
 
Should You Prepay for Your Funeral?  

 Insurance companies and funeral homes often tout the benefits of the pre-paid plans they sell. They urge 
customers to pay for their own funeral in advance—in order to spare their survivors the trouble and expense, 
lock in current prices, or shelter their assets from Medicaid.  
 The truth is that it is usually not wise to pay ahead. No matter how attractive the business makes it sound, 
there are serious drawbacks to prepaying that the seller will not tell you about. The children and survivors of 
those who have prepaid often misunderstand the contracts, are unaware of them, or find themselves surprised 
that there are additional fees to be paid. In addition, many states have inadequate laws protecting funds in  
preneed plans, and money invested there could be at risk.  
 Unless Medicaid requires you to “spend down” your own money to qualify for benefits, you’re better off 
planning ahead without paying ahead.  

Typical preneed plans 

� Insurance plans  
 Preneed insurance is a whole-life policy offered by funeral providers, with installments paid to an 
intermediary insurance company. In some states, you must name the funeral home director as the beneficiary; 
other states forbid it. The insurance company pays the death benefit immediately, unlike with regular life 
insurance. In contrast, burial insurance is usually a term-life insurance policy paid to a named beneficiary, who 
can use the death benefits in any manner he or she chooses.  
 Insurance policies are generally more portable than other pre-paid funds if you move to another area, but 
they rarely disburse more than was paid in premiums. In most cases, you will spend as much or more in 
premiums than the policy will actually pay out at the time of your death. Why make your money worth less by 
converting it into insurance?  

� Regulated trust plans  
 With a funeral trust plan, you sign a contract and pay the funeral home the cost of a funeral either in 
installments or in a lump-sum. The director places the money into an interest-bearing trust account, and serves 
as the trustee. After death, the trust funds are paid directly to the funeral provider named in the trust.  

 An irrevocable trust can’t be changed or dissolved without the permission of the trustee. Once you transfer 
money into this type of trust, you no longer own the assets. However, you can reassign that irrevocable trust to a 
different funeral home later if you change your mind, even though you won’t be able to cash it out. A revocable 

trust can be cashed out or cancelled at any time. You own the money and can receive interest from it; the funds 
are transferred to the beneficiary only after your death. 

The Medicaid factor  

 The only reason to consider prepaying your funeral, burial, or cremation is to shelter your assets from 
Medicaid. Money you set aside in an irrevocable trust will be excluded from your net assets when your 
eligibility to receive Supplementary Security Income (SSI) or Medicaid benefits is determined. On the other 
hand, money placed in a revocable trust can be taken by Medicaid if your other assets have been depleted.  
 You should make sure that the plan you buy is a legitimate Medicaid-exempt trust. Also, be aware that any 
money left over after funeral expenses are paid is subject to recovery by Medicaid. Don’t buy an irrevocable 
funeral trust “just   buy an irrevocable funeral trust “just in case” you might need Medicaid—wait until you 
know for sure. 
 

Risks of prepaying 

– For you 
� If you cancel, move or change your plan, you may not receive a full refund.  
� In many states, part or all of the interest earned on your account may be withdrawn each year by the 

seller. 
� The cash-out value on an insurance policy is almost always much less than you originally paid. 
� The money you pay for funeral arrangements now won’t be available for emergencies later. 
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– For your survivors 
� Many insurance companies will not pay the full benefit—or anything at all—during the first few years 

the premiums are being paid. 
� Money spent today may not cover future funeral costs, which could result in the use of cheaper 

merchandise or requests for additional money. 
� Survivors may not be aware that funeral costs have been paid, and may pay at a different funeral home.  
� If you die out of town and your family employs another funeral home there, it may be difficult to get a 

refund.  
� By the time of your death, the funeral home may have a poor reputation, or be out of business entirely. 

Protecting yourself  

 Laws in many states don’t offer much protection for your prepaid funeral money. Only New York and New 
Jersey get close to truly consumer-friendly preneed laws. New York requires 100% of your money to be 
deposited in trust. The consumer has the right to a full refund, with interest, on a revocable plan, and irrevocable 
plans are transferable.  
 We don’t recommend prepaying unless you must do so to qualify for Medicaid. But if you are committed to 
prepaying, be sure: 

� Your money is secure, such as in a federally-insured bank. Funeral insurance plans are not as tightly 
regulated, so take extra caution. 

� Your plan allows for a full refund with little or no penalty if you decide to cancel. 
� Your money (trust or insurance) is transferable to another funeral establishment if you move, change 

your mind, or the firm closes. Remember that if you transfer your funds, the new funeral home is not 
obligated to honor the prices of the original funeral home.  

� You know who holds the preneed money, and how to contact them. 

Safer alternatives 

� Prearrange without prepaying  
 By comparison shopping, you can make reasonably-priced funeral arrangements, without setting aside large 
sums of money or prepaying anything. Get detailed price lists from several funeral homes—over the phone or at 
the door—and compare prices. You’ll see big price differences for essentially the same goods and services. Visit 
several of the most affordable funeral homes, and choose the one you like best. You might even fill out a pre-
arrangement form and leave it on file there.  
 Most importantly, be sure to tell your family about your choice. Walk them through every detail. Give them 
copies of any contracts or written wishes right away. Do not put them in a lockbox.  Do not simply tell your 
children, “Everything is taken care of.” Your survivors will have to make choices after you die; you cannot 
prepay the future away. You and your family will enjoy peace of mind, knowing that the important decisions 
have been made and thoroughly discussed. 

� Set up a Payable-on-Death account  
 If you want to set money aside for your funeral expenses without handing it over to a funeral firm, consider 
establishing an individual “payable on death” (POD) account. You deposit in a bank enough money to cover the 
current price of a funeral, then let the accumulated interest cover any cost increase due to inflation. You can 
always top it up over time if interest rates are low. This account can be made payable upon death to a trusted 
family member or friend who will use the money properly for your funeral. (We do not recommend making a 
funeral director your beneficiary.) The funds will be released immediately after your death without the delay of 
probate. POD bank accounts are FDIC-insured, they remain in your name, and money can be withdrawn at any 
time. However, such accounts are treated as countable assets by Medicaid, and the interest is subject to income 
tax. 

Conclusion  

 We heartily endorse advance planning, which allows comparison shopping and makes the arrangements 
easier for your survivors. But if you decide to pay for your funeral in advance, be very cautious. You should 
interview and evaluate multiple funeral homes before signing any agreement for future delivery of funeral goods 
and services. Your local funeral consumer group can help you with the research. The final decision is yours, so 
choose wisely.
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Helpful Websites 
 

Texas Prepaid Funeral Contracts 

www. prepaidfunerals .texas.gov/ 

Texas 

Common Terms · Contract Forms · Prepaid Funeral Planning Brochure · Services & Merchandise · Complaints 
· DOB Permit Holder Search · Statutes and Rules ... 

 

Prepaid Funeral Contracts and Burial Plots | CTLawHelp.org ... 

ctlawhelp.org/ prepaid funeral contracts/burialplots 

A prepaid funeral contract is a legal agreement that says you will pay for funeral services now that will be 
needed in the future. You can pay with money, insurance, or an investment that you own. 

What is a prepaid funeral ... · How can I tell if a prepaid ... 

 

PrePaid Funeral Plans: Buyer Beware | ElderLawAnswers 

www.elderlawanswers.com/ prepaidfuneralplansbuyerbeware1098 

Some go out of business before the need for the prepaid funeral arises. ... the Funeral Rule does not apply to 
many of the features of preneed contracts , which ... 

 

Should You Prepay Your Own Funeral Expenses? | Retirement | US ... 

money.usnews.com/.../shouldyouprepayourownfune... 

U.S. News & World Report 

Feb 15, 2008 - But not all prepaid funeral contracts deliver on their promises as funeral homes go out of 
business, change hands, or raid the money ... 

 

When Prepaid Funeral Plans Are Wealth Killers WSJ 

www.wsj.com/.../SB10001424052748704513104575256613... 

The Wall Street Journal 

May 22, 2010 - In 2005, Gayle and Donald Zeman of Sioux City, Iowa, purchased two $7,000 prepaid funeral 

contracts funded by life insurance policies. 

 

Did You Forget the Most Important Part of Funeral Planning? Funeral ... 

www.funerals.org › News › Funeral FAQs 

Apr 28, 2016 - Media and salespeople urge you to plan your funeral —for “peace of ... honored your preference 
for inexpensive arrangements is expected to ... 

 

Prepaid Funeral Plans Can Be a R.I.P.OffKiplinger 

www.kiplinger.com/.../T037C000S001prepaidfuneralplanscanbearipoff.ht... 

Nov 18, 2011 -  Prepaid funeral contracts come in several flavors. Buyers can make these arrangements directly 
with a funeral home, as Waggener's parents ... 
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Consumer watch: Are prepaid funerals worth it? Houston Chronicle 

www.chron.com/.../ConsumerwatchAreprepaidfuneralsworthit... 

Houston Chronicle 

Jan 3, 2008 - They say that funeral homes, particularly those that have changed hands, do not always honor 
prepaidcontracts or the agreed upon prices. 

 

How to Spend Down for Medicaid with a Prepaid Funeral Plan My ... 

www.mytributeplanner.com/medicaid 

Cash; Checking and savings accounts; CDs, stocks, bonds, or mutual funds; Retirement accounts including 
IRAs, 401(k)s, 403(b)s; Prepaid funeral contracts that ... 

 

Prepaid Funerals Could Be a Mistake AARP The Magazine 

www.aarp.org/money/scamsfraud/info12.../prepaid funeralsgraveerror.html 

AARP 

A mother prepaid for her funeral without telling her kids. After they've paid, can they get their money back? 

 

Preneed Funeral and Burial Agreements AARP 

www.aarp.org › Money › Saving & Investing 

AARP 

Jun 1, 1999 - Individuals prepay for funerals and burials by entering into a preneed agreement, or contract , to 
pay in advance for goods or services they will ... 

 

Planning Your Own Funeral | Consumer Information 

www.consumer.ftc.gov/.../0305planningyourown... 

Federal Trade Commission 

You can make arrangements directly with a funeral establishment. ... Millions of Americans have entered into 
contracts to arrange their funerals and prepay ... 

 

Finance Code Chapter 154. Prepaid Funeral Services 

www.statutes.legis.state.tx.us/Docs/FI/htm/FI.154.htm 

(4) "Earnings" means the amount in an account in excess of the amount paid by the purchaser of a prepaid 

funeral benefits contract that is deposited in the ... 

 

FBI — Prepaid Funeral Scam 

www.fbi.gov/news/.../ prepaid funeralscam 

Federal Bureau of Investigation 

Jan 17, 2014 - Obviously, before you enter into a contract of any kind, make sure you do your due diligence on 
the other party (get references, check with the ... 

 

Information regarding prepaid funeral contracts 

www. funerals asimpleway.com/ConsumerBrochureTSFSPDF.pdf 

Information regarding prepaid funeral contracts. Prepaid funeral contracts are governed by Chapter. 154 of the 
Texas Finance Code and are under the … 


