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Cash Flow is King
by L. Carlos Lara

Earlier this year [2012] we (Robert Murphy and I) asked a high level 
executive of a life insurance company if his organization had any problems 
with the increase of policy loans on their balance sheet resulting from the 
popularity of the Infinite Banking Concept. His answer still resonates inside 
my head. Although not an exact quote, this is in effect what he said—“Not if 
I can still fund them out of cash flow. So long as we stay in a high premium 
environment such as what we have today, I have no problem whatsoever 
with policy loans.” 

I guess not! With that kind of cash flow, who would have a problem? A 
business that can do that sort thing—fund policy loans without having to 
sell off invested assets—obviously has a very strong inflow of cash that far 
exceeds its outflows. This is the type of business we would all want to own. 
Then it dawned on me within seconds that the policy owners taking out 
those same policy loans were the “owners” of that company. Suddenly, the 
entire cash flow concept espoused by Nelson Nash came full circle in my 
mind.

Cash flow really is king. It’s business 101. You can have a profitable 
enterprise, but if you have poor cash flow you can get yourself into financial 
trouble pretty quickly and even go broke. Liquidity is highly important, 
especially in a recessionary environment, and must be watched constantly 
by the money manager at the steering wheel of a business. When sales 
decline and receivables start to back up you can bet your bottom dollar 
that a liquidity trap (in the micro, not Keynesian, sense) is about to ensue. 
Immediate action must be taken to keep from having a complete lock up 
of the money flow. Many times that adjustment is not so easy to make and 
liquidating available assets in order to stay afloat can be costly. The only 
remedy to deal with that sort of problem is having a ready reserve of cash 
or credit to draw upon for those special deficit situations. No one knows this 
better than commercial banks.

Commercial banks are institutions that specialize in cash flow management. 
There are no financial gurus schooled more proficiently in cash flow 
management than bankers. This is their terrain and they keep a watchful 
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eye open for prime lending opportunities and it is 
usually the unsophisticated small business owner. 
Statistics demonstrate to them that small businesses 
start out grossly undercapitalized and in constant 
need of working capital. Consequently banks have 
an enormous field of banking prospects to draw upon 
and the supply never ends. While a large percentage 
of new small businesses fail within the first five years, 
there are new businesses cropping up everyday. Most 
all of them are lacking cash and, therefore, in great 
need for bank lines of credit.

SHOUld IbC baNKErS ExTENd lOaNS TO 
SMall bUSINESS OwNErS?
Upon reading this fact and considering this question, 
you may be musing over this huge market for banking 
opportunities that exists within the small business 
sector. Does it make sense for an IBC Practitioner 
sitting with cash in his policy to lend money to them 
and should you do it? What would be the reasons for 
not doing it? Actually this question came up recently 
in a conversation with a very good friend of mine who 
is a seasoned IBC Practitioner who is about to do just 
that. Up to this point in his IBC experience he has 
always been both the lender and borrower, one in the 
same. The only other time he has utilized a third party 
is in the use of his own corporation, but what he is 
about to embark upon now represents an entirely new 
type of third-party transaction. After I learned the exact 
details of the transaction, I expressed some concern 
and shared those with him. With his permission I 
am sharing our conversation here in this article. My 
purpose is not only to explore this option a bit further, 
but also to discuss more fully how commercial banks 
actually lend money and how they differ from what 
we may typically do in a lending situation.

Here are the details. My IBC friend has a friend who 
is a small business owner in the real estate business. 
He buys small houses and duplexes and rents them out. 
He was a bit short with the required down payment 
on a desirable piece of property that came on the 
market and my IBC friend was ready to provide his 
friend the needed funds under a well-constructed loan 
arrangement. Since my IBC friend is a knowledgeable 

businessman he is taking great care in the preparation 
of all the required loan documents. My IBC friend is 
securing himself with a title and first lien position, 
not on the property that is being purchased, but on 
another piece of property the business owner already 
owns outright. The 15-year term mortgage is fully 
amortized with a set principal and interest payment. 
If all goes well over the next fifteen years both parties 
in the transaction should be very happy with their 
outcomes.

My IBC friend will borrow the funds for the loan from 
his insurance policy cash values at a relatively low 
rate of interest from his mutual insurance company, 
then lend the money first to his corporation and then 
his corporation will in turn lend the money to his 
friend, the business owner. In essence, the corporation 
will become the mortgage company. The corporation, 
in turn, will pay my IBC friend back for the funds 
coming from his insurance policy loan, but at a higher 
interest rate than what my friend pays to the insurance 
company. The net result is a seemingly perfect cash 
flow system of policy loan repayments with interest, 
deductions, taxing benefits and increases in wealth.

It really is a good banking transaction. The only one 
concern I had with this arrangement was that my IBC 
friend was transacting this loan arrangement with a 
friend. The reason this is problematic is that dealing 
with a loan transaction that’s gone bad can be difficult. 
The loan transaction must first be analyzed very 
carefully from its exit strategy, before considering 
any of the benefits. The fact that this is a lender-
borrower transaction with a friend could potentially 
negate all of the protection rights the lender has 
over the borrower. When the timely payments in the 
contractual agreements suddenly fall behind, there 
follow some very uncomfortable emotional decisions, 
especially for the lender. As we all know, any type 
of collection measures are usually aggressive and 
simply do not work well with friendships. If more 
aggressive measures become necessary the friendship 
will most certainly not survive. Your friend’s cash 
flow problems may in fact be very legitimate and 
unfortunate. But will you be able to force the sale of 
the asset if it comes down to that or, because he’s your 
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friend, suffer the loss yourself?

Still, this does not mean to imply that these types of 
loan transactions with small business owners, even 
if they are with friends, cannot be consummated and 
work well. What we are saying is that IBC Practitioners 
should look very carefully at all aspects of lending 
practices that go beyond themselves, or their own 
corporations, as the primary borrower. Loans can 
and do often go bad and we must know what to do 
when these loans collapse. Once we start lending to 
others beyond ourselves from our insurance policies, 
we should of necessity become more proficient in the 
nonfinancial analysis of credit granting and consider 
carefully the ramifications of the exit strategy.

THE FOUr “CS” OF CrEdIT1

Back in the 1980s when I taught credit management 
to high-level executives, I always started with the 
fundamentals. The most important nonfinancial 
factor in credit analysis is what we observe in the 
management of a business. Here we are specifically 
analyzing the business owner, his experience, 
background, knowledge, honesty, and ingenuity. 
These are all incorporated in the “Four Cs of Credit”: 
character, capacity, capital, and conditions of the 
times.

Briefly summarizing each, beginning with the 
first “C”—character, this factor searches out the 
willingness of the debtor to pay obligations. Without 
a long business history of the business owner it is 
difficult to make this business judgment.

Capacity is the aspect that deals with the ability of 
the business to operate successfully as an operation of 
three separate, specialized, and interlocking functions: 
marketing, production and finance. Without these 
three the business will remain retarded.

Capital in this sense has to do with the business’s 
ability to pay the obligation, as opposed to the first “C” 
which has to do with “willingness” to pay. This factor 
highlights the financial condition of the business and 
trend of operations.

Finally, Conditions of the Times. It goes without 
saying that general economic conditions of the 

country, the community and the particular industry 
will naturally exert influence on the financial analysis 
of a business. Beyond these basic four nonfinancial 
analyses, we move into more sophisticated measures, 
but the inexperienced credit grantor of loans should 
become proficient in these initial four functions if he 
is to make lending to third party business owners a 
regular practice.

Obviously, we can learn a great deal by studying what 
commercial banks do when they lend money to small 
business owners. One of the first things we see is that 
they practice very aggressive lending methods with 
no emotional attachments even though it may not 
seem that way at first.

COMMErCIal baNKS USE dIFFErENT 
lENdINg praCTICES
To begin with, let’s always keep in mind that 
commercial banks are different types of financial 
institutions unlike any other in our American 
economy. Banks begin all their lending transactions 
with what appears to be friendly negotiations. Your 
loan officer is all smiles at the start of the initial loan 
request. You need some money and they are there to 
provide it for you. That is their business and they are 
very knowledgeable and skilled in their profession. 
Loan officers, for the most part, are sincere and 
innocent in their efforts of taking you through the 
different stages of your loan application, right down 
to where you sign on the dotted line. It is simply their 
job as officers of the bank to pursue your business. 
Unbeknownst to you, that loan application you are 
filling out covers all of the information necessary for 
the nonfinancial and financial analyses to be done in 
order to approve the loan. This function is not done by 
the loan officer, but by a cadre of credit professionals 
in the background. There will be credit checks and a 
thorough interrogation of your character and business 
experience. The entire inquisition is done in a spirit 
of making you feel wanted and important. One 
negotiating tactic is to get you to agree to make all 
your business deposits into their institution in return 
for the loan and a favorable rate of interest. This 
seems reasonable and fair and makes you feel like a 
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real business partner and friend. However, you and I 
know the facts: for every dollar deposited into their 
bank, the banking system will be able to lend out nine 
dollars on that one dollar. This is fractional reserve 
banking—live and in person—a unique feature of 
commercial banks that serves to increase their wealth.

Also, in the same way that you had to borrow from a 
larger pool of money (the insurance company) to make 
loans, banks also need to go to their money source 
(the Federal Reserve) to be able to make their loans. 
Without the legal reserve requirement on deposit with 
the Federal Reserve and in their own vaults, banks 
have to borrow the money at the federal funds rate 
from other banks or at the discount window from the 
Federal Reserve. Without those required reserves they 
can’t make loans.

But the biggest difference between the banks and 
the insurance companies is that the insurance 
companies have a real pool of money, whereas the 
banks’ pool simply appears from the Federal Reserve 
electronically out of thin air. The loan funds appear in 
your bank account ready for your use. At that point 
you can access the money and go back to conducting 
your business affairs without a clue or consideration 
of what all that money will do to the community 
and the general economy. But if you should ever 
have a problem paying back your loan you go 
through an entirely different process that is already 
systematized in your loan transaction. You may get 
a few opportunities to talk to the same loan officer 
that originated the loan to explain your cash flow 
predicament, but after that you will be directed to 
another type of loan officer who will most likely be a 
complete stranger who has no emotional attachments 
to you except what is written in the loan documents. 
At that point things change dramatically for you as 
the borrower.

COMMErCIal baNKS OvEr-
COllaTEralIzE all OF THEIr lOaNS
Loans with commercial banks can become extremely 
problematic for small business owners once the 
business starts to experience problems making its 
loan payments. It is then that business owners realize 

how overly collateralized their loans really are. As a 
general rule of thumb, most business lines of credit 
in the fine print have given the bank a complete 
lien on all of the assets of the business. This will 
generally include inventories, accounts receivables, 
furniture, and equipment. Getting this lien released 
requires payment of the entire obligation. Given 
the circumstances, this would be extremely difficult 
to accomplish. Since most lines of credit are what 
small businesses rely on for the normal ebb and flow 
of seasonal cash flow needs, the business is doomed 
once the bank closes up these credit lines. Banks 
can easily move in to liquidate the assets, within 
the confines of bankruptcy or not, and often do, as 
a preferred secured lender. Usually the banks come 
out whole, while all other creditors, being unsecured, 
lose everything along with the owner of the business. 
If by chance the bank is still owed money at the 
end of this first liquidation, the bank will act on the 
personal guarantee granted in the fine print of the 
loan documents and start their move against personal 
assets. Notice— there are no emotions anywhere 
throughout any part of this entire process. I have 
witnessed this bank collections scenario played out 
hundreds of times in over 40 years of debtor-creditor 
relations. Their outcomes are very predictable. Banks 
are experts at their trade. Lending the money is only 
one facet of it, collections is the other.

CONClUSION
In the October issue of the LMR2 we showed our 
readers a graph that indicated that business owners 
were sitting on more cash (broadly defined to include 
MMMFs) than has been held since World War II. 
Even if we focus on cash in commerical banks proper, 
they are holding more as a share of the economy than 
at any time since the mid-1960s. A whopping $1.4 
trillion worth of cash to be exact! It’s just sitting there 
losing income. [Corporate cash as a share of GDP 
was gently trending upward since 2014 and then 
skyrocketed during the pandemic where it was 17.8% 
of the US GDP, 3X the level of the ealy 1990s. ed]

It seems logical to me that IBC Practitioners would 
achieve more financial success with less emotional 
commitment, by simply introducing small business 
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Thirty Seventh in a monthly series of  Nelson Nash’s 
personally written Becoming Your Own Banker © 

lessons. We will continue these lessons until we have 
gone through the entire book. 
part Iv, lesson 7 Equipment Financing
Content: Page 62, BECOMING YOUR OWN 
BANKER – The Infinite Banking Concept.

There are so many things our logger can do to improve 
his situation – it is hard to decide where to start!  The 
most obvious one is to buy more life insurance to build 
the system big enough to accommodate all his needs 
for financing.  After all, his total monthly payments to 
the finance company were $16,000 per month at the 
start of this story and he has moved only $9,000 to the 
correct side of the “Great Wall of China.”

At this point he is only about 60% efficient. He needs 
to expand the system to accommodate the other $7,000 
per month.  In fact, he should have had the foresight 
to do this at about the 8th year in the schedule we 
have been studying.

For another improvement, turn to Exhibit 1 on page 56 
in the book and look at item 4 -- INSURANCE.  The 
finance company can require him to have collision 
and comprehensive insurance on the truck – but they 
cannot make him do business with the dealership 
where he bought the truck.  Of course, the dealer 
would like to sell him the insurance and finance the 
premium, too!!   But, notice that all the blanks have 
N/A in them.

That means he is doing business with an insurer of his 
choice.  Further investigation – not shown – reveals 
that he is paying $2,100 per truck per year for $1,000 
deductible.  That’s a total of $8,400 per year for all 
his trucks.

Please tell me – has anyone ever seen a logging truck 
in a body shop?

owners to the banking features of whole life insurance 
and the utilization of this available cash reserve. IBC 
Practitioners need not become lenders to them all. 
Business owners could be shown, through sound 
education offered by IBC Practitioners, the hazards 
of borrowing from commercial banks, the potential 
jeopardy to their businesses, and the inadvertent 
contribution to the national inflationary problem by 
borrowing from them. What better way to borrow 
than by using one’s own pool of money and bypassing 
the commercial banks altogether? By teaching them 
how to create their own privatized banking system, 
not only will their borrowing to meet cash flow needs 
be non-inflationary, but also those dreaded credit 
applications become totally unnecessary. Now this is 
real financial freedom and peace.
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Why would anyone ever steal a logging truck?  What 
in the world would you do with it?  It would be pretty 
easy to trace.   Yet, this is all part of the picture when 
he uses a finance company.

With that in mind, look at the cash value on page 
62 at the end of the 12th year – it is $365,675.  At 
this point he can self-insure for comprehensive and 
collision coverage.  After all, what did the C&C 
insurance company do to start their company?  They 
got actuaries who played the game of “what if” as it 
relates to the probability of an accident in a logging 
truck.  Then they got rate makers who determined 
the premium that was necessary to make it all work.  
Then they got lawyers who made legal and binding, 
unilateral contracts.  And then, they got agents to sell 
those contracts to people like our logger.

Do you realize that, once you have a significant 
sum of cash values in life insurance, you have all 
the ingredients of a C&C company except premium 
pricing.  All our logger friend has to do to be in the C&C 
insurance business is to call one of those companies 
and get a quotation as to what they would charge for 
such coverage.   If that figure is $8,400 per year then 
he needs to pay his own life insurance system $10,000 
per year in order to self insure.  Remember the extra 
two cents for the can of peas at the grocery store?  
Now he is making what the banking business used 
to make from him plus what the insurance company 
was making.  And it is all on a tax-free accumulation 
basis.

But there is a problem – the policy on page 62 won’t 
hold this extra $10,000 per year.  He needs to buy 
more life insurance to accommodate this extra money.

For a look at another improvement possibility, go to 
line 2 in the Net Cash Value column on page 62.  It 
shows $65,282 must be lent by the insurance company 
to some borrower.   Our man could make a $52,600 
policy loan at this point to finance the first truck.  If 
he did so and made the payments of $18,000 per year 
plus continuing to make the premium payments of 
$40,000 to capitalize the system – then all the figures 
below this point in the schedule would improve.  
That’s because he would be cutting the finance 

company out of the pattern earlier and directing that 
financial energy to his benefit.  

What’s more – he could arrange with the insurance 
company to “back date” the starting date of the policy 
to 6 months ago.  That means that he could make a 
$40,000 premium payment now, and 6 months from 
now make another $40,000 payment.  One year from 
that date he could be using his system to “cut the 
bleeding” to the finance company.  Remember, the 
earlier you start a life insurance policy, and the longer 
it is in force, the more efficient it gets.  

There are more improvements that he can make just 
by thinking and using his imagination, but we are 
running out of time and will have to save those items 
until the next lesson.  In the meantime, see it you can 
think of any ways to do so.
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The following financial professionals joined or 
renewed their membership to our Authorized 
Infinite Banking Concepts Practitioners team this 
month:

You can view the entire practitioner listing on our 
website using the Practitioner Finder.
IBC Practitioner’s have completed the IBC Practitioner’s 
Program and have passed the program exam to ensure 
that they possess a solid foundation in the theory and 
implementation of IBC, as well as an understanding 
of Austrian economics and its unique insights into our 
monetary and banking institutions.                       
The IBC Practitioner has a broad base of knowledge to 
ensure a minimal level of competency in all of the areas a 
financial professional needs, in order to adequately discuss 
IBC with his or her clients.

Before you look for a practitioner, we suggest 
listening to the following two episodes of The Lara 
Murphy Report. How-To Guide for Starting IBC, 
Part 1 How to begin your study of Infinite Banking, 
including finding an Authorized Practitioner.
How-To Guide for Starting IBC, Part 2 How 
to prepare for your first meeting with an Infinite 
Banking Authorized Practitioner.

Carlos and Bob discuss inflation and whether it spells 
the doom of life insurance, and thereby ruins the case 
for IBC. They conclude that rising interest rates per se 
don’t adversely impact life carriers, because of asset-
liability matching. Moreover, when you practice IBC, 
you’re not “investing in life insurance.”
Episode 83: will Inflation and Yield Curve 
Hurt bonds and ruin the Case for IbC?

The Lara-Murphy Report Podcast is now 
resident on the Nelson Nash Institute 
website. You can listen and subscribe to all 

episodes here:

The lara-Murphy report podcast

The lara-Murphy report podcast

• Alan Blecker, The Villages, Florida
• Scott Chapman, Sandersville, Georgia
• Dwayne Burnell, Bothell, Washington
• Glenval Griffiths, Calgary, Alberta
• James Byers, Aurora, Colorado
• David Zapata, Carlsbad, California
• Kathleen van den Berg, Brooklin, Ontario
• Vijay Khetarpal, Tysons Corner, Virginia
• Dave Otto, Calgary, Alberta
• Steve MacLellan, Fall River, Nova Scotia
• Ernie Brown, Birmingham, Alabama

https://infinitebanking.org/finder/
https://infinitebanking.org/?podcast=episode-17-how-to-guide-for-starting-ibc-part-1
https://infinitebanking.org/?podcast=episode-17-how-to-guide-for-starting-ibc-part-1
https://infinitebanking.org/?podcast=episode-17-how-to-guide-for-starting-ibc-part-1
https://lara-murphy.com/podcast/episode-18-guide-starting-ibc-part-2/
https://infinitebanking.org/podcast/
https://infinitebanking.org/podcast/
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This online video series for the general public  provides a 
comprehensive introduction to the Infinite Banking Concept.

The first four modules are free, you can view them here: 
infinitebanking.org/foundations 

The remaining eight modules are subscription-based, costing $49.95 for all eight. 

Or contact an Authorized IBC Practitioner and ask for a coupon code 
that will enable you to watch all twelve modules FREE.

Module 1:  Introduction to the Nelson Nash Institute

Module 2:  What the Infinite Banking Concept Is

Module 3, Part 1:  How IBC Works

Module 3, Part 2:  Policy Loans & The Nature of Collateral

Module 3, Part 3:  How to Read a Policy Illustration

Module 4:  Why Nelson Calls It The Infinite Banking Concept

Module 5:  The Life Insurance Industry

Module 6:  Why Not Buy Term and Invest the Difference?

Module 7:  Using IBC to Pass Wealth to Future Generations

Module 8:  The MEC Rule and Policy Design 

Module 9:  Does IBC Work for Older People? 

Module 10, Part 1:  IBC for the Business Owner

Module 10, Part 2:  IBC for the Business Owner

Module 11, Part 1:  Using Your IBC Policy: Premiums, Dividends, and Policy Loans 

Module 11, Part 2:  Using Your IBC Policy: Premiums, Dividends, and Policy Loans

Module 12:  IBC as a Way of Life

Contact an Authorized IBC Practitioner and ask for a coupon code 
that will enable you to watch all twelve modules FREE.

https://infinitebanking.org/foundations//
https://infinitebanking.org/finder/
https://infinitebanking.org/foundations/
https://infinitebanking.org/foundations/
https://infinitebanking.org/foundations/
https://infinitebanking.org/foundations/
http://
https://infinitebanking.org/foundations/
https://infinitebanking.org/finder/

