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Re-Engineering Your Overhead Ratios
Part 2: The costs of doing business.

FINANCE 101 Daniel M. Isard

I f I were Shakespearean, I’d have a 
soliloquy that began, “Ratio, Ra-
tio, wherefore art thou, Ratio?” As 

I shared last month, I find ratios simply 
wonderful. In June, we covered operating 
ratios and those demonstrating revenue 
trends. This month, we’ll focus on the 
costs of doing business.

The key operating costs of a funeral 
home are staffing, funeral supplies, liv-
ery, marketing, variable facility, fixed fa-
cility, and general and administrative. I 
didn’t invent these categories. Years ago, 
Federated Funeral Directors of America 
(FFDA) divided operations into these key 
categories. Service Corporation Interna-
tional (SCI) also used a version of these. 
Since more people starting acquisition 
companies came from SCI or SCI spin-
offs, or used FFDA as their bookkeeping 
firm, it made sense that I should focus my 
practice objectives around this common 
language as well.

staffing costs
The number-one expense in operating a 
funeral home is payroll. There are sever-
al ratios to look at for payroll. The easi-
est is the total payroll, payroll taxes and 
benefits ratio: Payroll + Payroll Taxes + 
Benefits/Annual Sales. Assume annual 
sales are $1 million and the total amount 
for payroll, payroll taxes and benefits is 
$350,000. The formula looks like this: 
$300,000/$1,000,000.

The result is 0.35. Another way to ex-
press this is 35 percent. So total payroll 
costs are 35 percent of annual sales. We 
like to see total payroll at 26 percent of 
annual sales or less. Therefore, in trou-
bleshooting this scenario, my presump-
tion would be that total payroll is too 
high. This is where, in our troubleshoot-
ing, we can use ratios to help figure out 
if the problem is salaries, benefits or pay-
roll taxes. If it is partly or completely due 
to payroll, we can then ask, is it the own-

er’s payroll or employees’ payroll? 
Of course, sometimes there are exten-

uating circumstances. For example, 26 
percent might be great if there’s one loca-
tion. For two locations that are fully func-
tioning, this could be about 28 percent to 
30 percent. There may be some duplica-
tion of staff with multiple locations, such 
as non-licensed staff and variable location 
managers. There could also be redundan-
cies for removal staff if the locations are 
not near each other. These costs add up.

funeral supplies costs
There are costs for supplies such as fluids, 
surgical equipment, cosmetics and often 
the cost of a third-party retort. These are 
included in the category of funeral sup-
plies costs and are not included in cost of 
goods sold. They are in this category be-
cause you do not mark these up and offer 
them for sale to consumers.

Assume again that annual sales are 
$1 million and the total amount of fu-
neral supplies is $30,000. The formula is 
$30,000/$1,000,000. The result is 0.03 or 3 
percent. So total funeral supplies costs are 
3 percent of annual sales.

This category of cost has been increas-
ing over the past three decades, going 
from about 1 percent to the current 3 per-
cent, essentially because the cost of rely-
ing on retorts has increased. If you own a 
retort, the cost of operations is really the 
fuel cost of about $50 per cremation, and 
I don’t think there are many cases where 
$50 worth of fluid is used to embalm a 
body. If you need to utilize a third-par-
ty retort, those costs are several hundred 
dollars. So, while your cost is increasing 
dramatically, at the same time, your rev-
enue from that call is probably less than a 
burial call. Therefore, costs are increasing. 

We like to see funeral supplies at 3 per-
cent of annual sales or less. If you are re-
lying on an outside crematory for more 
than 90 cremations a year, you can prob-

ably afford to purchase a retort and save 
some money.

livery costs
These include the cost of cars and other 
equipment on wheels. If you’re a word-
smith, it’s clear that the category name 
goes back to the days of renting or owning 
horses and horse-drawn devices. I think 
it sounds classier than saying “cars and 
trucks.” This includes the autos you own 
and rent on a per-call basis. When I first 
came into funeral service, the industry 
had the second-largest fleet of limousines 
and the second-largest number of vehi-
cles of all industries, right behind the auto 
rental business. This category includes au-
tos that are given to staff, including own-
ers, and specialty vehicles such as hearses. 
It includes the cost of the lease, insurance, 
repair, gasoline and maintenance.

Assume annual sales are $1 million and 
the total amount of livery costs is $50,000. 
Thus, the formula is $50,000/$1,000,000. 
The result is 0.05 or 5 percent. So total liv-
ery costs are 5 percent of annual sales. We 
like to see livery costs at 4 percent to 5 
percent of annual sales or less. If your ex-
pense is more than this and the auto is not 
usual and customary, be aware of the pos-
sible loss of deduction.

marketing costs
These include advertising and promo-
tion of the business, as well as preneed 
marketing. In today’s world, it also in-
cludes a funeral home’s Internet and so-
cial media budgets. Once again, assume 
annual sales are $1 million and the to-
tal amount of advertising, donations to 
be included in church bulletins, Internet 
costs and preneed soliciting are $40,000. 
The formula is $40,000/$1,000,000. The 
result is 0.04 or 4 percent. So total mar-
keting costs are 4 percent of annual sales. 
We like to see marketing at 4 percent to 
6 percent of annual sales or less. If mar-
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keting costs are higher, you need to an-
alyze the results and determine wheth-
er the amount spent is effective. We see 
a great deal of funeral marketing money 
wasted on ineffective promotions.

variable facility costs
Included in the variable facility costs cat-
egory are the repairs for and maintenance 
of a business property. This includes rou-
tine maintenance, such as snow remov-
al and lawn services, as well as repairs on 
anything that breaks in a funeral home. It 
does not include planned capital expendi-
tures; those are capitalized, which means 
they are depreciated. So if a roof needs to 
be repaired, that is a variable facility cost. 
If the roof needs to be replaced, it’s a capi-
tal expenditure. As money is spent to pro-
mote or protect the investment of the busi-
ness, it can be a deductible expense, and 
it’s just a matter of how quickly it is writ-
ten off. Also within this category are util-
ities: heat, water and natural gas to main-
tain the building. (Natural gas to fuel the 
retort would be a funeral supplies cost.)

Note that this category is called “vari-
able,” as opposed to the next category, 

named “fixed.” A business can have ex-
penses that are known and essentially set 
before the accounting year even begins 
and other expenses that are unknown. 
This past year was the year snow removal 
service owners bought new cars and took 
trips to Hawaii! However, no one knows 
in advance what this cost is going to be. 
If you are renting your building, that ex-
pense is easy to compute in advance.

Once again, let’s assume annual sales 
of $1 million and total amount of variable 
facility expenses of $30,000. The formula 
looks like: $30,000/$1,000,000. The result 
is 0.03 or 3 percent. So, total variable fa-
cility costs are 3 percent of annual sales. 
We like to see this category at 3 percent of 
annual sales or less.

fixed facility costs
This includes the rental cost of the build-
ing, including real estate taxes and busi-
ness realty insurance. If the corporation 
owns the building, there is no rent. In my 
example, I will present this in two ways.

Assume the corporation owns the real 
estate and annual sales are $1 million 
and the total amount of real estate taxes 

and insurance is $30,000. The formula: 
$30,000/$1,000,000. So the result, in this 
example in which the real estate is owned 
by the operating company, is 0.03 or 3 
percent. We like to see fixed facility costs 
at 3 percent of annual sales or less.

Suppose the real estate is owned by 
an entity other than the operating enti-
ty. This could be another entity owned 
by the owners, former owners or an un-
related party. Assume this property own-
er rents the real estate to you. If annual 
sales are $1 million and the total amount 
of lease payment plus real estate tax and 
insurance is $120,000, the formula would 
be $120,000/$1,000,000.

So the result when real estate is owned 
by an entity other than the operating 
company is 0.12 or 12 percent. So total 
fixed facility costs are 12 percent of annu-
al sales. When realty is owned by another, 
we like to see fixed facility costs at 11 per-
cent to 12 percent of annual sales or less. 
When the ratio is greater, it means that 
the profit of the business is accruing to the 
landlord. If the operating company own-
er is the landlord, the IRS could deny a de-
duction for some amount of the expense. 
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In a frequently occurring matter, we 
have found that when real estate is owned 
inside the operating company, revenue 
per call is often lower than compara-
ble businesses in which the real estate is 
owned by another enterprise. We think 
this is because there is no rent showing in 
the former company’s overhead. The ab-
sence of this rent leads the people who set 
the prices to think their overhead is low-
er, and they set their fees lower. Nothing 
can be less true. The lack of an expense is 
not an argument for a lower overhead. All 
that happens then is that you wind up get-
ting a lower return on your investment!

general and administrative
This is a wide-ranging category that in-
cludes bad debt, office expenses, dues, sub-
scriptions, general insurance, accounting 
and legal. Before reaching a number for 
the entire category, we need to focus on a 
ratio for bad debt. Bad debt should not ex-
ceed 1.5 percent of revenue. If it does, it’s 
too high, meaning that your arrangement 
proceedings need to be adjusted.

Assume annual sales are $1 mil-
lion and the total amount of gener-
al and administrative costs, includ-
ing bad debt, is $100,000. The formula: 
$100,000/$1,000,000. The result is 0.10 or 
10 percent. So total general and admin-
istrative costs are 10 percent of annual 
sales. We like to see General and Admin-
istrative costs somewhere between 8 per-
cent and 11 percent of annual sales or less.

We can therefore reach some conclu-
sions on operating ratios. I will lead you 
to the balcony for a soliloquy of ratios 
next month, but I’m still debating wheth-
er my prose will appear in iambic pen-
tameter, as Shakespeare would write, or 
in a Seussean style of rhyme, with respect 
to The Cat in the Hat. The Profit in the 
Pocket, perhaps? 

Dan 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 the 

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.

Editor’s Note: NFDA members can review 
past 2014 Finance 101 columns on re-en-
gineering your business; digital copies 
of The Director are available at www.
nfda.org/nfda-publications/the-director. 
Non-member subscribers can call an 
NFDA member services representative at 
800-228-6332.
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