
JUNE 2015 THE DIRECTOR22

How Tough Can It Be?
Running a profitable cemetery is not the same as running a profitable funeral home.

FINANCE 101 Daniel M. Isard

Dear Dan,
I read your column last month in which 
you gave advice to a reader who had a 
chance to buy his competitor. I, too, have 
recently been solicited by my competitor. 
However, it is not a funeral home but a 
cemetery. I was given a price and imme-
diately jumped at the chance! The ceme-
tery has 100 interments a year at $1,500 
per interment. My competitor has been 
competing with me for marker and vault 
sales, resulting in about 50 fewer vault 
and marker sales a year for my compa-
ny, so this opportunity represents another 
$3,000 in revenue per vault and marker 
that I can recapture. Furthermore, there 
are more than 20 acres of land available. 
With about 1,000 interments an acre, that 
represents 20,000 grave spaces. The offer 
is $1,000,000, and I think they must be 
crazy! My simple math of an inventory 
of 20,000 graves at $1,500 per grave tells 
me this is worth almost $30,000,000! The 
owner is old and must not know what he 
has here! Besides, how tough can it be to 
run a cemetery? I can have my kid mow 
the lawn and use an outside grave digging 
service. So, I would like your opinion, but 
I cannot wait to be a future cemeterian!

Signed, Future Cemeterian

Dear FC,
Thanks for your note. Please save this 
article someplace safe so you can attach 
it to the rest of the material you will be 
giving to your bankruptcy attorney next 
year.

There are two points of contention in 
your letter, FC. First is your simplistic 
appraisal of the cemetery. Second is the 
reference, “How tough can it be to run a 
cemetery?” There are many more ceme-
teries in the United States than funeral 
homes, especially when you count all of 
the church and family cemeteries. If there 
are about 22,000 funeral homes, I would 
guess that there are more than 200,000 

cemeteries, and most are run without a 
profit objective.

FC, I have learned over 30 years that 
there are three types of cemetery man-
agers:

1.) Not-for-profit entities and mu-
nicipalities: They operate a cemetery 
because they kind of have to. We do 
not want casketed bodies stacking up 
on the side of the road.

2.) The second group of owners 
comprises cemetery operating profes-
sionals. The mentality of a cemeterian 
is different from that of a funeral home 
operator. The cemeterian is focused on 
sales, while the funeral home operator 
is focused on service.

3.) Funeral home owners who run a 
cemetery as if it were a funeral home. 
I have appraised more than 800 cem-

eteries and never have I employed the 
method you use above. Appraisers have 
various names for the valuation tech-
niques they employ, and the one you cite, 
it seems to me, could be referred to as 
“Future Value of the Present Loss of All of 
Your Money.” The two real methods used 
by appraisers are “Capitalizing the Excess 
Earnings” and “Net Present Value of the 
Net Profit of the Sale of Inventory,” both 
of which require math and logic skills. 

Allow me to start with an explanation 
of the second method (Net Present Val-
ue of the Net Profit of the Sale of Invento-
ry), breaking the name of the method into 
its parts so you can understand the ac-
tions needed to reach a conclusion of val-
ue. “Net present value” is a mathematical 
equation that reduces an income stream 
to a lump sum. For example, if I am go-
ing to pay you $1 a year for 10 years, the 
“future value” is $10, but the net present 
value is something less, based on the dis-
counted interest rate. For example, at a 10 
percent discount, the 10 payments of $1 
have a net present value of only $6.14! The 
appraiser discounts that income stream 

by a rate to cover interest and risk of gen-
erating the stated goal. The conclusion of 
value is discounted further by the length 
of time the income stream will come in. 
In your case, 100 interments a year with 
20,000 possible interments means that it 
will take 200 years to sell out this ceme-
tery at the current rate of interment. That 
is a really long time.

The income stream is really the “net 
profit.” This is the net amount after gen-
erating revenue, less cost of goods sold 
and cost of operations. This produces a 
pretax profit. So, 100 interments at $1,500 
each generates about $150,000 in grave 
inventory sales. Furthermore, the 50 sales 
of tangible products at about $3,000 each 
represent additional merchandise reve-
nue of about $150,000, giving this busi-
ness total revenue of about $300,000. As-
suming you mark up the merchandise by 
100 percent, the cost of goods sold rep-
resents an expense of about $75,000, leav-
ing gross profit at about $225,000. 

From the data provided, I cannot de-
termine the costs of operation. I can as-
sume about $100,000 to $150,000 for the 
labor of operation, insurance, vehicles, 
equipment and marketing. So at best, the 
net profit would be between $25,000 and 
$75,000. 

Therefore, how much would you pay to 
get an income stream of $75,000 on the 
high end and $25,000 on the low end a 
year for the next 200 years? Well, that de-
pends on the risk and interest rate. Most 
investors would realize that this is an ac-
tively managed investment and therefore 
want a rate of return higher than a pas-
sively managed investment. They might 
also look at the factors affecting cemeter-
ies, which include the cremation rate and 
competition. Therefore, the risk of col-
lecting this money is greater than a nor-
mal investment, so I would guess the rate 
of discount could be in the 25 percent 
range today.
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So, for all of my math scholars, it’s 
time for the formula: $75,000 to 200 
years 2̂5% = $300,000 value. If the in-
come stream is on the low end of $25,000 
a year, that makes the investment worth 
only $100,000! 

The other way of computing value 
is utilizing the “capitalizing the excess 
earnings” method. This is similar to a 
funeral home valuation. Therefore, the 
goodwill of a funeral home that generates 
about $75,000 of earnings would also be 
about $300,000 at the risk rate of 25 per-
cent. That makes sense. If a funeral home 
wanted to finance the goodwill purchase 
of $300,000, it would pay a lender about 
$45,000 per year. That funeral home 
could afford to pay $45,000 if it had earn-
ings of $75,000. So, FC, the highest value 
I can guess from the limited data would 
be $300,000, not $1,000,000 and certainly 
not the $30,000,000 you were hoping for. 
Frankly, I think you might be watching 
too many episodes of Antiques Roadshow.

Warning! The value could be even 
less, even “black hole deep” less. Ceme-
teries often have perpetual care, a fund 
into which the cemetery deposits money 

based on some state-prescribed formula. 
It is intended to create a large enough de-
pository account so that when the ceme-
tery is fully subscribed, the trust will have 
enough principal to generate income to 
cover the costs of operation in perpetuity.

However, if you believe in perpetu-
al care, you probably also believe in the 
tooth fairy and a world in which unicorns 
run wild. Each state has enacted laws for 
the funding of perpetual care. These for-
mulas were created by bureaucrats with 
the same DNA as those who came up with 
the funding/benefit formula for Social Se-
curity. What might be a correct amount 
when you are earning 5 percent interest is 
grossly underfunded when earning 1 per-
cent interest.

When buying a cemetery, you must re-
search the perpetual care trust and, at the 
very least, make certain it is funded to the 
state-required minimum. Many are not. 
If you purchase a cemetery with an un-
derfunded perpetual care trust, it is now 
your responsibility to make it whole. So 
the business you thought was an asset 
will be a liability you will be funding!

Secondly, FC, the premise that a cem-

etery is easy to run is foolhardy. A cem-
etery is a sales organization, whereas a 
funeral home is a service organization. 
Unless you have an active preneed pro-
gram, you cannot fathom an active ceme-
tery sales organization. Whereas the typ-
ical funeral home sells preneeds equal to 
between 20 percent and 40 percent of its 
annual calls, a cemetery should be selling 
200 percent more than its annual inter-
ments. 

Another huge difference between fu-
neral homes and cemeteries is their ac-
counts receivable. A well-run funeral 
home has A/R equal to about 42 days of 
sales (or 11 percent of revenue). A well-
run cemetery should have A/R of more 
than 100 percent of annual interment 
revenue. However, the difference is that 
the cemetery has no A/R for at-need in-
terment! If a family has an interment and 
cannot afford to pay for the grave and 
opening/closing costs, then nothing hap-
pens. A funeral home, however, will of-
ten put this on its cash advances, pay the 
bill and hope to be paid back. Cemeteri-
ans have a different mindset.

So, FC, just as the article you read in 
May highlighted that valuation and op-
eration of the possible acquisition are the 
critical steps, don’t be so imprudent as to 
think it’s not difficult to operate a cem-
etery.

Operating a cemetery is one thing. Op-
erating it profitably is the objective. 

Daniel Isard, MSFS, is president of The 
Foresight Companies LLC, a Phoenix-
based business and management 
consulting firm specializing in mergers 
and acquisitions, valuations, accounting, 
financing and customer surveys. He is 
author of several books and host of The 
Dan Isard Show at www.funeralradio.
com. He can be reached at 800-426-0165 
or danisard@f4sight.com. For copies 
of this article and other educational 
information, visit www.f4sight.com. 
Connect with Isard and The Foresight 
Companies by following them on Twitter 
at @f4sight or on Facebook.

The financial and tax advice contained in 
this article is for informational purposes 
only and may or may not apply to your 
individual position. Readers are strongly 
encouraged to seek the counsel of qualified 
advisors before undertaking any action 
based on this information.

With the money I saved  
through Professional Partners, 
I SENT MY DAUGHTER  

TO COLLEGE.

What could 

YOU 
do with 
30% 
savings?
Professional Partners is an alliance of independently owned funeral homes  

that have banded together to boost their purchasing power. As a result, our members 
save up to 30% every year. To top it off, membership is absolutely FREE. 

N O M EM B E R S H I P F E E .  N O CATC H . N O STR I N G S AT TAC H E D.

Discover what Professional Partners can do for you. 
For more information or to sign up online, visit ProfessionalPartnersOnline.com  

or call for more information,  855-318-1965.


