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Bankruptcy? There Is an Alternative. A New Role
for Privatized Banking - Part One

I published this article in November 2010—right at the time that
Bankruptcies were at an all-time peek for Americans as well as Canadians.

However, even today in 2023, the filing process, except for a few

things, remains the same. But knowing the differences according to the
Bankruptcy code in America and also Canada, is important to understand,
especially if you are interested in getting into a lucrative business.

Therefore this article is worth reading once more.

If you are an IBC practitioner that truly understands how these policies
function, the current environment creates an ideal situation for you to
make the safest loans you can possibly make to small businesses that need
cash. Look into becoming what I did for years - a Debtor in Possession,
otherwise know as DIP Financing. [In this article an IBC practitioner is
a reference to a layperson practicing IBC, not to be confused with an
Authorized IBC Practitioner.]

L. Carlos Lara

As the recession deepens, more businesses, as well as individuals, will file
for Chapter 7, Chapter 13, or Chapter 11 of the United States Bankruptcy
code. Generally, a Chapter 7 is a straight liquidation of assets in order

to distribute the proceeds to creditors. A Chapter 13 is designed for
individuals and is a long-term creditor repayment plan. A Chapter 11 is

a re-organization of a business under bankruptcy for purposes of making
possible its continuation as a profitable entity.

Bankruptcies are up 11% over last year with more than 1.2 million cases
filed in federal courts during the first nine months of 2010. Some states,
like California and Florida, are up as much as 81% over last year! ! This
is especially noteworthy because bankruptcy filings had actually fallen in
2006 after Congress made it harder for debtors to avoid repaying creditors.
However, the numbers have been steadily rising since the economy
weakened in 2008.?) Now as we enter 2011, these numbers are expected to
increase as unemployment and the cost of living also increases. However,
the numbers will most likely explode if interest rates start to rise. Most
Austrian economists are predicting that they will.
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The statistics reveal that the vast majority of these
cases have been consumer filings. Out of the total
1.2 million bankruptcies filed, only 43,016 have been
businesses. This number could be somewhat
misleading if you take into account that some

of the individuals who filed for bankruptcy may
actually have been small business owners, as many
businesses aren’t structured as corporations. In
bankruptcy, a corporation does not put the personal
assets of the shareholders at risk, except for the
value of their investment in the company’s stock.
Alternatively, a sole proprietorship does not have
an identity separate and apart from its owner(s).

A bankruptcy case involving a sole proprietorship
includes both the business and personal assets of
the owner-debtors. Similarly, partnerships are like
corporations and do exist distinctly separate from
its partners. However, the partner’s personal assets
may be used, in some cases, to pay creditors, or
the partners themselves may be forced to file for
bankruptcy protection. ¢

Ironically, bankruptcy is often referred to as
“protection.” The truth is that bankruptcy courts
(generally) provide people, or businesses who can
no longer pay their creditors, a structured means for
liquidating their assets. In actuality, they provide
time that is free from creditor pressure to formulate
a repayment plan. When under pressure from
demanding creditors, this time element becomes
invaluable. Nevertheless, bankruptcy is not really
protection, nor is it a safe place to enter, especially if
the individual, or business still has a lot of assets.

Statistics show that most small businesses rarely
emerge from Chapter 11 bankruptcy; the success
ratio for even the larger corporations is less than
10%. In fact, the sad truth is that most Chapter 11
bankruptcy cases wind up as Chapter 7 liquidations.

Bankruptcy, however, is big business. If the
business bankruptcy cases are large, meaning that
they have lots of assets, they become a huge money
banquet for predatory bankruptcy attorneys, U.S.
bankruptcy trustees and especially banks. Like birds
of prey that circle a wounded animal, these financial
players of the bankruptcy courtroom feed off the

assets of a distressed business, leaving it completely
gutted and unable to survive. It should come as

no surprise that this type of financial activity can
only happen on the government’s turf. Federal
courts are the only courts that have jurisdiction over
bankruptcy cases, a fact confirming that bankruptcy
is anything but a safe haven of protection. If you
are facing this possible dilemma, or know someone
who is, make absolutely sure no other options are
possible before filing for bankruptcy. The advisors
you use should be knowledgeable specialists in this
arena, having only yours or your client’s best interest
at heart.

Is there an alternative?

The good news is that there is an alternative solution
for businesses in financial trouble—there is no need
to file for bankruptcy. Utilizing this alternative

will avoid the careless depletion of assets, and
dramatically increase the chances for business
survival. This alternative is known as the “Informal
Reorganization.” Everyone should become familiar
with its process, especially financial representatives,
attorneys, or accountants who are always speaking to
people about their money. The deepening recession
invariably will present situations calling for this
type of assistance; you should be ready to access, or
provide this alternative to bankruptcy.

The informal reorganization will also be of
particular interest to the IBC (Infinite Banking
Concept) practitioner who, as a bank, can provide
an invaluable financial service and actually assist
in the rehabilitation of a business. For those willing
to try their banking skills in this highly specialized
area, this work-out formula is a win-win solution for
debtors, creditors and new lenders. As this article is
intended to demonstrate, the IBC practitioner (the
new lender) can be very well compensated for the
use of his money.

How it works

To understand the dynamics of this creative process,
it is important to first walk through the various stages
of a typical Chapter 11 bankruptcy case in order to
become better acquainted with the players and their
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motivations. As a beginning point, we should note
that all businesses in financial trouble have one thing
in common. They are businesses that have simply
run out of credit and money. Without operating
capital, and more importantly credit, a snowballing
effect of money problems will quickly and seriously
threaten the life of the business. If the business does
not receive a new infusion of capital, followed by the
re-opening of its credit lines, the business will begin
cannibalizing its own assets in its attempts to stay
afloat. When creditors become aware of this asset
deterioration they will seek to force the business into
a controlled liquidation environment, which is an
“involuntary” Chapter 7. This is a situation where
two or three creditors can actually push a company
into bankruptcy with the sole intent of liquidating
the business quickly. The quicker the liquidation,

the more there is to distribute to creditors before the
assets are totally depleted. If the business owner is
unaware of the bankruptcy alternative (the informal
reorganization), this mounting pressure will force
the business owner to file ahead of creditors and
obtain a Chapter 11, which provides debtors the
ability to formulate a plan of reorganization to keep
its business alive and pay creditors over time. In
addition to this, the 180 days, which are given to the
business owner by the bankruptcy court to formulate
the plan, also provides essential time to identify and
obtain a new lender.

Once the Chapter 11 filing has been submitted

and approved by the federal bankruptcy court,

all creditors are immediately sent notices of

the filing. This means that creditors can make

no further demands upon the business. In other
words, all collection efforts stop and all executory
contracts with the business become null and void.
As a protective recourse, unsecured creditors will
immediately form a “creditor s committee” made
up of the seven largest creditors of the business

for purposes of creating a unified voice in court
hearings. It is important to realize that next to the
debtor (the business owner), the unsecured creditors
(generally the trade suppliers) stand to lose the most
once a business files for Chapter 11 bankruptcy.
Conversely, the secured creditor, usually a

commercial bank, is first in line to the proceeds from
the assets of the bankrupt estate.

As the business owner, now the “debtor in
possession” (DIP) under Chapter 11, begins to use,
sell, or lease the assets in the normal course of
business, the fight over the proceeds becomes the
most crucial aspect of the entire bankruptcy case.
While this battle ensues in the courtroom, the debtor
is in constant search for new funding. He absolutely
must secure this new money or face termination, but
who will lend to a bankrupt business? Having lost
credibility with creditors, the debtor faces an even
bigger challenge in re-opening its credit lines.

As the case moves forward, bankruptcy expenses rise
exponentially and soon become crippling. Burdened
by additional bankruptcy expenditures and still
attempting to operate without working capital, the
business’s chances for survival dwindle. By federal
law, the debtor must pay the U.S. bankruptcy trustee
a fee out of cash flow calculated on the amount of
quarterly business disbursements. Depending on the
size of the bankrupt estate, fees can easily run in the
tens of thousands every quarter. Additionally, legal
and accounting fees, which are also paid out of cash
flow, are very expensive. Yet the primary ingredient
to get the reorganization plan off the ground, which
is new funding for operating capital, often remains
unobtainable. If it is a small business, the chances
for obtaining new funding are nil. (In bankruptcy,
debts totaling less than $2.1 million are considered
a small business) For this reason, the majority

of Chapter 11 cases wind up being converted to
Chapter 7 liquidations and only the court-approved
legal professionals, the U.S trustee and the secured
creditor win. Everyone else loses.

DIP Financing

As we can see, businesses filing for bankruptcy need
loans to work out their troubles, or face liquidation.
In the early eighties, some of the largest banks such
as Lehman Brothers, Merrill Lynch, JP Morgan
Chase and GE Capital began to meet this need and
pioneered a new form of lending designed especially
for large companies filing for Chapter 11 bankruptcy
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called “DIP Financing.” By making use of what
proved to be a very advantageous federal bankruptcy
law, these lenders created enormous profits for
themselves by lending to distressed businesses in
bankruptcy. That law, in effect, provided lenders

Diagram A.

maturing in 4 years, to a secured commercial bank
who also has a lien on all the assets of the business.
See Diagram A.

The business is obviously insolvent. If we apply
a current asset to current liabilities ratio test (the
acid test), we easily

Assets:

Inventories: $6 million

Current Assets: S6 million

Short-term Liabilities:

Accrued Expenses: S$1 million
Bank Principal: $1 million

Trade A/P : S5 million (unsecured)

calculate a $1
million working
capital deficit and
can, therefore,
determine the size

( $1.million: deficit working
capital )

Land, Property and Equipment:
$4 million

Current Liabilities:

Long-term Liabilities:
(Secured) Bank Debt: 55 million

of the emergency
loan requirement.
This is where DIP
Financing comes in.
See Diagram B.

S7 million

Already one can

Total Assets: $10 million

court approved “superiority” over all other secured
and unsecured creditors, and also gave these

special lenders a priority lien on the property of the
bankrupt estate. This window of opportunity made it
possible for new lenders to become involved in the
bankruptcy process as saviors and virtually name
their own terms. Interest on these DIP loans can

run as high as 20%, rates normally seen on credit
cards, with a complete repayment of their loans in
two years to be made ahead of everyone else. This is
obviously a very secure and highly profitable form of
lending, and all made legal by the U.S. Bankruptcy
Courts! ®)

For example: Assume a business in bankruptcy has
assets equaling $10 million made up of $6 million
in inventories and $4 million in land, property and
equipment. On the liabilities side, it has $7 million
in short term liabilities (liabilities payable within 12
months) consisting of accrued expenses, principal
payments to the secured lender and $5 million in
trade (suppliers) accounts payables. Long-term
liabilities consist of a $5 million note payable,

Total Liabilities and Equity:
/‘
512 million (Insolvent)

start to visualize the
potential opportunity
that exists for these
DIP Financing firms,
but take note, they
seldom save businesses. As we have already stated,
their track record is dismal. The reason for these
results is because saving businesses is not really their
main purpose. After their initial infusion of capital,
there is still so much that must be accomplished.
Existing creditors must still decide whether or not
to resume extending credit to the bankrupt business;
a hard decision to make when a company is in
bankruptcy. What these DIP banks do very well is
make good loans. These types of loans make big
money and pay back the principal, fast. Making
money is clearly their primary objective and the
bankruptcy environment makes it all possible.

The Informal Reorganization

An informal re-organization, on the other hand,
provides several important benefits not found

in bankruptcy with the first benefit being that

the rehabilitation of the business is the primary
objective. Once the original parties involved (the
debtor, creditors and the lender) determine that the
business has a reason for continuing, rehabilitating
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the business becomes a co-operative effort by
everyone from the beginning. Even though
reorganizing the company will involve restructuring
the debt over a period of time, the goal is for all
creditors to be paid 100 cents on the dollar. Everyone
works together in order to protect their investment
and their investment resides in the future of the
business as an on-going entity.

Diagram B.

DIP Financing

obstacles placed on small businesses in bankruptcy,
in these types of cases there are no dollar limits;
small businesses are prime candidates. For that
reason, the sizes of loans are often much smaller. In
fact one, or a group of IBC practitioners, could easily
fund such business reorganizations.

These plans are very safe, especially for the lender
and mirror the bankruptcy scenario. They are much
more likely to succeed because they are so much less
expensive to construct
and everyone is pulling
toward the same common
goal. Like the DIP loans,
loans made in an informal

Trade A/P: SO

‘Short-term Liabilities:
DIP Financing: $ .5 million (priority)

Assels:
Cash: 51 million Accrued Expenses $1 million
Inventories: 56 million Bank Principal: S0

reorganization are
“superior loans” and are
paid ahead of everyone
else. This is why it is
important to examine

Current Assets: $7. million

Land, Property and Equipment;
S4 million

Current Liabilities: $1. 5 million

|
=
j Long-term Liabilities:

DIP Financing: $ .5 million (priority)
(Secured) Bank Debt: $6 million
Trade A/P: 55 million (u

the similarities of the out
of court reorganization

to those attempted in
bankruptcy. But, just
exactly how these plans
are specifically structured

1secured)

Total Assets: $11 million $13 million

Make no mistake; this is a highly specialized
process. For this reason, the business owner

must begin by first hiring a qualified consultant

with expertise in this area. A qualified informal
reorganization specialist will be able to conduct

a fast study of the business and asses its viability.
Immediately following this analysis, the specialists
will negotiate “stand still” agreements with creditors
for a limited time (equivalent to the 180 days in
bankruptcy) in order to raise immediate cash through
the sale of stagnant assets, structure bridge loans,
develop budgets and expense controls, and access
new long-term funding for the business. This new
money can come from several sources and will

Total Liabilities and Equity:

depend on the size of the business. Unlike the

and the details of the
security provided the
lender in the informal
reorganization, will be
the subject [of part two of
this article in the June 2023 edition of BankNotes].
If you want to become a banker, you will not want to
miss next month’s issue.
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Continuing to Ponder and
Ruminate

Originally published in April 2018 by R. Nelson
Nash

In last month’s issue of BankNotes newsletter, 1
wrote an article entitled Something to Ponder. As
a result, for all month long, I have been doing a lot
of pondering and have concluded that this is a vast
undertaking that should be practiced by everyone.

Why are people—you and I—behaving the way we
do? When considering how people think—which is
the root cause of behavior—it is easy to conclude
that our world is dominated with absolute nonsense
and, as a result, irrational behavior.

Several years ago, [ was conducting an Infinite
Banking Concept Seminar in Western Colorado. The
sponsor of the event assembled his audience and
said. “The Infinite Banking Concept is all about how
you think. It’s all about how you think. It’s about
how you think!”—and then he introduced me. It
was such an effective—and truthful—way to start
the seminar that I adopted the phrase in all speaking
events and it is expressed—or implied—in all
writing that I do.

To make sure we don’t get off track in this
forthcoming series of articles that I will be offering
maybe a good place to start the subject at hand is
with definitions— just what is pondering all about?
It is a very special dimension of thought process.
Merriam-Webster says. “to think or consider
especially quietly, soberly, and deeply.” Of course,
all other definitions offered are slight variations of
this one, so let’s just go with this one.

Closely allied with ponder is the word ruminate.
Relying on Merriam-Webster again, “to go over in
the mind repeatedly and often casually or slowly.”
Understanding the meaning of this word and
engaging in this action is extremely important if we
are going to make any progress in our lives because
of what I described in the second paragraph of this
article. We need to be able to recognize nonsense
when it appears and dispense with it immediately!

At the end of last month’s BankNotes article, 1
alluded to a forthcoming follow-up article about
pondering. And so, after a month of engaging in my
own recommendation I have decided that “a follow-
up article” just won’t suffice for such a vast subject.
It is going to have to be an on-going work for the
rest of my life. Lots of articles. Maybe it will end up
becoming a book. Who knows? We shall see.

You may remember that Leonard E. Read—the

one who established The Foundation for Economic
Education—was my friend and mentor. He led me to
61 years of passionate study of the Austrian School
of Economic thought. Leonard wrote for busy
people. You could read one of his articles in fifteen
minutes or so—and “chew” its subject for a week.
He would cause you to think! To ruminate!

Some months later a new book of his would appear.
It would be a compilation of those articles that he
had written over an arbitrary time frame, all of which
followed a general theme.

Dr. Clarence B. Carson was my second mentor and
special friend. I met him through The Foundation for
Economic Education, also. He was a historian and
wrote from an economic point of view. His book,
The World in the Grip of an Idea made a profound
effect on my life. It was first published serially—one
chapter per month—in The Freeman, a monthly
journal of FEE. I think it took a couple of years in
this format to complete it. And then it became a hard
cover book. I’ve read it at least four or five times.

This idea that Carson addresses has lots of common
names, Socialism, Communism, Fascism, Group
Think, Democracy, etc. You name it. Maybe we
could call it “Monkey see, Monkey do.” All of
them have a common characteristic—“Top Down
Thinking.” Within the animal world it is easily
observed that there is a “pecking order.” One animal
dominates the community in which it lives and all
the others just submit to the “leader.” Are we all that
more advanced than the animals?

With this foundation of pondering and ruminating
let’s get started with just one phenomenon that is
vital to us in the financial world—the matter of
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“Fractional Reserve Banking."

Huesus Huerta de Soto on page 118 of his book,
Money, Bank Credit, and Economic Cycles writes

“...that the nationalization money and the
central bank’s regulation of the banking system
and its laws governing it have been incapable of
maintaining a stable financial system that avoids
economic cycles and averts bank crises. Thus,
we may conclude that the fractional-reserve
banking system has failed as well, even though it
is backed and protected by a central bank.”

What is not acknowledged here is the fact the
fractional-reserve system is all one gigantic LIE! If
such an activity is properly classified then behavior.
changes. Why were there no challenges?

deSoto continued “... even though it is backed and
protected by a central bank.” In the USA we call it
The Federal Reserve Bank. THAT IS AN EVER-
BIGGER LIE! It is not Federal. There is no reserve.
It is not a bank. It is a cartel of deceptive banking
people—and citizens do not have the courage to
challenge them with truth!

This all reminds me of a story that Leonard Read
told. “There was this man who was totally convinced
that the prevailing explanation of our solar system
was wrong. That the earth was the center of it all

and that the sun and the moon orbited around it. The
earth was revolving on an axis that rested on the
back of a giant turtle.

Someone asked him ‘What is the giant turtle resting
on?’ ‘An even bigger turtle.’ he replied.

“So, what is that turtle resting on?’ “An even bigger
turtle than that—you see, it’s turtles all the way
down!””

And so, we have lies that are supported by even
bigger lies.

If we change the word—turtles—to LIES, then
the analogy is complete. My observation is that
we live in a world of lies. This is particularly true
of our financial world. On our website, www.
infinitebanking.org, under the Resources Tab there

is a recommended reading list. There are over 150
history books that support my belief.

Learning how to recognize a lie—and how to
effectively challenge it—is a skill that we all need to
accept as a lifetime work.

Ponder on! Ruminate! We will take up another lie
next month.
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Take control of your financial world by

Becoming Your Own Banker

Find a Practitioner Near You

The following financial professionals joined or
renewed their membership to our Authorized
Infinite Banking Concepts Practitioners team this
month:

New Members

e Chris Mumma, Tuscaloosa, Alabama
 Kelly Steinke, Leesport, Pennsylvania
 Christopher Holt, Apopka, Florida

Membership Renewals

* Ernie Brown, Birmingham, Alabama

* Gary Sund, Saugus, Massachusetts

* Tarisa Shelton, San Tan Valley, Arizona
e Jordan Cole, Homewood, Alabama

* Dave Otto, Calgary, Alberta

* Vijay Khetarpal, Tysons Corner, Virginia
+ Kathleen van den Berg, Whitby, Ontario
* David Zapata, Carlsbad, California

» James Byers, Aurora, Colorado

* Brian Slabaugh, Syracuse, Indiana

* Glenval Griffiths, Calgary, Alberta

* Dwayne Burnell, Bothell, Washington

* Scott Chapman, Sandersville, Georgia

* Robert Cannon, New York, New York

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.

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.
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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.
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