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IT’S BEEN SAID THAT PEOPLE WOULD RATHER
die than think. But I am going to see if I
can incentivize you do just that by showing
you a way to fund a large Infinite Banking
Concept (IBC)-type life insurance policy,
while using cashflows that are dedicated to
paying your taxes. I should say upfront that
this discussion will make sense immediately
to business owners, but I hope that salaried
individuals see relevance to their households
as well. Now in order to provide this
intriguing maneuver a fair disclosure, I will
need to do it in two parts. In this first part,
I will lay the groundwork, and then in next
month’s article I will provide some numerical
illustrations to show exactly what I mean.

that obtaining a well-funded IBC-type policy is a good idea.
As my remarks indicate, this idea isn’t really about “paying taxes” per se; it would work
for any recurring expenditure that is of a
comparable size, year after year. I personally
use this strategy for my own taxes, and that’s
why I’m choosing this particular approach to
relay the idea.
As I said above, my discussion will resonate most with business owners.1 There is an
important reason for this. Business owners have a unique distinction that employees
on a fixed income do not have. This main

Let me be perfectly clear that my discussion does not
reduce your tax liability.

Let me be perfectly clear that my discussion does not reduce your tax liability. This is
not about “finding a tax loophole.” Rather,
I am pointing out one option that people
with large cashflows—such as business owners who annually make a large expenditure
to the IRS—have, if they’ve been convinced
An IBC Tax Strategy: Part I

difference is the ability to create “windfalls”
through either profits or from the sale of
business assets. This can include the selling
of the entire business itself as a final exit
strategy at some time in the distant future.
So if you are a business owner and operate
an LLC or a corporation this idea is tailor-
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made for you.

of such an insurance contract and has been
practicing IBC in their own life. So clearly
the ideas discussed here are not for the novice.

Before we go further, let me also stress that
this is not to be construed as formal tax or
investment advice. The ideas presented here
are only thinking exercises. In fact, we recIf you are reading this and do not yet own
ommend that you discuss these ideas with one of these contracts don’t let that disapyour own personal tax,
investment or legal advisor. Who knows, you
The death benefit is the core element of a life insurance
could be teaching them
policy, and understanding its value as an asset will be
something they have
essential to my analysis.
never heard or thought
of before and they
might be very grateful to you for having
shared it with them.
Finally, this article assumes you are either an
owner of a well funded
dividend paying Whole
Life insurance contract
from a mutual or mutual holding company
that has been properly
designed according to
Nelson Nash’s Infinite
Banking Concept (IBC),
or at the very least that you have studied the
concept and are in discussions with someone from the Practitioner Finder—people
who have passed our training course. (They
can be found at: www.infinitebanking.org/
finder.) This is an absolute requirement. The
reason for this is because it is not possible
to fully grasp the financial implications discussed here until one has become an owner
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point you. You will still benefit from the
various points being made in this article. I
encourage you to read on and learn. You may
well become motivated enough to actually
get one of these important insurance policies
to practice this strategy for yourself. Either
way I will be sure to list several resources in
the references section of this article that will
help you continue your educational journey.

20

LMR

JANUARY 2017

INSIDE THE IBC SPECIALLY
DESIGNED POLICY CONTRACT
As every practicing owner of an IBC insurance policy knows, these are designed to
facilitate use of the “living benefits” available
to any policy owner, which allows the policy

language of the insurance contract.2
If you should obtain such a loan this is what
actually happens in layman’s terms. The life
insurance company is advancing you a loan,
at a contractually specified rate of interest.
Your policy continues to “grow” on its own

An earned interest rate of 3% inside the policy (without
adding the annual dividend) and with no federal or state
income tax attributed to it, is equivalent to approximately
1.25% to 2% additional interest earned depending on the
policy owner’s tax bracket.

to be a financing instrument. However the
death benefit is the core element of a life insurance policy, and understanding its value as
an asset will be essential to my analysis. The
financing function is made possible because
the owner can take out policy loans with the
surrender value of the policy serving as collateral; this is a legal right that is provided
to all policy owners and is spelled out in the
An IBC Tax Strategy: Part I

strength, however, and in a sense that internal growth partially compensates for the
interest on your policy loan. In addition to
the guaranteed growth, a payment of an annual dividend is also made into the policy.
Although the dividends are not guaranteed
you should know that mutual companies
have historically paid dividends virtually every year for as long as these companies have
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been in existence, except on a few isolated
occasions. This historical evidence for many
of these companies spans a period of over a
hundred years, even right through the period
of the Great Depression of the 1930s.
So long as the earnings do not exceed
the cost basis in these policies the total of

1.25% to 2% additional interest earned depending on the policy owner’s tax bracket.
When you add the tax equivalent dividend
to this amount you get an even higher return. A tax equivalent calculator obtained
from the Internet can help you analyze this.3
But I don’t want you to merely look at the

The result is an ever-increasing asset (the death benefit) that resembles
a prime piece of property with a value that never declines.

these two quantities (the guaranteed growth
and dividends paid) are accumulated inside
the policy tax-free. Consequently, their tax
equivalent amounts (depending on the tax
bracket of the policy owner) help reflect their
true earnings inside the policy. For example,
an earned interest rate of 3% inside the policy (without adding the annual dividend)
and with no federal or state income tax attributed to it, is equivalent to approximately
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growth in the “cash value” of the policy, treating it as if it were a money-market account.
No, remember that this is a life insurance policy. When these dividends are automatically
reinvested they purchase additional, paidup death benefit coverage. In a sense this is
generating equity in the policy as a result of
this increase. This is an immensely important component that is immediately noticeable when reviewing a year-end annual re-
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port on these policies. A simple comparison
of the increased death benefit against the
cash values and the policy loans outstanding
each year reflect this equity increase. In other
words, the result is an ever-increasing asset
(the death benefit) that resembles a prime
piece of property with a value that never declines. This higher death benefit is critically
important at the death of the policy owner,
especially in the case where there are numerous loans outstanding.
Interestingly, the increased death benefit
each year caused by the reinvestment of the
dividends in order to purchase more insurance actually forces the payment of an even
larger dividend payment into the policy the
following year. This happens on account of
the policy’s set trajectory to have the cash
values ultimately equal the death benefit by
the policy owner’s 121st year. The beauty of
all of this is that all of these moving money
parts occur in clockwork precision like gears
that shift by themselves. It is literally that
mechanical. Yet these self-loading and selffiring actions within the policy produce impressive results.
Meanwhile the lent money to the policy
owner is usable for any expenditure on a taxfree basis since it is borrowed money and not

Meanwhile the lent money to the
policy owner is usable for any
expenditure on a tax- free basis since
it is borrowed money and not income.

An IBC Tax Strategy: Part I

When you make your first premium
payment to the mutual company you
immediately become a partial owner of
the company, a very important fact.

income. What the policy owner has given up
in exchange for the use of this tax free money (until he repays the loan) is a collateral assignment in the cash values of the policy up
to the amount of the indebtedness. When
the policy owner repays the loan and the interest charge on it, the collateral held by the
company is released and additional borrowing capacity for the policy owner is increased
by exactly the same amount.
In a sense, you can think of your policy as
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chugging along, doing its own thing, while
the life insurance company makes you a loan
“on the side,” with money it takes out of the
general pool, not directly “out of your policy.”
Now to reiterate, they charge you an interest rate on this loan, just as they insist on
earning a return on other investments they
might make. But it’s helpful to know exactly
what the mechanics are of policy loans, and
how they differ from (say) taking money out
of your checking account or selling off a portion of your 401(k) in order to make a large
purchase.

THE IDEAL WAREHOUSE FOR
OUR WEALTH
One thing we should not overlook is that
when you make your first premium payment
to the mutual company you immediately become a partial owner of the company, a very
important fact. (In contrast, a stock insurance
company has stockholders, who may not be
the same people as its policyholders.) At
that exact point the company becomes to-

tally responsible to pay your beneficiary the
death benefit in your insurance contract if
you should drop dead later that same day.
But it also does something else. The insurance company now becomes responsible,
and it guarantees this responsibility by the
financial strength of the company, to distribute a portion of its profits to you in the form
of dividends. This happens so long as you remain an owner of the company by continuing to make your premium payments.
The premium payments you make are always made payable to the insurance company in care of your name and policy number
assigned to your contract. Those premiums
as well as the millions of dollars in premiums
made by other policy owners are invested
by the company. It’s noteworthy that these
investments are mostly in loans to highly
reputable institutions like the government
and highly rated corporations. These investments earn an interest income that translates
into company profits. The investment fund
that is earning this interest income is often
referred to as the general pool or investment
portfolio of the company.

This is why so many IBC practitioners
feel as though the use of IBC with a
dividend paying Whole-Life policy
from a mutual company is like owning
one’s own private cash flow system.

An IBC Tax Strategy: Part I
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If you only knew how many individuals, especially business owners,
often have to borrow money from a bank or a credit card just to be able
to pay their taxes, it might be easier for you to recognize how powerful
this benefit really is.

All monies sent to the insurance company by policyholders goes into this general
pool. Even when you deposit additional
money into your PUA Rider,4 a feature of
all specially designed IBC policies, you make
your check payable to the company in care
of your name and policy number associated
with your contract
It’s exactly the same
procedure that is used when making the premium payments, the only difference is that
you direct the company as to the placement
and posting of this money. In like manner, the same thing happens when you pay
back a loan and its interest. This is why so
many IBC practitioners feel as though the
use of IBC with a dividend paying WholeLife policy from a mutual company is like
owning one’s own private cash flow system.

An IBC Tax Strategy: Part I

But what should really be coming into focus as you think through this is the idea of
a ledger with your name on it as well as the
policy contract number. Keep in mind that
the actual money associated with your ledger is not there but safely housed in the investment portfolio (the general pool) of the
company and is working for your benefit as
an owner of the company. All this money must keep working if the company is to
make a profit.
When you take out a policy loan it is taken out of that general pool of the company
earmarked for loan investments. In other
words, at your request the company is now
making an investment in your loan as opposed to someone else’s. As you can see this
keeps the money working and is doing so for
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the benefit of all the owners of the company
including you. But the company is actually
granting the policy owner a loan from this
general pool. Simultaneously, an assignment in the cash values of the policy owner’s
particular policy has been taken as collateral
by the insurance company.

don’t borrow money at all—you just pay cash.

This action by the company is not only
representative of good accounting that keeps
the books straight, but at the same time it
also allows for the enormous cash flow flexibility afforded the policy owner by having
borrowed from his own system. This financing flexibility inherent in these specially designed policies, which we are about to identify, is what makes possible the strategy we
are discussing.

Number One—Access and Control Over
Your Money: If you have cash value in your
policy you have a contractual right to policy
loans.

THE BIG THREE COMPONENTS
THAT MAKE ALL THE
DIFFERENCE
The best way to see this important difference is to think comparatively as you study
each of these three components carefully.
Think about money borrowed from other
sources and money paid to other sources that
are different from the insurance contract
system we are describing. Also think about
what you may have to give up in exchange
every time you take these actions with those
outside sources. Think about commercial
banks, finance companies, credit cards and
even qualified plans. Think about shopping
at your local Costco, the grocery store, the
shopping mall and similar places where you
An IBC Tax Strategy: Part I

Now let’s first look at these three components in the form of statements and then I
will comment on each one where hopefully
the impact of what I am revealing will become clear.

Number Two—Flexibility of Repayment
Terms: You can pay back the policy loans
on your own terms or even not at all if you
wish.
Number Three—Uninterrupted Compounding Of Your Money: Whatever
amount you borrow that same amount continues to earn money in the form of interest,
dividends, and equity in your policy as long
as you live and as long as your policy remains
in force.

THE IMPORTANT ANALYSIS
With regards to the Number One Statement, this is a most powerful benefit. I have
been a business consultant to corporations
for forty years and have observed a noticeable business management pattern when
it comes to borrowing money. If you only
knew how many individuals, especially business owners, often have to borrow money
from a bank or a credit card just to be able
to pay their taxes, it might be easier for you
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to recognize how powerful this benefit really
is. Banks and credit cards are not the best
sources for borrowing money, yet needing to
pay taxes on time is always a priority. In fact
it is a downright necessity and yes, people
will go into debt to pay them. This is because
the consequences of not paying taxes can be
quite severe.
But with a well-funded policy so long as
you have unencumbered cash value in the
policy the insurance company, by the language in its contract, is willing and ready to
grant you a policy loan.5 Furthermore, there
are no credit checks, no extensive forms to
fill out, no questions about what you are going to use the money for, or how you plan to
pay it back when requesting a policy loan.
An IBC Tax Strategy: Part I

You just simply ask for the money and it’s
mailed to you or deposited directly into your
account in about 3 to 5 business days, sometimes sooner.
As to why a policy owner has the absolute
authority to repay the loan strictly on his
own terms, as stated in point Number Two,
the answer may surprise you, but it actually
makes logical sense. Recall that when insurance companies invest policy owner premiums in very safe fixed income assets such as
U.S. Treasuries or investment grade corporate bonds they are actually lending money
to these institutions. These investments, as
we said earlier, are loans.
But policy loans to a policy owner are a
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better (literally risk free) investment than
bonds as far as the insurance company is
concerned. They actually have more control
over a policy loan than they do over bonds
since they actually control and guarantee
the cash value, which is the collateral. Since
policy loans never exceed their cash values
and unpaid principal amounts may be deducted from cash surrender or policy death
proceeds, the safety of principal associated
with policy loans is absolute, from the life
insurance company’s perspective.
For this reason the company is not at all
worried about the repayment of the loan,
even if the policy owner decided not to pay
it back at all during his lifetime. If the policy owner cannot generate by his own merits
the incentive to repay the loan in order to
reopen his credit line for future borrowing,
then at the policy owner’s death, the company will simply subtract the loan from the
death benefit.
This is why we stress that the increasing equity in the policy caused by the reinvestment
of the dividends to purchase more death
benefit secures the policy owner, as well as
the beneficiary, from going in the hole or
simply breaking even by having numerous
outstanding loans. This is why the reinvestment of the dividends is a standard feature
of a Whole-Life policy designed according
to Nelson Nash’s IBC especially during the
borrowing years of a policy
Finally there is point Number Three. You
will be more than delighted to learn that
when you take out a policy loan the actual
An IBC Tax Strategy: Part I

There are no credit checks, no extensive forms to fill out, no questions
about what you are going to use the
money for, or how you plan to pay it
back when requesting a policy loan.
You just simply ask for the money and
it’s mailed to you or deposited directly
into your account in about 3 to 5
business days.

amount of the loan never “comes out” of your
cash value and so it never stops earning money. You have only given an assignment on that
amount of money. Yes, you received the loan
money from the company, but the amount received never came out of its tax-free earning
capacity inside your policy. This loan money
you received to pay your taxes is still earning
portfolio interest, annual dividends, and purchasing additional death benefit with them,
which continues to increase the equity in your
policy. If you really think this through this is
quite a remarkable accounting feature. To be
sure, this isn’t “free money,” because you must
pay the life insurance company contractual
interest on the policy loan. But to repeat, the
actual mechanics of the policy loan make it
an operation “on the side,” while your policy
itself continues to chug along. (We are here
neglecting the complication of “direct recognition” and “non-direct recognition,” which
more advanced readers will want to research
to fully understand the impact of policy loans
upon performance.)
By combining all of these important aspects
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of the insurance contract with a business owner’s ability to create windfalls for purposes of
repaying outstanding loans and you have the
makings for an ideal system for creative cash
flow strategies and management.

GETTING YOUR POLICY UP AND
RUNNING
Suppose you’ve been following our podcast and reading the materials put out by
the Nelson Nash Institute. You’re convinced
that having a well-funded IBC-type policy
is an excellent component of any business or
household financial plan. However, you hesitate to act because you think it would take
too long to build up a policy that could really
affect your situation.
Well, what I do in my own affairs might
shed light on a strategy you could use to
accelerate the process. Specifically, you can
take cashflows that are already earmarked

for paying your business taxes, and “detour”
them through a correctly designed IBC
policy. This would allow you to build up the
infrastructure of a policy that has a much
larger capacity than you may have thought
possible.
In Part II, I will use numerical illustrations to show exactly what I mean. Let me
be clear: There is nothing magical going on
here. We’re not creating money out of nothing. But the special features of policy loan
terms will allow you to put time on your side;
you will be able to fund your policy with future windfalls in a way more convenient to
the vagaries of your cashflow.
Also in Part II I will describe how business
owners, using IBC and their corporate entities, can pre-plan their profits using bonuses
and sale of assets in such a way that even
better results can be achieved. Be sure to
look for all of this in the February 2017 issue
of the LMR.
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