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In this article I want to start by 
briefly reviewing some of the key components 
of the groundwork I initially laid out in 
Part I and then walk through some actual 
numerical illustrations that will help expand 
our understanding of this unique tax idea.   
As a reminder we are specifically discussing 
a tax strategy that calls for taking the cash 
flows that are already earmarked for paying 
your taxes and re-routing them through a 
correctly designed IBC policy that has the 
capacity to adjust to your particular situation 
and provide the freedom to not be dependent 
on outside bankers. As before, I want to 
emphasize that this idea does NOT reduce 
your tax liability—I am simply presenting 
options for people to redirect cash flows that 
would occur anyway.

Additionally, one of the most important 
points I made in the previous article was that 
this idea would resonate most strongly with 
business owners because they have a unique 
distinction that employees on a fixed income 
do not have.  This main difference is their 
ability to create “windfalls” through either 
their business profits, or the selling of busi-
ness assets. These actions can even include 
the selling of the entire business as the fi-
nal sale and exit strategy when the business 
owner reaches that time in life for receiving 
passive income from investments. As we will 
see, the strategy I outline in this article is 
most advantageous to people with volatile 
income streams, which is why it should ap-
peal to business owners first and foremost.

In the initial discussion it was important 
for me to walk through the mechanics of 

a specially designed IBC policy as well as 
some of its most important attributes in 
order to impress upon the reader that after 
careful inspection of each of these qualities 
that it would dawn on the business owner, 
that this really is the best place where one’s 
wealth should be “warehoused” (to use Nel-
son Nash’s term).  Since this has so many of 
the qualities of the perfect investment, why 
wouldn’t we want to store most of our mon-
ey here, as a “headquarters” if you will, while 
considering other potential investments?  

This idea does NOT reduce your tax 
liability—I am simply presenting options 

for people to redirect cash flows that 
would occur anyway.

An IBC Tax Strategy: Part II

Among these qualities I described of a 
properly structured dividend-paying whole 
life policy, these three stand out as being 
particularly important: 

Access and Control Over Your Money:  If 
you have cash value in your policy you have a 
contractual right to policy loans.
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Where else, but here, would a business 
owner put his increased profits or the pro-
ceeds from the sale of business assets? The 
problem is that many people don’t have a 
steady flow of free cash to quickly fund a 
policy such as this, which is why I am sug-
gesting you use your recurring tax bill as a 
way to get your IBC policy up and running.

Remember, the idea isn’t that you are re-
ducing your tax liability or that there is “free 
money” here.  It’s that you are flowing a 
regular expense (such as taxes) through the 
policy first.  I’m picking taxes in this article 
because everybody pays taxes, but I could 
have picked any big, recurring expense. The 
point is that by building up the policy and 
taking out policy loans to pay your taxes, you 
(a) have a nice fat death benefit in case you 
die prematurely, and (b) have a much more 
flexible instrument that you can implicitly 
fund through windfalls.  You can pay down 
your loans as your business success allows.

Examining The Numbers

We are going to examine and walk through 
two different hypothetical business situa-
tions so let me first introduce both scenarios.  
In the first example we will be studying the 
variables involved when using only the cash 
flows earmarked for taxes going into the 
policy and directly into the cash values. This 
is necessary because this money will need to 
be immediately available for a policy loan in 
order to be able to pay the tax.  

Flexibility of Repayment Terms:  Al-
though an outstanding policy loan rolls over 
at interest, you can pay it back on your own 
schedule, or even not at all, if you wish.

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.

An IBC Tax Strategy: Part II

Where else, but here, would a business 
owner put his increased profits or the 
proceeds from the sale of business 

assets?

By combining all of these important as-
pects of the living benefits of an insurance 
contract the hope was that one could more 
easily see that a specially designed IBC pol-
icy was actually the ideal cash flow and fi-
nancing system for a business owner, instead 
of a commercial bank or any other type of 
investment.
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This recurring cash flow 
will be shown going into the 
policy each year for a period 
of 10 years, combined with 
the minimal costs associated 
with the establishment of the 
base policy and its special 
riders. Since this cash flow 
will represent a substantial 
amount of funds coming into 
an insurance contract and go-
ing straight into the cash val-
ue portion of the policy, this 
special design is necessary in 
order to accommodate that 
type of over-funding and not 
create a Modified Endow-

ing the same special IBC policy design, but 
it will demonstrate what business owners can 
do by “pre-planning” their company profits 
and taxes ahead of time.  When this strategy 
is utilized, the funding of the specially de-
signed IBC policy is achieved with the entire 
profits of the business (before taxes) instead 
of just with the tax bill cash flows.   I should 
add right here that this strategy could also 
be done with the proceeds from the sale of 
a business asset (before taxes). Nevertheless, 
this strategy is achieved by way of corporate 
bonuses, or draws paid to the business owner 
and taken out toward the end of the year.  In 
this way, no additional cash flow is required 
to fund the base policy as in Illustration I 
and more of the cash flow shows up in the 
growth of the dividends, the cash value por-
tion of the policy and in the death benefit. 

An IBC Tax Strategy: Part II

With modern tax and regulatory treatment a MEC loses 
many of the advantages of a standard policy. 

ment Contract (MEC).1 

In layman’s terms, a MEC indicates that 
an insurance contract is primarily being used 
as an investment instrument instead of life 
insurance, and with modern tax and regu-
latory treatment a MEC loses many of the 
advantages of a standard policy.  To avoid 
this situation we must use IRS Rule-IRC 
7702,2 which means that a minimal amount 
of those funds will be required to set up the 
base part of the policy in order to allow the 
larger influx of cash flow to go directly into 
cash value.  In this first illustration those 
amounts will be reflected as additional re-
quired funds separate from the tax bill cash 
flows.  This additional cost is minimal and a 
business owner who recognizes the value of 
this infrastructure and asset should be happy 
to pay it. 

In the second scenario we will be examin-
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Now let’s look at the first illustration, Il-
lustration I. For convenience I have rounded 
the numbers off, but the table is based on an 
actual illustration; I wanted these numbers 
to be realistic. I should also stress that there 
are a lot of real-world considerations going 
into the design of this policy and the illus-
tration I’ve shown you. I must stress that you 
should take your individual situation and de-
scribe it to someone who has been properly 
trained in IBC; I can only touch on some of 
the highlights in this article.

Illustration I is predicated on the assump-
tion that the business owner’s recurring tax 
bill is $100,000 and that this amount is be-
ing deposited directly into the cash value 
portion of the policy.  (I am aware that many 

business owners have tax bills ranging in the 
millions of dollars. I used $100,000 for sim-
plicity’s sake and for its adaptability in ad-
justing it to your own particular situation.)

The first thing to keep in mind as you 
study this illustration is to understand that 
the base policy, which has only $1 million 
in death benefit, cannot possibly take in $1 
million in premium payments over 10 years 
and have them go directly into cash value 
without the policy becoming a MEC.  We 
would not want that to happen or we would 
lose many of the important attributes that 
we have been discussing in these two articles 
and what makes dividend paying Whole-
Life insurance such a unique tax beneficial 
financial product.
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Age

46

47

48

49

50

51

52

53

54

55

Policy
Year

1

2

3

4

5

6

7

8

9

10

Contract 
Premium

$120,000

$120,000

$120,000

$120,000

$120,000

$120,000

$120,000

$120,000

$120,000

$120,000

Loan Amount 
By Year

$86,000

$100,000

$100,000

$100,000

$100,000

$100,000

$100,000

$100,000

$100,000

$100,000

Outstanding 
Loan 

Balance

$91,000

$201,000

$317,000

$438,000

$565,000

$697,000

$839,000

$987,000

$1,141,000

$1,304,000

Net 
Premium 
Outlay

$34,000

$20,000

$20,000

$20,000

$20,000

$20,000

$20,000

$20,000

$20,000

$20,000

Net Cash 
Value 

$7,000

$0

$6,000

$13,000

$18,000

$22,000

$26,000

$28,000

$29,000

$29,000

Net Death 
Benefit

$2.4m

$2.6m

$2.8m

$3.0m

$3.2m

$3.3m

$3.5m

$3.5m

$3.6m

$3.8m

Illustration I: 
Hypothetical Business Owner Who Pays $100,000 in Taxes Each Year
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out about the specially designed IBC poli-
cy that is not often stressed and you should 
have no problem guessing why.  That im-
portant feature is that the load expense, that 
portion of the cost of insurance that includes 
the commissions paid for the policy set-up, 
are considerably less than commissions paid 

Prior to 1988, wealthy individuals could 
easily write one big fat check and drop it into 
a “single” premium Whole-Life insurance 
policy and it would not be a MEC.  Many 
people took advantage of this opportunity 
after the Tax Reform Act of 1986, which re-
moved much of the special treatment given 
to real estate investments. Nowadays, a typi-
cal single premium whole life insurance poli-
cy would be classified as a MEC; otherwise 
this is what I would recommend we all do 
instead of configuring these insurance con-
tracts in this special way.  But we must do 
it this way if we wish to over fund a policy 
and be sure to follow the new IRS guide-
lines.    The good news is that all Authorized 
IBC Practitioners—graduates of the course 
that Nelson Nash, David Stearns, Bob Mur-
phy, and I have created—know exactly how 
to configure these policies in this special way. 

This special configuration, which includes 
the special riders that are added to this par-
ticular base policy, must account and provide 
enough money for the cost of the insurance.  
This cost includes proportioned projected 
amounts of life insurance company expenses 
having to do with, mortality, loads, surrenders, 
and contingency funds, which are all built into 
the premium payment. These are all statuto-
ry requirements we cannot get around when 
dealing with life insurance.  In this illustra-
tion that cost for this policy with $1 million 
in over funding within a 10 year period is 
approximately $1,700 per month or roughly 
$20,000 annually.

 (I should also mention that there is one 
more distinct feature that we should point 
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In other words, for a given amount of 
premium payment flowing into the policy 
per year, a financial professional earns 

a lower commission configuring the 
policy in the “IBC” way versus a more 

conventional approach.

on traditional permanent life insurance poli-
cies.  In other words, for a given amount of 
premium payment flowing into the policy 
per year, a financial professional earns a low-
er commission configuring the policy in the 
“IBC” way versus a more conventional ap-
proach. This makes the special configuration 
of these policies, in order to over fund them 
legally, well worth it to the consumer, and 
it is yet another reason that I urge anyone 
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seeking more information to only work with 
professionals who are located on our Prac-
titioner Finder at www.infinitebanking.org/
finder.)

To summarize, in Illustration I we have 
a business owner who normally would pay 
$100,000 in taxes every year. What we’ve 
done is have him roll that payment into a 
$120,000 premium payment for a specially 
designed life insurance policy, out of which 
he borrows $100,000 each year in order to 
pay his tax bill. 

Now notice that this isn’t merely a “wash.” 
(There is some “drag” in Year 1 for technical 
reasons of policy design; I only have the busi-
ness owner borrowing out $86,000 in that 
first year, meaning he would have to kick in 
the other $14,000 to pay his taxes, which is 
necessary to get the whole thing up and run-
ning.) In other words, that column showing 
“Net Cash Value” indicates how much extra 
cash is available to borrow in case the busi-
ness owner needs it.  But you can also see 
that from Years 1 through 10 he is borrow-
ing out the money to pay his tax bill.

If you want to see how much “out of pock-
et” the life insurance is adding to the entire 
operation, look at the “Net Premium Out-
lay” column. That is showing how much the 
business owner is kicking in over and above 
the amount he originally earmarked for pay-
ing his taxes. In other words, when evaluat-
ing the overall marginal costs and marginal 
benefits of doing things this way (of just pay-
ing the $100,000 to the IRS every year), you 
want to look at this “Net Premium Outlay” 

column and then consider all of the benefits 
you gain by owning this policy as it matures 
over time.

Now at this point a perceptive reader might 
wonder: Why am I mixing the tax payments 
into this discussion? After all, if the business 
owner wants a modest whole life policy, why 
not just separately fund it with his free cash 
flow, instead of the particular arrangement 
depicted in Illustration 1?

There are two main reasons. First, by build-
ing up a large infrastructure, the business 
owner now has plenty of room in case he 
has a windfall—maybe because he has a very 
profitable year, or perhaps because he sells 
a business asset. At any point, he can take 
excess cash flow from the business (after he 
pays income tax on it of course) and use it to 
pay down the outstanding policy loan. That 
will show up dollar for dollar as more Net 
Cash Value immediately available to bor-
row, and it will boost the Net Death Benefit 
available. In other words, even though the 
net amounts of cash available are modest in 
Illustration 1 above, look at the gross ware-
house we’ve created for newfound wealth: In 
Year 10 of the policy, there is room to devote 
$1,304,000 to paying off the policy loan (an-
other way to think of over funding the pol-
icy even further), thus making that amount 
added to the available net cash and net death 
benefit.

But there is a second reason that I like in 
the strategy shown in Illustration 1. Even 
without windfalls, look at the sizeable piece 
of property the business owner is building 

An IBC Tax Strategy: Part II
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up. In particular, look at the death benefit. It 
is amazing to me that so many people talk 
about the cash flow properties of life insur-
ance and yet they lose sight of the value of 
the death benefit! For example, even in just 
the fourth year of the policy, the net death 
benefit—meaning after the policy loan has 
been taken care of—is already $3 million. 
That will pass income-tax-free to the busi-

augment it tremendously by redirecting a 
large expense (such as a recurring tax pay-
ment) through the policy. If the business 
owner understands the benefits of having a 
modest sized policy, then he should under-
stand the benefit of erecting the gross infra-
structure for a much larger policy, waiting 
to warehouse his future wealth as windfalls 
present themselves. And, if he should unfor-
tunately die in the meantime, then his heirs 
get a much larger death benefit check under 
this approach.

The Second Scenario: Pre-
Planning Profits and Taxes

In last month’s installment of this article, 
in Part I, I stated that it is not possible to ful-
ly grasp the financial implications discussed 
here until one has become an owner of a well 
funded specially designed IBC policy and 
has been practicing IBC in their own life.  
So clearly the ideas discussed here are not 
for the novice. However, I do believe that a 
business owner is able to relate to what I am 
trying to explain here much quicker than a 
salaried employee on a fixed income. Busi-
ness owners can relate to windfalls. They are 
also able to predict with some reasonable as-
surance how much profits and tax liability 
their business will generate in the present 
year.  So Illustration II examines this pre-
planning aspect of setting up a specially de-
signed IBC policy, how the cash flows going 
in differ, as well as the results, and why.

An IBC Tax Strategy: Part II

I do believe that a business owner 
is able to relate to what I am trying 
to explain here much quicker than a 
salaried employee on a fixed income.

ness owner’s beneficiaries. By Year 10, the 
net death benefit (net of the $1.3 million in 
policy loans) has grown to $3.8 million. 

So in conclusion, what Illustration I shows 
us is that a business owner who has the abil-
ity to devote $20,000 of free cash flow each 
year into a whole life insurance policy can 
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In this illustration we do have the same 
components involved such as the base policy 
and its riders configured in the special de-
sign to avoid the MEC problem.   However, 
in this example the business owner has de-
termined that his business will earn a profit 
of $1.5 million this year before he pays any 
taxes.  If the business is a “C” corporation, 
the business owner knows that these profits 
tend to accumulate and show up in his bank 
account and that in order to avoid paying 
taxes of 35% of his profits corporately and 
then again personally at 35-39%, that bank 
account needs to be emptied before the end 
of the year.   This is a common problem of 
most all closely held “C” corporations.   

If the business owner operates an LLC, or 
an “S” corporation, then his business profits 
will flow to him personally and he will pay 
35-39% in taxes on these profits. If we as-
sume that the business owner who operates 
the “C” corporation is able to zero out his 
corporate profits before year end and only 
pays personal taxes like the owner of the 
LLC and S, then in all these cases the tax 
bill will be $530,000. The profit after taxes 
($970,000) goes to the business owner’s per-
sonal savings account (a commercial bank), 
or into an investment (land, real estate, stock 
market, etc.), or it is plowed back into the 
business and used to pay off loans, lines of 
credit, or left in the business as additional 
working capital.

An IBC Tax Strategy: Part II

Age

51

52

53

54

55

56

57

58

59

60

Policy
Year

1

2

3

4

5

6

7

8

9

10

Contract 
Premium

$1.5 m

$1.5 m

$1.5 m

$1.5 m

$1.5 m

$1.5 m

$1.5 m

$1.5 m

$1.5 m

$1.5 m

Loan Amount 
By Year

$530,000

$530,000

$530,000

$530,000

$530,000

$530,000

$530,000

$530,000

$530,000

$530,000

Outstanding 
Loan 

Balance

$559,000

$1.1 m

$1.8 m

$2.4 m

$3.1 m

$3.7 m

$4.4 m

$5.2 m

$5.9 m

$6.8 m

Net 
Premium 
Outlay

$970,000

$970,000

$970,000

$970,000

$970,000

$970,000

$970,000

$970,000

$970,000

$970,000

Net Cash 
Value 

$430,000

$1.8 m

$2.7 m

$3.6 m

$4.4 m

$5.4 m

$6.5 m

$7.5 m

$8.6 m

$9.8 m

Net Death 
Benefit

$27.0m

$29.0m

$30.8m

$32.7m

$34.6m

$36.4m

$38.0m

$39.8m

$41.9m

$43.2m

Illustration II: 
Hypothetical Business Owner Who Grosses $1.5 million Before Taxes
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What Illustration II is demonstrating is 
that the business owner has decided that 
the best place to warehouse one’s personal 
wealth is in a specially designed IBC policy.  
This is where the residual after tax money 
(the $970,000) should ultimately reside in-
stead of where it has been previously placed.  
After all, it is easily accessible and is contin-
ually earning money, whether you take out 
policy loans or not.  Plus, the flexibility of 
the repayment terms is so generous that the 
business owner can make the element of time 
work in his or her favor.  Consequently, the 
benefit of flowing the entirety of the busi-
ness profits to the business owner utilizing a 
bonus check or draw and then having those 
monies drop directly into the policy (without 
paying the federal tax) is the ideal tax strat-
egy.  The $530,000 tax bill on that amount of 
money each year is paid using policy loans 
as you see illustrated in this example over a 
period of 10 years.

As you can see in the Net Premium Out-
lay column the residual after tax money (the 
$970,000) is how much the business owner 
is kicking into the policy over and above the 
money that is ultimately destined for the 
IRS (the $530,000.). It is this net premium 
outlay that is effectively buying the flow of 
ever-growing available Net Cash Value and 
Net Death Benefit figures over time.

Before we examine the loan balance includ-
ing the interest, which is rolling over for 10 
years straight (a total of $6.8 million), check 
out the results of this particular policy once 
it is up and running. For example, after the 
fifth year there is $4.4 million available in 

cash value to borrow for any investment op-
portunity, and if the business owner should 
happen to die that year, he leaves a hefty 
$34.6 million death benefit to his named 
beneficiaries. Also note that there is $15 
million in cash flowing into this policy in 10 
years without it becoming a MEC.  The cash 
value in the tenth year is close to $10 million 
and the death benefit is $43 million.

An IBC Tax Strategy: Part II

That bank account needs to be emptied 
before the end of the year.   This is a 
common problem of most all closely 

held “C” corporations.

As with the original, more modest illustra-
tion, here too we must appreciate the tremen-
dous infrastructure that our business owner 
has erected for himself. A business owner’s 
potential for windfalls can be “placed in” this 
particular policy after the tenth year with an 
additional $6.8 million (as of year 10) by us-
ing profits or sale of business assets to pay off 
the policy loans, which he should do.   (I’m 
using “placed in” in quotation marks, be-
cause really what is happening is that he’s 
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paying down the loan and thus reducing the 
lien against his gross asset.) Afterward, the 
dividends can be re-directed and paid to the 
business owner income tax free up to the 
point at which he has recovered his entire 
“cost basis” in the policy, the cash value and 
death benefit will continue to grow and at 
the death of the business owner, the death 
benefit passes over to the beneficiary income 
tax free. And all along, the amounts shown 
in the “Net Cash Value” column is available 
for immediate borrowing, should the busi-
ness owner desire. This is the exact opposite 

of tax-qualified plans that lock your money 
up in prison.

If this idea appeals to you and you wish to 
implement it for your own business, let me 
remind you one last time that I encourage 
you to work closely with your CPA or tax 
advisor to get it fully structured.  Once your 
tax advisor understands the main objective 
(based on what I am trying to get across in 
these articles) and why it is you specifically 
want a specially designed IBC policy of this 
type, your tax professional can then help you 

An IBC Tax Strategy: Part II

This is the exact opposite of tax-
qualified plans that lock your money up 

in prison.
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plan out the flow of these monies all with-
in the IRS requirements pertaining to your 
particular corporate entity.   

Supported with this assistance, together 
with the advice from an Authorized IBC 
Practitioner from our finder https://infi-
nitebanking.org/finder/, and by using a top 
rated mutual life insurance company to un-
derwrite the policy, you can be confident of 
having structured the ideal cash flow system.

Conclusion

The thrust of this two-part series of articles 
was to introduce a tax strategy that calls for 
taking the cash flows that are already ear-
marked for paying your taxes and re-rout-
ing them through a correctly designed IBC 
policy that has the capacity to adjust to your 
particular situation and provide the freedom 
to not be dependent on outside bankers. 

I hit on this idea once I realized that many 
individuals simply do not have a steady flow 
of free cash to quickly fund a policy such as 
this and since we all pay taxes and they do 
come around every year, why not use these 
available cash flows to get the policy up and 
running?

I knew that it would appeal to business 
owners in particular since they already un-
derstand the necessity of practicing sound 
cash flow management while maintaining 
open lines of credit with lenders in order to 
keep their businesses operating profitably.  
But specifically, business owners have the 
ability to create “windfalls” through business 
successes and the sale of business assets that 
can be used to pay off policy loans with op-
timal flexible terms not available elsewhere.

Explaining the mechanics of these unique 
insurance contracts was necessary in Part I 
and in Part II we simply walked through the 
numbers to expand our understanding of 
how this idea would actually work.  

Obviously, we were never talking about 
eliminating the tax bill or creating money 
out of nowhere, but we were illustrating that 
given all of its unique characteristics, includ-
ing its special tax treatment, the specially 
designed IBC policy is ultimately where ev-
eryone should warehouse their wealth.  Op-
erating from this headquarters, money can 
be easily deployed to take advantage of most 
any business opportunity or investment.  
Since there is never any pressure to pay-off 
policy loans, time becomes our ally.  In Nel-
son Nash’s way of expressing it, “IBC creates a 
very peaceful and stress-free way of life.”




