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U.S. Home Systems, Inc.

To Our Shareholders:

In 2011 we continued to deliver solid operating performance and financial results and in June
our Board of Directors declared our first quarterly dividend of $0.015 per share. The dividend
was increased to $0.02 per share in November and again in March 2012 to $0.03 per share. I am
very gratified that as a result of our solid profitable performance we are able to provide to our
loyal shareholders a return on their investment.

In 2011 our new orders increased nearly 12% to $166 million as compared to $149 million in
2010, and revenues were a record $165 million in 2011, as compared to $146 million in 2010,
an increase of over 13%. The increase in revenues resulted from continued strong demand for
our kitchen and bath refacing products and faster sale-to-completion cycle time. Our backlog of
uncompleted orders at December 31, 2011 was $21.2 million as compared to $20.1 million at
December 31, 2010. We attribute the continued increase in consumer acceptance of our kitchen
refacing and countertop products during 2011 to the inclusion of the cabinet refacing category in
The Home Depot’s national kitchen marketing strategy, “A Solution for Every Kitchen —
Replace, Reface, Renew,” improvements we have made to our in-store marketing program
which better align our program with The Home Depot marketing strategy and an enhanced in-
store presence through the installation of new kitchen refacing displays in The Home Depot
stores.

As a result of our record revenue performance in 2011, our net income was $4.7 million or
$0.65 per share as compared to $2.2 million or $0.30 per share in 2010, an increase in earnings
Murray H. Gross per share of almost 117% from 2010. Our operating margin for 2011 was 4.7%, up from 2.6%
President and CEO in 2010. EBITDA in 2011 increased over 80% to approximately $8.5 million from $4.7 million
in 2010. Although our operations continue to reflect positive results, the availability of
consumer credit for our customers continues to hinder the acceleration of our growth. I cannot
predict when the availability of consumer credit will loosen up; however, I do expect that when
consumer credit financing returns to a more normal level it will have a positive impact on our
business.

Our financial condition remains solid. At December 31, 2011 we had cash and marketable securities of $14.5 million, working capital of $19.7
million and no debt. Our anticipated positive future operating results will allow us to continue the quarterly payment of dividends to our
shareholders.

But year end reports are as much about the future as they are the past. So let’s look to the future, 2012. I have every confidence that 2012 will
reflect continuing economic improvement that will continue to help drive demand for our products. We’re also excited about our new product
offerings and programs in 2012. We are particularly excited about the following:

+  We have developed a new line of Martha Stewart Living™ kitchen cabinet refacing products. The line of Martha Stewart brand
replacement kitchen cabinets has been well received by customers of The Home Depot. Our line of Martha Stewart Living™ cabinet
refacing products provides a ‘refacing’ solution to The Home Depot customers who prefer the look of the Martha Stewart Living™ line of
cabinetry in a refacing product. We commenced offering these products to The Home Depot customers in late January 2012. We believe
the Martha Stewart Living™ line of kitchen refacing products will be an exciting extension to our kitchen refacing product portfolio.

+ In March 2012 we and The Home Depot began to test a new ‘installed’ product category, ‘Replacement Kitchen Remodeling’. The pilot
program commenced in two markets in Florida. In connection with the program, we will re-market customers who expressed an interest
in kitchen refacing, however did not purchase our refacing products. We believe that these customers may be more interested in replacing
their complete kitchen cabinetry rather than installing a refacing product. I believe that this new category will be well received and will
provide us another vehicle to grow our share of the kitchen business marketplace.

+  We began installing new bath displays in certain The Home Depot stores this past November, and we expect to have installed 109 bath
product displays in The Home Depot stores by the end of second quarter 2012. We believe that the bath displays will generate an increase
in customer leads for our bath products. We know from our experience with our kitchen refacing displays that sales increased following
the installation of displays. We expect that bath product sales will also take a parallel path.

We will continue in 2012 to seek opportunities to expand our relationship with The Home Depot into new geographic markets and to add new
products in our The Home Depot distribution channel. Our relationship with The Home Depot provides us with a significant distribution channel
for our products. In summary, our business is strong and our operating metrics are trending in a positive direction. Our relationship with The Home
Depot continues to strengthen and allows us to pursue additional opportunities. I want to thank our associates and partners who contribute daily to
our solid operating performance.

Sincerely,

g

Murray H. Gross
Chairman, President and Chief Executive Officer
April 11,2012
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PART I
CAUTIONARY STATEMENTS REGARDING FORWARD-LOOKING STATEMENTS

This Annual Report and the information incorporated herein by reference contain forward-looking
statements that involve a number of risks and uncertainties, as well as assumptions that, if they never materialize
or if they prove incorrect, could cause our results to differ materially from those expressed or implied by such
forward-looking statements. Although our forward-looking statements reflect the good faith judgment of our
management, these statements can only be based on facts and factors currently known by us. Consequently,
forward-looking statements are inherently subject to risks and uncertainties, and actual results and outcomes may
differ materially from results and outcomes discussed in the forward-looking statements.

Forward-looking statements can be identified by the use of forward-looking words such as “believes,”
“expects,” “hopes,” “may,” “will,” “plans,” “intends,” “estimates,” “could,” “should,” “would,” “continue,”
“seeks” or “anticipates,” or similar words (including their use in the negative), or by discussions of future
matters, such as our ability to obtain new customers under our agreement with The Home Depot, sales and
revenue growth, state of residential housing market, entry into new markets, expansion of our product lines,
possible changes in legislation and other statements that are not historical. These statements include, but are not
limited to, statements under the captions “Business,” “Risk Factors,” and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations,” as well as other sections in this Annual Report. You
should be aware that the occurrence of any of the events discussed under the heading “Risk Factors” and
elsewhere in this Annual Report could substantially harm our business, results of operations and financial
condition. If any of these events occurs, the trading price of our common stock could decline and you could lose
all or a part of the value of your shares of our common stock.

The cautionary statements made in this Annual Report are intended to be applicable to all related forward-
looking statements wherever they may appear in this Annual Report. We urge you not to place undue reliance on
these forward-looking statements, which speak only as of the date of this Annual Report.

We file annual quarterly and other reports, proxy statements and other information with the SEC. You may
obtain and copy any document we file with the SEC at the SEC’s public reference room at 100 F Street, NE,
Room 1580, Washington, DC 20549. You may obtain information on the operation of the SEC’s public reference
facilities by calling the SEC at 1-800-SEC-0330. You can request copies of these documents, upon payment of a
duplicating fee, by writing to the SEC at its principal office at 100 F Street, NE, Room 1580, Washington, DC
20549-1004. The SEC maintains an Internet website at http://www.sec.gov that contains reports, proxy and
information statements, and other information regarding issuers that file electronically with the SEC. Our SEC
filings, including exhibits filed therewith, are accessible through the Internet at that website.

You may also request a copy of our SEC filings, at no cost to you, by writing or telephoning us at: U.S.
Home Systems, Inc., 2951 Kinwest Parkway, Irving, Texas 75063; attention Corporate Secretary, telephone
(214) 488-6300. We will not send exhibits to the documents, unless the exhibits are specifically requested and
you pay our fee for duplication and delivery.

BUSINESS

Summary

We are engaged in the specialty product home improvement business. In our home improvement business,
we manufacture or procure, design, sell and install custom kitchen and bathroom cabinet refacing products,
laminate and solid surface countertops and organizational storage systems for closets and garages. We market,
sell and install our products and installed services in the United States exclusively through The Home Depot
under a service provider agreement (“SPA”) and a product supply agreement (“PSA”).



In January 2010 we initiated a new program to expand the number of U.S. markets in which we serve The
Home Depot. These additional markets, which comprise approximately 400 The Home Depot stores, are
generally much smaller in size than the major metropolitan areas in which we operate. We intend to operate in
these smaller markets through outsourcing to local independent contractors the selling, installation and service of
our home improvement products, rather than open our own branch sales and installation center in the market (the
“SCN” program). We believe the utilization of a network of independent contractors will be more economical to
us than opening and staffing our own sales and installation centers in these smaller markets. In addition to these
new markets, we believe the utilization of the SCN program in certain markets where The Home Depot stores are
more remote to the location of our branch sales and installation center will result in greater market penetration in
both the remote markets and the market area served by our branch. As of December 31, 2011, our SCN network
served 359 The Home Depot stores, 177 of which are in 17 new expansion markets. Within 12 months, we expect
to expand into substantially all of the markets encompassing the additional 400 The Home Depot stores identified
for our expansion program.

Also in January 2010, we began to offer our kitchen refacing products in conjunction with The Home
Depot’s customer Do-It-Yourself (“DIY”) program. Under the DIY program, our refacing products are available
for purchase by The Home Depot customers or their designated installation contractor and the customer or their
designated installation contractor completes the installation of the home improvement project. In-store kitchen
refacing displays provide information as to the availability of our products in conjunction with The Home
Depot’s DIY program. The DIY program is currently available in all 1,974 U.S. The Home Depot stores.

Excluding the DIY program, at December 31, 2011 our home improvement business served The Home
Depot in 69 U.S. markets covering 37 states. Our installed kitchen refacing products were available in all 69
markets encompassing approximately 1,810 The Home Depot stores. During the first quarter 2011, we expanded
our bath product offering to 109 additional The Home Depot stores. At December 31, 2011 our installed bath
products are offered in 23 markets, which include approximately 676 The Home Depot stores.

During the fourth quarter 2011, we developed a new line of Martha Stewart Living ™ kitchen cabinet
refacing products. We believe the Martha Stewart Living ™ line of replacement kitchen cabinets has been very
successful within The Home Depot. Our line of Martha Stewart Living ™ cabinet refacing products provides a
“refacing” solution to Home Depot customers who prefer the look of the Martha Stewart Living ™ line of
cabinetry in a refacing product. We commenced offering these products to Home Depot customers in January
2012. We believe the Martha Stewart Living ™ line of kitchen refacing products will be an exciting extension to
our kitchen refacing product portfolio.

Also during the fourth quarter 2011, we and The Home Depot agreed to test a new “installed” product
category, “Replacement Kitchen Remodeling”. The pilot program will be tested in two markets in Florida
commencing in the first quarter 2012. In connection with the test pilot, we will remarket customers who
expressed an interest in kitchen refacing, however did not purchase our refacing products. We believe that these
customers may be more interested in replacing their complete kitchen cabinetry rather than installing a refacing
product. Under this program we will purchase kitchen cabinetry and other related accessories from unaffiliated
suppliers.

Our principal offices are located at 2951 Kinwest Parkway, Irving, Texas 75063, and our telephone number
is (214) 488-6300. Our internet address is www.ushomesystems.com. We make available free of charge on our
website at www.ushomesystems.com our annual, quarterly and current reports, as soon as reasonably practicable
after we electronically file such material with, or furnish it to, the SEC. We also post our Code of Ethics and
Business Conduct on our website. However, the information found on our website is not part of this or any other
report.
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Our common stock is traded on the Nasdaq Global Market System under the symbol “USHS”. Our principal
business operations are conducted through U.S. Remodelers, Inc., a wholly owned subsidiary of U.S. Home

Systems, Inc. Except as otherwise indicated by the context, references in this Annual Report to “we”, “us”, “our”,
or the “Company” are to the combined business of U.S. Home Systems, Inc. and its subsidiaries.

Our Business Strategy

Our primary objective is to expand our product distribution and grow our home improvement business
through our relationship with The Home Depot.

Our relationship with The Home Depot provides us with a significant distribution channel for our products.
By combining the brand name recognition and distribution presence of The Home Depot with our manufacturing
and installation programs, we believe we have the opportunity to profitably grow sales of our home improvement
products. We will continue to seek opportunities to expand our relationship with The Home Depot into new
geographic markets and to add new products in our The Home Depot distribution channel.

As we enter new markets or expand our existing market presence under The Home Depot brand, we may
consider strategic acquisitions and alliances that will provide us sales, marketing, installation or manufacturing
synergies, as well as additional products, which we may be able to offer The Home Depot customers. We believe
that an opportunity exists to acquire related and complementary businesses in the fragmented residential home
improvement industry. The residential home improvement industry is characterized by a proliferation of small
local competitors, a need for growth capital, and a potential for significant economies of scale.

In connection with our market expansion program which we initiated in January 2010, we plan to enter
these smaller markets utilizing our SCN program. Further, we intend to utilize the SCN program in certain
markets where The Home Depot stores are more remote to the location of our branch sales and installation
center. We believe utilizing the SCN program in these situations will result in greater market penetration in both
the remote markets and the market area served by certain of our branches.

Home Improvement Business
Products and Services

In our home improvement business, we manufacture or procure, design, sell and install custom quality,
specialty home improvement products. Our specialty product lines include kitchen refacing, bathroom refacing
and home organization storage systems for closets and garages.

Our products and installed services are marketed exclusively in the United States through The Home Depot
under a service provider agreement which terminates on February 25, 2014, and a product supply agreement
related to The Home Depot’s Do-It-Yourself program which terminates on December 13, 2013.

The following chart summarizes the percentage of our revenues for each of our primary product lines during
the last three fiscal years.

Percent of Revenues
Year ended December 31,
M‘E 2011 2010 2009
Kitchen Refacing and Countertops . .............oiuiiiiniunininvnnennenennnns 91% 92% 89%
Bathroom Refacing ....... .. ... 7% 5% 7%
Home Organization SyStems ... ...ttt 2% 3% 3%
L8 11 1T, o 0% 0% 1%

Kitchen Refacing: Kitchen cabinet refacing is a remodeling technique in which existing cabinetry
framework is retained and all exposed surfaces are changed. Under our cabinet refacing system, cabinet doors,
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drawer fronts and drawer boxes are replaced, all hardware is replaced, and all exposed cabinet surfaces are
covered with matching veneer or laminate. We also provide matching valances, molding, space organizers, lazy
susans, slide-out shelving and countertops, which include laminate and solid-surface tops, including Corian,
Silestone, Staron and granite. Cabinet refacing provides consumers with a lower-cost alternative to total cabinet
replacement.

Our cabinet doors and drawer fronts are available in either wood or thermofoil. We purchase certain of our
wood doors and wood drawer fronts from vendors, and we manufacture thermofoil cabinet doors, drawers and
other cabinet refacing products in our Charles City, Virginia facility. Wood products are available in oak, maple,
cherry and bamboo and are available in several designs. In addition, our wood cabinet doors are available in a
variety of paint and stain colors. We also offer our own Facelifters thermofoil brand cabinet doors as an
economical alternative to wood cabinet products. All of our cabinet doors have matching backs and are custom
made to exact sizes per customer specifications.

During the fourth quarter 2011 we developed a new line of Martha Stewart Living™ kitchen cabinet
refacing products. We believe the Martha Stewart Living™ line of replacement kitchen cabinets has been very
successful within The Home Depot. Our line of Martha Stewart Living™ cabinet refacing products provides a
“refacing” solution to The Home Depot customers who prefer the look of the Martha Stewart Living™ line of
cabinetry in a refacing product. The Martha Stewart refacing doors have a painted finish look and are offered at
favorable prices compared to wood painted doors. We commenced offering these products to The Home Depot
customers in January 2012. We believe the Martha Stewart Living™ line of kitchen refacing products will be an
exciting extension to our kitchen refacing product portfolio.

Replacement Kitchen Remodeling:  Also during the fourth quarter 2011, we and The Home Depot agreed
to test a new “installed” product category, “Replacement Kitchen Remodeling”. The pilot program will be tested
in two markets in Florida commencing in the first quarter 2012. In connection with the test pilot, we will
remarket customers who expressed an interest in kitchen refacing, however did not purchase our refacing
products. We believe that these customers may be more interested in replacing their complete kitchen cabinetry
rather than installing a refacing product. Under this program we will purchase kitchen cabinetry and other related
accessories from unaffiliated suppliers.

Bathroom Refacing: Our bathroom remodeling products include acrylic tub liners and wall surrounds,
vanity cabinetry refacing, shower doors and various accessories. With the exception of the vanity cabinetry
refacing, we purchase our bathroom remodeling products from unaffiliated suppliers and perform all installation
services.

Home Organization Products: Our home organization product line includes garage and closet organization
systems. The garage organization product offers our customers a solution for organizing their garages such that
they are able to make this part of the house truly multi-functional — for parking automobiles, cleanly and
efficiently storing items of necessity as well as providing a family activity area. This is accomplished through
‘slot walls’ that are installed over the existing walls and are made of heavy gauge cellular vinyl, engineered to
carry heavy duty accessories. Grooves in these slot walls provide support for hanging accessories (hooks,
shelves, baskets), and cabinets for storage utilization. Special purpose pre-packaged kits (‘stations’) cater to
specific needs (such as gardening station, kid’s station, etc.) of families. Accessories for the ceiling offer
additional storage options. Also, floor tiles made of heavy duty vinyl offer different design options to modify the
look of the garage floor.

Our closet organization product provides a solution for organizing the closet space through a combination of
shelves, drawers, hang rods and other accessories. Customers can choose from either pre-packaged
configurations of ‘towers’ with shelves and drawers or design their own layout. Various accessories such as
tie-racks, shoe-shelves, jewelry drawers, etc. offer additional options for the customers for organizing their
closets.
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Marketing and Sales

Our home improvement products are currently marketed in the U.S. exclusively through The Home Depot.
Although not contractually required to promote or advertise our products, The Home Depot periodically markets
our products by including them in its national and regional marketing programs. In January 2010, The Home
Depot initiated a new national kitchen marketing strategy, “A Solution for Every Kitchen and Budget- Replace,
Reface, Renew”, which included cabinet refacing products.

In support of this marketing strategy, we and The Home Depot began replacing and updating kitchen
refacing product displays in all The Home Depot stores. The new refacing product displays more prominently
display our kitchen refacing product offerings, as well as benefits of refacing as an alternative to other forms of
kitchen cabinet remodeling. The displays contain product samples and include general information about
available product choices, related products, product features and benefits. The new displays also provide
information as to the availability of our products in conjunction with The Home Depot’s DIY program.

In addition to The Home Depot’s advertising, we periodically conduct advertising in other forms of media
including direct mail, marriage mail, magazines and newspaper inserts.

We generate a substantial portion of our customer leads through our in-store marketing program. Our
in-store marketing program utilizes an independent marketing firm to staff The Home Depot stores. These
in-store marketing promoters network with The Home Depot customers to generate customer interest in our
products and to schedule in-home presentations. The third party in-store service provider receives a commission
fee for each customer who enters into a The Home Depot sales order, subject to our completion of the installation
of the sales order.

Our marketing cost to acquire a customer through our in-store marketing program is higher than when the
customer is referred to us directly from The Home Depot. The higher cost is a result of two factors: (i) we pay a
commission fee to our third party in-store service provider in addition to the fee we pay to The Home Depot on
each sale, and (ii) our sales closing efficiencies are generally lower on customer leads sourced through our
in-store marketing program than our other lead generation sources, thereby increasing the effective cost of the
program.

Since increasing numbers of consumers are utilizing the internet to research and shop for their home
improvement needs, in 2010 we launched our http://www.usremodelers.com micro website. Potential customers
can obtain information about us, view our products, complete an appointment form, directly contact a
representative and view answers to frequently asked questions about a home improvement project. We continue
to experience strong consumer interest in our micro website. We believe that our micro website will become a
significant provider of new leads and customers for us in the future.

In 2011, we developed an online kitchen design tool for consumers. This tool helps consumers visualize
what their kitchen might look like based upon one of three static kitchen configurations with their selection of
our kitchen refacing and countertop products, including door styles, colors, wood selection and optional
countertops. The online site allows users to schedule free in-home estimates and contains information on sales
promotions and provides a link to an informative video. We are also currently developing software that will
allow the customer to view their actual kitchen and apply their product selections to that image. Once completed,
our sales design consultants will be equipped with special digital cameras and laptops which will allow us to
upload a digital photo of the customer’s actual kitchen into our application. Product selections will be instantly
applied to the image. Our application will also include enhanced sales presentation materials and resources and
ultimately, we will be able to complete the sales transaction electronically, streamlining our order input process.
We believe these enhancements will increase our future sales conversion rates. We expect to have a prototype in
the second quarter 2012.

We maintain a marketing center in Boca Raton, Florida where we receive in-bound calls from potential
customers to schedule an in-home presentation for our installed home improvement products. Our sales
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representatives conduct in-home sales presentations in accordance with our structured marketing programs. We
utilize computer software to monitor responses and sales results of our sales staff, including tabulating results of
in-home presentations on a daily basis. Such information provides data upon which we evaluate each sales
representative’s performance. We continually strive to improve the rate at which our sales professionals convert
appointments into sales orders.

Also in our marketing center, we maintain an order processing department for our DIY program. The DIY
order processing department receives orders for DIY products from The Home Depot stores and manages these
orders through delivery to the customer.

Manufacturing and Installation

We manufacture our kitchen refacing thermofoil cabinet fronts, including cabinet doors, drawer fronts, and
cabinets and other refacing products (drawer boxes, valences, laminate countertops, etc.) at our manufacturing
facility in Charles City, Virginia. Certain refacing components, including solid surface countertops, wood cabinet
doors, wood drawer fronts and hardware are purchased from third-party suppliers. Our bath line of acrylic tub
liners and wall surrounds, and materials for our closet and garage organization products are purchased from
third-party suppliers.

With the exception of our operations in California and New Jersey and occasional warranty and other
service work, independent contractors who meet our qualifications perform most of our installations. Contractors
employ their own personnel and are required to maintain their own vehicles, equipment, tools, licenses, workers
compensation coverage and general liability insurance. Contractors assume full financial risk in their
performance of an installation. We issue our contractors a work order, which specifies all work to be performed
pursuant to the sales agreement, for each of our remodeling projects. The contractor can then pick up all
necessary materials for the project at our local branch office. In our California and New Jersey operations, we
generally utilize employee installers.

Kitchen and bath installations are generally completed within 50 days after a sales agreement is signed, and
within three to five workdays from commencement of the installation. Storage system product contracts are
generally completed within 35 to 45 days after a sales agreement is signed. Upon completion of a sales order, the
installation crew obtains a certificate of completion signed by the customer and returns all documentation and
excess materials to us. We pay the installer upon receipt of the completion certificate for each job. Fees paid by
us to subcontractors for an installation are based upon an amount negotiated between the contractor and us. We
have specific pay rates for our employee installation crews.

In markets in which we utilize the SCN program, the SCN independent contractor, under our direction, is
principally responsible for the sale, installation and service of our home improvement products in the designated
market area. We pay the SCN contractor a percentage of the customer contract amount.

Competition

We face significant competition in the markets in which we and The Home Depot operate. Reputation,
price, workmanship and level of service are among the differentiating factors within the home improvement
industry. We compete with local home improvement contractors and home center retailers in each of the markets
in which we operate, including Sears.

Suppliers

The principal raw materials that we use for the production of our kitchen refacing products at our Charles
City, Virginia manufacturing facility are thermo-foil and engineered wood. We are not dependent upon a single
source for our raw materials, and such raw materials have historically been readily available. Raw materials used
in our manufacturing process and the various accessories, including countertops, used in our installation process
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for our home improvement products are purchased from several suppliers at prices that are periodically
negotiated. We believe that such materials and accessories are and will continue to be available from numerous
suppliers at competitive prices. We currently purchase our wood cabinet fronts from two suppliers. We believe
that there are numerous suppliers from which we could purchase wood cabinet fronts at competitive prices if one
or both of these suppliers ceased selling us their products.

Warranties

Our products are covered by specific warranties. For our kitchen, bathroom, countertop and organization
system products, in addition to the manufacturer’s warranty for defective materials, we provide each customer a
one-year limited warranty covering workmanship and a limited warranty covering defective materials.

The estimated costs of warranty obligations are accrued at the time we complete the installation of an order
based on various factors, including our stated warranty policies and practices, the historical frequency of claims
and the cost to replace or repair our products under warranty. Historically our warranty obligations have occurred
in the first 90 days following completion of an order and generally relate to defective materials. We require each
of our independent contractors to correct defective workmanship for a 12-month period at no cost to us.

Customer Payment

The Home Depot customers pay The Home Depot for their home improvement products and services by
personal checks, credit cards or financing principally arranged by The Home Depot. The Home Depot pays us for
each installed home improvement project less a marketing fee retained by The Home Depot.

Approximately 85% of our customers elect to utilize financing products, provided principally through The
Home Depot, to fund their home improvement project. Customers must qualify under these programs to receive
financing. The credit approval rate began to deteriorate in the third quarter 2007 and has since remained at
historical lows. In 2011, the credit approval rate for our customers declined to 80.1%, as compared with 80.5% in
2010. Management is continuing to seek financing alternatives for our customers to improve the financing
approval rate.

Seasonality

Our business is subject to seasonal trends. The generation of sales orders for our home improvement
products typically declines in the last six weeks of the year during the holiday season, which negatively impacts
our first quarter revenues and net income.

Extended periods of extreme inclement weather conditions during the first and fourth quarters of the year in
the markets we serve, particularly in the Northeast and Midwest United States, generally negatively impacts our
revenues and net income for such periods.

The Home Depot Agreements

The Home Depot Relationship. 'We believe our relationship with The Home Depot is a significant factor to
the achievement of our long-term growth. In May 2006 we entered into a three year service provider agreement,
or SPA, with The Home Depot to sell and install our specialty home improvement products exclusively to The
Home Depot customers in designated markets in the U.S. The termination date of the SPA has been extended to
February 25, 2014. Our principal product lines include kitchen and bathroom cabinet refacing products, including
countertops and home organization systems for bedroom closets and garages. We are the exclusive provider of
installed kitchen cabinet refacing products and services to The Home Depot in the United States.

As a supplement to our SPA, in February 2010 we entered into a standard product supplier agreement, or
PSA, with The Home Depot to offer our kitchen cabinet refacing products to The Home Depot DIY customers. In
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August 2010, the PSA was supplemented to provide, among other things, that it would terminate on
December 31, 2013 unless terminated earlier or extended consistent with the provisions of the PSA.

Service Provider Agreement

The following is a summary of material terms and conditions of the Home Depot Service Provider
Agreement, as amended (“SPA”):

Term. The SPA was effective on May 1, 2006 and shall continue until February 25, 2014 unless
terminated earlier or extended consistent with the provisions of the SPA.

Termination. We or The Home Depot may, upon not less than 180 calendar days’ prior written notice to
the other party, terminate the SPA at any time. If The Home Depot is the terminating party due to its desire to
discontinue the marketing and installation of the products offered by us, The Home Depot shall continue to refer
customer leads to us for a period of six months following the date of the notice of termination. During the 180
day period, we may continue marketing our products and shall be allowed to enter into contractual arrangements
with any The Home Depot competitors. Further, we shali be allowed to begin marketing and installing our
products under other national brands, including our company brands. If The Home Depot is the terminating party
due to its desire to transition to another service provider, The Home Depot shall continue to refer leads in each
market being served by us until the replacement service provider is able to cover 60% of such market. The
provisions of the SPA restricting us from entering into a contractual arrangement with a The Home Depot
competitor shall remain in force until the replacement service provider is able to cover 60 % of the market. The
SPA may be terminated by either party with 30 days written notice upon a breach by either party of any
obligation under the SPA, if such breach is not remedied within 30 days.

If we are the terminating party, we are obligated to timely complete all uncompleted projects, pay all sums
owed to The Home Depot and refrain from entering into any agreements with The Home Depot competitors until
the termination date.

To ensure fulfillment of our obligations upon termination of the SPA, The Home Depot may for a period of
90 calendar days following the date of notice of termination of the SPA, or for a period of 60 calendar days
following the date of termination or expiration of the SPA, which ever period is greater, delay payment of up to
15% of outstanding invoices or a maximum of $2 million that would otherwise be due us under the SPA.

Exclusivity. During the term of the SPA, we have agreed not to enter into any agreement or other
arrangement with The Home Depot competitors relating to the marketing, selling or providing of our products
and installation services in the U.S. We have also agreed to refrain from offering, directly or indirectly, our
products and installation services in any The Home Depot market, including markets that have not been assigned
to us by The Home Depot, under any trademarks or brands other than expressly approved by The Home Depot.
The Home Depot has agreed not to use any service provider in any markets awarded to us to perform the same or
similar services, or provide similar products, as those that may be provided by us under the SPA.

Marketing.  Although not required by the terms of the SPA, The Home Depot assists us with the marketing
of our products and services by including them in its marketing programs and by providing us with sales leads
generated by our in-store displays and The Home Depot marketing programs. We provide the in-store displays of
our products and services, and training to The Home Depot sales personnel for marketing of our products and
services, and we follow up sales leads with in-home visits to potential customers. Sales contracts generated from
our in home visits are between the customer and The Home Depot. However, we provide the products, labor and
installation services necessary to complete customer orders generated from The Home Depot sales leads and we
are required to make necessary repairs to address any customer complaints or warranty claims. The SPA provides
that The Home Depot will receive a marketing fee on each sales contract.

Trademarks. Each party has been granted a non-exclusive, royalty-free, revocable license, with certain
restrictions, to use the other party’s specified trademarks, trade name and logos in the marketing and installation

-8-



of our products, which includes our “Facelifters” trademark. We have agreed that The Home Depot may use our
“Facelifters” mark solely in connection with the advertising, marketing, displaying and merchandising by The
Home Depot of cabinet refacing products and services.

If the SPA is terminated by The Home Depot for any reason or is not renewed by The Home Depot, the right
and license granted to The Home Depot for the “Facelifters” mark shall be revoked. However, The Home Depot
shall, at its option, have the right on a non-exclusive and non-fee basis to continue to use the “Facelifters” mark
for a period of up to 12 months after such termination date. Thereafter, The Home Depot shall cease using the
“Facelifters” mark for any purpose.

If we terminate the SPA or fail to renew the SPA, The Home Depot shall have the right and license to use
the “Facelifters” mark for a 12 month period after such termination date under the same terms as stated above.

Other Terms. The SPA contains various representations, warranties and covenants as is customary in a
commercial transaction of this nature. The SPA also provides for mutual agreements relating to confidentiality,
indemnification, limitations of liability and arbitration.

Product Supply Agreement

The following is a summary of material terms and conditions of the Home Depot Product Supply
Agreement (“PSA”):

Term. The PSA was effective on February 11, 2010 and shall continue until December 31, 2013 unless
terminated earlier or extended consistent with the provisions of the PSA. The PSA shall renew automatically at
the end of the term for additional two year periods unless a party gives written notice of termination to the other
party at least six months before the end of the term or any renewal term.

Termination. We or The Home Depot may terminate the PSA at any time;
(i) with six months prior written notice to the other party;

(ii) for a material breach of any provision of the PSA by a party, if the breaching party does not cure the
breach within 30 days of its receipt of written notice;

(ii1) without prior notice, if either party seeks relief under the United States Bankruptcy Code or similar law,
makes an assignment for the benefit of creditors, or admits in writing its inability to pay its debts as they become
due; and

(iv) if the SPA between us and The Home Depot is terminated.

Sale and Purchase of Products. During the term of the PSA, The Home Depot, subject to certain
exceptions, has agreed to exclusively purchase our Facelifters kitchen refacing products on such terms and
conditions and in such quantities that may be mutually agreed between us and The Home Depot. We have
agreed, during the term of the PSA, that we shall not sell, distribute, rebrand or market our Facelifters products
to, nor enter into any agreement or other arrangement with, certain The Home Depot competitors for the sale of
our Facelifters products. The Home Depot is not required to purchase our Facelifters products if: (a) we are
unable to provide the type or quantities of the products required by The Home Depot or (b) a customer of The
Home Depot expresses a preference for products supplied by a supplier other than us.

Other Terms. The PSA contains various representations, warranties and covenants as is customary in a
commercial transaction of this nature. The PSA also contains mutual agreements relating to confidentiality,
indemnification and limitations of liability. In addition the PSA provides for price, quantity, quality, delivery,
warranty and payment terms for the products.
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Environmental and Government Regulations

Generally, our activities and the activities of our sales representatives and contractors are subject to various
federal and state laws and regulations and municipal ordinances relating to, among other things, in-home sales,
advertising, the licensing of home improvement contractors, building permits, zoning regulations, safety and
health, labor laws and regulations. For example, The Home Depot purchasers of our products in an in-home
setting are often afforded under Federal Trade Commission rules and various state consumer protection statutes
relating to door-to-door sales, a “cooling off’ périod of three or more business days in which to rescind their
transaction. We are also subject to federal and state environmental protection laws and regulations, including
compliance with the Lead Renovation, Repair and Painting Program issued by the Environmental Protection
Agency (EPA) under the Toxic Substance Control Act which was effective on April 22, 2010 and which requires
certain lead-safe practices during renovating, repair, and painting projects to reduce the risk of lead poisoning in
homes built prior to 1978. As a result of this regulation, certain of our employees and members of our
subcontractor crews must be certified in accordance with EPA requirements in lead-safe renovation and repair
practices. Although the certified renovator is not required to be on site at all times, while the renovation project is
ongoing, the certified renovator must regularly direct the work being performed to ensure that proper work
practices are being followed. When the certified renovator is not on site, he must be available by telephone or
other mechanism. We believe we have adequate procedures in place to ensure our compliance with such laws and
regulations.

Employees

At December 31, 2011 we had approximately 830 employees, including 144 employees engaged in
marketing activities, 399 sales representatives, 129 manufacturing and installation employees and 158
management and administrative personnel.

Executive Officers of the Company

The following table sets forth the name, age and positions of each of our executive officers:

Name ﬁ Position(s)

Murray H. Gross ...... 73 President, Chief Executive Officer, Chairman of the Board and Director
Steven L. Gross ....... 49 Executive Vice President and Chief Marketing Officer

Robert A. DeFronzo.... 56 Secretary-Treasurer and Chief Financial Officer

Richard B. Goodner .... 66 Vice President-Legal Affairs and General Counsel

Murray H. Gross has served as our president since February 2009 and as our chief executive officer and
the chairman of our board of directors since 2001. He was elected to our board of directors in 2001. Mr. Gross
previously served as our president from 2001 to March 2007. In February 2009 he was re-elected president to
replace a former officer who resigned as our president and chief operating officer. Mr. Gross has over 50 years of
experience in the home improvement industry. Mr. Gross is the father of Steven L. Gross, our Executive Vice
President and Chief Marketing Officer.

Steven L. Gross serves as our executive vice president and chief marketing officer, positions he has held
since February 2001. He has 25 years experience in the home improvement industry. He is the son of Murray

H. Gross.

Robert A. DeFronzo serves as our secretary, treasurer and chief financial officer, positions he has held
since February 2001. He has 20 years of experience in the home improvement industry.

Richard B. Goodner has served as our general counsel since June 2003 and as our vice president — legal
affairs since August 2003.
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Risk Factors

The risks and uncertainties described below could materially and adversely affect our business, financial
condition and results of operations and could cause actual results to differ materially from our expectations and
projections. While we believe that our assumptions, expectations and projections are reasonable in view of the
currently available information, you are cautioned not to place undue reliance on our “forward-looking
statements” within the meaning of the Private Securities Litigation Reform Act of 1995. These statements are not
guarantees of future performance. They are subject to future events, risks and uncertainties — many of which are
beyond our control — as well as potentially inaccurate assumptions that could cause actual results to differ
materially from our expectations and projections. Forward-looking statements may relate to such matters as our
ability to obtain new customers under our agreement with The Home Depot, anticipated size or trends of the
markets in which we compete and the anticipated competition in these markets, sales and revenue growth, state
of the residential housing and credit markets, commodity price inflation, the effect of adopting certain accounting
standards, and the demand for our products and services. You should read these Risk Factors in conjunction with
“Management’s Discussion and Analysis of Financial Condition and Results of Operation” in this report and our
Consolidated Financial Statements and related notes in this report. There also may be other factors that we cannot
anticipate or that are not described in this report, generally because we do not perceive them to be material that
could cause results to differ materially from our expectations. Forward-looking statements speak only as of the
date they are made, and we do not undertake to update these forward-looking statements. You are advised,
however, to review any further disclosures we make on related subjects in our periodic filings with the SEC.

Changes in general economic conditions and the impact on consumer confidence or the lack of the
availability of consumer credit could adversely impact our revenues and results of operation.

Our business relies on consumer demand for our home improvement products and services and the
availability of financing for home improvement projects. The recent decline in the economic environment, high
unemployment, low levels of consumer confidence, home foreclosures and the downward pressure on home
prices have adversely affected demand for home improvement products, such as kitchen and bath remodeling
projects. Despite our increase in new orders in 2011, we continued to be challenged by the high credit decline
rate for our and The Home Depot customers. Approximately 85% of our The Home Depot customers elect to
utilize financing products provided principally through The Home Depot to fund their home improvement
project. The credit approval rate began to deteriorate in the third quarter 2007 and has remained at historical
lows. In 2011, the credit approval rate for our customers declined to 80.1%, as compared with 80.5% in 2010.
The approval rate remains significantly lower than our pre-2007 historical 93.0% average approval rate.
Although our 2011 revenues increased to approximately $165 million as compared to $146 million in 2010, the
significant number of customers who were declined financing for their home improvement project since 2007,
has adversely impacted our results of operations for the past three years and may continue to impact our future
revenues and results of operations until there is an increase in the availability of financing at moderate interest
rates for our and The Home Depot customers.

Although we believe the long-term outlook for the home improvement industry and our business is
favorable, we cannot provide any assurances that current market conditions will not deteriorate nor can we
predict whether the home improvement industry will continue recovering. Continued depressed consumer
confidence and low levels of consumer spending for home improvement projects could adversely impact our
future results of operation. Furthermore, continued economic turmoil may cause unanticipated shifts in consumer
preferences and purchasing practices and in the business model and strategies of The Home Depot, our strategic
partner. Such shifts may alter the nature and prices of home improvement products demanded by The Home
Depot and its customers and could adversely affect our operating performance.

Termination of our service provider agreement with The Home Depot would have a material adverse
effect on our revenues, net income and available liquidity.

Since October 2003 our home improvement operations have engaged in an aggressive expansion program
under our agreements with The Home Depot. In May 2006 we entered into a three year service provider
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agreement with The Home Depot, which has been extended to February 2014. During the term of this agreement
we have agreed not to enter into any agreement or other arrangements with The Home Depot competitors in the
United States relating to the marketing, selling or providing of our products and installation services. We believe
our relationship with The Home Depot is a significant factor to the achievement of our business strategy and
long-term growth. Our primary business strategy is to expand our product distribution and grow our home
improvement business through our relationship with The Home Depot. As of December 31, 2011, all of our
home improvement operations exclusively served The Home Depot customers in designated markets in the U.S.

Our current agreement with The Home Depot may be terminated by us or The Home Depot with 180 days
written notice to the other party. Additionally, the agreement may also be terminated by either party with 30 days
written notice upon a breach by either party of any obligations under the agreement, if such breach is not
remedied within 30 days. If our The Home Depot agreement is terminated prior to the end of its term or is not
renewed at the end of its term, whether as a result of our failure to fulfill our obligations under the agreement or
The Home Depot’s decision to change its business strategy, we would be required to seek alternative channels of
distribution for our products and installation services. Additionally, our net income and liquidity may be reduced
if revenues from other programs were less than those anticipated under our agreement with The Home Depot,
and such revenues may not be sufficient to cover expenses incurred in connection with new programs. If our The
Home Depot agreement is cancelled or not renewed at the end of its term our investment in sales and installation
centers may be impaired, which may require an impairment of assets, including goodwill.

Lower than anticipated revenues or higher than anticipated operating costs associated with our
agreement with The Home Depot or our failure to obtain a significant number of customer leads could reduce
our net income and available liquidity and limit our ability to further expand our relationship with The Home
Depot.

Lower than anticipated revenues or higher than anticipated expenses associated with our agreement with
The Home Depot could reduce our net income and liquidity. Lower than anticipated revenues from our
agreement with The Home Depot could result from an inadequate supply of prospective customer leads or
reduced demand for our products. The Home Depot is not contractually required to promote or advertise our
products. If we are unable to secure a sufficient quantity of prospective customers, or if sales are less than
anticipated due to reduced demand for our products and services, our revenues, net income and liquidity could be
adversely effected. Additionally unanticipated delays in expanding into new markets due to factors that may
include difficulties in attracting and training an adequate work force and engaging qualified contractors under our
SCN program could result in less than anticipated sales levels.

If we incur higher than anticipated operating expenses, including increased labor, material and equipment
costs and real estate and improvement expenses for new sales and installation centers, in the markets in which we
currently operate or from the roll-out into new The Home Depot markets, including the expansion of our SCN
program, our net income may be adversely impacted. If we are unable to maintain adequate liquidity, we may not
be able to completely meet our obligations of current or future roll out programs with The Home Depot or take
advantage of other future opportunities The Home Depot may present to us.

Negative publicity about The Home Depot or its home improvement products and services or the home
improvement industry in general could negatively impact our revenues and earnings.

Our home improvement operations exclusively serve The Home Depot customers in designated markets.
Since our business is very dependent on the commercial success and public image of The Home Depot and its
home improvement products and services, adverse or negative publicity about The Home Depot could in turn
negatively impact our revenues and net income.
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Difficulties in meeting our installation staffing needs, including the engagement of SCN contractors in
new markets, could impair our ability to complete projects on time, which could in turn negatively impact our
revenues and impair our relationship with The Home Depot and its customers.

To fulfill our growth expectations, we must engage and retain a sufficient number of qualified independent
contractors, SCN contractors and employee installers. Historically, during periods of strong economic growth
and low unemployment, we experience greater difficulty in meeting our installation labor resource needs. Our
inability to engage and retain qualified installers, including SCN contractors, in new markets may impede our
ability to timely complete our home improvement projects which could reduce our revenues and impair our
relationship with The Home Depot and its customers.

Rising costs, a reduction in the availability of financing, weather, seasonal trends and other factors and
conditions in the United States could adversely affect our costs of doing business, demand for our products
and services and negatively impact our revenues and net income.

Interest rates, fuel and other energy costs, labor costs, availability of financing, state of the residential
housing and credit markets, consumer confidence and general economic outlook, inclement weather in the
markets we serve, particularly in the Northeast and Midwest United States, natural disasters, terrorism and other
conditions that adversely affect consumer demand for our products and services could adversely affect our
financial performance. These and other similar factors could result in a decline in customer leads and sales which
would negatively impact our revenues and net income. Additionally our home improvement business is subject to
seasonal trends. The generation of sales orders for our products typically declines in the last six weeks of the year
during the traditional holiday season. The seasonal variation generally negatively impacts our first quarter
revenues and net income.

Failure to retain experienced senior management could impair our business operations.

The success of our current business strategy depends to a significant extent on the continued services and
experience of our executive officers and senior management team. Although we have entered into employment
agreements with all of our executive officers, those agreements do not ensure their continued employment with
us. If for any reason our executive officers or senior management do not continue to be active in management,
our business could be disrupted, and we may experience a reduction in revenue or net income.

We and The Home Depot may experience greater competition from large home center retailers which
could result in decreased demand for our products and services, pricing pressure and reduced gross margins.

We face significant competition in the markets in which we and The Home Depot operate. Reputation,
price, workmanship and level of service are among the differentiating factors within the home improvement
industry. We and The Home Depot compete with local home improvement contractors and large home center
retailers in each of the markets in which we and The Home Depot operate, including Sears. Many of these
retailers currently offer competing products and services and may look to expand their ability to provide
remodeling services directly to their customers. As we continue our expansion program with The Home Depot,
we anticipate that we and The Home Depot will face greater competition from these home center retailers.
Increased competition could result in pricing pressures, fewer customer orders, reduced gross margins, loss of
market share and decreased demand for our products and services.

We have previously been subject to class action litigation which has been costly and has adversely
impacted our liquidity and results of operations, and in the future, if we are subject to material litigation,
including class action lawsuits, it could adversely impact our liquidity and results of operations.

We have previously been subject to class action lawsuits predicated upon claims for wage and hour
violations and unfair business practices. We paid significant legal fees and our management expended substantial
time in defending these lawsuits. In 2009 and 2010, without admitting any liability, we settled two class action
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lawsuits for a total of approximately $3.3 million. Even when there is no basis for imposing liability, such
lawsuits are particularly costly to defend and resolve due to their scope, complexity and the potentially
significant alleged exposure. The class action litigation, including the payment of legal fees and settlement
payments, adversely impacted our liquidity and results of operations in 2009 and 2010, and in the future, if we
are subject to material litigation, including class action lawsuits, it could adversely impact our liquidity and
results of operations.

We are subject to a variety of federal, state and local laws, including a variety of labor laws and
regulations. Failure to comply with laws and regulations could subject us to, among other things, penalties
and legal expenses which could have a materially adverse effect on our business, financial condition and
results of operations.

We are subject to various federal, state and local laws and regulations including, but not limited to,
regulations promulgated by the Internal Revenue Service, the United States Department of Labor and
Occupational Safety and Health Administration. We are also subject to a variety of federal and state employment
and labor laws and regulations, including Americans with Disabilities Act and the Federal Fair Labor Standards
Act, and other regulations related to working conditions, wage-hour pay, overtime pay, family leave, employee
benefits, antidiscrimination, termination of employment, safety standards and other workplace regulations.
Failure to properly adhere to these and other applicable laws and regulations could result in investigations, the
imposition of penalties or adverse legal judgment by public or private plaintiffs, and our business, financial
condition and results of operations could be materially adversely affected.

Our business activities and the activities of our sales representatives and contractors are subject to various
federal and state laws and regulations and municipal ordinances relating to, among other things, in-home sales,
the licensing of home improvement contractors, permitting and zoning regulations. For example, purchasers of
our products in an in-home setting are often afforded under Federal Trade Commission rules and various state
consumer protection statutes relating to door-to-door sales, a “cooling off’ period of three or more business days
in which to rescind their transaction. We are also subject to federal and state environmental protection laws and
regulations, including compliance with the Lead Renovation, Repair and Painting Program issued by the
Environmental Protection Agency (EPA) under the Toxic Substance Control Act which was effective on
April 22, 2010 and which requires certain lead-safe practices during renovating, repair, and painting projects to
reduce the risk of lead poisoning in homes built prior to 1978. As a result of this regulation, certain of our
employees and members of our subcontractor crews must be certified in accordance with EPA requirements in
lead-safe renovation and repair practices. Although the certified renovator is not required to be on site at all times
while the renovation project is ongoing, the certified renovator must regularly direct the work being performed to
ensure that proper work practices are being followed. When the certified renovator is not on site he must be
available by telephone or other mechanism. Violations of any of these or other laws and regulations could result
in suspension or revocation of our license to do business in a state, monetary fines, public relations problems or
increased regulatory scrutiny and cause us to incur significant legal and other expenses, which could reduce our
net income.

On July 21, 2010, the President of the United States signed into law the Dodd-Frank Act. The ultimate effect
of the Dodd-Frank Act and subsequent regulations which would require our compliance is uncertain at this time.
Full implementation of the Dodd-Frank Act will require many new rules to be issued by numerous federal
regulatory agencies over the next several years. Given the significance of the changes and the additional
regulatory action required for many of the new provisions, we cannot predict all the ways or the degree to which
our business, financial condition and results of operations may be affected by the Dodd-Frank Act once it is fully
implemented. We expect, at a minimum, that our regulatory compliance costs will increase.
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If there is a successful challenge by federal or state tax authorities to our treatment of certain workers as
independent contractors we could be required to pay past taxes and penalties and our business could be
negatively impacted.

Our business operations include the engagement of independent contractors to perform home improvement
installations for our and The Home Depot customers. The Internal Revenue Service and state taxing agencies are
aggressively enforcing the compliance by employers of the classification of their workers for tax assessment
purposes, which is whether a worker is properly classified as an independent contractor or employee. The IRS
has announced that the classification of workers is a priority audit item in the business and employer tax area.
The classification of workers is subject to complex, and constantly changing, federal and state statutes, rules and
regulations. Because we treat these workers as independent contractors rather than as employees, we do not
(1) withhold federal or state income or other employment related taxes from the compensation that we pay to
them, (ii) make federal or state unemployment tax or Federal Insurance Contributions Act payments or
(iii) provide workers compensation insurance. Our contracts with our independent contractors obligate them to
pay their own applicable taxes. If a challenge by federal or state taxing authorities of our classification of our
contractors were successful, and the contractors at issue were instead treated as employees, we could be liable for
past taxes and penalties to the extent that the contractors did not fulfill their contractual obligations to pay those
taxes, which could negatively impact our business. Under current federal tax law, however, even if our treatment
were successfully challenged, if our current treatment were found to be consistent with a long-standing practice
of a significant segment of our industry and we meet certain other requirements, it is possible, but not certain,
that our treatment of the certain workers as contractors would qualify under a “safe harbor” and, consequently,
we would be protected from the imposition of past taxes and penalties. In the recent past, however, there have
been proposals to eliminate the safe harbor and similar proposals could be made in the future.

The regulatory environment related to information security and privacy is increasingly rigorous, and a
significant privacy breach could adversely affect our business.

The protection of The Home Depot, our customer, employee and company data is important to us. The
regulatory environment related to information security and privacy is increasingly rigorous, with new and
constantly changing requirements applicable to our business. In addition, our and The Home Depot customers
have a high expectation that we will adequately protect their personal information. A significant breach of
customer, employee or company data could damage our relationship with The Home Depot and result in lost
sales, fines and lawsuits.

Compliance with the recent healthcare reform legislation and other changes in the healthcare industry
could significantly increase our group medical benefits costs which may adversely affect our net income.

The healthcare industry is subject to changing political, regulatory and other influences. On March 23, 2010,
the President signed into law the Patient Protection and Affordable Care Act, or “PPACA?”, which was amended
on March 30, 2010 by The Health Care and Education Reconciliation Act of 2010, widely referred to as “the
healthcare reform legislation,” which will make major changes in how health care is delivered and reimbursed.
To summarize, PPACA will likely increase the number of individuals who are privately insured, increase the
number of individuals with Medicaid coverage, result in reimbursement policies that tie payment to quality,
reduce certain payments under Medicare, facilitate the creation of “accountable care organizations” that may use
capitation and other alternative payment methodologies, increase enforcement of fraud and abuse laws, and
encourage the use of information technology. Many of these changes will not go into effect until future years and
many require implementing regulations which have not yet been drafted. We anticipate that Congress and state
legislatures may continue to review and assess alternative healthcare delivery and payment systems and may in
the future propose and adopt legislation effecting fundamental changes in the healthcare delivery system. While
it is too soon to accurately predict the impact of these and other health reform measures on our business, it is
possible that our group medical benefits costs will significantly increase which could have a negative impact on
our net income.
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Changes in accounting standards and subjective assumptions, estimates and judgments by management
related to complex accounting matters could significantly affect our financial results or financial condition.

Generally accepted accounting principles and related accounting pronouncements, implementation
guidelines and interpretations with regard to a wide range of matters that are relevant to our business, such as
revenue recognition, asset and goodwill impairment, inventories, lease obligations, tax matters and litigation, are
highly complex and involve many subjective assumptions, estimates and judgments. Changes in these rules or
their interpretation or changes in underlying assumptions, estimates or judgments could significantly change our
reported or expected financial performance or financial condition.

We may be unable to efficiently integrate new products or acquisitions into our business, or economically
expand into new geographic markets which could result in less than anticipated revenues or net income from
such new products, acquisitions or expansion into new markets.

Our primary business strategy is to expand our product distribution and grow our home improvement
business through our relationship with The Home Depot. In pursuit of our strategy, we may consider strategic
acquisitions or partnerships that will complement or expand our sales, marketing, installation or manufacturing
synergies as well as additional products which we may be able to offer The Home Depot customers. Acquisitions
involve risks including lower than anticipated earnings and cash flows, unforeseen liabilities relating to or arising
out of the acquisition, quality problems related to the acquired assets, adverse personnel relations and other risks
affecting the acquired entity. The process of integrating new products or acquired entities, including SCN
contractors into our business, will require management time and our financial resources. We may experience
disruptions and incur unexpected expenses in integrating acquisitions, or rolling out new products or expanding
into new geographic markets. Future acquisitions could also result in potentially dilutive issuances of equity
securities, the incurrence of debt, contingent liabilities in the form of earn-outs or other contingent compensation,
or other items, any of which could adversely affect our business. There is no assurance that an acquisition or the
introduction of a new product in the marketplace or expanding into new geographic markets will enhance our
business, results of operations, cash flows or financial condition. Difficulties in integrating our business
acquisitions, new products or expansion into new markets may result in less than anticipated revenues and net
income from such acquisitions, new products or market expansion.

If additional capital is needed, but not available to us, we may not be able to take advantage of additional
growth opportunities.

We may have additional opportunities to grow our relationship with The Home Depot, which may require us
to seek additional capital to fund these new business opportunities. We may be unable to obtain additional capital
or, if available, we may not be able to obtain such capital on favorable terms. If capital is not available to us, we
may not be able to expand our relationship with The Home Depot or be able to take advantage of additional
growth opportunities, including acquisitions.

If we raise additional capital it could diminish the rights of existing stockholders and may reduce our net
income.

If we need additional capital, we may have to issue additional equity or debt securities. If we issue equity
securities, the ownership percentage of our stockholders will be reduced. If we borrow money, we may incur
significant interest charges which could reduce our net income. Holders of debt or preferred securities may have
rights, preferences or privileges senior to those of existing holders of our common stock.

Our common stock price may be subject to wide fluctuations, which could result in losses for our
stockholders.

The market price of our common stock has fluctuated substantially in the past and is likely to continue to be
highly volatile and subject to wide fluctuations. From January 1, 2010 through December 31, 2011, our common
stock has traded at prices as low as $1.86 and as high as $6.65 per share. Fluctuations have occurred and may
continue to occur in response to various factors, many of which we cannot control.
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If our operating results do not meet the expectations of securities analysts or investors, who may derive their
expectations by extrapolating data from recent historical operating results, the market price of our common stock
will likely decline. Accordingly, you may not be able to resell your shares of common stock at or above the price
you paid.

Additional factors that could cause our stock price to fluctuate include:

* volatility in trading volume;
* quarterly variations in operating results;
* availability of financing for The Home Depot and our customers;

* announcements by our competitors concerning new products, significant contracts, acquisitions or
strategic relationships;

* negative publicity about us, our products and services, our strategic partner, or the home improvement
industry in general;

* departures of key management personnel;

* increases in interest rates or stock market price and volume fluctuations of publicly-traded companies
in general and home improvement companies in particular; and

* the other factors described in these “Risk Factors.”
The stock market in general, and securities listed on the Nasdaq Stock Market in particular, have
experienced extreme price and volume fluctuations that have often been unrelated or disproportionate to

operating performance. These broad market and industry fluctuations may materially reduce the market price of
our common stock, regardless of our operating performance and could result in losses for our stockholders.

There can be no assurance that we will continue to declare cash dividends.

In June 2011, our Board of Directors declared our first quarterly cash dividend on our common stock. In
November 2011, our Board of Directors increased the quarterly cash dividend payment from $0.01S5 per share to
$0.02 per share. We intend to continue to pay such dividends subject to capital availability and periodic
determinations by our Board of Directors that cash dividends are in the best interest of our shareholders and are
in compliance with all laws and agreements applicable to the declaration and payment of cash dividends.

Future dividends may be affected by, among other factors:

* Availability of cash and surplus capital to pay dividends;
* Use of cash to fund expansion into new markets and introduction of new products;
» Changes in federal and state income tax laws or corporate laws;
¢ Changes to our business model; and
* Deterioration of U.S. and Global economic environment.
Our dividend payments may change from time to time, and we cannot provide assurance that we will

continue to increase our dividend payment or declare dividends in any particular amounts or at all. A reduction in
our dividend payments could have a negative effect on our stock price.

PROPERTIES

As of December 31, 2011, we operated 42 home improvement sales and installation centers, and we
maintained a marketing center in Boca Raton, Florida. We manufacture certain of our kitchen cabinet refacing
products and bathroom cabinetry at our Charles City, Virginia facility. We maintain our corporate office in
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Irving, Texas. We lease all our properties, except for our Charles City, Virginia manufacturing facility, which we
own. All of our leases are generally for terms of five years or less. We expect that leases currently in effect will
be renewed or replaced by other leases of a similar nature and term.

LEGAL PROCEEDINGS

We are subject to legal proceedings and claims that arise in the ordinary course of business. While the
ultimate outcome of pending litigation and threatened lawsuits cannot be predicted with certainty, an unfavorable
outcome could have a negative impact on the Company and its financial condition and results of operations.
However, at this time, the Company believes that the ultimate resolution of these matters will not have a material
effect on our consolidated financial position or results of operations.

[ REST OF PAGE INTENTIONALLY LEFT BLANK ]
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PART II
MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITIES
Common Stock Prices

The following table sets forth, for the quarters indicated, the range of closing high and low sales prices of
our common stock as reported by the Nasdaq Global Market and the cash dividends declared per common share:

Common Stock Gt i per
W High Low Common Share
Fiscal 2011
March 31, 2001 ... $5.19 $3.50 $ N/A
June 30, 2000 ... . $5.65 $4.35 $0.015W
September 30, 2011 . ... ooii e $5.25 $3.85 $0.015
December 31, 2001 ... ... $6.65 $4.79 $ 0.02®@
Fiscal 2010
March 31,2010 .. ... e $2.99 $1.86 $ N/A
June 30,2010 ....... e $3.97 $2.52 $ N/A
September 30,2010 . ...t $3.19 $2.50 $ N/A
December 31,2000 .. ... e $5.19 $2.62 $ N/A

(1) OnJune 7, 2011 our Board of Directors declared the Company’s first quarterly cash dividend of $0.015 per
share.

{2) On November 10, 2011 our Board of Directors increased the Company’s quarterly cash dividend from
$0.015 to $0.02 per share.

As of March 7, 2012, there were 7,425,318 shares of our common stock outstanding held by approximately
160 stockholders of record.

Dividend Policy

On a quarterly basis, our Board of Directors will determine whether we will pay a cash dividend. The
payment and rate of dividends on our common stock is subject to several factors, including our operating results,
availability of cash and our future capital requirements for funding our business growth.

The Transfer Agent for our common stock is Corporate Stock Transfer, Denver, Colorado.

Unregistered Sales of Equity Securities and Use of Proceeds

Our current common stock repurchase program was announced on March 18, 2008. Our Board of Directors
authorized the repurchase of up to $2.0 million of the Company’s common stock. Any repurchase of common
stock under our stock repurchase program may be made in the open market at such time and such prices as our
CEO may from time to time determine. The program does not have an expiration date. During 2011 we did not
repurchase any shares of our common stock under this program. Cumulative repurchases under this program
through December 31, 2011 were 376,018 shares at a cost of approximately $1,111,000.

Equity Compensation Plans

Our stock-based incentive plans provide for the grant of incentive stock options (“ISOs”) as defined in
Section 422 of the Internal Revenue Code of 1986, as amended, nonqualified stock options (“NSQOs”) and
restricted stock awards (collectively referred to as “Awards™). Awards are administered by the compensation
committee of the Board of Directors. The purpose of the Awards is to provide employees, directors and advisors
with additional incentives by increasing their proprietary interest in the Company.
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Each stock option is subject to the terms and provisions of an option agreement which specifies the period

and number of shares exercisable. Options are generally exercisable in installments pursuant to a vesting
schedule as determined by the compensation committee, usually over a period of three to five years. The option
agreements may provide for acceleration of exercisability in the event of a change in control of the Company. No
option is exercisable later than 10 years after the date grant. The exercise prices for options granted under the
plans may be no less than the fair market value of the common stock on the date of grant. The Company
generally issues authorized but previously unissued shares to satisfy stock option exercises.

The following table provides information as of December 31, 2011 with respect to our common shares

issuable under equity compensation plans:

Number of Securities
Weighted Average Remaining Available for
Number of Securities to be  Exercise Price of Future Issuance Under
Issued Upon Exercise of Outstanding Equity Compensation Plans
Outstanding Options, Options, Warrants (Excluding Securities
Warrants and Rights and Rights Reflected in Column(a))

Plan Category (a) (b) (c)

Equity compensation plans approved by
security holders:

2000 Stock Compensation Plan® . . .. 365,955 $2.90 —
2004 Restricted Stock Plan® ... ..., — $— 314,097
2010 Equity Incentive Plan® ....... 68,000 $4.54 414,179

Total .......... .. i 433,955 $3.16 728,276

6y

)]

(3

Our 2000 Stock Compensation Plan (the “Plan’), which was previously approved by our stockholders, expired
in November 2010. The Plan previously provided for up to 3,000,000 shares of common stock with respect to
which options may be granted under the Plan, subject to appropriate equitable adjustment in the event of a
reorganization, stock split, stock dividend, reclassification or other change affecting the Company’s common
stock as provided in the Plan. Options granted under the Plan expire after 10 years from the date of grant.
Pursuant to our 2004 Restricted Stock Plan (“2004 RS Plan”), which was previously approved by our
stockholders, our employees and directors may be granted restricted stock awards under such terms as
determined by the compensation committee. No awards may be granted under 2004 RS Plan after March
2014. The compensation committee is authorized to determine the vesting schedule, rights of repurchase,
and other terms, conditions and restrictions on the common stock awarded under the 2004 RS Plan. Such
terms may include acceleration of vesting or termination of rights to repurchase shares upon events such as
death or disability of a participant or termination of a particpant’s employment or term of board service. A
participant to whom an award is made will generally have all the rights of a stockholder with respect to such
shares, including the right to vote and to receive dividends, except as set forth in the applicable award
agreement. The compensation committee is authorized to grant up to a maximum of 500,000 shares of
common stock under the 2004 RS Plan.

Non-employee directors are required to receive at least $5,000 of their annual retainer in the form of shares
of our common stock issued under the 2004 RS Plan and may elect to receive restricted stock in lieu of their
quarterly cash compensation. During the year ended December 31, 2011, we issued 17,836 shares to
non-employee directors as compensation and recorded approximately $90,000 of expense related to these
shares. The restricted shares were issued without forfeiture terms and were fully vested upon issuance.

On June 17, 2010 our stockholders approved the 2010 Equity Incentive Plan (the “2010” Plan). Our 2010
Plan provides for the grant of up to 500,000 shares of common stock in any combination of incentive stock
options, non-qualified stock options, reload options, stock appreciation rights or restricted stock awards,
subject to appropriate equitable adjustment in the event of a reorganization, stock split, stock dividend,
reclassification or other change affecting the Company’s common stock. No awards may be granted under
the 2010 Plan after March 15, 2020.
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SELECTED FINANCIAL DATA

The following table provides selected historical consolidated financial data for the periods ended and as of
the dates indicated. The selected historical consolidated statement of operations data and consolidated balance
sheet data presented below for the five most recent fiscal years ended December 31, 2011, have been derived
from our audited consolidated financial statements. The historical results are not necessarily indicative of the
results to be expected in any future period. You should read the selected consolidated financial data presented
below in conjunction with “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and with our consolidated financial statements and the related notes.

As of and for the year ended December 31,
2011 2010 2009 2008 2007
(In thousands, except share and per share data)

Summary of Operations Data:

Total TEVENUES . ... oo vee e eeeeennn. $ 164945 $ 145873 §$ 110951 $ 132,503 $ 123,275
Cost of remodeling contracts ............ 76,517 68,552 49,399 62,864 58,803
Gross profit ............. ... ...... 88,428 77,321 61,552 69,639 64,472
Costs and expenses:
Branch operations ..................... 7,286 7,618 7,907 9,031 8,022
Sales, marketing and license fees ......... 61,050 55,281 46,097 48,541 42,692
General and administrative .............. 12,396 10,620 13,611 10,652 9,903
Income (loss) from operations ........... 7,696 3,802 (6,063) 1,415 3,855
Other income (expenses) .............. 1 89) ©) @2n 257
Income tax expense (benefit) ............ 