
May 2019     THE DIRECTOR     38

Your firm must  
be firing on all  
cylinders for  
your financial  
protection now  
and in the future. 2020 

VISION

Secure Your 
Financial 

Well-
Being
Well-
Being

By Daniel M. Isard
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magine that you’re a 
runner and you have a 
heal spur on your right 
foot. Visualize how 
your smooth, steady, 
well-cadenced stride 
is thrown off by this 

one impediment. Your stride 
is shorter on the right side 
now, which will create an im-
balance as the left side stretch-
es farther, which might then 
cause your left calf to tight-
en. Your right arm might not 
swing with its normal reach-
ing movement, and that can 
cause an imbalance as your left 
arm tries to compensate. The 
next thing you know, you have 
several impairments all due to 
that one original symptom.

It’s the same way with your 
financial well-being.

The Problem
Allow me to simplify the fi-
nancial concerto of a business 
owner. In short, it starts with 
the operation of your business. 
Maybe it’s your inability to set 
prices or compute what those 
prices should be. This will re-
sult in decreased profit. That 
decreased profit will then af-
fect the amount of cash in 
your bank accounts. Throw in 
a month with impaired death 
calls and suddenly you need to 
use these savings to pay ordi-
nary bills. 

Even if next month you ex-
perience your routine case 
count, the fracture has already 
occurred. Now you find your-
self trying to stay at this im-
paired level and not get in any 
deeper. You’re relieved when a 
family comes in with a large 
preneed payment and gives 
you cash. Your state allows 10 
days to make the deposit. You 
think, “I will just pay a few 
bills and then someone else 
will come in and I can repay 
this to my trust.” But it doesn’t 

happen and you start the well-
known “robbing Peter to pay 
Paul” routine.

Now, I know what you’re 
thinking: This would never 
happen to me.

In my study of more than 
3,000 funeral homes, many 
of which I’ve watched for 
more than three decades, I’ve 
learned a few things:

• More than 50% of all funeral 
homes have aging receivables 
over 42 days.

• More than 50% of all firms 
have less than 30 days of over-
head in cash.

• Profit margins over that 30-
year period have dropped from 
about 15% of revenue to about 
7% of revenue even though…

• Consumer spending has gone 
up more than 5% per year from 
1990-2010 and up 2% per year 
from 2011 to now.

How can profits go down 
by 50% when consumers are 
spending more? It’s simple: 
The typical funeral home is 
not raising its prices by a rate 
equal to or greater than the in-
crease of their internal costs! I 
will save the ways and reasons 
for setting prices for another 
time; for now, let’s focus on the 
big picture – that is, your firm 
must be firing on all cylinders 
for your financial well-being.

The Goals
Those who own a business or 
desire to own one should ask, 
“Why am I willing to take this 
immense risk?” The usual an-
swer is something like, “I want 
to be in control of my financial 
destiny.” I get that. I have been 
a business owner for my entire 
adult life. The goal is to be in 
control of your ability to be fi-
nancially independent some 
day in the future.

People who do not own a 

business often have the same 
goal, but their definition of fi-
nancial independence usual-
ly falls at a lower level. The av-
erage person retires with less 
than $100,000 in their control, 
according to the Economic 
Policy Institute. Non-business 
owners are most dependent on 
the value of their home and 
their qualification for Social 
Security. 

I estimate that the average 
business owner wants to retire 
on about 80% of their work-
ing pay. This means they may 
need to have more than $1 
million saved! Business own-
ers will rely on their home eq-
uity and Social Security but 
also on their savings, business 
value and qualified retirement 
plans. 

The goal can be measured by 
your answers to the following 
questions:

1. What do you want your an-
nual buying power to be the 
year you elect to be financially 
independent of your business?

2. How long do you plan on 
living after you begin your re-
tirement?

3. What inflation rate will you 
assume in order to keep your 
buying power increasing to 

I
Set your pricing 
and overhead 
properly. People 
will buy your 
business at its 
true economic 
value, not the 
number you 
made up in 
your head.
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maintain the equivalent amount 
of money?

4. What rate of investment will 
you assume your money will 
earn after retirement?

I have done this analysis for 
a thousand people in my life-
time. More importantly, I’ve 
done it for myself. The key is to 
pick the incorrect assumption 
for each factor! For example, if 
I am going to retire at 70 and 
live to 90, that’s 20 years. But I 
want to be wrong, so I am go-
ing to assume I will live to age 
95. If I want to have $100,000 a 
year in retirement, I might pick 
$110,000. If I assume inflation is 
going to be 2% per year, I might 
over-guess by 50% and assume 
a 3% inflation rate. If I’m going 
to estimate that my money will 
earn 5% per year, again, I want 
to be wrong, so I’ll assume 4%. 
Be wrong and be safe!

Using these assumptions, let 
me assume I need to have $1.6 
million under my control, plus 
the value of my social security 
lifetime benefit. What do I have 
to do to accumulate $1.6 million 
by the time I turn 70?

Process to  
Financial Security 
As an owner, it starts with run-
ning your business profitably:

1. Make sure your revenue is 
correct and control overhead. 
The result is called profit.

2. Profit must be used judicious-
ly. Some must be put back into 
the business, some to retire any 
debt and some set aside in a re-
tirement plan. The balance is 
called distributable profit.

3. Distributable profit is the 
profit owners get over and above 
their salary. This money has one 
doorway to pass through before 
it can be used by the business 
owner. That door is called taxes.

4. After-tax money can be con- 

sumed, but there is a balancing 
act needed between consump-
tion and investment. Anything 
consumed probably has no val-
ue to aid in the retirement plan. 
It’s the money set aside for in-
vestment that is critical for the 
retirement objective.

Keys to Success 
Success Tip 1: Set your pric-
ing and overhead properly. Peo-
ple will buy your business at its 
true economic value, not the 
number you made up in your 
head. Businesses sell for a mul-
tiple of their earnings. Have 
a valuation analysis complet-
ed and have an adviser tell you 
how to set pricing.

Success Tip 2: Design and im-
plement a retirement plan that’s 
in your best interest. Don’t look 
at what others are doing. Your 
needs, risk tolerance and census 
of employees may be different. 
The right plan is as critical as 
investing the money properly. 
They are independent decisions, 
but they must be integrated.

Success Tip 3: Take the right sal-
ary. Be aware that laws change. 
The emphasis on salary is im-
portant. However, the distrib-
utable profit may not all be tax-
able if you understand qualified 
business income. QBI is a de-
duction for LLC and Sub S own-
ers, and it’s possible that 20% of 
the pass-through income is eli-
gible for tax-free treatment!

Success Tip 4: Know what type 
of business entity to be. There is 
a difference between a C cor-
poration and an S corporation. 
There’s a difference between a 
corporation and an LLC. Don’t 
guess at it!

Success Tip 5: Invest wisely. A 
simple principle of investment 
wisdom is diversification. “Don’t 
put all your eggs in one basket 
and watch them like a chicken. 

Put them around the barnyard 
and watch them like a hawk!”

Choice of Advisers
This is a most important deci-
sion. Take care to have advisers 
who’ll yell at you if you make bad 
decisions. This isn’t the time to 
use friends, especially those who 
won’t tell you you have spinach 
in your teeth after lunch.

A good accountant under-
stands your financial and tax sit-
uations and knows the funeral 
and cemetery business. A good 
investment adviser understands 
your risk tolerance and knows 
how to help you be prepared for 
the future. A good business ad-
viser watches over those assets 
that might be 70% of your re-
tirement need. If you can find 
all of this in one person, great. If 
you need multiple people, that’s 
fine as well. Make sure they have 
a unified plan and keep you fo-
cused on hitting it.

This isn’t easy; only about 
5 in 100 people retire with the 
income they planned. It’s your 
decision: Will you be part of 
the 95% of financial illiterates 
or part of that rare group with 
their finger on the pulse of their 
business? 

Dan Isard, MSFS, is president 
of The Foresight Companies, 
a business and management 
consulting firm specializing 
in mergers and acquisitions, 
valuations, accounting, 
financing and customer 
surveys. He can be reached at 
800-426-0165 or danisard@
theforesightcompanies.com.

Take care to 
have advisers 
who will yell at 
you if you make 
bad decisions.


