery
operations.
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Other Financial Statement Items

General and Administrative Expenses

General and administrative expenses were $42.9 million in the first half of 2006 compared to $42.2 million in the
first half of 2005. Increased costs associated with the expensing of stock options, which totaled $2.5 million (pretax),
were essentially offset by a decrease in salaries and bonuses. SCI expects stock option expense in the remaining half
of 2006 to be approximately $1.6 million in the aggregate.

Interest Expense

Interest expense increased 4.1% to $53.3 million in the first half of 2006, compared to $51.2 million in the first
half of 2005. The increase of $2.1 million reflects the modification of the contractual terms of certain transportation
leases in January 2006, which resulted in additional interest expense related to these newly reclassified capital leases.
Also included in interest expense in the first half of 2006 is $1.4 million of additional interest related to SCI s senior
unsecured 7.00% notes due June 15, 2017. Cash interest paid during the first half of 2006 was $48.1 million compared
to $49.9 million in the first half of 2005. For additional information, see notes six and ten to SCI s interim financial
statements included elsewhere in this prospectus.

Interest Income

Interest income of $12.8 million in the first half of 2006 increased $4.8 million compared to the same period of
2005, reflecting the increase in SCI s cash balances invested in commercial paper and higher interest returns.

Other Income (Expense), Net

Other income (expense), net was a $4.0 million gain in the first half of 2006, compared to an expense of
$0.6 million in the first half of 2005. The components of other income (expense) for the periods presented are as
follows:

Cash overrides received from a third party insurance provider related to the sale of insurance funded preneed
funeral contracts were $3.1 million in the first half of 2006 and $3.1 million in the same period of 2005.

Surety bond premium costs were $2.0 million in the first half of 2006 and 2005.
Favorable adjustments to SCI s allowance on notes receivable were $1.9 million in the first half of 2006.

The remaining income of $1.0 million in the first half of 2006 and expense of $1.7 million in the same period of
2005 are primarily attributable to net gains and losses related to foreign currency transactions.
(Provision) Benefit for Income Taxes
The consolidated effective tax rate in the first half of 2006 resulted in a provision of 37.3%, compared to 39.1% in
the same period of 2005. The 2006 and 2005 tax rates were negatively impacted by permanent differences between the
book and tax bases of North America asset dispositions.
Weighted Average Shares
The diluted weighted average number of shares outstanding was 297.8 million in the first half of 2006, compared
to 312.0 million in the same period of 2005. The decrease in 2006 versus 2005 reflects SCI s share repurchase program
initiated during 2005.
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Years Ended December 31, 2005, 2004 and 2003
Management Summary

By the end of 2005, SCI had made substantial progress toward its goal of selling non-strategic or underperforming
businesses. From 2003 to 2005, SCI sold or discontinued more than 1,200 locations, including over 200 in North
America and all of its locations in France and South America. As a result, SCI s revenues have decreased from
$2.3 billion in 2003 to $1.7 billion in 2005. However, during this same period SCI s gross profit margin improved to
17.4% from 15.4% and its operating cash flow continued to improve. Other key highlights during this three year
period include:

a $500 million reduction of debt,
a $450 million cash balance at December 31, 2005,

investment of more than $335 million in share repurchases which reduced SCI s outstanding shares by
47.7 million, and

payment of a quarterly dividend.
Results of Operations

In 2005, SCI reported a net loss of $127.9 million or $0.42 per diluted share. These results were impacted by large
non-recurring items that decreased earnings, including accounting changes of $187.5 million, net losses on asset sales
of $31.2 million, and losses on the early extinguishment of debt of $9.3 million, partially offset by an income tax
benefit of $11.9 million. During 2005, discontinued operations produced $4.1 million of earnings.

In 2004, SCI reported net income of $110.7 million or $0.34 per diluted share. These results were also impacted
by large non-recurring items that decreased earnings, including accounting changes of $50.6 million, losses on the
early extinguishment of debt of $10.5 million, and settlements of significant litigation matters of $38.7 million. These
reductions to earnings were offset by net gains on asset sales of $53.2 million, an income tax benefit of $7.9 million
and interest from a note receivable of $2.7 million. During 2004, discontinued operations produced $41.6 million of
earnings.

In 2003, SCI reported net income of $85.1 million or $0.28 per diluted share. These results were also impacted by
large non-recurring items that decreased earnings including $61.0 million in expenses related to outstanding litigation
matters and other operating expenses related to severance costs of $5.9 million, partially offset by a $32.7 million net
gain on dispositions and $15.8 million in earnings from discontinued operations.
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Actual Versus Comparable Results

Years Ended December 31, 2005, 2004 and 2003

The table below reconciles SCI s GAAP results to its comparable, or same store, results for the years ended
December 31, 2005, 2004 and 2003. For purposes of the table below, SCI defines comparable operations (or same
store operations) as those that were owned for the entire period beginning January 1, 2003 and ending December 31,
2005. The following tables present operating results for SCI funeral and cemetery locations that were owned by SCI

all three years.

Year Ended December 31, 2005

North America
Funeral revenue
Cemetery revenue

Other foreign
Funeral revenue
Cemetery revenue

Total revenues

North America
Funeral gross profits
Cemetery gross profits

Other foreign
Funeral gross profits
Cemetery gross profits

Total gross profit

Actual
(Restated)
$ 1,143.6
560.3
1,703.9

11.7
0.1

11.8

$ 1,715.7
$ 2147
81.9
296.6

1.5

1.5

$ 298.1

57

Less:
Activity
Associated . .
with Less: Activity
Acquisition/New ASSO?lated
with
Construction Dispositions

(Dollars in millions)

$ 26 $
1.1
3.7

$ 37 $

$ 01 %
0.6
0.5

$ 05 $

36.3
11.3

47.6

0.1

0.1

47.7

1.7
1.7

Comparable

(Restated)
$ 1,104.7
547.9
1,652.6

11.7

11.7

$ 1,664.3
$ 213.1
83.0

296.1

1.5

1.5

$ 2976
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Less:
Activity
Associated . .
with Less: Activity
. Associated
Acquisition/New with
Year Ended December 31, 2004 Actual Construction Dispositions
(Restated)
(Dollars in millions)
North America
Funeral revenue $ 1,120.1 $ 0.7 $ 71.8
Cemetery revenue 570.1 19.8
1,690.2 0.7 91.6
Other foreign
Funeral revenue 139.7 127.3
Cemetery revenue 1.3 1.3
141.0 128.6
Total revenues $ 1,831.2 $ 0.7 $ 220.2
North America
Funeral gross profits $ 2147 $ 02 $ 7.0
Cemetery gross profits 102.1 (1.1
316.8 0.2) 5.9
Other foreign
Funeral gross profits 13.1 11.6
Cemetery gross profits 0.1 0.1
13.2 11.7
Total gross profit $ 3300 $ 02 $ 17.6
58

Comparable
(Restated)
$ 1,047.6

550.3
1,597.9

12.4

12.4

$ 1,610.3
$ 207.9
103.2

311.1

1.5

1.5

$ 3126
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Less:
Activity

Associated . .
with Less: Activity
‘e Associated

Acquisition/New with
Year Ended December 31, 2003 Actual Construction Dispositions Comparable
(Restated) (Restated)

(Dollars in millions)
North America

Funeral revenue $ 1,143.9 $ 0.4 $ 96.5 $ 1,047.0
Cemetery revenue 572.2 20.5 551.7
1,716.1 0.4 117.0 1,598.7
Other foreign
Funeral revenue 595.9 584.6 11.3
Cemetery revenue 1.2 1.2
597.1 585.8 11.3
Total revenues $ 2,313.2 $ 0.4 $ 702.8 $ 1,610.0
North America
Funeral gross profits $ 2026 $ o.1nH $ 8.8 $ 193.9
Cemetery gross profits 82.4 4.5 77.9
285.0 (0.1) 13.3 271.8
Other foreign
Funeral gross profits 71.1 68.2 2.9
Cemetery gross profits 0.1 0.1
71.2 68.3 29
Total gross profit $ 3562 $ 0.1) $ 81.6 $ 2747

The following table provides the data necessary to calculate SCI s comparable average revenue per funeral service
in North America for the years ended December 31, 2005, 2004 and 2003. SCI calculates average revenue per funeral
service by dividing adjusted comparable North America funeral revenue by the comparable number of funeral services
performed in North America during the period. In calculating average revenue per funeral service, SCI excludes
General Agency (GA) revenues and revenues from its Kenyon subsidiary in order to avoid distorting SCI s averages of
normal funeral case volume.

Year Ended December 31, 2003 2004 2005

(Restated)
(Dollars in millions, except average
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revenue per funeral service)

Comparable North America funeral revenue $ 1,047.0 $ 1,047.6
Less: GA revenues(1) 26.2 27.8

Kenyon revenues(2) 12.0 34
Adjusted Comparable North America funeral revenue $ 1,008.8 $ 1,016.4
Comparable North America funeral services performed 239.5 235.5
Comparable North America average revenue per funeral service $ 4212 $ 47316

$

$

$

1,104.7
27.7
23.9

1,053.1

238.8
4,410

(1) GA revenues are commissions we receive from third-party insurance companies when customers purchase
insurance contracts from such third-party insurance companies to fund funeral services and merchandise at a

future date.

(2) Kenyonis SCI s disaster response subsidiary that engages in mass fatality and emergency response services.
Revenues and gross profits associated with Kenyon are subject to significant variation due to the nature of its

operations.
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Funeral Results

Consolidated Funeral Revenue

Consolidated revenues from funeral operations declined by $104.5 million in 2005 compared to 2004 primarily
due to the sale of funeral operations in France which contributed $127.3 million in revenues during 2004. The
decrease in revenues related to SCI s former French operations was offset by an increase in North America revenues of
$23.5 million. This increase was primarily due to an increase in Kenyon s revenues of $20.4 million over prior year
resulting from disaster management services provided in Asia, Greece and the U.S. gulf coast. Consolidated funeral
revenues in 2004 decreased $480.0 million compared to 2003, largely because of the March 2004 disposition of
funeral operations in France, which represented $457.3 million of the decline.

North America comparable revenue increased in 2005 $57.1 million over 2004. Increases in Kenyon revenue as
described above contributed $20.5 million of the increase. The remaining increase was primarily a result of an
increase in comparable atneed revenue resulting from an increase in funeral volume and a higher average revenue per
funeral. Comparable funeral revenue in North America in 2004 increased by $0.6 million, or less than 1%, from 2003
levels, primarily due to an $8.6 million decrease in Kenyon revenue from 2003 disaster management services related
to the World Trade Center disaster and a decline in funeral volume, which were more than offset by an increase in the
average revenue per funeral service and an increase in GA revenue.

Funeral Case Volume

North America comparable funeral volume increased in 2005 compared to 2004. This increase included a 4.8%
increase in cremations and a relatively stable number of traditional interments which resulted from increased volume
due, in part, to marketing initiatives implemented in 2005. The funeral volumes of SCI s comparable locations in North
America were 1.7% less in 2004 than in 2003. Over time, SCI believes the decline in the number of deaths will
stabilize because of the aging population.

Average Revenue per Funeral

Part of the increase in North America comparable funeral operating revenue in 2005 described above was driven
by a 2.2% increase in average revenue and a 1.4% increase in volume. The North America comparable average
revenue per funeral service increased 2.5% in 2004 as compared to 2003. Of the total comparable funeral services
performed in 2005, 40.2% were cremation services in 2005 versus 38.9% in 2004 and 37.6% in 2003. Average
revenue per North America comparable funeral service was favorably impacted in 2005 by SCI s strategic pricing
realignment initiative in the last half of the year.

Consolidated Funeral Gross Profit

Consolidated funeral gross profits decreased $11.6 million in 2005, primarily due to an $11.6 million decline
related to the disposition of SCI s French operations in March 2004. In 2004, consolidated funeral gross profits
decreased $45.9 million from 2003, primarily because of a $56.7 million decline related to the disposition of French
operations early in 2004. Gross profits from the French funeral operations were $11.6 million through March 2004
when compared to $68.3 million for the full year of 2003.

SCI s comparable North America funeral gross profit improved $5.2 million (2.5%) in 2005 versus 2004; however,
the comparable funeral gross margin percentage decreased to 19.3% compared to 19.8% in 2004. Despite the
improved revenues discussed above, margin percentages declined because of increased costs, which included a
$4.7 million effect from SCI s change in accounting for deferred selling costs as well as inflationary increases in
merchandise costs, increases in group health and pension costs, and increased costs related to SCI s trust reconciliation
projects and Sarbanes-Oxley compliance activities. Comparable funeral gross profits from operations in North
America increased $14.0 million in 2004 compared to 2003 despite a decline in North America comparable funeral
revenues. This increase was a result of reduced overhead costs and lower pension expenses, which were partially
offset by declines in
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revenue from Kenyon. The comparable funeral gross margin percentage improved to 19.8% in 2004, compared to
18.5% in 2003.
Cemetery Results

Consolidated Cemetery Revenue

Consolidated cemetery revenues decreased $11.0 million in 2005 versus 2004 due to a $9.8 million decline in
North America operations. The decrease was primarily due to a decrease in the number of SCI s North America
properties as a result of SCI s continued effort to dispose of non-strategic locations. Consolidated cemetery revenues in
2004 were slightly below 2003.

North America comparable cemetery revenue decreased $2.4 million or 1.0% compared to 2004. This decrease
primarily resulted from declines associated with constructed cemetery property and interest on trade receivables.
Decreases in interest on trade receivables resulted from an increase in the number of contracts that were not financed,
increased down payments, and shorter financing terms. North America comparable cemetery revenue in 2004 was
relatively flat compared to 2003.

Consolidated Cemetery Gross Profits

Consolidated cemetery gross profits decreased $20.3 million in 2005 as compared to 2004. These declines were
due to the decrease in revenue discussed above, coupled with a $9.5 million negative impact from our change in
accounting related to deferred selling costs. In 2004, consolidated cemetery gross profits increased $19.7 million from
2003, which resulted primarily from a reduction in North America overhead costs, pension expenses and maintenance
expenses.

North America comparable cemetery gross profits decreased $20.2 million in 2005 compared to 2004 due to the
decrease in revenue and the change in accounting for deferred selling costs described above. The comparable
cemetery gross margin percentage decreased to 15.1% in 2005 from 18.8% in 2004. North America comparable
cemetery gross margin increased $25.3 million (32.5%) in 2004 compared to 2003. Gross margin percentages
improved from 14.1% to 18.8% for the same period. These improvements were driven by increased revenues as
discussed above and reductions in overhead costs, pension expenses and maintenance expenses due to increased focus
on SCI s cost structure.

Other Financial Statement Items

General and Administrative Expenses

General and administrative expenses were $84.8 million in 2005 compared to $130.9 million in 2004 and
$178.1 million in 2003. Included in 2004 and 2003 are expenses associated with the settlement of certain significant
litigation matters. SCI recognized litigation expenses (net of insurance recoveries of $1.6 million in 2004 and
$25.0 million in 2003) of $61.1 million in 2004 compared to $95.2 million in 2003. Additionally, in 2003 SCI
recognized approximately $14 million of accelerated amortization expense related to its former information
technology systems that were replaced beginning in the second half of 2003.

Excluding litigation expenses and accelerated system amortization costs in all periods, general and administrative
expenses in 2005 were $84.8 million compared to $69.8 million in 2004 and $68.9 million in 2003. Increased costs
associated with Sarbanes-Oxley compliance efforts were partially offset by reductions in information technology and
other overhead expenses.

Gains and Impairment (Losses) on Dispositions, Net

In 2005, SCI recognized a $26.1 million net pretax loss from impairments. This loss was primarily associated with
the disposition of underperforming funeral and cemetery businesses in North America (including the $30.0 million
impairment of assets sold to StoneMor Partners LP in the third quarter of
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2005). The net loss was partially offset by the release of approximately $15.6 million in indemnification liabilities
primarily related to the 2004 sales of SCI s United Kingdom and French operations.

In 2004, SCI recognized a $25.8 million net pretax gain from its disposition activities, including a $41.2 million
gain from the sale of its equity and debt holdings in its former United Kingdom operations and a $6.4 million gain
from the disposition of its French funeral operations. These gains were partially offset by net losses associated with
various dispositions in North America. In 2003, SCI recognized a net pretax gain of $50.7 million primarily related to
the sale of its equity holdings in its former operations in Australia and Spain. For further information regarding gains
and impairment losses on dispositions see note twenty to SCI s annual financial statements included elsewhere in this
prospectus.

Interest Expense

Interest expense decreased to $103.7 million in 2005, compared to $119.3 million in 2004 and $140.0 million in
2003. The decline of $36.3 million, or 25.9%, in interest expense between 2003 and 2005 reflects SCI s improved
capital structure. Between 2003 and 2005, SCI reduced its total debt by more than $500 million by generating
improved operating cash flows and through its successful asset divestiture programs, which produced more than
$750 million in net cash proceeds.

Interest Income

Interest income of $16.7 million in 2005, compared to $13.5 million in 2004, reflects the increase in SCI s cash
balance invested in commercial paper, which contributed $7.2 million. This increase was offset by $4.5 million of
reduced interest income related to a note receivable from SCI s former investment in a United Kingdom company
collected in full in 2004. Interest income of $13.5 million in 2004 was up from the $6.2 million reported in 2003
primarily due to interest income from SCI s former investment in a United Kingdom company discussed above.

(Loss) Gain on Early Extinguishment of Debt, Net

During 2005, SCI purchased $16.6 million aggregate principal amount of its 7.70% notes due 2009 in the open
market, and $0.3 million aggregate principal amount of its 6.00% notes due 2005 in the open market. Also during
2005, SCI redeemed $130.0 million aggregate principal amount of its 6.875% notes due 2007 and $139.3 million
aggregate principal amount of its 7.20% notes due 2006 pursuant to a tender offer for those notes. As a result of these
transactions, SCI recognized a loss of $14.3 million, which is comprised of the redemption premiums paid of
$12.2 million and the write-off of unamortized debt issuance costs of $2.1 million, recorded in Loss (gain) on early
extinguishment of debt in SCI s consolidated statement of operations during the year ended December 31, 2005.

In 2004, SCI extinguished $200.0 million aggregate principal amount of the 6.00% notes due 2005, pursuant to a
tender offer for those notes. SCI also purchased $8.7 million aggregate principal amount of the 6.00% notes due 2005
in the open market. The holders of $221.6 million of SCI s 6.75% convertible subordinated notes due 2008 converted
their holdings to equity in June 2004, pursuant to the terms of the notes. Simultaneously, SCI redeemed the remaining
outstanding $91.1 million of the notes. As a result of these transactions, SCI recognized a loss on the early
extinguishment of debt of $16.8 million recorded in (Loss) gain on early extinguishment of debt in the consolidated
statement of operations during the year ended December 31, 2004.

Other Income, Net

Other income, net was $2.8 million in 2005, compared to $9.7 million in 2004 and $8.3 million in 2003. The
components of other income for the years presented are as follows:

Cash overrides received from a third party insurance provider related to the sale of insurance funded preneed
funeral contracts were $6.0 million in 2005, compared to $6.3 million in 2004 and $5.6 million in 2003.
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Surety bond premium costs were $3.6 million in 2005, compared to $4.0 million in 2004 and $4.1 million in
2003.

The remaining income of $0.4 million in 2005, income of $7.4 million in 2004, and income of $6.8 million in
2003 are primarily attributable to net gains and losses related to foreign currency transactions.

(Provision) Benefit for Income Taxes

SCI s consolidated effective tax rate in 2005 resulted in a provision of 37.5%, compared to a benefit of 6.8% in
2004 and a provision of 27.6% in 2003. The 2005 tax rate was negatively impacted by permanent differences between
the book and tax bases of North America asset dispositions and was partially offset by state net operating loss
benefits. The 2004 tax rate was favorably impacted by tax benefits resulting from the disposition of our operations in
France and the United Kingdom and from state net operating losses realized in 2004. The tax benefits from
dispositions result from differences between book and tax bases and from the reversal of tax liabilities that were then
recorded as warranty indemnification liabilities.

Weighted Average Shares

The weighted average number of shares outstanding was 306.7 million in 2005, compared to 344.7 million in 2004
and 300.8 million in 2003. The decrease in 2005 versus 2004 was mainly due to SCI s share repurchase program,
which began in the third quarter of 2004. The increase in 2004 versus 2003 was mainly due to the conversion of SCI s
convertible senior notes in June 2004, which resulted in the issuance of approximately 32.0 million shares. The
assumed conversion of the notes was antidilutive in 2003. The remaining share increase in 2004 was related to dilutive
outstanding stock options and the contribution of common stock to SCI s 401(k) retirement plan, which was partially
offset by share repurchases. Effective January 1, 2005, SCI began contributing cash to fund its matching contribution
to its 401(k) retirement plan and discontinued funding through the use of common stock.
Alderwoods

The operations of Alderwoods comprise three businesses: funeral activities, cemetery activities and an insurance
business in support of its preneed funeral business. Additional segment information is provided in note 7 to
Alderwoods interim financial statements and note 16 to Alderwoods annual financial statements included elsewhere in
this prospectus.

Alderwoods fiscal year ends on the Saturday nearest to December 31 in each year (whether before or after such
date). Alderwoods first and second fiscal quarters each consist of 12 weeks and its third fiscal quarter consists of
16 weeks. In order to cause Alderwoods fourth fiscal quarter to end on the same day as the fiscal year, its fourth fiscal
quarter consists of 13 weeks rather than 12 weeks in certain years. Therefore, this prospectus includes Alderwoods
annual financial statements as of and for the fifty-two weeks ended December 31, 2005, the fifty-two weeks ended
January 1, 2005, and the fifty-three weeks ended January 3, 2004, and its interim financial statements as of and for the
twenty-four weeks ended June 17, 2006 and June 18, 2005.
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Twenty-four Weeks Ended June 17, 2006 Compared to Twenty-four Weeks Ended June 18, 2005.
Certain information from continuing operations for the 24 weeks ended June 17, 2006, and 24 weeks ended
June 18, 2005, is summarized in the following table:

Increase (Decrease)
Twenty-Four Weeks Ended
Continuing Operations: June 17, 2006 June 18, 2005 Amount  Percentages

Funeral other information

Number of funeral services performed 53,247 56,735 (3,488) (6.1)%
Number of same site funeral services
performed 53,070 55,073 (2,003) (3.6)%
Average revenue per funeral service $ 4,294 $ 4,133 $ 16l 3.9%
Same site average revenue per funeral
service $ 4,294 $ 4,138 $ 156 3.8%
Preneed funeral contracts written (in
millions) $ 855 $ 903 $ 4.8 (5.3)%
Preneed funeral conversion (percentages) 27% 27%
Cemetery other information
Number of cemetery interments 21,057 22,501 (1,444) (6.4)%
Preneed cemetery contracts written (in
millions) $ 45.1 $ 458 $ 0.7 (1.5)%

Hurricane Katrina

During the 52 weeks ended December 31, 2005, some of Alderwoods operations were affected by Hurricane
Katrina. Alderwoods operates 30 funeral homes, four cemeteries and a limousine company in those areas of Louisiana
and Mississippi that were affected by the hurricane on August 29, 2005. Alderwoods has experienced some damage at
all of these locations. Of the 30 funeral homes, seven experienced significant damage, were not in operation at the end
of the 2005 fiscal year and are not expected to reopen. All four cemeteries are in operation. The New Orleans
limousine company that had provided services both to Alderwoods funeral operations and other third-parties
experienced significant damage to its fleet of vehicles and will not be resuming operations.

Alderwoods insurance subsidiary is headquartered in New Orleans and although forced to relocate temporarily to
Cincinnati, has resumed operations from New Orleans. The temporary relocation did not significantly affect
Alderwoods operating results.

Alderwoods is making every effort to use its existing operating facilities to provide services to customers normally
served by Alderwoods closed locations.

Alderwoods purchases insurance coverage for property damage, including damage from wind and flood, subject to
separate limits, sub-limits and deductible amounts. Alderwoods, along with its insurance providers, is continuing to
assess and estimate the extent of damages. Based on a review of Alderwoods insurance policy, Alderwoods expects to
recover a substantial portion of the costs associated with the storm damage through insurance, including the capital
costs of rebuilding. For those properties not in operation and requiring significant repair or rebuilding, Alderwoods
has considered the properties destroyed or abandoned and based on estimated insurance proceeds of $12.6 million, has
realized a gain of $1.0 million in the 12 weeks ended June 17, 2006 on the writeoff of the applicable buildings and
contents.

Alderwoods has initiated or completed much of the damage repairs and along with its insurance providers, is
continuing to estimate the full extent of repairs and replacement costs. Alderwoods may record additional expense for
changes to its expected deductible under its insurance policies and other expenses not expected to be reimbursed under
the insurance policy. During the 12 weeks ended June 17, 2006, Alderwoods reduced its expected costs by
$0.2 million.
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Alderwoods has business interruption insurance that allows the recovery of operating costs and lost profits.
Alderwoods is preparing its analysis in support of a claim. Potential proceeds from this claim cannot currently be
reasonably estimated and therefore no receivable or recovery has been recorded as of June 17, 2006.

64

Table of Contents

88



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

Additional information regarding Hurricane Katrina is provided in note 12 to Alderwoods interim financial
statements and note 22 to Alderwoods annual financial statements included elsewhere in this prospectus.

Continuing Operations

Consolidated revenue of $354.3 million for the 24 weeks ended June 17, 2006, decreased by $6.4 million, or 1.8%,
compared to the corresponding period in 2005, reflecting decreases in the funeral and cemetery segments partially
offset by an increase in insurance revenue. Consolidated gross margin as a percentage of revenue decreased to 16.6%
for the 24 weeks ended June 17, 2006, from 17.9% for the corresponding period in 2005.

Funeral revenue of $228.7 million for the 24 weeks ended June 17, 2006, decreased by $5.8 million, or 2.5%,
compared to $234.5 million for the corresponding period in 2005, primarily as a result of a decrease in the number of
funeral services performed partially offset by an increase of $161, or 3.9%, in average revenue per funeral service
performed. The number of funeral services performed during the 24 weeks ended June 17, 2006 decreased by 6.1%
from the corresponding period in 2005. The increase in average revenue per funeral service performed was achieved
through adjusting the pricing and mix of merchandise and services offered to customer families designed to both meet
customer family needs and to increase average revenues.

Included in the funeral revenue for the 24 weeks ended June 17, 2006 is $12.5 million from 2,690 funeral services
performed in New Orleans, Louisiana and on the Gulf Coast of Mississippi compared to $14.4 million of funeral
revenue from 3,079 funeral services performed for the 24 weeks ended June 18, 2005. Alderwoods funeral operations
in these areas were significantly affected by Hurricane Katrina.

On a same site basis, funeral revenue was $227.9 million for both the 24 weeks ended June 17, 2006 and for the
corresponding period in 2005. Same site calls decreased by 2,003 or 3.6% compared to the comparative period. This
was offset by an increase in same site average revenue per funeral service of $156 or 3.8% compared to the
comparative period in 2005. If the locations affected by Hurricane Katrina were removed, the number of funeral
services performed on a same site basis would have declined 4.0% from the corresponding period in 2005.

The number of cremation services performed as a percentage of total services performed increased to 37.5% for
the 24 weeks ended June 17, 2006, compared to 36.2% for the corresponding period in 2005, consistent with national
trends.

Funeral gross margin as a percentage of revenue decreased to 20.1% for the 24 weeks ended June 17, 2006,
compared to 21.3% for the corresponding period in 2005. The decrease in gross margin was primarily due to reduced
revenue as a result of a lower number of services performed offset by $1.0 million gain related to the estimated
insurance settlement of destroyed or abandoned properties and lower wage and benefit costs of $1.3 million.

Preneed funeral contracts written for the 24 weeks ended June 17, 2006, were $85.5 million, compared to
$90.3 million for the corresponding period in 2005. For the 24 weeks ended June 17, 2006, 27% of the funeral
services performed were derived from the preneed backlog, consistent with the comparative period in 2005.

Cemetery revenue of $79.3 million for the 24 weeks ended June 17, 2006, was $2.9 million, or 3.5%, lower than
cemetery revenue for the corresponding period in 2005, primarily due to lower revenue recognized from preneed
space sales.

Cemetery gross margin as a percentage of revenue decreased to 13.7% for the 24 weeks ended June 17, 2006,
compared to 15.1% for the corresponding period in 2005, primarily due to lower revenue from preneed space sales
offset by lower preneed space cost of goods sold of $1.5 million and decreased wage and benefit costs of $0.6 million.
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Preneed cemetery contracts written for the 24 weeks ended June 17, 2006, were $45.1 million, compared to
$45.8 million for the corresponding period in 2005.

Insurance revenue for the 24 weeks ended June 17, 2006, increased $2.3 million, or 5.3%, compared to the
corresponding period in 2005, primarily due to increases in premiums of $1.4 million and increased investment
income of $1.3 million offset by $0.4 million of capital gains in 2005 not repeated in 2006. Insurance premium
revenue is dependent on the level of preneed funeral contracts written over time that are funded by Alderwoods
insurance subsidiary. Insurance production represents the insurance segment s participation in Alderwoods preneed
funeral contracts and for the 24 weeks ended June 17, 2006 was $60.6 million compared to $64.0 million for the
corresponding period in 2005. Insurance gross margin as a percentage of revenue decreased to 4.5% for the 24 weeks
ended June 17, 2006, compared to 4.8% for the corresponding period in 2005. The 24 weeks ended June 17, 2006
showed improvement from business growth offset by approximately $0.3 million of expenses from the impact of
Hurricane Katrina on outstanding policies.

General and administrative expenses for Alderwoods for the 24 weeks ended June 17, 2006, were $32.6 million, or
9.2% of consolidated revenue, compared to $12.3 million, or 3.4% of consolidated revenue, for the corresponding
period in 2005. General and administrative expenses included the following items affecting the comparison of the
24 weeks ended June 17, 2006 to the 24 weeks ended June 18, 2005:

24 Weeks Ended
June 17, 2006 June 18, 2005
(Dollars in millions)

Legal expenses related to Funeral Consumers Alliance litigation $15 $
Legal and other expenses related to the acquisition 2.8
Equity incentive plan stock based compensation expense related to
stock options and restricted stock units 1.6
Increase in long term executive incentive expense 1.7
Foreign exchange impact on Canadian based support centre expenses 2.1
Decrease in retirement allowance accrual 0.7)
Reduction in accrual on settlement of US trustee bankruptcy fee 0.9)
Recovery of corporate receivable previously fully reserved against (10.9)

Included in general and administrative expenses for the 24 weeks ended June 17, 2006 was $1.6 million of stock
based compensation expense from stock options and restricted stock units resulting from the adoption of SFAS 123R
using the modified prospective method. For the 24 weeks ended June 18, 2005, Alderwoods applied APB No. 25 and
related interpretations to account for stock based compensation and no stock based compensation expense was
recognized.

From 2003 to 2005 Alderwoods had a long term incentive plan for its executive officers based on Alderwoods
performance targets for which an expense of $1.3 million was recorded in general and administrative expenses for the
24 weeks ended June 18, 2005. In July, 2005 Alderwoods adopted the 2005-2007 Executive Strategic Incentive Plan,
a stock price based incentive plan for its executive officers. This stock price based incentive plan is accounted for
under SFAS 123R as a liability based award, resulting in the measurement of the estimated fair value at each reporting
date. On adoption of SFAS 123R, Alderwoods recorded a cumulative effect of change in accounting principle as of
January 1, 2006 of $1.2 million based on a estimated fair value of $6.6 million as at January 1, 2006. On June 17,
2006, additional compensation expense of $3.0 million was recorded for the 24 weeks ended June 17, 2006 based on
estimated fair value of $11.2 million as at June 17, 2006.
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Interest expense on long-term debt for the 24 weeks ended June 17, 2006, was $12.9 million, reflecting the effect
of principal repayments and lower interest rates compared to interest expense and tender premium in the
corresponding period in 2005, as detailed in the following table:

24 Weeks Ended
June 17, 2006 June 18, 2005
(Dollars in millions)

Interest on long-term debt $ 12.0 $ 12.5
Amortization of debt issue costs 0.9 1.7
Tender premium on the repurchase of Alderwoods 12.25% Senior

Unsecured Notes due in 2009 0.3
Total interest on long-term debt and refinancing costs $ 12.9 $ 14.5

Income tax expense for the 24 weeks ended June 17, 2006 was $7.3 million compared to $18.2 million for the
corresponding period in 2005. Alderwoods financial statement effective tax rate for the 24 weeks ended June 17, 2006
was 55.4%. The effective tax rate will vary from the statutory rate because, (i) stock option compensation expense
recorded as a result of the adoption of SFAS 123R is a permanent difference in certain jurisdictions, (ii) costs related
to the acquisition with SCI may not be deductible, (iii) the realization of the benefits of the tax assets that had a
corresponding valuation allowance established on January 2, 2002 will result in a reduction to goodwill established on
January 2, 2002, (iv) the realization of tax assets that had a corresponding valuation allowance established after
January 2, 2002 will result in a benefit, and (v) losses incurred in certain jurisdictions may not offset the tax expense
in profitable jurisdictions.

During the 24 weeks ended June 17, 2006, Alderwoods sold five funeral locations for gross proceeds of
$1.2 million.

Discontinued Operations
In fiscal years 2002 through 2004, Alderwoods engaged in a strategic market rationalization assessment to dispose
of cemetery and funeral operating locations that did not fit into Alderwoods market or business strategies, as well as
underperforming locations and excess cemetery land.
As of June 18, 2005, Alderwoods had completed the strategic market rationalization program except for one
cemetery which was classified back to continuing operations during the 12 and 24 weeks ended June 18, 2005.
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Preneed Funeral and Cemetery Backlog for Continuing Operations

Alderwoods backlog represents preneed funeral and cemetery arrangements with customer families. These
arrangements are subject to trust or insurance funding requirements. The activities in Alderwoods funeral backlog,
excluding the effects of unrealized gains and losses on trust investments, were as follows:

24 Weeks Ended
June 17, 2006 June 18, 2005
(Dollars in thousands)

Funeral backlog:

Beginning balance $ 1,336,829 $ 1,275,972

Sales, net of cancellations 81,201 85,019

Maturities (75,391) (68,200)

Net increase in insurance benefits and earnings realized on funeral

trust balances 7,663 8,741

Change in cancellation reserve 1,691 5,395

Other (948) 716

Ending balance $ 1,351,045 $ 1,307,643
Trust funded $ 344,222 $ 345,921
Third party insurance companies 651,486 660,966
Subsidiary insurance company 355,337 300,756

$ 1,351,045 $ 1,307,643

The activities in Alderwoods cemetery backlog, excluding the effects of unrealized gains and losses on trust
investments, were as follows:

24 Weeks Ended
June 17, 2006 June 18, 2005
(Dollars in thousands)
Cemetery backlog:
Beginning balance $ 276,755 $ 262,825
Sales, net of cancellations 49,910 44,089
Maturities (46,086) (41,688)
Earnings realized on cemetery trust balances 3,122 3,635
Change in cancellation reserve 361 1,789
Ending balance $ 284,062 $ 270,650

Fifty-two Weeks Ended December 31, 2005, Fifty-two Weeks Ended January 1, 2005, and Fifty-three Weeks
Ended January 3, 2004.
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Detailed below are the operating results of Alderwoods for the 52 weeks ended December 31, 2005, the 52 weeks
ended January 1, 2005 and the 53 weeks ended January 3, 2004. The operating results are expressed in dollar amounts
as well as relevant percentages, presented as a percentage of revenue.

The following provides a detailed discussion of continuing operations, which consist of those businesses
Alderwoods owned and operated both for the entire current and prior fiscal years, and those businesses that have been
opened during either the current or prior fiscal years. Discontinued operations consist of those that have been sold or
closed during either the current or prior fiscal years. During 2005, Alderwoods had completed the sale of all the
locations classified as discontinued operations in its strategic market rationalization program, except for one cemetery
which was reclassified to continuing operations.
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Certain information for the 52 weeks ended December 31, 2005, and the 52 weeks ended January 1, 2005, is
summarized in the following table:

Increase (Decrease)

52 Weeks Ended December 31, January 1,
Continuing Operations: 2005 2005 Amount Percentages

Funeral other information

Number of funeral services performed 115,555 117,525 (1,970) (1.7%
Number of same site funeral services
performed 113,300 114,062 (762) (0.7%
Average revenue per funeral service $ 4,152 $ 4,024 $ 128 3.2%
Same site average revenue per funeral
service $ 4,160 $ 4,036 $ 124 3.1%
Preneed funeral contracts written (in
millions) $ 191.0 $ 1795 $ 115 6.4%
Preneed funeral conversion (percentages) 27% 26% 1
Cemetery other information
Number of cemetery interments 46,794 46,461 333 0.7%
Preneed cemetery contracts written (in
millions) $ 945 $ 869 $ 76 8.7%

Hurricane Katrina

Alderwoods recorded an expense of $1.8 million in the 52 weeks ended December 31, 2005, representing its
expected deductible under its insurance policies and other expenses not expected to be reimbursed under the insurance
policy. Under its internal risk sharing practice, Alderwoods aggregate deductible costs are charged to all its
operations, not just the locations affected by Hurricane Katrina. The effect on funeral and cemetery costs for the
52 weeks ended December 31, 2005 was $1.3 million and $0.5 million respectively.

Alderwoods received in 2005, $4.1 million as an advance payment from its insurance companies for claims
submitted. This was not recorded as income but as insurance proceeds to be applied against incurred and anticipated
repair and rebuilding costs.

Alderwoods is self-insured for physical damage to its owned and leased automobiles and charges the aggregate
resulting costs to all of its operations. Hurricane Katrina resulted in estimated damages across Alderwoods vehicles
aggregating $0.6 million. The effect of Hurricane Katrina vehicle damage on funeral and cemetery costs for the
52 weeks ended December 31, 2005 was $0.5 million and $0.1 million respectively.

Additional information regarding Hurricane Katrina is provided in note 22 to Alderwoods annual financial
statements included elsewhere in this prospectus.

Continuing Operations

Consolidated revenue of $748.9 million for the 52 weeks ended December 31, 2005, increased by $31.8 million,
or 4.4%, compared to the 52 weeks ended January 1, 2005, reflecting increases in all business segment revenues.
Consolidated gross margin as a percentage of revenue decreased to 15.3% for the 52 weeks ended December 31, 2005,
from 17.4% for the corresponding period in 2004.

Funeral revenue of $479.8 million for the 52 weeks ended December 31, 2005, increased by $6.9 million,
compared to $472.9 million for the 52 weeks ended January 1, 2005, primarily as a result of an increase of $128, or
3.2%, in average revenue per funeral service performed, partially offset by a decrease in the number of funeral
services performed. The number of funeral services performed during the 52 weeks ended December 31, 2005
decreased by 1.7% from the 52 weeks ended January 1, 2005. The increase in average revenue per funeral service
performed was achieved through adjusting the pricing and mix of merchandise and services offered to customer
families designed to both meet customer family needs and to increase average revenues.
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Included in the funeral revenue for the 52 weeks ended December 31, 2005 is $29.5 million from 6,389 funeral
services performed in New Orleans, Louisiana, and on the Gulf Coast of Mississippi compared to $29.7 million of
funeral revenue from 6,371 funeral services performed for the 52 weeks ended January 1, 2005. Although Alderwoods
funeral operations in these areas were affected significantly by Hurricane Katrina, including seven locations not
expected to be reopened, Alderwoods has continued to perform funeral services through its remaining locations,
including many services that would have been performed in the closed locations or at competing locations that were
not in operation. As a result, much of the impact of Hurricane Katrina on funeral revenue during 2005 was mitigated.

On a same site basis, funeral revenue was $468.8 million for the 52 weeks ended December 31, 2005, an increase
of $11.4 million compared to $457.4 million for the 52 weeks ended January 1, 2005, as a result of an increase of
$124, or 3.1%, in average revenue per funeral service performed, partially offset by a decrease of 0.7% in the number
of funeral services performed from the 52 weeks ended January 1, 2005. If the locations affected by Hurricane Katrina
were removed, the number of funeral services performed on a same site basis would have declined 1.2% from the
52 weeks ended January 1, 2005 as the impacted locations were performing well prior to Hurricane Katrina and during
the 12 weeks ended December 31, 2005.

The number of cremation services performed as a percentage of total services performed increased to 36% for the
52 weeks ended December 31, 2005, compared to 35% for the 52 weeks ended January 1, 2005, consistent with
national trends. The number of cremation services performed may impact funeral revenue, as the average revenue per
cremation service is typically lower than the average revenue for a traditional funeral service.

Funeral gross margin as a percentage of revenue decreased to 18.2% for the 52 weeks ended December 31, 2005,
compared to 20.4% for the 52 weeks ended January 1, 2005. The decrease in gross margin is primarily due to higher
expenses compared to the prior year as detailed in the following table:

52 Weeks Ended
December 31,
2005

(Dollars in millions)
Wage inflation, increased employee benefits expense, and increased wages,
training and advertising costs related to Alderwoods expanded field management
structure and investment in programs designed to build local brand awareness and

generate growth in future services $4.5
Incentive bonus expense for funeral operations previously included in general and
administrative expenses 1.9

Increased insurance costs, including expenses not expected to be reimbursed under
Alderwoods insurance policy for damages effected by Hurricanes Katrina, Wilma
and Rita 24
Increased utility costs 1.1

Preneed funeral contracts written for the 52 weeks ended December 31, 2005, were $191.0 million, compared to
$179.5 million for the 52 weeks ended January 1, 2005. For the 52 weeks ended December 31, 2005, 27% of the
funeral services performed were derived from preneed backlog, an increase from 26% in the 52 weeks ended
January 1, 2005.

Cemetery revenue of $174.1 million for the 52 weeks ended December 31, 2005, was $10.1 million, or 6.1%,
higher than cemetery revenue for the 52 weeks ended January 1, 2005, primarily due to increased space sales of
$6.1 million at Alderwoods Rose Hills subsidiary, increased atneed service revenue of $1.7 million from a greater
number of cemetery interments at a higher average service revenue per interment, and increased endowment care
income of $1.0 million from its investments.
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Cemetery gross margin as a percentage of revenue decreased to 12.7% for the 52 weeks ended December 31,
2005, compared to 14.6% for the 52 weeks ended January 1, 2005. The decrease in gross margin was primarily due to
higher expenses as detailed in the following table:

52 Weeks Ended
December 31,
2005
(Dollars in millions)
Wage inflation, increased employee benefits and workers compensation expense $2.6
Incentive bonus expense for cemetery operations previously included in general
and administrative expenses 0.8

Increased insurance costs including expenses not expected to be reimbursed under

Alderwoods insurance policy for damages effected by Hurricanes Katrina, Wilma

and Rita 1.2
Increased utility costs 0.4

Preneed cemetery contracts written for the 52 weeks ended December 31, 2005, were $94.5 million, compared to
$86.9 million for the 52 weeks ended January 1, 2005. The increase in preneed cemetery contracts written was
primarily due to increased sales of cemetery spaces.

Insurance revenue for the 52 weeks ended December 31, 2005, increased $14.9 million, or 18.6%, compared to the
52 weeks ended January 1, 2005, primarily due to increases in premiums of $14.1 million. Insurance premium revenue
is dependent on the level of preneed funeral contracts written over time that are funded by Alderwoods insurance
subsidiary. Insurance production represents the insurance segment s participation in Alderwoods preneed funeral
contracts and for the 52 weeks ended December 31, 2005 was $133.2 million compared to $111.7 million for the
52 weeks ended January 1, 2005. Insurance gross margin as a percentage of revenue decreased to 5.3% for the
52 weeks ended December 31, 2005, compared to 5.9% for the 52 weeks ended January 1, 2005, due to a decrease in
investment gains of $1.7 million compared to the 52 weeks ended January 1, 2005.

General and administrative expenses decreased $8.4 million for the 52 weeks ended December 31, 2005, to
$42.8 million, or 5.7% of consolidated revenue, compared to $51.2 million, or 7.1% of consolidated revenue, for the
52 weeks ended January 1, 2005. General and administrative expenses included the following items affecting the
comparison of the 52 weeks ended December 31, 2005 to the 52 weeks ended January 1, 2005:

52 Weeks Ended
December 31, January 1,
2005 2005
(Dollars in millions)
Recovery of corporate receivable previously fully reserved against $(10.9) $(1.2)
Interest income on refunds from an amended tax return (2.0)
Reduction in accrual on settlement of U.S. trustee bankruptcy fee (0.9)
Increased wage expense related to wage inflation and additional
positions related to Sarbanes-Oxley compliance 1.1
Decreased capital tax expense (0.5)
Decrease in incentive bonus expense (0.8)
Increased retirement allowance expense 1.2
Foreign exchange impact on Canadian dollar based support centers 2.3
(0.9)
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Reversal of legal claim accrual due to approvals obtained for insurance
coverage of the costs

Interest expense on long-term debt for the 52 weeks ended December 31, 2005, was $30.1 million, a decrease of
$48.0 million from the 52 weeks ended January 1, 2005 expense of $78.1 million, reflecting the
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effect of principal repayments, lower interest rates and the effects of the debt refinancings in 2004, as detailed in the
following table:

52 Weeks Ended
December 31, January 1,
2005 2005
(Dollars in millions)
Interest on long-term debt $ 26.6 $ 38.7
Amortization of debt issue costs 32 10.1
Tender premiums on the repurchase of the 12.25% Senior Unsecured Notes
due in 2009 0.3 325
Refinancing fees and costs on Credit Agreement that was refinanced 33
Unamortized deferred finance costs expensed relating to payments made on
Credit Agreement during 2004 2.3
Unamortized deferred finance costs expensed relating to the Credit
Agreement that was refinanced 1.2
Unamortized deferred finance costs expensed relating to the subordinated
bridge loan due in 2005 that was fully repaid 0.9
Unamortized premium credited to interest expense on 12.25% Convertible
Subordinated Notes due in 2012 that were fully retired (7.2)
Allocation of interest to discontinued operations 3.7
Total interest on long-term debt and refinancing costs $ 30.1 $ 78.1

Income tax expense for the 52 weeks ended December 31, 2005 was $4.8 million compared to a recovery of
$1.5 million for the 52 weeks ended January 1, 2005. During the 52 weeks ended December 31, 2005, Alderwoods
recorded the non-cash resolution of an outstanding tax liability by reducing its tax expense by $12.1 million and in the
fourth quarter Alderwoods recorded an income tax refund of $3.2 million as a result of a resolution of an IRS tax
audit. The effective tax rate for the 52 weeks ended December 31, 2005 before the above benefits was approximately
42%.

During the 52 weeks ended December 31, 2005, Alderwoods reduced the valuation allowance against certain
deferred tax assets as a result of assuming certain future income, resulting in a benefit of $3.1 million being recorded
in income tax expense and $9.1 million recorded as a reduction of goodwill. This benefit was primarily offset by
increases in other deferred tax assets for which a valuation allowance was established. The effective tax rate also
varied from the statutory tax rate for the 52 weeks ended December 31, 2005, because in certain jurisdictions, losses
incurred may not offset the tax expense in profitable jurisdictions.

During the 52 weeks ended December 31, 2005, Alderwoods sold seven funeral locations and one combination
location and excess real estate for gross proceeds of $17.6 million.

Discontinued Operations

Over the previous three fiscal years, Alderwoods engaged in a strategic market rationalization assessment to
dispose of cemetery and funeral operating locations that did not fit into Alderwoods market or business strategies, as
well as under-performing locations and excess cemetery land.

Discontinued operations in 2005 and the prior years consisted of those businesses that have been closed or sold in
prior fiscal years and those businesses identified by Alderwoods in its strategic market rationalization and not sold as
of January 1, 2005. Alderwoods completed the sale of all these locations during 2005, except for one cemetery which
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was reclassified to continuing operations.

Alderwoods classified all the locations identified in its strategic market rationalization program for disposal as
assets held for sale in the consolidated balance sheets and recorded any related operating results, long-lived asset
impairment provisions, and gains or losses recorded on disposition within
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discontinued operations. Depreciation and amortization is not recorded once an asset has been identified as held for
sale. Alderwoods has also reclassified the prior fiscal periods to reflect any comparative amounts on a similar basis.
All discontinued operations financial information presented under the insurance segment relates to Security Plan Life
Insurance Company.

During the 52 weeks ended December 31, 2005, Alderwoods sold classified discontinued operations of 18 funeral,
five cemetery and four combination locations for gross proceeds of $7.1 million.
Fifty-Two Weeks Ended January 1, 2005 Compared to Fifty-Three Weeks Ended January 3, 2004

Certain information for the 52 weeks ended January 1, 2005, and the 53 weeks ended January 3, 2004, is
summarized in the following table. The impact of the 53rd week for the 53 weeks ended January 3, 2004, was
estimated by calculating the weekly average of the 13 weeks ended January 3, 2004. Alderwoods believes the
discussion below regarding the impact of the 53rd week facilitates direct comparability of fiscal year results.

January 1, January 3,
Continuing Operations: 2005 2004
Funeral other information
Number of funeral services performed 117,525 124,798
Estimated impact of the 53rd week on the number of funeral services
performed (2,421)
Number of funeral services performed adjusted for the impact of the
53rd week 117,525 122,377
Average revenue per funeral service $ 4,024 $ 3,939
Preneed funeral contracts written (in millions) $ 1795 $ 164.8
Estimated impact of the 53rd week on preneed funeral contracts
written (in millions) $ $ 3.0)
Preneed funeral contracts written adjusted for the impact of the
53rd week (in millions) $ 1795 $ 161.8
Preneed funeral conversion (percentages) 26 26
Cemetery other information
Preneed cemetery contracts written (in millions) $ 869 $ 833
Estimated impact of the 53rd week on preneed cemetery contracts
written (in millions) $ $ (1.7)
Preneed cemetery contracts written adjusted for the impact of the
53rd week (in millions) $ 869 $ 816
Number of cemetery interments 46,461 47,924
Estimated impact of the 53rd week on the number of cemetery
interments (909)
Number of cemetery interments adjusted for the impact of the
53rd week 46,461 47,015

Continuing Operations

As there were no material acquisitions or construction of new locations in 2004 and 2003, results from continuing
operations reflect those of same site locations.

Consolidated revenue of $717.1 million for the 52 weeks ended January 1, 2005, decreased by $3.7 million, or
0.5%, compared to $720.8 million for the 53 weeks ended January 3, 2004. After adjusting for an estimated impact of
$14.4 million due to the additional fifty-third week in fiscal 2003 over fiscal 2004, consolidated revenue increased by
$10.7 million. This increase is primarily due to a $20.1 million increase in insurance revenue, partially offset by an
$8.9 million and $0.3 million decrease in funeral and cemetery revenue, respectively. Consolidated gross margin as a
percentage of revenue decreased to 17.4% for the 52 weeks ended December 31, 2005, from 20.0% in 2003.
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Funeral revenue of $472.9 million for the 52 weeks ended January 1, 2005, decreased by $18.7 million, compared
to $491.6 million in 2003, partially as a result of an estimated decrease of
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$9.7 million due to the additional fifty-third week in 2003 over 2004. After adjusting for the effect of the fifty-third
week, funeral revenue decreased by $8.9 million, primarily as a result of a decrease of 4,852, or 4.0%, in the number
of funeral services performed, partially offset by an increase of $85, or 2.2%, in average revenue per funeral service
performed. The increase in average revenue per funeral service performed was the result of Alderwoods efforts to
adjust the Alderwoods mix of merchandise and services.

The number of cremation services performed as a percentage of total services performed increased to 35% for the
52 weeks ended January 1, 2005, compared to 34% for 2003, consistent with national trends.

Funeral gross margin as a percentage of revenue decreased to 20.4% for the 52 weeks ended January 1, 2005,
compared to 23.1% in 2003. The decrease in gross margin was primarily due to the decrease in funeral revenue and
increases in cost of goods sold, wages, and facilities costs, partially offset by decreases in operating costs and selling
expenses.

Preneed funeral contracts written for the 52 weeks ended January 1, 2005, were $179.5 million. After adjusting for
the effect of the fifty-third week, preneed funeral contracts written for the 53 weeks ended January 3, 2004, were
$161.8 million. For both the 52 weeks ended January 1, 2005, and 53 weeks ended January 3, 2004, 26% of funeral
volume was derived from backlog.

Cemetery revenue of $164.1 million for the 52 weeks ended January 1, 2005, was $4.0 million, or 2.4%, lower
than cemetery revenue in 2003, primarily due to the following:

An estimated increase of $3.5 million due to the additional fifty-third week in 2003 over 2004. After adjusting for
the effect of the fifty-third week, cemetery revenue of $164.1 million for the 52 weeks ended January 1, 2005,
was $0.5 million, or 0.3%, lower than cemetery revenue for the corresponding period in 2003.

The increase in cemetery atneed service revenue during the 52 weeks ended January 1, 2005, compared to the
corresponding period in 2003, was partially offset by a decrease in other cemetery revenue. Other cemetery
revenue for the 52 weeks ended January 1, 2005, decreased compared to 2003, because Alderwoods revised its
estimates of accrued perpetual care liabilities and recorded a one-time $3.9 million increase in other cemetery
revenue for the 53 weeks ended January 3, 2004. The one-time $3.9 million adjustment to increase other
cemetery revenue was necessary, because in 2001, in response to a state regulator inquiry, Alderwoods
determined that it had not properly calculated the amount to be trusted for endowment care on the sale of plots.
Endowment care is recorded as a reduction in other cemetery revenue, as amounts trusted are never available to
Alderwoods in the future. To properly recalculate the appropriate perpetual care liability and its corresponding
effect on other cemetery revenue, a significant number of individual contracts across several states needed to be
reviewed, and the perpetual care liability was recalculated against the balance already paid in order to determine
the amount of Alderwoods additional liability. Alderwoods prepared its best estimate of the perpetual care
liability based on a sample of contracts from each state in which the issue existed, and in 2001, Alderwoods
accrued an estimate for the perpetual care liability of additional required funding of $6.9 million, with the offset
adjusting other cemetery revenue. In 2003, Alderwoods completed its review and calculation of the required
additional funding and adjusted other cemetery revenue and the perpetual care liability accordingly.

As preneed cemetery interment rights are recorded in cemetery revenue when sold, an estimate of the related
uncollectible amounts is charged to cemetery revenue. During 2002 and 2003, Alderwoods focused collection
efforts resulted in higher collections than anticipated on the pre-emergence receivables. As a result of
Alderwoods improvement in actual collections, Alderwoods reversed $3.9 million of the allowance for contract
cancellations and refunds on receivables arising from preneed cemetery interment rights with a corresponding
increase to cemetery revenue for the 53 weeks ended January 3, 2004.

Cemetery gross margin as a percentage of revenue decreased to 14.6% for the 52 weeks ended January 1, 2005,

compared to 17.1% for 2003. For the 52 weeks ended January 1, 2005, wages and
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regional management costs decreased, while cost of goods sold, selling costs, and advertising and promotion increased
compared to 2003. In addition, there was a one-time $3.9 million increase in other cemetery revenue for the 53 weeks
ended January 3, 2004, as discussed above.

Preneed cemetery contracts written for the 52 weeks ended January 1, 2005, were $86.9 million. After adjusting
for the effects of the fifty-third week in 2003, preneed cemetery contracts for the 52 weeks ended January 1, 2005,
were $5.6 million higher than in 2003. For the 52 weeks ended January 1, 2005, 67% of interments were atneed and
33% were preneed fulfillments.

Insurance revenue for the 52 weeks ended January 1, 2005, increased $19.0 million, or 31.1%, compared to 2003.
After adjusting for the estimated effect of the fifty-third week in 2003, insurance revenue increased $20.1 million, or
33.6%, primarily due to increases in premiums of $16.6 million, interest, dividend and other investment income of
$1.9 million, and realized investment gains of $1.6 million. Insurance premium revenue increased in 2004 primarily
due to the impact of Alderwoods subsidiary, Rose Hills, beginning to sell Alderwoods insurance products. Insurance
premiums are dependent on insurance production, as increases in insurance production generate increased insurance
premiums over time. Insurance production, which represents the insurance segment s participation in Alderwoods
preneed funeral contracts for the 52 weeks ended January 1, 2005, was $102.8 million compared to $69.5 million for
corresponding period in 2003. Insurance gross margin as a percentage of revenue increased to 5.9% for the 52 weeks
ended January 1, 2005, compared to 2.9% for the corresponding period in 2003, primarily due to the revenue increase
being at a rate higher than that of the cost increase.

Interest expense on long-term debt and refinancing costs for the 52 weeks ended January 1, 2005, was
$78.1 million, an increase of $1.6 million compared to the corresponding period in 2003. The effect of lower effective
interest rates and debt repayments made by Alderwoods during 2003 and the 52 weeks ended January 1, 2005, were
partially offset by costs associated primarily with Alderwoods refinancing of long-term debt that occurred during the
52 weeks ended January 1, 2005, as detailed in the following table.

Sémﬁ‘s 53 Weeks Ended
January 1, January 3,
2005 2004
(Dollars in millions)
Interest on long-term debt $ 45.1 $ 72.3
Tender premium on the repurchase of the 12.25% Senior unsecured notes
due in 2009 325
Unamortized deferred finance costs expensed relating to the Credit
Agreement that was refinanced 1.2
Unamortized deferred finance costs expensed relating to payments made
on the Credit Agreement during 2004 2.3
Refinancing fees and costs on the Credit Agreement that was refinanced 33
Unamortized deferred finance costs expensed relating to the subordinated
bridge loan due in 2005 that was fully repaid 0.9
Unamortized premium credited to interest expense on 12.25% Convertible
subordinated notes due in 2012 that was fully retired (7.2)
Tender premium on the repurchase of the 9.5% Senior subordinated notes
due in 2004 1.3
Unamortized discount expensed relating to the 9.5% Senior subordinated
notes due in 2004 that was fully repaid 1.4
Fees and costs for early termination of Alderwoods previous credit facility
entered into on January 2, 2002 1.5
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General and administrative expenses for the 52 weeks ended January 1, 2005, were $51.2 million, or 7.1% of
consolidated revenue, compared to $56.3 million, or 7.8% of consolidated revenue in 2003. For the 52 weeks ended
January 1, 2005, general and administrative expenses included the following items:

Incentive compensation for management performance was lower by $2.9 million compared to 2003.

Legal fees were lower by $1.3 million compared to fiscal 2003, primarily due to a smaller number of outstanding
legal claims and improved management of legal costs by Alderwoods s internal legal department.

Alderwoods collected $1.2 million of corporate receivables that were previously fully reserved against.

Accounting costs including audit fees increased by $2.1 million compared to 2003, due to additional accounting
and audit work required pursuant to the Sarbanes-Oxley Act of 2002 and FIN No. 46R.

Alderwoods has a significant portion of its corporate and administrative functions in Canada. Expenses for these
functions are paid principally in Canadian dollars. Due to the weakening of the US dollar against the Canadian
dollar during 2004, Alderwoods estimates that foreign exchange rate movements resulted in an additional
$3.5 million in general and administrative expenses for the 52 weeks ended January 1, 2005, compared to 2003,
partially offset by $0.8 million in foreign exchange gains that resulted from Alderwoods foreign exchange
derivatives program to hedge a portion these Canadian corporate and administrative costs.

For the 53 weeks ended January 3, 2004, general and administrative expenses included the following items

affecting the comparison with 2004:

General and administrative expenses were increased by a $10.0 million reserve for a receivable from a disposition
of assets in 2001.

General and administrative expenses were reduced by a $5.0 million reversal of accrued legal expense, which
resulted from a settlement by Alderwoods of an automobile accident suit. In 2000, the suit was filed against
Alderwoods claiming both compensation and punitive damages, as a result of the automobile accident.
Alderwoods assessment indicated its insurance did not cover punitive damages and as such, Alderwoods accrued
an estimated liability for probable punitive damages. In 2003, Alderwoods and its insurance company settled with
the plaintiffs for amounts within Alderwoods insurance coverage, which included no punitive damages.

At the time of filing for bankruptcy, Loewen Group International, Inc. (the Predecessor ) had a promissory note
and non-compete obligation owing to a group of individuals that was secured by various funeral and cemetery
properties. During the bankruptcy, a dispute arose as to whether the obligations owed by the Predecessor were
fully secured. In the bankruptcy, secured claims were paid in cash; unsecured claims were paid out of the
unsecured claim pool established in the Predecessor s Plan. The Predecessor argued the maximum collateral value
was less than the amount of the claim and that therefore, the claim was not fully secured. The individuals argued
that the collateral value exceeded the value of the claim and that therefore, the claim was fully secured.

This dispute could not be resolved before Alderwoods emergence from bankruptcy on January 2, 2002, and

Alderwoods recorded the $9.0 million accrual as if the claims would be considered fully secured.

During 2003, Alderwoods reached a settlement to pay $4.7 million in cash and in addition, to allow a portion
of the settlement as an unsecured claim to be paid out of the unsecured claim pool established in the
Predecessor s Plan. As a result of the settlement, Alderwoods reversed its remaining accrual of $4.3 million.
General and administrative expenses were reduced by $3.1 million as a result of net interest income received
from a tax refund in connection with the audit of the Predecessor s 1993 through 1998 federal income tax returns.
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Income tax benefit for the 52 weeks ended January 1, 2005, was $1.4 million compared to income tax benefit of
$6.5 million for the corresponding period in 2003. The effective tax benefit rate was 27.7% for the 52 weeks ended
January 1, 2005, compared to the effective tax benefit rate of 235.0% for the 53 weeks ended January 3, 2004. The
effective tax rate varied from the statutory rate for the 52 weeks ended January 1, 2005, primarily due to changes in
the ratio of permanent differences to income before income taxes, losses incurred in certain jurisdictions that did not
offset tax expenses in profitable jurisdictions, and the favorable settlement of income tax audits. For the 53 weeks
ended January 3, 2004, the effective income tax rate varied from the statutory rate, primarily because of a $9.7 million
favorable settlement of a federal income tax audit. Future income and losses may require Alderwoods to record a
change in the valuation allowance of tax assets that were taken into account in determining the net amount of liability
for deferred income taxes recorded on its balance sheet at January 1, 2005. If this occurs, any resulting increase in the
valuation allowance would generally be treated as an additional income tax expense in the period in which it arises,
while any resulting decrease reflecting realization of the benefits of tax assets that had a corresponding valuation
allowance established on January 2, 2002, would be treated as a reduction of goodwill established on January 2, 2002,
with any excess over the value assigned to such goodwill recognized as a capital transaction.

In accordance with FAS 142, Alderwoods undertook its annual goodwill impairment review during the 16 weeks
ended October 9, 2004. As a result of Alderwoods annual goodwill impairment review, there was no indication of
goodwill impairment, as the estimated fair value of the funeral reporting unit exceeded its carrying amount as at
October 9, 2004.

At December 31, 2001, Alderwoods had accrued $57.1 million of reorganization costs related to costs incurred
during the Predecessor s reorganization, as well as costs incurred in connection with the actual emergence and various
related activities. As of January 1, 2005, the balance of $11.9 million of reorganization costs, primarily consisting of
accruals for a trustee fee dispute and legal fee reimbursements, has been included in accounts payable and accrued
liabilities.

Discontinued Operations

Discontinued operations consist of those businesses that have been closed or sold in prior fiscal years and those
businesses identified by Alderwoods in its strategic market rationalization and not sold as of January 1, 2005.
Alderwoods completed the sale of all these locations during 2005, except for one cemetery which was classified back
to continuing operations.

During 2003, Alderwoods identified Security Plan Life Insurance Company, its wholly-owned home service
insurance company, as a non-strategic asset as it did not support Alderwoods preneed funeral sales efforts.
Alderwoods s continuing wholly-owned preneed life insurance company is Mayflower National Life Insurance
Company. On June 17, 2004, Alderwoods announced the signing of an agreement by its subsidiary Mayflower
National Life Insurance Company to sell all the outstanding shares of Security Plan Life Insurance Company for
$85.0 million. The sale concluded on October 1, 2004. After payment of applicable taxes and expenses, and the
recapitalization of Mayflower National Life Insurance Company, Alderwoods utilized $65.0 million of the proceeds to
reduce long-term debt. Alderwoods recorded a pre-tax gain on the sale of $16.0 million for the 52 weeks ended
January 1, 2005.

During the 12 weeks ended March 27, 2004, Alderwoods reduced its estimated proceeds on the group of assets
held for sale and as a result recorded an $11.3 million long-lived asset impairment provision. At that time and
previously, Alderwoods expected certain locations to sell as two distinct groups. One group ( Group A ) included 23
locations while another group ( Group B ) consisted of 93 locations. Alderwoods had a commitment from a single
purchaser to purchase all of Group A, and had interest shown by six different purchasers in bidding on all of Group B.
The impairment reviews done for each of Group A and Group B for the first quarter of the 2004 fiscal year aggregated
the carrying values of the locations within each group to compare against the group s estimated fair value. In the
second quarter of the 2004 fiscal year, the initial purchaser of Group A declined to purchase some of the locations in
Group A. In addition, the bids received on Group B were significantly below Alderwoods expectations, and
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Alderwoods determined that the locations would generate higher proceeds if sold in smaller groups or as individual
locations.

The impairment review done in second quarter of the 2004 fiscal year looked at either individual locations or
aggregated locations into different groups than used previously for the impairment review. Expected proceeds were
estimated for each location or new groups of aggregated locations based on current purchase commitments, offers or
comparable transactions. The aggregate expected proceeds for all locations held for sale did not change significantly
from that used in the previous impairment review. However, the impairment review of each location or new groups of
aggregated locations resulted in proceeds being higher or lower than the relevant carrying values.

As aresult, Alderwoods was required to record a long-lived asset impairment provision of $11.5 million within
discontinued operations for the 12 weeks ended June 19, 2004. During the balance of the year, most of these assets
were sold, resulting in a gain on sale of approximately $11.0 million. Overall, Alderwoods has recorded an aggregate
$15.4 million long-lived asset impairment provision within discontinued operations for the 52 weeks ended January 1,
2005.

Alderwoods has classified all the locations identified for disposal as assets held for sale in the consolidated
balance sheets and recorded any related operating results, long-lived asset impairment provisions, and gains or losses
recorded on disposition as income from discontinued operations. Depreciation and amortization is not recorded once
an asset has been identified as held for sale. Alderwoods has also reclassified the prior fiscal periods to reflect any
comparative amounts on a similar basis. All discontinued operations financial information presented under the
insurance segment relate to Security Plan Life Insurance Company.

During the 52 weeks ended January 1, 2005, Alderwoods closed 27 funeral homes and sold 52 funeral homes, 67
cemeteries and one combination location for gross proceeds of $32.4 million.

Preneed Funeral and Cemetery Backlog for Continuing Operations

Alderwoods backlog represents preneed funeral and cemetery arrangements with customer families. These
arrangements are subject to trust or insurance funding requirements. The activities in Alderwoods funeral backlog,
excluding the effects of unrealized gains and losses on trust investments, were as follows:

12 Weeks Ended
December 31, January 1,
2005 2005
(Dollars in thousands)
Funeral backlog:
Beginning balance $ 1,333,186 $ 1,275,058
Sales, net of cancellations 32,434 38,877
Maturities (29,709) (34,180)
Net increase in insurance benefits and earnings realized on funeral trust
balances 4,811 12,831
Change in cancellation reserve (853) (7,978)
Other (3,040) (4,644)
Ending balance $ 1,336,829 $ 1,279,964
Trust funded $ 348,218 $ 351,577
Third party insurance companies 657,028 656,981
Subsidiary insurance company 331,583 271,406

$ 1,336,829 $ 1,279,964
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52 Weeks Ended
December 31, January 1,
2005 2005
(Dollars in thousands)
Funeral backlog:
Beginning balance $ 1,279,964 $ 1,227,126
Sales, net of cancellations 166,194 156,466
Maturities (132,384) (130,129)
Net increase in insurance benefits and earnings realized on funeral trust
balances 20,858 25,214
Change in cancellation reserve 1,713 (4,025)
Other 484 5,312
Ending balance $ 1,336,829 $ 1,279,964
Trust funded $ 348,218 $ 351,577
Third party insurance companies 657,028 656,981
Subsidiary insurance company 331,583 271,406

$ 1,336,829 $ 1,279,964

The activities in Alderwoods cemetery backlog, excluding the effects of unrealized gains and losses on trust
investments, were as follows:

12 Weeks Ended
December 31, January 1,
2005 2005
(Dollars in thousands)
Cemetery backlog:
Beginning balance $ 274,801 $ 262,380
Sales, net of cancellations 17,993 19,452
Maturities (19,754) (21,776)
Earnings realized on cemetery trust balances 1,990 2,654
Change in cancellation reserve 386 115
Other 9
Ending balance $ 275,407 $ 262,825

52 Weeks Ended

December 31, January 1,
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Maturities
Earnings realized on cemetery trust balances
Change in cancellation reserve
Other

Ending balance

79

$

$

2005 2005
(Dollars in thousands)

262,825 $ 260,811

88,675 79,800
(87,470) (83,658)
10,657 5,884
2,445 (12)

(1,725)

275,407 $ 262,825
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Financial Condition, Liquidity and Capital Resources

Combined Company

Our principal ongoing uses of cash are to meet working capital and capital expenditure requirements and to fund
debt obligations. Our primary sources of liquidity are cash flow from operations, cash on hand, proceeds from asset
sales and our available capacity under our new senior credit facility, which we believe are adequate to meet our
operating needs for the foreseeable future.

Financing for the acquisition. In connection with the closing of the acquisition, we will enter into a new
$450 million senior credit facility, consisting of a $150 million 3-year term loan, all of which will be borrowed in
connection with the transactions, and a $300 million 5-year revolving credit facility, none of which is expected to be
drawn in connection with the transactions based on expected cash balances at closing. In addition, we will issue
$500 million aggregate principal amount of notes in a private placement and an additional $200 million aggregate
principal amount of privately placed debt securities. Upon consummation of the acquisition, SCI and Alderwoods will
terminate all commitments and Alderwoods will repay all outstanding borrowings under their existing credit facilities.

In connection with the acquisition, on September 7, 2006, Alderwoods commenced a tender offer to purchase
$200 million of its outstanding 7.75% Senior Notes due 2012 (the Alderwoods 7.75% Notes ) and a solicitation of
consents to eliminate substantially all of the restrictive covenants and certain events of default and to modify certain
other provisions of the indenture relating to the Alderwoods 7.75% Notes. This tender offer was originally scheduled
to expire on October 5, 2006, but has been extended to October 26, 2006, to coincide with the anticipated closing of
the acquisition. The tender offer may be further extended if the closing date of the acquisition is later than October 26,
2006. The tender offer is conditioned upon, among other things, the tender of a majority of the outstanding principal
amount of the Alderwoods 7.75% Notes, the consummation of the acquisition and the financing transactions described
above and other customary conditions. As of October 5, 2006, approximately $194,190,000 in aggregate principal
amount of the Alderwoods 7.75% Notes, or 97.10% of the outstanding principal amount of the Alderwoods 7.75%
Notes, and the consents related thereto, were validly tendered. Withdrawal rights of tendering holders of the
Alderwoods 7.75% Notes that tendered prior to the expiration of the consent solicitation on September 20, 2006 (the

Alderwoods Consent Date ), have expired. The total consideration payable in respect of Alderwoods 7.75% Notes that
were accepted for payment and validly tendered and not withdrawn prior to the Alderwoods Consent Date is
$1,080.03 per $1,000 principal amount, which includes a $20.00 consent payment payable only in respect of
Alderwoods 7.75% Notes that were tendered with consents on or prior to the Alderwoods Consent Date. The total
consideration payable in respect of Alderwoods 7.75% Notes that are validly tendered after the Alderwoods Consent
Date and on or prior to the expiration date is $1,060.03 per $1,000 principal amount. Accrued and unpaid interest to
but excluding the settlement date will also be paid with respect to all existing Alderwoods 7.75% Notes purchased in
the tender offer.

In addition, on September 7, 2006, SCI commenced a tender offer to purchase $144.5 million aggregate principal
amount of its outstanding 7.7% Senior Notes due 2009, CUSIP Nos: 817565AXZ; 817565AV6; 817565AW4 (the SCI
7.7% Notes ), and a solicitation of consents to eliminate substantially all of the restrictive covenants and certain events
of default and to modify certain other provisions of the indenture relating to the SCI 7.7% Notes. This tender offer
was originally scheduled to expire on October 5, 2006, but has been extended to October 26, 2006, to coincide with
the anticipated closing of the acquisition. The tender offer may be further extended if the closing date of the
acquisition is later than October 26, 2006. The tender offer is conditioned upon, among other things, the tender of a
majority of the outstanding SCI 7.7% notes, the consummation of the acquisition and the financing transactions
described above and other customary conditions. As of October 5, 2006, approximately $138,932,000 in aggregate
principal amount of SCI 7.7% Notes, or 96.17% of the outstanding principal amount of the SCI 7.7% Notes, and the
consents related thereto, were validly tendered. Withdrawal rights of tendering holders of the SCI 7.7% Notes that
tendered prior to the expiration of the consent solicitation on September 20, 2006 (the SCI Consent Date ), have
expired. The total consideration payable in respect of SCI 7.7%
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Notes that were accepted for payment and validly tendered and not withdrawn prior to the SCI Consent Date is
$1,058.11 per $1,000 principal amount, which includes a $20.00 consent payment payable only in respect of SCI 7.7%
Notes that were tendered with consents on or prior to the SCI Consent Date. The total consideration payable in respect
of SCI 7.7% Notes that are validly tendered after the SCI Consent Date and on or prior to the expiration date is
$1,038.11 per $1,000 principal amount. Accrued and unpaid interest to but excluding the settlement date will also be
paid with respect to all existing SCI 7.7% Notes purchased in the tender offer. SCI currently has outstanding a
separate series of 7.7% Notes due 2009, which have different CUSIP numbers. SCI is not making a tender offer or
consent solicitation for those notes.

Liquidity after the acquisition. After the consummation of the transactions, we will be highly leveraged. On a pro
forma basis as of June 30, 2006 and after giving effect to the transactions, we will have outstanding indebtedness of
approximately $2,034.0 million, with reduced near-term maturities and a more balanced overall maturity schedule.
Based on expected cash balances at closing, we expect to have approximately $229.9 million available for additional
borrowing under our revolving credit facility (after giving effect to approximately $70.1 million of outstanding letters
of credit). Our new senior credit facility agreement and the note purchase agreement evidencing our new privately
placed debt securities contain both affirmative and negative covenants, including limitations, subject to certain
exceptions, on our ability to incur additional indebtedness (including guarantee obligations); create liens on assets;
enter into sale and leaseback transactions; engage in mergers, liquidations and dissolutions; sell assets; enter into
leases; pay dividends, distributions and other payments in respect of capital stock, and purchase our capital stock in
the open market; make investments, loans or advances; repay subordinated indebtedness or amend the agreements
relating thereto; engage in certain transactions with affiliates; change our fiscal year; create restrictions on our ability
to receive distributions from subsidiaries; and change our lines of business; and require us to meet or exceed certain
leverage and interest coverage ratios. No pro forma adjustments have been made to reflect a reduction of debt from the
application of proceeds expected to be received in connection with the divestitures.

Upon completion of the acquisition, we intend to focus on the near-term reduction of our outstanding indebtedness
to our long-term target levels. Through the application of operating cash flow and proceeds from asset sales to retire
pre-payable debt, we expect to reduce our outstanding debt to approximately $1.7 billion within the next several years.

SCI expects to execute a consent order with the staff of the FTC in connection with the acquisition, which will
identify certain properties the FTC will require us to divest as a result of the acquisition. The consent order will be
subject to approval by the FTC commissioners, which approval is a condition to the consummation of the acquisition.
No final agreement has been reached with any third party concerning the sale of any such assets. We believe the
divestiture of these assets, together with the divestiture of other SCI assets that we have identified for sale, will
generate proceeds of approximately $200 million in the near future, which we expect to use to repay debt. There can
be no assurance that the divestitures described above will be consummated, or if consummated will generate the
proceeds described above. For purposes of the pro forma information in this prospectus, the assets to be sold pursuant
to the divestitures have been reclassified on the pro forma balance sheet as assets held for sale and the results of
operations of these assets have been eliminated from the pro forma statement of operations. No pro forma adjustments
have been made to reflect any anticipated gain or loss from the divestitures and no adjustment has been made to
reflect any earnings benefit from the reinvestment of any proceeds from the divestitures or any reduction of debt from
the application of sales proceeds. In addition, after completion of the acquisition, we intend to undertake a
comprehensive review of all our integrated operations and we believe there may be further asset sales as a result of
that review in the next six to 18 months. There can be no assurance that these asset sales will occur or if they occur
that they will be on terms favorable to us.

We will continue to focus on funding disciplined growth initiatives that generate increased profitability, revenue
and cash flows. These capital investments include the construction of high-end cemetery property (such as private
family estates) and the construction of funeral home facilities at existing cemeteries. Over the next twelve months,
giving pro forma effect to the transactions, we expect to
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spend approximately $25 million on capital expenditures to construct new funeral homes, and we expect our total
maintenance capital expenditures to be approximately $125 million. We will also consider acquisitions that fit our
long-term customer focused strategy, if the expected returns exceed our cost of capital.

In August 2004, SCI s Board of Directors authorized a $400.0 million share repurchase program. Under this
program, SCI has purchased 51.1 million shares at an average cost of $7.10 per share and currently have $36.7 million
authorized for future repurchases. Once we achieve our leverage targets, we intend to make purchases from time to
time in the open market or through privately negotiated transactions, subject to market conditions and normal trading
restrictions. Since April 2005, SCI has paid a quarterly cash dividend of $.025 per share to its shareholders. While we
intend to pay regular quarterly cash dividends for the foreseeable future, all subsequent dividends are subject to final
determination by our Board of Directors each quarter after its review of our financial performance.

Off-Balance Sheet Arrangements, Contractual Obligations, and Commercial and Contingent Commitments

SCI

SCI has incurred various financial obligations and commitments in the ordinary course of conducting its business.
SCI has contractual obligations requiring future cash payments under existing contractual arrangements, such as debt
maturities, interest on long-term debt, and employment, consulting and non-competition agreements. SCI also has
commercial and contingent obligations that result in cash payments only if certain contingent events occur requiring
its performance pursuant to a funding commitment.

The following table details SCI s known future cash payments (on an undiscounted basis) related to various
contractual obligations as of December 31, 2005.

Payments Due by Period
Contractual Obligations 2006 2007 2008 2009 2010 Thereafter Total
(Dollars in millions)

Current maturities of long-term debt(1) $ 20.7 $ $ $ $ 207
Long-term debt maturities(1) 225.6 347.6 613.3 1,186.5
Interest obligation on long-term debt(1) 90.2 158.2 96.9 250.4 595.7
Casket purchase agreement(2) 48.0 48.0
Operating lease agreements(3) 34.1 54.9 35.1 57.7 181.8
Employment, consulting and
non-competition agreements(4) 21.6 21.5 42 23 49.6

Total contractual obligations $214.6 $ 460.2 $ 483.8 $ 9237 $2,082.3

(1) SCI s outstanding indebtedness contains standard provisions, such as payment delinquency default clauses and
change of control clauses. In addition, SCI s new senior credit facility contains a maximum leverage ratio and a
minimum interest coverage ratio.

(2) SCI has executed a purchase agreement with a major casket manufacturer for its North America operations with
an original minimum commitment of $750 million, covering a six-year period that expired in 2004. The
agreement contained provisions for annual price adjustments and provided for a one-year extension to
December 31, 2005, which SCI elected to extend in order to satisfy its commitment. In January 2005, SCI again
amended the original purchase agreement to allow it to continue purchasing caskets through 2006, subject to
price increase limitations. At December 31, 2005, SCI s remaining casket purchase commitment under the
agreement was $48.0 million. See note thirteen to SCI s annual financial statements included in this prospectus for
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(3) The majority of SCI s operating leases contain options to (i) purchase the property at fair value on the exercise
date, (ii) purchase the property for a value determined at the inception of the leases, or
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(iii) renew for the fair rental value at the end of the primary lease term. SCI s operating leases at December 31,
2005, primarily related to funeral service locations, automobiles, limousines, hearses, cemetery operating and
maintenance equipment and two aircraft. At December 31, 2005, SCI has residual value exposure related to
certain operating leases of $22.2 million. SCI believes that is it unlikely that it will have to make future cash
payments related to these residual value exposures. In order to eliminate the variable interest rate risk in SCI s
operating margins and improve the transparency of its financial statements, SCI amended certain of its
transportation lease agreements in the first quarter of 2006. Based on the amended terms, these leases have been
converted from operating leases to capital leases for accounting purposes in 2006.

(4) SCI has entered into management employment, consulting and non-competition agreements which contractually
require SCI to make cash payments over the contractual period. The agreements have been primarily entered into
with certain officers and employees of SCI and former owners of businesses acquired. The contractual obligation
amounts pertain to the total commitment outstanding under these agreements and may not be indicative of future
expenses to be incurred related to these agreements due to cost rationalization programs completed by SCI.
Agreements with contractual periods less than one year are excluded. See note thirteen to SCI s annual financial
statements included in this prospectus for additional details related to these agreements.

SCI has not included amounts in this table for payments of pension contributions and payments for various
postretirement welfare plans and postemployment benefit plans, as such amounts have not been determined beyond
2005.

The following table details SCI s known potential or possible future cash payments (on an undiscounted basis)
related to various commercial and contingent obligations as of December 31, 2005.

Expiration by Period
Commercial and Contingent Obligations 2006 2007 2008 2009 2010 Thereafter Total
(Dollars in millions)
Surety obligations(1) $2857  $ $ $ $285.7
Letters of credit(2) 54.7 54.7
Representations and warranties(3) 9.4 24.1 33.5
Income distributions from trust(4) 15.8 15.8

Total commercial and contingent
obligations $365.6 $ 241§ $ $389.7

(1) To support its operations, SCI has engaged certain surety companies to issue surety bonds on SCI s behalf for
customer financial assurance or as required by state and local regulations. The surety bonds are primarily
obtained to provide assurance for SCI s preneed funeral and preneed cemetery obligations, which are
appropriately presented as liabilities in the consolidated balance sheet as Deferred preneed funeral contract
revenues and Deferred cemetery contract revenues. The total outstanding surety bonds at December 31, 2005
were $329.3 million. Of this amount, $313.6 million was related to preneed funeral and preneed cemetery
obligations. When SCI uses surety bonds for preneed funeral and cemetery obligations, the bond amount required
is based on the calculated trusting requirements as if the contract was paid in full at the time of sale. When SCI
deposits funds into state-mandated trust funds, however, the amount deposited is generally based on the amount
of cash received and payment application rules in the state trust requirements. Therefore, in the event all of the
surety companies canceled or did not renew SCI s outstanding surety bonds, which are generally renewed for
twelve-month periods, SCI would be required to either obtain replacement assurance or fund approximately
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$285.7 million, as of December 31, 2005, primarily into state-mandated trust accounts. At this time, SCI does not
believe it will be required to fund material future amounts related to these surety bonds.

(2) SClI is occasionally required to post letters of credit, issued by a financial institution, to secure certain insurance
programs or other obligations. Letters of credit generally authorize the financial institution to make a payment to

the beneficiary upon the satisfaction of a certain event or the failure to satisfy
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an obligation. The letters of credit are generally posted for one-year terms and are usually automatically renewed

upon maturity until such time as SCI has satisfied the commitment secured by the letter of credit. SCI is obligated
to reimburse the issuer only if the beneficiary collects on the letter of credit. SCI believes that it is unlikely it will
be required to fund a claim under its outstanding letters of credit.

(3) In addition to the letters of credit described above, SCI currently has contingent obligations of $33.5 million
related to its asset sale and joint venture transactions. SCI has agreed to guarantee certain representations and
warranties associated with such disposition transactions with letters of credit or interest-bearing cash investments.
SCT has interest-bearing cash investments of $6.8 million included in Deferred charges and other assets pledged
as collateral for certain of these contingent obligations. SCI does not believe it will ultimately be required to fund
to third parties any claims against these representations and warranties. During the year ended December 31,
2004, SCI recognized $35.8 million of contractual obligations related to representations and warranties associated
with the disposition of its funeral operations in France. The remaining obligations of $24.1 million at
December 31, 2005 is primarily related to taxes and certain litigation matters. At June 30, 2006, the remaining
obligations totaled $23.7 million. This amount is recorded in Other liabilities in SCI s consolidated balance sheet.
See note nineteen to SCI s annual financial statements included in this prospectus for addition information related
to the disposition of SCI s French operations.

(4) In certain states and provinces, SCI has withdrawn allowable distributable earnings including unrealized gains
prior to the maturity or cancellation of the related contract. In the event of market declines, SCI may be required
to re-deposit portions or all of these amounts into the respective trusts in some future period.

Combined Company
The following table details our known future cash payments (on an undiscounted basis) related to various
contractual obligations as of June 30, 2006, after giving pro forma effect to the transactions.

Payments Due by Period
Remainder
of
Contractual Obligations 2006 2007 2008 2009 2010  Thereafter Total
(Dollars in millions)

Current maturities of long-term
debt(1) $ 243 % $ $ $ 243
Long-term debt maturities(1)(4) 264.9 390.3 1,354.5 2,009.7
Interest obligation on long-term
debt(2) 72.7 274.4 2134 479.6 1,040.1
Casket purchase agreement(3) 12.8 12.8
Operating lease agreements(4) 9.9 242 18.7 67.6 120.4
Employment, consulting and
non-competition agreements(5) 10.8 21.5 42 2.3 38.8

Total contractual obligations $ 130.5 $ 585.0 $ 626.6 $ 1,904.0 $3,246.1

(1) Our outstanding indebtedness contains standard provisions, such as payment delinquency default clauses and, in
some cases, change of control clauses. In addition, SCI s bank credit agreement contains a maximum leverage
ratio and a minimum interest coverage ratio. Current and long-term debt maturities include capital leases.
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(2) Interest on revolving credit facility, term loan and privately placed debt securities assume LIBOR remaining at
5.40% throughout all periods.

(3) SCI has executed a purchase agreement with a major casket manufacturer for its North America operations with
an original minimum commitment of $750 million, covering a six-year period that expired in 2004. The
agreement contained provisions for annual price adjustments and provided for a one-year extension to
December 31, 2005, which SCI elected to extend in order to satisfy its commitment. In January 2005, SCI again
amended the original purchase agreement to allow it to
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continue purchasing caskets through 2006, subject to price increase limitations. At June 30, 2006, SCI s remaining
casket purchase commitment under the agreement was $12.8 million.

(4) Our operating leases at December 31, 2005, primarily related to funeral service locations, automobiles,
limousines, hearses, cemetery operating and maintenance equipment and two aircraft. In order to eliminate the
variable interest rate risk in SCI s operating margins and improve the transparency of its financial statements, SCI
amended certain of its transportation lease agreements in the first quarter of 2006. Based on the amended terms,
these leases have been converted from operating leases to capital leases for accounting purposes in 2006. As a
result the Company acquired $108,703 of transportation equipment utilizing capital leases, of which $102,322
were classified as operating leases in prior periods. All capital leases are included in current and long-term debt
maturities.

(5) SCI has entered into management employment, consulting and non-competition agreements which contractually
require SCI to make cash payments over the contractual period. The agreements have been primarily entered into
with certain officers and employees of SCI and former owners of businesses acquired. The contractual obligation
amounts pertain to the total commitment outstanding under these agreements and may not be indicative of future
expenses to be incurred related to these agreements due to cost rationalization programs completed by SCI.
Agreements with contractual periods less than one year are excluded.

We have not included amounts in this table for payments of pension contributions and payments for various
postretirement welfare plans and postemployment benefit plans, as such amounts have not been determined beyond
2005.

The following table details our known potential or possible future cash payments (on an undiscounted basis)
related to various commercial and contingent obligations as of December 31, 2005, after giving pro forma effect to the
transactions.

Expiration by Period
Commercial and Contingent Obligations 2006 2007 2008 2009 2010 Thereafter Total
(Dollars in millions)
Surety obligations(1) $2857  $ $ $ $285.7
Letters of credit(2) 72.3 72.3
Representations and warranties(3) 94 24.1 33.5
Income distributions from trust(4) 15.8 15.8

Total commercial and contingent
obligations $3832  $ 241§ $ $407.3

(1) To support its operations, SCI has engaged certain surety companies to issue surety bonds on SCI s behalf for
customer financial assurance or as required by state and local regulations. The surety bonds are primarily
obtained to provide assurance for SCI s preneed funeral and preneed cemetery obligations, which are
appropriately presented as liabilities in the consolidated balance sheet as Deferred preneed funeral contract
revenues and Deferred cemetery contract revenues. The total outstanding surety bonds at December 31, 2005
were $329.3 million. Of this amount, $313.6 million was related to preneed funeral and preneed cemetery
obligations. When SCI uses surety bonds for preneed funeral and cemetery obligations, the bond amount required
is based on the calculated trusting requirements as if the contract was paid in full at the time of sale. When SCI
deposits funds into state-mandated trust funds, however, the amount deposited is generally based on the amount
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of cash received and payment application rules in the state trust requirements. Therefore, in the event all of the
surety companies canceled or did not renew SCI s outstanding surety bonds, which are generally renewed for
twelve-month periods, SCI would be required to either obtain replacement assurance or fund approximately
$285.7 million, as of December 31, 2005, primarily into state-mandated trust accounts. At this time, SCI does not
believe it will be required to fund material future amounts related to these surety bonds.
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(2) We are occasionally required to post letters of credit, issued by a financial institution, to secure certain insurance
programs or other obligations. Letters of credit generally authorize the financial institution to make a payment to
the beneficiary upon the satisfaction of a certain event or the failure to satisfy an obligation. The letters of credit
are generally posted for one-year terms and are usually automatically renewed upon maturity until such time as
we have satisfied the commitment secured by the letter of credit. We are obligated to reimburse the issuer only if
the beneficiary collects on the letter of credit. We believe that it is unlikely we will be required to fund a claim
under its outstanding letters of credit.

(3) In addition to the letters of credit described above, SCI currently has contingent obligations of $33.5 million
related to its asset sale and joint venture transactions. SCI has agreed to guarantee certain representations and
warranties associated with such disposition transactions with letters of credit or interest-bearing cash investments.
SCI has interest-bearing cash investments of $6.8 million included in Deferred charges and other assets pledged
as collateral for certain of these contingent obligations. SCI does not believe it will ultimately be required to fund
to third parties any claims against these representations and warranties. During the year ended December 31,
2004, SCI recognized $35.8 million of contractual obligations related to representations and warranties associated
with the disposition of its funeral operations in France. The remaining obligations of $24.1 million at
December 31, 2005 is primarily related to taxes and certain litigation matters. At June 30, 2006, the remaining
obligations totaled $23.7 million. This amount is recorded in Other liabilities in SCI s consolidated balance sheet.
See note nineteen to SCI s annual financial statements included in this prospectus for addition information related
to the disposition of SCI s French operations.

(4) In certain states and provinces, SCI has withdrawn allowable distributable earnings including unrealized gains
prior to the maturity or cancellation of the related contract. In the event of market declines, SCI may be required
to re-deposit portions or all of these amounts into the respective trusts in some future period.

Financial Assurances

SCI

In support of SCI s operations, SCI has entered into arrangements with certain surety companies whereby such
companies agree to issue surety bonds on its behalf as financial assurance and/or as required by existing state and
local regulations. The surety bonds are used for various business purposes; however, the majority of the surety bonds
issued and outstanding have been used to support our preneed funeral and cemetery sales activities. The obligations
underlying these surety bonds assure are recorded on the consolidated balance sheet as Deferred preneed Funeral
revenues and deferred preneed cemetery revenues. The breakdown of surety bonds between funeral and cemetery
preneed arrangements, as well as surety bonds for other activities, are described below. The decrease in preneed
funeral and preneed cemetery surety bonds is primarily the result of the completion of pre-construction projects,
divested locations, and a change in the type of sales in Florida.

December 31, December 31, June 30,
2005 2004 2006

(Dollars in millions)

Preneed funeral $ 139.3 $ 146.7 $ 132.1
Preneed cemetery:
Merchandise and services 161.8 186.7 159.6
Pre-construction 12.5 8.3 11.1

Bonds supporting preneed funeral and cemetery
obligations 313.6 341.7 302.8

Bonds supporting preneed business permits 4.7 53 4.5
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Total surety bonds outstanding $ 329.3 $ 3525 $ 3183
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When selling preneed funeral and cemetery contracts, SCI may post surety bonds where allowed by state law,
except as noted below for Florida. SCI posts the surety bonds in lieu of trusting a certain amount of funds received
from the customer. The amount of the bond posted is generally determined by the total amount of the preneed contract
that would otherwise be required to be trusted, in accordance with applicable state law. For the year ended
December 31, 2005 and 2004, SCI had $64.0 million and $102.7 million, respectively, of cash receipts attributable to
bonded sales. For the six months ended June 30, 2006, SCI had $28.2 million of cash receipts attributable to bonded
sales. These amounts do not consider reductions associated with taxes, obtaining costs, or other costs.

Surety bond premiums are paid annually and are automatically renewable until maturity of the underlying preneed
contracts, unless SCI is given prior notice of cancellation. Except for cemetery pre-construction bonds (which are
irrevocable), the surety companies generally have the right to cancel the surety bonds at any time with appropriate
notice. In the event a surety company was to cancel the surety bond, SCI is required to obtain replacement surety
assurance from another surety company or fund a trust for an amount generally less than the posted bond amount. SCI
does not expect it will be required to fund material future amounts related to these surety bonds because of lack of
surety capacity.

The applicable Florida law that allowed posting of surety bonds for preneed contracts expired December 31, 2004;
however, it allowed for preneed contracts entered into prior to December 31, 2004 to continue to be bonded for the
remaining life of those contracts. Of the total cash receipts attributable to bonded sales for the years ended
December 31, 2005 and 2004, approximately $29.9 million and $63.0 million, respectively, were attributable to the
state of Florida. On February 1, 2004, SCI elected to begin trusting as a financial assurance mechanism in Florida,
rather than surety bonding, on new Florida sales of preneed funeral and cemetery merchandise and services. SCI s net
trust deposits required in 2005 for new Florida sales since changing to trust funding were $21.4 million. SCI s net trust
deposits required during 2004 for new trust funded sales were $15.4 million.

Historical Cash Flow
SCI

Six Months Ended June 30, 2006 Compared to Six Months Ended June 30, 2005
Highlights of cash flow for the first six months of 2006 compared to the same period of 2005 are as follows:
Operating activities Cash flows from operating activities in the first six months of 2006 were $151.6 million, a
decrease of $38.8 million compared to the first six months of 2005. The first six months of 2005 included a federal
income tax refund of $29.0 million. Additionally, in the first six months of 2006, there were $16.5 million of
long-term incentive compensation payments related to a 2003 award program. Excluding these items, cash flows
from operating activities for the first six months of 2006 increased $6.7 million compared to the same period in
2005 primarily as a result of the second quarter 2006 receipt of $7.9 million of previously disputed trust fund
proceeds described in Results of Operations above and improvements in SCI s DSO for the first half of 2006.

Investing activities Cash flows from investing activities decreased by $40.3 million in the first six months of
2006 compared to the same period of 2005 due to a decline in proceeds from divestitures and sales of property and
equipment, reduced distributions from SCI s French equity investment, and an increase in acquisitions, partially
offset by a favorable change in restricted cash.

In the first six months of 2006, SCI received $27.0 million from divestitures and sales of property and
equipment compared to $56.1 million in the first six months of 2005. In 2006, SCI also received $11.0 million of
proceeds held as an income tax receivable related to the 2005 sale of its operations in Chile. SCI also paid
$14.7 million in 2006 in cash for selected strategic acquisitions.

In the first six months of 2005, SCI received $21.6 million in proceeds and distributions from the disposition of
its businesses in Argentina and Uruguay, $32.1 million from its equity investment in
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France and $2.4 million from other sales of property and equipment. The $20.0 million net source from restricted
cash for the first six months of 2006 compared to the first six months of 2005 included an $18.1 million deposit of
payroll funds into a restricted account in 2005, partially offset by a return of $9.2 million in cash collateral
previously pledged in connection with various commercial commitments. In addition, $11.0 million related to
pending deposits that are no longer reported as restricted cash based on discussions with the SEC regarding their
comment letter.

Financing activities Cash used in financing activities decreased $127.1 million in the first six months of 2006
compared to the first six months of 2005 primarily due to a $161.9 million reduction in share repurchases and a
$275.5 million decrease in debt repayments, partially offset by $291.5 million of proceeds from the issuance of
debt in 2005. SCI also had a $10.5 million increase in capital lease payments reflecting new capital leases for
certain transportation assets and a $7.0 million increase in dividend payments in 2006 compared to 2005.

During the first six months of 2005, SCI repurchased 26.7 million shares of common stock for $189.8 million
compared to 3.4 million shares for $27.9 million in 2006.

SCI s efforts in 2004 and 2005 to extend its debt maturity schedule resulted in significant decreases in debt
payments in 2006. During the second quarter of 2005, SCI issued $300 million of senior unsecured 7.0% notes due
2017, and received $291.5 million in net proceeds. SCI used these proceeds to extinguish $286.2 million of
outstanding debt. SCI did not issue or early retire any debt in 2006. SCI also paid $3.0 million in scheduled debt
payments in the first half of 2005 compared to $13.7 million in scheduled debt payments in 2006.

Year Ended December 31, 2005 Compared to Years Ended December 31, 2004 and 2003

Highlights of cash flow for the year ended December 31, 2005 compared to the same periods of 2004 and 2003 are
as follows:

Operating activities Cash flows from operating activities increased by $218.7 million to $312.9 million in
2005 compared to 2004. The 2004 cash flows from operating activities of $94.2 million declined by $280.1 million
as compared to the operating cash flows in 2003. Included in 2005 was a federal income tax refund of
$29.0 million. Included in 2004 was the payment of $131.1 million related to the resolution of certain litigation
matters, a $20.0 million voluntary cash contribution to SCI s pension plan, and the payment of $11.4 million to
retire life insurance policy loans related to SCI s SERP and Senior SERP retirement programs. Included in 2003
was a tax refund of $94.5 million and disbursements of $27.1 million (net of insurance recoveries) related to the
resolution of certain litigation matters.

In addition to the items mentioned above, the increase in operating cash flows in 2005 as compared to 2004 is
the result of an extra bi-weekly cash payroll payment of approximately $19.0 million in 2004, an approximate
$13.0 million decrease in bonus payments, an increase in net trust withdrawals, and a $16.7 million decrease in
cash interest paid. These net sources of cash were partially offset by cash outflows of $16.0 million associated with
SCI s cash funding of its 401(k) matches in 2005 (compared with funding through the use of stock in 2004) and a
$10.2 million increase in cash outflows to improve internal controls in order to comply with Section 404 of the
Sarbanes-Oxley Act. Cash receipts from Kenyon increased $15.0 million (offset by an $18.8 million increase in
Kenyon expenses) in 2005 compared to the same period in 2004 due to Kenyon s involvement with the incidents in
Asia, Greece and the U.S. gulf coast. Additionally, cash flows from operating activities provided by SCI s former
operations in France decreased $18.3 million in 2005 as a result of the sale of its French operations in March 2004.

The decrease in operating cash flows in 2004 as compared to 2003 was also driven by the extra bi-weekly cash
payroll payment in 2004 and the divestiture of SCI s operations in France. Cash flow from operating activities in
France declined $14.7 million from $33.0 million in 2003 to $18.3 million for the short period in 2004 prior to the
disposition. The remaining decline was attributable to the
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replacement of bonding with trust funding for new preneed sales in Florida and working capital increases primarily
associated with decreases in accounts receivable collections. These net cash outflows were partially offset by a
$25.6 million decrease in cash interest payments due to significant debt reductions during 2004.

SCI did not pay federal income taxes in 2005, 2004 or 2003. Because of its significant net operating loss
carryforwards SCI does not expect to pay federal income taxes until 2007. Foreign, state and local income tax
payments declined $4.2 million to $6.6 million in 2005 as compared to $10.8 million in 2004 and $14.5 million in
2003 primarily as a result of less foreign taxes paid due to the disposition of SCI s French operations in 2004.

Investing activities Cash flows from investing activities declined by $118.5 million in 2005 compared to 2004
primarily due to a decline in proceeds from sales of international businesses and equity investments and a decrease
in net withdrawals from restricted funds primarily related to various commercial commitments. Partially offsetting
these decreases was the payment in 2004 of $51.7 million to satisfy a contingent purchase obligation associated
with the 1998 acquisition of SCI s operations in Chile. The $326.9 million improvement in investing cash flows in
2004 as compared to 2003 was driven by proceeds from dispositions and an increase in net withdrawals from
restricted funds, partially offset by the 2004 payment of the contingent purchase obligation previously mentioned.

In 2005, SCI received $90.4 million from the disposition of its cemetery operation in Chile, $42.7 million
related to the collection of a 10,000 note receivable and the redemption of preferred equity certificates related to
SCI s equity investment in its former French operations (of which $39.7 million is reported as an investing
activity), and $21.6 million from the disposition of its Argentina and Uruguay businesses.

In March 2004, SCI sold its funeral operations in France and received net cash proceeds of $281.7 million.
Following a successful public offering transaction of SCI s former United Kingdom affiliate during the second
quarter of 2004, SCI liquidated its debt and equity holdings in its former United Kingdom affiliate and collected
$53.8 million in aggregate, of which $49.2 million is reported as an investing activity.

Financing activities Cash used in financing activities decreased $9.6 million in 2005 compared to 2004
primarily due to an increase in proceeds from the issuance of debt and a decrease in debt extinguishments, partially
offset by an increase in share repurchases and dividend payments. The $35.7 million increase in cash used for
financing in 2004 as compared to 2003 was driven by debt extinguishments and stock repurchases.

Payments of debt were $85.8 million in 2005 primarily related to the $63.5 million final payment of
6.00% notes due December 2005 and $14.5 million in note payments. Payments of debt were $177.8 million in
2004 primarily related to the repayment of $111.2 million of the 7.375% notes due 2004 and $50.8 million of
8.375% notes due in 2004.

Proceeds from the issuance of debt were $291.5 million in 2005 due to the issuance of senior unsecured
7.00% notes due June 15, 2017 for $300.0 million, net of $1.0 million of debt issue costs. In 2004, proceeds of
$241.4 million were due to the issuance of 6.75% notes due April 1, 2016 in the amount of $250.0 million, net of
$0.4 million of debt issue costs.

SCI repurchased 31.0 million shares of its common stock for $225.1 million in 2005 and 16.7 million shares of
common stock for $110.3 million in 2004.

SCI paid $22.6 million of cash dividends during 2005 related to the quarterly cash dividend recently reinstated
by the Board of Directors. There were no dividend payments in 2004 or 2003.
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Alderwoods
Alderwoods derives the majority of its cash from atneed funeral and cemetery activities. Cash flow is also
impacted by the funeral and cemetery preneed activities.

Twenty-Four Weeks Ended June 17, 2006 Compared to Twenty-Four Weeks Ended June 18, 2005

Net cash from continuing operating activities was $40.3 million for the 24 weeks ended June 17, 2006, compared
to $70.9 million for the corresponding period in 2005. The decrease was primarily due to the following three
components from the corresponding period in 2005 (i) a $18.1 million in withdrawals of excess funds from funeral
and cemetery trusts resulting from Alderwoods s ongoing review process; (ii) $16.1 million related to collateral for
liability lines of insurance coverage replaced with a letter of credit and (iii) a $9.1 million payment in connection with
the US Trustee bankruptcy fee.

Alderwoods s insurance subsidiary is subject to certain state regulations that restrict distributions, loans and
advances from the subsidiary to Alderwoods and its other subsidiaries. Dividends are only distributable after
regulatory approval is obtained. The cash inflows from operations of the insurance subsidiary are primarily generated
from insurance premiums, all of which are invested in insurance invested assets.

Net cash used in continuing investing activities was $24.9 million for the 24 weeks ended June 17, 2006,
compared to $22.9 million for the corresponding period in 2005.

Net cash used in continuing financing activities was $14.5 million for the 24 weeks ended June 17, 2006,
compared to $52.7 million for the corresponding period in 2005. The decrease of $38.2 million was primarily due to
lower repayments of debt during the 24 weeks ended June 17, 2006, compared to the corresponding period in 2005.

Fifty-Two Weeks Ended December 31, 2005 Compared to Fifty-Two Weeks Ended January 1, 2005

Net cash from continuing operating activities was $147.4 million for the 52 weeks ended December 31, 2005,
compared to $104.3 million for the 52 weeks ended January 1, 2005. The increase was primarily due to $25.4 million
in withdrawals of excess funds from funeral and cemetery trusts resulting from Alderwoods s ongoing review of these
trusts (which is substantially complete), $16.1 million related to collateral for liability lines of insurance coverage
replaced with a letter of credit and the collection of an $11.5 million settlement for notes receivables previously
recorded as an allowance. The increase is partially offset by the payment of $9.1 million as settlement of the
U.S. trustee bankruptcy fee.

Net cash used in continuing investing activities was $69.0 million for the 52 weeks ended December 31, 2005,
compared to $67.9 million for the 52 weeks ended January 1, 2005. The increase was primarily due to the increase of
$5.3 million in purchase of property and equipment partially offset by a decrease of $4.4 million in net purchase of
insurance assets.

Net cash used in continuing financing activities was $87.7 million for the 52 weeks ended December 31, 2005,
compared to $192.5 million for the 52 weeks ended January 1, 2005. The decrease of $104.8 million was primarily
due to the lower net repayment of debt during the 52 weeks ended December 31, 2005, compared to the 52 weeks
ended January 1, 2005.

For the 52 weeks ended December 31, 2005, the majority of the net proceeds of $23.7 million from the sale of
Alderwoods s operating locations and excess real estate were used to further reduce long term debt.

Critical Accounting Policies

After the acquisition, the critical accounting policies of SCI will be the critical accounting policies of the
combined company. Set forth below are the critical accounting policies of each of SCI and Alderwoods prior to the
acquisition.
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SCI

SCI s consolidated financial statements are impacted by the accounting policies used and the estimates and
assumptions made by management during their preparation. Estimates and assumptions affect the carrying values of
assets and liabilities and disclosures of contingent assets and liabilities at the balance sheet date. Actual results could
differ from such estimates due to uncertainties associated with the methods and assumptions underlying SCI s critical
accounting measurements. The following is a discussion of SCI s critical accounting policies pertaining to revenue
recognition, preneed funeral and cemetery contracts, the impairment or disposal of long-lived assets, and the use of
estimates.

Revenue Recognition

Funeral revenue is recognized when funeral services are performed. SCI s trade receivables primarily consist of
amounts due for funeral services already performed. Revenue associated with cemetery merchandise and services is
recognized when the service is performed or merchandise is delivered. Revenue associated with cemetery property
interment rights is recognized in accordance with the retail land sales provision of SFAS No. 66, Accounting for the
Sales of Real Estate (SFAS 66). Under SFAS 66, revenue from constructed cemetery property is not recognized until
a minimum percentage (10%) of the sales price has been collected. Revenue related to the preneed sale of
unconstructed cemetery property is deferred until it is constructed and 10% of the sales price is collected.

When a customer enters into a preneed funeral trust contract, the entire purchase price is deferred and the revenue
is recognized at the time of maturity. The revenues associated with a preneed cemetery contract, however, may be
recognized as different contract events occur. Preneed sales of cemetery interment rights (cemetery burial property)
are recognized when a minimum of 10% of the sales price has been collected and the property has been constructed or
is available for interment. For personalized marker merchandise, with the customer s direction generally obtained at
the time of sale, SCI can choose to order, store, and transfer title to the customer. Upon the earlier of vendor storage of
these items or delivery in SCI s cemetery, SCI recognizes the associated revenues and record the cost of sale. For
services and non-personalized merchandise (such as vaults), SCI defer the revenues until the services are performed
and the merchandise is delivered.

Preneed Funeral and Cemetery Activities

In addition to selling SCI s products and services to client families at the time of need, SCI sells price guaranteed
preneed funeral and cemetery contracts which provide for future funeral or cemetery services and merchandise. A
preneed arrangement is a means through which a customer contractually agrees to the terms of a funeral service,
cremation service, and/or cemetery burial interment right, merchandise or cemetery service to be performed or
provided in the future (that is, in advance of when needed or preneed ).

While some customers may pay for their preneed funeral or cemetery contract in a single payment, most preneed
funeral and cemetery contracts are sold on an installment basis over a period of one to seven years. On these
installment contracts, SCI receives, on average, a down payment at the time of sale of approximately 10%. SCI
revised its policy for finance charges on preneed cemetery installment contracts in the second half of 2005. Based on
this revision, preneed cemetery installment contracts generally now include a finance charge ranging from 9.9% to
10.9% depending on the payment period and state or provincial laws. Unlike cemetery installment contracts, the
majority of SCI s preneed funeral installment contracts have not included a finance charge. After test marketing a
finance charge program for preneed funeral trust contracts during the fourth quarter of 2004, SCI implemented a
finance charge program in five core trust states during 2005, which represent approximately 55% of its preneed
funeral trust production.

Since preneed funeral and cemetery services or merchandise will not be provided until some time in the future,
most states and provinces require that all or a portion of the funds collected from customers on preneed funeral and
cemetery contracts be paid into merchandise and service trusts until the merchandise
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is delivered or the service is performed. In certain situations, where permitted by state or provincial laws, SCI posts a
surety bond as financial assurance for a certain amount of the preneed funeral or cemetery contract in lieu of placing
funds into trust accounts. Alternatively, where allowed, customers may choose to purchase a life insurance or annuity
policy from third party insurance companies to fund their preneed funeral. Only certain of these customer funding
options may be applicable in any given market we serve. SCI does not fund preneed cemetery contracts with insurance
policies.

Trust funded preneed funeral and cemetery contracts: The funds deposited into trust (in accordance with various
state and provincial laws) are invested by independent trustees in accordance with the investment guidelines
established by statute or, where the prudent investor rule is applicable, the guidelines established by the Investment
Committee of our Board of Directors. The trustees utilize professional investment advisors to select and monitor the
money managers that make the individual investment decisions in accordance with the guidelines. SCI retains any
funds above the amounts required to be deposited into trust accounts and uses them for working capital purposes,
generally to offset the selling and administrative costs of the preneed programs. State or provincial law governs the
timing of the required deposits into the trust accounts, which generally ranges from five to 45 days after receipt of the
funds from the customer.

Investment earnings associated with the trust investments are expected to mitigate the inflationary costs of
providing the preneed funeral and cemetery services and merchandise in the future for the prices that were guaranteed
at the time of sale. As a result of the adoption of the revised Financial Accounting Standards Board Interpretation
No. 46, Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51
(FIN 46R) in 2004, the preneed funeral and cemetery trust assets have been consolidated and are recorded in SCI s
consolidated balance sheet at market value in accordance with Statement of Financial Accounting Standards No. 115,

Accounting for Certain Investments in Debt and Equity Securities (SFAS 115). Investment earnings on trust assets
are generally accumulated in the trust and distributed as the revenue associated with the preneed funeral or cemetery
contract is recognized or cancelled by the customer. In certain states and provinces, the trusts are allowed to distribute
a portion of the investment earnings to us prior to that date.

Prior to January 1, 2005, direct selling costs incurred pursuant to the sales of trust funded preneed funeral and
cemetery contracts were deferred and included in Deferred charges and other assets in the consolidated balance sheet.
The deferred selling costs were expensed in proportion to the corresponding revenues when recognized. Other selling
costs associated with the sales and marketing of preneed funeral and cemetery contracts (e.g., lead procurements costs,
brochures and marketing materials, advertising and administrative costs) were expensed as incurred.

Beginning January 1, 2005, SCI made an accounting change to expense as incurred all direct selling costs
associated with the sales of trust funded preneed funeral and cemetery contracts.

If a preneed funeral or cemetery contract is cancelled prior to delivery, state or provincial law determines the
amount of the refund owed to the customer, if any, including the amount of the attributed investment earnings. Upon
cancellation, SCI receives the amount of principal deposited to trust and previously undistributed net investment
earnings and, where required, issue a refund to the customer. SCI retains excess funds, if any, and recognize the
attributed investment earnings (net of any investment earnings payable to the customer) as revenue in our consolidated
statement of operations. In certain jurisdictions, SCI may be obligated to fund any shortfall if the amounts deposited
by the customer exceed the funds in trust. Based on its historical experience, SCI has included a cancellation reserve
for preneed funeral and cemetery contracts in its consolidated balance sheet of $112.0 million as of December 31,
2005 and of $113.8 million as of June 30, 2006.

The cash flow activity over the life of a trust funded preneed funeral or cemetery contract from the date of sale to
its recognition or cancellation is captured in the line item Net effect of preneed funeral or cemetery production and
maturities/deliveries and Net income (loss) in the consolidated statement of cash flows. While the contract is
outstanding, cash flow is provided by the amount retained from funds collected from the customer and any distributed
investment earnings. Prior to January 1, 2005, this amount
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was reduced by the payment of preneed deferred selling costs. The effect of amortizing preneed deferred selling costs
was reflected in Depreciation and amortization in the consolidated statement of cash flows. Effective January 1, 2005,
the payment of direct selling costs associated with trust funded preneed contracts is reflected in the consolidated
statement of cash flows as cash flows from operating activities in the line item Net income (loss), since such direct
selling costs are expensed as incurred. At the time of death maturity, SCI receives the principal and undistributed
investment earnings from the funeral trust and any remaining receivable due from the customer. At the time of
delivery or storage of cemetery merchandise and service items for which we were required to deposit funds to trust,
SCI receives the principal and undistributed investment earnings from the cemetery trust. There is generally no
remaining receivable due from the customer, as our policy is to deliver preneed cemetery merchandise and service
items only upon payment of the contract balance in full. This cash flow at the time of service, delivery or storage is
generally less than the associated revenue recognized, thus reducing cash flow from operating activities.

The tables below detail the North America results of trust funded preneed funeral and cemetery production for the
years ended December 31, 2005 and 2004. The increase in preneed funeral trust production in 2005 relates primarily
to a significant shift from the sale of insurance contracts to trust contracts in California and Colorado.

North America

Year Ended
December 31,
Six Months
Ended
2005 2004 June 30, 2006
(Dollars in millions)
Funeral
Preneed trust funded (including bonded):
Sales production $ 1319 $ 1139 $ 64.6
Sales production (number of contracts) 35,490 33,286 15,241
Sales maturities $ 160.9 $ 161.7 $ 86.9
Sales maturities (number of contracts) 40,368 39,418 20,294
Cemetery
Sales production:
Preneed $ 3074 $ 3034 $ 160.9
Atneed 210.5 197.7 111.0
Total sales production $ 5179 $ 501.1 $ 271.9

Insurance funded preneed funeral contracts: Where permitted, customers may arrange their preneed funeral
contract by purchasing a life insurance or annuity policy from third party insurance companies, for which SCI earns a
commission for being the general agent for the insurance company. These general agency commissions (GA revenues)
are based on a percentage per contract sold and are recognized as funeral revenues when the insurance purchase
transaction between the customer and third party insurance provider is completed. Direct selling costs incurred
pursuant to the sale of insurance funded preneed funeral contracts are expensed as incurred. The policy amount of the
insurance contract between the customer and the third party insurance company generally equals the amount of the
preneed funeral contract. However, SCI does not reflect the unfulfilled insurance funded preneed funeral contract
amounts in our consolidated balance sheet.

The third party insurance company collects funds related to the insurance contract directly from the customer. The
life insurance contracts include increasing death benefit provisions, which are expected to offset the inflationary costs
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of providing the preneed funeral services and merchandise in the future for the prices that were guaranteed at the time
of the preneed sale. These death benefits payable by third party insurance companies increase annually pursuant to the
terms of the life insurance policies purchased in advance of need by SCI s customers to fund their funerals. The
customer/policy holder assigns the policy

93

Table of Contents 132



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

benefits to SCI s funeral home to pay for the preneed funeral contract at the time of need. Approximately 60% of SCI s
2005 North America preneed funeral production is insurance funded preneed funeral contracts.

Additionally, SCI may receive cash overrides based on achieving certain dollar volume targets of life insurance
policies sold as a result of marketing agreements entered into in connection with the sale of SCI s insurance
subsidiaries in 2000. These overrides are recorded in Other income, net in the consolidated statement of operations.

If a customer cancels the insurance funded preneed funeral contract prior to death, the insurance company pays the
cash surrender value under the insurance policy directly to the customer. If the contract was outstanding for less than
one year, the insurance company generally charges back the GA revenues and overrides SCI received on the contract.
An allowance for these charge backs is included in the consolidated balance sheet based on SCI s historical charge
back experience totaling $3.1 million and $3.6 million in 2005 and 2004, respectively.

Because insurance funded preneed funeral contracts are not reflected in SCI s consolidated balance sheet, the cash
flow activity associated with these contracts generally occurs only at the time of sale and at death or cancellation, and
is recorded as cash flows from operating activities within SCI s funeral segment. Upon execution of the contract, the
GA revenues and overrides received net of the direct selling costs provide a net source of cash flow. If the insurance
contract cancels within one year following the date of sale, our cash flow is reduced by the charge back of GA
revenues and overrides. At death maturity, the insurance funded preneed funeral contracts are included in funeral trade
accounts receivable and funeral revenues when the funeral service is performed. Proceeds from the life insurance
policies are used to satisfy the receivables due. The insurance proceeds (which include the increasing death benefit)
less the funds used to provide the funeral goods and services provide a net source of cash flow.

The table below details the North America results of insurance funded preneed funeral production for the years
ended December 31, 2005 and 2004, and the number of contracts associated with that net production. In 2005, SCI
began charging back preneed funeral insurance production for all cancellations of contracts greater than one year old.
These charge backs amounted to $21.2 million in 2005. The decrease in preneed funeral insurance production in 2005
relates to the change related to cancellations coupled with a significant shift from the sale of insurance contracts to
trust contracts in California and Colorado.

North America

Years Ended Six Months
December 31, Ended June 30,
2005 2004 2006

(Dollars in millions)

Funeral

Preneed trust funded (including bonded):

Sales production(1) $ 1934 $ 238.6 $ 96.1
Sales production (number of contracts) 42,221 51,533 18,729
General agency revenue $ 276 $ 283 $ 16.6
Sales maturities $ 194.0 $ 197.2 $ 96.0
Sales maturities (number of contracts) 41,640 43,508 20,189

(1) Amounts are not included in the consolidated balance sheet

North America backlog of preneed funeral and cemetery contracts: The following table reflects the North America
backlog of trust funded deferred preneed funeral and cemetery contract revenues (market and cost bases) including
amounts related to Non-controlling interest in funeral and cemetery trusts at December 31, 2005 and 2004.
Additionally, SCI has reflected the North America backlog of unfulfilled insurance funded contracts (not included in
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December 31, 2005 and 2004. The backlog amounts presented are reduced by an amount that SCI believes will cancel
before maturity based on its historical experience.
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The table also reflects the North America trust funded preneed funeral and cemetery receivables and trust
investments (investments at market and cost bases) associated with the backlog of trust funded deferred preneed
funeral and cemetery contract revenues, net of an estimated cancellation allowance. The cost and market values
associated with funeral and cemetery trust investments included in the assets associated with the backlog of trust
funded deferred preneed funeral and cemetery revenues at December 31, 2005 and 2004 are computed as follows:

Cost reflects the investment (net of redemptions) of control holders in common trust funds, mutual funds and
private equity investments.

Market reflects the fair market value of securities or cash held by the common trust funds, mutual funds at
published values and the estimated market value of private equity investments (including debt as well as the
estimated fair value related to the contract holders equity in majority owned real estate investments).

The market value of funeral and cemetery trust investments was based primarily on quoted market prices at
December 31, 2005 and 2004. The difference between the backlog and asset amounts represents the contracts for
which SCI has posted surety bonds as financial assurance in lieu of trusting, the amounts collected from customers
that were not required to be deposited to trust and allowable cash distributions from trust assets. The table also reflects
the amounts expected to be received from insurance companies from the assignment of policy proceeds related to
insurance funded funeral contracts.

North America Funeral
December 31, 2005 December 31, 2004 June 30, 2006
Market Cost Market Cost Market Cost

(Dollars in millions)
Backlog of trust funded deferred

preneed funeral revenues(1) $14955 $14826 $1,4759 $1,440.8 $1,508.6 $1,507.7
Backlog of insurance funded preneed
funeral revenues(2) $2,092.1  $2,092.1  $2,1295 $2,1295 $2,132.8 $2,132.8

Total backlog of preneed funeral
revenues $3,587.6 $3,5747 $3,6054 $3,570.3 $3,641.4 $3,640.5

Assets associated with backlog of trust

funded deferred preneed funeral

revenues, net of estimated allowance for

cancellation $1,158.7 $1,1459 $1,1658 $1,130.6 $1,1644 $1,1634
Insurance policies associated with

insurance funded deferred preneed

funeral revenues, net of estimated

allowance for cancellation(2) $2,092.1 $2,092.1 $2,1295 $2,1295 $2,132.8 $2,132.8

Total assets associated with backlog of
preneed funeral revenues $3,250.8 $3,238.0 $3,295.3 $3,260.1 $3,2972 $3,296.2

North America Cemetery
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December 31, 2005 December 31, 2004 June 30, 2006
Market Cost Market Cost Market Cost

(Dollars in millions)
Backlog of deferred cemetery
revenues(1) $1,6445 $1,6005 $1,6823 $1,6054 $1,6723 $1,637.3
Assets associated with backlog of
deferred cemetery revenues, net of
estimated allowance for cancellation $1,1574 $1,1193 $1,2374 $1,170.8 $1,151.1 $1,120.7

(1) Includes amounts reflected as Non-controlling interest in funeral and cemetery trusts in the consolidated balance
sheet, net of estimated allowance for cancellation.

(2) Insurance funded preneed funeral contracts, net of estimated allowance for cancellation are not included in the
consolidated balance sheet.
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Impairment or Disposal of Long-Lived Assets

SCI tests for impairment of goodwill using a two-step approach as prescribed in SFAS No. 142, Goodwill and
Other Intangible Assets (SFAS 142). The first step of SCI s goodwill impairment test compares the fair value of a
reporting unit with its carrying amount, including goodwill. SCI does not record an impairment of goodwill in
instances where the fair value of a reporting unit exceeds its carrying amount. The second step of SCI s goodwill
impairment test is required only in situations where the carrying amount of the reporting unit exceeds its fair value as
determined in the first step. In such instances, SCI compares the implied fair value of goodwill (as defined in
SFAS 142) to its carrying amount of goodwill. If the carrying amount of reporting unit goodwill exceeds the implied
fair value of that goodwill, an impairment loss is recognized in an amount equal to that excess. Fair market value of a
reporting unit is determined using a calculation based on multiples of revenue and multiples of EBITDA, or earnings
before interest, taxes, depreciation and amortization, of both SCI and its competitors. Based on SCI s impairment tests
at September 30, 2005 and September 30, 2004, SCI concluded that there was no impairment of goodwill in
accordance with SFAS 142.

SCI reviews its remaining long-lived assets for impairment when changes in circumstances indicate that the
carrying amount of the asset may not be recoverable, in accordance with SFAS No. 144, Accounting for the
Impairment or Disposal of Long-Lived Assets (SFAS 144). SFAS 144 requires that long-lived assets to be held and
used are reported at the lower of their carrying amount or fair value. Assets to be disposed of and assets not expected
to provide any future service potential are recorded at the lower of their carrying amount or fair value less estimated
cost to sell.

In November 2005, SCI sold 21 cemeteries and six funeral homes to StoneMor Partners LP. In the third quarter of
2005, SCI committed to a plan to sell these locations and classified these properties as held for sale. Pursuant to its
impairment policy under SFAS 144, we recorded an impairment charge of $25.3 million in our cemetery segment and
$4.7 million in its funeral segment.

During the second quarter of 2004, SCI committed to a plan to divest its funeral and cemetery operations in
Argentina and Uruguay. Upon this triggering event, in June 2004, SCI tested these operations for impairment in
accordance with SFAS 144. As a result of this impairment test, SCI recorded an impairment charge of $15.2 million in
its second quarter 2004 consolidated financial statements. At December 31, 2003, SCI had no recorded goodwill
associated with Argentina and Uruguay. As a result, SCI did not perform a SFAS 142 test in 2003 for these
operations.

In January 2003, SCI classified the France operating assets held for sale and ceased depreciation. In 2004, SCI
sold its funeral operations in France and then purchased a 25% equity interest in the total equity capital of the newly
formed entity.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make certain estimates
and assumptions. These estimates and assumptions affect the carrying values of assets and liabilities and disclosures
of contingent assets and liabilities at the balance sheet date. Actual results could differ from such estimates due to
uncertainties associated with the methods and assumptions underlying our critical accounting measurements. Key
estimates used by management, among others, include:

Allowances  SCI provides various allowances and/or cancellation reserves for our funeral and cemetery
preneed and at need receivables, as well as for its preneed funeral and preneed cemetery deferred revenues. These
allowances are based on an analysis of historical trends and include, where applicable, collection and cancellation
activity. After 30 days, atneed funeral receivables are considered past due. Collections are managed by the
locations until a receivable is 180 days delinquent, at which time it is written off and sent to a collection agency.
These estimates are impacted by a number of factors, including changes in economy, relocation, and demographic
or competitive changes in our areas of operation.
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Valuation of trust investments ~ With the implementation of revised FASB Interpretation No. 46,

Consolidation of Variable Interest Entities, an Interpretation of Accounting Research Bulletin No. 51
(FIN 46R), as of March 31, 2004, SCI replaced receivables due from trust assets recorded at cost with the actual
trust investments recorded at market value. The trust investments include marketable securities that are classified
as available-for-sale in accordance with Statement of Financial Accounting Standards No. 115, Accounting for
Certain Investments in Debt and Equity Securities. Where quoted market prices are not available, SCI obtains
estimates of fair value from the managers of the private equity funds, which are based on the market value of the
underlying real estate and private equity investments. These market values are based on contract offers for the real
estate or the managers appraisals of the venture capital funds.

Legal liability reserves  Contingent liabilities, principally for legal liability matters, are recorded when it is
probable that a liability has been incurred and the amount of the loss can be reasonably estimated. Liabilities
accrued for legal matters require judgments regarding projected outcomes and range of loss based on historical
experience and recommendations of legal counsel. However, litigation is inherently unpredictable, and excessive
verdicts do occur. SCI s legal exposures and the ultimate outcome of these legal proceedings could be material to
operating results or cash flows in any given quarter or year.

Depreciation of long-lived assets  SCI depreciates its long-lived assets over their estimated useful lives. These
estimates of useful lives may be affected by such factors as changing market conditions or changes in regulatory
requirements.

Income taxes SCI ability to realize the benefit of certain of its deferred tax assets requires it to achieve certain
future earnings levels. SCI has established a valuation allowance against a portion of its deferred tax assets and
could be required to further adjust that valuation allowance if market conditions change materially and future
earnings are, or are projected to be, significantly different from our current estimates. SCI intends to permanently
reinvest the unremitted earnings of certain of its foreign subsidiaries in those businesses outside the United States
and, therefore, have not provided for deferred federal income taxes on such unremitted foreign earnings.

A number of years may elapse before particular tax matters, for which SCI has established accruals, are
audited and finally resolved. The number of tax years with open tax audits varies depending on the tax jurisdiction.
In the United States, the Internal Revenue Service is currently examining SCI s tax returns for 1999 through 2002
and various state jurisdictions are auditing years through 2004. While it is often difficult to predict the final
outcome or the timing of resolution of any particular tax matter, SCI believes that its accruals reflect the probable
outcome of known tax contingencies. Unfavorable settlement of any particular issue would reduce a deferred tax
asset or require the use of cash. Favorable resolution could result in reduced income tax expense reported in the
financial statements in the future. Our tax accruals are presented in the balance sheet within Deferred income taxes
and Other liabilities.

Pension cost SCI s pension plans are frozen with no benefits accruing to participants except interest. SCI s
pension costs and liabilities are actuarially determined based on certain assumptions, including the discount rate
used to compute future benefit obligations. On January 1, 2004, SCI changed its method of accounting for gains
and losses on pension assets and obligations to recognize such gains and losses in our consolidated statement of
operations during the year in which they occur. Therefore, in 2005 and 2004, the concept of an expected rate of
return on plan assets is not applicable. In 2003 and prior years, it was SCI s policy to use an expected rate for return
on assets comparable to rates of return on high-quality fixed income investments available and expected to be
available during the period to maturity of SCI s pension benefits. SCI used a 9.0% assumed rate of return on plan
assets in 2003 as a result of a high allocation of equity securities within the plan assets.
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Discount rates used to determine pension obligations for SCI s pension plans were 5.75%, 6.00% and 6.25% for
the years ended 2005, 2004, and 2003, respectively. SCI bases the discount rate used to compute future benefit
obligations using an analysis of expected future benefit payments. SCI verifies

97

Table of Contents 139



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

the reasonableness of the discount rate by comparing its rate to the rate earned on high-quality fixed income
investments, such as the Moody s Aa index, high-quality fixed income investments. At December 31, 2005, 55% of
SCI s plan assets were invested in core diversified and market neutral hedge funds, 33% of the plan assets were
invested in equity securities and the remaining 12% of plan assets were fixed income securities. As of

December 31, 2005, the equity securities were invested approximately 58% in U.S. Large Cap investments, 21%
in international equities and 21% in U.S. Small Cap investments. In connection with a $20 million infusion of
funds into SCI s plan in early 2004, SCI rebalanced the plan assets to have a lower percentage invested in
traditional equity securities and fixed income securities and instead incorporate investments into hedge funds. SCI
believes that over time this reallocation will reduce the volatility and limit the negative impact of its investment
returns.

A sensitivity analysis of the net periodic benefit cost was modeled to assess the impact that changing discount
rates could have on pre-tax earnings. The sensitivity analysis assumes a 0.25% adverse change to the discount rate
with all other variables held constant. Using this model, SCI s pre-tax earnings would have decreased by less than
$1.0 million, or less than $.01 per diluted share, for the year ended December 31, 2005.

Insurance loss reserves  SCI purchases comprehensive general liability, morticians and cemetery professional
liability, automobile liability and workers compensation insurance coverages structured with high deductibles.
This high deductible insurance program results in SCI being primarily self-insured for claims and associated costs
and losses covered by these policies. Historical insurance industry experience indicates a high degree of inherent
variability in assessing the ultimate amount of losses associated with casualty insurance claims. This is especially
true with respect to liability and workers compensation exposures due to the extended period of time that
transpires between when the claim might occur and the full settlement of such claim, often many years. SCI
continually evaluates loss estimates associated with claims and losses related to these insurance coverages and
falling within the deductible of each coverage through the use of qualified and independent actuaries. Assumptions
based on factors such as claim settlement patterns, claim development trends, claim frequency and severity
patterns, inflationary trends and data reasonableness will generally effect the analysis and determination of the best
estimate of the projected ultimate claim losses. The results of these actuarial evaluations are used to both analyze
and adjust our insurance loss reserves.

SCI s independent actuaries used five actuarial methods generally accepted by the Casualty Actuarial Society to
arrive at an estimate of a range that we refer to as reasonably possible . The Actuarial Standard of Practice No. 36
(ASOQOP 36 published by the American Academy of Actuaries) states: A range of reasonable estimates is a range of
estimates that could be produced by appropriate actuarial methods or alternative sets of assumptions that the
actuary judges to be reasonable. Methods used to determine SCI s reasonably possible range are: paid and incurred
loss development methods; frequency-severity methods; and paid and incurred Bornhuetter-Ferguson methods. All
of these methods were used to determine SCI s reasonably possible range of insurance loss reserves for the years
ended December 31, 2005, 2004 and 2003.

SCI has not changed its methodologies for determining the reasonably possible range; however, there are
changes made to the assumptions as the loss development factors are updated. These loss development factors are
determined based on SCI s historical loss development data(1) and are updated annually as new data becomes
available. As a result, the loss development factors used in the December 31, 2004 analysis could be different from
the loss development factors used in the December 31, 2005 analysis. SCI considers these changes in loss
development factors synonymous to changes in assumptions . The final loss estimate is not determined by
weighting the methodologies, but instead is subjectively arrived at by SCI s independent actuary considering the
relative merits of the various methods and the truncated average of the various methods.
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which show the cumulative valuation of each loss period over time. The loss components
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evaluated include incurred losses, paid losses, reported claim counts, and average incurred loss. The actuarial
analysis of losses uses this data to estimate future loss development or settlement value of the losses. Since these
loss development factors are an estimate about future loss development, the calculation of ultimate losses is also an
estimate. The actual ultimate loss value may not be known for many years, and may differ significantly from the
estimated value of the ultimate losses.

As of December 31, 2005, reported losses within SCI s retention for workers compensation, general liability
and auto liability incurred during the period May 1, 1987 through December 31, 2005 were approximately
$203.0 million. The selected fully developed ultimate settlement value estimated by SCI s independent actuary was
$238.6 million. Paid losses were $189.6 million indicating a reserve requirement of $49.0 million. After
considering matters discussed with SCI s independent actuary related to this calculation, SCI estimated the reserve
to be $49.0 million as of December 31, 2005.
At December 31, 2005 and 2004, the balances in the reserve and the related activity were as follows:

(Dollars in millions)

Balance at December 31, 2003 $ (46.8)
Additions (38.3)
Payments 37.8

Balance at December 31, 2004 $ (47.3)
Additions (20.1)
Payments 18.4

Balance at December 31, 2005 $ (49.0)

SCI s independent actuary performed a sensitivity analysis that was modeled to assess the impact of changes to the
reserve pertaining to workers compensation, general liability, and auto liability. The sensitivity analysis assumes an
instantaneous 10% adverse change to the loss development factors as summarized below.

Sensitivity Analysis

(Dollars in millions)

Workers Compensation $ 2.7
General Liability $ 1.6
Auto Liability $ 0.3

Total Sensitivity $ 4.6

(1) The loss development factors used in the December 31, 2005 calculation are based on SCI s actual claim history
by policy year for the period beginning May 1, 1991 May 1, 2005.
Recent Accounting Pronouncements and Accounting Changes
Accounting Changes and Error Corrections

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections A Replacement of
APB Opinion No. 20 and FASB Statement No. 3 (SFAS 154). SFAS 154 primarily requires retrospective application
to prior period financial statements for the direct effects of changes in accounting principles, unless it is impracticable
to determine either the period-specific effects or the cumulative effect of the change. SFAS 154 is effective for
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accounting changes and corrections of errors made in fiscal years beginning after December 15, 2005 (January 1, 2006
for us). The impact of SFAS 154 will depend on the nature and extent of any voluntary accounting changes or error
corrections after the effective date, but SCI does not expect SFAS 154 to have a material impact on its consolidated

financial statements.
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Other-than-Temporary Impairments

In June 2005, the FASB decided not to provide additional guidance on the meaning of other-than-temporary
impairment, and directed the staff to issue proposed FSP EITF 03-1-a, Implementation Guidance for the Application
of Paragraph 16 of EITF Issue No. 03-1, as final. The final FSP supersedes EITF Issue No. 03-1, The Meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments, and EITF Topic No. D-44,
Recognition of Other-Than-Temporary Impairment upon the Planned Sale of a Security Whose Cost Exceeds Fair
Value. The final FSP (retitled FSP FAS 115-1, The Meaning of Other-Than-Temporary Impairment and Its
Application to Certain Investments) replaces the guidance set forth in paragraphs 10-18 of EITF Issue 03-1 with
references to existing other-than-temporary impairment guidance. FSP FAS 115-1 codifies the guidance set forth in
EITF Topic D-44 and clarifies that an investor should recognize an impairment loss no later than when the impairment
is deemed other-than-temporary, even if a decision to sell has not been made. FSP FAS 115-1 is effective for
other-than-temporary analysis conducted in periods beginning after December 15, 2005. SCI adopted the provisions of
FSP FAS 115-1 as of January 1, 2006 and as of the date of adoption, this statement had no material impact on its
consolidated financial statements.

Deferred Selling Costs

Effective January 1, 2005, SCI changed its method of accounting for direct selling costs related to the acquisition
of preneed funeral and preneed cemetery contracts. Prior to this change, SCI capitalized such direct selling costs and
amortized these deferred selling costs in proportion to the revenue recognized. Under SCI s new method of accounting,
SCI expenses these direct selling costs as incurred. SCI believes the new method is preferable because it better reflects
the economics of its business.

As of January 1, 2005, SCI recorded a cumulative effect charge of $187.5 million, net of tax of $117.4 million.
This amount represents the cumulative balance of deferred selling costs recorded on SCI s consolidated balance sheet
in Deferred charges and other assets at the time of the accounting change. If we had not changed its method of
accounting for direct selling costs as described above, net income for the year ended December 31, 2005 would have
been approximately $10.5 million or $.03 per basic and diluted share higher than currently reported.

The pro forma amounts for the years ended December 31, 2004 and 2003 in the table below reflect SCI s new
policy to expense selling costs as incurred. The effect of the change for the years ended December 31, 2004 and
December 31, 2003 would have decreased net income from continuing operations
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before cumulative effects of accounting changes by approximately $9.4 million and $6.5 million or $.03 and $.02 per
diluted share, respectively.

Year Ended Year Ended
December 31, 2004 December 31, 2003
Deferred Deferred
Selling Selling
Costs Costs
. . Pro . . Pro
Historical  Net(1) Forma Historical  Net(1) Forma
(Restated) (Restated) (Restated) (Restated)
(Dollars in millions, except per share data)
Gross profits:
Funeral $ 2278 $ @7 $ 2231 $ 273.7 $ @43 $ 2694
Cemetery 102.2 (9.6) 92.6 82.5 (6.4) 76.1

$ 3300 $ (143) §$ 3157 $ 3562 $ (10.7) $ 3455
Income (loss) from continuing
operations before income taxes and
cumulative effects of accounting

changes $ 1120 $ (143) $ 977 $ 957 $ (10.7) S 85.0
Net income (loss) $ 110.7 $ 94 $ 1013 $ 85.1 $ 65 $ 78.6
Amounts per common share:
Net income (loss) basic $ .35 $ (03) $ 32 $ 28 $ (02) $ .26
Net income (loss) diluted $ 34 $ (03) $ 31 $ 28 $ (02) $ .26

(1) Represents net deferred selling costs that would have been expensed under the new method of accounting
adopted on January 1, 2005.

Inventory Costs

In November 2004, the FASB issued SFAS No. 151, Inventory Costs an amendment of ARB 43, Chapter 4
(SFAS 151). SFAS 151 amends the guidance in Accounting Research Bulletin (ARB) No. 43, Chapter 4, Inventory
Pricing, to clarify the accounting for abnormal amounts of idle facility expense, freight, handling costs and wasted
material. SFAS 151 requires that those items be recognized as current-period charges, rather than as a portion of the
inventory cost. In addition, SFAS 151 requires that allocation of fixed production overhead to the costs of conversion
be based on the normal capacity of the production facilities. SFAS 151 is effective for inventory costs incurred during
fiscal years beginning after June 15, 2005. SCI adopted the provisions of SFAS 151 as of January 1, 2006 and as of
the date of adoption, this statement had no material impact on its consolidated financial position, results of operations,
or cash flows.

Share-Based Payment

In December 2004, the FASB issued SFAS No. 123R, Share-Based Payment (SFAS 123R). SFAS 123R is a
revision of SFAS No. 123, Accounting for Stock-Based Compensation , and supersedes APB 25, Accounting for
Stock Issued to Employees . Among other items, SFAS 123R eliminates the use of the intrinsic value method of
accounting, and requires companies to recognize in the statement of operations the cost of employee services received
in exchange for awards of equity instruments based on the grant-date fair value of those awards. SCI will continue to
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utilize the Black-Scholes option pricing model to measure the fair value of its stock options. SCI has adopted
SFAS 123R on January 1, 2006 and will use the modified-prospective transition method. SCI has calculated our
historical pool of windfall tax benefits by comparing the book expense for individual stock grants and the related tax
deduction for options granted after January 1, 1995. Additionally, adjustments were made to exclude windfall tax
benefits which were not realized due to SCI s net operating loss position. SCI has completed this calculation and has
determined an additional paid in capital pool of approximately $2.1 million. The
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adoption of SFAS 123R is expected to negatively impact SCI s after-tax earnings by approximately $2.6 million or
$.01 per diluted share for the year ending December 31, 2006.

Under the modified-prospective method, SCI will recognize compensation expense in its consolidated financial
statements issued subsequent to the date of adoption for all share-based payments granted, modified or settled after
December 31, 2005, as well as for any awards that were granted prior to December 31, 2005 for which requisite
service will be provided after December 31, 2005. The compensation expense on awards granted prior to
December 31, 2005 will be recognized using the fair values determined for the pro forma disclosures on stock-based
compensation included in prior filings. The amount of compensation expense that will be recognized on awards that
have not fully vested will exclude the compensation expense cumulatively recognized in the pro forma disclosures on
stock-based compensation.

Variable Interest Entities

In January 2003, the FASB issued FIN 46. This interpretation clarifies the application of ARB No. 51,

Consolidated Financial Statements, to certain entities in which equity investors do not have the characteristics of a
controlling financial interest or do not have sufficient equity at risk for the entity to finance its activities without
additional subordinated financial support from other parties. In December 2003, the FASB revised FIN 46.

Under the provisions of FIN 46R, we are required to consolidate certain cemeteries and trust assets. Merchandise
and service trusts and cemetery perpetual care trusts are considered variable interest entities because the trusts meet
the conditions of paragraphs 5(a) and 5(b)(1) of FIN 46R. That is, as a group, the equity investors (if any) do not have
sufficient equity at risk and do not have the direct or indirect ability through voting or similar rights to make decisions
about the trusts activities that have a significant effect on the success of the trusts. FIN 46R requires us to consolidate
merchandise and service trusts and cemetery perpetual care trusts for which we are the primary beneficiary (i.e., those
for which we absorb a majority of the trusts expected losses). SCI is the primary beneficiary of a trust whenever a
majority of the assets of the trust are attributable to deposits of our customers.

SCI implemented FIN 46R as of March 31, 2004. Prior to the implementation, we operated certain cemeteries in
Michigan which it managed but did not own. During its evaluation of FIN 46R, SCI evaluated these cemeteries to
determine whether such cemeteries were within the scope of FIN 46R. The investment capital of these cemeteries was
financed by SCI in exchange for a long-term sales, accounting, and cash management agreement. In accordance with
this agreement, SCI receives the majority of the cash flows from these cemeteries. Additionally, SCI absorbs the
majority of these cemeteries expected losses and receive a majority of the cemeteries residual returns. As a result,
SCI concluded that we were the primary beneficiary of these cemeteries and that the long-term sales, accounting, and
cash management agreement is a variable interest as defined by FIN 46R. Given the circumstances above,

SCI consolidated such cemeteries as of March 31, 2004. SCI recognized an after tax charge of $14.0 million,
representing the cumulative effect of an accounting change, as a result of consolidating these cemeteries. The results
of operations and cash flows of these cemeteries are included in SCI s consolidated statements of operations and cash
flows beginning March 31, 2004. Excluding the cumulative effect of accounting change, the effect of consolidating
these entities did not have a significant impact on SCI s reported results of operations.

Pension Plans

Effective January 1, 2004, SCI changed our accounting for gains and losses on our pension plan assets and
obligations. SCI now recognizes pension gains and losses in its consolidated statement of operations as such gains and
losses are incurred under pension accounting. Prior to January 1, 2004, SCI amortized the difference between actual
and expected investment returns and actuarial gains and losses over seven years (except to the extent that settlements
with employees required earlier recognition). SCI believes the new method of accounting better reflects the economic
nature of its pension plans and recognize gains and

102

Table of Contents 147



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

losses on the pension plan assets and obligations in the year the gains or losses occur. As a result of this accounting
change, SCI recognized a cumulative effect charge of an accounting change of $36.6 million (net of tax) as of

January 1, 2004. This amount represented accumulated unrecognized net losses related to SCI s pension plan assets
and liabilities. Under its new accounting policy, SCI records net pension expense or income reflecting estimated
returns on plan assets and obligations for its interim financial statements, and SCI recognizes actual gains and losses
on plan assets and obligations for its full-year (annual) financial statements as actuarial information becomes available
upon review of the annual remeasurement.

Accounting for Uncertainty in Income Taxes

In June 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48, Accounting
for Uncertainty in Income Taxes an interpretation of FASB Statement No. 109 (FIN 48), which clarifies the
accounting for uncertainty of income tax positions recognized in accordance with SFAS No. 109, Accounting for
Income Taxes . FIN 48 prescribes a comprehensive model for how a company should recognize, measure, present,
and disclose in its financial statements uncertain tax positions that the company has taken or expects to take. It
presumes the taxing authorities full knowledge of the position, including all relevant facts. The provisions of FIN 48
are effective beginning January 1, 2007 for SCI, with any potential cumulative effect of change in accounting
principle recorded as an adjustment to beginning retained earnings. SCI is currently evaluating the impact of adopting
FIN 48 on its consolidated financial statements.

Alderwoods

Alderwoods consolidated financial statements are prepared in accordance with United States GAAP, which require
management to make estimates and assumptions (see note 2 to Alderwoods Consolidated Financial Statements for the
52 weeks ended December 31, 2005) that impact all of its business segments. Management believes that, of the
significant accounting policies described in Note 2 to Alderwoods Consolidated Financial Statements, the following
are the most important to the representation of the Company s financial position, results of operations and cash flows.
These require management s most difficult, subjective and complex judgment efforts. All of these critical accounting
policies have been discussed and reviewed with Alderwoods Audit Committee. While Alderwoods believes that its
assumptions and estimates are reasonable and appropriate, different assumptions and estimates could materially
impact Alderwoods reported financial results.

Collectability of Customer Receivables

Management must make estimates of the allowance for uncollectible amounts of customer receivables arising
from at-need funeral services. Alderwoods estimates this allowance based primarily on historical experience of
collections and write-offs, as well as other analytical procedures, such as assessment of the change in the aging of
receivables. Alderwoods has historically estimated the allowance for uncollectible amounts at 0.75% to 1.2% of
funeral revenue on a period basis with quarterly analysis and assessment to reduce or increase allowance for doubtful
accounts to approximate the accounts receivable outstanding for more than 180 days.

Management must make estimates of the allowance for contract cancellations and refunds of customer receivables
arising from pre-need funeral contracts. However, any change to the estimated rate or balance would be offset by a
corresponding adjustment in the allowance for contract cancellations and refunds against deferred pre-need funeral
revenue. There would be no impact on net income or cash flows. Accordingly, such allowance for contract
cancellations and refunds is not considered a critical accounting policy.

Management must make estimates of the allowance for contract cancellations and refunds arising from pre-need
cemetery contracts. Pre-need cemetery contracts may contain both pre-need cemetery interment rights and pre-need
cemetery merchandise and services. As pre-need cemetery interment rights

103

Table of Contents 148



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

are recognized in income when sold, an estimate of the related uncollectible amounts is charged to income. The
estimate of the allowance for contract cancellations and refunds related to the pre-need cemetery merchandise and
service portion of the contracts is offset with a corresponding adjustment in the allowance for contract cancellations
and refunds against deferred pre-need cemetery revenue.

Estimates of the allowance for contract cancellations and refunds arising from pre-need cemetery contracts are
based primarily on historical experience of collections and write-offs, as well as other analytical procedures, such as
assessment of the change in the aging of receivables. Alderwoods has estimated the allowance for contract
cancellations and refunds of current sales of pre-need cemetery contracts at 5% to 10% of pre-need cemetery sales.
Alderwoods s experience has not indicated any change to this rate is necessary.

Alderwoods customer receivables arising from pre-need cemetery contracts includes receivables with balances
outstanding entered into by Loewen Group. During Loewen Group s reorganization proceedings, it began to change
the pre-need cemetery contract terms to include larger mandatory down payments and shorter contract maturities.
Alderwoods estimated the allowance for contract cancellations and refunds using the best information available at
December 31, 2001.

During 2002 and 2003, Alderwoods focused collection efforts resulted in higher collections than anticipated on the
pre-emergence receivables. As a result of the improvement in actual collections, Alderwoods reversed $3.9 million of
the allowance for contract cancellations and refunds on receivables arising from pre-need cemetery interment rights
during the 53 weeks ended January 3, 2004. As of December 31, 2005, Alderwoods had approximately $7.2 million
(2004  $11.8 million) of pre-emergence customer receivables remaining, of which an allowance for contract
cancellations and refunds of $5.6 million (2004  $7.5 million) had been established. Due to the significant number of
estimates and projections utilized in determining an expected rate of uncollectible receivables, actual results of
collections could be materially different from these estimates.

Changes in customer circumstances outside of Alderwoods control may also impact the collectibility of customer
receivables.

Valuation of Long-Lived Assets

During 2002, 2003, and 2004, Alderwoods engaged in a strategic market rationalization assessment to dispose of
funeral and cemetery operating locations that did not fit into Alderwoods market or business strategies, as well as
under-performing locations and excess cemetery land. Statement of Financial Accounting Standards No. 144,

Accounting for the Impairment or Disposal of Long-Lived Assets ( FAS No. 144 ) requires that long-lived assets to
be disposed of are to be recorded at the lower of carrying amount or fair market value, less estimated costs to sell.
Alderwoods determines the fair market value of its discontinued operations by specific offer or bid, or an estimate
based on comparable sales transactions. Such offers or bids are outside of Alderwoods s control.

The estimated fair market values may change due to offers or bids changing as a result of continued negotiations
with buyers or bids or offers being different than management estimates based on previous comparable sales
transactions. Such changes in fair market values will be reflected by Alderwoods recording corresponding impairment
charges or reversals of previous impairment charges.

In many cases, Alderwoods receives offers or bids for groups of operating locations. The evaluation for possible
impairment aggregates the carrying amounts of the relevant operating locations and compares this against the
corresponding offer or bid. It is possible that although the aggregate expected proceeds may not change, the group of
locations comprising the various bids or offers may change such that a subsequent impairment evaluation may
consider the operating locations grouped differently. As a result, Alderwoods may record additional impairment on
some of the changed groups while other changed groups may result in deferred gains (estimated proceeds are greater
than the carrying amount).

As of December 31, 2005, Alderwoods had one cemetery and two funeral locations for disposal with an aggregate
carrying amount of $341,000, which approximates the estimated net proceeds after selling
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costs. Changes to the carrying amounts or estimated net proceeds may result in impairment charges or reversals or
gains or losses upon final sale.

The identification of cemetery and funeral operating locations that do not fit into the Alderwoods s market or
business strategies, as well as under-performing locations and excess cemetery land, is complete.

Valuation of Goodwill

Goodwill of the funeral reporting unit is not amortized. It is tested annually, as well as on the occurrence of certain
significant events, as prescribed by relevant accounting requirements, to determine whether or not the carrying value
has been impaired. Such testing entails determining an estimated fair value of goodwill ( implied goodwill ) for
comparison to the carrying amount of goodwill, to assess whether or not impairment has occurred. Impairment occurs
when the estimated fair value of goodwill associated with the funeral reporting unit is less than the respective carrying
amount of such goodwill, resulting in a write down of the carrying value to the estimated fair value of goodwill.
Determination of the estimated fair value of goodwill entails determining the estimated fair value of the funeral
reporting unit in total, and allocating such value to the estimated fair value of the assets and liabilities of the funeral
reporting unit, in a method similar to purchase accounting. The determination of the estimated fair value of the funeral
reporting unit involves many complex assumptions, including underlying cash flow projections, estimated discount
rates and residual values.

While Alderwoods believes that its assumptions and estimates have been reasonable and appropriate, different
assumptions and estimates could materially impact the Alderwoods reported financial results. Alderwoods assessment
as of October 4, 2003, determined that the estimated fair value of the funeral reporting unit exceeded its carrying
value. Alderwoods carried forward the 2003 goodwill valuation to 2004 and 2005, as there were no significant
changes in the key parameters used in the valuation exercise and no significant change in Alderwoods continuing
operations from 2003 to 2005.

The discount rate used for the analysis as of October 4, 2003, was determined based on assumptions regarding the
current interest rate environment and desired capital structure. If the discount rate had been estimated at 0.5% higher,
the estimated fair value of the funeral reporting business unit would have been approximately $50 million lower, and
the fair value of the funeral reporting unit would have been equal to its carrying value. The estimated cash flows used
for the analysis as of October 4, 2003, were determined based on Alderwoods projections. If the annual cash flows
were reduced by 3% and the discount rate was left unchanged, the estimated fair value of the funeral reporting unit
would have been approximately $50 million lower and the fair value of the funeral reporting unit would have been
equal to its carrying value. Alderwoods valuation of the funeral reporting unit was prepared with the assistance of
independent advisors.

Accounting for Income Taxes

Alderwoods must estimate income taxes for its business segments in each of the jurisdictions in which such
business segments operate. This involves estimating actual current tax expense, assessing temporary differences
resulting from different treatment of various assets and liabilities for book and tax purposes, such as depreciation and
pre-need contracts, and evaluating potential tax exposures based on current relevant facts and circumstances.

The determination of temporary differences associated with assets and liabilities results in deferred tax assets or
liabilities, which are recorded in the Alderwoods s consolidated financial statements. Alderwoods then assesses the
likelihood that it will recover or realize its deferred tax assets from expected future taxable income and, to the extent
that recovery is not considered to be more likely than not, establishes a corresponding valuation allowance. In general,
to the extent that a valuation allowance increases or decreases in a period, it will be included as an expense or
recovery within the tax provision for such period. If the relevant valuation allowance was established upon emergence
from bankruptcy, any decrease as a result of the utilization of benefits must reduce goodwill and, if insufficient
goodwill exists, be
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credited to additional paid-in capital. The majority of Alderwoods valuation allowances were established upon
emergence from bankruptcy.

Significant management judgment is required in determining our provision for income taxes and in determining
whether the deferred tax assets will be realized in full or in part. Alderwoods established a valuation allowance against
substantially all of its net federal deferred tax assets, excluding those of its insurance operations, upon emergence
from bankruptcy as it did not have sufficient history of income to support realization of the net deferred tax assets.
The valuation allowance was determined in accordance with the provisions of SFAS No. 109 which requires an
assessment of both positive and negative evidence when determining whether it is more likely than not that deferred
tax assets are recoverable. Such assessment is required on a jurisdiction-by-jurisdiction basis. The valuation allowance
is subject to change due to matters such as timing and manner of reversals of deferred tax liabilities, sales of
operations and future actual income or losses. For 2005, Alderwoods has estimated future accounting income from its
United States operations for each of the next 3 years for purposes of assessing the valuation allowance. As a result of
this assumption, Alderwoods has realized a benefit in tax expense of $3.1 million and a reduction in goodwill of
$9.1 million.

To the extent that the effective tax rate increases or decreases by 1% of income from continuing operations before
income taxes, consolidated income from continuing operations would have declined or improved by less than
$0.5 million in the 52 weeks ended December 31, 2005.

Liabilities for Future Insurance Policy Benefits

Alderwoods calculates and maintains liabilities for future insurance policy benefits for the estimated future
payment of claims to policyholders based on actuarial assumptions, such as mortality (life expectancy), persistency,
and interest rates. The assumptions used are based on best estimates of future experience at the time the policies are
issued (or, if applicable, on the date fresh start accounting was implemented) with an adjustment for the risk of
adverse deviation. Once established, assumptions are generally not changed.

Alderwoods estimates of mortality and persistency are based on historical experience. Alderwoods has estimated
an assumed weighted average investment yield of 4.5%. For the 52 weeks ended December 31, 2005, Alderwoods
achieved an investment yield of 5.25%. Because the liabilities are based on extensive estimates, assumptions and
historical experience, it is possible that actual experience may differ materially from that resulting from actuarial
assumptions. However, the risk of a material change in assumptions causing a material impact to the Alderwoods
financial position and results of operations is mitigated by the type and small dollar nature of the policies. The
pre-need insurance products have discretionary growth that accrues to the policy holder, and to the extent investment
returns are significantly below those assumed, Alderwoods has the ability to reduce the future policy growth.

Annually, Alderwoods evaluates the collective adequacy of its insurance policy liabilities by determining whether
the insurance premiums expected to be collected over the life of the insurance contracts are sufficient to recover the
current unamortized balance in deferred acquisition costs, as well as to provide for expected future benefits and
expense, based on current assumptions. If the recoverability tests indicate a deficiency in the ability to pay all future
benefits and expenses, including the deferred acquisition costs, the loss is recognized and charged to expense as an
adjustment to the current year s deferred acquisition costs balance, or if the loss is greater than the deferred acquisition
costs balance, by an increase in its liabilities for future policy benefits. Alderwoods recoverability tests have indicated
no deficiency in its reserves during the past three years.

Recent Accounting Pronouncements and Accounting Changes
Accounting for Certain Hybrid Financial Instruments

In February 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting

Standards (SFAS) No. 155, Accounting for Certain Hybrid Financial Instruments an
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amendment of FASB Statements No. 133 and 140 (SFAS 155). SFAS 155 amends SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities (SFAS 133), and SFAS No. 140, Accounting for Transfers and
Servicing of Financial Assets and Extinguishments of Liabilities (SFAS 140). This Statement also resolves issues
addressed in Statement No. 133 Implementation Issue No. D1, Application of Statement 133 to Beneficial Interests
in Securitized Financial Assets. SFAS 155 permits fair value remeasurement for any hybrid financial instrument that
contains an embedded derivative that otherwise would require bifurcation and clarifies which interest-only strips and
principal-only strips are not subject to the requirements of SFAS 133. SFAS 140 is amended to eliminate the
prohibition on a qualifying special-purpose entity from holding a derivative financial instrument that pertains to a
beneficial interest other than another derivative financial instrument. SFAS 155 is effective for all financial
instruments acquired or issued during fiscal years beginning after September 15, 2006 (January 1, 2007 for us).
Alderwoods does not expect this statement to have a material impact on its consolidated financial statements.
Quantitative and Qualitative Disclosures About Market Risk

SCI

The information presented below should be read in conjunction with notes eleven and twelve to SCI s annual
financial statements included in this prospectus.

SCI has historically used derivatives primarily in the form of interest rate swaps, cross-currency interest rate
swaps, and forward exchange contracts in combination with local currency borrowings in order to manage its mix of
fixed and floating rate debt and to hedge its net investment in foreign assets. SCI does not participate in derivative
transactions that are leveraged or considered speculative in nature. None of SCI s market risk sensitive instruments are
entered into for trading purposes. All of the instruments described below are entered into for other than trading
purposes.

At June 30, 2006 and December 31, 2005, 95% and 99%, respectively, of SCI s total debt consisted of fixed rate
debt at a weighted average rate of 7.23% and 7.11%, respectively. At June 30, 2006, after giving pro forma effect to
the transactions, 79% of our total debt consisted of fixed rate debt at a weighted average rate of 7.16%.

At June 30, 2006 and December 31, 2005, approximately 4% of SCI s stockholders equity and 9% and 8%,
respectively of its operating income were denominated in foreign currencies, primarily the Canadian dollar.
Approximately 2% of SCI s stockholders equity and 23% of its operating income were denominated in foreign
currencies, primarily the Canadian dollar, at December 31, 2004. SCI does not have a significant investment in foreign
operations that are in highly inflationary economies. We do not have a significant investment in foreign operations
that are in highly inflationary economies.

Marketable Equity and Debt Securities Price Risk

In connection with SCI s preneed funeral operations and preneed cemetery merchandise and service sales, the
related funeral and cemetery trust funds own investments in equity securities and mutual funds, which are sensitive to
current market prices. Cost and market values as of December 31, 2005 are presented in notes four, five and six to
SCI s annual financial statements included elsewhere in this prospectus.

Market-Rate Sensitive Instruments Interest Rate and Currency Risk

SCI performs a sensitivity analysis to assess the impact of interest rate and exchange rate risks on earnings. This
analysis determines the effect of a hypothetical 10% adverse change in market rates. In actuality, market rate volatility
is dependent on many factors that are impossible to forecast. Therefore, the adverse changes described below could
differ substantially from the hypothetical 10% change.
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SClI is currently not subject to significant interest rate risk on its outstanding debt as 95% of such debt has fixed
rate interest terms. The fair market value of SCI s debt was approximately $16.6 million less than its carrying value at
June 30, 2006.

A similar model was used to assess the impact of changes in exchange rates for foreign currencies on SCI s
consolidated statement of operations. At December 31, 2005 and 2004, SCI s foreign currency exposure was primarily
associated with the Canadian dollar, the Chilean peso and the euro. A 10% adverse change in the strength of the
U.S. dollar relative to the foreign currency instruments would have negatively affected SCI s net income (excluding
discontinued operations), on an annual basis, by less than $0.5 million on December 31, 2005 and less than
$1.5 million on December 31, 2004. For the six months ended June 30, 2006 a 10% adverse change would have
negatively impacted SCI s net income less than $0.5 million.

Alderwoods

There have been no material changes in market risks for the 52 weeks ended December 31, 2005, compared to the
52 weeks ended January 1, 2005.

Alderwoods major market risk exposures are to changing interest rates, currency exchange rates and to equity
prices. The market risk exposure discussion below provides information about market-sensitive financial instruments
and constitutes forward-looking statements, which involve risks and uncertainties. Actual results could differ
materially from those projected in the forward-looking statements.

Alderwoods exposure to interest rate fluctuations resides primarily in the United States, and Alderwoods exposure
to currency exchange rate fluctuations resides primarily in investments and operations in Canada, which is generally
stable politically and economically and is not highly inflationary.

Alderwoods has a significant portion of its corporate and administrative functions in Canada. Expenses for these
functions are paid principally in Canadian dollars and have predictable future cash outflows. Alderwoods has a
program to hedge the variability in the United States dollar equivalent of a portion of the foreign currency expenditure
due to the fluctuation in the exchange rate between the United States dollar and Canadian dollar. Alderwoods uses
forward foreign exchange contracts and foreign exchange option contracts to partially mitigate foreign exchange
variability. Under the Foreign Currency Hedge Program, losses or gains in Alderwoods underlying foreign exchange
exposure are partially offset by gains or losses on the forward foreign exchange contracts and foreign exchange option
contracts, so as to reduce the magnitude of foreign exchange transaction gains or losses.

A 1% change in exchange rates would cause approximately $0.5 million change in Alderwoods general and
administrative expenses and approximately $0.1 million change in the aggregate fair value of Alderwoods forward
foreign exchange contracts and foreign exchange option contracts. The table below presents the notional amounts,
weighted average foreign exchange rates, and fair values of the outstanding forward foreign exchange contracts and
foreign exchange option contracts, as of December 31, 2005.

Exchange United States

Dollars for Foreign Notional Weighted Asset Fair
Average
Forward Foreign Exchange Contracts Currency Exchange Rate Value
(Foreign currency (Dollars in
notional amount in thousands)
thousands)
Functional currency:
Canadian dollar $16,000 US$0.8254 US$576
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As of December 31, 2005, forward foreign exchange contracts with fair values of $0.5 million and $0.01 million
mature during 2006 and 2007, respectively.

Exchange United Notional Notional
States Weighted Weighted
. Average Average .
Dollars for Foreign Exchange Exchange Asset Fair
Foreign Exchange Option Currency Rate on Cdn. Rate on Cdn. Puts Value
Contracts Calls
(Foreign currency (Dollars in
notional amount in thousands)
thousands)
Functional currency:
Canadian dollar $13,000 US$0.8446 US$0.8105 US$365

As of December 31, 2005, foreign exchange option contracts with fair values of $0.4 million and $0.01 million
mature during 2006 and 2007, respectively.

Derivative financial instruments involve credit and market risk. Credit risk arises from the potential for a
counterparty to default on its contractual obligations and is limited to those contracts where Alderwoods would incur a
loss in replacing the defaulted transaction. Alderwoods minimizes this risk by diversifying through counterparties that
are of strong credit quality. Alderwoods does not enter into derivative financial instruments for trading purposes.
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BUSINESS
General

We are North America s leading provider of deathcare products and services, with a network of funeral homes and
cemeteries unequalled in geographic scale and reach. We hold leading positions in each of the U.S. and Canada and,
in 2005, giving pro forma effect to the transactions, we estimate that we represented approximately 14% of the funeral
and cemetery services business in North America based on industry revenues, which was approximately five times the
share of our next largest North American competitor. At June 30, 2006, on a pro forma basis giving effect to the
transactions, we owned and operated 1,438 funeral service locations and 235 cemeteries in North America, which are
geographically diversified across 46 states, eight Canadian provinces, the District of Columbia and Puerto Rico. In
addition, after giving pro forma effect to the transactions, we own and operate an insurance company that supports our
funeral operations.

Our funeral service and cemetery operations consist of funeral service locations, cemeteries, funeral
service/cemetery combination locations, crematoria and related businesses. We provide all professional services
relating to funerals and cremations, including the use of funeral facilities and motor vehicles and preparation and
embalming services. Funeral related merchandise, including caskets, burial vaults, cremation receptacles, flowers and
other ancillary products and services, is sold at each of our funeral service locations. Our cemeteries provide cemetery
property interment rights, including mausoleum spaces, lots and lawn crypts, and sell cemetery related merchandise
and services, including stone and bronze memorials, burial vaults, casket and cremation memorialization products,
merchandise installations and burial openings and closings. We also sell preneed funeral and cemetery products and
services whereby a customer contractually agrees to the terms of certain products and services to be provided in the
future. Finally, Alderwoods insurance subsidiary sells a variety of insurance products, primarily for the funding of
preneed funerals sold by Alderwoods funeral locations.

At June 30, 2006, on a pro forma basis giving effect to the transactions, we owned 243 funeral service/cemetery
combination locations in which a funeral service location is physically located within or adjoining a cemetery that we
own. Combination locations allow certain facility, personnel, and equipment costs to be shared between the funeral
service location and cemetery and typically can be cost competitive and still have higher gross margins than if the
funeral and cemetery operations were operated separately. Combination locations also create synergies between
funeral and cemetery sales force personnel and give families added convenience to purchase both funeral and
cemetery products and services at a single location.

Our Competitive Strengths

Industry leader. We believe that our estimated 14% North America share, on a pro forma basis giving effect to the
transactions, based on 2005 industry revenues, is approximately five times that of our next largest North American
competitor and approximately two times that of the estimated 6% combined share of the remaining five publicly
traded deathcare companies. We believe that our size provides us the benefits of standardized training, industry best
practices and efficiencies of scale.

Geographic reach. After giving pro forma effect to the transactions, our combined network of more than 1,900
funeral and cemetery locations is diversified over 46 states, eight Canadian provinces, the District of Columbia and
Puerto Rico, and allows us to serve a broad population base. We believe our scale differentiates us from our
competition by allowing us to implement a national brand strategy and to pursue strategic affinity partnerships with
national groups that can influence their members choice of deathcare provider. For example, our strategic affinity
partnerships today include the Veterans of Foreign Wars and Ladies Auxiliary, whose combined membership exceeds
two million. We believe that our extensive national network enhances purchasing scale and provides us with an
advantage in selling preneed funeral and cemetery products and services by allowing us to offer our customers the
ability to transfer their preneed contracts to any of the providers in our network.

110

Table of Contents 155



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

National brand. In 2000, we introduced the first coast-to-coast funeral service brand in North America, Dignity
Memorial®. We believe that a national brand name is increasingly important as North American consumers continue
to become more geographically mobile. We believe that consumers are less likely now than they have been
historically to live in the same community as their parents and grandparents or to know a local funeral director. By
building favorable associations with the Dignity Memorial® brand  through funeral services, advertising and
community outreach programs we strive to create an image of consistency, dependability and excellence that makes
consumers more likely to choose our providers. We expect the acquisition of Alderwoods to provide additional
opportunities for us to expand the Dignity Memorial® brand. In addition, we are currently developing a second brand,
Funeraria del Angel™, to serve North America s growing Hispanic population. As of June 30, 2006, Funeraria del
Angel™ had 23 locations in California, Texas, Illinois and Kansas.

Innovative offerings. Using our Dignity Memorial® brand, we augment our range of traditional products and
services with more contemporary and comprehensive offerings. In addition to a wide range of funeral, memorial,
burial and cremation options, we offer assistance with many of the legal and administrative details that burden
customers at times of loss. We also offer grief counseling for survivors and a bereavement travel program, which
obtains special rates on airfare, car rentals and hotel accommodations for family and friends traveling from out of
town to attend services, and an internet memorialization. In addition, we offer packaged plans for funerals and
cremations that are designed to simplify customer decision-making. Since our packaged plans were introduced in
2004, they have achieved consistently high customer satisfaction ratings.

Reputation and service excellence. We believe that we have established a strong reputation for consistency and
service excellence, which sets us apart from many of our competitors, serves as a key advantage to attracting
customers and enhances our standing as an employer of choice within the industry. Continuing our commitment to
excellence, in 2004 we established Dignity University™, a virtual school for SCI employees at all levels. It offers a
comprehensive curriculum of professional development and ethics training that is designed to help employees upgrade
skills, advance their careers and implement ethical standards at every level of performance. We believe that the
acquisition of Alderwoods will allow us to expand and build our reputation for service excellence.

Our Strategies for Growth

In recent years, we have strengthened our balance sheet, lowered our cost structure, introduced more efficient
systems and processes and strengthened our management team. We believe these improvements, together with our
acquisition of Alderwoods, present us with significant opportunities to achieve future growth. Our principal strategies
are as follows:

Approach the business by customer preference. We believe customer attitudes and preferences are essential to our
business. We are replacing the industry s traditional one-size-fits-all approach with a flexible operating and marketing
strategy that categorizes customers according to personal needs and preferences. Using this new approach, we will
tailor our product and service offerings based on four variables:

convenience and location,
religious and ethnic customs,
quality and prestige, and

price.

By identifying customers based on these variables, we can focus our resources on the most profitable customer
categories and improve our marketing effectiveness. We will continue to refine our pricing, product and marketing
strategies to support this approach.

Consistent with this strategy, we have begun to analyze existing business relationships to determine whether they
are consistent with our strategic goals. As a result, SCI made certain local business decisions
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to exit unprofitable business relationships and activities in late 2005 and early 2006, which resulted in an initial
decrease in total funeral services performed. However, SCI has also experienced significant improvements in both
average revenue per funeral service and gross margins. We expect these improvements to continue in the future as we
redeploy resources to more profitable areas. We continue to analyze our operations and may exit certain business
relationships or activities that do not fit our customer segmentation strategy.

Realign pricing to reflect current market environment. SCI, Alderwoods and other competitors in the deathcare
industry have historically generated most of their profits from the sale of traditional products (including caskets, vaults
and markers), while placing less emphasis on the services involved in funeral and burial preparation. However,
because of increased customer preference for comprehensive and personalized deathcare services, as well as increased
competition from retail outlets and websites for the sale of traditional products, SCI has realigned its pricing strategy
from product to service offerings in order to focus on services that are most valued by customers. SCI s initial results
from the realignment strategy have been favorable based on increases in the overall average revenue per funeral
service performed. Upon completion of the acquisition, we expect to evaluate Alderwoods pricing, and, if necessary,
make any adjustments to align the pricing strategy at the Alderwoods locations to the current SCI locations.

Drive operating discipline and take advantage of our scale. Although we have already made substantial
improvements in our infrastructure, we believe we can continue to achieve operating improvements through
centralization and standardization of processes for staffing, central care, fleet management and cemetery maintenance.
The acquisition of Alderwoods provides further opportunities for synergies and operating efficiencies, which will
allow us to utilize our scale and increase profitability. We are developing clear, yet flexible, operating standards that
will be used as benchmarks for productivity in these areas. In conjunction with these standards, we will develop and
track shared best practices to support higher productivity. We also intend to continue to capitalize on our nationwide
network of properties by pursuing strategic affinity partnerships. Over the longer term, we believe these relationships
can be a key influence in the funeral home selection process.

Manage and grow the footprint. We will manage our network of business locations by positioning each business
location to support the preferences of its local customer base while monitoring each region for changing demographics
and competitive dynamics. We will primarily target customers who value quality and prestige or adhere to specific
religious or ethnic customs. In addition, we expect to pursue selective business expansion through construction or
targeted acquisitions of cemeteries and funeral homes with a focus on the highest-return customer categories. In
particular, we will focus cemetery expansion efforts on large cemeteries that are or may be combined with funeral
home operations, which allow facility, personnel, and equipment costs to be shared between the funeral services
location and cemetery.

History
SCI

SCI was incorporated in Texas in July of 1962. Prior to 1999, SCI focused on the acquisition and consolidation of
independent funeral homes and cemeteries in the fragmented deathcare industry in North America. During the 1990s,
SCI also expanded its operations through acquisitions in Europe, Australia, South America and the Pacific Rim.
During the mid to late 1990s, acquisitions of deathcare facilities became extremely competitive resulting in increased
prices for acquisitions and substantially reduced returns on invested capital. In 1999, SCI significantly reduced the
level of acquisition activity and focused on identifying and addressing non-strategic or underperforming businesses.
This focus resulted in the divestiture of several North America and international operations. During 2001 and 2002,
SCI completed joint ventures of operations in Australia, the United Kingdom, Spain and Portugal. In 2003, SCI sold
its equity investment in its operations in Australia, Spain and Portugal. During 2004, SCI sold its funeral operations in
France and obtained a 25% minority interest in the acquiring entity. SCI also sold its minority interest equity
investment in the United Kingdom. During 2005, SCI divested of all of its operations in Argentina, Uruguay, and
Chile.
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Alderwoods

From the inception of Loewen Group, Inc. in 1985 until 1998, Loewen Group s business philosophy centered on a
growth strategy in the funeral home and cemetery businesses. Beginning in 1998, in light of negative cash flows from
its businesses and increasing difficulties in meeting its debt service obligations, Loewen Group virtually ceased its
acquisition program and began attempting to sell various operations. On June 1, 1999, Loewen Group and certain of
its subsidiaries voluntarily filed a petition for creditor protection under Chapter 11 of the United States Bankruptcy
Code. Loewen Group and certain of its Canadian subsidiaries also filed concurrently for creditor protection under the
Companies Creditors Arrangement Act. Under the Fourth Amended Joint Plan of Reorganization of Loewen Group,
(also recognized by the Canadian court,) Alderwoods succeeded to the business previously conducted by Loewen
Group on January 2, 2002 and emerged from bankruptcy. Since 2002, Alderwoods has significantly reduced its
outstanding debt, streamlined its operations by divesting businesses that did not fit into its business strategies, and
finalized the resolution of all outstanding bankruptcy claims and other related reorganization issues.

Operations

Following the acquisition of Alderwoods, we expect that our funeral and cemetery operations will be organized
into a North America division covering the United States and Canada and an Other Foreign division including
operations in Germany and Singapore. We currently intend to sell our operations in Germany and Singapore when
economic values and conditions are conducive to a sale.

Following the acquisition of Alderwoods, our operations in the North America division are expected to be
organized into approximately 31 major regions and 42 middle regions (including four Hispana regions). Each region
will be led by a regional director with responsibility for funeral and/or cemetery operations and preneed sales. Within
each region, the funeral homes and cemeteries share common resources such as personnel, preparation services and
vehicles. There are four regional support centers in North America to assist regional directors with financial,
administrative and human resource needs. These support centers are located in Houston, Miami, New York, and Los
Angeles. The primary functions of the regional support centers are to help facilitate the execution of corporate
strategies, coordinate communication between the field and corporate offices, and serve as liaisons for the
implementation of policies and procedures.

The deathcare industry in North America is highly fragmented. To be successful, we believe our funeral service
locations and cemeteries must maintain good reputations and high professional standards in the industry, as well as
offer attractive products and services at competitive prices. We believe we have an unparalleled network of funeral
service locations and cemeteries that offer high quality products and services at prices that are competitive with local
competing funeral homes, cemeteries and retail locations.

We have multiple funeral service locations and cemeteries in a number of metropolitan areas. Within individual
metropolitan areas, the funeral service locations and cemeteries operate under various names as most operations were
acquired as existing businesses. Our wholly owned subsidiary, Kenyon International Emergency Services, provides
disaster management services in mass fatality incidents. Some of our international funeral service locations operate
under certain brand names specific for a general area or country. We have branded our funeral operations in North
America under the name Dignity Memorial®. We believe that our national branding strategy gives us a competitive
advantage in the industry. While this branding process is intended to emphasize our seamless national network of
funeral service locations and cemeteries, the original names associated with acquired operations, and their inherent
goodwill and heritage, generally remain the same. For example, Geo. H. Lewis & Sons Funeral Directors is now Geo.
H. Lewis & Sons Funeral Directors, a Dignity Memorial® provider.

In the deathcare industry, there has been a growing trend in the number of cremations performed in North America
as an alternative to traditional funeral service dispositions. Cremation services usually result in lower revenue and
gross profit dollars than traditional funeral services. In North America during 2005, after giving pro forma effect to
the transactions, approximately 39% of all funeral services we performed were cremation services, compared to
approximately 38% performed in 2004. We have

113

Table of Contents 158



Edgar Filing: SERVICE CORPORATION INTERNATIONAL - Form 424B3

Table of Contents

expanded our cremation memorialization products and services which has resulted in higher average sales for
cremation services compared to historical levels.

We do not manufacture the merchandise and other products sold to our customers, but acquire them from third
party manufacturers.

Our financial stability is enhanced by our approximately $6.8 billion backlog of future revenues, as of June 30,
2006 on a pro forma basis giving effect to the transactions, which is a result of our preneed funeral and cemetery sales
in North America. These unfulfilled preneed contracts are primarily supported by investments in trust funds, which
are included in our consolidated balance sheet, and third-party insurance policies, which are not included in our
balance sheet. Preneed sales contribute to profitability and volume, and increase the predictability and stability of our
revenues and cash flow.

Properties

At June 30, 2006, on a pro forma basis giving effect to the transactions, we owned and operated 1,438 funeral
service locations and 235 cemeteries in North America, which are geographically diversified across 46 states, eight
Canadian provinces, the District of Columbia and Puerto Rico.

SCI

At June 30, 2006, SCI owned approximately 88% of the real estate and buildings used at its facilities, and the
remainder of these facilities were leased. SCI owns its corporate headquarters in Houston, Texas, which consists of
approximately 127,000 square feet of office space and 185,000 square feet of parking space. SCI owns and utilizes
two additional buildings located in Houston, Texas for corporate activities containing a total of approximately
207,000 square feet of office space.

At June 30, 2006, SCI s 351 cemeteries (including combination locations) contained a total of approximately
25,407 acres, of which approximately 59% was developed.

The following table provides the number of SCI funeral homes and cemeteries by state and country as of June 30,
2006:

Number of
Number Number Combination
of of
Country, State/Province Funeral Cemeteries Locations Total
Homes

United States
Alabama 25 9 6 40
Alaska 4 2 6
Arizona 17 1 9 27
Arkansas 8 3 11
California 80 8 26 114
Colorado 16 3 9 28
Connecticut 17 17
District of Columbia 1 1
Florida 67 12 30 109
Georgia 21 8 2 31
Hawaii 2 2 0 4
Illinois 32 5 8 45
Indiana 20 6 2 28
Towa 6 3 1 10
Kansas 1 3 9
Kentucky 11 3 2 16
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Number of
Number Number Combination
of of
Country, State/Province Funeral Cemeteries Locations Total
Homes

Louisiana 12 1 4 17
Maine 12 12
Maryland 10 7 1 18
Massachusetts 23 23
Michigan 17 12 29
Mississippi 9 1 1 11
Missouri 20 4 5 29
Nebraska 4 4
New Hampshire 3 3
New Jersey 20 20
New York 56 56
North Carolina 27 4 1 32
Ohio 14 9 3 26
Oklahoma 4 2 4 10
Oregon 8 1 6 15
Pennsylvania 9 17 2 28
Rhode Island 1 1
South Carolina 1 3 2 6
South Dakota 2 2
Tennessee 13 5 7 25
Texas 89 15 29 133
Utah 1 1 2 4
Virginia 12 8 4 24
Washington 13 2 7 22
West Virginia 2 4 2 8
Wisconsin 10 10
Canada
Alberta 15 15
British Columbia 16 3 2 21
New Brunswick 5
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