funeral market

As welcome as
death at a funeral
The funeral care
market is fragmented,
providing opportunity for
a consolidation play, if
investors can stomach it,
finds Candesic

S

uch may be the initial
reaction to the funeral
market: an essential, if
un-appealing
element
of
the
economy,
populated by ashenfaced undertakers, cold
morgues and sombre cemeteries.
Yet in the UK alone, this £2 billion
industry is quietly and respectfully
managing 633,000 annual deaths,
employing over 20,000 people, and
sustaining nearly 1,500 businesses.
Intuitively
recession-proof
(after
all, time waits for no man), the best
performers in the industry have
generated profitable growth, driven by
efficiencies of vertical integration, price
increases precipitated by increasingly
elaborate ceremonies, and acquisitionled consolidation in a highly fragmented
market. Lately, the industry has also seen
considerable movement with large groups
coming up for sale in the UK and France.
The market
The key elements in the value chain from
the declaration of death to burial are the
funeral director, the crematorium, and the
cemetery (figure 1).
The funeral director will embalm
and store the body as well as make
preparations for the funeral. Funeral
directors tend to be either longestablished independent family firms,
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I’m not afraid of death;
I just don’t want to be
there when it happens

Woody Allen

members of small groups (especially
regional co-operatives), or members of
larger conglomerates. In the UK this final
segment is dominated by the two largest
players, Co-operative Funeralcare and
Dignity Caring Funerals, with a handful
of smaller chains showing increasingly
strong regional presence. Unusually
in the health and social care space,
around 66% of funeral directors remain
independent boutiques and the number of
individual funeral directors have swelled
in numbers from 4,300 in 1998 to 5,550
in 2013. This growth in supply has made
the market competitive, however, the
larger providers have remained insulated
from any downward pressure on prices.
The next pillar in the funeral industry
is the crematorium and cemetery. UK
crematoria are 70% owned by local
authorities, however, some larger
providers have vertically integrated
into this space with Dignity owning
39 crematoria and Co-op Funeralcare
owning five, having invested £3.1 million
in crematoria development in 2013.
Cemeteries in the UK are even more likely
to be publicly owned but in other countries
such as Spain, they are often privately
held. While the outlook for this segment
is limited as the number of deaths is not
forecast to grow dramatically, supply is
constrained as planning applications for
further cemeteries tends to be met with
strong local opposition. This combination

’

generates good cash flows for existing
providers.
Supporting these key verticals, there are
a number of ancillary services offered to
both the funeral director and the party
of the deceased. These services include
masonry, coffins, vehicles and financial
services products.
Cost of funerals
The average cost of a funeral in the UK
has increased 80% since 2004, reaching
£3,551 in 2014. Furthermore, there is
strong evidence that funeral prices are
virtually income insensitive. Households
with an income of <£10,000 spend an
average of £3,500 on a funeral while
households with an income of >£100,000
spend an average of £3,600. This has dual
implications for the industry: on one hand
there is an apparent lack of demand for
luxury services, but on the other hand,
there is a sturdy minimum price that does
not seem to change.
A typical funeral requires a number of
purchases by the estate of the deceased
(figure 2).
Cremation is the preferred option in
the UK principally due to its lower cost.
Burial is roughly £1,000 more expensive
due largely to the cost of land, despite
the fact that it only involves a lease of
land for a set number of years and not
a purchase. Latest data suggest 74% of
deaths are followed by cremation in the
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FIGURE 1: FUNERAL PATHWAY
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UK. Globally, the balance between burial
and cremation is a by-product of cultural
background and population density. In the
densely populated Japan for example, the
cremation rate is close to 100% whereas
in the predominately Catholic Republic of
Ireland, cremation accounts for only 13%
of all deaths.
Market participants
The perception of funeral directors is
that they are independent companies
unostentatiously tucked away on quiet
streets. To a large extent this is true with
two thirds of the market made up of small
owner-managed firms. However, against
this context of fragmentation, there is a
growing role for ambitious companies
looking to expand.
The owner-operator family businesses
are prime facie indistinguishable from
the growing segment of conglomerates.
In the UK, Dignity, Funeral Services
Partnership and Laurel M Funerals have
all built up their collection of directors
through the acquisition of well-established
local businesses. They have executed a
consistent strategy to maintain continuity
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locally and protect the goodwill of the
acquired businesses by continuing to trade
under the historic name. Whilst there may
be room in the market for a trusted name
to capture market share through using a
single brand, the sensitive nature of the
industry and the local trust that familyowned businesses have engendered in this
sector, has dissuaded larger players from
taking such a step thus far.
The largest UK player is the FTSE 250
listed company, Dignity (figure 3). Dignity
has demonstrated top and bottom line
growth over the last five years against
a background of economic stagnation,
highlighting the opportunity for a wellrun company to make profitable gains.
Dignity is diversified amongst three major
service areas: funeral services, crematoria,
and funeral plans.
Scale advantages can be developed in
the funeral industry, driven by synergies
in procurement, common infrastructure,
and rationalisation. Furthermore, crossselling potential is enabled through
geographical scope, particularly in funeral
plan insurance products. Examples of
chains looking to capitalise on these

opportunities include Laurel M Funerals (a
65 branch network owned by Duke Street
and Consortium), and Funeral Services
Partnership (80 branches strong and
owned by August Equity).
Regulatory context and outlook
These diverse businesses operate in a
light-touch regulatory environment. In
the UK, two trade organisations provide
training and best practice guidelines but
membership is voluntary. Funeral plans
are regulated by the Financial Services
& Markets Act and are overseen by
the Funeral Planning Authority, a selfregulatory body. In Spain and Germany,
there are no minimum professional
qualifications for funeral directors but
the industry as a whole is more regulated
than in the UK. France has the strictest
requirements for qualification where
there is a mandatory call for a national
diploma (or equivalent qualification) for
all masters of ceremonies and funeral
directors. Barring a highly-publicised
scandal, this context is unlikely to change
in the medium-term and any additional
regulatory requirements will likely benefit
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scale players who are better able to meet
more exacting standards.
Additional Services
Ancillary services to the funeral industry
can be divided into two categories:
services sold to funeral directors and these
sold to the deceased’s party. Key services
that form part of the funeral director’s
proposition include masonry services,
coffin manufacturers, vehicles, and
additionally in the US, funeral stationary
designers, for example Deaton-Kennedy
Co who was acquired by Prairie Capital.
The provision of business services to
funeral directors is in its infancy, however,
a more established industry is in the
provision of services to the deceased’s
party. The largest component of this is
funeral plans, which are offered by the
major funeral director chains as well as
established insurance companies such as
AXA (through the Sun Life Direct brand),
and boutique insurance companies such as
Avalon. These pre-paid funeral plans tend
to target lower socio-economic groups,
focusing on the concern that a funeral will

create a financial burden to loved ones
left behind. Distribution of such products
is largely conducted through affinity
partnerships
and
direct-to-customer
marketing, with funeral directors also used
as a route to market.
An as-yet-unseen addition to the market
is any combination of funeral plans,
group procurement vehicles, and business
services to independent funeral directors,
which would echo business models offered
to independent oncology practices in the
USA by US Oncology or value-adding
capitation schemes as seen in the UK
dentistry market.
International context
Globally, the funeral industry sustains a
number of large players (figure 4).
The first point of comparison is the US,
where the independent funeral director
model has proved extremely resilient. This
$16 billion - $20 billion market is spread
between more than 25,000 businesses
across the nation, with over 85% of the
funeral homes still owned by families
or independent firms. Taken nationally,

however, these independent entities (the
‘Six Feet Under’ model) are experiencing
squeezed margins as coffins and other
supporting products are bought direct
from large wholesalers such as Wal-Mart
and Amazon while at the same time the
demand for lower-cost cremations is
growing.
In France, the ¤2.3 billion market has
grown 18% since 2006 and is forecast
to continue expanding by 4% CAGR
until 2018. As in England, the market
demonstrates both fragmentation (with
3,500 unique enterprises operating
in the sector, 88% of which have less
than 10 employees) and private equity
involvement. The largest player is OGF,
a 160-year-old company operating 943
sales outlets, 380 funeral parlours and
45 crematoria. OGF is Europe’s largest
casket
manufacturer,
manufacturing
135,000 units from two factories and
also supplying 400,000 prepaid funeral
plans. OGF changed hands in 2013, sold
by Astorg Partners to Pamplona for a
reported ¤900 million. The most recent
news is that the SAUR are planning to sell

FIGURE 2: THE COST OF A FUNERAL
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Overall growth - 2009-13
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Slight under-performance of the
funeral services line is representative
of the over-supply of funeral
directors presenting a price
challenge to Dignity, who are
positioned at the top end of the
market in terms of funeral costs
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FIGURE 4: REVENUE OF KEY PLAYERS IN
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£M, 2013 (estimates)
UK Benelux Fra

257

247

Aus

Spain

Fra

UK

UK

UK/
Spain

Fra

30

20

17

6

410

Laurel M
Funerals

Avalon

PE: Duke
Street Capital

PE: Lonsdale
+ F&C

1-2

n/a

Funecap
PE:
Ophiliam
**7-10

Atrium

Memora
PE: 3i
12

PE: CDC, AXA
& others

Invocare
Public
listing
18-25

Public
listing
12

StoneMor Partners

OGF
PE: Pampliona
19

Public
listing

Dela
Co-op
15-20

55

1-2%

Co-operative
Funeralcare
Co-op
18-20

Dignity

Service Corporation
International
Public
listing
15*

106

**5

204

Funeral Services
Partnership

440

USA

PE: August
Equity

472

UK

1-2

US
1,860

Market share defined as % funerals (or cremations for Atrium) conducted
*SCI pre-acquisition of Stewart Enterprises
** Market share based on cremations not funerals
Sources: Company Annual Reports, Candesic analysis

Marc Kitten is partner, Tom McCabe consultant, and Dr James Gilbert clinical
analyst at Candesic. Candesic is a strategy consultancy focused on health,
social care, and education, advising investors and senior management of
private companies and public organisations. www.candesic.com
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Outlook
Demand will not grow exponentially
but the cost of funerals is rising and
boosting the overall size of the market.
It remains to be seen if these cost rises
will be sustained with the emergence
of low cost alternatives like “direct
disposal” cremation services. However,
the market remains fragmented and this
presents opportunities for acquisitionled consolidation, with several success
stories demonstrating the synergies
possible through careful integration of
independents. There is also a range of
additional services that can be provided
to both industry players and individuals.
This scope for diversification suggests
long-term value can be built in the
sector. n

FIGURE 3: DIGNITY CASE STUDY
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their funeral services subsidiary Atrium, a
chain founded in 1995 which has grown
to a 5% market share through 10 funeral
directors and 12 crematoria (with six in
development) and currently conduct 7000
cremations a year.
The Spanish market is smaller, with
390,000 deaths in 2013 compared with
550,000 deaths in the UK and 560,000
in France. However, it has shown strong
underlying growth, increasing 33%
between 2006 and 2012. The market
operates on a slightly different model,
with the pathway from pronouncement of
death to burial lasting only 48 hours and
with greater integration between funeral
plans and the providers of funeral services.
Unlike in the UK, where the payment is
reimbursed by the insurance provider,
the Spanish model sees the funeral plan
provider arranging and running the
funeral directly. The market leader in
Iberia, Mémora, has 130 customer service
centres, 120 morgues, 20 crematoria, and
18 cemeteries. It is currently owned by
3i following a 2008 acquisition from the
construction and energy group Acciona.
This deal valued the business at ¤330
million. Following the investment in
Mémora, 3i have made further bolt-on
acquisitions, including the ¤180 million
all debt deal for Serveis Funereris de
Barcelona, growing Mémora’s geographic
scope and market presence.
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