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Regular readers of the Lara-Murphy Report 
know that we are strong advocates of the Infinite 
Banking Concept (IBC) as developed by R. Nelson 
Nash in his classic book Becoming Your Own 
Banker. In this work, Nash showed how the proper 
use of dividend-paying whole life insurance could 
allow someone to finance major purchases through 
policy loans, rather than seeking out traditional 
lenders. In our own book, Carlos and I put Nelson’s 
ideas in a broader economic framework and showed 
how IBC would allow a household to engage in 
“privatized banking.”

In the present article (the first of two parts) I 
want to walk the reader through one of the most 
important parts of Nelson’s book, namely Part IV 
on Equipment Financing. After extensive study of 
the theory and practice of whole life insurance, as 

well as discussion with Nelson himself, I believe 
I can shed some light on the illustrations on this 
topic. My goal is to “connect the dots” and make 
sure the reader of Nelson’s book understands exactly 
how the different numbers fit together.

Before diving into the details, I should offer 
a general disclaimer: Nelson was quite clear in his 
book—and with me on the phone—that IBC isn’t 
“about” interest rates. Rather, Nelson is showing 
his readers how to cut out the middleman of a 
commercial bank or other institutional lender, 
through the use of dividend-paying whole life 
insurance policies. Naturally, if a person can redirect 
cash flow that otherwise would have gone out of the 
household and steer it back in, then the person will 
be wealthier.

iBc isn’t “about” interest rates.
Rather, Nelson is showing his readers how to cut out the middleman through the use of 
dividend-paying whole  life insurance policies.
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However, having said all that, it is still the case 
that a standard assessment of rates of return and 
so forth will show—as it must—that a person does 
better financially by using IBC. The illustrations in 
Nelson’s book show this, and the goal in the present 
article is to demystify some of the numbers to make 
the presentation less of a black box.

First, the control 
(Baseline case)

The context of our discussion is a hypothetical 
person who runs a logging company with four 
trucks. Initially, the man finances all four trucks 
through a conventional, outside lender. For each 
truck, the man must finance $52,600, which he does 
over a four-year period before turning in the truck 
and buying a new one. Based on the specific details 
that existed when Nelson constructed the example, 
the market rate of interest on this commercial 

loan was a bit higher than 15%. Since the man (by 
assumption) turned in the trucks every four years, it 
worked out that 27 cents of every dollar paid to the 
finance company was in the form of pure interest.

Eventually Nelson will show the reader the 
benefits of self-financing the truck purchases 
through policy loans on well-funded whole life 
policies. But Nelson doesn’t want to overwhelm the 
reader, so he moves in baby steps.

The first thing to establish is a control, or 
baseline, case. In order to isolate the pure effect of 
IBC—becoming your own banker—Nelson wants 
to lay down a background of a normal whole life 
policy where the owner does not take out any loans. 
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if the owner merely contributed
$15,000 per year (through 65), and if the owner took all dividends in the form of cash and 
spent them on beer and wings, then the face death benefit would never increase.

Once we see the performance in this scenario, we 
can test what happens when the person begins using 
this identical whole life policy to start financing 
logging trucks.

Table 1 on the next page is an abridged version 
of Nelson’s “Equipment Financing Illustration 1,” 
which appears on page 54 of the Fifth Edition.

the Basics of Reading an 
insurance illustration

For newcomers to IBC, merely interpreting 
illustrations such as the one shown in Table 1 can be 
daunting, because there are several moving parts and 
it’s hard to know what is causing what. 

First of all, Nelson is assuming that there is a 
“life paid up at 65” policy with a base premium of 
$15,000 and an initial death benefit of $1,233,439. 
(This information appears at the top left of the 
illustration in Nelson’s book.) This means the 

owner of the policy is contractually obligated to pay 
$15,000 per year in premiums until age 65, at which 
point he no longer owes the insurance company any 
money.

Now, if the owner merely contributed $15,000 
per year (through 65), and if the owner took all 
dividends in the form of cash and spent them on 
beer and wings, then the face death benefit would 
never increase. It would still be $1,233,439 at age 84, 
at the bottom of the illustration. This is because the 
man would still just have his original base policy, on 
which he kept paying the $15,000 premium. There 
would be no additional purchase of insurance, and 
so the death benefit would remain the same.
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TABLE 1

(Note that 
for ease of 
comparison, we 
have shaded 
the same cells 
in Table 1, as 
Nelson shades in 
his Illustration 1, 
even though our 
discussion will 
not necessarily 
refer to these 
same cells.)
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Even in this case, where the man maintains 
the original base policy and death benefit coverage, 
the net cash value would still increase, year after 
year, starting a few years into the policy. A standard 
whole life policy is designed such that the cash value 
steadily rises until it just equals the face death benefit 
when the policy matures or completes (which used 
to happen at age 100, but now might not occur until 
age 121). So the growth in cash value is a natural 
feature of a whole life policy, and isn’t solely the 
result of reinvestment of dividends.

However, in Nelson’s first illustration he 
assumes that the man does pump more money into 
the policy. Nelson does this, because—to repeat the 
point from before—he wants to have a true apples 
to apples comparison. When the hypothetical man 
wants to finance one of his logging trucks with the 
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amount, so that the total contribution is $40,000.

When someone buys additional insurance, 
effectively he is buying “mini-policies” modeled 
after the original, base policy. The special thing 
about these additional mini-policies is that they are 
fully funded at inception. In other words, they are a 
“1-pay” insurance policy. Standard illustrations don’t 
keep these different policies distinct, but instead 
lump the cash value, dividend payments, and face 
death benefit of all policies together into single 
values shown in the various columns for a particular 
year.

This is why the death benefit appears to grow 
in an illustration showing the purchase of additional 
insurance. It’s not that the death benefit on the 
original policy per se has increased, but rather that 

if the purchase of additional
insurance causes the death benefit to go up, a partial surrender does the opposite.

policy, there will need to be enough cash value in the 
policy to handle the loan.

Such a large policy loan anytime soon will 
only be possible if the man has “front-loaded” the 
policy with large, additional payments above the 
contractually required $15,000 per year. Since the 
man is going to need to do this in Illustration 2 (and 
beyond), Nelson needs to have the man front-load 
the policy in the control case, Illustration 1, so that 
we can isolate the pure effects of truck-financing.

Buying additional insurance

We can see the front-loading in Table 1, where 
the first four years show a net outlay of $40,000 per 
year. What has happened is that in addition to the 
base $15,000 premium payment, the man has also 
elected for the option of a Paid Up Additions (PUA) 
rider, in the amount of $25,000. This allows him to 
supplement the base premium with an additional 

the owner is buying more insurance policies—which 
are “1-pay” and are otherwise calibrated to be just 
like the original policy—that, for convenience, are 
thrown in a bucket with the original policy where 
only the totals are reported.

partial Surrenders

If the purchase of additional insurance causes 
the death benefit to go up, a partial surrender does 
the opposite. Here, what’s happening is that the 
owner is surrendering or collapsing some of the 
“mini-policies” he has accumulated along the way; 
it is the unwinding of paid-up additional insurance. 
As with the original policy, with a mini-policy 
the owner obtains the “surrender cash value” upon 
surrender. However, this amount might be fairly 
small, since the 1-shot payment to fully fund the 
mini-policy was itself relatively small.

Because he didn’t want to use any policy loans 
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at all—again, in order to isolate their impact in the 
next illustration—in this control case Nelson has the 
hypothetical man make his $15,000 base premium 
payments from Age 34 onward through the use of 
dividends and partial surrenders. For example, at 
Age 34 the dividend is $6,339. That’s not enough 
to cover the full $15,000 contractually due, so the 
man must partially surrender some of the additional 
(fully paid up) insurance he has accumulated by this 
point.

In order to raise the $15,000 - $6,339 = $8,661 
necessary, the man must surrender insurance with a 
face death benefit of $33,710. This is why, in Table 
1, we can see the death benefit drop from Age 33 to 
Age 34, by the amount of $33,710. Note that from 
Age 30 through 33, the death benefit had been 
increasing—because of the additional $25,000 
plus dividend earnings. Yet this trend reverses at 
Age 34, because now the owner needs to come 

up with some of the $15,000 premium payment, 
and is drawing on the accumulated, fully-paid up 
insurance to do so.

The pattern flips again at Age 46, where the 
death benefit ($1,461,233) is higher than it was at 
Age 45. What is special about this particular time? 
Why did the death benefit continually go down, 
year after year, from Age 34 through 45, after which 
it started rising again?

The answer is that the total dividend finally 
surpassed the $15,000 mark at Age 46. At this point, 
the man no longer needed to partially surrender 
insurance coverage in order to come up with the 
premium on the original, base policy. In fact, his 
dividend of $15,634 this year, leaves him with a 
spare $634 that will be devoted to the purchase 

my goal is to “connect the dots”
and make sure the reader of Nelson’s book understands exactly how the different numbers 
fit together.

of additional paid-up insurance. Thus, rather than 
surrendering, the man now begins buying more 
insurance.

passive income Stage 
(aka “Retirement”)

Things continue in this fashion for two decades 
until Age 65. At this point, the original base policy 
is paid up (by contractual design) and so the man 
no longer owes $15,000 annual premium payments. 
Note that the death benefit this year is $2,406,948.

Now, Nelson wanted to show the power of 
whole life, even without getting into IBC financing 
per se. So he tinkered with numbers until he found 
the amount that the man could draw out of the 
policy, such that after 19 years (i.e. at Age 84) the 
man would have (roughly) the same death benefit 
available. This magic number happened to be 
$92,000. Thus, as Table 1 indicates, the man can draw 

$92,000 in passive income (“retirement income” in 
popular jargon) every year from Age 66 through 
84, while his death benefit at the end is almost the 
same (actually $788 higher) as it was at the start of 
the process. What Nelson was trying to convey here 
is that the standard whole life policy, so long as it 
has been heavily capitalized on the front end, can 
provide a very comfortable flow of passive income in 
later years, and still deliver a sizable bequest to the 
owner’s beneficiaries.

Note, however, that the death benefit doesn’t 
stay constant. What actually happens is that it 
initially falls for several years, then turns around 
and begins rising. Nelson has picked the numbers 
such that the fall and rise virtually offset each 
other, yielding start and end death benefits that are 
almost identical. But what’s the cause of this fall 
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loans, so that the benefits of IBC would be apparent 
in contrast.

In the August 2012 issue of the Lara-Murphy 
Report I will complete this discussion. I will cover 
the tax implications that are applicable even in this 
Illustration 1, and show why Nelson thinks it would 
actually be foolish to obtain cash through partial 
surrenders as his hypothetical logger has done. 
Following that, I’ll dive into the true equipment 
financing scenario, and show how the logger can 
improve on an already good situation by “becoming 
his own banker.”  

(1) A note to purists: Technically, the death benefit turns 
around and begins rising at Age 75, when the dividend 
is only $90,626, i.e. less than $92,000. One would have 
expected the death benefit to fall in this year as well. I have 
discussed this anomaly with Nelson, who conjectured 
that it could be due to rounding or perhaps a subtlety 
with monthly/annual timing in the way the insurance 
company’s software program generated the illustration.
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and then rise?

The answer again lies with the dividend 
column. Notice that when the death benefit is 
shrinking from Age 66 forward, the dividend is less 
than $92,000. That means to get the full $92,000 in 
passive income during this period, the man needs to 
partially surrender some of the paid-up insurance to 
cover the deficit. But eventually, the dividend itself 
surpasses the $92,000 mark, at which point the 
death benefit begins rising again. For example, at 
Age 76 the dividend is $92,892, meaning that $892 
is available for the purchase of additional paid-up 
insurance.1

conclusion

Even at this stage, before we’ve talked about 
policy loans, we can see the tremendous power of 
a whole life insurance policy that has been heavily 
funded at its inception. To be clear, Nelson isn’t 
recommending that people actually use such a 
policy in the way he’s made his hypothetical man 
behave. The point is that Nelson was trying to pick 
a very simple baseline case, which involved no policy 

We can see the tremendous power
of a whole life insurance policy that has been heavily funded at its inception.




