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Maximizing Income in a Perpetual Care Fund

by Adam Sheer

ANAGING A CEMETERY DAY-TO-DAY often leaves owners and operators
Mlittle time to focus on long-term planning. But for those who want to ensure

ongoing maintenance and upkeep of cemetery grounds in perpetuity—even
after the cemetery is sold out—long-term planning is crucial.

Effective planning is mostly about strik-
ing the right balance between your need for
long-term growth versus your need for cash
flow and income along the way. “Growth”
ensures the long-term sustainability of the
cemetery; “income” ensures the cemetery’s
ongoing expenses are always met.

This article will focus on the “income”
side of the equation, detailing four in-
come-generating investment options
with various pros, cons, and risk profiles.
Before diving in, however, there are several
questions we think you should answer and
discuss with a financial advisor. Here are a
few:

® When was the last time the Investment
Policy Statement (IPS) was updated?

e What are the regulatory restrictions
for Perpetual Care Funds in your state?
Have they changed?

® Do you have additional policies in your
IPS defining permissible investments?

® Do you have pre-determined asset
allocation policies in your IPS?

e What are the fund’s long-term invest-
ment goals?

e Have you created a forecasting model
that projects future revenue, current
and future maintenance expenses,
planned development projects, and
inflation?

® Do these projections analyze the cem-
etery’s needs over the next 10, 20, or
even 30 years and beyond?

In our view, these questions are key to
determining the optimal investment mix for
a Perpetual Care Fund. In addition, regular-
ly reviewing and updating your IPS is a crit-
ical component to keeping your Perpetual
Care Fund on track. Once you know how
much growth versus income you need, what
types of investments are allowed, and what
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type of risk you are willing to take (or need
to take), you can determine which income
and growth investment options make the
most sense for your Perpetual Care Fund.

From an income standpoint, here are
four options to consider:

Option 1: Bonds

If a government or a corporation wants to
borrow money, it can issue bonds. A bond
represents a borrower’s obligation to repay
the principal of the bond, with interest, over
a set number of years (generally one to 30
years).

A bond’s risk generally depends on
the credit-worthiness of the bond issuer.
Buying U.S. Treasury bonds means you are
effectively loaning money to the U.S. gov-
ernment, which is generally viewed to be a
low-risk investment. The U.S. government
has never defaulted on a loan. Buying bonds
from a small U.S. energy company strug-
gling to make ends meet, however, would be
considered high risk—the company may go
bankrupt and default on the bond. Gener-
ally speaking, risky borrowers should pay
higher interest rates, which can mean more
income (and risk) for the investor.

Similarly, the interest rate of a corporate
bond largely depends on the risk of the cor-
poration issuing it. The interest rate on an
Apple Inc. bond, for example, is likely to be
significantly lower than the interest rate of-
fered on an Uber Inc. bond. Apple reports a
huge profit each year. Uber does not. There
are ratings agencies like Moody’s, Fitch, and
Standard & Poor’s that help investors nav-
igate risk by categorizing corporate bonds
using ratings like AAA (low risk) down to D
(high risk, “junk”).

The chart below (Figure 1) shows how
interest rates are historically higher for

corporate bonds (higher risk) and lower for
U.S. Treasuries (lower risk). When building
a bond portfolio, investors must balance
their desire for yield with their willingness
to accept risk.

Option 2: Preferred Securities
Companies can issue debt to raise money
(bonds), or sell shares of the company in the
equity markets (stocks). Preferred securities
fit somewhere in between and are largely
considered hybrid securities.

Like bonds, investors who buy preferred
securities can expect to receive regular fixed
payments over time with the full “par value”
returned when the securities mature or are
redeemed by the issuer. Preferred securi-
ties often pay higher yields than bonds and
come with more risk.

For example, preferred securities gen-
erally do not benefit from increases in the
stock price of the underlying company—
even though the investor has ownership
interest. Preferred securities also do not
carry the same interest payment guarantees
bonds do. If a company goes through a diffi-
cult period, management can delay or defer
payments to preferred security holders
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FIGURE 1: Chart Comparing Yields of U.S. Government Bonds vs. Corporate Bonds
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(which cannot be done with bonds), and if a
company goes bankrupt, the bond holders
are paid before the preferred security hold-
ers. Finally, about 80 percent of preferred
securities are issued by financial services
companies, which means investors have few
options for diversification across different
industries and sectors.

On the plus side, preferred securities can
enhance portfolio income without signifi-
cantly detracting from a portfolio’s overall
credit quality. Preferred securities also
typically offer low correlation to stocks and
bonds, meaning they can help diversify your
overall portfolio.

Option 3: Closed-End Funds &
BDCs

A closed-end fund (CEF) is an investment
structure, not an individual security like

a stock or a bond. CEFs are portfolios of
pooled assets that raise a fixed amount of
capital through an initial public offering.
Closed-end funds resemble mutual funds
in their structure and the types of securi-
ties they invest in, which means they often
come with the benefit of being diversified,
professionally managed, and transparent-
ly priced. They also tend to earn higher
yields than open-end funds (a mutual fund
is an example of an open-end fund), with
distributions (income) paid to investors

quarterly, or in many cases, monthly.

Some downsides to closed-end funds are
that they trade like stocks, meaning they are
subject to market volatility. Because a CEF
can also issue debt or preferred shares to
leverage their assets, it could mean added
risk and limited liquidity.

One type of closed-end fund worth
considering is a Business Development
Company (BDC). These are investment
companies listed and traded on public
exchanges, consisting primarily of floating
rate bonds and loans issued to small to
medium-sized businesses. BDCs can raise
capital by borrowing at short-term rates
and use the proceeds to make additional
loans and investments for its portfolio.

Option 4: Dividend-Paying Stocks
Dividend-paying stocks offer a fourth op-
tion for generating income in an investment
portfolio. Many publicly traded companies
choose to make cash payments to share-
holders based on the company’s profits.
Generally speaking, reliable dividend-pay-
ing companies are well-established, “large
cap” companies with formidable busi-
nesses and strong earnings. Think AT&T,
IBM, Disney, and so on. When a company
consistently pays dividends, it can be a
sign that revenues and profits are healthy
enough to devote a portion of the profits to
shareholders.

On the plus side, an investor can buy
stock in large-cap companies, receive
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When a company consistently pays dividends, it
can be a sign that revenues and profits are healthy
enough to devote a portion of the profits to
shareholders.

dividend payments, and participate in the
long-term growth of the company (via stock
price appreciation over time). In this sense,
investing in dividend-paying stocks can
afford the investor both growth and income
over time.

On the risk side of the equation, how-
ever, stock market volatility is always a
factor, and changing economic conditions
can cause a company to slash or eliminate

dividends. In the current crisis, for example,
high-profile dividend payers like Airbus,
HSBC, and Standard Chartered have sus-
pended dividends for 2020.

Bottom Line

For nearly all cemetery owners and opera-
tors, it is essential to utilize your Perpetual
Care Fund to generate income over the
long-term. But figuring out how to generate

the income can be a complex, time-con-
suming, and challenging undertaking. In
all likelihood, it will mean diversifying
across multiple income-generating invest-
ment options, like the ones listed above, to
reduce risk and create the cash flow needed
for maintenance of cemetery grounds in
perpetuity. M

Adam Sheer is a co-chief executive officer

of Roosevelt Investments and has provided
comprehensive financial planning and investment
management services throughout the funeral
service profession for more than 25 years. Adam can
be reached at asheer@rooseveltinvestments.com.

All expressions of opinion reflect the judgment of
Roosevelt Investments at this time and are subject
to change. This material is not intended as an offer
or solicitation to buy, hold or sell any financial
instrument or investment advisory services. Infor-
mation has been obtained from sources considered
reliable, but we do not guarantee that the material
presented is accurate or that it provides a complete
description of the securities, markets or develop-
ments mentioned.
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