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Step Four: Prepayment Options 

Generally, there are two parts to prepaying for a funeral:   

1. Selecting the arrangements you would like. 
2. Setting up the payment for the products and services you’ve selected. 

Once you’ve shopped around, and you know exactly what you want, the funeral director 
draws up a contract listing your choices and their cost, and you pay into an account that 
should be handled by a third party.  Because funeral directors have been known to mishandle 
(read: steal) prepayment funds, experts generally recommend that an independent party 
handle prepaid funds. There are three typical financial structures for prepayments: 

Trust Account or “Totten Trust” 
In this case, the bank is the third party handling your funds. The prepayment money is kept in 
a POD (Payable on Death) account in your name; once you’ve passed on, the funeral home 
accesses the account to fund your service.  To make a little money on the account, you can 
invest it in CDs. (Be sure to ask who receives the interest if this is the road you take.)  If you 
invest your funeral funds in risky or uncertain investments, you should buy an insurance 
policy to protect them.  Additionally, you should be aware that there are tax liabilities on any 
interest earned under a trust account. Rarely, prepaid funeral funds are placed into Savings 
Accounts, which are very similar to trust accounts. 
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Life Insurance 
Under some prepaid contracts, the money is paid into a life insurance policy, the benefits of 
which are paid to the funeral director at the time of death. If you already have an 
appropriate life insurance policy, you may be able to use it for this purpose.  No matter which 
policy you choose, be sure to ask whether it has a fixed benefit, or if its value will increase 
over time. There are no tax liabilities to worry about if you use this method.  

Leaving Money for a Relative to Handle 
Contrary to popular belief, not all funeral directors require that you pay up front for your 
preplanned funeral.  If you don’t want to trust your money to a funeral director or unrelated 
third party, you can simply arrange for a relative or your executor to have access to the 
account with your prepayment funds. Of course, since funeral prices rise about 6-7% every 
year, you should set aside extra funds to cover any inflation in prices.  

Rarely, funds for prepaid funerals are kept in annuities.  This type of funding is usually 
arranged to shelter assets from state agencies, or to decrease one’s available assets in order 
to qualify for Medicaid or Supplemental Security Income.  Speak with your accountant for 
more details on this form of funeral prepayment. 

Some states’ laws dictate the prepayment structure. Again, you can save yourself hassles by 
researching your state’s laws.  Before signing any contract, you should also check the funeral 
home’s banking and consumer references.   
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Additional Resources 
Moles Family Funeral Homes Personal Preplanning Funeral Guide—This 
complimentary funeral planning guide is available as a .pdf, which may be easily printed 
out.  This is an excellent tool for thinking about your interment preferences. It also 
contains a personal records section for your obituary.  Download this free, helpful 
document from molesfuneralhome.com. 

Funerals: A Consumer Guide—Created by the Federal Trade Commission, this handy 
guide can help you preplan your funeral.  

Funeral Consumers Alliance—The FCA is a great online source for anyone who wants to 
avoid overpaying for a funeral.  At their website, you will find a plethora of pertinent 
news, consumer alerts, and tips for planning your funeral. 

  

http://molesfuneralhome.com/images/editor/personal_pre-planning_guide_11%20_06.pdf
http://molesfuneralhome.com/
http://www.ftc.gov/bcp/edu/pubs/consumer/products/pro19.shtm
http://www.ftc.gov/bcp/edu/pubs/consumer/products/pro19.shtm
http://www.funerals.org/about-the-fca
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