PERPETUAL CARE PART 3

When they have a detailed understanding of the perpetual care fund’s
expected cash flows, cemetery managers should adjust the fund’s financial plan.

Developing a Financial Plan
For a Perpetual Care Fund

by Hayden B urrus "Whichbestdescribes your cemetery? standpoint, since it guarantees that each
purchaser of cemetery property pays no
more than—and no less than—the full cost
of perpetual care for that property. A small

Editor's note: This is the final article in a @ Millennium Cemetery: A new cemetery
three-part series about how to set up anestablished on January 1, 2000.

maintain a perpetual care or endowed car® Active Cemetery: A cemetery very far

. ) . imbalance in the contribution rate can
fund for a cemetery. away from buildout and with an active and become a verv large. solvency-threatenin
successful sales force able to increase y large, Yy 9

he key to evaluating your perpetua qyenues each year. problem many years down the road. For
or endowed care fund can €@ Historic Cemetery: An older cemetery this reason, contribution rate issues should

summed up in three words: “Under-needing restoration improvements and be addressed swiftly.

stand the situation.” Is your cemetery mosjegs than 10 years from buildout.  Ensure that current perpetual care
similar to Millennium Cemetery, Active funds are adequate.The problem of an
Cemetery or Historic Cemetery, asn both a short- and long-term basis. inadequate perpetual care fund and some
described in Part 2 of this series? (See adja- It is important to model all perpetualpossible solutions were discussed in the

cent box.) care expenses accurately in order for thdistoric Cemetery example in Part 2.

Do you have an accuratecash-flow model to have valid results. < Budget perpetual care fund income
picture of the adequacy ofPerpetual care expenses were describét major one-time expensesThe signif-
your perpetual or endowedthoroughly in Part 1 of this series. icant impact these expenses can have on a
care fund? Do you know Perpetual care investment return anperpetual care fund’s liabilities were
‘ o whether funding rates from permitted withdrawals are directly influ-described in Part 1. Cemeterians should not

Hayden current and future sales areenced by the deposits and expenses includnore them when creating a perpetual care

Burrus adequate? Do you have eed in the financial model for the cemeteryfund’s financial plan.
detailed understanding of the expectedhey are also influenced by the financial « Adjust perpetual care fund invest-
cash flows of your endowment care fungblan developed by the perpetual care fungient practices. There are strict regula-
over the next five, 10, 20 and 50 yearsportfolio managers and the cemetery manions on what funds may be withdrawn
Only with this knowledge can cemeteriansigers. The perpetual care cash flow modébm a perpetual care fund. Cemetery man-
appropriately adjust business practices tmust consider the influences of the finanagers should meet with their fund portfolio
best manage their endowment care situatal plan on current and future investmentanager to best match the available funds
tion. return. from perpetual care fund investment return

The answers to these questions lie in a When they have a detailed understandvith forecasted perpetual care expenses.
detailed model of perpetual care fund cashg of the perpetual care fund’s expecte@he cemetery and fund portfolio managers
flows, which have three main componentscash flows, cemetery managers shoulshould also work toward “immunizing” the
deposits (based on cemetery revenuegdjust the fund’s financial plan. Below arefund from interest rate risk. Simply put, the
investment return and withdrawals (basesix items they should keep in mind as thegoncept of immunization is a financial
on fund investment return). perform these adjustments: technigue in which the investment mix of a

Perpetual care fund revenues and ¢ Ensure an adequate contribution portfolio is adjusted so the financial condi-
deposits are most difficult to model. Manyrate. It is easiest for a cemetery to propertion of the portfolio is unaffected by chan-
factors can influence future perpetual carly fund a perpetual care fund in locksteges in interest rates. Finally, a perpetual
fund deposits, including changes in the ageith cemetery revenues. This is done bgare fund should be diversified so that its
of the community’s population, death ratessetting aside an adequate percentage iatome is not overly affected by any one
interest in various types of death care secemetery revenue to deposit into perpetugkcurity.
vices, sales activity, economic conditionsare funds. This practice has the advantage « Write the plan down and stick to it.
and preneed sales. An actuarial analysi$ smoothing out cemetery balance sheetShe perpetual care fund financial plan is a
will quantify the effects of these influencedt is also the fairest approach from a socidbng-term one that must be methodically
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PERPETUAL CARE

Cemetery owners considering selling should be aware of the effect the perpetual care fund has
on the property’s value. They should also be prepared to present to potential buyers supporting
evidence concerning the valuation of their perpetual care fund.

followed. All of the detailed understandingtery perpetual care fund regulations are néion can be obtained from Casualty

and sound financial planning in the worldsound. Cemetery trade groups and associsetuarial Society, 1100 N. Glebe Road,

is worthless if the financial plan is nottions can use perpetual care fund cash floBuite 600, Arlington, VA 22201; (703)

being followed. Cemetery manager@analyses to help lobby for legislative276-3100www.casact.org

should periodically verify that the perpetuchanges that better serve the industry.

al care fund is indeed following the plan. Regulators can use these analyses to undeigyden Burrus is the principal actuary of
« Periodically review the perpetual stand the full impact of any proposediB Actuarial Services in Delray Beach,

care fund condition, plans and goals; cemetery legislation. Florida. He is an Associate of the Casualty
update the financial plan as needed. Actuarial Society (ACAS) and a member of
Over time, new information becomes availFurther Help the American Academy of Actuaries. HB

able, and revenues, expenses and inve§empleting a financial plan for a cemetenctuarial Servicesywww.hbactuarial.com,
ment return may change in unexpecteperpetual care fund requires support frorépecializes in stochastic simulations of
ways. Every one to three years, cemetetiiree types of professionals: cemeterianfinancial results, forecasting of uncertain
managers should update their cash flosasualty actuaries and financial planners.cash flows and non-traditional forecasting
model to ensure current funds and contri- Cemeterians may provide valuablenethodologies, as well as standard proper-
bution rates are accurate. Depending on tlesights concerning factors that may influty and casualty pricing and reserving
findings of the updated cash flow analysisence future cemetery cash flows. The bektsues. He can be reached at (561) 279-
it might also be a good idea to fine-tune theesources is state associations, since |a®823, or through e-mail at hburrus@hbac-
financial plan in view of current economicand other factors affecting cemetery marfuarial.com.

and business conditions. agement vary from state to state.

After the cemetery managers determine
Using the Knowledge About Your the general business conditions of their
Perpetual Care Fund Cash Flows cemetery, they should share this informa-

Creating a detailed picture of the cashkion with a casualty actuary. Casualty actu-
flows of your perpetual care fund has obviaries have a unique combination of analyt-
ous benefits: it helps you create a soundal, mathematical and business skills,
financial plan for the cemetery and allowsnaking them invaluable to this type of pro-
you to ensure a stable, long-term profifect. Casualty actuaries perform these eval-
flow. Other benefits from this processuations using mathematical models.
include: Additional information concerning

e Accurate valuation of your ceme- actuarial models is contained in my Web
tery. Depending on the value of the perpetsite article “The Role of Actuarial Models
ual care fund, the fund may increase an Business Decision Making,” found at
decrease the total worth of the cemeterywww.hbactuarial.comActuaries are also
Cemetery owners considering sellingrained in investment strategy and can
should be aware of the effect the perpetuakrve as a liaison between the business
care fund has on the property’s value. Theknowledge of the cemeterian and the
should also be prepared to present toavestment knowledge of a financial plan-
potential buyers supporting evidence comer. Links to actuarial resources can be
cerning the valuation of their perpetuafound on my Web site, or by contacting my
care fund. office directly.

» Education. Some groups (e.g., regula- Financial planners are usually necessary
tors, consumer groups, IRS auditors, ceméer actually carrying out the cemeterian’s
tery sales force) conclude that the perpetutihancial plan. For important analyses, it is
care fund is a way for cemetery owners tbest to use a Chartered Financial Analyst
hoard excess profits and avoid tax liabili{CFA). CFAs possess expertise in financial
ties. That belief costs cemeterians and tteccounting, quantitative analysis, fixed
cemetery industry goodwill. The best wayncome and equity securities analysis, port-
to regain that goodwill is by educating peofolio management and economics. The
ple on the true costs of perpetual care. CFA will recommend and purchase specif-

e Supporting analyses for legislative ic financial securities to accomplish the
changesAs | stated in Part 1, some cemegoals of the financial plan. More informa-
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