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Single-Pay Preneed: Are You Leaving Money on the

Table?
By Paul White

It is no longer a question of if inflation will continue to
increase this year, but how much, which means funeral
businesses will need to aggressively manage expenses
while simultaneously looking for ways to boost reve-
nue. Improving financial returns on preneed single-pay
sales may be just the tonic to blunt the impact of infla-
tion and generate additional revenue, perhaps not im-
mediately, but in the long run.

By now, it’s safe to guess that most funeral businesses
have seen the headlines and read the stories about how
inflation is at its highest level in 40 years. So far this
year, inflation has been running more than 7% on an
annual basis. Based on recent forecasts from econom-
ic experts, it does not seem likely that it will lessen.
What’s more, the war in Ukraine has caused oil prices
to skyrocket, which is putting additional upward pres-
sure on our collective wallets.

Our country benefited from low inflation for the past
few decades (less than 2.5% annually on average from
1990 to 2020). And our industry has generally been im-
mune from inflation and able to increase merchandise
and service prices at least marginally above inflation to
protect and/or grow income.

Looking into the future, funeral businesses will need
to be proactive in managing costs and pricing, and sin-
gle-pay sales are a great place to start. Here’s how.

Trust investment returns: the beauty of compound-
ing

Funeral businesses likely are leaving money on the
table in the form of investment income from preneed
trust assets — income that can offset operating expenses
— if they are relying mostly on insurance-funded plans.
That’s because trusts generally invest in a portfolio of
securities that

historically have yielded a better return compared to
insurance. In contrast, insurance companies are often
required by law to restrict the majority of investments
to relatively risk-free investments such as U.S. treasur-
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ies and bonds that have a much lower return.

Trust assets typically are invested in a conservative
mix of equity and fixed income securities, both of
which are subject to short-term market fluctuations.
True, growth rates for preneed trust assets are not guar-
anteed. However, preneed insurance companies gen-
erally don’t guarantee their rate of return either. They
usually employ what is commonly referred to as dis-
cretionary growth, a growth rate declared by the com-
pany based on market performance. When looking at
market returns over a longer timeframe, preneed trust
investments have a significantly better chance of out-
performing insurance investments.

A study by mutual fund giant Vanguard (covering
the period 1926-2019) found that a balanced portfo-
lio (60% equities/40% fixed income) increased on
average 8.8% annually. In comparison, a portfolio of
100% fixed income securities rose 5.5% annually. At
first glance, that may not seem like much, but believe
me, over the life of a preneed contract the disparity be-
tween returns could be the difference of turning a profit
on a contract or taking a loss.

Want more proof? In its most recent annual report filed
with the Securities and Exchange Commission, the
country’s largest operator of funeral homes reported
that investment returns for its preneed funeral mer-
chandise and service trust funds were 14.2% in 2021,
16.5% in 2020 and 20.0% in 2019.

Cash flow considerations

A family or individual using trust or insurance will pay
only the preneed contract amount for a single install-
ment contract, nothing else. When funding the service
with a trust, the payment is made to the funeral home
or to the trust and the required percentage is deposited
into trust and any allowed retainage is retained by the
funeral home. The deposit into the trust is invested and
the retainage portion can be used to fund operations. If
funded by insurance, the payment goes directly to the
insurance company with no retainage.



Insurance-funded contracts allow funeral home op-
erators to earn commission income. Cash flow from
sales commissions is more predictable and stable, but,
as mentioned earlier, it comes with a price: the funeral
home loses out on the opportunity to potentially gen-
erate higher investment income from the trust assets.

The bottom line: how trust returns add value

By now you are probably asking yourself, “What’s the
bottom line? How will this help our funeral home?”
The example below compares financial returns for a
trust and insurance preneed contract. In both cases, we
use $5,000 as the contract amount and 10 years for the
length of time before the contract becomes at need. We
also examine the returns on a contract purchased by a
65-year-old and 75-year-old consumer.

For our trust-funded example, we assume that state
preneed statutes permit a 10% retainage from the con-
sumer payment. We also assume a compound annual
growth rate (CAGR) of 5% — which is far below Van-
guard’s historical return on a 60/40 portfolio — on the
trust deposit after administrative fees and expenses.

For our insurance funded example, we assume an 18%
commission on the 65-year-old and a 12% commission
on the 75-year-old. We also forecast a 1.5% CAGR on
the face value of the contract for both ages.

Trust Versus Insurance Single-Pay Returns

Preneed Contract Amount:  5,000.00
Trust Insurance

Age 65o0r75 65 75
. 10.0%
Trust Retainage 500.00
Amount Trusted  4,500.00

e 18.0% 12.0%

Commission 900.00 600.00

Annual Rate of Return 5.0% 1.5% 1.5%

Total Growth  2,830.03 802.70 802.70

Total Cash Generated 7,830.03 | 6,702.70 | 6,402.70

Utilizing a trust would generate returns that are 22%
higher ($1,428) for a 75-year-old and 17% higher
($1,128) for a 65-year-old compared to an insurance
contract. While this example is, of course, hypotheti-
cal, based on historical rates of return, the approximate
returns are fairly accurate. With most preneed funeral

contracts being single pay for the average funeral busi-
ness, the total returns on these contracts can have a ma-
terial, positive impact on cash flow over the long term.
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CONTINUING

EbpucATION
ON-LINE

John A. Gupton College has developed online continuing
education courses. These courses have been approved for
CEU hours by both Tennessee and Kentucky Boards. The
online subjects range from funeral service history, embalming
techniques, funeral home management, grief psychology and
bereavement counseling. For information concerning cost
and program call 615-327-3927, go to our website at
guptoncollege.edu or email admissions@guptoncollege.edu.
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