
STONEMOR PARTNERS LP
Form 424B5
April 15, 2016
Table of Contents

CALCULATION OF REGISTRATION FEE

Title of Each Class of

Securities to be Registered

Amount

to be
Registered(1)

Offering Price
Per Unit

Aggregate

Offering Price

Amount of

Registration Fee(2)
Common Units representing limited partner interests 2,300,000 $23.65 $54,395,000 $5,478(1)

(1) Includes 300,000 additional common units issuable upon exercise of the underwriters� option to purchase additional common units.
(2) The registration fee, calculated in accordance with Rule 457(r), is being transmitted to the SEC on a deferred basis pursuant to Rule

456(b).
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Filed Pursuant to Rule 424(b)(5)
Registration Number 333-210264

PROSPECTUS SUPPLEMENT

(To prospectus dated March 18, 2016)

2,000,000 Common Units

StoneMor Partners L.P.

Representing Limited Partner Interests

We are selling 2,000,000 common units representing limited partner interests in us pursuant to this prospectus supplement and the
accompanying prospectus.

Common units are traded on the New York Stock Exchange under the symbol �STON.� On April 14, 2016, the last reported sale price of common
units on the New York Stock Exchange was $24.65 per common unit.

You should consider the information set forth in �Risk Factors� beginning on page S-12 of this prospectus supplement and on page 7 of
the accompanying prospectus and in the documents incorporated by reference in this prospectus supplement and the accompanying
prospectus before buying common units.

Per
Common Unit Total

Public Offering Price $ 23.65 $ 47,300,000
Underwriting discount $ 1.05 $ 2,100,000
Proceeds before expenses, to us $ 22.60 $ 45,200,000

The underwriters may purchase up to an additional 300,000 common units from us at the public offering price, less the underwriting discount,
within 30 days from the date of this prospectus supplement to cover overallotments, if any.
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Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus supplement or the accompanying prospectus to which it relates is truthful or complete. Any representation
to the contrary is a criminal offense.

The underwriters expect to deliver the common units to purchasers on or about April 20, 2016.

Bookrunner

RAYMOND JAMES
Senior Co-Managers

JANNEY MONTGOMERY SCOTT WUNDERLICH
Co-Managers

BB&T CAPITAL MARKETS LADENBURG THALMANN
The date of this prospectus supplement is April 15, 2016.

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 3



Table of Contents

TABLE OF CONTENTS

Page
Prospectus Supplement

About This Prospectus Supplement S-ii
Information Regarding Forward-Looking Statements S-ii
Summary S-1
Risk Factors S-12
Use of Proceeds S-13
Capitalization S-14
Price Range of Our Common Units and Distributions S-15
U.S. Federal Income Tax Considerations S-16
Underwriting S-17
Legal Matters S-20
Experts S-20
Where You Can Find More Information S-20

Base Prospectus

About This Prospectus 1
Where You Can Find More Information 2
Cautionary Statement Regarding Forward-Looking Statements 3
About StoneMor Partners L.P. 5
Structure and Management 5
Risk Factors 7
Use of Proceeds 8
Ratio of Earnings to Fixed Charges 9
Description of the Common Units 10
Cash Distribution Policy 16
Description of Debt Securities 20
Description of the Other Classes of Units 29
Material U.S. Federal Income Tax Consequences 30
Investment by Employee Benefit Plans 43
Legal Matters 45
Experts 45

S-i

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 4



Table of Contents

ABOUT THIS PROSPECTUS SUPPLEMENT

We are providing information to you about this offering of common units in two parts. The first part is this prospectus supplement, which
provides the specific details regarding this offering. The second part is the accompanying prospectus, which provides general information.
Generally, unless the context otherwise requires, when we refer to this �prospectus,� we are referring to both documents combined, as well as to
the documents incorporated by reference in this prospectus supplement and the accompanying prospectus. Some of the information in the
accompanying prospectus may not apply to this offering. If information in this prospectus supplement is inconsistent with the accompanying
prospectus, you should rely on this prospectus supplement.

Any statement made in this prospectus or in a document incorporated or deemed to be incorporated by reference into this prospectus will be
deemed to be modified or superseded for purposes of this prospectus to the extent that a statement contained in this prospectus or in any other
subsequently filed document that is also incorporated by reference into this prospectus modifies or supersedes that statement. Any statement so
modified or superseded will not be deemed, except as so modified or superseded, to constitute a part of this prospectus. The sections captioned
�Where You Can Find More Information� and �Cautionary Statement Regarding Forward-Looking Statements� in the accompanying prospectus are
superseded in their entirety by the similarly titled sections included in this prospectus supplement.

You should rely only on the information contained in or incorporated by reference in this prospectus. We have not, and the underwriters have
not, authorized anyone to provide you with information that is different from that contained in this prospectus. If anyone provides you with
different or inconsistent information, you should not rely on it. We are offering to sell common units and seeking offers to buy common units
only in jurisdictions where offers and sales are permitted. You should assume that the information appearing in this prospectus, as well as
information we previously filed with the Securities and Exchange Commission, or the SEC, and incorporated herein by reference, is accurate
only as of their respective dates or other dates which are specified in those documents, regardless of the time of delivery of this prospectus or of
any sale of the common units. Our business, financial condition, results of operations and prospects may have changed since those dates.

INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

Certain statements contained or incorporated by reference in this prospectus, including, but not limited to, information regarding the status and
progress of our operating activities, the plans and objectives of our management, assumptions regarding our future performance and plans and
any financial guidance provided or guidance related to our future distributions, as well as certain information in our filings with the SEC
incorporated by reference in this prospectus, are forward-looking statements.

Generally, the words �believe,� �may,� �will,� �estimate,� �continue,� �anticipate,� �intend (including, but not limited to our intent to maintain or increase our
distributions),� �project,� �expect,� �predict� and similar expressions identify these forward-looking statements.

These forward-looking statements are made subject to certain risks and uncertainties that could cause actual results to differ materially from
those stated or implied. Our major risk is related to uncertainties associated with the cash flow from our pre-need and at-need sales, our trusts
and financings, which may impact our ability to meet our financial projections, our ability to service our debt and pay distributions, and our
ability to increase our distributions.

S-ii
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Our additional risks and uncertainties include, but are not limited to, the following:

� uncertainties associated with future revenue and revenue growth;

� uncertainties associated with the integration or anticipated benefits of our recent acquisitions or any future acquisitions;

� our ability to complete and fund additional acquisitions;

� the effect of economic downturns;

� the impact of our significant leverage on our operating plans;

� the decline in the fair value of certain equity and debt securities held in our trusts;

� our ability to attract, train and retain an adequate number of sales people;

� uncertainties associated with the volume and timing of pre-need sales of cemetery services and products;

� increased use of cremation;

� changes in the death rate;

� changes in the political or regulatory environments, including potential changes in tax accounting and trusting policies;

� our ability to successfully implement a strategic plan relating to achieving operating improvements, strong cash flows and further
deleveraging;

� our ability to successfully compete in the cemetery and funeral home industry;

� litigation or legal proceedings that could expose us to significant liabilities and damage our reputation;

� the effects of cybersecurity attacks due to our significant reliance on information technology;

� uncertainties relating to the financial condition of third-party insurance companies that fund our pre-need funeral contracts; and
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� various other uncertainties associated with the death care industry and our operations in particular.
Forward-looking statements contained or incorporated by reference in this prospectus supplement present our views only as of the date of the
applicable document containing such forward-looking statements. When considering forward-looking statements, you should keep in mind the
risk factors and other cautionary statements set forth in �Risk Factors� and other sections in this prospectus supplement, the accompanying
prospectus and in our SEC filings that are incorporated by reference herein. See �Where You Can Find More Information� in this prospectus
supplement. Except as required by federal and state securities laws, we assume no obligation to update or revise any forward-looking statements
made herein or any other forward-looking statements made by us, whether as a result of new information, future events or otherwise.

S-iii
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SUMMARY

This summary highlights information about our business and about this offering contained elsewhere in this prospectus supplement, the
accompanying prospectus and the documents incorporated by reference. It does not contain all of the information that you should consider
before making an investment decision. You should read this entire prospectus supplement and the accompanying prospectus, as well as the
documents incorporated by reference herein and therein in their entirety, including the risk factors and our financial statements and related
notes, before making an investment decision. You should carefully consider the information set forth under �Risk Factors� beginning on page S-12
of this prospectus supplement and page 7 of the accompanying prospectus about important risks that you should consider before buying common
units in this offering. Unless we indicate otherwise, the information we present in this prospectus supplement assumes that the underwriters do
not exercise their option to purchase additional common units.

In this prospectus supplement, unless the context otherwise requires, references to �we,� �us,� �our,� or the �Partnership� are to StoneMor Partners
L.P., its subsidiaries and its general partner collectively and references to �our general partner� refer to StoneMor GP LLC, the general partner
of StoneMor Partners L.P.

StoneMor Partners L.P.

We are the second largest owner and operator of cemeteries in the United States. As of December 31, 2015, we operated 307 cemeteries in 27
states and Puerto Rico. We own 276 of these cemeteries and we manage or operate the remaining 31 under lease, management or operating
agreements with the nonprofit cemetery corporations that own the cemeteries. As of December 31, 2015, we also owned and operated 105
funeral homes in 19 states and Puerto Rico. Forty-seven of these funeral homes are located on the grounds of the cemeteries that we own.

We were formed as a Delaware limited partnership in April 2004. Unlike certain of our competitors that are not treated as partnerships for
federal income tax purposes, our primary business objective is to increase distributable cash flow over time for our unitholders. We aim to set
unitholder distributions at a level that can be sustained over time while maintaining resources sufficient for the ongoing stability and growth of
our business. We are the only one of the three publicly traded U.S. death care companies that derives a majority of its revenue from cemetery
operations rather than funeral home services. For the year ended December 31, 2015, our total revenues were approximately $305.6 million.

The cemetery products and services that we sell include the following:

Interment Rights Merchandise Services
�   burial lots

�   lawn crypts

�   mausoleum crypts

�   cremation niches

�   perpetual care rights

�   burial vaults

�   caskets

�   grave markers and grave marker bases

�   memorials

�   installation of burial
vaults

�   installation of caskets

�   installation of other
cemetery merchandise

�   other service items
We sell these products and services both at the time of death, which we refer to as at-need, and prior to the time of death, which we refer to as
pre-need. Our sales of real property, including burial lots (with and without installed vaults), lawn and mausoleum crypts and cremation niches,
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generate qualifying income sufficient for us to be treated as a partnership for federal income tax purposes. In 2015, we performed 54,837 burials
and sold 37,086 interment rights (net of cancellations). Based on our sales of interment spaces in 2015, our cemeteries have an aggregated
weighted average remaining sales life of 237 years.

Our cemetery properties are located in Alabama, California, Colorado, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Iowa, Kansas,
Kentucky, Maryland, Michigan, Mississippi, Missouri, New Jersey, North Carolina, Ohio, Oregon, Pennsylvania, Puerto Rico, Rhode Island,
South Carolina, Tennessee, Virginia, Washington and West Virginia. For the year ended December 31, 2015, our cemetery operations accounted
for approximately 81.1% of our total revenues.

Our primary funeral home products are caskets and related items. Our funeral home services include consultation, the removal and preparation
of remains and the use of funeral home facilities for visitation and prayer services.

Our funeral homes are located in Alabama, Arkansas, California, Florida, Illinois, Indiana, Kansas, Maryland, Mississippi, Missouri, North
Carolina, Ohio, Oregon, Pennsylvania, Puerto Rico, South Carolina, Tennessee, Virginia, Washington and West Virginia. For the year ended
December 31, 2015, our funeral home revenues accounted for approximately 18.9% of our total revenues. Our funeral home operations are
conducted through various wholly owned subsidiaries that are treated as corporations for U.S. federal income tax purposes.

Competitive Strengths

We believe that the following competitive strengths contribute to our position as a leading cemetery operator:

Long-lived and Geographically Diverse Cemeteries. We have a large portfolio of cemetery properties, which will enable us to offer cemetery
products and services in the markets we serve for many years. Because we operate cemeteries in 27 states and Puerto Rico, we have not
historically been materially affected by localized economic downturns or changes in laws regulating cemetery operations in any one state. Our
portfolio consisted of 307 cemetery properties with a total of over 15,900 acres as of December 31, 2015. Our cemeteries have an aggregated
weighted average estimated remaining sales life of 237 years based upon interment spaces sold in 2015. In addition, we increase capacity in our
cemeteries by building mausoleum crypts and lawn crypts as the number of unsold lots decreases.

Highly Trained and Professional Sales Force. Our highly trained and professional sales force is the key to our success in executing our
pre-need sales strategy. We had 806 commissioned sales representatives and 128 full-time sales support and telemarketing employees as of
December 31, 2015.

Ability to Successfully Execute and Integrate Acquisitions. Our acquisitions have been based on targeted guidelines that include projected cash
flow and profitability, location, heritage and reputation, physical size, market value and volume of pre-need business. We believe our targeted
approach, combined with our management team�s industry contacts and experience will allow us to continue to maintain a competitive advantage
in executing and integrating acquisitions. Since going public in September 2004, we have successfully acquired and integrated and continue to
operate 175 cemeteries and 98 funeral homes into our operations as of December 31, 2015. We expect to continue to see businesses become
available for purchase that meet our acquisition criteria.

S-2
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Diversified Product Mix. Our mix of pre-need cemetery merchandise and services and at-need cemetery and funeral home merchandise and
services represents a diversified product mix that allows us to provide customers with a comprehensive product offering. These products and
services provide us with a presence in the major segments of the death care industry.

Operating Efficiencies Attributable to Our Size. Due to our size, we are able to generate economies of scale and operating efficiencies. These
include shared best practices in the area of pre-need marketing, lower purchasing costs for cemetery and funeral home merchandise through
volume purchasing, lower operating expenses through centralized administrative functions, shared maintenance equipment and personnel and
more effective strategic and financial planning. As a result, we are able to compete favorably in the areas we serve and to potentially improve the
profitability of cemetery operations we acquire.

Oversight and Management of Trust Assets to Preserve Capital and Generate Income. While our business model calls for us to obtain the
release of funds from our merchandise trusts on an accelerated basis upon pre-need delivery and performance where permitted, at any point in
time the trusts will have a significant amount of invested assets. We have employed an investment strategy for the trustees to follow that focuses
on a balanced approach to preserving capital while generating returns in excess of current inflation rates. The trustees invest the funds held in
merchandise trusts and perpetual care trusts in public and private investments in intermediate term, investment grade, fixed income securities,
high-yield fixed income securities, real estate investment trusts, master limited partnerships and in other types of equity securities and cash. The
funds that are held in trusts are invested by institutional trustees with input from registered investment advisers and managed in part by
third-party professional investment managers within specified investment guidelines adopted by the Trust Committee of the board of directors of
our general partner and standards imposed by state law. Our merchandise trusts had an aggregate market value of approximately $464.7 million
as of December 31, 2015. Our perpetual care trusts had an aggregate market value of $307.8 million as of December 31, 2015.

Experienced Management Team. We believe that we have one of the most experienced management teams in the death care industry, led by
Lawrence Miller, our President and Chief Executive Officer, who has extensive senior-level experience in managing large death care companies.
Our nine senior officers have an average industry experience of over 23 years.

Business Strategies

Our primary business objective is to increase distributable cash flow over time for our unitholders. We attempt to achieve this objective by
employing the following core strategies:

Develop and Maintain a Diversified Revenue Stream. Our business model is constructed so that sales revenues are generated from pre-need
sales of cemetery merchandise and services as well as at-need sales of cemetery merchandise and services and at-need or pre-need sales of
funeral home merchandise and services. This diverse revenue stream should prove to be more stable over economic cycles than a more
concentrated revenue stream.

Sales of pre-need merchandise and services allow us to focus on sales to new customers and sales of additional merchandise to existing
customers in order to establish a loyal customer base. These sales tend to generate additional pre-need sales and at-need sales to close family
members of our pre-need customers. We have developed a sales force and marketing platform dedicated to this revenue stream. This marketing
platform is built around direct response marketing programs and
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relationship marketing. This has improved the quality of our company generated sales leads, which in turn has led to improved sales from these
sources. We have also established an inside sales department to create an additional avenue for customers to purchase our products and services.
The inside sales representatives work hand-in-hand with their counterparts in the field, and their joint efforts have helped to increase the amount
of sales per customer.

Sales of at-need cemetery merchandise and services and funeral home merchandise and services are a complement to our pre-need sales
program. From a strategic standpoint, they also provide us with a revenue stream that is less sensitive to changes in economic cycles and
requires less significant upfront sales and marketing resources as compared to sales of pre-need services.

Consistently Review and Improve Operating Efficiencies. We have a dedicated senior executive team that actively monitors our operating costs
and efficiently executes cost-containment and operational improvement strategies. We believe this team is quick to react to changes in the
marketplace and implement both long- and short-term strategies that allow us to meet our primary objective on a continuing basis.

Purchase Products and Perform Services That Are Subject to Trusting Requirements in Advance of the Time of Need. We are required by
various state laws to deposit a portion of funds that we receive from our pre-need sales of cemetery merchandise and services into merchandise
trusts to ensure that we will have sufficient funds in the future to purchase these products and perform these services. In many cases, we are
allowed to release these funds from the trust once we have delivered the product or performed the services. We have instituted a program
wherein we deliver certain of these products or perform certain of these services in advance of the time of need, thereby allowing us to release
the funds from trust and relieve ourselves of the obligation of trusting any additional funds. This in turn makes cash available to pay operating
expenses, pursue investment opportunities, service debt and make distributions.

Integrate Additional Cemeteries and Funeral Homes. One of our core strategies is to grow our business through the acquisition and
management of additional properties. We plan to continue to evaluate potential opportunities and identify properties that we believe complement
our existing portfolio.

Structure and Management

Our operations are conducted through, and our operating assets are owned by, our direct and indirect subsidiaries. We have one direct
subsidiary, StoneMor Operating LLC, a limited liability company that directly or indirectly owns equity interests in all of our subsidiary
operating companies.

Our general partner, StoneMor GP LLC, manages our operations and activities. Our general partner does not receive any management fee or
other compensation in connection with its management of our business, but is reimbursed for expenses that it incurs on our behalf and holds
incentive distribution rights in us. Certain current directors, affiliates of certain directors and current and former officers of our general partner
hold indirect interests in our general partner.

Our principal executive offices are located at 3600 Horizon Boulevard, Trevose, Pennsylvania 19053, and our phone number is (215) 826-2800.
Our website is located at http://www.stonemor.com. Information on our website is not incorporated by reference into this prospectus and does
not constitute a part of this prospectus.

S-4
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Organizational Structure

The following diagram depicts our organizational structure and ownership giving effect to the offering of common units contemplated by this
prospectus supplement:
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The Offering

Common units offered 2,000,000 common units, or 2,300,000 common units if the underwriters exercise in full
their option to purchase an additional 300,000 common units.

Common units outstanding after this offering 35,077,494 common units, or 35,377,494 if the underwriters exercise in full their option
to purchase an additional 300,000 common units.

Use of proceeds We estimate that our net proceeds from this offering will be approximately $44.7 million
after deducting underwriting discount and offering expenses payable by us ($51.5 million
if the underwriters exercise in full their option to purchase additional common units).

We intend to use the net proceeds from this offering, including any net proceeds from the
underwriters� exercise of their option to purchase additional common units, to pay down
outstanding indebtedness under our revolving credit facility.

An affiliate of Raymond James & Associates, Inc. is a lender under our credit facility and
as such will receive a portion of the proceeds from this offering. See �Use of Proceeds� in
this prospectus supplement.

Cash distributions Within 45 days after the end of each quarter, we distribute our available cash from
operations, after we have paid our expenses, funded merchandise and perpetual care
trusts and established necessary cash reserves, to unitholders of record on the applicable
record date. In general, after giving effect to this offering, we will pay any cash
distributions we make each quarter 98.87% to all common units, pro rata, and 1.13% to
our general partner, until each common unit has received a distribution of $0.5125. If
cash distributions per common unit exceed $0.5125 in any quarter, our general partner
will receive increasing percentages, up to a maximum of 49.13%, of the cash we
distribute in excess of that amount. We refer to these additional distributions as incentive
distributions. For a discussion of our cash distribution policy, see �Cash Distribution
Policy� in the accompanying prospectus. For information about our recent distributions,
see �Price Range of Our Common Units and Distributions� in this prospectus supplement.

S-6
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Through the quarterly distribution payable for the quarter ending June 30, 2018,
distributions paid to American Cemeteries Infrastructure Investors, LLC (�ACII�) which
acquired 2,255,947 common units, or the Purchased Units, pursuant to a private
placement on May 21, 2014, on the Purchased Units may be paid in cash, common units
issued to ACII in lieu of cash distributions, which we refer to as the Distribution Units, or
a combination of cash and Distribution Units, as determined by the Partnership in its sole
discretion. If the Partnership elects to pay distributions through the issuance of
Distribution Units, the number of common units to be issued in connection with a
quarterly distribution will be the quotient of (A) the amount of the quarterly distribution
paid on the common units by (B) the volume-weighted average price of the common
units for the thirty (30) trading days immediately preceding the date a quarterly
distribution is declared with respect to the common units. Beginning with the quarterly
distribution payable with respect to the quarter ending September 30, 2018, the Purchased
Units will receive cash distributions on the same basis as all other common units, and the
Partnership will no longer have the ability to elect to pay quarterly distributions in kind
through the issuance of Distribution Units. We issued 204,804 and 111,740 Distribution
Units to ACII in lieu of cash distributions of $5.8 million and $2.8 million, respectively,
during the years ended December 31, 2015 and 2014, respectively.

Issuance of additional units We may issue an unlimited number of limited partner interests of any type without the
approval of the unitholders.

Limited voting rights Our general partner manages and operates us. Unlike the holders of common stock in a
corporation, you will have only limited voting rights on matters affecting our business.
You will have no right to elect our general partner or its directors on an annual or other
continuing basis. Our general partner may not be removed except by a vote of the holders
of at least 66 2/3% of the outstanding units, including any units owned by our general
partner and its affiliates, voting together as a single class. After giving effect to this
offering, affiliates of our general partner will own approximately 8% of the common
units. See �Description of the Common Units�Voting Rights� in the accompanying
prospectus.

Limited call right If at any time our general partner and its affiliates own more than 80% of the outstanding
common units, our general partner has the right, but not the obligation, to purchase all of
the remaining common units at a price not less than the then-current market price of the
common units.

S-7
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Estimated ratio of taxable income to distributions We estimate that if you hold the common units that you purchase in this offering through
December 31, 2018, you will be allocated, on a cumulative basis, an amount of taxable
income for that period that will be 30% or less of the cash distributed to you with respect
to that period. Thereafter, we anticipate that the ratio of allocable taxable income to cash
distributions to the unitholders will increase. See �U.S. Federal Income Tax
Considerations� in this prospectus supplement.

Material U.S. federal income tax consequences For a discussion of other material federal income tax consequences that may be relevant
to prospective unitholders who are individual citizens or residents of the United States,
see �U.S. Federal Income Tax Considerations� in this prospectus supplement and �Material
U.S. Federal Income Tax Consequences� in the accompanying prospectus.

Risk factors You should refer to the section entitled �Risk Factors� in this prospectus supplement, the
accompanying prospectus and the documents incorporated by reference herein and
therein to ensure you understand the risks associated with an investment in our common
units.

New York Stock Exchange symbol �STON�
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Summary Historical Consolidated Financial and Operating Data

The following tables present our summary historical consolidated financial and operating data for the periods and as of the dates indicated. Our
summary historical consolidated financial data as of December 31, 2015 and 2014 and for the years ended December 31, 2015, 2014 and 2013
are derived from our audited historical consolidated financial statements which are incorporated by reference in this prospectus supplement. Our
summary historical consolidated financial data as of December 31, 2013 are derived from our audited historical consolidated financial
statements, which are not incorporated by reference in this prospectus supplement.

The following tables should be read in conjunction with �Management�s Discussion and Analysis of Financial Condition and Results of
Operations� and the audited historical consolidated financial statements and accompanying notes thereto included in our Annual Report on Form
10-K for the year ended December 31, 2015 (the �2015 Form 10-K�) which is incorporated by reference in this prospectus supplement.

As of and for the Year Ended
December 31,

2015 2014 2013
(in thousands, except per unit data)

Statement of Operations Data:
Revenues:
Cemetery:
Merchandise $ 131,862 $ 132,355 $ 110,673
Services 56,243 51,827 44,054
Investment and other 59,765 55,217 46,959
Funeral home:
Merchandise 26,722 21,060 18,922
Services 31,048 27,626 26,033

Total revenues 305,640 288,085 246,641

Costs and Expenses:
Costs of goods sold 38,924 33,652 27,859
Cemetery expense 71,296 64,672 57,566
Selling expense 58,884 55,277 47,832
General and administrative expense 36,371 35,110 31,873
Corporate overhead (1) 38,609 34,723 29,926
Depreciation and amortization 12,803 11,081 9,548
Funeral home expense:
Merchandise 6,928 6,659 5,569
Services 22,959 20,470 19,190
Other 17,526 12,581 10,895

Total costs and expenses 304,300 274,225 240,258
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As of and for the Year Ended
December 31,

2015 2014 2013
(in thousands, except per unit data)

Operating income 1,340 13,860 6,383
Gain on acquisitions and divestitures 1,540 656 2,685
Gain on settlement agreement, net � 888 12,261
Legal settlement (3,135) � �
Loss on early extinguishment of debt � (214) (21,595) 
Loss on impairment of long-lived assets (296) (440) �
Interest expense (22,585) (21,610) (21,070) 

Loss before income taxes (23,136) (6,860) (21,336) 
Income tax benefit (expense) (1,108) (3,913) 2,304

Net loss $ (24,244) $ (10,773) $ (19,032) 

Net loss per limited partner unit (basic and diluted) $ (0.79) $ (0.40) $ (0.89) 
Weighted average number of limited partners� units outstanding (basic and diluted) 30,472 26,582 20,954
Distributions declared per unit $ 2.580 $ 2.430 $ 2.385

As of and for the Year Ended
December 31,

2015 2014 2013
(in thousands)

Balance Sheet Data (at period end):
Cash and cash equivalents $ 15,153 $ 10,401 $ 12,175
Accounts receivable, net of allowance 68,415 62,503 55,415
Long-term accounts receivable, net of allowance 95,167 89,536 78,367
Cemetery property 342,639 339,848 316,469
Property and equipment, net of accumulated depreciation 104,330 100,391 85,007
Merchandise trusts, restricted, at fair value 464,676 484,820 431,556
Perpetual care trusts, restricted, at fair value 307,804 345,105 311,771
Total assets 1,686,125 1,690,375 1,466,035
Total debt 318,839 278,540 283,624
Merchandise liability 173,097 150,192 130,412
Total partners� capital 183,678 208,762 107,520
Other Financial Data:
Net cash flow provided by operating activities $ 4,062 $ 19,448 $ 35,077
Net cash flow used in investing activities (34,139) (123,658) (26,697) 
Net cash flow provided by (used in) financing activities 34,829 102,436 (4,151) 
Depreciation and amortization 12,803 11,081 9,548
Cash paid for cemetery property (7,402) (6,176) (5,766) 
Cash distributions (77,512) (62,836) (52,053) 
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As of and for the Year Ended
December 31,

2015 2014 2013
Operating Data:
Interments performed 54,837 50,566 45,470
Interment rights sold (2):
Lots 33,262 31,774 27,339
Mausoleum crypts (including pre-construction) 2,205 2,186 2,108
Niches 1,619 1,466 1,096

Net interment rights sold (2) 37,086 35,426 30,543

Number of cemetery contracts written 113,696 103,859 97,220
Cemetery contract revenues, in thousands $ 262,383 $ 238,331 $ 214,857
Average amount per contract $ 2,308 $ 2,295 $ 2,210
Number of pre-need cemetery contracts written 52,228 48,585 48,272
Pre-need cemetery contract revenues, in thousands (2) $ 158,806 $ 145,607 $ 134,857
Average amount per pre-need contract $ 3,041 $ 2,997 $ 2,794
Number of at-need cemetery contracts written 61,468 55,274 48,948
At-need cemetery contract revenues, in thousands (2) $ 103,577 $ 92,724 $ 80,000
Average amount per at-need contract $ 1,685 $ 1,678 $ 1,634

(1) Includes unit-based compensation of $1,516,000, $1,068,000 and $1,370,000, in the years ended December 31, 2015, 2014 and 2013, respectively.
(2) Net of cancellations. Sales of double-depth burial lots are counted as two sales.
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RISK FACTORS

An investment in our common units is subject to risks and uncertainties. You should carefully consider the risks described in the section titled
�Risk Factors� included in Item 1A of Part I of the 2015 Form 10-K, together with all of the other information included in this prospectus
supplement, before making an investment decision. Realization of these risks could materially adversely affect our business, financial condition
or results of operations. Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial may also
materially adversely affect our business operations. In such case, you may lose all or part of your original investment. Also, please read
�Information Regarding Forward-Looking Statements� in this prospectus supplement.
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USE OF PROCEEDS

We estimate that we will receive net proceeds of approximately $44.7 million from this offering after deducting underwriting discount and
offering expenses ($51.5 million if the underwriters exercise in full their option to purchase additional common units).

We intend to use the net proceeds from this offering, including any net proceeds from the underwriters� exercise of their option to purchase
additional common units, to pay down outstanding indebtedness under our revolving credit facility.

Amounts to be paid down under our credit facility were incurred for acquisitions and general partnership purposes, including for working capital
needs and to fund our capital expenditure program.

Our credit facility will mature on December 19, 2019, and the interest rate on amounts outstanding under our credit facility at December 31,
2015 was approximately 3.8%. As of December 31, 2015, we had approximately $149.5 million of borrowings outstanding under our credit
facility, consisting of approximately $105.0 million of working capital draws and $44.5 million of acquisition draws, and, as of April 14, 2016,
we had approximately $151.0 million of borrowings outstanding under our credit facility, consisting of approximately $106.5 million of working
capital draws and $44.5 million of acquisition draws. See �Management�s Discussion and Analysis of Financial Condition and Results of
Operations� included in the 2015 Form 10-K, which is incorporated by reference into this prospectus supplement.

An affiliate of Raymond James & Associates, Inc. is a lender under our credit facility and as such will receive a portion of the proceeds from this
offering. See �Underwriting�FINRA Conduct Rules� in this prospectus supplement.
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CAPITALIZATION

The following table sets forth our cash and cash equivalents and capitalization as of December 31, 2015:

� on an actual basis; and

� on an as adjusted basis to reflect the consummation of this offering and the use of the net proceeds from this offering in the manner
described in �Use of Proceeds� in this prospectus supplement.

This table should be read in conjunction with, and is qualified in its entirety by reference to, �Management�s Discussion and Analysis of Financial
Condition and Results of Operations� and our historical audited financial statements and the accompanying notes included in the 2015 Form
10-K, which is incorporated by reference in this prospectus supplement.

As of December 31, 2015
Actual As Adjusted

(in thousands)
Cash and cash equivalents $ 15,153 $ 15,153

Long-term debt, including current portion:
Credit facility(1) $ 149,500 $ 104,800
7 7/8% senior notes due 2021(2) 172,186 172,186
Notes payable�acquisition debt 687 687
Notes payable�acquisition non-competes 1,629 1,629
Insurance and vehicle financing 2,336 2,336

Total long-term debt including current portion $ 326,338 $ 281,638
Partners� capital (deficit)
Common units 193,716 238,416
General partner interest (10,038) (10,038) 

Total partners� capital 183,678 228,378

Total capitalization $ 510,016 $ 510,016

(1) As of April 14, 2016, we had approximately $151.0 million of borrowings outstanding under our credit facility, consisting of $106.5 million of working
capital draws and $44.5 million of acquisition draws.

(2) Net of an unamortized original issue discount of approximately $2.8 million.
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PRICE RANGE OF OUR COMMON UNITS AND DISTRIBUTIONS

As of April 13, 2016, we had 33,077,494 common units outstanding, held by 54 registered holders of record. Our common units are traded on
the New York Stock Exchange under the symbol �STON.�

The following table sets forth, for the periods indicated, the high and low sales prices for our common units based on the daily composite listing
of common unit transactions for the New York Stock Exchange and quarterly declared cash distributions per unit. The last reported sales price of
our common units on the New York Stock Exchange on April 14, 2016 was $24.65 per common unit.

Price Range Cash
Distributions Per
Common Unit(1)High Low

Year ending December 31, 2016
Second Quarter (through April 14, 2016) $ 25.59 $ 24.10 $ n/a(2) 
First Quarter 29.69 22.80 n/a(3) 
Year ended December 31, 2015
Fourth Quarter $ 31.15 $ 25.90 $ 0.6600
Third Quarter 32.06 22.04 0.6600
Second Quarter 30.92 28.73 0.6500
First Quarter 29.13 25.65 0.6400
Year ended December 31, 2014
Fourth Quarter $ 27.14 $ 24.00 $ 0.6300
Third Quarter 26.35 23.50 0.6200
Second Quarter 25.30 23.35 0.6100
First Quarter 26.69 21.75 0.6000

(1) Represents cash distributions attributable to the quarter. Distributions are declared and paid within 45 days of the close of each quarter.
(2) Subject to the declaration by the board of directors of our general partner of a cash distribution with respect to the second quarter of 2016, purchasers of the

common units in this offering will receive a cash distribution in August 2016, assuming they remain record holders of the common units as of the record
date for such cash distribution.

(3) Subject to the declaration by the board of directors of our general partner of a cash distribution with respect to the first quarter of 2016, purchasers of the
common units in this offering will receive their first cash distribution in May 2016.

Through the quarterly distribution payable for the quarter ending June 30, 2018, distributions paid to ACII on the Purchased Units may be paid
in cash, Distribution Units, or a combination of cash and Distribution Units, as determined by us in our sole discretion. If we elect to pay
distributions through the issuance of Distribution Units, the number of common units to be issued in connection with a quarterly distribution will
be the quotient of (A) the amount of the quarterly distribution paid on the common units by (B) the volume-weighted average price of the
common units for the thirty (30) trading days immediately preceding the date a quarterly distribution is declared with respect to the common
units. Beginning with the quarterly distribution payable with respect to the quarter ending September 30, 2018, the Purchased Units will receive
cash distributions on the same basis as all other common units and we will no longer have the ability to elect to pay quarterly distributions in
kind through the issuance of Distribution Units. We issued 204,804 and 111,740 Distribution Units to ACII in lieu of cash distributions of $5.8
million and $2.8 million, respectively, during the years ended December 31, 2015 and 2014, respectively.
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U.S. FEDERAL INCOME TAX CONSIDERATIONS

The tax consequences to you of an investment in our common units will depend in part on your own tax circumstances. Although this section
updates information related to certain tax considerations, it should be read in conjunction with �Material U.S. Federal Income Tax Consequences�
in the accompanying prospectus and �Risk Factors�Tax Risks to Common Unitholders� in the 2015 Form 10-K. You are urged to consult with your
tax advisor about the federal, state, local and non-U.S. tax consequences particular to your circumstances.

Ratio of Taxable Income to Distributions

We estimate that a purchaser of common units in this offering who owns those common units from the date of closing of this offering through
the record date for distributions for the period ending December 31, 2018, will be allocated, on a cumulative basis, an amount of federal taxable
income for that period that will be 30% or less of the cash distributed with respect to that period. Thereafter, we anticipate that the ratio of
allocable taxable income to cash distributions to the unitholders will increase. These estimates are based upon the assumption that gross income
from operations will approximate the amount required to make current quarterly distribution on all units and other assumptions with respect to
capital expenditures, cash flow, net working capital and anticipated cash distributions. These estimates and assumptions are subject to, among
other things, numerous business, economic, regulatory, legislative, competitive and political uncertainties beyond our control. Further, the
estimates are based on current tax law and tax reporting positions that we will adopt and with which the IRS could disagree. Accordingly, we
cannot assure you that these estimates will prove to be correct. The actual percentage of distributions that will constitute taxable income could be
higher or lower than expected, and any differences could be material and could materially affect the value of the common units. For example, the
ratio of allocable taxable income to cash distributions to a purchaser of common units in this offering will be greater, and perhaps substantially
greater, than our estimate with respect to the period described above if:

� gross income from operations exceeds the amount required to make current quarterly distributions on all units, yet we only distribute
the current quarterly distributions on all units; or

� we make a future offering of common units and use the proceeds of the offering in a manner that does not produce substantial
additional deductions during the period described above, such as to repay indebtedness outstanding at the time of this offering or to
acquire property that is not eligible for depreciation or amortization for federal income tax purposes or that is depreciable or
amortizable at a rate significantly slower than the rate applicable to our assets at the time of this offering.

Tax-Exempt Organizations & Other Investors

Ownership of common units by tax-exempt entities, including employee benefit plans and individual retirement accounts (known as IRAs), and
non-U.S. investors raises issues unique to such persons. Please read �Material U.S. Federal Income Tax Consequences�Tax-Exempt Organizations
and Other Investors� in the accompanying prospectus.
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UNDERWRITING

Raymond James & Associates, Inc. is acting as the representative of the underwriters named below and as the book-running manager for this
offering. Subject to the terms and conditions contained in an underwriting agreement dated April 15, 2016, among us and the underwriters, the
underwriters named below have severally agreed to purchase, and we have agreed to sell to them, severally, the number of common units
indicated below:

Underwriter
Number of

Common Units
Raymond James & Associates, Inc. 900,000
Janney Montgomery Scott LLC 400,000
Wunderlich Securities, Inc. 400,000
BB&T Capital Markets, a division of BB&T Securities, LLC 150,000
Ladenburg Thalmann & Co. Inc. 150,000

Total 2,000,000

The underwriters have agreed to purchase all of the common units sold under the underwriting agreement if any of these common units are
purchased.

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the Securities Act of 1933, as amended, or the
Securities Act, or to contribute to payments the underwriters may be required to make in respect of those liabilities.

Commissions and Discounts

The underwriters� representative has advised us that the underwriters propose initially to offer the common units to the public at the public
offering price on the cover page of this prospectus supplement and to dealers at that price less a concession not in excess of $0.63 per common
unit. The underwriters may allow a discount not in excess of $0.10 per common unit to other dealers. After the public offering, the public
offering price, concession and discount may be changed.

The following table shows the public offering price, underwriting discount and proceeds before expenses to us. The information assumes either
no exercise or full exercise by the underwriters of their overallotment option to purchase additional common units from us:

Per Common Unit No Exercise Full Exercise
Public Offering Price $ 23.65 $ 47,300,000 $ 54,395,000
Underwriting discount $ 1.05 $ 2,100,000 $ 2,415,000
Proceeds before expenses, to StoneMor
Partners L.P. $ 22.60 $ 45,200,000 $ 51,980,000

The expenses of the offering payable by StoneMor Partners L.P., not including the underwriting discount, are estimated to be $500,000 and are
payable by us.

Overallotment Option

We have granted to the underwriters an option, exercisable for 30 days from the date of this prospectus supplement, to purchase up to an
aggregate of 300,000 additional common units from us at the public offering price listed on the cover page of this prospectus supplement, less
the
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underwriting discount. The underwriters may exercise this option solely for the purpose of covering overallotments, if any, made in connection
with the offering of the common units offered by this prospectus supplement. If the underwriters� option is exercised in full, the total price to the
public would be approximately $54.4 million and the total proceeds to us would be approximately $51.5 million after deducting the underwriting
discount and estimated offering expenses.

No Sales of Similar Securities

We and each of the directors and officers of our general partner have agreed, with exceptions, not to sell or transfer any common units for 90
days after the date of this prospectus supplement, subject to an extension of up to 18 days, without first obtaining the written consent of the
representative, Raymond James & Associates, Inc., on behalf of the underwriters. Specifically, we and these other individuals have agreed not to
directly or indirectly:

� offer, pledge, sell, contract to sell, sell any common units;

� sell any option or contract to purchase any common units;

� purchase any option or contract to sell any common units;

� grant any option, right or warrant for the sale of any common units;

� lend or either dispose of or transfer any common units;

� request or demand that we file a registration statement related to the common units; or

� enter into any swap or other arrangement that transfers, in whole or in part, the economic consequences of ownership of any common
units, whether any transaction swap or transaction is to be settled by delivery of common units or other securities, in cash or otherwise.

These restrictions do not apply to:

� the sale of common units to the underwriters;

� issuances under our employee benefit plans;

� issuances of common units as consideration in acquisitions (provided the acquiror agrees to be bound by the lock-up for the unexpired
term); or

� issuances of Distribution Units to ACII.
This lock-up provision applies to common units and to securities convertible into or exchangeable or exercisable for or repayable with common
units. It also applies to common units owned now or acquired later by the person executing the agreement or for which the person executing the
agreement later acquires the power of disposition.
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The New York Stock Exchange

Our common units are listed on the New York Stock Exchange under the symbol �STON.�
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Stabilization, Short Positions and Penalty Bids

The representative may engage in stabilizing transactions, short sales and purchases to cover positions created by short sales, and penalty bids or
purchases for the purpose of pegging, fixing, or maintaining the price of the common units, in accordance with Regulation M under the
Securities Exchange Act of 1934, as amended, or the Exchange Act.

� Stabilizing transactions permit bids to purchase the underlying security so long as the stabilizing bids do not exceed a specified
maximum.

� Short sales involve syndicate sales of common units in excess of the number of units to be purchased by the underwriters in the
offering, which creates a syndicate short position. �Covered� short sales are sales of common units made in an amount up to the number
of units represented by the underwriters� overallotment option. Transactions to close out the covered syndicate short involve either
purchases of the common units in the open market after the distribution has been completed or the exercise of the overallotment
option. In determining the source of common units to close out the covered syndicate short position, the underwriters will consider,
among other things, the price of common units available for purchase in the open market as compared to the price at which they may
purchase units through the overallotment option. The underwriters may also make �naked� short sales of common units in excess of the
overallotment option. The underwriters must close out any naked short position by purchasing common units in the open market. A
naked short position is more likely to be created if the underwriters are concerned that there may be downward pressure on the price of
the common units in the open market after pricing that could adversely affect investors who purchase in the offering.

� Syndicate covering transactions involve purchases of common units in the open market after the distribution has been completed in
order to cover syndicate short positions.

� Penalty bids permit the representative to reclaim a selling concession from a syndicate member when the common units originally sold
by the syndicate member are purchased in a stabilizing or syndicate covering transaction to cover syndicate short positions.

These stabilizing transactions, syndicate covering transactions, and penalty bids may have the effect of raising or maintaining the market price of
our common units or preventing or retarding a decline in the market price of our common units. As a result, the price of our common units may
be higher than the price that might otherwise exist in the open market. These transactions may be effected on the New York Stock Exchange or
otherwise and, if commenced, may be discontinued at any time.

Neither we nor any of the underwriters makes any representation or prediction as to the direction or magnitude of any effect that the transactions
described above may have on the price of the common units. In addition, neither we nor any of the underwriters makes any representation that
the underwriters will engage in these transactions or that these transactions, once commenced, will not be discontinued without notice.

Passive Market Making

In connection with this offering, the underwriters and selling group members may engage in passive market making transactions in the common
units on the New York Stock Exchange in accordance with Rule 103 of Regulation M under the Exchange Act during a period before the
commencement of offers or sales of common units and extending through the completion of distribution. A passive market maker must display
its bid at a price not in excess of the highest

S-19

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 27



Table of Contents

independent bid of that security. However, if all independent bids are lowered below the passive market maker�s bid, the bid must then be
lowered when specified purchase limits are exceeded.

FINRA Conduct Rules

An affiliate of Raymond James & Associates, Inc. is a lender under our credit facility and may receive more than five percent of the proceeds of
this offering (in addition to underwriting discounts and commissions) pursuant to the repayment of borrowings thereunder. No conflict of
interest exists between us and the underwriters under Financial Industry Regulatory Authority Rule 5121. Because the common units offered
hereby are interests in a direct participation program, as defined in Financial Industry Regulatory Authority Rule 2310, investor suitability with
respect to the common units will be judged similarly to the suitability with respect to other securities that are listed for trading on a national
securities exchange.

Electronic Distribution

A prospectus in electronic format will be made available on the website maintained by one or more of the underwriters participating in this
offering. Other than the electronic prospectus, the information on such websites is not part of this prospectus.

Other Relationships

Certain of the underwriters and their affiliates perform various financial advisory, investment banking and commercial banking services from
time to time for us and our affiliates, for which they received or will receive customary fees and expense reimbursement.

In the ordinary course of their various business activities, the underwriters and their respective affiliates may make or hold a broad array of
investments and actively trade debt and equity securities (or related derivative securities) and financial instruments (including bank loans) for
their own account and for the accounts of their customers and may at any time hold long and short positions in such securities and instruments.
Such investment and securities activities may involve securities and instruments of us or our affiliates.

LEGAL MATTERS

The validity of the common units will be passed upon for us by Vinson & Elkins L.L.P., New York, New York. Certain legal matters relating to
the offering of the common units will be passed upon for the underwriters by Andrews Kurth LLP, Austin, Texas.

EXPERTS

The consolidated financial statements, incorporated in this prospectus supplement by reference from StoneMor Partners L.P. and subsidiaries�
(the �Company�s�) Annual Report on Form 10-K, and the effectiveness of the Company�s internal control over financial reporting have been audited
by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in their reports, which are incorporated herein by
reference. Such consolidated financial statements have been so incorporated in reliance upon the reports of such firm given upon their authority
as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and other reports and other information with the SEC under the Securities Exchange Act of 1934, as amended, or the
Exchange Act. You may read and copy any reports, statements or other information filed by us at the SEC�s public reference room at 100 F
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Street, N.E., Room 1580, Washington, D.C. 20549. Copies of such materials can be obtained by mail at prescribed rates from the Public
Reference Room of the SEC, 100 F Street, N.E., Room 1580, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further
information on the public reference room. Our filings with the SEC are also available to the public from commercial document retrieval services
and at the SEC�s web site at http://www.sec.gov.

We �incorporate by reference� information into this prospectus supplement, which means that we disclose important information to you by
referring you to other documents filed separately with the SEC. The information incorporated by reference is deemed to be part of this
prospectus supplement, except for any information superseded by information contained expressly in this prospectus supplement, and the
information we file later with the SEC will automatically supersede this information until the termination of this offering (other than information
deemed to have been furnished or not filed in accordance with the SEC rules). You should not assume that the information in this prospectus
supplement is current as of any date other than the date on the front page of this prospectus supplement.

We incorporate by reference the documents listed below filed by us and any future filings made after the date of the initial filing of the
registration statement of which this prospectus supplement is a part with the SEC under Section 13(a), 13(c), 14 or 15(d) of the Exchange Act
until the termination of the offering under this prospectus supplement (other than, in each case, information deemed to have been furnished or
not filed in accordance with the SEC rules).

� Our Annual Report on Form 10-K for the year ended December 31, 2015, filed on February 29, 2016.

� The description of the common units contained in the Registration Statement on Form 8-A, initially filed on August 23, 2004 and any
subsequent amendment thereto filed for the purpose of updating such description.

You may request a copy of any document incorporated by reference in this prospectus supplement and any exhibit specifically incorporated by
reference in those documents, at no cost, by writing or telephoning us at the following address or phone number:

StoneMor Partners L.P.

3600 Horizon Boulevard

Trevose, Pennsylvania

(215) 826-2800

Attn: Investor Relations

We also make available free of charge on our website at http://www.stonemor.com our Annual Reports on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and Section 16 reports, and any amendments to those reports, as soon as reasonably practicable after
we electronically file such material with, or furnish it to, the SEC.
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PROSPECTUS

STONEMOR PARTNERS L.P.

Common Units

Other Classes of Units

STONEMOR PARTNERS L.P.

CORNERSTONE FAMILY SERVICES OF WEST VIRGINIA SUBSIDIARY, INC.

Debt Securities

Guarantees of Debt Securities

We may offer, from time to time, in one or more series, the following securities under this prospectus:

� Common units representing limited partner interests in StoneMor Partners L.P. (�StoneMor Partners�);

� Other classes of units representing limited partner interests in StoneMor Partners; and

� Debt securities, which may be senior debt securities or subordinated debt securities.
Cornerstone Family Services of West Virginia Subsidiary, Inc. (�CFS West Virginia�) may act as co-issuer of the debt
securities. If a series of debt securities is guaranteed, such series may be guaranteed by one or more of the subsidiaries
of StoneMor Partners.

We may offer and sell these securities through one or more underwriters, dealers or agents or directly to one or more
purchasers. This prospectus describes the general terms of these securities and the general manner in which we will
offer the securities. The specific terms of any securities we offer will be included in a supplement to this prospectus.
The prospectus supplement will also describe the specific manner in which we will offer the securities.

Our common units are traded on the New York Stock Exchange (�NYSE�) under the symbol �STON.� We will provide
information in the prospectus supplement for the trading market, if any, for any other securities we may offer.

Investing in our securities involves risks, including those associated with the inherent differences between
limited partnerships and corporations. You should carefully consider the risks relating to investing in our
securities and each of the risk factors described under �Risk Factors� beginning on page 7 of this prospectus, in
any applicable prospectus supplement and in the documents incorporated by reference herein and therein
before you make an investment in our securities.
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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.

The date of this prospectus is March 18, 2016.
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You should rely only on the information contained in or incorporated by reference into this prospectus and any
prospectus supplement. We have not authorized anyone to provide you with additional or different
information. If anyone provides you with different or inconsistent information, you should not rely on it. This
prospectus and any prospectus supplement are not an offer to sell, nor a solicitation of an offer to buy, these
securities in any jurisdiction where the offer or sale is not permitted. You should not assume that the
information contained in this prospectus is accurate as of any date other than the date on the front cover of this
prospectus, or that the information contained in any document incorporated by reference is accurate as of any
date other than the date of the document incorporated by reference, regardless of the time of delivery of this
prospectus or any sale of a security.

i

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 32



Table of Contents

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement on Form S-3 that we and CFS West Virginia have filed with the
Securities and Exchange Commission (�SEC�) utilizing a �shelf� registration process. Under this shelf registration
process, we may, from time to time, offer and sell the securities described in this prospectus in one or more offerings.
Each time we offer securities under this prospectus, we will provide you with this prospectus and a prospectus
supplement that will contain specific information about the terms of the offering and the securities being offered. This
prospectus does not contain all of the information included in the registration statement of which this prospectus is a
part. For a more complete understanding of the offering of the securities, you should refer to the registration
statement, including its exhibits. The prospectus supplement may include additional risk factors or other special
considerations applicable to those securities and may also add, update or change information in this prospectus.
Additional information, including our financial statements and the notes thereto, is incorporated in this prospectus by
reference to our reports filed with the SEC. You are urged to read this prospectus and any prospectus supplements
relating to the securities offered to you, together with the additional information described under the heading �Where
You Can Find More Information,� before investing in our securities.

Throughout this prospectus, when we use the terms �we,� �us,� �our� and �StoneMor Partners L.P.� we are referring either to
StoneMor Partners L.P., itself, or to StoneMor Partners L.P. and its operating subsidiaries collectively, as the context
requires. References in this prospectus to our �operating company� are to StoneMor Operating LLC. References to our
�general partner� are to StoneMor GP LLC, which manages our operations and activities.
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WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and other reports with and furnish other information to the SEC. You may read and copy any
document filed by us at the SEC�s public reference room at 100 F Street, N.E., Room 1580, Washington, D.C. 20549.
Please call the SEC at 1-800-732-0330 for further information on its public reference room. Our SEC filings are also
available at the SEC�s website at http://www.sec.gov. The SEC allows us to �incorporate by reference� information into
this prospectus, which means that we can disclose important information to you by referring you to other documents
that we file with the SEC. The information incorporated by reference is deemed to be part of this prospectus, except,
for any information superseded by information expressly contained in this prospectus or a prospectus supplement, and
the information we file later with the SEC will automatically update and supersede information in this prospectus and
information previously filed with the SEC.

We incorporate by reference in this prospectus the documents listed below:

� our 2015 Annual Report on Form 10-K, filed on February 29, 2016; and

� the description of the common units contained in the Registration Statement on Form 8-A, initially filed on
August 23, 2004, and any subsequent amendment thereto filed for the purpose of updating such description.

In addition, we incorporate by reference in this prospectus any future filings made by StoneMor Partners L.P. with the
SEC under Section 13(a), 13(c), 14 or 15(d) of the Securities Exchange Act of 1934 (excluding any information
furnished and not filed with the SEC) after the date on which the registration statement that includes this prospectus
was initially filed with the SEC (including all such documents we may file with the SEC after the date of the initial
registration statement and prior to the effectiveness of the registration statement) and until all offerings under this
shelf registration statement are terminated.

You may request a copy of any document incorporated by reference in this prospectus and any exhibit specifically
incorporated by reference in those documents, at no cost, by writing or telephoning us at the following:

StoneMor Partners L.P.

3600 Horizon Boulevard

Trevose, Pennsylvania 19053

(215) 826-2800

Attention: Investor Relations

We also make available free of charge on our internet website at http://www.stonemor.com our Annual Reports on
Form 10-K, our Quarterly Reports on Form 10-Q, our Current Reports on Form 8-K and Section 16 reports, and any
amendments to those reports, as soon as reasonably practicable after we electronically file such material with, or
furnish it to, the SEC. Information contained on our website is not incorporated by reference into this prospectus and
you should not consider information contained on our website as part of this prospectus.
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

Certain statements contained in this prospectus, including, but not limited to, information regarding the status and
progress of our operating activities, the plans and objectives of our management, assumptions regarding our future
performance and plans, and any financial guidance provided, as well as certain information in our filings with the SEC
incorporated by reference in this prospectus, are forward-looking statements.

Generally, the words �believe,� �may,� �will,� �estimate,� �continue,� �anticipate,� �intend,� �project,� �expect,� �predict� and similar
expressions identify these forward-looking statements.

These forward-looking statements are made subject to certain risks and uncertainties that could cause actual results to
differ materially from those stated or implied. Our major risk is related to uncertainties associated with the cash flow
from our pre-need and at-need sales, our trusts, and financings, which may impact our ability to meet our financial
projections, our ability to service our debt and our ability to pay distributions to our unitholders.

Our additional risks and uncertainties include, but are not limited to, the following:

� uncertainties associated with future revenue and revenue growth;

� uncertainties associated with the integration or anticipated benefits of our recent acquisitions or any future
acquisitions;

� our ability to complete and fund additional acquisitions;

� the effect of economic downturns;

� the impact of our significant leverage on our operating plans;

� the decline in the fair value of certain equity and debt securities held in our trusts;

� our ability to attract, train and retain an adequate number of sales people;

� uncertainties associated with the volume and timing of pre-need sales of cemetery services and products;

� increased use of cremation;

� changes in the death rate;
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� changes in the political or regulatory environments, including potential changes in tax accounting and
trusting policies;

� our ability to successfully implement a strategic plan relating to achieving operating improvements, strong
cash flows and further deleveraging;

� our ability to successfully compete in the cemetery and funeral home industry;

� litigation or legal proceedings that could expose us to significant liabilities and damage our reputation;

� the effects of cybersecurity attacks due to our significant reliance on information technology;

� uncertainties relating to the financial condition of third-party insurance companies that fund our pre-need
funeral contracts; and

� various other uncertainties associated with the death care industry and our operations in particular.
Forward-looking statements contained or incorporated by reference in this prospectus present our views only as of the
date of the applicable document containing such forward-looking statements. When considering forward-looking
statements, you should keep in mind the risk factors and other cautionary statements set forth in

3
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�Risk Factors� and other sections in this prospectus and any prospectus supplement and in our SEC filings that are
incorporated by reference herein and therein. See �Where You Can Find More Information.� Except as required by
federal and state securities laws, we assume no obligation to update or revise any forward-looking statements made
herein or any other forward-looking statements made by us, whether as a result of new information, future events or
otherwise.
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ABOUT STONEMOR PARTNERS L.P.

We are currently the second largest owner and operator of cemeteries and funeral homes in the United States. As of
December 31, 2015, we operated 307 cemeteries in 27 states and Puerto Rico. We own 276 of these cemeteries and
we manage or operate the remaining 31 under lease, management or operating agreements with the nonprofit cemetery
companies that own the cemeteries. As of December 31, 2015, we also owned and operated 105 funeral homes in 19
states and Puerto Rico. Forty-seven of these funeral homes are located on the grounds of the cemeteries that we own.

The cemetery products and services that we sell include the following:

Interment Rights Merchandise Services
�    burial lots

�    lawn crypts

�    mausoleum crypts

�    cremation niches

�    perpetual care rights

�    burial vaults

�    caskets

�    grave markers and grave marker
bases

�    memorials

�    installation
of burial
vaults

�    installation
of caskets

�    installation
of other
cemetery
merchandise

�    other
service items

We sell cemetery products and services both at the time of death, which we refer to as at-need, and prior to the time of
death, which we refer to as pre-need. Our sales of real property, including burial lots (with and without installed
vaults), lawn and mausoleum crypts and cremation niches, generate qualifying income sufficient for us to be treated as
a partnership for federal income tax purposes.

Our primary funeral home products are caskets and related items. Our funeral home services include consultation, the
removal and preparation of remains, and the use of funeral home facilities for visitation and prayer services. Our
funeral home operations are conducted through various wholly-owned subsidiaries that are treated as corporations for
U.S. federal income tax purposes.

We maintain an Internet website at http://www.stonemor.com, which contains information about us. The information
on this website is not, and should not be considered, part of this prospectus and it is not incorporated by reference into
this prospectus.
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Our principal executive offices are located at 3600 Horizon Boulevard, Trevose, Pennsylvania 19053, and our phone
number is (215) 826-2800.

STRUCTURE AND MANAGEMENT

Our operations are conducted through, and our operating assets are owned by, our direct and indirect subsidiaries. We
have one direct subsidiary, StoneMor Operating LLC, a limited liability company that directly or indirectly owns
equity interests in all of our subsidiary operating companies and which is sometimes referred to in this prospectus as
the �operating company.�

CFS West Virginia is a wholly owned subsidiary of StoneMor Partners. CFS West Virginia owns and operates certain
of our cemeteries.

Our general partner, StoneMor GP LLC, manages our operations and activities. Our general partner does not receive
any management fee or other compensation in connection with its management of our business, but is reimbursed for
expenses that it incurs on our behalf and holds incentive distribution rights in us. Certain current directors, affiliates of
certain directors and current and former officers of our general partner hold indirect interests in our general partner.
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The following diagram depicts our simplified organizational structure and ownership as of March 10, 2016:
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RISK FACTORS

An investment in our securities involves a significant degree of risk. Before you invest in our securities, you should
carefully consider those risk factors included in our most recent Annual Report on Form 10-K, subsequent Quarterly
Reports on Form 10-Q and any Current Reports on Form 8-K, each of which is incorporated herein by reference and
those risk factors that may be included in the applicable prospectus supplement together with all of the other
information included in this prospectus, any prospectus supplement and the documents we incorporate by reference in
evaluating an investment in our securities.

If any of the risks discussed in the foregoing documents were to occur, our business, financial condition, results of
operations and cash flows could be materially adversely affected. In that case, we may be unable to service our debt or
pay distributions to our unitholders, the trading price of our securities could decline and you could lose all or part of
your investment.

7
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USE OF PROCEEDS

Except as otherwise provided in the applicable prospectus supplement, we will use the net proceeds we receive from
the sale of the securities covered by this prospectus for general partnership purposes, which may include, among other
things, funding acquisitions of assets or businesses, working capital, capital expenditures and the repayment or
refinancing of all or a portion of our debt. The actual application of proceeds we receive from the sale of any
particular offering of securities using this prospectus will be described in the applicable prospectus supplement
relating to such offering.

8
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RATIO OF EARNINGS TO FIXED CHARGES

The table below sets forth our ratio of earnings to fixed charges for the periods indicated on a consolidated historical
basis.

Year Ended December 31,
2011 2012 2013 2014 2015

Ratio of earnings to fixed charges �(a) �(b) �(c) �(d) �(e) 

(a) Earnings were inadequate to cover fixed charges by $13.7 million for the year ended December 31, 2011.
(b) Earnings were inadequate to cover fixed charges by $4.8 million for the year ended December 31, 2012.
(c) Earnings were inadequate to cover fixed charges by $21.3 million for the year ended December 31, 2013.
(d) Earnings were inadequate to cover fixed charges by $6.9 million for the year ended December 31, 2014.
(e) Earnings were inadequate to cover fixed charges by $23.1 million for the year ended December 31, 2015.

9
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DESCRIPTION OF THE COMMON UNITS

The holders of our common units are entitled to participate in partnership distributions and exercise the rights or
privileges available to limited partners under our partnership agreement. As of March 10, 2016, we had 32,663,069
outstanding common units, representing a 98.79% limited partner interest, a 1.21% general partner interest and
incentive distribution rights.

The following is a summary of certain provisions of our partnership agreement. A copy of our partnership agreement
is included in our other SEC filings and incorporated by reference in this prospectus.

Issuance of Additional Units

Our partnership agreement authorizes us to issue an unlimited number of additional common units and other equity
securities for the consideration and on the terms and conditions determined by our general partner without the
approval of the unitholders.

We may issue an unlimited number of common units without the approval of the unitholders as follows:

� in connection with an acquisition or an expansion capital improvement that increases cash flow from operations
per unit on an estimated pro forma basis;

� if the proceeds of the issuance are used to repay indebtedness, the cost of which to service is greater than the
distribution obligations associated with the units issued in connection with its retirement;

� the redemption of common units or other equity interests of equal rank with the common units from the net
proceeds of an issuance of common units or parity units, but only if the redemption price equals the net proceeds
per unit, before expenses, to us;

� upon conversion of units of equal rank with the common units into common units under some circumstances;

� in the event of a combination or subdivision of common units;

� under employee benefit plans; or

� upon conversion of the general partner interest and incentive distribution rights as a result of a withdrawal of our
general partner.

It is possible that we will fund acquisitions through the issuance of additional common units or other partnership
securities. Holders of any additional common units we issue will be entitled to share equally with the then-existing
holders of common units in our distributions of available cash. In addition, the issuance of additional common units or
other partnership securities may dilute the value of the interests of the then-existing holders of common units in our
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net assets. In accordance with Delaware law and the provisions of our partnership agreement, we may also issue
additional partnership securities that, as determined by our general partner, may have special voting rights to which
the common units are not entitled.

Upon issuance of additional partnership securities, our general partner will be entitled, but not required, to make
additional capital contributions to the extent necessary to maintain its current general partner interest in us. The
general partner�s 1.21% interest in our distributions may be reduced if we issue additional units in the future and our
general partner does not contribute a proportionate amount of capital to us to maintain its 1.21% general partner
interest. Moreover, our general partner will have the right, which it may from time to time assign in whole or in part to
any of its affiliates, to purchase common units or other partnership securities whenever, and on the same terms that,
we issue those securities to persons other than our general partner and its affiliates, to the extent necessary to maintain
the percentage interest of the general partner and its affiliates, including such interest represented by common units,
that existed immediately prior to each issuance. The holders of common units will not have preemptive rights to
acquire additional common units or other partnership securities.

10
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Limited Liability

Participation in the Control of Our Partnership

Assuming that a limited partner does not participate in the control of our business within the meaning of the Delaware
Revised Uniform Limited Partnership Act, or the Delaware Act, and that he otherwise acts in conformity with the
provisions of our partnership agreement, his liability under the Delaware Act will be limited, subject to possible
exceptions, to the amount of capital he is obligated to contribute to us for his common units plus his share of any
undistributed profits and assets. If it were determined, however, that the right or exercise of the right by the limited
partners as a group:

� to remove or replace the general partner,

� to approve some amendments to our partnership agreement, or

� to take other action under our partnership agreement
constituted �participation in the control� of our business for the purposes of the Delaware Act, then the limited partners
could be held personally liable for our obligations under Delaware law to the same extent as our general partner. This
liability would extend to persons who transact business with us and who reasonably believe that the limited partner is
a general partner. Neither our partnership agreement nor the Delaware Act specifically provides for legal recourse
against our general partner if a limited partner were to lose limited liability through any fault of the general partner.
While this does not mean that a limited partner could not seek legal recourse, we have found no precedent for this type
of claim in Delaware case law.

Unlawful Partnership Distributions

Under the Delaware Act, a limited partnership may not make a distribution to a partner if, after the distribution, all
liabilities of the limited partnership, other than liabilities to partners on account of their partnership interests and
liabilities for which the recourse of creditors is limited to specific property of the partnership, would exceed the fair
value of the assets of the limited partnership. For the purpose of determining the fair value of the assets of a limited
partnership, the Delaware Act provides that the fair value of property subject to liability for which recourse of
creditors is limited shall be included in the assets of the limited partnership only to the extent that the fair value of that
property exceeds the nonrecourse liability. The Delaware Act provides that a limited partner who receives a
distribution and knew at the time of the distribution that the distribution was in violation of the Delaware Act shall be
liable to the limited partnership for the amount of the distribution for three years. Under the Delaware Act, an assignee
who becomes a substituted limited partner of a limited partnership is liable for the obligations of his assignor to make
contributions to the partnership, except the assignee is not obligated for liabilities that are unknown to him at the time
he became a limited partner and that could not be ascertained from the partnership agreement.

Failure to Comply with the Limited Liability Provisions of Jurisdictions in Which We Do Business

Our subsidiaries conduct business in 28 states and Puerto Rico and may conduct business in other states in the future.
Maintenance of our limited liability, as the sole member of the operating company, may require compliance with legal
requirements in the jurisdictions in which the operating company and/or our subsidiaries conduct business.
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Limitations on the liability of members for the obligations of a limited liability company have not been clearly
established in many jurisdictions. If it were determined that we were, by virtue of our member interest in the operating
company or otherwise, conducting business in any state without compliance with the applicable limited partnership,
limited liability company or corporation statute, or that the right or exercise of the right by the limited partners as a
group to remove or replace our general partner, to approve some amendments to our partnership agreement, or to take
other action under our partnership agreement constituted �participation in the control� of our business for purposes of
the statutes of any relevant jurisdiction, then the limited partners could be held personally liable for our obligations
under the laws of that jurisdiction to the same extent as the general partner under the circumstances. We will operate
in a manner determined by our general partner to be necessary or appropriate to preserve the limited liability of the
limited partners.

11
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Voting Rights

Certain actions require the approval of the holders of a majority of our common units. The actions that require the
approval of a unit majority include:

� certain amendments to our partnership agreement;

� the merger of our partnership or the sale of all or substantially all of our assets;

� amendments to the limited liability company agreement of our operating company and other actions taken as sole
member of our limited liability company if such amendment or other action would adversely affect our limited
partners or any particular class of our limited partners in any material respect; and

� the dissolution of our partnership and the reconstitution of our partnership upon dissolution.
In addition:

� the removal of our general partner requires not less than 66 2/3% of the outstanding units, including units held by
our general partner and its affiliates;

Limited Call Right

If at any time our general partner and its affiliates own more than 80% of the then-issued and outstanding limited
partner interests of any class, our general partner will have the right, but not the obligation, which it may assign in
whole or in part to any of its affiliates or to us, to acquire all, but not less than all, of the remaining limited partner
interests of the class held by unaffiliated persons as of a record date to be selected by our general partner, on at least
10 but not more than 60 days� notice. The purchase price in the event of this purchase is the greater of:

� the highest cash price paid by either of our general partner or any of its affiliates for any limited partner interests
of the class purchased within the 90 days preceding the date on which our general partner first mails notice of its
election to purchase those limited partner interests; and

� the current market price as of the date three days before the date the notice is mailed.
As a result of our general partner�s right to purchase outstanding limited partner interests, a holder of limited partner
interests may have his limited partner interests purchased at an undesirable time or price.

The tax consequences to a unitholder of the exercise of this call right are the same as a sale by that unitholder of his
common units in the market. See �Material U.S. Federal Income Tax Consequences�Disposition of Common Units.�

Meetings; Voting
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Except as described below regarding a person or group owning 20% or more of any class of units then outstanding,
unitholders or assignees who are record holders of units on the record date are entitled to notice of, and to vote at,
meetings of our limited partners and to act upon matters for which approvals may be solicited. Common units that are
owned by an assignee who is a record holder, but who has not yet been admitted as a substituted limited partner, shall
be voted by our general partner at the written direction of the record holder. Absent direction of this kind, the common
units will not be voted, except that, in the case of common units held by our general partner on behalf of non-citizen
assignees, our general partner shall distribute the votes on those common units in the same ratios as the votes of
limited partners on other units are cast.

Any action that is required or permitted to be taken by the unitholders may be taken either at a meeting of the
unitholders or without a meeting if consents in writing describing the action so taken are signed by holders of the
number of units as would be necessary to authorize or take that action at a meeting. Meetings of the
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unitholders may be called by our general partner or by unitholders owning at least 20% of the outstanding units of the
class for which a meeting is proposed. Unitholders may vote either in person or by proxy at meetings. The holders of a
majority of the outstanding units of the class or classes for which a meeting has been called represented in person or
by proxy shall constitute a quorum unless any action by the unitholders requires approval by holders of a greater
percentage of the units, in which case the quorum shall be the greater percentage.

Each record holder of a unit has a vote according to his percentage interest in our partnership, although additional
limited partner interests having special voting rights could be issued. However, if at any time any person or group,
other than our general partner and its affiliates, or a direct or subsequently approved transferee of our general partner
or its affiliates or a person or group who acquires the units with the prior approval of the board of directors, acquires,
in the aggregate, beneficial ownership of 20% or more of any class of units then outstanding, the person or group will
lose voting rights on all of its units and the units may not be voted on any matter and will not be considered to be
outstanding when sending notices of a meeting of unitholders, calculating required votes, determining the presence of
a quorum or for other similar purposes. Common units held in nominee or street name account will be voted by the
broker or other nominee in accordance with the instruction of the beneficial owner unless the arrangement between the
beneficial owner and his nominee provides otherwise. Any notice, demand, request, report or proxy material required
or permitted to be given or made to record holders of common units under our partnership agreement will be delivered
to the record holder by us or by the transfer agent.

Books and Reports

Our general partner is required to keep appropriate books of our business at our principal offices. The books will be
maintained for both tax and financial reporting purposes on an accrual basis. For tax and fiscal reporting purposes, our
fiscal year is the calendar year.

We will furnish or make available to record holders of common units, within 120 days after the close of each fiscal
year, an annual report containing audited financial statements and a report on those financial statements by our
independent public accountants. Except for our fourth quarter, we will also furnish or make available summary
financial information within 90 days after the close of each quarter.

We will furnish each record holder of a unit with information reasonably required for tax reporting purposes within 90
days after the close of each calendar year. This information is expected to be furnished in summary form so that some
complex calculations normally required of partners can be avoided. Our ability to furnish this summary information to
unitholders will depend on the cooperation of unitholders in supplying us with specific information. Every unitholder
will receive information to assist him in determining his federal and state tax liability and filing his federal and state
income tax returns, regardless of whether he supplies us with information.

Right to Inspect Our Books and Records

Our partnership agreement provides that a limited partner can, for a purpose reasonably related to his interest as a
limited partner, upon reasonable demand and at his own expense, have furnished to him:

� a current list of the name and last known address of each partner;

� a copy of our tax returns;
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� information as to the amount of cash, and a description and statement of the agreed value of any other property or
services, contributed or to be contributed by each partner and the date on which each partner became a partner;

� copies of our partnership agreement, the certificate of limited partnership of the partnership, related amendments
and powers of attorney under which they have been executed;
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� information regarding the status of our business and financial condition; and

� any other information regarding our affairs as is just and reasonable.
Our general partner may, and intends to, keep confidential from the limited partners trade secrets or other information
the disclosure of which our general partner believes in good faith is not in our best interests or that we are required by
law or by agreements with third parties to keep confidential.

Listing

Our common units are traded on the New York Stock Exchange under the symbol �STON.�

Transfer Agent and Registrar Duties

American Stock Transfer and Trust Company, LLC serves as registrar and transfer agent for the common units. We
will pay all fees charged by the transfer agent for transfers of common units except the following fees that will be paid
by unitholders:

� surety bond premiums to replace lost or stolen certificates, taxes and other governmental charges,

� special charges for services requested by a holder of a common unit, and

� other similar fees or charges.
There will be no charge to unitholders for disbursements of our cash distributions. We will indemnify the transfer
agent, its agents and each of their shareholders, directors, officers and employees against all claims and losses that
may arise out of acts performed or omitted for its activities in that capacity, except for any liability due to any gross
negligence or intentional misconduct of the indemnified person or entity.

The transfer agent may resign, by notice to us, or be removed by us. The resignation or removal of the transfer agent
will become effective upon our appointment of a successor transfer agent and registrar and its acceptance of the
appointment. If no successor has been appointed and accepted the appointment within 30 days after notice of the
resignation or removal, our general partner is authorized to act as the transfer agent and registrar until a successor is
appointed.

Transfer of Common Units

Any transfer of a common unit will not be recorded by the transfer agent or recognized by us unless the transferee
executes and delivers a transfer application. By executing and delivering a transfer application, the transferee of
common units:

� becomes the record holder of the common units and is an assignee until admitted into our partnership as a
substituted limited partner;
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� automatically requests admission as a substituted limited partner in our partnership;

� agrees to be bound by the terms and conditions of, and executes, our partnership agreement;

� represents that the transferee has the capacity, power and authority to enter into our partnership agreement;

� grants powers of attorney to officers of the general partner and any liquidator of our partnership as specified in
our partnership agreement; and

� gives the consents and approvals contained in the partnership agreement.
An assignee will become a substituted limited partner of our partnership for the transferred common units
automatically upon the recording of the transfer on our books and records. The general partner will cause any
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unrecorded transfer for which a completed and duly executed transfer application has been received to be recorded on
our books and records no less frequently than quarterly.

A transferee�s broker, agent or nominee may complete, execute and deliver a transfer application. We may, at our
discretion, treat the nominee holder of a common unit as the absolute owner. In that case, the beneficial holders� rights
are limited solely to those that it has against the nominee holder as a result of any agreement between the beneficial
owner and the nominee holder.

Common units are securities and are transferable according to the laws governing transfers of securities. In addition to
other rights acquired upon transfer, the transferor gives the transferee the right to request admission as a substituted
limited partner in our partnership for the transferred common units. A purchaser or transferee of common units who
does not execute and deliver a transfer application obtains only:

� the right to assign the common unit to a purchaser or other transferee; and

� the right to transfer the right to seek admission as a substituted limited partner in our partnership for the
transferred common units.

Thus, a purchaser or transferee of common units who does not execute and deliver a transfer application:

� will not receive cash distributions or federal income tax allocations, unless the common units are held in a
nominee or �street name� account and the nominee or broker has executed and delivered a transfer application and
certification with respect to itself and any beneficial holders; and

� may not receive some federal income tax information or reports furnished to record holders of common units.
The transferor of common units will have a duty to provide the transferee with all information that may be necessary
to transfer the common units. The transferor will not have a duty to insure the execution of the transfer application and
certification by the transferee and will have no liability or responsibility if the transferee neglects or chooses not to
execute and forward the transfer application and certification to the transfer agent.

Until a common unit has been transferred on our books, we and the transfer agent may treat the record holder of the
unit as the absolute owner for all purposes, except as otherwise required by law or stock exchange regulations.
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CASH DISTRIBUTION POLICY

Quarterly Distributions of Available Cash

General

Within 45 days after the end of each quarter, we will distribute all of our available cash to unitholders of record on the
applicable record date.

Available cash for any quarter consists of cash on hand at the end of that quarter, plus cash on hand from working
capital borrowings made after the end of the quarter but before the date of determination of available cash for the
quarter, less cash reserves. Cash and other investments held in merchandise trusts and perpetual care trusts are not
treated as available cash until they are distributed to us.

We are prohibited from making any distributions to unitholders if the distributions would cause an event of default, or
if an event of default is existing, under our debt agreements.

General Partner Interest and Incentive Distribution Rights

As of March 10, 2016, our general partner is entitled to 1.21% of all distributions that we make prior to our
liquidation. Our general partner has the right, but not the obligation, to contribute a proportionate amount of capital to
us to maintain its current general partner interest. The general partner�s 1.21% interest in these distributions may be
reduced if we issue additional units in the future and our general partner does not contribute a proportionate amount of
capital to us to maintain its 1.21% general partner interest.

Our general partner also currently holds incentive distribution rights that entitle it to receive increasing percentages,
up to a maximum of 49.21%, of the cash we distribute from operating surplus in excess of $0.5125 per unit. The
maximum distribution of 49.21% includes distributions paid to the general partner on its 1.21% general partner
interest, and assumes that the general partner maintains its general partner interest at 1.21%, but does not include any
distributions that the general partner may receive on units that it owns.

Distributions to American Cemeteries Infrastructure Investors, LLC

On May 21, 2014, we sold to American Cemeteries Infrastructure Investors, LLC, a Delaware limited liability
company, or ACII, 2,255,947 common units at an aggregate purchase price of $55.0 million pursuant to a common
unit purchase agreement we entered into with ACII. Pursuant to the common unit purchase agreement, commencing
with the quarter ending June 30, 2014, ACII became entitled to receive distributions equal to those paid on the
common units generally. Through the quarterly distribution payable for the quarter ending June 30, 2018, we may pay
such distributions in cash, common units issued to ACII in lieu of cash distributions, or a combination of cash and
common units, as determined by us in our sole discretion. If we elect to pay distributions through the issuance of
common units, the number of common units to be issued in connection with a quarterly distribution will be the
quotient of (A) the amount of the quarterly distribution paid on the outstanding common units by (B) the
volume-weighted average price of the common units for the thirty (30) trading days immediately preceding the date
we declare a quarterly distribution with respect to the common units.

Operating Surplus and Capital Surplus

General
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All cash distributed to unitholders is characterized as either �operating surplus� or �capital surplus.� We distribute
available cash from operating surplus differently than available cash from capital surplus. We treat all available cash
distributed as coming from operating surplus until the sum of all available cash distributed since we began operations
equals the operating surplus as of the most recent date of determination of available cash. We will treat any amount
distributed in excess of operating surplus, regardless of its source, as capital surplus.
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Operating Surplus

Operating surplus consists of:

� our cash balance on September 20, 2004; plus

� $5.0 million (as described below); plus

� cash receipts from our operations, including cash withdrawn from merchandise and perpetual care trusts;
plus

� working capital borrowings made after the end of a quarter but before the date of determination of operating
surplus for that quarter; less

� operating expenditures, including cash deposited in merchandise and perpetual care trusts, maintenance
capital expenditures and the repayment of working capital borrowings; less

� the amount of cash reserves for future operating expenditures and maintenance capital expenditures.
As reflected above, operating surplus includes $5.0 million in addition to our cash balance on September 20, 2004,
cash receipts from our operations and cash from working capital borrowings. This amount does not reflect actual cash
on hand that is available for distribution to our unitholders. Rather, it is a provision that will enable us, if we choose,
to distribute as operating surplus up to $5.0 million of cash we receive in the future from non-operating sources, such
as asset sales outside the ordinary course of business, sales of our equity and debt securities, and long-term
borrowings, that would otherwise be distributed as capital surplus.

As described above, operating surplus is reduced by the amount of our maintenance capital expenditures but not our
expansion capital expenditures. For our purposes, maintenance capital expenditures are those capital expenditures
required to maintain, over the long term, the operating capacity of our capital assets, and expansion capital
expenditures are those capital expenditures that increase, over the long term, the operating capacity of our capital
assets.

Examples of maintenance capital expenditures include costs to build roads and install sprinkler systems on our
cemetery properties and purchases of equipment for those purposes and, in most instances, costs to develop new areas
of our cemeteries. Examples of expansion capital expenditures include costs to identify and complete acquisitions of
new cemeteries and funeral homes and to construct new funeral homes. Costs to construct mausoleum crypts and lawn
crypts may be considered to be a combination of maintenance capital expenditures and expansion capital
expenditures. Our general partner, with the concurrence of its conflicts committee, may allocate capital expenditures
between maintenance capital expenditures and expansion capital expenditures and may determine the period over
which maintenance capital expenditures will be subtracted from operating surplus.
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As described above, operating surplus is reduced by the amount of our operating expenditures. Our partnership
agreement specifically excludes certain items from the definition of operating expenditures, such as cash expenditures
made for acquisitions or capital improvements, including, without limitation, all cash expenditures, whether or not
expensed or capitalized for tax or accounting purposes, incurred during the first four years following an acquisition in
order to bring the operating capacity of the acquisition to the level expected to be achieved in the projections forming
the basis on which our general partner approved the acquisition. Examples of such cash expenditures include certain
maintenance capital expenditures and cash expenditures that we believe are necessary to develop the pre-need sales
programs of businesses or assets we acquire. Where cash expenditures are made in part for acquisitions or capital
improvements and in part for other purposes, our general partner, with the concurrence of our conflicts committee,
will determine the allocation between the amounts paid for each and the period over which cash expenditures made for
other purposes will be subtracted from operating surplus.
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Capital Surplus

Capital surplus consists of:

� borrowings other than working capital borrowings;

� sales of our equity and debt securities; and

� sales or other dispositions of assets for cash (other than sales or other dispositions of excess cemetery
property up to an aggregate amount in any four-quarter period calculated pursuant to our partnership
agreement; sales or other dispositions of inventory, accounts receivable and other assets in the ordinary
course of business; and sales or other dispositions of assets as a part of normal retirements or replacements).

The exception for sales of excess cemetery property in any four-quarter period generally is calculated by multiplying
$1.0 million by a fraction, the numerator of which is the number of cemeteries and funeral homes owned and operated
by us on the last day of the quarter in which the sale occurs and the denominator of which is 139.

Distributions of Available Cash from Operating Surplus

The following table illustrates the priority of distributions of available cash from operating surplus between the
unitholders and our general partner. The amounts set forth in the table in the column titled �Marginal Percentage
Interest in Distributions� are the percentage interests of our general partner and the unitholders in any available cash
from operating surplus we distribute up to and including the corresponding amount in the column titled �Total
Quarterly Distribution Target Amount per Common Unit,� until the available cash from operating surplus that we
distribute reaches the next target distribution level, if any. The percentage interests shown for our general partner
include its 1.21% general partner interest and assume the general partner has contributed any additional capital
required to maintain its 1.21% general partner interest and has not transferred the incentive distribution rights.

Total Quarterly
Distribution Target

Amount per Common Unit

Marginal Percentage
Interest in

Distributions
Common

Unitholders
General Partner
(including IDRs)

First Target Distribution up to $0.5125 98.79% 1.21% 
Second Target
Distribution

above $0.5125
up to $0.5875 85.79% 14.21% 

Third Target Distribution above $0.5875
up to $0.7125 75.79% 24.21% 

Thereafter above $0.7125 50.79% 49.21% 
Distributions of Available Cash from Capital Surplus

We do not currently expect to make any distributions of available cash from capital surplus. However, to the extent
that we make any distributions of available cash from capital surplus, they will be made in the following manner:

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 60



� first, 98.79% to all common unitholders, pro rata, and 1.21% to our general partner, until we have distributed
for each common unit an amount of available cash from capital surplus equal to the initial public offering
price;

� thereafter, we will make all distributions of available cash from capital surplus as if they were from
operating surplus.

The partnership agreement treats a distribution of capital surplus as the repayment of the initial unit price from the
initial public offering, which is a return of capital. The initial public offering price less any distributions
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of capital surplus per unit is referred to as the �unrecovered initial unit price.� Each time a distribution of capital surplus
is made, the target distribution levels will be reduced in the same proportion as the corresponding reduction in the
unrecovered initial unit price. Because distributions of capital surplus will reduce the first target distribution, after any
of these distributions are made, it may be easier for the general partner to receive incentive distributions.

If we distribute capital surplus on a unit in an amount equal to the initial unit price and have paid all arrearages on the
common units, the target distribution levels will be reduced to zero. Once the target distribution levels are reduced to
zero, all subsequent distributions will be from operating surplus, with 50.79% being paid to the holders of units and
49.21% to our general partner.

Adjustment of Target Distribution Levels

In addition to adjusting the target distribution levels to reflect a distribution of capital surplus, if we combine our units
into fewer units or subdivide our units into a greater number of units, we will proportionately adjust:

� the target distribution levels; and

� the unrecovered initial unit price.
For example, if a two-for-one split of the common units should occur, the target distribution levels and the
unrecovered initial unit price would each be reduced to 50% of its initial level. We will not make any adjustment by
reason of the issuance of additional units for cash or property.

In addition, if legislation is enacted or if existing law is modified or interpreted in a manner that causes us to become
taxable as a corporation or otherwise subject to taxation as an entity for federal, state or local income tax purposes, we
will reduce the target distribution levels for each quarter by multiplying each distribution level by a fraction, the
numerator of which is available cash for that quarter and the denominator of which is the sum of available cash for
that quarter plus our general partner�s estimate of our aggregate liability for the income taxes payable by reason of that
legislation or interpretation. To the extent that the actual tax liability differs from the estimated tax liability for any
quarter, the difference will be accounted for in subsequent quarters.

Distributions of Cash Upon Liquidation

If we dissolve in accordance with the partnership agreement, we will sell or otherwise dispose of our assets in a
process called liquidation. We will first apply the proceeds of liquidation to the payment of our creditors. We will
distribute any remaining proceeds to the unitholders and our general partner, in accordance with their respective
capital account balances, as adjusted to reflect any taxable gain or loss upon the sale or other disposition of our assets
in liquidation.

The allocations of taxable gain upon liquidation are intended, to the extent possible, to allow the holders of common
units to receive proceeds equal to their unrecovered initial unit price for the quarter during which liquidation occurs
prior to any allocation of gain to the common units. There may not be sufficient taxable gain upon our liquidation to
enable the holders of common units to fully recover all of these amounts. Any additional taxable gain will be allocated
in a manner intended to allow our general partner to receive proceeds in respect of its incentive distribution rights.
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If there are losses upon liquidation, they will first be allocated to the general partner and then to the common units and
the general partner interest until the capital accounts of the common units have been reduced to zero. Any remaining
loss will be allocated to the general partner interest.
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DESCRIPTION OF DEBT SECURITIES

General

The debt securities will be:

� our direct general obligations;

� either senior debt securities or subordinated debt securities; and

� issued under separate indentures among StoneMor Partners, CFS West Virginia, if it is a co-issuer of the debt
securities, any subsidiary guarantors, and a trustee.

StoneMor Partners may issue debt securities in one or more series, and CFS West Virginia may be a co-issuer of one
or more series of debt securities. CFS West Virginia was incorporated under the laws of the State of West Virginia on
April 13, 2004, is wholly owned by StoneMor Partners. When used in this section �Description of Debt Securities,� the
terms �we,� �us,� �our,� and �issuers� refer jointly to StoneMor Partners L.P. and Cornerstone Family Services of West
Virginia Subsidiary, Inc., and the terms �StoneMor Partners L.P.� and �CFS West Virginia� refer strictly to StoneMor
Partners L.P. and Cornerstone Family Services of West Virginia Subsidiary, Inc., respectively.

If we offer senior debt securities, we will issue them under a senior indenture. If we issue subordinated debt securities,
we will issue them under a subordinated indenture. A form of each indenture is filed as an exhibit to the registration
statement of which this prospectus is a part. We have not restated either indenture in its entirety in this description.
You should read the relevant indenture because it, and not this description, controls the rights of holders of the debt
securities. Capitalized terms used in the summary have the meanings specified in the indentures.

Specific Terms of Each Series of Debt Securities in the Prospectus Supplement

A prospectus supplement and a supplemental indenture or authorizing resolutions relating to any series of debt
securities being offered will include specific terms relating to the offering. These terms will include some or all of the
following:

� whether CFS West Virginia will be a co-issuer of the debt securities;

� the guarantors of the debt securities, if any;

� whether the debt securities are senior or subordinated debt securities;

� the title of the debt securities;
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� the total principal amount of the debt securities;

� the denominations in which the debt securities are issuable, if other than $1,000 and any integral multiple thereof;

� whether we will issue the debt securities in individual certificates to each holder in registered form, or in the form
of temporary or permanent global securities held by a depositary on behalf of holders;

� the prices at which we will issue the debt securities;

� the portion of the principal amount that will be payable if the maturity of the debt securities is accelerated;

� the currency or currency unit in which the debt securities will be payable, if not U.S. dollars;

� the date or dates on which the principal of or premium, if any, on the debt securities will be payable;

� the interest rate, if any, that the debt securities will bear and the interest payment dates for the debt securities;
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� any conversion or exchange provisions;

� any optional redemption provisions;

� any sinking fund or other provisions that would obligate us to redeem or otherwise repurchase the debt securities;

� any changes to or additional events of default or covenants; and

� any other terms of the debt securities.
We may offer and sell debt securities, including original issue discount debt securities, at a substantial discount below
their principal amount. The prospectus supplement will describe special U.S. federal income tax and any other
considerations applicable to those securities. In addition, the prospectus supplement may describe certain special U.S.
federal income tax or other considerations applicable to any debt securities that are denominated in a currency other
than U.S. dollars.

Guarantees

If specified in the prospectus supplement respecting a series of debt securities, the subsidiaries of StoneMor Partners
L.P. specified in the prospectus supplement will unconditionally guarantee to each holder and the trustee, on a joint
and several basis, the full and prompt payment of principal of, premium, if any, and interest on the debt securities of
that series when and as the same become due and payable, whether at stated maturity, upon redemption or repurchase,
by declaration of acceleration or otherwise. The guarantees will be general obligations of the guarantors. The
prospectus supplement will describe any limitation on the maximum amount of any particular guarantee and the
conditions under which guarantees may be released.

The guarantees will be general obligations of the guarantors. Guarantees of subordinated debt securities will be
subordinated to the Senior Indebtedness of the guarantors on the same basis as the subordinated debt securities are
subordinated to the Senior Indebtedness of StoneMor Partners L.P.

Consolidation, Merger or Asset Sale

Each indenture will, in general, allow each issuer to consolidate or merge with or into another domestic entity. It will
also allow each issuer to sell, lease, transfer or otherwise dispose of all or substantially all of its assets to another
domestic entity. If this happens, the remaining or acquiring entity must assume all of the issuer�s responsibilities and
liabilities under the indenture, including the payment of all amounts due on the debt securities and performance of the
issuer�s covenants in the indenture.

However, each indenture will impose certain requirements with respect to any consolidation or merger with or into an
entity, or any sale, lease, transfer, or other disposition of all or substantially all of an issuer�s assets, including:

� the remaining or acquiring entity must be organized under the laws of the United States, any state or the District
of Columbia;
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� the remaining or acquiring entity must assume the issuer�s obligations under the indenture;

� immediately after giving effect to the transaction, no Default or Event of Default (as defined under ��Events of
Default and Remedies�) may exist; and

� if the series of debt securities are guaranteed and if the issuer is not the remaining or acquiring entity, then each
subsidiary guarantor, unless it is the remaining or acquiring entity, must confirm that its guarantee will continue
to apply to the obligations under the debt securities and the indenture.
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The remaining or acquiring entity will be substituted for the issuer in the indenture with the same effect as if it had
been an original party to the indenture, and, except in the case of a lease, the issuer will be relieved from any further
obligations under the indenture.

No Protection in the Event of a Change of Control

Unless otherwise set forth in the prospectus supplement, the debt securities will not contain any provisions that protect
the holders of the debt securities in the event of a change of control of StoneMor Partners L.P. or our general partner
or in the event of a highly leveraged transaction, whether or not such transaction results in a change of control of
StoneMor Partners L.P. or our general partner.

Modification of Indentures

We may supplement or amend an indenture if the holders of a majority in aggregate principal amount of the
outstanding debt securities of all series issued under the indenture affected by the supplement or amendment consent
to it. Further, the holders of a majority in aggregate principal amount of the outstanding debt securities of any series
may waive past defaults under the indenture and compliance by us with our covenants with respect to the debt
securities of that series only. Those holders may not, however, waive any default in any payment on any debt security
of that series or compliance with a provision that cannot be supplemented or amended without the consent of each
holder affected. Without the consent of each outstanding debt security affected, no modification of the indenture or
waiver may:

� reduce the percentage in principal amount of debt securities of any series whose holders must consent to an
amendment, supplement, or waiver;

� reduce the principal of or extend the fixed maturity of any debt security;

� reduce the premium payable upon redemption or change the time of redemption of the debt securities;

� reduce the rate of or extend the time for payment of interest on any debt security;

� waive a Default or an Event of Default in the payment of principal of or premium, if any, or interest on the debt
securities or a Default or an Event of Default in respect of a provision that cannot be amended without the
consent of each affected holder;

� except as otherwise permitted under the indenture, release any security that may have been granted with respect
to the debt securities;

� make any debt security payable in currency other than that stated in the debt security;

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 68



� impair the right of any holder to receive payment of premium, if any, principal of and interest on such holder�s
debt securities on or after the due dates therefor or to institute suit for the enforcement of any payment on or with
respect to such holder�s debt securities;

� in the case of any subordinated debt security, make any change in the subordination provisions that adversely
affects the rights of any holder under those provisions;

� make any change in the provisions of the indenture relating to waivers of past Defaults or Events of Default;

� except as otherwise permitted in the indenture, release any guarantor from its obligations under its guarantee or
the indenture or modify any guarantee in any manner adverse to the holders; or

� make any change in the preceding amendment, supplement, and waiver provisions (except to increase any
percentage set forth therein).

We may supplement or amend an indenture without the consent of any holders of the debt securities in certain
circumstances, including:

� to provide for the assumption of an issuer�s or guarantor�s obligations to holders of debt securities in the case of a
merger or consolidation or disposition of all or substantially all of such issuer�s or guarantor�s assets;
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� to add any additional covenants and related Events of Default;

� to cure any ambiguity, defect, or inconsistency;

� to secure the debt securities and/or the guarantees;

� to comply with requirements of the SEC in order to effect or maintain the qualification of the indenture under the
Trust Indenture Act of 1939, as amended (the �Trust Indenture Act�);

� in the case of any subordinated debt security, to make any change in the subordination provisions that
limits or terminates the benefits applicable to any holder of our Senior Indebtedness;

� to make any changes that do not adversely affect the rights under the indenture of any holder of debt securities;

� to add or release guarantors pursuant to the terms of the indenture;

� to evidence or provide for the acceptance of appointment under the indenture of a successor trustee; or

� to establish the form of terms of any series of debt securities.
Events of Default and Remedies

�Event of Default,� when used in an indenture, will mean any one or more of the following with respect to the debt
securities of any series:

� failure to pay when due the principal of or premium, if any, on any debt security of that series, whether or not, in
the case of subordinated debt securities, the subordination provisions of the indenture prohibit such payment;

� failure to pay, within 30 days of the due date, interest on any debt security of that series, whether or not, in the
case of subordinated debt securities, the subordination provisions of the indenture prohibit such payment;

� failure to pay when due any sinking fund payment with respect to any debt securities of that series, whether or
not, in the case of subordinated debt securities, the subordination provisions of the indenture prohibit such
payment;

�
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failure on the part of the issuers to comply with the covenant described under ��Consolidation, Merger or Asset
Sale;�

� failure to perform any other covenant in the indenture that continues for 60 days (or 180 days in the case of a
default in the covenant to file our SEC reports, or comparable information, with the trustee) after written notice is
given to the issuers;

� certain events of bankruptcy, insolvency, or reorganization; or

� any other Event of Default provided under the terms of the debt securities of that series.
An Event of Default for a particular series of debt securities will not necessarily constitute an Event of Default for any
other series of debt securities issued under an indenture. The trustee may withhold notice to the holders of debt
securities of any default (except in the payment of principal, premium, if any, or interest) if it considers such
withholding of notice to be in the interests of the holders.

If an Event of Default described in the sixth bullet point above occurs, the entire principal of, premium, if any, and
accrued interest on, all debt securities then outstanding will be due and payable immediately, without any declaration
or other act on the part of the trustee or any holders. If any other Event of Default for any series of debt securities
occurs and continues, the trustee or the holders of at least 25% in aggregate principal amount of the debt securities of
the series may declare the entire principal of, and accrued interest on, all the debt securities of that series to be due and
payable immediately. If this happens, subject to certain conditions, the holders of a majority in aggregate principal
amount of the debt securities of that series can rescind the declaration.
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Other than its duties in case of a default, a trustee is not obligated to exercise any of its rights or powers under either
indenture at the request, order, or direction of any holders, unless the holders offer the trustee reasonable security or
indemnity. If they provide this reasonable security or indemnification, the holders of a majority in aggregate principal
amount of any series of debt securities may direct the time, method, and place of conducting any proceeding for any
remedy available to the trustee, or exercising any power conferred upon the trustee, for that series of debt securities.

No Limit on Amount of Debt Securities

Neither indenture will limit the amount of debt securities that we may issue, unless we indicate otherwise in a
prospectus supplement. Each indenture will allow us to issue debt securities of any series up to the aggregate principal
amount that we authorize.

Registration of Notes

We will issue debt securities of a series only in registered form, without coupons, unless otherwise indicated in the
prospectus supplement.

Minimum Denominations

Unless the prospectus supplement states otherwise, the debt securities will be issued only in principal amounts of
$1,000 each or integral multiples of $1,000.

No Personal Liability

None of the past, present, or future partners, incorporators, managers, members, directors, officers, employees,
unitholders, or stockholders of either issuer, or any guarantor will have any liability for the obligations of the issuers
or any guarantors under either indenture, the debt securities, or any guarantee or for any claim based on such
obligations or their creation. Each holder of debt securities by accepting a debt security waives and releases all such
liability. The waiver and release are part of the consideration for the issuance of the debt securities. The waiver may
not be effective under federal securities laws, however, and it is the view of the SEC that such a waiver is against
public policy.

Payment and Transfer

The trustee will initially act as paying agent and registrar under each indenture. The issuers may change the paying
agent or registrar without prior notice to the holders of debt securities, and the issuers or any of their subsidiaries may
act as paying agent or registrar.

If a holder of debt securities has given wire transfer instructions to the issuers, the issuers will make all payments on
the debt securities in accordance with those instructions. All other payments on the debt securities will be made at the
corporate trust office of the trustee, unless the issuers elect to make interest payments by check mailed to the holders
at their addresses set forth in the debt security register.

The trustee and any paying agent will repay to us upon request any funds held by them for payments on the debt
securities that remain unclaimed for two years after the date upon which that payment has become due. After payment
to us, holders entitled to the money must look to us for payment as general creditors.

Exchange, Registration, and Transfer

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 72



Debt securities of any series will be exchangeable for other debt securities of the same series, the same total principal
amount, and the same terms but in different authorized denominations in accordance with the applicable
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indenture. Holders may present debt securities for exchange or registration of transfer at the office of the registrar. The
registrar will effect the transfer or exchange when it is satisfied with the documents of title and identity of the person
making the request. We will not charge a service charge for any registration of transfer or exchange of the debt
securities. We may, however, require the payment of any tax or other governmental charge payable for that
transaction.

We will not be required to:

� issue, register the transfer of, or exchange debt securities of a series during a period of 15 days prior to the
mailing of notice of redemption of that series; or

� register the transfer of or exchange any debt security called for redemption, except the unredeemed portion of any
debt security we are redeeming in part.

Provisions Relating only to the Senior Debt Securities

The senior debt securities will rank equally in right of payment with all of our other senior and unsubordinated debt.
The senior debt securities will be effectively subordinated, however, to all of our secured debt to the extent of the
value of the collateral for that debt. We will disclose the amount of our secured debt in the prospectus supplement.

Provisions Relating only to the Subordinated Debt Securities

Subordinated Debt Securities Subordinated to Senior Indebtedness

The subordinated debt securities will rank junior in right of payment to all of our Senior Indebtedness. �Senior
Indebtedness� and �Designated Senior Indebtedness� will be defined in a supplemental indenture or authorizing
resolutions respecting any issuance of a series of subordinated debt securities, and the definitions will be set forth in
the prospectus supplement. If the subordinated debt securities are guaranteed by any of the subsidiaries of StoneMor
Partners L.P., then the guarantees will be subordinated on like terms.

Payment Blockages

The subordinated indenture will provide that no payment of principal, interest, and any premium on the subordinated
debt securities (or any related guarantee) may be made in the event:

� we or our property (or any guarantor or its property) is involved in any liquidation, bankruptcy, or similar
proceeding;

� we (or any guarantor) fails to pay the principal, interest, any premium, or any other amounts on any of our (or its)
Senior Indebtedness within any applicable grace period or the maturity of such Senior Indebtedness is accelerated
following any other default, subject to certain limited exceptions set forth in the subordinated indenture; or
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� any other default on any of our (or any guarantor�s) Designated Senior Indebtedness occurs that permits
immediate acceleration of its maturity, in which case a payment blockage on the subordinated debt securities will
be imposed for a maximum of 179 days at any one time.

No Limitation on Amount of Senior Debt

The subordinated indenture will not limit the amount of Senior Indebtedness that we or any guarantor may incur,
unless otherwise indicated in the prospectus supplement.
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Book Entry, Delivery and Form

The debt securities of a particular series may be issued in whole or in part in the form of one or more global
certificates that will be deposited with the trustee as custodian for The Depository Trust Company, New York, New
York (�DTC�). This means that we will not issue certificates to each holder, except in the limited circumstances
described below. Instead, one or more global debt securities will be issued to DTC, who will keep a computerized
record of its participants (for example, your broker) whose clients have purchased the debt securities. The participant
will then keep a record of its clients who purchased the debt securities. Unless it is exchanged in whole or in part for a
certificated debt security, a global debt security may not be transferred, except that DTC, its nominees, and their
successors may transfer a global debt security as a whole to one another.

Beneficial interests in global debt securities will be shown on, and transfers of global debt securities will be made only
through, records maintained by DTC and its participants.

DTC has provided us the following information: DTC, the world�s largest securities depository, is a limited-purpose
trust company organized under the New York Banking Law, a �banking organization� within the meaning of the New
York Banking Law, a member of the Federal Reserve System, a �clearing corporation� within the meaning of the New
York Uniform Commercial Code and a �clearing agency� registered pursuant to the provisions of Section 17A of the
Exchange Act. DTC holds and provides asset servicing for over 3.5 million issues of U.S. and non-U.S. equity issues,
corporate and municipal debt issues, and money market instruments (from over 100 countries) that DTC�s participants
(�Direct Participants�) deposit with DTC. DTC also facilitates the post-trade settlement among Direct Participants of
sales and other securities transactions in deposited securities, through electronic computerized book-entry transfers
and pledges between Direct Participants� accounts. This eliminates the need for physical movement of securities
certificates. Direct Participants include both U.S. and non-U.S. securities brokers and dealers, banks, trust companies,
clearing corporations, and certain other organizations. DTC is a wholly owned subsidiary of The Depository Trust &
Clearing Corporation (�DTCC�). DTCC is the holding company for DTC, National Securities Clearing Corporation and
Fixed Income Clearing Corporation, all of which are registered clearing agencies. DTCC is owned by the users of its
regulated subsidiaries. Access to the DTC system is also available to others such as both U.S. and non-U.S. securities
brokers and dealers, banks, trust companies, and clearing corporations that clear through or maintain a custodial
relationship with a Direct Participant, either directly or indirectly (�Indirect Participants�). DTC has Standard & Poor�s
Ratings Services� highest rating: AAA. The DTC rules applicable to its Direct Participants are on file with the SEC.

We will wire all payments on the global debt securities to DTC�s nominee. We, any guarantor, and the trustee will treat
DTC�s nominee as the owner of the global debt securities for all purposes. Accordingly, we, any guarantor, the trustee
and any paying agent will have no direct responsibility or liability to pay amounts due on the global debt securities to
owners of beneficial interests in the global debt securities.

We understand that it is DTC�s current practice, upon receipt of any payment on the global debt securities, to credit
Direct Participants� accounts on the payment date according to their respective holdings of beneficial interests in the
global debt securities as shown on DTC�s records. In addition, it is DTC�s current practice to assign any consenting or
voting rights to Direct Participants whose accounts are credited with debt securities on a record date, by using an
omnibus proxy. Payments by Direct and Indirect Participants to owners of beneficial interests in the global debt
securities, and voting by Direct and Indirect Participants, will be governed by the customary practices between such
Participants and owners of beneficial interests, as is the case with debt securities held for the account of customers
registered in �street name.� However, payments will be the responsibility of the Direct and Indirect Participants and not
of DTC, the trustee, us, or any guarantor.
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Debt securities represented by a global debt security will be exchangeable for certificated debt securities with the
same terms in authorized denominations only if:

� DTC notifies us that it is unwilling or unable to continue as depositary or if DTC ceases to be eligible or in good
standing under applicable law and in either event a successor depositary is not appointed by us within 90 days; or
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� an Event of Default occurs and DTC notifies the trustee of its decision to exchange the global debt security for
certificated debt securities.

Satisfaction and Discharge; Defeasance

Each indenture will be discharged and will cease to be of further effect as to all outstanding debt securities of any
series issued thereunder, when:

(a) either:

(1) all outstanding debt securities of that series that have been authenticated (except lost, stolen, or
destroyed debt securities that have been replaced or paid and debt securities for whose payment money
has theretofore been deposited in trust and thereafter repaid to us) have been delivered to the trustee for
cancellation; or

(2) all outstanding debt securities of that series that have not been delivered to the trustee for cancellation
have become due and payable by reason of the giving of a notice of redemption or otherwise or will
become due and payable at their stated maturity within one year or are to be called for redemption
within one year under arrangements satisfactory to the trustee and in any case we have irrevocably
deposited or caused to be irrevocably deposited with the trustee as trust funds in trust cash sufficient to
pay and discharge the entire indebtedness of such debt securities not delivered to the trustee for
cancellation, for principal, premium, if any, and accrued interest to the date of such deposit (in the case
of debt securities that have been due and payable) or the stated maturity or redemption date;

(b) we have paid or caused to be paid all other sums payable by us under the indenture with respect to that
series; and

(c) we have delivered an officers� certificate and an opinion of counsel to the trustee stating that all conditions
precedent to satisfaction and discharge have been satisfied.

The debt securities of a particular series will be subject to legal or covenant defeasance to the extent, and upon the
terms and conditions, set forth in the prospectus supplement.

Governing Law

Each indenture and all of the debt securities will be governed by the laws of the State of New York.

The Trustee

We will enter into the indentures with a trustee that is qualified to act under the Trust Indenture Act and with any
other trustees chosen by us and appointed in a supplemental indenture for a particular series of debt securities. We
may maintain a banking relationship in the ordinary course of business with our trustee and one or more of its
affiliates.
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Resignation or Removal of Trustee

If the trustee has or acquires a conflicting interest within the meaning of the Trust Indenture Act, the trustee must
either eliminate its conflicting interest or resign, to the extent and in the manner provided by, and subject to the
provisions of, the Trust Indenture Act and the applicable indenture. Any resignation will require the appointment of a
successor trustee under the applicable indenture in accordance with the terms and conditions of such indenture.

The trustee may resign or be removed by us with respect to one or more series of debt securities and a successor
trustee may be appointed to act with respect to any such series. The holders of a majority in aggregate principal
amount of the debt securities of any series may remove the trustee with respect to the debt securities of such series.
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Limitations on Trustee if It Is Our Creditor

Each indenture will contain certain limitations on the right of the trustee, in the event that it becomes a creditor of an
issuer or a guarantor, to obtain payment of claims in certain cases, or to realize on certain property received in respect
of any such claim as security or otherwise.

Certificates and Opinions to Be Furnished to Trustee

Each indenture will provide that, in addition to other certificates or opinions that may be specifically required by other
provisions of an indenture, every application by us for action by the trustee must be accompanied by a certificate of
certain of our officers and an opinion of counsel (who may be our counsel) stating that, in the opinion of the signers,
all conditions precedent to such action have been complied with by us.
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DESCRIPTION OF THE OTHER CLASSES OF UNITS

Our partnership agreement authorizes us to issue an unlimited number of additional limited partner interests and other
equity securities for the consideration and with the rights, preferences, and privileges established by our general
partner without the approval of any of our limited partners. A copy of our partnership agreement is filed as an exhibit
to the registration statement of which this prospectus is a part. A summary of the important provisions of our
partnership agreement and the rights and privileges of our limited partners is included in our registration statement on
Form 8-A as filed with the SEC on August 23, 2004, including any subsequent amendments or reports filed for the
purpose of updating such description. Please read �Where You Can Find More Information.�

Should we offer other classes of units under this prospectus, a prospectus supplement relating to the particular class or
series of units offered will include the specific terms of those units, including, among other things, the following:

� the designation, stated value, and liquidation preference of the units and the maximum number of units to
constitute the class or series;

� the number of units to be offered;

� the public offering price at which the units will be issued;

� any sinking fund provisions of the units;

� the voting rights, if any, of the units;

� the distribution rights of the units, if any;

� whether the units will be redeemable and, if so, the price and the terms and conditions on which the units may be
redeemed, including the time during which the units may be redeemed and any accumulated distributions thereof,
if any, that the holders of the units will be entitled to receive upon the redemption thereof;

� the terms and conditions, if any, on which the units will be convertible into, or exchangeable for, the units of any
other class or series of units representing limited partner interests, including the price or prices or the rate or rates
of conversion or exchange and the method, if any, of adjusting the same;

� a discussion of any additional material federal income tax considerations (other than as discussed in this
prospectus), if any, regarding the units; and
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� any additional rights, preferences, privileges, limitations, and restrictions of the units.
The particular terms of any class or series of units will also be described in the amendment to our partnership
agreement relating to that class or series of units, which will be filed as an exhibit to or incorporated by reference in
this prospectus at or before the time of issuance of any such class or series of units.

Such units will be fully paid and non-assessable when issued upon full payment of the purchase price therefor. The
transfer agent, registrar, and distributions disbursement agent for the units will be designated in the applicable
prospectus supplement.
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MATERIAL U.S. FEDERAL INCOME TAX CONSEQUENCES

This section summarizes the material U.S. federal income tax consequences that may be relevant to prospective
common unitholders and is based upon current provisions of the U.S. Internal Revenue Code of 1986, as amended (the
�Code�), existing and proposed U.S. Treasury regulations thereunder (the �Treasury Regulations�), and current
administrative rulings and court decisions, all of which are subject to change. Changes in these authorities may cause
the federal income tax consequences to a prospective common unitholder to vary substantially from those described
below, possibly on a retroactive basis. Unless the context otherwise requires, references in this section to �we� or �us� are
references to StoneMor Partners L.P.

Legal conclusions contained in this section, unless otherwise noted, are the opinion of Vinson & Elkins L.L.P. insofar
as they related to matters of U.S. federal income tax law and are based on the accuracy of representations made by us
to them for this purpose. However, this section does not address all federal income tax matters that affect us or our
common unitholders and does not describe the application of the alternative minimum tax that may be applicable to
certain unitholders. Furthermore, this section focuses on common unitholders who are individual citizens or residents
of the United States (for federal income tax purposes), who have the U.S. dollar as their functional currency, who use
the calendar year as their taxable year, and who hold common units as capital assets (generally, property that is held
for investment). This section has limited applicability to corporations, partnerships, entities treated as partnerships for
federal income tax purposes, estates, trusts, non-resident aliens or other common unitholders subject to specialized tax
treatment, such as tax-exempt institutions, non-U.S. persons, individual retirement accounts (�IRAs�), employee benefit
plans, real estate investment trusts or mutual funds. Accordingly, we encourage each common unitholder to consult
such unitholder�s own tax advisor in analyzing the federal, state, local and non-U.S. tax consequences that are
particular to that unitholder resulting from ownership or disposition of its units and potential changes in applicable tax
laws.

No ruling has been or will be requested from the Internal Revenue Service (�IRS�) regarding any matter affecting us.
Instead, we are relying on opinions and advice of Vinson & Elkins L.L.P. with respect to the matters described herein.
Unlike a ruling, an opinion of counsel represents only that counsel�s best legal judgment and does not bind the IRS or a
court. Accordingly, the opinions and statements made herein may not be sustained by a court if contested by the IRS.
Any such contest of the matters described herein may materially and adversely impact the market for our units and the
prices at which such units trade. In addition, our costs of any contest with the IRS will be borne indirectly by our
common unitholders because the costs will reduce our cash available for distribution. Furthermore, the tax
consequences of an investment in us may be significantly modified by future legislative or administrative changes or
court decisions, which may be retroactively applied.

For the reasons described below, Vinson & Elkins L.L.P. has not rendered an opinion with respect to the following
federal income tax issues: (1) the treatment of a common unitholder whose units are the subject of a securities loan
(e.g., a loan to a short seller to cover a short sale of units) (please read ��Tax Consequences of Unit
Ownership�Treatment of Securities Loans�); (2) whether our monthly convention for allocating taxable income and
losses is permitted by existing Treasury Regulations (please read ��Disposition of Units�Allocations Between Transferors
and Transferees�); and (3) whether our method for taking into account Section 743 adjustments is sustainable in certain
cases (please read ��Tax Consequences of Unit Ownership�Section 754 Election� and ��Uniformity of Units�).

Taxation of the Partnership

Partnership Status
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We expect to be treated as a partnership for U.S. federal income tax purposes and, therefore, generally will not be
liable for entity-level federal income taxes. Instead, as described below, each of our common unitholders will take into
account its respective share of our items of income, gain, loss and deduction in computing its

30

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 84



Table of Contents

federal income tax liability as if the common unitholder had earned such income directly, even if we make no cash
distributions to the common unitholder.

Section 7704 of the Code generally provides that publicly traded partnerships will be treated as corporations for
federal income tax purposes. However, if 90% or more of a partnership�s gross income for every taxable year it is
publicly traded consists of �qualifying income,� the partnership may continue to be treated as a partnership for federal
income tax purposes (the �Qualifying Income Exception�). Qualifying income includes income and gains from the sale
of real property, whether unimproved or improved with installed burial vaults and marker foundations, including
burial lots, lawn crypts and mausoleum crypts conveyed by perpetual easements. Other types of qualifying income
include interest (other than from a financial business) and dividends. We estimate that approximately 7% of our
current gross income is not qualifying income; however, this estimate could change from time to time.

Based upon the factual representations made by us and our general partner, Vinson & Elkins L.L.P. is of the opinion
that we will be treated as a partnership for federal income tax purposes. The representations made by us and our
general partner upon which Vinson & Elkins L.L.P. has relied in rendering its opinion include, without limitation:

a. Neither we nor any of our partnership or limited liability company subsidiaries has elected to be treated as a
corporation for federal income tax purposes;

b. For each taxable year, more than 90% of our gross income has been and will be income of a character that
Vinson & Elkins L.L.P. has opined is �qualifying income� within the meaning of Section 7704(d) of the Code;

c. All sales of burial lots, whether improved or unimproved, will be pursuant to contracts substantially in the
form reviewed by Vinson & Elkins L.L.P.; and

d. Burial vaults, marker foundations and mausoleum crypts are effectively permanently attached to the ground,
are not intended to be moved and would likely sustain not insubstantial damage if moved.

We believe that these representations are true and will be true in the future.

If we fail to meet the Qualifying Income Exception, other than a failure that is determined by the IRS to be inadvertent
and that is cured within a reasonable time after discovery (in which case the IRS may also require us to make
adjustments with respect to our common unitholders or pay other amounts), we will be treated as transferring all of
our assets, subject to liabilities, to a newly formed corporation, on the first day of the year in which we fail to meet the
Qualifying Income Exception, in return for stock in that corporation and then as distributing that stock to our common
unitholders in liquidation. This deemed contribution and liquidation should not result in the recognition of taxable
income by our common unitholders or us so long as our liabilities do not exceed the tax basis of our assets. Thereafter,
we would be treated as an association taxable as a corporation for federal income tax purposes.

The present federal income tax treatment of publicly traded partnerships, including us, or an investment in our
common units may be modified by administrative or legislative action or judicial interpretation at any time. For
example, from time to time, members of the U.S. Congress and the President propose and consider substantive
changes to the existing federal income tax laws that affect publicly traded partnerships. One such legislative proposal
would have eliminated the Qualifying Income Exception upon which we rely for our treatment as a partnership for
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U.S. federal income tax purposes. We are unable to predict whether any such changes will ultimately be enacted.
However, it is possible that a change in law could affect us and may be applied retroactively. Any such changes could
negatively impact the value of an investment in our units.

If for any reason we are taxable as a corporation in any taxable year, our items of income, gain, loss and deduction
would be taken into account by us in determining the amount of our liability for federal income tax,
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rather than being passed through to our common unitholders. Our taxation as a corporation would materially reduce
the cash available for distribution to unitholders and thus would likely substantially reduce the value of our units. Any
distribution made to a unitholder at a time we are treated as a corporation would be (1) a taxable dividend to the extent
of our current or accumulated earnings and profits, then (2) a nontaxable return of capital to the extent of the
unitholder�s tax basis in its units, and thereafter (3) taxable capital gain.

The remainder of this discussion is based on the opinion of Vinson & Elkins L.L.P. that we will be treated as a
partnership for federal income tax purposes.

Tax Consequences of Unit Ownership

Limited Partner Status

Common unitholders who are admitted as limited partners of the partnership as well as common unitholders whose
units are held in street name or by a nominee and who have the right to direct the nominee in the exercise of all
substantive rights attendant to the ownership of units, will be treated as partners of the partnership for federal income
tax purposes. For a discussion related to the risks of losing partner status as a result of securities loans, please read
��Treatment of Securities Loans.� Unitholders who are not treated as partners of the partnership as described above are
urged to consult their own tax advisors with respect to the tax consequences applicable to them under their particular
circumstances.

Flow-Through of Taxable Income

Subject to the discussion below under ��Entity-Level Collections of Unitholder Taxes� with respect to payments we may
be required to make on behalf of our common unitholders, we will not pay any federal income tax. Rather, each
common unitholder will be required to report on its federal income tax return each year its share of our income, gains,
losses and deductions for our taxable year or years ending with or within its taxable year. Consequently, we may
allocate income to a common unitholder even if that unitholder has not received a cash distribution.

Basis of Units

A common unitholder�s tax basis in its units initially will be the amount paid for those units increased by the
unitholder�s initial allocable share of our liabilities. That basis generally will be (1) increased by the unitholder�s share
of our income and any increases in such unitholder�s share of our liabilities, and (2) decreased, but not below zero, by
the amount of all distributions to the unitholder, the unitholder�s share of our losses, and any decreases in the
unitholder�s share of our liabilities. The IRS has ruled that a partner who acquires interests in a partnership in separate
transactions must combine those interests and maintain a single adjusted tax basis for all of those interests.

Treatment of Distributions

Distributions by us to a common unitholder generally will not be taxable to the common unitholder, unless such
distributions exceed the unitholder�s tax basis in its common units, in which case the unitholder generally will
recognize gain taxable in the manner described below under ��Disposition of Units.�

Any reduction in a unitholder�s share of our �liabilities� will be treated as a distribution by us of cash to that unitholder.
A decrease in a unitholder�s percentage interest in us because of our issuance of additional units may decrease the
unitholder�s share of our liabilities. For purposes of the foregoing, a unitholder�s share of our nonrecourse liabilities
(liabilities for which no partner bears the economic risk of loss) generally will be based upon that unitholder�s share of
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based on the unitholder�s share of our profits. Please read ��Disposition of Units.�
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A non-pro rata distribution of money or property (including a deemed distribution as a result of the reallocation of our
liabilities described above) may cause a unitholder to recognize ordinary income, if the distribution reduces the
unitholder�s share of our �unrealized receivables,� including depreciation and depletion recapture and substantially
appreciated �inventory items,� both as defined in Section 751 of the Code (�Section 751 Assets�). To the extent of such
reduction, the unitholder would be deemed to receive its proportionate share of the Section 751 Assets and exchange
such assets with us in return for a portion of the non-pro rata distribution. This deemed exchange generally will result
in the unitholder�s recognition of ordinary income in an amount equal to the excess of (1) the non-pro rata portion of
that distribution over (2) the unitholder�s tax basis (generally zero) in the Section 751 Assets deemed to be relinquished
in the exchange.

Limitations on Deductibility of Losses

A common unitholder may not be entitled to deduct the full amount of loss we allocate to it because its share of our
losses will be limited to the lesser of (1) the unitholder�s tax basis in its units, and (2) in the case of a unitholder that is
an individual, estate, trust or certain types of closely-held corporations, the amount for which the unitholder is
considered to be �at risk� with respect to our activities. In general, a unitholder will be at risk to the extent of its tax
basis in its units, reduced by (1) any portion of that basis attributable to the unitholder�s share of our liabilities, (2) any
portion of that basis representing amounts otherwise protected against loss because of a guarantee, stop loss agreement
or similar arrangement and (3) any amount of money the unitholder borrows to acquire or hold its units, if the lender
of those borrowed funds owns an interest in us, is related to another unitholder or can look only to the units for
repayment. A unitholder subject to the at risk limitation must recapture losses deducted in previous years to the extent
that distributions (including distributions deemed to result from a reduction in a unitholder�s share of nonrecourse
liabilities) cause the unitholder�s at risk amount to be less than zero at the end of any taxable year.

Losses disallowed to a common unitholder or recaptured as a result of the basis or at risk limitations will carry
forward and will be allowable as a deduction in a later year to the extent that the unitholder�s tax basis or at risk
amount, whichever is the limiting factor, is subsequently increased. Upon a taxable disposition of units, any gain
recognized by a unitholder can be offset by losses that were previously suspended by the at risk limitation but not
losses suspended by the basis limitation. Any loss previously suspended by the at risk limitation in excess of that gain
can no longer be used, and will not be available to offset a unitholder�s salary or active business income.

In addition to the basis and at risk limitations, a passive activity loss limitation generally limits the deductibility of
losses incurred by individuals, estates, trusts, some closely-held corporations and personal service corporations from
�passive activities� (generally, trade or business activities in which the taxpayer does not materially participate). The
passive loss limitations are applied separately with respect to each publicly-traded partnership. Consequently, any
passive losses we generate will be available to offset only passive income generated by us. Passive losses that exceed
a unitholder�s share of passive income we generate may be deducted in full when the unitholder disposes of all of its
units in a fully taxable transaction with an unrelated party. The passive loss rules generally are applied after other
applicable limitations on deductions, including the at risk and basis limitations.

Limitations on Interest Deductions

The deductibility of a non-corporate taxpayer�s �investment interest expense� generally is limited to the amount of that
taxpayer�s �net investment income.� Investment interest expense includes:

� interest on indebtedness allocable to property held for investment;
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� the portion of interest expense incurred to purchase or carry an interest in a passive activity to the extent allocated
against portfolio income.
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The computation of a common unitholder�s investment interest expense will take into account interest on any margin
account borrowing or other loan incurred to purchase or carry a unit. Net investment income includes gross income
from property held for investment and amounts treated as portfolio income under the passive loss rules, less
deductible expenses other than interest directly connected with the production of investment income. Net investment
income generally does not include qualified dividend income (if applicable) or gains attributable to the disposition of
property held for investment. A common unitholder�s share of a publicly traded partnership�s portfolio income and,
according to the IRS, net passive income will be treated as investment income for purposes of the investment interest
expense limitation.

Entity-Level Collections of Unitholder Taxes

If we are required or elect under applicable law to pay any federal, state, local or non-U.S. tax on behalf of any current
or former common unitholder, we are authorized to treat the payment as a distribution of cash to the relevant
unitholder. Where the tax is payable on behalf of all unitholders or we cannot determine the specific unitholder on
whose behalf the tax is payable, we are authorized to treat the payment as a distribution to all current unitholders. We
are authorized to amend our partnership agreement in the manner necessary to maintain uniformity of intrinsic tax
characteristics of units and to adjust later distributions, so that after giving effect to these distributions, the priority and
characterization of distributions otherwise applicable under our partnership agreement is maintained as nearly as is
practicable. Payments by us as described above could give rise to an overpayment of tax on behalf of a common
unitholder, in which event the common unitholder may be entitled to claim a refund of the overpayment amount.
Common unitholders are urged to consult their tax advisors to determine the consequences to them of any tax payment
we make on their behalf.

Allocation of Income, Gain, Loss and Deduction

Our items of income, gain, loss and deduction generally will be allocated among our common unitholders in
accordance with their percentage interests in us. At any time that incentive distributions are made to our general
partner, gross income will be allocated to the recipients to the extent of these distributions.

Specified items of our income, gain, loss and deduction will be allocated under Section 704(c) of the Code (or the
principles of Section 704(c) of the Code) to account for any difference between the tax basis and fair market value of
our assets at the time such assets are contributed to us and at the time of any subsequent offering of our units (a
�Book-Tax Disparity�). As a result, the federal income tax burden associated with any Book-Tax Disparity immediately
prior to an offering generally will be borne by our partners holding interests in us prior to such offering. In addition,
items of recapture income will be specially allocated to the extent possible to the unitholder who was allocated the
deduction giving rise to that recapture income in order to minimize the recognition of ordinary income by other
unitholders.

An allocation of items of our income, gain, loss or deduction, other than an allocation required by the Code to
eliminate a Book-Tax Disparity, will generally be given effect for federal income tax purposes in determining a
partner�s share of an item of income, gain, loss or deduction only if the allocation has �substantial economic effect.� In
any other case, a partner�s share of an item will be determined on the basis of the partner�s interest in us, which will be
determined by taking into account all the facts and circumstances, including (1) the partner�s relative contributions to
us, (2) the interests of all the partners in profits and losses, (3) the interest of all the partners in cash flow and (4) the
rights of all the partners to distributions of capital upon liquidation. Vinson & Elkins L.L.P. is of the opinion that, with
the exception of the issues described in ��Section 754 Election� and ��Disposition of Units�Allocations Between Transferors
and Transferees,� allocations of income, gain, loss or deduction under our partnership agreement will be given effect
for federal income tax purposes.
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A unitholder whose units are loaned (for example, a loan to a �short seller� to cover a short sale of units) may be treated
as having disposed of those units. If so, such unitholder would no longer be treated for tax
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purposes as a partner with respect to those units during the period of the loan and may recognize gain or loss from the
disposition. As a result, during this period (1) any of our income, gain, loss or deduction allocated to those units would
not be reportable by the lending unitholder and (2) any cash distributions received by the unitholder as to those units
may be treated as ordinary taxable income.

Due to a lack of controlling authority, Vinson & Elkins L.L.P. has not rendered an opinion regarding the tax treatment
of a unitholder that enters into a securities loan with respect to its units. Unitholders desiring to assure their status as
partners and avoid the risk of income recognition from a loan of their units are urged to modify any applicable
brokerage account agreements to prohibit their brokers from borrowing and lending their units. The IRS has
announced that it is studying issues relating to the tax treatment of short sales of partnership interests. Please read
��Disposition of Units�Recognition of Gain or Loss.�

Tax Rates

Under current law, the highest marginal federal income tax rates for individuals applicable to ordinary income and
long-term capital gains (generally, gains from the sale or exchange of certain investment assets held for more than one
year) are 39.6% and 20%, respectively. These rates are subject to change by new legislation at any time.

In addition, a 3.8% net investment income tax applies to certain net investment income earned by individuals, estates,
and trusts. For these purposes, net investment income generally includes a common unitholder�s allocable share of our
income and gain realized by a common unitholder from a sale of units. In the case of an individual, the tax will be
imposed on the lesser of (1) the common unitholder�s net investment income from all investments, or (2) the amount
by which the common unitholder�s modified adjusted gross income exceeds $250,000 (if the common unitholder is
married and filing jointly or a surviving spouse), $125,000 (if married filing separately) or $200,000 (if the unitholder
is unmarried or in any other case). In the case of an estate or trust, the tax will be imposed on the lesser of
(1) undistributed net investment income, or (2) the excess adjusted gross income over the dollar amount at which the
highest income tax bracket applicable to an estate or trust begins.

Section 754 Election

We have made the election permitted by Section 754 of the Code that permits us to adjust the tax bases in our assets as
to specific purchasers of our units under Section 743(b) of the Code. That election is irrevocable without the consent
of the IRS. The Section 743(b) adjustment separately applies to each purchaser of common units based upon the
values and bases of our assets at the time of the relevant purchase, and the adjustment will reflect the purchase price
paid. The Section 743(b) adjustment does not apply to a person who purchases units directly from us.

Under our partnership agreement, we are authorized to take a position to preserve the uniformity of units even if that
position is not consistent with applicable Treasury Regulations. A literal application of Treasury Regulations
governing a 743(b) adjustment attributable to properties depreciable under Section 167 of the Code may give rise to
differences in the taxation of unitholders purchasing units from us and unitholders purchasing from other unitholders.
If we have any such properties, we intend to adopt methods employed by other publicly traded partnerships to
preserve the uniformity of units, even if inconsistent with existing Treasury Regulations, and Vinson & Elkins L.L.P.
has not opined on the validity of this approach. Please read ��Uniformity of Units.�

The IRS may challenge the positions we adopt with respect to depreciating or amortizing the Section 743(b)
adjustment we take to preserve the uniformity of units due to lack of controlling authority. Because a unitholder�s tax
basis for its units is reduced by its share of our items of deduction or loss, any position we take that understates
deductions will overstate a unitholder�s basis in its units, and may cause the unitholder to understate gain or overstate
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loss on any sale of such units. Please read ��Disposition of Units�Recognition of Gain or Loss.� If a challenge to such
treatment were sustained, the gain from the sale of units may be increased without the benefit of additional
deductions.
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The calculations involved in the Section 754 election are complex and are made on the basis of assumptions as to the
value of our assets and other matters. The IRS could seek to reallocate some or all of any Section 743(b) adjustment
we allocated to our assets subject to depreciation to goodwill or non-depreciable assets. Goodwill, as an intangible
asset, is generally amortizable over a longer period of time or under a less accelerated method than our tangible assets.
We cannot assure any unitholder that the determinations we make will not be successfully challenged by the IRS or
that the resulting deductions will not be reduced or disallowed altogether. Should the IRS require a different tax basis
adjustment to be made, and should, in our opinion, the expense of compliance exceed the benefit of the election, we
may seek permission from the IRS to revoke our Section 754 election. If permission is granted, a subsequent
purchaser of units may be allocated more income than it would have been allocated had the election not been revoked.

Tax Treatment of Operations

Accounting Method and Taxable Year

We use the year ending December 31 as our taxable year and the accrual method of accounting for federal income tax
purposes. Each common unitholder will be required to include in its tax return its share of our income, gain, loss and
deduction for each taxable year ending within or with its taxable year. In addition, a common unitholder who has a
taxable year ending on a date other than December 31 and who disposes of all of its units following the close of our
taxable year but before the close of its taxable year must include its share of our income, gain, loss and deduction in
income for its taxable year, with the result that it will be required to include in income for its taxable year its share of
more than twelve months of our income, gain, loss and deduction. Please read ��Disposition of Units�Allocations
Between Transferors and Transferees.�

Tax Basis, Depreciation and Amortization

The tax basis of our assets will be used for purposes of computing depreciation and cost recovery deductions and,
ultimately, gain or loss on the disposition of those assets. If we dispose of depreciable property by sale, foreclosure or
otherwise, all or a portion of any gain, determined by reference to the amount of depreciation and depletion
deductions previously taken, may be subject to the recapture rules and taxed as ordinary income rather than capital
gain. Similarly, a unitholder who has taken cost recovery or depreciation deductions with respect to property we own
will likely be required to recapture some or all of those deductions as ordinary income upon a sale of its interest in us.
Please read ��Tax Consequences of Unit Ownership�Allocation of Income, Gain, Loss and Deduction.�

The costs we incur in offering and selling our units (called �syndication expenses�) must be capitalized and cannot be
deducted currently, ratably or upon our termination. While there are uncertainties regarding the classification of costs
as organization expenses, which may be amortized by us, and as syndication expenses, which may not be amortized
by us, the underwriting discounts and commissions we incur will be treated as syndication expenses. Please read
�Disposition of Units�Recognition of Gain or Loss.�

Valuation and Tax Basis of Our Properties

The federal income tax consequences of the ownership and disposition of units will depend in part on our estimates of
the relative fair market values and the tax bases of our assets. Although we may from time to time consult with
professional appraisers regarding valuation matters, we will make many of the relative fair market value estimates
ourselves. These estimates and determinations of tax basis are subject to challenge and will not be binding on the IRS
or the courts. If the estimates of fair market value or basis are later found to be incorrect, the character and amount of
items of income, gain, loss or deduction previously reported by common unitholders could change, and common
unitholders could be required to adjust their tax liability for prior years and incur interest and penalties with respect to
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Disposition of Units

Recognition of Gain or Loss

A common unitholder will be required to recognize gain or loss on a sale of units equal to the difference between the
unitholder�s amount realized and tax basis in the units sold. A common unitholder�s amount realized generally will
equal the sum of the cash and the fair market value of other property it receives plus its share of our liabilities with
respect to the units sold. Because the amount realized includes a unitholder�s share of our liabilities, the gain
recognized on the sale of units could result in a tax liability in excess of any cash received from the sale.

Except as noted below, gain or loss recognized by a common unitholder on the sale or exchange of a unit held for
more than one year generally will be taxable as long-term capital gain or loss. However, gain or loss recognized on the
disposition of units will be separately computed and taxed as ordinary income or loss under Section 751 of the Code
to the extent attributable to Section 751 Assets, such as depreciation or depletion recapture and our �inventory items,�
regardless of whether such inventory item is substantially appreciated in value. Ordinary income attributable to
Section 751 Assets may exceed net taxable gain realized on the sale of a unit and may be recognized even if there is a
net taxable loss realized on the sale of a unit. Thus, a unitholder may recognize both ordinary income and capital gain
or loss upon a sale of units. Net capital loss may offset capital gains and, in the case of individuals, up to $3,000 of
ordinary income per year.

For purposes of calculating gain or loss on the sale of units, the unitholder�s adjusted tax basis will be adjusted by its
allocable share of our income or loss in respect of its units for the year of the sale. Furthermore, as described above,
the IRS has ruled that a partner who acquires interests in a partnership in separate transactions must combine those
interests and maintain a single adjusted tax basis for all of those interests. Upon a sale or other disposition of less than
all of those interertical-align:top;line-height:120%;font-size:6pt">(4) 

SES provides supplemental workforce and meter-reading services to TEP based on related party service agreements.
The charges are based on cost of services performed and are deemed reasonable by management.

(5)

Costs for Corporate Services at UNS Energy are allocated to its subsidiaries using the Massachusetts Formula, an
industry accepted method of allocating common costs to affiliated entities. TEP's allocation is approximately 82%
of UNS Energy's allocated costs. Corporate Services, UNS Energy includes legal, audit, and Fortis management
fees. TEP's share of Fortis' management fees were $1 million and $2 million for the three and six months ended
June 30, 2017, respectively, and $2 million and $3 million for the three and six months ended June 30, 2016,
respectively.

(6)
Costs for Corporate Services (e.g., finance, accounting, tax, legal, and information technology) and other labor
services for UNS Energy Affiliates are directly assigned to the benefiting entity at a fully burdened cost when
possible.

CONTRIBUTION FROM PARENT
UNS Energy made no equity contributions to TEP in the three and six months ended June 30, 2017 or 2016.
DIVIDENDS PAID TO PARENT
TEP did not declare or pay dividends to UNS Energy in the three and six months ended June 30, 2017 or 2016. On
July 24, 2017, TEP declared a $35 million dividend to UNS Energy to be paid by July 28, 2017.

NOTE 5. DEBT, CREDIT FACILITY, AND CAPITAL LEASE OBLIGATIONS
There have been no significant changes to TEP's debt, credit facility, or capital lease obligations from those reported
in its 2016 Annual Report on Form 10-K, except as noted below.
CREDIT FACILITY
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As of June 30, 2017, there was $250 million available under the revolving credit commitments and Letter of Credit
(LOC) facility. As of July 27, 2017, TEP had $230 million available under its revolving credit commitments and LOC
facility.
COVENANT COMPLIANCE
As of June 30, 2017, TEP was in compliance with the terms of its credit and long-term debt agreements.
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NOTE 6. COMMITMENTS AND CONTINGENCIES 
COMMITMENTS
There have been no significant changes to TEP's long-term commitments from those reported in its 2016 Annual
Report on Form 10-K.
CONTINGENCIES
Legal Matters
TEP is party to a variety of legal actions arising out of the normal course of business. Plaintiffs occasionally seek
punitive or exemplary damages. TEP believes such normal and routine litigation will not have a material impact on its
condensed consolidated financial results. TEP is also involved in other kinds of legal actions, some of which assert or
may assert claims or seek to impose fines, penalties, and other costs in substantial amounts on TEP and are disclosed
below.
Claims Related to Four Corners Generating Station
Endangered Species Act 
On April 20, 2016, several environmental groups filed a lawsuit in the U.S. District Court for the District of Arizona
against the Office of Surface Mining (OSM) and other federal agencies under the Endangered Species Act (ESA)
alleging that the OSM’s reliance on the Biological Opinion and Incidental Take Statement prepared in connection with
a federal environmental review were not in accordance with applicable law. The environmental review was
undertaken as part of the U.S. Department of the Interior’s review process necessary to allow for the effectiveness of
lease amendments and related rights-of-way renewals for Four Corners. This review process also required separate
environmental impact evaluations under the National Environmental Policy Act (NEPA) and culminated in the
issuance of a Record of Decision justifying the agency action extending the life of Four Corners and the adjacent
Navajo Mine. In addition, the lawsuit alleges that these federal agencies violated both the ESA and the NEPA in
providing the federal approvals necessary to extend operations at Four Corners and Navajo Mine past July 6, 2016.
The lawsuit seeks various forms of relief, including a finding that the federal defendants violated the ESA and the
NEPA by issuing the Record of Decision, setting aside and remanding the Biological Opinion and Record of Decision,
and enjoining the federal defendants from authorizing any elements of the Four Corners and Navajo Mine pending
compliance with NEPA. In July 2016, the defendants answered the complaint and Arizona Public Service Company
(APS), the operator of Four Corners, filed a motion to intervene in this matter. APS’ motion was granted in August
2016. In September 2016, Navajo Transitional Energy Company, LLC (NTEC), the company that owns the Navajo
Mine, filed a motion to intervene for the purpose of dismissing the lawsuit based on NTEC’s tribal sovereign
immunity. Because the court has placed a stay on all litigation deadlines pending its decision regarding NTEC’s
motion to dismiss, the schedule for briefing and the anticipated timeline for completion of this litigation will likely be
extended. TEP cannot currently predict the outcome of this matter or the range of its potential impact.
Claims Related to San Juan Generating Station
WildEarth Guardians 
In February 2013, WildEarth Guardians (WEG) filed a Petition for Review in the U.S. District Court for the District
of Colorado against the OSM challenging federal administrative decisions issued at various times from 2007 through
2012. In its petition, WEG challenges several unrelated mining plan modification approvals, which were each
separately approved by the OSM. Of the claims for relief in the WEG Petition, two concern San Juan Coal Company’s
(SJCC) San Juan mine. WEG’s allegations concerning the San Juan mine arise from the OSM administrative actions in
2008. WEG alleges various NEPA violations against the OSM, including, but not limited to, the OSM’s alleged failure
to provide requisite public notice and participation, alleged failure to analyze certain environmental impacts, and
alleged reliance on outdated and insufficient documents. WEG’s petition seeks various forms of relief, including a
finding that the federal defendants violated the NEPA by approving the mine plans, voiding, reversing, and remanding
the various mining modification approvals, enjoining the federal defendants from re-issuing the mining plan approvals
for the mines until compliance with the NEPA has been demonstrated, and enjoining operations at the affected mines.
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SJCC intervened in this matter. SJCC was granted its motion to sever its claims from the lawsuit and transfer venue to
the U.S. District Court for the District of New Mexico, where this matter is now proceeding. On July 18, 2016, the
federal defendants filed a motion asking that the matter be voluntarily remanded to the OSM so the OSM may prepare
a new environmental impact statement (EIS) under the NEPA regarding the impacts of the San Juan Mine mining plan
approval. In August 2016, the court issued an order granting the federal defendants’ motion for remand to conduct
further environmental analysis and complete an EIS by August 31, 2019. The order provided that the OSM’s decision
approving the mining plan will remain in effect during this process. The order further provides that if the EIS is not
completed
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by August 31, 2019, then an order vacating the approved mine plan will become immediately effective, absent further
court order. TEP cannot currently predict the outcome of this matter or the range of its potential impact.
Mine Reclamation at Generating Facilities Not Operated by TEP
TEP pays ongoing reclamation mine costs related to coal mines that supply generation facilities in which TEP has an
ownership interest but does not operate. TEP is also liable for a portion of final mine reclamation costs upon closure
of the mines servicing Navajo, San Juan, and Four Corners. TEP’s share of reclamation costs at all three mines is
expected to be $61 million upon expiration of the coal supply agreements, which expire between 2019 and 2031. The
balance sheet reflected a total liability related to reclamation of $28 million as of June 30, 2017 and $26 million as of
December 31, 2016.
Amounts recorded for final mine reclamation are subject to various assumptions, such as estimations of reclamation
costs, the dates when final reclamation will occur, and the expected inflation rate. As these assumptions change, TEP
will prospectively adjust the expense amounts for final reclamation over the remaining coal supply agreements’ terms.
TEP does not believe that recognition of its final reclamation obligations will be material to TEP in any single year
because recognition will occur over the remaining terms of its coal supply agreements.
TEP’s PPFAC allows the Company to pass through final mine reclamation costs, as a component of fuel costs, to retail
customers. Therefore, TEP classifies these costs as a regulatory asset by increasing the regulatory asset and the
reclamation liability over the remaining life of the coal supply agreements and recovers the regulatory asset through
the PPFAC as final mine reclamation costs are paid to the coal suppliers.
FERC Compliance
In 2015 and 2016, TEP self-reported to the FERC Office of Enforcement (OE) that the Company had not timely filed
certain FERC-jurisdictional agreements. TEP conducted comprehensive internal reviews of its compliance with the
FERC filing requirements (Compliance Reviews) and made compliance filings with the FERC Office of Energy
Market Regulation. This included the filing of several TSAs entered into between 2003 and 2015 that contained
certain deviations from TEP’s standard service agreement form.
In 2016, the FERC issued orders related to the late-filed TSAs which directed TEP to issue time-value refunds to the
counterparties to these TSAs (FERC Refund Orders). As a result of the FERC Refund Orders and ongoing discussions
with the OE, TEP recorded a liability for the time-value refunds with a corresponding offset in revenues on its
financial statements in 2016. For the six months ended June 30, 2016, Wholesale Revenues on the Condensed
Consolidated Statements of Income reflected $13 million related to the time-value refunds. As of December 31, 2016,
Current Liabilities—Other on the Condensed Consolidated Balance Sheets reflected $5 million related to the time-value
refunds.
In June 2016, to preserve its rights, TEP petitioned the U.S. Court of Appeals for the District of Columbia Circuit to
review the FERC Refund Orders. In January 2017, TEP and one of the TSA counterparties entered into a settlement
agreement regarding the FERC Refund Orders. In accordance with the agreement, the counterparty paid TEP $8
million, which TEP recorded in Other Income on the Condensed Consolidated Statements of Income and dismissed
the appeal with prejudice in January 2017.
In May 2017, the FERC informed TEP that: (i) no further enforcement actions were necessary regarding the late-filed
TSAs; and (ii) the related investigation was closed. As management no longer believed a loss was probable, TEP
reversed the $5 million remaining balance related to potential time-value refunds in Current Liabilities—Other on the
Condensed Consolidated Balance Sheets, offsetting Wholesale Revenues on the Condensed Consolidated Statements
of Income.
Performance Guarantees
TEP has joint participation agreements with participants at Navajo, San Juan, Four Corners, and with Luna Generating
Station (Luna). The participants in each of the generation facilities, including TEP, have guaranteed certain
performance obligations. Specifically, in the event of payment default, the non-defaulting participants have agreed to
bear a proportionate share of expenses otherwise payable by the defaulting participant. In exchange, the
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non-defaulting participants are entitled to receive their proportionate share of the generation capacity of the defaulting
participant. With the exception of Four Corners, there is no maximum potential amount of future payments TEP could
be required to make under the guarantees. The maximum potential amount of future payments is $250 million at Four
Corners. As of June 30, 2017, there have been no such payment defaults under any of the participation agreements.
The Navajo participation agreement expires in 2019, San Juan in 2022, Four Corners in 2041, and Luna in 2046.
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Environmental Matters
TEP is subject to federal, state, and local environmental laws and regulations regarding air and water quality,
renewable portfolio standards, emissions performance standards, climate change, coal combustion byproduct disposal,
hazardous and solid waste disposal, protected species, and other environmental matters that have the potential to
impact TEP's current and future operations. Environmental laws and regulations are subject to a range of
interpretations, which may ultimately be resolved by the courts. Because these laws and regulations continue to
evolve, TEP is unable to predict the impact of the changing laws and regulations on its operations and condensed
consolidated financial results. TEP expects to recover the cost of environmental compliance from its ratepayers. TEP
believes it is in material compliance with applicable environmental laws and regulations.

NOTE 7. EMPLOYEE BENEFIT PLANS
Net periodic benefit cost includes the following components:

Pension
Benefits

Other
Postretirement
Benefits

Three Months Ended
June 30,

(in millions) 20172016 2017 2016
Service Cost $3 $ 3 $ 1 $ 1
Interest Cost 4 3 1 1
Expected Return on Plan Assets (6 ) (6 ) — (1 )
Amortization of Net Loss 2 2 — —
Net Periodic Benefit Cost $3 $ 2 $ 2 $ 1

Pension
Benefits

Other
Postretirement
Benefits

Six Months Ended June
30,

(in millions) 20172016 2017 2016
Service Cost $6 $ 6 $ 2 $ 2
Interest Cost 8 7 1 1
Expected Return on Plan Assets (12) (12 ) — (1 )
Amortization of Net Loss 4 4 — —
Net Periodic Benefit Cost $6 $ 5 $ 3 $ 2
CONTRIBUTIONS
TEP contributed $3 million during the six months ended June 30, 2017 to the pension plans and expects to contribute
a total of $9 million in 2017.

NOTE 8. SUPPLEMENTAL CASH FLOW INFORMATION
NON-CASH TRANSACTIONS
Other significant non-cash investing and financing activities that affected recognized assets and liabilities but did not
result in cash receipts or payments were as follows:

Six
Months
Ended
June 30,
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(in millions) 2017 2016
Net Cost of Removal (1) $ 82 $ —
Accrued Capital Expenditures 17 11

(1)
Non-cash Net Cost of Removal represents an accrual for future cost of retirement net of salvage values that does
not impact earnings. In the 2017 Rate Order, the ACC authorized a new depreciation study for TEP modifying its
depreciation reserves and rates. See Note 2 for additional information.
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NOTE 9. FAIR VALUE MEASUREMENTS AND DERIVATIVE INSTRUMENTS
TEP categorizes financial instruments into the three-level hierarchy based on inputs used to determine the fair value.
Level 1 inputs are unadjusted quoted prices for identical assets or liabilities in an active market. Level 2 inputs include
quoted prices for similar assets or liabilities, quoted prices in non-active markets, and pricing models whose inputs are
observable, directly or indirectly. Level 3 inputs are unobservable and supported by little or no market activity.
Transfers between levels are recorded at the end of a reporting period. There were no transfers between levels in the
periods presented.
FINANCIAL INSTRUMENTS MEASURED AT FAIR VALUE ON A RECURRING BASIS
The following tables present, by level within the fair value hierarchy, TEP’s assets and liabilities accounted for at fair
value on a recurring basis. These assets and liabilities are classified in their entirety based on the lowest level of input
that is significant to the fair value measurement.

Level
1

Level
2

Level
3 Total

(in millions) June 30, 2017
Assets
Cash Equivalents(1) $3 $ — $ — $ 3
Restricted Cash(1) 8 — — 8
Energy Derivative Contracts, Regulatory Recovery(2) — 1 1 2
Energy Derivative Contracts, No Regulatory Recovery(2) — — 4 4
Total Assets 11 1 5 17
Liabilities
Energy Derivative Contracts, Regulatory Recovery(2) — (7 ) (1 ) (8 )
Interest Rate Swap(3) — (1 ) — (1 )
Total Liabilities — (8 ) (1 ) (9 )
Total Assets (Liabilities), Net $11 $ (7 ) $ 4 $ 8
(in millions) December 31, 2016
Assets
Cash Equivalents(1) $23 $— $— $23
Restricted Cash(1) 7 — — 7
Energy Derivative Contracts, Regulatory Recovery(2) — 3 — 3
Energy Derivative Contracts, No Regulatory Recovery(2) — — 2 2
Total Assets 30 3 2 35
Liabilities
Energy Derivative Contracts, Regulatory Recovery(2) — (2 ) (1 ) (3 )
Interest Rate Swap(3) — (2 ) — (2 )
Total Liabilities — (4 ) (1 ) (5 )
Total Assets (Liabilities), Net $30 $(1) $1 $30

(1)

Cash Equivalents and Restricted Cash represent amounts held in money market funds and certificates of deposit
valued at cost, including interest, which approximates fair market value. Cash Equivalents are included in Cash and
Cash Equivalents on the Condensed Consolidated Balance Sheets. Restricted cash is included in Investments and
Other Property and in Current Assets—Other on the Condensed Consolidated Balance Sheets.

(2)
Energy Contracts include gas swap agreements (Level 2), and forward purchased power and sales contracts (Level
3) entered into to reduce exposure to energy price risk. These contracts are included in Derivative Instruments on
the Condensed Consolidated Balance Sheets. The valuation techniques are described below.

(3) The Interest Rate Swap is valued using an income valuation approach based on the 6-month London Interbank
Offered Rate (LIBOR) and is included in Derivative Instruments on the Condensed Consolidated Balance Sheets.
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All energy derivative contracts are subject to legally enforceable master netting arrangements to mitigate credit risk.
TEP presents derivatives on a gross basis in the balance sheet. The tables below present the potential offset of
counterparty netting and cash collateral.

Gross
Amount
Recognized
in
the
Balance
Sheets

Gross Amount Not Offset
in the Balance Sheets

Net
Amount

Counterparty
Netting
of
Energy
Contracts

Cash Collateral
Received/Posted

(in millions) June 30, 2017
Derivative Assets
Energy Derivative Contracts $6 $ 2 $ — $ 4
Derivative Liabilities
Energy Derivative Contracts (8 ) (2 ) — (6 )
Interest Rate Swap (1 ) — — (1 )

(in millions) December 31,
2016

Derivative Assets
Energy Derivative Contracts $5 $2 $—$3
Derivative Liabilities
Energy Derivative Contracts (3 ) (2 ) —(1 )
Interest Rate Swap (2 ) — —(2 )
DERIVATIVE INSTRUMENTS
TEP enters into various derivative and non-derivative contracts to reduce exposure to energy price risk associated with
its natural gas and purchased power requirements. The objectives for entering into such contracts include: (i) creating
price stability; (ii) meeting load and reserve requirements; and (iii) reducing exposure to price volatility that may
result from delayed recovery under the PPFAC mechanism.
The Company primarily applies the market approach for recurring fair value measurements. When TEP has
observable inputs for substantially the full term of the asset or liability or uses quoted prices in an inactive market, it
categorizes the instrument in Level 2. TEP categorizes derivatives in Level 3 when an aggregate pricing service or
published prices that represent a consensus reporting of multiple brokers is used.
For both purchased power and natural gas prices, TEP obtains quotes from brokers, major market participants,
exchanges, or industry publications and relies on its own price experience from active transactions in the market. The
Company primarily uses one set of quotations each for purchased power and natural gas and then validates those
prices using other sources. TEP believes that the market information provided is reflective of market conditions as of
the time and date indicated.
Published prices for energy derivative contracts may not be available due to the nature of contract delivery terms such
as non-standard time blocks and non-standard delivery points. In these cases, TEP applies adjustments based on
historical price curve relationships, transmission costs, and line losses.
TEP also considers the impact of counterparty credit risk using current and historical default and recovery rates, as
well as its own credit risk using credit default swap data.
The inputs and the Company's assessments of the significance of a particular input to the fair value measurements
require judgment and may affect the valuation of fair value assets and liabilities and their placement within the fair
value hierarchy levels. TEP reviews the assumptions underlying its price curves monthly.
Cash Flow Hedges
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To mitigate the exposure to volatility in variable interest rates on debt, TEP has an interest rate swap agreement that
expires January 2020. The after-tax unrealized gains and losses on cash flow hedge activities are reported in the
statement of comprehensive income. The loss expected to be reclassified to earnings within the next twelve months is
estimated to be $1 million.
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The realized losses from its cash flow hedges are shown in the following table:
Three
Months
Ended
June 30,

Six
Months
Ended
June 30,

(in millions) 2017 2016 20172016
Capital Lease Interest Expense $ —$ —$ —$ 1
As of June 30, 2017, the total notional amount of the interest rate swap was $18 million.
Energy Derivative Contracts - Regulatory Recovery
TEP records unrealized gains and losses on energy purchase contracts that are recoverable through the PPFAC
mechanism on the balance sheet as a regulatory asset or a regulatory liability rather than reporting the transaction in
the income statement or in the statement of other comprehensive income, as shown in the following table:

Three
Months
Ended
June 30,

Six
Months
Ended
June 30,

(in millions) 20172016 2017 2016
Unrealized Net Gain (Loss) Recorded to Regulatory (Assets) Liabilities $ —$ 12 $(6) $ 9
Energy Derivative Contracts - No Regulatory Recovery
TEP enters into certain contracts that qualify as derivatives, but do not meet the regulatory recovery criteria. The
Company records unrealized gains and losses for these contracts in the income statement unless a normal purchase or
normal sale election is made. For contracts that meet the trading definition, as defined in the PPFAC plan of
administration, TEP must share 10% of any realized gains with retail customers through the PPFAC mechanism.
Derivative Volumes
As of June 30, 2017, TEP had energy contracts that will settle on various expiration dates through 2020. The volumes
associated with the energy contracts were as follows:

June 30,
2017

December 31,
2016

Power Contracts GWh 4,322 2,610
Gas Contracts BBtu 28,950 12,355
Level 3 Fair Value Measurements
The following tables provide quantitative information regarding significant unobservable inputs in TEP’s Level 3 fair
value measurements:

Valuation Approach Fair Value of Range of
Unobservable InputAssetsLiabilities Unobservable Inputs

(in millions) June 30, 2017
Forward Power Contracts Market approach $5 $ (1 ) Market price per MWh $ 18.15 $ 39.95
(in millions) December 31, 2016
Forward Power Contracts Market approach $2 $(1) Market price per MWh $20.90 $40.00
Changes in one or more of the unobservable inputs could have a significant impact on the fair value measurement
depending on the magnitude of the change and the direction of the change for each input. The impact of changes to
fair value, including changes from unobservable inputs, are subject to recovery or refund through the PPFAC
mechanism and are reported as a regulatory asset or regulatory liability, or as a component of other comprehensive
income, rather than in the income statement.
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The following table presents a reconciliation of changes in the fair value of net assets and liabilities classified as Level
3 in the fair value hierarchy, and the gains (losses) attributable to the change in unrealized gains (losses) relating to
assets (liabilities) still held at the end of the period:

Three
Months
Ended
June 30,

Six
Months
Ended
June 30,

(in millions) 20172016 20172016
Beginning of Period $1 $ (3 ) $1 $ (2 )
Gains (Losses) Recorded
Regulatory Assets or Liabilities, Derivative Instruments — 3 2 2
Wholesale Revenues 4 3 4 3
Settlements (1 ) — (3 ) —
End of Period $4 $ 3 $4 $ 3

Gains (Losses), Assets (Liabilities) still held $5 $ 6 $4 $ 6
CREDIT RISK
The use of contractual arrangements to manage the risks associated with changes in energy commodity prices creates
credit risk exposure resulting from the possibility of non-performance by counterparties pursuant to the terms of their
contractual obligations. TEP enters into contracts for the physical delivery of power and natural gas which contain
remedies in the event of non-performance by the supply counterparties. In addition, volatile energy prices can create
significant credit exposure from energy market receivables and subsequent measurement at fair value.
TEP has contractual agreements for energy procurement and hedging activities that contain certain provisions
requiring TEP and its counterparties to post collateral under certain circumstances. These circumstances include: (i)
exposures in excess of unsecured credit limits; (ii) credit rating downgrades; or (iii) a failure to meet certain financial
ratios. In the event that such credit events were to occur, the Company, or its counterparties, would have to provide
certain credit enhancements in the form of cash, a LOC, or other acceptable security to collateralize exposure beyond
the allowed amounts.
TEP considers the effect of counterparty credit risk in determining the fair value of derivative instruments that are in a
net asset position, after incorporating collateral posted by counterparties, and then allocates the credit risk adjustment
to individual contracts. TEP also considers the impact of its credit risk on instruments that are in a net liability
position, after considering the collateral posted, and then allocates the credit risk adjustment to the individual
contracts.
Material adverse changes could trigger credit risk-related contingent features. The value of all derivative instruments
in net liability positions under contracts with credit risk-related contingent features, including contracts under the
normal purchase normal sale exception, was $27 million as of June 30, 2017, compared with $8 million as of
December 31, 2016. As of June 30, 2017, TEP had no LOCs as credit enhancements with its counterparties. If the
credit risk contingent features were triggered on June 30, 2017, TEP would have been required to post an additional
$27 million of collateral of which $22 million relates to outstanding net payable balances for settled positions.
FINANCIAL INSTRUMENTS NOT CARRIED AT FAIR VALUE
The fair value of a financial instrument is the market price to sell an asset or transfer a liability at the measurement
date. TEP uses the following methods and assumptions for estimating the fair value of financial instruments:

•Borrowings under revolving credit facilities approximate fair value due to the short-term nature of these financial
instruments. These items have been excluded from the table below.
•For long-term debt, TEP uses quoted market prices, when available, or calculates the present value of the remaining
cash flows at the balance sheet date. When calculating present value, the Company uses current market rates for bonds
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with similar characteristics such as credit rating and time-to-maturity. TEP considers the principal amounts of variable
rate debt outstanding to be reasonable estimates of the fair value. The Company also incorporates the impact of its
own credit risk using a credit default swap rate.
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The use of different estimation methods and/or market assumptions may yield different estimated fair value amounts.
The following table includes the face value and estimated fair value of TEP's long-term debt:

Fair Value Hierarchy
Face Value Fair Value

(in millions) June 30,
2017

December 31,
2016

June 30,
2017

December 31,
2016

Liabilities
Long-Term Debt, including Current Maturities Level 2 $1,466 $ 1,466 $1,522 $ 1,472

NOTE 10. RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS
TEP considers the applicability and impact of all accounting standard updates issued by the Financial Accounting
Standards Board (FASB). The following updates have been issued, but have not yet been adopted by TEP. Updates
not listed below were assessed and either determined to not be applicable or are expected to have a minimal impact on
TEP's condensed consolidated financial position, results of operations, or disclosures.
REVENUE FROM CONTRACTS WITH CUSTOMERS
In May 2014, the FASB issued an accounting standard update that will eliminate the transaction and industry-specific
revenue recognition guidance under current GAAP and replace it with a principles-based approach for determining
revenue recognition. In July 2015, the FASB voted to defer the effective date of the revenue recognition standard by
one year, and TEP is required to adopt the new guidance for annual and interim periods beginning January 1, 2018.
The Company has elected not to early adopt this standard.
The revenue standard requires entities to apply the guidance retrospectively or under the modified retrospective
approach by recognizing the cumulative effect of initially applying the guidance as an adjustment to the opening
balance of retained earnings supplemented by additional disclosures. TEP expects to use the modified retrospective
approach.
The sale of energy to retail and wholesale customers based on regulator-approved tariff rates represents TEP’s primary
source of revenue and is considered in scope of this standard. TEP has assessed the retail and wholesale tariff-based
revenues and does not expect that the adoption of this standard will change TEP’s accounting policy for recognizing
retail and wholesale tariff-based revenues and, therefore, will not have an impact on earnings.
TEP continues to assess whether this standard will have an impact on its remaining revenue streams. The Company
has not disclosed the expected impact of the adoption of this standard on its consolidated financial statements as it is
not expected to be material. However, certain industry specific interpretative issues remain outstanding and the
conclusions reached, if different than currently anticipated, could change the Company's expected method of adoption
and have a material impact on its consolidated financial statements.
The adoption of this standard will impact the Company’s revenue disclosures as revenue from contracts with customers
is required to be reported separately from alternative revenue, which is outside the scope of this standard. TEP is in
the process of drafting these required disclosures.
As part of its effort to adopt the new revenue recognition standard, TEP is monitoring its adoption process under its
existing Internal Control over Financial Reporting (ICFR), including accounting processes and the gathering and
evaluation of information used in assessing the required disclosures. As the implementation process continues, TEP
will assess any necessary changes to its ICFR.
LEASES
In February 2016, the FASB issued an accounting standard update that will require the recognition of leased assets
and liabilities by lessees for those leases classified as operating leases under current GAAP. The standard is effective
for periods beginning January 1, 2019, and is to be applied using a modified retrospective approach with practical
expedient options. Early adoption is permitted. TEP is evaluating the impact of this update to its financial statements
and disclosures.
RESTRICTED CASH
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In November 2016, the FASB issued an accounting standard update that will require entities to show the changes in
the total of cash, cash equivalents, and restricted cash or restricted cash equivalents in the cash flow statement. As a
result, entities will no longer present transfers between cash and cash equivalents and restricted cash and restricted
cash equivalents in the cash flow statement. The standard is effective for annual and interim periods beginning
January 1, 2018, and is to be applied using a
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retrospective approach. Early adoption is permitted. TEP is evaluating the impact of this update to its financial
statements and disclosures.
COMPENSATION—RETIREMENT BENEFITS
In March 2017, the FASB issued an accounting standard update to improve the presentation of net periodic benefit
cost for pension and other postretirement benefits. The amendments in this update require that an employer
disaggregate the service cost component from the other components of net periodic benefit cost. The guidance on the
presentation of the components of net periodic benefit cost in the income statement will be applied retrospectively.
The amendments also allow only the service cost component of net periodic benefit cost to be eligible for
capitalization prospectively. The standard is effective for annual and interim periods beginning January 1, 2018. Early
adoption is permitted. TEP is evaluating the impact of this update to its financial statements and disclosures.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS
Management’s Discussion and Analysis explains the results of operations, the general financial condition, and the
outlook for TEP. It includes the following:
•outlook and strategies;
•operating results in the second quarter and first six months of 2017 compared with the same periods of 2016;
•factors affecting our results of operations and outlook;
•liquidity and capital resources including contractual obligations, capital expenditures, and environmental matters;
•critical accounting policies and estimates; and
•recent accounting pronouncements.
Management’s Discussion and Analysis includes financial information prepared in accordance with GAAP financial
measures. It also includes non-GAAP financial measures which should be viewed as a supplement to, and not a
substitute for, financial measures presented in accordance with GAAP. Non-GAAP financial measures as presented
herein may not be comparable to similarly titled measures used by other companies.
Management’s Discussion and Analysis should be read in conjunction with the condensed consolidated financial
statements and accompanying notes that appear in Part I, Item 1 of this Form 10-Q. For information on factors that
may cause our actual future results to differ from those we currently seek or anticipate, see Forward-Looking
Information at the front of this report and Risk Factors in Part 1, Item 1A of our 2016 Annual Report on Form 10-K,
and in Part II, Item 1A of this Form 10-Q.
References in this report to "we" and "our" are to TEP.

OUTLOOK AND STRATEGIES 
TEP's financial prospects and outlook are affected by many factors including: global, national, regional, and local
economic conditions; volatility in the financial markets; environmental laws and regulations; and other regulatory
factors. Our plans and strategies include the following:

•

Achieving constructive outcomes in our regulatory proceedings that provide us: (i) recovery of our full cost of
service and an opportunity to earn an appropriate return on our rate base investments; (ii) updated rates that
provide more accurate price signals and a more equitable allocation of costs to our customers; and (iii) the
ability to continue providing safe and reliable service.

•

Continuing to focus on our long-term resource diversification strategy, including shifting from coal to natural gas,
renewables, and energy efficiency while providing rate stability for our customers, mitigating environmental impacts,
complying with regulatory requirements, leveraging and improving our existing utility infrastructure, and maintaining
financial strength. This long-term strategy includes a target of meeting 30% of our customers’ energy needs with
non-carbon emitting resources by 2030.

•Focusing on our core utility business through operational excellence, promoting economic development in our service
territory, investing in infrastructure to ensure reliable service, and maintaining a strong community presence.
2017 Operational and Financial Highlights
For the first six months of 2017, Management's Discussion and Analysis includes the following notable items:

•
In February 2017, the ACC issued a decision in TEP’s rate case approving a non-fuel base rate increase of
$81.5 million, a cost of equity component of 9.75%, and an equity ratio of approximately 50%. The new rates took
effect on February 27, 2017.

•
In 2016, TEP paid a total of $17 million in time-value refunds to counterparties in compliance with FERC orders
related to late-filed TSAs. In January 2017, TEP and one of the TSA counterparties entered into a settlement
agreement resulting in the counterparty paying TEP $8 million and TEP dismissing a previously filed appeal. In May
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2017, the FERC informed TEP that no further enforcement actions were necessary as the related investigation was
closed.

•

In June 2017, the Navajo Nation approved a land lease extension that allows Navajo to operate through December
2019 and decommissioning activities to begin thereafter. As a result of the planned early retirement, $38 million of
Navajo’s NBV and other related costs were reclassified from Utility Plant, Net to Regulatory Assets on the Condensed
Consolidated Balance Sheets as of June 30, 2017.

RESULTS OF OPERATIONS 
The following discussion provides the significant items that affected TEP's results of operations in the second quarter
and first six months of 2017 compared with the same periods in 2016. The significant items affecting net income are
presented on an after-tax basis.
The second quarter of 2017 compared with the second quarter of 2016
TEP reported net income of $61 million in the second quarter of 2017 compared with $41 million in the second
quarter of 2016. The increase of $20 million was primarily due to:

•$19 million in higher retail revenue primarily due to an increase to rates as approved in the 2017 Rate Order and an
increase in usage due to favorable weather;

•$3 million related to the reversal of accrued refunds associated with late-filed TSAs. See Note 6 of Notes to
Condensed Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q; and
•$2 million in higher wholesale revenue primarily due to favorable pricing on wholesale contracts in 2017.
The increase was partially offset by $3 million in lower net income as a result of a valuation allowance reduction in
2016 for deferred tax assets based on a change in projected taxable income.
The first six months of 2017 compared with the first six months of 2016
TEP reported net income of $82 million in the first six months of 2017 compared with net income of $40 million in
the first six months of 2016. The increase of $42 million, was primarily due to:

•$22 million in higher retail revenue primarily due to an increase to rates as approved in the 2017 Rate Order and an
increase in usage due to favorable weather;

•$16 million in higher net income associated with late-filed TSAs. See Note 6 of Notes to Condensed Consolidated
Financial Statements in Part I, Item 1 of this Form 10-Q;
•$5 million in higher wholesale revenue primarily due to favorable pricing on wholesale contracts in 2017; and

•$3 million in lower operations and maintenance expense resulting primarily from a decrease in maintenance expense
due to planned outages in 2016.
The increase was partially offset by $4 million in lower net income as a result of a valuation allowance reduction in
2016 for deferred tax assets based on a change in projected taxable income.
Retail Sales and Revenues
The following tables provide a summary of retail kWh sales, a reconciliation of Retail Revenues from Retail Margin
Revenues, and weather data for the second quarter of 2017 and 2016 and for the first six months of 2017 and 2016,
respectively.
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Retail Revenues were $281 million in the second quarter of 2017 compared with $256 million in the second quarter of
2016. Retail Margin Revenues (non-GAAP) were $194 million in the second quarter of 2017 compared with $164
million in the second quarter of 2016.

Three
Months
Ended
June 30,

Increase
(Decrease)

2017 2016 AmountPercent
Retail Sales by Customer Class (kWh in millions)
Residential 1,019 950 69 7.3  %
Commercial 579 566 13 2.3  %
Industrial 483 494 (11 ) (2.2 )%
Mining 250 247 3 1.2  %
Public Authorities 4 7 (3 ) (42.9)%
Total Retail Sales by Class 2,335 2,264 71 3.1  %
Retail Revenues (in millions)
Residential $92 $ 72 $20 27.8  %
Commercial 58 51 7 13.7  %
Industrial 27 26 1 3.8  %
Mining 10 9 1 11.1  %
Public Authorities 1 1 — —  %
Retail Margin Revenues by Class 188 159 29 18.2  %
LFCR Revenues 5 4 1 25.0  %
Other Retail Margin Revenues 1 1 — —  %
Retail Margin Revenues (non-GAAP) (1) 194 164 30 18.3  %
Fuel and Purchased Power Revenues 74 79 (5 ) (6.3 )%
DSM and RES Surcharge Revenues 13 13 — —  %
Total Retail Revenues (GAAP) $281 $ 256 $25 9.8  %
Average Retail Margin Rate by Class (cents/kWh)
Residential 9.03 7.58 1.45 19.1  %
Commercial 10.02 9.01 1.01 11.2  %
Industrial 5.59 5.26 0.33 6.3  %
Mining 4.00 3.64 0.36 9.9  %
Public Authorities (2) 8.52 5.79 2.73 47.2  %
Average Retail Margin Rate by Class 8.05 7.02 1.03 14.7  %
Total Average Retail Margin Rate (3) 8.31 7.24 1.07 14.8  %
Average Fuel and Purchased Power Rate 3.17 3.49 (0.32) (9.2 )%
Average DSM and RES Surcharge Rate 0.56 0.57 (0.01) (1.8 )%
Total Average Retail Rate 12.04 11.30 0.74 6.5  %
Weather Data
Cooling Degree Days
Actual 576 469 107 22.8  %
10-year Average 483 472 * *
Heating Degree Days
Actual 25 23 2 8.7  %
10-year Average 41 42 * *

24

Edgar Filing: STONEMOR PARTNERS LP - Form 424B5

Table of Contents 118



Table of Contents

Retail Revenues were $480 million in the first six months of 2017 compared with $460 million in the first six months
of 2016. Retail Margin Revenues (non-GAAP) were $326 million in the first six months of 2017 compared with $292
million in the first six months of 2016.

Six Months
Ended June
30,

Increase
(Decrease)

2017 2016 AmountPercent
Retail Sales by Customer Class (kWh in millions)
Residential 1,705 1,647 58 3.5  %
Commercial 1,019 1,006 13 1.3  %
Industrial 928 947 (19 ) (2.0 )%
Mining 495 498 (3 ) (0.6 )%
Public Authorities 9 16 (7 ) (43.8)%
Total Retail Sales by Class 4,156 4,114 42 1.0  %
Retail Revenues (in millions)
Residential $149 $ 125 $24 19.2  %
Commercial 95 86 9 10.5  %
Industrial 49 50 (1 ) (2.0 )%
Mining 18 17 1 5.9  %
Public Authorities 1 1 — —  %
Retail Margin Revenues by Class 312 279 33 11.8  %
LFCR Revenues 11 9 2 22.2  %
DSM Performance Bonus 2 2 — —  %
Other Retail Margin Revenues 1 2 (1 ) (50.0)%
Retail Margin Revenues (non-GAAP) (1) 326 292 34 11.6  %
Fuel and Purchased Power Revenues 128 145 (17 ) (11.7)%
DSM and RES Surcharge Revenues 26 23 3 13.0  %
Total Retail Revenues (GAAP) $480 $ 460 $20 4.3  %
Average Retail Margin Rate by Class (cents/kWh)
Residential 8.74 7.59 1.15 15.2  %
Commercial 9.32 8.55 0.77 9.0  %
Industrial 5.28 5.28 — —  %
Mining 3.64 3.41 0.23 6.7  %
Public Authorities (2) 7.29 5.64 1.65 29.3  %
Average Retail Margin Rate by Class 7.51 6.78 0.73 10.8  %
Total Average Retail Margin Rate (3) 7.84 7.10 0.74 10.4  %
Average Fuel and Purchased Power Rate 3.08 3.52 (0.44) (12.5)%
Average DSM and RES Surcharge Rate 0.63 0.56 0.07 12.5  %
Total Average Retail Rate 11.55 11.18 0.37 3.3  %
Weather Data
Cooling Degree Days
Actual 586 469 117 24.9  %
10-year Average 484 473 * *
Heating Degree Days
Actual 614 629 (15 ) (2.4 )%
10-year Average 739 773 * *
* Not meaningful
(1) Retail Margin Revenues, a non-GAAP financial measure, should not be considered as an alternative to Retail

Revenues, which is determined in accordance with GAAP. Retail Margin Revenues exclude revenues collected
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offset by expenses recorded in other line items. We believe the change in Retail Margin Revenues between periods
provides useful information for investors and analysts because it demonstrates the underlying revenue trend and
performance of our core utility business. Retail Margin Revenues represents the portion of retail operating revenues
from kWh sales, LFCR Revenues, DSM Performance Bonus, and certain Other Retail Margin Revenues available to
cover the non-fuel operating expenses of our core utility business.
(2) Calculated on unrounded data and may not correspond exactly to data shown in table.

(3) Total Average Retail Margin Rate includes revenue related to LFCR Revenues, DSM Performance Bonus, and
Other Retail Margin Revenues included in Retail Margin Revenues.

Retail Revenues increased in the second quarter and in the first six months of 2017 when compared with the same
periods in 2016 primarily due to higher retail margin revenues related to an increase to rates as approved in the 2017
Rate Order and an increase in usage due to favorable weather. The increases were partially offset by a decrease in Fuel
and Purchased Power Revenues related to reduced recoveries due to changes in the PPFAC rate. See Note 2 of Notes
to Condensed Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q for additional information on the
PPFAC mechanism.
Wholesale Revenues

Three
Months
Ended
June 30,

Six
Months
Ended
June 30,

(in millions) 20172016 20172016
Long-Term Wholesale $12 $ 10 $19 $16
Short-Term Wholesale 20 16 47 30
Transmission 7 8 15 15
Transmission Refunds (1) 5 — 5 (13 )
Total Wholesale Revenues $44 $ 34 $86 $48

(1)

In 2016, FERC ordered TEP to make refunds associated with various late-filed TSAs for the time period during
which rates were charged without FERC authorization. In May 2017, FERC informed TEP that no further
enforcement actions were necessary as the related investigation was closed. See Note 6 of Notes to Condensed
Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q for additional information on the FERC
ordered refunds.

Wholesale Revenues increased by $10 million, or 29%, and $38 million, or 79%, in the second quarter and first six
months of 2017, respectively, compared with the same periods in 2016. The increases were primarily due to: (i)
time-value FERC ordered refunds in 2016 and the reversal of accrued refunds in May 2017, both related to late-filed
TSAs; (ii) favorable commodity pricing on the wholesale market; and (iii) an increase in Short-Term Wholesale
volumes in the first quarter of 2017.
Short-Term Wholesale Revenues are primarily related to ACC jurisdictional assets and are returned to retail customers
by crediting the revenues against fuel and purchased power costs eligible for recovery through the PPFAC.
Other Revenues

Three
Months
Ended
June 30,

Six
Months
Ended
June 30,

(in millions) 20172016 20172016
Springerville Units 3 and 4 (1) $19 $ 20 $38 $ 38
Other 9 7 16 14
Total Other Revenues $28 $ 27 $54 $ 52

(1)
Represents revenues and reimbursements to TEP from Tri-State Generation and Transmission Association, Inc.
(Tri-State), the lessee of Springerville Unit 3, and Salt River Project Agricultural Improvement and Power District
(SRP), the owner of Springerville Unit 4, related to the operation of these generation facilities.
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Other Revenues includes: (i) reimbursements related to Springerville Units 3 and 4; (ii) inter-company revenues from
TEP's affiliates, UNS Gas and UNS Electric, for corporate services provided by TEP; and (iii) miscellaneous
service-related revenues such as rent on power pole attachments, damage claims, and customer late fees.
There were no significant changes to Other Revenues in the second quarter or the first six months of 2017 when
compared with the same periods in 2016.
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Operating Expenses
Generating Output and Fuel and Purchased Power Expense
TEP’s fuel and purchased power expense and energy resources are detailed in the following tables:

Generation and Purchased
Power
(kWh)

Fuel and Purchased Power
Expense

Three Months Ended June 30,
(in millions) 2017 2016 2017 2016
Coal-Fired Generation 1,543 1,965 $ 34 $ 44
Gas-Fired Generation 746 817 25 23
Utility Owned Renewable Generation 27 19 — —
Reimbursed Fuel Expense, Springerville Units 3 and 4 (1) — — 1 1
Total Generation 2,316 2,801 60 68
Purchased Power, Non-Renewable 862 366 33 10
Purchased Power, Renewable 211 211 11 14
Total Purchased Power 1,073 577 44 24
Transmission and Other PPFAC Recoverable Costs — — 8 5
Increase (Decrease) to Reflect PPFAC Recovery Treatment — — (8 ) 8
Total Generation and Purchased Power 3,389 3,378 $ 104 $ 105
Less Line Losses and Company Use 210 202
Total Power Sold 3,179 3,176

Six Months Ended June
30,

(in millions) 2017 2016 2017 2016
Coal-Fired Generation 3,552 3,589 $82 $87
Gas-Fired Generation 1,275 1,651 42 41
Utility Owned Renewable Generation 45 34 — —
Reimbursed Fuel Expense, Springerville Units 3 and 4 (1) — — 3 3
Total Generation 4,872 5,274 127 131
Purchased Power, Non-Renewable 1,325 579 46 16
Purchased Power, Renewable 367 364 22 26
Total Purchased Power 1,692 943 68 42
Transmission and Other PPFAC Recoverable Costs — — 17 10
Increase (Decrease) to Reflect PPFAC Recovery Treatment — — (16 ) 14
Total Generation and Purchased Power 6,564 6,217 $196 $197
Less Line Losses and Company Use 365 352
Total Power Sold 6,199 5,865

(1) Springerville Units 3 and 4 Fuel Expense is reimbursed by Tri-State and
SRP.

Fuel and Purchased Power Expense decreased by $1 million, or 1%, for both the second quarter and first six months
of 2017, compared with the same periods in 2016. The decreases were primarily due to the reduction in recovery of
the PPFAC costs as a result of changes in the PPFAC rate, and a decrease in Coal-Fired Generation costs as a result of
unplanned outages. The decreases were partially offset by an increase in Purchased Power costs used to compensate
for the decrease in Coal-Fired Generation.
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The table below summarizes average fuel cost of generated and purchased power kWh:
Three
Months
Ended
June 30,

Six
Months
Ended
June 30,

(cents per kWh) 2017 2016 2017 2016
Coal 2.21 2.26 2.30 2.41
Gas 3.30 2.80 3.30 2.52
Purchased Power, Non-Renewable 3.78 2.43 3.50 2.35
Purchased Power, Renewable 5.33 6.58 5.93 7.09
All Resources (1) 3.51 3.31 3.41 3.37

(1) Calculated on unrounded data and may not correspond exactly to data shown in Generation Output and Fuel and
Purchased Power Expense table above.

Operations and Maintenance Expense
The table below summarizes the items included in Operations and Maintenance Expense:

Three Months Ended June 30, Six Months Ended June 30,
(in millions) 2017 2016 2017 2016
Reimbursed
Expenses,
Springerville
Units 3 and 4 (1)

$ 14 $ 14 $ 26 $ 25

Reimbursed
Expenses,
Customer Funded
Renewable
Energy and DSM
Programs (2)

7 7 13 12

Other (3) 63 66 128 135
Total Operations
and Maintenance
Expense

$ 84 $ 87 $ 167 $ 172

(1) Expenses related to Springerville Units 3 and 4 are reimbursed with corresponding amounts recorded in Other
Revenue.

(2) These expenses are collected from customers and the corresponding amounts are recorded in Retail Revenue.
(3) Includes the Third-Party Owners' share of expenses related to Springerville Unit 1 for the first six months of 2016.
Operations and Maintenance Expense decreased by $3 million, or 3%, and $5 million, or 3%, in the second quarter
and first six months of 2017, respectively, compared with the same periods in 2016. The decreases were primarily due
to a decrease in maintenance expense related to planned outages in 2016 and a sales tax refund in the second quarter
of 2017.

FACTORS AFFECTING RESULTS OF OPERATIONS
Regulatory Matters
TEP is subject to comprehensive regulation. The discussion below contains material developments to those matters
disclosed in Part II, Item 7 of our 2016 Annual Report on Form 10-K and new regulatory matters occurring in 2017.
2017 Rate Order
In February 2017, the ACC issued a rate order in the rate case filed by TEP in November 2015. TEP's rate filing was
based on a test year ended June 30, 2015. The 2017 Rate Order approved new rates that went into effect on February
27, 2017.
The provisions of the 2017 Rate Order include, but are not limited to:
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•a non-fuel base rate increase of $81.5 million which includes $15 million of operating costs related to the 50.5%
undivided interest in Springerville Unit 1 purchased by TEP in September 2016;
•a 7.04% return on original cost rate base of approximately $2 billion;
•a cost of equity component of 9.75% and a cost of debt component of 4.32%;
•a capital structure for rate making purposes of approximately 50% common equity and 50% long-term debt;

•adoption of TEP's proposed depreciation and amortization rates, which include a reduction in the depreciable life for
San Juan Unit 1; and
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•approval of a request to apply excess depreciation reserves against the unrecovered NBV of San Juan Unit 2 and the
coal handling facilities at Sundt due to early retirement.
The ACC deferred matters related to net metering and rate design for new DG customers to Phase 2, which is
currently expected to be completed in the first quarter of 2018. See Phase 2 Proceedings below.
Distributed Generation
In 2016, the ACC held proceedings under the Value and Cost of Distributed Generation docket to examine the ACC’s
net metering rules and determine the value that utilities should pay DG customers who deliver electricity from rooftop
solar systems back to the grid. Prior to these proceedings, the ACC’s net metering rules allowed DG customers who
over-produced electricity to carry-over or “bank” excess electricity at a value equal to the full retail rate per kWh.
Banked kWh could then be used by customers to offset future energy usage that could not be met by their DG system.
In December 2016, the ACC approved an order that will begin to reform net metering in Arizona. The order adopts a
number of net metering changes and policies, including:
•placing DG customers in a separate rate class;

•grandfathering current DG customers under net metering rules and rate design for 20 years from interconnection
application;
•eliminating the banking of excess kWh for non-grandfathered DG customers;

•compensating non-grandfathered customers for their exported kWh for 10 years at the DG export rate in effect at the
time of interconnection;
•updating the DG export rate annually; and
•developing an avoided cost methodology for calculating the DG export rate in the utility’s next rate case.
The initial DG export rate will be established in Phase 2. See Phase 2 Proceedings below.
Phase 2 Proceedings
In March 2017, TEP filed direct testimony in its Phase 2 proceedings addressing rate design for new DG customers.
The proposals include options for either a Time-Of-Use (TOU) energy rate with a basic customer service charge plus a
monthly grid access fee based on the size of the DG system; or a TOU energy rate with a basic customer service
charge plus a charge based on the highest hourly demand during the month. Consistent with the ACC’s decision in the
Value of DG docket proceedings, TEP also proposed that: (i) new DG customers receive a bill credit for excess energy
exported to the grid at an initial rate of 9.7 cents/kWh; (ii) the DG export rate be updated annually based on a
five-year rolling average cost of the company’s owned and contracted utility scale renewable energy projects; (iii)
customers who submit DG applications prior to the ACC’s Phase 2 decision be grandfathered under current net
metering rules and rate design for a period of 20 years from the date of interconnection of their DG system; and (iv)
customers who install DG after the ACC’s Phase 2 decision be compensated for 10 years at the rate in effect at the time
they file an application for interconnection. A final ACC decision is currently expected by first quarter 2018. TEP
cannot predict the outcome of these proceedings.
Generating Resources
As of June 30, 2017, approximately 52% of TEP's peak generation capacity is coal-fired generation. TEP is evaluating
additional steps to reduce its reliance on coal-fired generation.
Integrated Resource Plan
TEP’s long-term strategy to build a more diverse, sustainable energy portfolio is described in its Integrated Resource
Plan (IRP) filed in April 2017 with the ACC. TEP's 2017 IRP discusses continuing efforts to diversify its generation
portfolio including expanding renewable energy and natural gas-fired resources while reducing reliance on coal-fired
generating resources. TEP's existing coal generation fleet faces a number of uncertainties impacting the viability of
continued operations including competition from other resources, fuel supply and land lease contract extensions,
environmental regulations, and for jointly owned facilities, the willingness of other owners to continue their
participation. Given this uncertainty, TEP may consider options that include changes in generation facility ownership
shares, unit shutdowns, or the sale of generation assets to third-parties. TEP will seek regulatory recovery for amounts
that would not otherwise be recovered, if any, as a result of these actions.
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See Part I, Item 2. Liquidity and Capital Resources, Environmental Matters of this Form 10-Q for additional
information regarding the impact of environmental matters on generation facility operations.
Navajo Generating Station
In June 2017, the Navajo Nation approved a land lease extension which allows TEP and the co-owners of Navajo to
continue operations through December 2019 and begin decommissioning activities thereafter. We are currently
recovering Navajo capital and operating costs in base rates using a useful life through 2030. As a result of the planned
early retirement of Navajo, $38 million, of the facility's NBV and other related costs were reclassified from Utility
Plant, Net to Regulatory Assets on the Condensed Consolidated Balance Sheets as of June 30, 2017. We plan to seek
recovery of all unrecovered costs in our next ACC rate case. Note 2 of Notes to Condensed Consolidated Financial
Statements in Part I, Item 1 of this Form 10-Q.
Long-Term Wholesale Sales
Navopache Electric Cooperative
In January 2017, a new long-term contract with Navopache Electric Cooperative (NEC) became effective. The
contract expires at the end of 2041. TEP expects to serve 80% of NEC’s load requirements in 2017 and 100%
beginning in 2018. In the six months ended June 30, 2017, revenues from the NEC contract accounted for 3% of total
Wholesale Revenues on the Condensed Consolidated Statements of Income.
Interest Rates
See Part II, Item 7A in our 2016 Annual Report on Form 10-K and Part II, Item 3 of this Form 10-Q for information
regarding interest rate risks and its impact on earnings.

LIQUIDITY AND CAPITAL RESOURCES
Liquidity
Cash flows may vary during the year with cash flows from operations typically the lowest in the first quarter of the
year and highest in the third quarter due to TEP’s summer peaking load. As a result of the varied seasonal cash flow,
we will use, as needed, our revolving credit facility to assist in funding business activities. We believe that we have
sufficient liquidity under our revolving credit facility to meet short-term working capital needs and to provide credit
enhancement as necessary under energy procurement and hedging agreements. The availability and terms under which
TEP has access to external financing depends on a variety of factors, including its credit ratings and conditions in the
overall capital markets.
Available Liquidity

(in millions) June 30,
2017

Cash and Cash Equivalents $ 15
Amount Available under Revolving Credit Facility (1) 250
Total Liquidity $ 265

(1)

TEP's revolving credit facility provides for $250 million of revolving credit commitments with a LOC sublimit of
$50 million through its original maturity date of October 2020. In October 2016, TEP extended the agreement one
year to October 2021. The credit facility commitments will be reduced to $217.5 million in the final year of the
agreement.

Future Liquidity Requirements
We expect to meet all of our financial obligations and other anticipated cash outflows for the foreseeable future. These
obligations and anticipated cash outflows include, but are not limited to, dividend payments, debt maturities, and
obligations included in the Contractual Obligations and forecasted Capital Expenditures tables reported in our 2016
Annual Report on Form 10-K and the material changes summarized below in the respective sections.
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Summary of Cash Flows
The table below presents net cash provided by (used for) operating, investing, and financing activities:

Six Months
Ended June
30,

Increase
(Decrease)

(in millions) 2017 2016 Percent
Operating Activities $170 $157 8.3  %
Investing Activities (177 ) (156 ) 13.5  %
Financing Activities (14 ) (18 ) (22.2 )%
Net Decrease in Cash and Cash Equivalents (21 ) (17 ) (23.5 )%
Cash and Cash Equivalents, Beginning of Period 36 56 (35.7 )%
Cash and Cash Equivalents, End of Period $15 $39 (61.5 )%
Operating Activities
In the first six months of 2017, net cash flows from operating activities increased by $13 million compared with the
same period in 2016. The increase is primarily due to $8 million in higher cash proceeds received in 2017 from a
settlement agreement with counterparties related to the late-filed TSAs and higher net income due to an increase in: (i)
rates as approved in the 2017 Rate Order; and (ii) residential usage due to favorable weather. The increase was
partially offset by changes in working capital related to the timing of billing collections and payments.
Investing Activities
In the first six months of 2017, net cash flows used for investing activities increased by $21 million compared with the
same period in 2016 primarily due to an increase in cash paid for capital expenditures.
Financing Activities
In the first six months of 2017, net cash flows used for financing activities did not vary significantly compared with
the same period in 2016.
External Sources of Liquidity
Short-Term Investments
Our short-term investment policy governs the investment of excess cash balances. We periodically review and update
this policy in response to market conditions. As of June 30, 2017, TEP's short-term investments included highly-rated
and liquid money market funds.
Access to Revolving Credit Facility
We have access to working capital through a revolving credit agreement with lenders. TEP expects that amounts
borrowed under the credit agreement will be used for working capital and other general corporate purposes and that
LOCs will be issued from time to time to support energy procurement and hedging transactions. As of June 30, 2017,
there was $250 million available under the revolving credit commitments and LOC facilities. As of July 27, 2017,
TEP had $230 million available under its revolving credit commitments and LOC facility.
For details of TEP's credit facility see Note 6 of Notes to Consolidated Financial Statements in Part II, Item 8 in our
2016 Annual Report on Form 10-K.
Debt Financing
We use debt financing to meet a portion of our capital needs and lower our overall cost of capital. We are exposed to
adverse changes in interest rates to the extent that we rely on variable rate financing. Our cost of capital is also
affected by our credit ratings.
In 2016, the ACC issued an order granting TEP financing authority. The order extends and expands the previous
financing authority by: (i) extending authority from December 2016 to December 2020; (ii) increasing the outstanding
long-term debt limitation from $1.7 billion to $2.2 billion; (iii) allowing parent equity contributions of up to $400
million; and (iv) continuing the interest rate hedging authority.
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We have no plans to raise additional capital in 2017. TEP has, from time to time, refinanced or repurchased portions
of its outstanding debt before scheduled maturity. Depending on market conditions, TEP may refinance other debt
issuances or make additional debt repurchases in the future.
Credit Ratings
Credit ratings affect our access to capital markets and supplemental bank financing. In April 2017, S&P Global
Ratings upgraded TEP’s credit rating on senior unsecured debt to A- from BBB+, and as of June 30, 2017 the credit
rating remained unchanged. As of June 30, 2017, Moody’s Investors Service credit ratings for TEP’s senior unsecured
debt remained unchanged at A3.
TEP's credit ratings are dependent on a number of factors, both quantitative and qualitative, and are subject to change
at any time. The disclosure of these credit ratings is not a recommendation to buy, sell, or hold TEP securities. Each
rating should be evaluated independently of any other ratings.
Debt Covenants
Certain of TEP's debt agreements contain pricing based on TEP’s credit ratings. A change in TEP’s credit ratings can
cause an increase or decrease in the amount of interest TEP pays on its borrowings, and the amount of fees it pays for
its LOCs and unused commitments. Also, under certain agreements, should TEP fail to maintain compliance with
covenants, lenders could accelerate the maturity of all amounts outstanding. As of June 30, 2017, TEP was in
compliance with these covenants.
We do not have any provisions in any of our debt or lease agreements that would cause an event of default or cause
amounts to become due and payable in the event of a credit rating downgrade.
Master Trading Agreements
TEP conducts its wholesale marketing and risk management activities under certain master agreements. Under these
agreements, TEP may be required to post credit enhancements in the form of cash or an LOC due to exposures
exceeding unsecured credit limits provided to TEP, changes in contract values, changes in TEP’s credit ratings, or
material changes in TEP’s creditworthiness. As of June 30, 2017, TEP had posted no LOCs as credit enhancements
with its counterparties.
Contribution from Parent
TEP received no equity contributions in the three and six months ended June 30, 2017 or 2016.
Dividends Paid to Parent
TEP did not declare or pay dividends to UNS Energy in the three and six months ended June 30, 2017 or 2016. On
July 24, 2017, TEP declared a $35 million dividend to UNS Energy to be paid by July 28, 2017.
Capital Expenditures
TEP's capital expenditures include funds used for customer growth, system reinforcement, replacements and
betterments, and costs to comply with environmental rules and regulations. Our capital expenditures in the first six
months of 2017 were $151 million compared to $135 million for the same period 2016. TEP's forecasted capital
expenditures are summarized below:
(in millions) 2017 2018 2019 2020 2021
Generation Facilities:
Environmental Compliance $23 $11 $1 $2 $—
Renewable Energy 6 15 21 26 26
Springerville Common Lease Purchase 38 — — — 9
Replacement Generation Capacity (1) 13 132 190 53 29
Other Generation Facilities 41 80 35 76 63
Total Generation Facilities 121 238 247 157 127
Transmission and Distribution 167 176 161 169 162
General and Other (2) 76 76 106 53 39
Total Capital Expenditures $364 $490 $514 $379 $328
(1) Investments that will provide replacement capacity for planned coal-fired generation retirements.
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(2) Includes cost for information technology, fleet, facilities, and communication equipment.
These estimates are subject to continuing review and adjustment. Actual capital expenditures may differ from these
estimates due to fluctuations in business and market conditions, construction schedules, possible early plant closures,
changes in generation resources, environmental requirements, state or federal regulations, and other factors. We
expect to pay for forecasted capital expenditures with internally generated funds and external financings, which may
include issuances of long-term debt or other borrowings.
Contractual Obligations
In the first six months of 2017, there have been no material changes outside the ordinary course of business to
contractual obligations as reported in our 2016 Annual Report on Form 10-K.
Off-Balance Sheet Arrangements
Other than the unrecorded contractual obligations reported on the contractual obligations table presented in our 2016
Annual Report on Form 10-K, we do not have any arrangements or relationships with entities that are not consolidated
into the financial statements.
Income Tax Position
Prior year tax legislation and the Consolidated Appropriations Act of 2016 include provisions that make qualified
property placed in service between 2010 and 2019 eligible for bonus depreciation for tax purposes. In addition, the
IRS issued new guidance related to the treatment of expenditures to maintain, replace, or improve property. These
provisions are an acceleration of tax benefits TEP otherwise would have received over 20 years and have created net
operating loss carryforwards that can be used to offset future taxable income. As a result, TEP did not pay any federal
or state income taxes in the first six months of 2017 and does not expect to make any payments until 2020.
Environmental Matters
The Environmental Protection Agency (EPA) regulates the amount of sulfur dioxide (SO2), nitrogen oxide (NOx),
carbon dioxide (CO2), particulate matter, mercury and other by-products produced by generation facilities. TEP may
incur additional costs to comply with future changes in federal and state environmental laws, regulations, and permit
requirements at its generation facilities. Environmental laws and regulations are subject to a range of interpretations,
which may ultimately be resolved by the courts. Because these laws and regulations continue to evolve, TEP is unable
to predict the impact of the changing laws and regulations on its operations and consolidated financial results.
Complying with these changes may reduce operating efficiency. TEP expects to recover the cost of environmental
compliance through Retail Rates.
Regional Haze Rules
The EPA's Regional Haze Rules require emission controls known as Best Available Retrofit Technology (BART) for
certain industrial facilities emitting air pollutants that reduce visibility in national parks and wilderness areas. The rule
calls for all states to establish goals and emission reduction strategies for improving visibility. States must submit
these goals and strategies to the EPA for approval. Because Navajo and Four Corners are located on land leased from
the Navajo Nation, they are not subject to state oversight; the EPA oversees regional haze planning for these
generation facilities.
In the western United States, Regional Haze BART determinations have focused on controls for NOx, often resulting
in a requirement to install Selective Catalytic Reduction. The costs to comply with the BART rule, and with other
future environmental rules, may make it economically impractical to continue operating all or a portion of Navajo and
Four Corners or for individual owners to continue to participate in these generation facilities. The BART provisions
do not apply to Springerville Units 1 and 2 since they were constructed in the 1980s, after the time frame as
designated by the rules. Other provisions of the Regional Haze Rules requiring further emission reductions are not
likely to impact Springerville operations until after 2021. In December 2016, the EPA signed a final rule, entitled
"Protection of Visibility: Amendments to Requirements for State Plans." Among other things, the rule changes the
date for submittal of the next regional haze implementation plan from 2018 to 2021. Based on recent Regional Haze
requirement time-frames, TEP anticipates that impacts, if any, to Springerville will likely occur three to five years
after the 2021 plan submittal date. TEP cannot predict the ultimate outcome of these matters.
Four Corners
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Selective Catalytic Reduction (SCR) on Units 4 and 5 by July 2018. TEP owns 7% of Four Corners Units 4 and 5.
TEP's estimated share of NOx emissions control costs to comply with the rules is $44 million in capital expenditures
and $2 million in annual operations and maintenance expenses.
Navajo
In August 2014, the EPA published a final Federal Implementation Plan (FIP) which provides that one unit at Navajo
will be shut down by 2020, SCR, or the equivalent, will be installed on the remaining two units by 2030, and
conventional coal-fired generation will cease by December 2044. The final BART rule includes options that
accommodate potential ownership changes at the facility. The facility has until December 2019 to notify the EPA of
how it will comply with the FIP.
In June 2017, the Navajo Nation approved a land lease extension which allows TEP and the co-owners of Navajo to
continue operations through December 2019 and begin decommissioning activities thereafter. As a result of the early
retirement of Navajo, TEP and the co-owners will no longer be responsible for implementing the FIP. See Note 1 of
Notes to Condensed Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q for additional information
related to the early retirement of Navajo.
San Juan
In October 2014, the EPA published a final rule approving a revised SIP covering BART requirements for San Juan,
which includes the closure of Units 2 and 3 by December 2017 and the installation of Selective Non-Catalytic
Reduction (SNCR) on Units 1 and 4. TEP owns 50% of Units 1 and 2 at San Juan. Public Service Company of New
Mexico (PNM), the operator of San Juan, completed the installation of SNCR in February 2016. PNM obtained New
Mexico Public Regulation Commission approval to shut down Units 2 and 3 at San Juan.
In anticipation of the retirement of San Juan Unit 2 in December 2017, TEP applied excess depreciation reserves
against the unrecovered NBV as approved in the 2017 Rate Order. See Note 1 of Notes to Condensed Consolidated
Financial Statements in Part I, Item 1 of this Form 10-Q for additional information related to the retirement of San
Juan Unit 2.
Sundt
In June 2014, the EPA issued a final rule that required TEP to either: (i) install, by mid-2017, SNCR and dry sorbent
injection if Sundt Unit 4 continued to use coal as a fuel source; or (ii) permanently eliminate coal as a fuel source as a
better-than-BART alternative by the end of 2017. Under the rule, TEP was required to notify the EPA of its decision
by March 2017.
In March 2016, TEP notified the EPA of its decision to permanently eliminate coal as a fuel source to comply with the
better-than-BART alternative emission limits. TEP applied excess depreciation reserves against the unrecovered NBV
of the coal handling facilities at Sundt as approved in the 2017 Rate Order. See Note 1 of Notes to Condensed
Consolidated Financial Statements in Part I, Item 1 of this Form 10-Q for additional information related to the
retirement of the coal handling facilities at Sundt.
Greenhouse Gas Regulation
In August 2015, the EPA issued the CPP limiting CO2 emissions from existing and new fossil fueled generation
facilities. The Clean Power Plan (CPP) establishes state-level CO2 emission rates and mass-based goals that apply to
fossil fuel-fired generation. The plan targets CO2 emissions reductions for existing facilities by 2030 and establishes
interim goals that begin in 2022. States were required to develop and submit a final compliance plan, or an initial plan
with an extension request, to the EPA by September 2016. States that received an extension are required to submit a
final completed plan to the EPA by September 2018.
The EPA incorporated the compliance obligations for existing generation facilities located in Indian Country, like the
Navajo Nation, in the existing sources rule and a newly proposed Federal Plan using a compliance method similar to
that of the states. The proposed Federal Plan would be implemented for any Indian nation and/or state that does not
submit a plan or that does not have an EPA or state approved plan. TEP will work with the participants at Four
Corners and Navajo to determine how this revision may impact compliance and operations at both facilities. TEP has
submitted comments on the proposed Federal Plan impacting our facilities, including Four Corners and Navajo,
stating, among other things, that the EPA should not regulate the greenhouse gases on the Navajo Nation because it is
not appropriate or necessary. The reduction of greenhouse gases achieved due to the shutdowns resulting from
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TEP's compliance requirements under the CPP are subject to the outcomes of potential proceedings and litigation
challenging the rule. In February 2016, the U.S. Supreme Court granted a stay effectively ordering the EPA to stop
CPP implementation
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efforts until legal challenges to the regulation have been resolved. The ruling introduces uncertainty as to whether and
when the states and utilities will have to comply with the CPP rule.
In September 2016, the U.S. Court of Appeals for the District of Columbia Circuit (U.S. Court of Appeals) heard oral
arguments on the CPP. On March 28, 2017, the Department of Justice filed a motion to hold the lawsuits related to the
CPP in abeyance. On April 28, 2017, the U.S. Court of Appeals granted that motion and delayed for 60 days litigation
over the EPA's CPP for existing and new generation facilities. The EPA has asked for an extension.
On March 28, 2017, a Presidential Executive Order (EO) titled "Promoting Energy Independence and Economic
Growth" was issued. The EO instructs the EPA to review the final greenhouse gas rule for existing and new and
modified generation facilities and either suspend, revise, or rescind the rule as appropriate. In April 2017, the EPA
announced in the Federal Register that it is reviewing and, if appropriate, will initiate proceedings to suspend, revise,
or rescind the CPP rule. In June 2017, the EPA sent the Office of Management and Budget a draft proposed rule for
review. The contents of the proposed rule are not known at this time.
TEP will continue to work with the Arizona Department of Environmental Quality (ADEQ) to determine what, if any,
actions need to be taken in light of recent events. TEP cannot predict the ultimate outcome of these matters.
Coal Combustion Residuals Regulation
In April 2015, the EPA issued a final rule requiring all coal ash and other coal combustion residuals to be treated as a
solid waste under Subtitle D of the Resource Conservation and Recovery Act (RCRA Subtitle D) for disposal in
landfills and/or surface impoundments while allowing for the continued recycling of coal ash. TEP does not operate
any impoundments. Under the rule, the Springerville ash landfill is classified as an existing landfill and is not subject
to the lateral expansion requirements. However, TEP will incur additional costs for site preparation and monitoring at
Springerville to be fully compliant with the rule. TEP’s share of costs at Springerville is estimated to be $2 million, the
majority of which is expected to be capital expenditures. TEP currently estimates its share of costs to be $5 million at
Four Corners, $3 million at Navajo, and less than $1 million at San Juan, the majority of which are expected to be
capital expenditures.
In December 2016, Congress approved the Water Infrastructure Improvements for the Nation Act which authorizes
the States to establish permit programs under RCRA Subtitle D for implementing regulation for Coal Combustion
Residuals (CCR). TEP is currently working with other affected utilities and the ADEQ to explore the possibility of
developing a State administered program to enforce CCR regulation.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES
Management's Discussion and Analysis of Financial Condition and Results of Operations is based on our Condensed
Consolidated Financial Statements, which have been prepared in accordance with GAAP. The preparation of these
financial statements requires management to apply accounting policies and make estimates, judgments, and
assumptions that affect the reported amounts of assets, liabilities, net revenues and expenses, and disclosure of
contingent liabilities. Management believes that there have been no significant changes during the six months ended
June 30, 2017, to the items that we disclosed as our critical accounting policies and estimates in Part II, Item 7.
Management's Discussion and Analysis of Financial Condition and Results of Operations in our 2016 Annual Report
on Form 10-K.

ACCOUNTING PRONOUNCEMENTS
For a discussion of new accounting pronouncements affecting TEP, see Note 10 of Notes to Condensed Consolidated
Financial Statements in Part I, Item 1 of this Form 10-Q.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
TEP’s primary market risks include fluctuations in interest rates, commodity prices and volumes, and counterparty
credit. Fluctuations in interest rates can affect earnings and cash flows. We can enter into interest rate swaps and
financing transactions to manage changes in interest rates. Fluctuations in commodity prices and volumes and
counterparty credit losses may temporarily affect cash flows, but are not expected to affect earnings due to expected
recovery through regulatory mechanisms.
There have been no additional risks and no material changes to market risks disclosed in Part II, Item 7A in our 2016
Annual Report on Form 10-K.

ITEM 4. CONTROLS AND PROCEDURES
TEP’s Chief Executive Officer (principal executive officer) and Chief Financial Officer (principal financial officer)
supervised and participated in TEP’s evaluation of its disclosure controls and procedures as such term is defined under
Rule 13(a) – 15(e) or Rule 15(d) – 15(e) under the Securities Exchange Act of 1934, as amended (the Exchange Act), as
of the end of the period covered by this report. Disclosure controls and procedures are controls and procedures
designed to ensure that information required to be disclosed in TEP’s periodic reports filed or submitted under the
Exchange Act, is recorded, processed, summarized, and reported within the time periods specified in the United States
SEC’s rules and forms. These disclosure controls and procedures are also designed to ensure that information required
to be disclosed by TEP in the reports that it files or submits under the Exchange Act is accumulated and
communicated to management, including the principal executive and principal financial officers, or persons
performing similar functions, as appropriate to allow timely decisions regarding required disclosure. Based upon the
evaluation performed, TEP’s Chief Executive Officer and Chief Financial Officer concluded that TEP’s disclosure
controls and procedures are effective as of June 30, 2017.
While TEP continually strives to improve its disclosure controls and procedures to enhance the quality of its financial
reporting, there has been no change in TEP’s ICFR during the quarter ended June 30, 2017, that has materially
affected, or is reasonably likely to materially affect, TEP’s IFCR.
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PART II
ITEM 1. LEGAL PROCEEDINGS
For a description of certain legal proceedings affecting TEP, refer to Note 6 of Notes to Condensed Consolidated
Financial Statements in Part I, Item 1 of this Form 10-Q.

ITEM 1A. RISK FACTORS
The business and financial results of TEP are subject to numerous risks and uncertainties. As a result, the risks and
uncertainties discussed in Part I, Item 1A. Risk Factors in our 2016 Form 10-K should be carefully considered. There
have been no material changes in the assessment of our risk factors from those set forth in our 2016 Form 10-K.

ITEM 5. OTHER INFORMATION

RATIO OF EARNINGS TO FIXED CHARGES
Six
Months
Ended

Twelve
Months
Ended

June 30,
2017

June 30,
2017

Ratio of Earnings to Fixed Charges 4.53 4.67
For purposes of this computation, earnings are defined as pre-tax earnings from continuing operations before minority
interest, or income/loss from equity method investments, plus interest expense and amortization of debt discount and
expense related to indebtedness. Fixed charges are interest expense, including amortization of debt discount and
expense, interest on operating lease payments, and expense on indebtedness, including capital lease obligations.

ITEM 6. EXHIBITS
See Exhibit Index.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

TUCSON ELECTRIC POWER COMPANY
(Registrant)

Date:July 28, 2017 /s/ Frank P. Marino
Frank P. Marino
Vice President and Chief Financial Officer
(Principal Financial Officer)
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12 —

Computation of
Ratio of
Earnings to
Fixed Charges

31(a) —

Certification
Pursuant to
Section 302 of
the
Sarbanes-Oxley
Act, by David
G. Hutchens

31(b) —

Certification
Pursuant to
Section 302 of
the
Sarbanes-Oxley
Act, by Frank P.
Marino

*32 —

Statements of
Corporate
Officers
(pursuant to
Section 906 of
the
Sarbanes-Oxley
Act of 2002)

101.INS —XBRL Instance
Document

101.SCH —

XBRL
Taxonomy
Extension
Schema
Document

101.CAL —

XBRL
Taxonomy
Extension
Calculation
Linkbase
Document

101.LAB —XBRL
Taxonomy
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Extension Label
Linkbase
Document

101.PRE —

XBRL
Taxonomy
Extension
Presentation
Linkbase
Document

101.DEF —

XBRL
Taxonomy
Extension
Definition
Linkbase
Document

*Pursuant to Item 601(b)(32)(ii) of Regulation S-K, this certificate is not being “filed” for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended.
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