
Pre-Need Contract Issues – Reducing Shortfalls   
By Mike Iles

Within PreNeed Systems, we would never advise our funeral home clients to do what 
we wouldn’t do for our funeral homes.  As such, we’re as concerned about pre-need contract 
shortfalls as you probably are, and the purpose of this edition of PNS Viewpoints is to share 
what we’ve done to reduce them to acceptable levels. 

We have actively marketed pre-need in our funeral homes since 1988.  So, by 2011, the 
potential impact on our revenue and bottom line from maturing pre-need contracts was 
significant.  From our 2011 results, our gross shortfall translated to a 5.9% adjustment 
(discount) to the net revenue of the at-need contracts funded by a pre-need.  For the last 
fifteen years, we have used a casket supplier who offers a wholesale cost freeze effective at the 
time the pre-need was originated.  2011 discounts due to this program shaved over 30% off our 
gross shortfalls.  In addition, our long-time pre-need funder Homesteaders Life Company 
provides what they refer to as a PartnerPoint benefit which is used to fund the aforemen-
tioned casket wholesale price freeze or if that doesn’t apply, results in an extra half point of 
annual growth paid separate from the death benefit.  Our 2011 PartnerPoint benefit shaved 
another 8.5% off our gross shortfall, so the net shortfall was significantly reduced to 3.6% of 
related contract net revenue.  This amount is still significant but in all fairness misleading.  This 
is because while we desire that our pre-need funding grow with inflation, we can’t expect it to 
keep up with pricing adjustments in excess of inflation.  During the 23 years we have actively 
marketed pre-need, we have certainly changed our pricing philosophy in that service charge 
now constitutes a higher portion of our total revenue.  To accomplish this, we raised our 
service charge at a rate higher than inflation, so any pre-need that has any significant age and 
involves a service charge heavy funeral will bring with it a significant shortfall.   I feel the part 
of the shortfall due to pricing adjustments in excess of inflation is due to us.  How much is this 
worth?  Putting a number on it is difficult, but in reviewing every pre-need settlement, it’s 
obvious it’s significant, perhaps enough to cut down the shortfall by as much as half.  

In summary, we’ve reduce shortfalls by:  1) We chose a funder who is committed to 
our success and as such provides solid product and programs for this purpose.  2) We chose 
a casket supplier who was willing to share the risk with us, and the benefit from this strategy 
has exceeded our expectations.  3) We evaluate our costs and adjust our pricing frequently in 
order to make agreements we can live with.  Comments from our customer surveys confirm 
they benefit from pre-need, but we must benefit as well and through these strategies and 
several other benefits derived from our pre-need backlog, we feel we do!  As always, if you 
would like to learn more about this subject or have questions or comments, please feel free to 
contact me at (800) 677-0969 x107 or e-mail at mike.iles@preneedsystems.com.  
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Pre-Need Contract Issues – Reducing Shortfalls

PreNeed Systems, an award winning provider of pre-need marketing, contact management and 
administrative services for family owned funeral homes, is pleased to provide you with 
another service…PNS Viewpoints.  One of our goals is to share information in order to keep 
clients informed.  By discussing topics pertinent to pre-need, we wish to help our clients 
make better decisions in order to strengthen their business.  PreNeed Systems is proud to 
work with funeral homes who consider their pre-need sales program to be a strategic part of 
their business.  PNS Viewpoints is provided to you without expectation.  If you would like 
more information about PreNeed Systems or this topic, please contact Vice President of 
Sales, Lori Crabb @ lori.crabb@preneedsystems.com or (800)869-7704 ext. 410.   
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