
12 L M R  A u g u s t  2 0 1 2

equipment Financing with iBC, part ii

EquipmEnt
Financing

with iBc
paRt ii: using policy Loans

to grow Wealth Faster

by Robert p. murphy, phD

12 L M R  A u G u S T  2 0 1 2

In last month’s issue, I discussed one of the most 
important parts of Nelson Nash’s book Becoming Your 
Own Banker, namely Part IV on Equipment Financing. 
I walked through (what I called) the base case, where 
a hypothetical individual had a whole life policy and 
did not take out any policy loans. Nash’s purpose in 
this portion of his analysis was to establish a baseline so 
that we could isolate the effects of the Infinite Banking 
Concept (IBC) proper, as opposed to just using whole 
life insurance the way a textbook would recommend.

In the present article, I will finish the analysis by 
walking through Nelson’s treatment of the hypothetical 
individual using his whole life policy to finance purchases 
of large logging trucks for his business. We will see that 
our individual grows wealthier even relative to the base 
case. In other words, we will see that if you use your whole 
life policy productively, you will hit wealth milestones 
faster than if you let it sit in the corner and merely make 
your premium payments on it.

Refresher: the Base case

Because we need the base case to understand the 
(relative) advantages of using IBC to finance equipment 
purchases, we reproduce Nelson’s “Equipment Financing 
Illustration 1,” which appears on page 54 of the Fifth 
Edition of his book (next page).

Recall the precise context of our story:  We are 
dealing with a man 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.
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1 30 $40,000 $0 $0 $0 $0 $24,029 $40,000 $1,342,420
2 31 $40,000 $0 $0 $0 $0 $65,282 $80,000 $1,448,237
3 32 $40,000 $0 $0 $0 $2,821 $109,637 $120,000 $1,565,319
4 33 $40,000 $0 $0 $0 $4,494 $157,363 $160,000 $1,684,787
5 34 $0 $0 $0 $0 $6,339 $167,182 $160,000 $1,651,077
6 35 $0 $0 $0 $0 $6,359 $177,803 $160,000 $1,617,227
7 36 $0 $0 $0 $0 $6,827 $189,303 $160,000 $1,586,373
8 37 $0 $0 $0 $0 $7,393 $201,772 $160,000 $1,558,701
9 38 $0 $0 $0 $0 $8,032 $215,294 $160,000 $1,534,303

10 39 $0 $0 $0 $0 $8,735 $229,940 $160,000 $1,513,222
11 40 $0 $0 $0 $0 $9,500 $245,790 $160,000 $1,495,466
12 41 $0 $0 $0 $0 $10,325 $262,987 $160,000 $1,481,114
13 42 $0 $0 $0 $0 $11,273 $281,585 $160,000 $1,470,253
14 43 $0 $0 $0 $0 $12,233 $301,720 $160,000 $1,462,786
15 44 $0 $0 $0 $0 $13,296 $323,507 $160,000 $1,458,790
16 45 $0 $0 $0 $0 $14,409 $347,078 $160,000 $1,458,250
17 46 $0 $0 $0 $0 $15,634 $372,555 $160,000 $1,461,233
18 47 $0 $0 $0 $0 $16,910 $400,109 $160,000 $1,467,729
19 48 $0 $0 $0 $0 $18,311 $429,894 $160,000 $1,477,823
20 49 $0 $0 $0 $0 $19,792 $462,092 $160,000 $1,491,562
21 50 $0 $0 $0 $0 $21,417 $496,851 $160,000 $1,510,003
22 51 $0 $0 $0 $0 $24,093 $534,403 $160,000 $1,533,598
23 52 $0 $0 $0 $0 $26,019 $575,015 $160,000 $1,561,290
24 53 $0 $0 $0 $0 $28,159 $618,942 $160,000 $1,593,313
25 54 $0 $0 $0 $0 $30,523 $666,427 $160,000 $1,629,892
26 55 $0 $0 $0 $0 $33,096 $717,776 $160,000 $1,671,237
27 56 $0 $0 $0 $0 $35,871 $773,220 $160,000 $1,717,463
28 57 $0 $0 $0 $0 $38,806 $833,139 $160,000 $1,768,699
29 58 $0 $0 $0 $0 $41,992 $897,818 $160,000 $1,825,120
30 59 $0 $0 $0 $0 $45,331 $967,607 $160,000 $1,886,785
31 60 $0 $0 $0 $0 $48,898 $1,042,969 $160,000 $1,953,959
32 61 $0 $0 $0 $0 $52,841 $1,124,212 $160,000 $2,026,980
33 62 $0 $0 $0 $0 $56,994 $1,211,884 $160,000 $2,106,079
34 63 $0 $0 $0 $0 $61,623 $1,306,418 $160,000 $2,191,756
35 64 $0 $0 $0 $0 $66,577 $1,408,285 $160,000 $2,284,301
36 65 $0 $0 $0 $0 $71,942 $1,517,320 $160,000 $2,406,948
37 66 -$92,000 $0 $0 $0 $76,620 $1,535,083 $68,000 $2,388,186
38 67 -$92,000 $0 $0 $0 $77,785 $1,553,719 -$24,000 $2,366,852
39 68 -$92,000 $0 $0 $0 $79,063 $1,573,317 -$116,000 $2,348,032
40 69 -$92,000 $0 $0 $0 $80,346 $1,593,760 -$208,000 $2,331,513
41 70 -$92,000 $0 $0 $0 $81,504 $1,615,244 -$300,000 $2,317,164
42 71 -$92,000 $0 $0 $0 $82,915 $1,637,846 -$392,000 $2,305,388
43 72 -$92,000 $0 $0 $0 $84,504 $1,661,661 -$484,000 $2,296,355
44 73 -$92,000 $0 $0 $0 $86,348 $1,686,737 -$576,000 $2,290,342
45 74 -$92,000 $0 $0 $0 $88,419 $1,713,164 -$668,000 $2,287,491
46 75 -$92,000 $0 $0 $0 $90,626 $1,740,933 -$760,000 $2,287,799
47 76 -$92,000 $0 $0 $0 $92,892 $1,769,997 -$852,000 $2,291,093
48 77 -$92,000 $0 $0 $0 $95,007 $1,800,385 -$944,000 $2,297,030
49 78 -$92,000 $0 $0 $0 $97,032 $1,832,206 -$1,036,000 $2,305,422
50 79 -$92,000 $0 $0 $0 $98,942 $1,865,492 -$1,128,000 $2,316,087
51 80 -$92,000 $0 $0 $0 $100,818 $1,900,340 -$1,220,000 $2,329,013
52 81 -$92,000 $0 $0 $0 $102,769 $1,936,871 -$1,312,000 $2,344,345
53 82 -$92,000 $0 $0 $0 $104,913 $1,975,174 -$1,404,000 $2,362,370
54 83 -$92,000 $0 $0 $0 $107,355 $2,015,361 -$1,496,000 $2,383,436
55 84 -$92,000 $0 $0 $0 $110,096 $2,057,446 -$1,588,000 $2,407,736

EquipmEnt Financing iLLuStRatiOn 1
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Illustration 1 depicts 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.

As I spelled out in detail in last month’s issue, the 
death benefit on this policy grows over time, because the 
man reinvests his dividends by paying Paid Up Additions 
(PUA). In effect each burst of a dividend reinvestment 
gets him a “mini-policy” configured much like the 
original policy, except that these mini-policies are 1-pay, 
meaning the man’s base premium doesn’t change. Each 
one-shot purchase of additional insurance is fully funded 
at the moment of purchase, so that the death benefit, 
cash value, and future dividend earnings increase, but 
without any additional premium obligation.

Last month, I spent most of the article explaining 
the ebb and flow of the total death benefit (in the far 

some of his additional insurance, in order to suck the 
cash out. It is the exact opposite of buying PUAs.) But 
eventually, even with the $92,000 annual withdrawals, the 
death benefit begins rising again, because the dividends 
grow so large that they eventually exceed $92,000. Thus, 
what happens at the end of life is that the man draws out 
his $92,000 from the dividends, and uses whatever’s left 
over to buy additional insurance (thus boosting the death 
benefit).

tax consequences: 
Why partial Surrenders 
might Be a Bad idea

As I alluded to last issue, Nelson does not think 
our hypothetical man is using his whole life policy in a 
wise fashion, as depicted in Illustration 1. In particular, 
Nelson recommends that people pump as much money 
as possible into their policies, rather than turning them 
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iF yOu uSE your whole life policy productively,
you will hit wealth milestones faster than

if you let it sit in the corner and merely make
your premium payments on it.

right column). It fell from Age 34 through 45, because in 
these years the contractual premium payment of $15,000 
was higher than the dividend earnings, and the man was 
no longer kicking any money into the policy. (In order 
to build up the cash value early on—which would be 
necessary in order for this policy to serve as a “bank” 
that could finance equipment purchases—Nelson had 
the man front-load the policy in the first four years with 
$40,000 contributions.)

However, from age 46 through 65, the dividend 
payment each year is higher than the $15,000 contractual 
premium. That’s why the death benefit rises annually in 
this period, because the man is paying the premium with 
his dividend earnings, then using what’s left over to buy 
additional insurance.

From age 66 onward, the man begins drawing out 
passive income of $92,000 per year, which knocks down 
the death benefit. (Technically, the man is surrendering 

on “autopilot” by letting dividends earnings pay the 
premiums. There is also the fact that this hypothetical 
man (in Illustration 1) relies on partial surrenders of 
insurance, rather than policy loans, whenever he needs 
to take money out of the policy (on net) in a given year.

So why did Nelson set the table up in this fashion? 
Why would he walk newcomers through an illustration, 
that has a man doing things Nelson might not endorse?

The reason is that this Illustration 1 isn’t supposed 
to teach the reader about funding retirement income 
(although Nelson doesn’t like that term and prefers 
“passive income” since he doesn’t let anybody off the hook 
from working until death!). Rather, Nelson is building up 
to the equipment financing powers of IBC. So he needs 
Illustration 1 to be the base case, namely to have a whole 
life policy that would be capable of providing financing 
for the first logging truck, but where this capability isn’t 
exercised by the owner. Since financing the logging truck 
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will involve policy loans, Nelson doesn’t want any policy 
loans in Illustration 1 at all; their presence would confuse 
the reader and make it harder to isolate the contribution 
of IBC per se, over and above the simple strategy of 
getting a whole life policy at age 30 and hanging onto 
it until death.

When the man in Illustration 1 takes money out 

to grow year after year, meaning his annual dividends 
would continue to grow. Thus the income stream from 
his insurance would be larger, compared to the situation 
where he took no loans from the insurance company 
and instead financed his needs through surrenders. The 
numerical tradeoff between these two forces would 
depend on many factors, but the important point is that 
they are both relevant to the man’s overall wealth.

equipment Financing with iBC, part ii

WHEn tHE man in illustration 1 takes money
out through partial surrenders—this is what 
makes the death benefit go down in certain 

years—he is effectively undoing the work
he had done earlier. 

through partial surrenders—this is what makes the 
death benefit go down in certain years—he is effectively 
undoing the work he had done earlier, when building 
the policy up. Since Nelson’s philosophy views the policy 
as a “bank” that is being capitalized, such behavior is 
counterproductive. It would be akin to selling off pieces 
of your business whenever you had cash flow difficulties.

Rather than this strategy, the man in Illustration 
1 could have used policy loans. With this technique, the 
insurance company allocates the needed money to the 
man—such as $92,000 per year in his later years—but in 
those years when dividends don’t cover the full amount, 
the difference is lent by the insurance company itself, 
with the underlying cash value of the policy serving as 
collateral on the loan.

To be sure, there is a major downside of borrowing 
from anybody, including the insurance company: You 
have to pay interest. The actual, contractual interest 
payments on a policy loan go directly to the insurance 
company, not “back into the policy.” (In the next section 
we’ll see the sense in which a portion of a typical interest 
payment really does accrue directly to the policy owner, 
not the insurance company.) Whenever the man carries 
a loan balance on the insurance company’s books, his 
net worth grows more slowly than it would, other things 
equal, because the loan grows with interest.

However, not all things are equal. For starters, since 
the man wouldn’t have partially surrendered any of his 
insurance coverage, his death benefit would continue 

However, there is another major consideration: 
taxes. When taking dividends as cash or when partially 
surrendering a policy, the owner can only take up to the 
historical “cost basis” (how much he has pumped into the 
policy in premiums, without considering the time-value 
of money) with no tax event. In Illustration 1, the cost 
basis is $160,000 by the fourth year (see the second last 
column, “CUM NET OUTLAY”).

Notice what happens to the cumulative net outlay 
column once the man begins drawing out $92,000 per 
year. Not only does the death benefit start dropping 
(again), but the cumulative net outlay is reduced dollar-
for-dollar. When the net outlay goes negative—this 
happens at age 67, when the $92,000 draw knocks the 
previous cumulative outlay of $68,000 down to a negative 
$24,000—the IRS will suddenly become quite interested 
in the festivities. It will now say to the man, in effect, “At 
this point, in your 67th year of age, you are finally taking 
out more money from this policy than you ever put in. 
Clearly then, this has generated net income for you. Thus, 
we are going to start taxing it, just like we would tax your 
investment earnings in other financial assets.”

Yet what if the man at age 67 took out the $92,000 
not by a partial surrender, but instead through a $92,000 
policy loan? In this case, the IRS would not treat it as 
taxable income. This is for the simple accounting reality 
that a loan isn’t really income.

Thus we see that a policy loan, rather than a partial 
surrender, might be the more sensible way to draw a 
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cash flow out of a whole life policy, especially in later 
years. Even in the “worst” case, where the policy owner 
never pays back a cent on the loan—letting it grow 
exponentially with interest until he dies and the policy 
loan is extinguished by being paid out of the death benefit 
proceeds—it’s possible that the savings in income tax 
more than compensate for the lifetime interest charges 
on the policy loan. Considering this factor, as well as the 
higher growth in dividends, the policy loan route might 
be far wiser than partially surrendering.

Finally: Equipment Financing

Now that we’ve covered the preliminaries, we can 
finally jump into the heart of the example: We can now 
analyze what happens when the man uses his whole life 
policy—at first configured just as it was in Illustration 
1—to finance the purchase of a logging truck. The new 
scenario is laid out in Illustration 2 on the next page.

In Illustration 2, the man first has to capitalize his 
“bank.” That’s why he can’t finance his trucks with it in 
the first four years, because in this period he is building 
up his cash value with large contributions over and above 
his contractually required $15,000 premium. (In other 
words, he is kicking in an extra $25,000 per year via a 
Paid Up Additions rider—bringing the total outlay to 
$40,000—even though he is not obligated to do so, by 
his insurance contract.)

In Year 5 (Age 34) the fun begins. The man has 
to borrow $52,600 initially, because that’s the net out-
of-pocket expense to him of a new logging truck (after 
accounting for the trade-in value of his old truck). In 
other words, back in Illustration 1 when the man wasn’t 
using his whole life policy to help with his business, 
he had to finance $52,600 from outsiders whenever he 
acquired a new truck.

Now, Nelson supposes that the man keeps a given 
truck for four years before turning it over for a new one. 
That means his financing strategy must pay off the policy 

loan after the fourth year. Well, $52,600 divided by 4 
equals $13,150, so you might at first think the man has 
to pay back $13,150 each year to the insurance company 
to knock out his policy loan by the end of the cycle.

Ah, but there is interest. In Nelson’s example, when 
the man borrowed the $52,600 from the insurance 
company as a policy loan, there was a contractual 8% 
interest rate. Thus the man would actually have to pay 
more than $13,150 per year, in order to reduce the total 
outstanding policy loan to $0 by the time he had to turn 
in his old truck and finance the purchase of a new one. 
Using an online amortization calculator, I reckon the 
man owes the insurance company $1,284 per month, in 
order to knock out a $52,600 loan at 8% after four years.

Here is the crucial part of the story. Nelson does not 
recommend that the man merely pay the bare minimum 
to the insurance company. Instead, Nelson says the man 
should stick to his original stream of payments on the 
truck. In other words, even though the man can borrow 
from the insurance company at 8%, the man should 
still make monthly payments on the truck as if he had 
borrowed the $52,600 from the outside finance company, 
which (Nelson shows) charges him about 15% on the 
loan.

Back when the man financed using outside lenders, 
his monthly truck payment was $1,502 (as Nelson 
reports on page 52). Rather than pay only $1,284—as 
the arrangement with the insurance company would 
require, if the man wants to achieve a $0 loan balance 
after four years—Nelson wants the man to send the 
insurance company the full $1,502 per month. To repeat, 
the man’s overall household cash flow situation is the same 
in Illustration 2 as it was in Illustration 1. That is, the man 
is still able to go to the movies, eat out at restaurants, and 
take vacations just as he did in the first few decades of 
Illustration 1.

So what’s the magic trick? We can look at the cash 
value and the death benefit columns in Illustrations 
1 versus 2, and clearly in the second case the man is 

WHat iS the source of
the “magic” of iBc in this simple example

of equipment financing?

equipment Financing with iBC, part ii
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1 30 $40,000 $0 $0 $0 $0 $24,029 $40,000 $1,342,420
2 31 $40,000 $0 $0 $0 $0 $65,282 $80,000 $1,448,237
3 32 $40,000 $0 $0 $0 $2,821 $109,637 $120,000 $1,565,319
4 33 $40,000 $0 $0 $0 $4,494 $157,363 $160,000 $1,684,787
5 34 -$34,600 $40,745 $2,784 $40,745 $6,339 $129,387 $125,400 $1,623,887
6 35 $18,000 -$12,551 $2,088 $28,194 $5,835 $155,945 $143,400 $1,613,616
7 36 $18,000 -$13,555 $1,084 $14,640 $6,641 $184,927 $161,400 $1,608,902
8 37 $18,000 -$14,639 $0 $1 $7,634 $216,568 $179,400 $1,609,727
9 38 -$34,600 $40,745 $2,784 $40,746 $8,750 $193,570 $144,800 $1,559,233

10 39 $18,000 -$12,550 $2,089 $28,195 $8,997 $225,539 $162,800 $1,563,333
11 40 $18,000 -$13,555 $1,084 $14,641 $10,172 $260,375 $180,800 $1,573,190
12 41 $18,000 -$14,639 $0 $2 $11,506 $298,379 $198,800 $1,588,842
13 42 -$34,600 $40,745 $2,784 $40,747 $13,022 $282,226 $164,200 $1,553,357
14 43 $18,000 -$12,550 $2,089 $28,196 $13,620 $321,600 $182,200 $1,573,180
15 44 $18,000 -$13,554 $1,085 $14,642 $15,196 $364,450 $200,200 $1,598,918
16 45 $18,000 -$14,639 $0 $3 $16,928 $411,071 $218,200 $1,630,573
17 46 -$34,600 $40,745 $2,784 $40,748 $18,838 $404,228 $183,600 $1,611,186
18 47 $18,000 -$12,550 $2,089 $28,198 $19,882 $453,637 $201,600 $1,647,702
19 48 $18,000 -$13,554 $1,085 $14,643 $21,920 $507,320 $219,600 $1,690,350
20 49 $18,000 -$14,639 $1 $5 $24,175 $565,630 $237,600 $1,739,228
21 50 -$34,600 $40,745 $2,784 $40,750 $26,643 $571,379 $203,000 $1,738,388
22 51 $18,000 -$12,550 $2,089 $28,200 $29,261 $634,365 $221,000 $1,795,515
23 52 $18,000 -$13,554 $1,085 $14,645 $32,025 $702,736 $239,000 $1,859,477
24 53 $18,000 -$14,638 $1 $7 $35,154 $776,947 $257,000 $1,930,588
25 54 -$34,600 $40,745 $2,785 $40,752 $38,604 $799,921 $222,400 $1,952,136
26 55 $18,000 -$12,550 $2,089 $28,202 $41,393 $881,561 $240,400 $2,031,725
27 56 $18,000 -$13,554 $1,085 $14,648 $45,296 $969,987 $258,400 $2,119,304
28 57 $18,000 -$14,638 $1 $10 $49,514 $1,065,819 $276,400 $2,214,986
29 58 -$34,600 $40,745 $2,785 $40,756 $54,105 $1,112,034 $241,800 $2,262,110
30 59 $18,000 -$12,550 $2,089 $28,206 $57,975 $1,218,591 $259,800 $2,368,087
31 60 $18,000 -$13,554 $1,085 $14,653 $62,989 $1,333,894 $277,200 $2,482,990
32 61 $18,000 -$14,638 $1 $15 $68,587 $1,458,494 $295,800 $2,607,224
33 62 -$34,600 $40,745 $2,785 $40,761 $74,535 $1,535,684 $261,200 $2,684,155
34 63 $18,000 -$12,549 $2,090 $28,211 $80,157 $1,675,538 $279,200 $2,821,850
35 64 $18,000 -$983 $2,017 $27,228 $87,071 $1,826,253 $297,200 $2,977,525
36 65 $18,000 -$17,262 $738 $9,966 $95,071 $1,988,254 $315,200 $3,158,537
37 66 -$100,000 -$9,966 $0 $0 $102,076 $2,035,134 $215,200 $3,164,149
38 67 -$125,000 $0 $0 $0 $104,516 $2,058,047 $90,200 $3,134,075
39 68 -$125,000 $0 $0 $0 $106,120 $2,082,100 -$34,800 $3,106,363
40 69 -$125,000 $0 $0 $0 $107,725 $2,107,133 -$159,800 $3,081,626
41 70 -$125,000 $0 $0 $0 $109,155 $2,133,392 -$284,800 $3,059,592
42 71 -$125,000 $0 $0 $0 $110,913 $2,160,972 -$409,800 $3,040,867
43 72 -$125,000 $0 $0 $0 $112,895 $2,189,983 -$534,800 $3,025,638
44 73 -$125,000 $0 $0 $0 $115,203 $2,220,485 -$659,800 $3,014,273
45 74 -$125,000 $0 $0 $0 $117,800 $2,252,578 -$784,800 $3,006,960
46 75 -$125,000 $0 $0 $0 $120,562 $2,286,240 -$909,800 $3,003,673
47 76 -$125,000 $0 $0 $0 $123,389 $2,321,397 -$1,034,800 $3,004,192
48 77 -$125,000 $0 $0 $0 $126,004 $2,358,074 -$1,159,800 $3,008,332
49 78 -$125,000 $0 $0 $0 $128,488 $2,396,400 -$1,284,800 $3,014,857
50 79 -$125,000 $0 $0 $0 $130,807 $2,436,406 $1,409,800 $3,024,486
51 80 -$125,000 $0 $0 $0 $133,068 $2,478,201 -$1,534,800 $3,036,856
52 81 -$125,000 $0 $0 $0 $135,414 $2,521,930 -$1,659,800 $3,052,142
53 82 -$125,000 $0 $0 $0 $137,995 $2,567,695 -$1,784,800 $3,070,705
54 83 -$125,000 $0 $0 $0 $140,948 $2,615,623 -$1,909,800 $3,093,000
55 84 -$125,000 $0 $0 $0 $144,273 $2,665,716 -$2,034,800 $3,119,289

EquipmEnt Financing iLLuStRatiOn 2
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shows $1, because of rounding. The cumulative net outlay 
is now $179,400. Notice that this is higher than it ever 
was in Illustration 1. So now we see what’s going on: In 
Illustration 2, the man is kicking more money into his policy 
on net than he ever did in Illustration 1. That’s why the 
cash value and death benefit are higher in Illustration 2, 
year by year, compared to Illustration 1.

But where did this extra money come from? How is 
it possible that the man kicked in more money over the 
4-year loan cycle, compared to his behavior in Illustration 
1? Didn’t we stress the fact that the man’s household 
lifestyle was exactly the same in both scenarios?

The answer is that the insurance company was only 
charging 8% on the policy loan, but the man continued 

growing wealthier, faster. What precisely is driving this 
result? What is the source of the “magic” of IBC in this 
simple example of equipment financing?

To get a hint, look back at the “CUM NET 
OUTLAY” column in Illustration 1. It grew by $40,000 
per year until maxing out at $160,000 in year 4, and then 
it stayed there until retirement. This underscored the 
fact that the man didn’t kick another penny into the policy 
after the fourth year. (To repeat, now we are going to 
see exactly why Nelson had the man behave this way in 
Illustration 1, even though in reality Nelson would never 
recommend that someone do so!)

Now look at the net outlay column in Illustration 2. 
At first, as the man is capitalizing his “bank,” it rises up 
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to $160,000 by year 4, just as in the base case. But then 
it drops down, reflecting the net policy loan of $34,600. 
(This figure results from the gross loan of $52,600, less 
that year’s loan repayment of $18,000.) Notice that the 
cumulative net outlay has thus dropped by precisely 
$34,600, from year 4’s value of $160,000 down to year 5’s 
value of $125,400.

In years 6 through 8, the man makes $18,000 
annual loan repayments, just as he would have done to 
the outside financing agency in Illustration 1. To repeat, 
this $18,000 outlay doesn’t represent a new burden to 
the man; he was already paying it in Illustration 1, it’s 
just that we couldn’t see it anywhere, since it had nothing 
to do with his whole life policy. Notice that in each of 
these years, the “CUM NET OUTLAY” column grows 
by $18,000 per year. For example, $18,000 + $125,400 = 
$143,400, which is precisely the cumulative net outlay 
shown in year 6.

Now notice something interesting: By the end of 
the 4-year loan cycle—i.e. by year 8, the loan is paid 
off completely; that’s why the “CUM LOAN” column 

“making payments” as if it were charging him the 15% 
that the original finance company charged. Remember, 
the man actually only needed to pay about $1,284 per 
month to not fall behind with the insurance company. 
Yet in practice he paid $1,502. Thus in the first month, 
the man paid an additional $218 to reduce the principal 
on his policy loan. Had he been with the original finance 
company, this $218 would have been consumed in finance 
charges (i.e. interest on the loan), but at the insurance 
company’s lower interest rate, that same $218 could be 
thrown at the overall debt.

Look at the “CUM LOAN” column in year 7. 
It shows that by this point—after that year’s $18,000 
annual loan payment—there is only $14,640 left on the 
loan. Tacked on top of that principal, there will also be 
a $1,084 interest charge (shown in the column to the 
left). That means the next (and final) “loan payment” of 
$18,000 in year 8, will more than extinguish the policy 
loan. At this point, more than $2,000 in extra money can 
be used to buy additional insurance.

To double-check that our treatment here is 
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consistent with Nelson’s understanding of what’s 
happening, look at footnote 1 on page 58 where he 
writes: “Actually, this “interest” is not really interest—it is 
additional premium (capital) that has been paid into the 
policy, that equals the interest that was being paid to the 
finance company. That is the reason that it is adding to the 
cost basis of the policy.” 

Once you see how the process works for the first 
purchase, you can step back and view the 4-year cycle 
throughout the man’s life. Although the cumulative net 
outlay drops sharply every 4 years with the purchase of 
a new truck, it rises steadily as the loan is repaid (and 
then some). Every fourth year, the cumulative outlay has 
hit a new peak, showing how the man, over the years, is 
funneling more and more money into the purchase of 
additional insurance.

conclusion

By simply redirecting the cash flow that he already 
was committed to making, our hypothetical logger can 
build wealth in his whole life policy more rapidly than 
was possible in Illustration 1. Indeed, by age 66 the 
man in the second scenario begins drawing out a much 
larger retirement income, and still keeps his total death 
benefit at $3.1 million by age 84. In contrast, the man in 
Illustration 1 drew a smaller retirement income, and was 
only able to keep his death benefit treading water at a 
level of $2.4 million.

Nelson’s simple equipment financing example 
shows the power of using the Infinite Banking Concept 
to supplement the natural virtues of a standard whole 
life policy. Every household should consider a policy, 
but business owners in particular should consider large 
policies—particularly “front-loaded” ones—that will 
serve them as an alternative lending facility, freeing them 
from dependence on commercial lenders.
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