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Introduction: My Story

You have to hurt in order to know. 
Fall in order to grow. 
Lose in order to gain. 

Because most of life’s lessons  
are learned in pain.

As a financial advisor for almost four decades, I am committed—

along with my highly competent, knowledgeable, and 

compassionate team—to partnering with my clients to help optimize 

their outcomes. I like to focus on solutions. In this book, I have outlined 

strategies that I hope will help you optimize your own financial and 

personal outcomes.

Before we jump into the details about financial planning, 

however, I want to share my own story with you. Hopefully, by sharing 

with you a little about myself and why should you care to hear me 

will be helpful to the cause. As I share with you some struggles I 

have overcome, you will see why I have devoted my life’s work to 

helping others find suitable financial strategies and make the most 

of what they have.

I Did Not Let a Congenital Condition Define Me

I was born two months premature in 1958. I was in the hospital 

for the first three weeks of my life because in the India of the 1950s, 

the survival rate for premature babies was pretty low. The doctors 

wanted to keep a close eye on me. My godmother, Kamala, took 

care of me while my mother was in recovery. Fortunately for me, I 

was able to survive that ordeal and, till, this day believe myself to be 

a member of the Lucky Sperm Club.

My development was somewhat delayed. Also, I did not realize 
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it because I didn’t know any different, but for the first several years of 

my life, I had a hearing loss since birth.

I did not know that I couldn’t hear properly; I just thought I heard 

what I heard. When I had to ask someone to repeat what they said, I 

just thought it was because they didn’t speak loudly enough, or they 

were not speaking to me. In other words, I didn’t know what I didn’t 

know, which is that I could not hear well. My loss of hearing was not 

across all frequencies; it was only at certain frequencies. So I could 

hear some sounds perfectly, like any normal person, but I could not 

hear some sounds at all. Over time, I learned to read people’s lips so 

I could understand what they were saying.

During my early years in school, because I couldn’t hear properly, 

I wasn’t able to learn as fast as the other children. As a student, I 

was not particularly comfortable, nor was I particularly successful. A 

lot of times, because I did not hear sounds properly, I would speak 

words the way I heard them, and I couldn’t understand why my 

communication was not getting through. What you speak is based 

on what you hear. And I did not even know that I was missing that 

connection. Some of my classmates even made fun of my muffled 

speech.

When I was about fifteen years old, one of the teachers told my 

parents that I needed to be tested, so my parents took me to have a 

hearing test. That is when they got the confirmation about my hearing 

loss. Back then, the technology for improving hearing was not as 

advanced as it is today. Essentially, they gave me a loudspeaker that 

was about the size of a Sony Walkman. I carried it with me, and it 

amplified all sounds—even those sounds I could hear perfectly fine. 

So the sounds I could hear well before became very loud—too loud. 

And the sounds I had not been able to hear before sounded very 

strange to me; I didn’t know what those sounds were. I never really 

adapted to that technology.

One of the best decisions my parents made for me, in terms 

of education, was to put me in a boarding school. My father was in 

the Indian Air Force and was reassigned to a new post every few 

years. If I had moved with them, my schooling would have suffered. 
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At age nine, I took a boarding school entrance exam which I failed. 

In retrospect, I am glad I failed because it would have landed me in 

a different boarding school with perhaps a very different experience. 

Thanks to my parents’ commitment and encouragement for a very 

healthy self-esteem from early childhood, I was not in any way 

disheartened when I failed. At age ten, I took the entrance exam 

again and ended up getting into Mayo College Ajmer.

Mayo College is a boys’ residential public school in Ajmer, 

Rajasthan, India. It was founded in 1875 by Richard Bourke, the 6th 

Earl of Mayo, who was also the Viceroy of India from 1869 to 1872. 

The school is one of the oldest public boarding schools of India.1

The boarding school had an excellent sports infrastructure, and 

several different sports were played simultaneously. That is what 

paved the way for my strong sportsman’s spirit. At Mayo, I formed 

enduring bonds with friends that last till this day. Also, I was able to 

excel beyond academics and focus on becoming a well-rounded 

person. I participated in aquatics and swam at the Rajasthan state 

level.

I was keenly aware of the sacrifices my family made to afford 

me this boarding school opportunity, on an Indian Air Force officer’s 

meager salary. My parents’ love and teacher’s encouragement fed 

my determination to not let my congenital hearing loss define me or 

prevent me from succeeding. I even served as the School Monitor in 

my senior year.

Despite my hearing loss, I graduated from high school—not only 

second in my class, but also, I was ranked fourteenth among the 

entire population of graduating seniors in the whole country. In India, 

about 15,000 of us took the All India Higher Secondary exam in 1975. 

I wasn’t expected to do well, but when it mattered most, I was able 

to succeed. As my wife, Anila, likes to say, under pressure, I perform. 😊

To finish high school at the top 0.001 percent of my fellow 

graduates, despite my hearing loss, shows what you can accomplish 

when you are determined. I have always believed that there is no 

bigger disability than a bad attitude. If your attitude is good, all 

obstacles come to instruct, not obstruct. I am grateful that in my 
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early childhood, I cultivated a healthy attitude toward all things in 

life.

It’s your attitude, not your aptitude, that 
determines your altitude!

At Mayo, along with swimming, I took up squash as a sport. The 

sport of squash was invented in a prison. I loved it because I could 

play it on my own, using the walls. In addition to my good grades, 

my sports excellence helped me gain admission into St. Stephen’s 

College, the oldest (est. 1881) and best college, now part of the Delhi 

University in Delhi, India.

I continued to play squash at the national level. It is quite a 

demanding sport, both physically and mentally. At one point, my 

only goal in life was to be a top-level squash player, perhaps even 

turn professional, and teach the game to others.

In college, I was pretty independent. By then, my father had 

retired from the Indian Air Force, and my family had settled in Delhi. 

Even then, my parents afforded me an opportunity to live on campus, 

though it was not customary for the students who lived in town to do 

so. Playing competitive squash afforded me opportunities to travel 

to other parts of the country and play with various players. Living on 

campus definitely enhanced my bonds with my batchmates, as well 

as my squash contemporaries.

Thanks to my experiences at Mayo and St. Stephen’s College, 

I formed friendships that sustain me till this day. I graduated with a 

bachelor’s degree in economics, with honors.

Off to Nigeria and Then the United States

When I graduated from college in 1978, I went to Nigeria to work. 

In 1971, Nigeria had joined the Organization of Petroleum Exporting 

Countries (OPEC) to contribute to decisions on global energy 

demand and supply issues with the other OPEC member countries. 
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Because Nigeria was a major oil producer, the country was attractive 

in potential income opportunities for young people who were just 

starting their careers, certainly in terms of Indian currency. At that 

time, one Naira was equal to $1.70.

While working in Nigeria, I visited the United States several 

times, and life brought me to the United States in 1983 for good. I 

remember that $1 was equal to 7.80 Indian Rupees (INR), and now $1 

is equal to approximately INR 78; I would say we have experienced 

considerable devaluation of the Rupee to the Dollar.

At that time, I did not want to work for someone else because 

no company would pay me the kind of income that I was used to 

earning as an expatriate in Nigeria. I didn’t want to cut my income, 

and I was willing to pay the price for success—essentially the price 

everyone pays, either before success or after failure.

I thought, “No disrespect, but instead of working for a bank or 

any other company on a salary, I want to build my own business.” 

Though I did not have any capital to invest, I did have a background in 

Economics and Finance. I decided to get into the insurance business 

to learn the ropes, which paved the way to my Financial advisory 

business.

Launching My Insurance Career at New York Life

In late 1983, I decided to start on the insurance side of the 

business because everyone needs insurance—protection—whether 

or not they understand or realize the value of it. My thinking was that 

most people need insurance, whereas not everybody has money 

to invest. I started working with New York Life. My managers, Alex 

Baqir and Frank DellaPenna, taught me the business. I’ve got to 

compliment them—it’s a good company, especially when you are 

just getting started. Their wonderful training programs offered a 

fertile ground for someone like me: young, ambitious, and willing to 

work hard. I must credit my winning attitude again to my upbringing 

and encouraging sports career.

After starting out in life insurance sales, I was named Rookie 
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of the Year and soon became a top producer for a couple of 

consecutive years at my office in Silver Spring, Maryland. Then I was 

asked to replicate my habits and my strategies, attract other people 

into the business, and mentor them as a Sales Manager. I got into 

the recruiting game on behalf of New York Life and did that for a few 

years. As a matter of fact, that is how I met my wife, Anila.

In the early 1990s, I realized that I had enjoyed solving problems 

for my clients far more than recruiting or managing other producers. 

Till this day, I take pride in helping my individual and corporate clients 

understand the power of life insurance and its many creative uses 

and help design solutions for pennies on the dollar.

Around that time, I completed my Certified Financial Planner™ 

(CFP®) designation. According to the CFP Board’s code of ethics, you 

have to be independent to be a CFP. This made perfect sense to 

me because, regardless of how expansive a company is, no single 

company can possibly have every solution to every client’s needs, 

all the time, in a cost-effective fashion. Independent advisors, on 

the other hand, can provide suitable solutions from many different 

companies, which provides clients with a vast array of options. That 

scenario appealed to me a lot because I have always been focused 

on finding appropriate strategies for my clients.

At the end of 1995, I made the decision to leave New York Life 

and strike out on my own. I became a personal producer as well as a 

recruiter. That’s where I learned my next lesson.

I became a General Agent for John Hancock Life Insurance 

Company. I lasted for about three years in the agency ownership role, 

but I was not having fun. Once again, I was spending too much time 

managing the business and the people and too little time managing 

client relationships, which was—and is—the most important aspect 

of the business to me till this day. They say experience is never 

wasted; you always learn. That is true. Even though I was not happy 

at John Hancock as a General Agent, I continued to establish my 

connections and increase my knowledge of the insurance industry.
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You cannot do only the things you are 
comfortable with;  

to grow, you have to go for it!

In 1999, Integrity Financial Group was formed, and I’ve been an 

independent producer ever since then. The only people I answer to 

are my clients. I don’t work for any company, and I am not beholden 

to any strategy or product. Our team’s only goal is to optimize 

outcomes for our clients.

During my thirty-seven years in business, I have experienced all 

kinds of ups and downs. I’ve seen people and products come and go 

from this industry. I’ve served clients through many life events such 

as marriage, childbirth, business formation, bankruptcy, divorce, 

premature death, premature disability, long-term nursing-care costs, 

and business mistakes. I’ve known people who thought they would 

return to their home country when they retired but didn’t because 

their kids and grandkids are here. Serving my clients through a lot 

of situations, upheavals, and uncertainties has made me a better 

advisor. I’m able to take the teachings of experiences from one 

client’s situation, obviously without jeopardizing any confidential 

information, and apply the lessons learned therein with another 

client who might have had the same outcome but was able to fare 

much better because of the knowledge my team and I had gained 

and were able to share.

An Important Life Lesson

Having been through a divorce and other business failures 

myself, I have learned an important life lesson: to stick with what I 

know.

In early 2000, I invested in a restaurant franchise and set out to 

open several restaurants around the area. It’s a business that looks 

very mundane and relatively easy as an investor. Everybody eats out, 

right? But we quickly learned that it is actually a very difficult and 

demanding business. Though we operated for a few years, the effort 
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became a significant cash drain. In a situation like that, eventually 

you have to cut your losses. After a few years of struggling to make 

it work, it had to be shut down and written off.

The lesson I learned there is that it’s better to stick to your 

core competency. You can’t be all things to all people. Yes, you 

can diversify a little bit—but do it in areas related to your specialty. 

Today, in addition to handling our clients’ life, health, disability, and 

long-term care insurance needs, we also manage investments, 

401(k) plans, defined benefit plans, IRAs, employee benefits, and 

other products. In short, we are providing comprehensive financial-

advisory and wealth-management services to businesses and 

families.

These areas are all connected. But there is really no connection 

between a restaurant business and a financial advisory business. I 

made a renewed commitment to my core business.

I think it is wise not to stray too far from your core competency.

Everyone Needs a Coach

I realized that, as a business owner, the positive side was that I 

was not answerable to anybody., I enjoyed a lot of independence. 

But the negative side was that I had no sounding board as I had 

when I worked for a company. I needed somebody who would tell 

me what I needed to hear, not what I liked to hear.

Every Olympian or exceptional athlete you can think of—including 

Tiger Woods, Tom Brady, and Michael Jordan—have coaches, even 

when they are at the top of their game.

I had heard a lot of good things about Coach Dan Sullivan and his 

program called The Strategic Coach®, so I signed up for the three-year 

program. It was an investment in myself and quite intensive. After about 

a year of doing all the work and traveling to Chicago every quarter, I 

was getting frustrated because I was spending a lot of money with the 

coach, but I was not seeing any results.

One day, I remarked to my coach, “Dan, you just figured out a 

way to increase my overhead, but I’m not seeing any results.”
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He said, “Remember, you signed up for a three-year program. 

Are we into the third year yet?”

I said, “No.”

“Just keep it up,” he advised. “Do what you have to do, and you 

will see the difference.”

Boy, was he right! After another year, I suddenly started to notice 

the difference. That coaching program has been highly instrumental 

in how my team and I operate our business today—with our clients, 

our business, our free time, and our resources. Honestly, if not for 

that program, we probably would not be doing business the way we 

do it today. I cannot say enough good things about The Strategic 

Coach.

No one person has a patent on all the good ideas in or for any 

business. It is important that you not only work in your business, but 

that you also work on your business. Now I am constantly looking at 

ways to enhance not only the outcomes for our clients, but equally 

important, to enhance the way we do our business in a way that 

benefits our clients and our team.

Today, I take a lot of pride in being a mentor and an educator at 

heart to everyone we meet, including our clients, prospects, other 

advisors, and allied professionals. They say that teachers often learn 

more from teaching than the students themselves. I believe that is true.

Modeling Work–Life Balance for Our Clients

One day, someone asked me, “How long will you keep doing 

this?”

I replied, “I enjoy my business and serving my clients. I don’t see 

myself completely retiring from it ever—at least not any time soon.”

One strategy that will enable me to continue working as long 

as I wish is that I take the time to create a good balance in my life. 

Anila and I love to travel a lot and spend time with our beautifully 

blended family. We have three boys, two wonderful daughters-in-

law, a two-year-old grandson who is an absolute joy, and a brand-

new granddaughter.
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In addition to serving our clients, I enjoy playing golf and my 

Rotary service. Those are my top priorities. Fortunately, I am blessed 

with a good team at work, a strong support system at home, and 

technology that enables me to enjoy this balance.

As I apply effective strategies to my own life, I also share them with 

my clients. I strive to help them optimize their outcomes, not only in 

terms of financial confidence and strength, but also in terms of taking 

the time to enjoy their lives along the way. We all live one heartbeat 

at a time; there are no guarantees in life—something we all recently 

learned from COVID-19 pretty much stopping everything in its tracks. 

Regardless of our age or net worth, we have all been touched by this 

storm. By sharing our experiences with the children and grandchildren 

of our clients, we strive to learn and grow from this situation and to 

minimize its impact on our finances and well-being.

My golf handicap is still a little higher than I would like, but overall, 

Anila and I love the situation we are in. We have a lot of gratitude for 

our clients and feel blessed with the business, our life together, and 

our good health.

I am also grateful for the support I have received throughout my 

life. The blessings I now enjoy could not have happened without my 

parents and teachers being the beacon of light in my early life. And 

today, I am incredibly fortunate to have the support I receive from 

my staff, my clients, and my wife. If I had to do it all over again, I may 

not wish to change much.

Each one of our so-called “failures” teaches 
us something that propels us to a greater 

degree of success.

How we look at things—our perspective—is important. Some 

people look at a glass half-empty, and some people look at the 

same glass and consider it half-full. I prefer to be the eternal optimist. 

A positive attitude may not let us do everything, but it will let us do 

anything better than a negative attitude will.
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Even though hope is not a strategy, my approach is to plan 

for the worst and hope for the best. I sleep peacefully every night, 

despite all the noise in the market.

I hope you can identify with at least a part of my story. Even if one 

idea in this book will help you navigate the noise in your life, in your 

career, and in the market, I would consider it a mission accomplished. 

We all learn from the difficulties we endure; they can make us better 

and stronger individuals than we ever thought ourselves to be capable 

of. Although I may not be able to help you avoid obstacles in your life, 

I do hope to help you navigate them with ease and learn, along with 

you, some of the valuable lessons they present. I hope the strategies 

in this book will help you do just that.

About This Book

This is a story about preparing for the future, and I believe that 

both consumers/investors and financial advisors will benefit from 

it. At Integrity Financial Group, my team and I specialize in building 

financial plans for clients based on strategies for various generations, 

as well as for small, closely held businesses and nonprofits. We serve 

many people who have investible assets exceeding $1 million; pre-

retirees ages fifty to seventy; younger professionals in high-paying 

white-collar positions such as doctors, IT consultants, engineers and 

lawyers as well as small-business owners.

Whatever your situation is, the key is to be prepared and to plan 

for the future. The coronavirus, or COVID-19, pandemic has thrust 

a lot of people into financial hardship because they didn’t plan for 

a disruption in their income. Yet if history is a guide; every crisis 

presents plenty of opportunities to be seized.

This book is intended to educate you about financial topics. 

However, to truly optimize your financial outcome, we recommend 

that you work with a highly competent, trustworthy financial advisor 

to navigate the complex world of financial planning and get your 

financial house in order. An experienced, independent, credentialed 

financial advisor who adheres to the fiduciary standard (always acting 
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in the best interest of the client) is worth his or her fees in gold.

It is critical that you work with a financial advisor who will develop 

a financial plan that is thoughtfully tailored to your unique needs, 

dreams, and financial situation. Advisors who provide financial 

plans built from templates, without getting to know you as a unique 

individual, are doing a huge disservice. Be wary of any advisor who 

begins offering you products or services without fully understanding 

your situation and goals.

A Rx without a diagnosis is malpractice.

The overwhelming majority of our clients have had some level 

of planning done previously. Regardless of all the good work done in 

the past by their advisors, our clients find it worthwhile to get a fresh 

opinion through another set of eyes. The biggest omission we see 

during these reviews is the lack of a periodic review or document 

audit. Because financial planning and each client’s unique needs are 

dynamic, and no one person or firm has a patent on all the good 

ideas in the business; often we are able to add significant value by 

capturing opportunities and closing any gaps in our clients’ strategies 

to optimize their outcomes.

I wrote this book because I feel there is a dearth of written 

material about these important strategies and how to implement 

them. I hope these strategies and solutions, based on my almost 

forty-year career as a financial advisor, will help you optimize your 

outcomes.
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CHAPTER 1

Money Comes, Money Goes

People often ask me what percentage of their income they should 

spend on their mortgage, savings, and other expenses.

I have several guidelines that can help people establish a budget 

and set financial goals for themselves. Having a budget can help you 

manage cash flow, which is an important aspect of planning for the 

future.

Most people have no idea where their money goes. When you 

develop a budget and get into the habit of following it closely, it 

makes you more aware of your spending habits. It also helps you 

make better choices so you can save more money for the future and 

be prepared when emergencies come up.

Systematize the predictable so you can 
humanize the unexpected.

I developed the following family cash-flow diagram to help 

families see a visual representation of suggested allotments of funds 

in specific areas.
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Family Cash-Flow Diagram

   

Notes:

1. During your healthy/young years, work for your money. 

During your later/retirement years, your money works for you.

2. If your investments do well, insurance becomes a smaller part 

of your net worth. If your investments do poorly, insurance 

provides emergency relief. In the event of premature death 

or disability, insurance completes your plan.

Couple

Income

Bank:
6 months of 

reserves

Insurance:
Some 

permanent
life insurance

Investments:
50% tax-
deferred

50% after-tax

Fixed:
Housing
Utilities

Food/groceries
Transportation

• Disability
• Health
• Life
• Auto
• Home

• Roth
• 401(k) employer 

  match
• Brokerage 
  account
• Real estateMax 50%

A

Ideally
10%

Min.
10%

Max 30%

Discretionary:
Vacations

Entertainment
Gifts

B

Tax-free
distributions
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The 50–30–20 Rule

To balance spending and saving, I call my general rule the  

“50–30–20” rule. Some people call it the “20–30–50 rule.” It has 

become a popular rule of thumb since Senator Elizabeth Warren 

and her daughter have discussed it in public. Here is the breakdown:

•	 50: You should anticipate spending about 50 percent of 

your income—half of it—on necessities. That includes 

housing, food, and utilities.

•	 30: I recommend spending approximately 30 percent of 

your income on discretionary expenses, such as clothing, 

upgrading to a newer vehicle model, and splurging on a 

vacation. This category also includes smaller indulgences 

like going to see a movie, eating dinner out, and other 

entertainment—having fun.

•	 20: I recommend spending the remaining 20 percent of 

your income on savings, investments, and debt reduction.

Some people like to change the categories a little and use ranges 

instead of set percentages. For example, I’ve had clients budget 25 

to 35 percent of their income for housing, 10 to 15 percent for food, 5 

to 10 percent for utilities, 10 percent for transportation, 10 percent for 

all types of insurance, 10 to 20 percent for savings, 10 to 15 percent 

for fun/entertainment, 5 to 10 percent for personal expenses, and 

any income that’s left over for a miscellaneous category, to include 

anything that’s not listed in the other categories.

It is fine to adjust these percentages in a way that works for you. 

The important thing is to manage your cash flow by budgeting. If you 

do that, you will have an excellent start to planning for the future. 

Adhering to your budget on a regular basis probably won’t happen 

overnight; it is a process.

You might be surprised to learn that your largest single expense 

category is not be a home mortgage or your children’s education; 

almost always, it is taxes. So clearly, managing those properly will 
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help you optimize other allocations.

Our Spending Habits Change with Age

We spend money differently in different stages of life. For most 

Americans on average the expenses increase annually until they are 

in their 50’s. However, as the following chart shows how we spend 

less on some types of expenses as we age and more on others. 

You will also notice that the average American’s total expenditures 

decrease with age as well.

Annual  
Spending

Age 55–64
$55,892

Age 65–74

$46,757

Age 75+

$34,382

% 
Change
55–75+

Apparel & Services $1,563 $1,222 $768 –51%

Entertainment 2,651 2,488 1,422 –46%

Food & Alcohol 7,176 6,420 4,376 –39%

Health Care 4,378 5,188 4,910 +12%

Housing 17,937 15,639 12,314 –31%

Transportation 9,482 7,972 5,149 –46%

Miscellaneous & 
Other 5,672 4,436 4,375 –23%

Personal Insurance 
& Other 7,033 3,392 1,068 –85%

Total Expenditures $55,892 $46,757 $34,382 –38%
Source: US Department of Labor, Bureau of Labor Statistics, Consumer Expenditure 

Survey, September 2014

How Much to Keep in “Liquid” Assets

I noted earlier that I recommend earmarking approximately 20 

percent of your income for savings, investments, and debt reduction.

Getting more specific, we like our clients to, ideally, maintain a 

minimum of six months’ worth of expenses in reserves and liquid 

assets. For example, if a household is operating on $10,000 per 
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month, then they should have, ideally, about $60,000 in cash or cash 

equivalents. These funds need not be in a checking account. They 

can be in a savings account, a money market account, or any other 

investment that is “liquid,” or easily accessible. Additionally, ROTH 

IRA contributions and cash value life insurance are good proxies for 

emergency funds as well.

Build up an emergency fund that’s equal to at 
least six months’ worth of expenses.

Some people tend to be much more conservative than that. 

For example, sometimes, older people want to maintain more 

money in liquid assets. People who own businesses with cyclical 

and unpredictable cycles often set aside more money in liquid 

assets. Someone who is the only income earner in the family might 

do the same.

On the other hand, some people tend to abide by less 

conservative guidelines. For example, people who have good job 

security and wants to take a greater degree of risk might keep less 

money in liquid assets and invest more in stocks, in the hopes of 

getting a good return—growth—on that money. Because they have 

security in their jobs, they have a source of stable income and can 

take more risks with investment dollars. Whatever the reason might 

be, sometimes people dial their liquid assets down as situations 

tend to be dynamic.

Mortgage Guidelines

When people are looking to buy a new home or refinance their 

current mortgage, they want to know how much home they can 

afford to buy. Often, people ask me this question when they are 

planning to get married.

The guideline I share is that an outstanding mortgage—not your 

mortgage payment—should not exceed 3 to 3.5 times your annual 
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income. Let’s say your annual salary is $100,000. Ideally, you want to 

keep your outstanding mortgage balance at about $300,000. Now, 

that doesn’t mean you have to buy a house that’s worth $300,000. 

Typically, when you buy a house, you make a down payment. So, if 

you were going to put $100,000 down on the mortgage, then with 

your $100,000 annual salary, you could probably buy a house of 

about $400,000.

Again, someone who is more conservative might use the 

guideline of 2.5 times his or her annual salary. And someone who is 

comfortable with more risk might use 3.5 times the annual salary as a 

guideline for an outstanding mortgage. Ideally, it should be who will 

take more risks, then it can go up to three and a half times.

Investment Guidelines

Another guideline people often ask for is how much money they 

should put in investments such as stocks and bonds.

Again, this is a function of many variables, but a starting point 

is to subtract your age from 120, and that is an ideal percentage of 

assets to invest in Equities. For example, if you are 50 years of age, 

then 120 minus 50 is 70; approximately 70 percent of your assets 

should be in the equity markets and similar investments.

Now, if someone is only 30 years of age, then 120 minus 30 is 90. 

That person should ideally invest 90 percent of his or her assets in 

the stock market.

Guidelines for Retirement Savings

Another question people often ask is, “How much money do I 

need to retire?” Again, many factors affect this number, including your 

time horizon (how many years before you retire), where you want to 

live in retirement, whether or not you plan to keep working when you 

retire, and if you will still be paying a mortgage when you retire.

We do not advise people to focus only on their total amount of 

assets. Instead, we want them to focus on how much guaranteed 

lifelong income they can get. But again, we do offer a guideline to 
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help people plan. We advise that you should plan to have a minimum 

of 20 times your annual income once you retire. Again, a more 

conservative person might shoot for 25 times his or her income, and 

a less conservative person might shoot for 15 times his or her annual 

salary. (We also use the Income Stability Ratio, which is, in effect, this 

formula: Stable income ÷ Needed income = Income stability ratio.)

If your annual income is $100,000, and that is the amount of 

money your lifestyle is based on, then your target for retirement 

savings should be 20 X $100,000, which is $2 million. If you live on 5 

percent of your retirement savings per year, 5 percent of $2 million is 

$100,000. That gives you the same level of income in retirement that 

you have grown accustomed to during your earning years.

You can do this calculation in reverse, too. (If a person who is 

age 65 has $500,000 worth of investments, he or she should assume 

income of $25,000—simply divide 500 by 20.

Your Ideal Net Worth at a Certain Age

Another question that comes up from some people is, “How am 

I doing for my age?” People like to compare where they are on their 

financial journey with other people in their age group. In my view, this 

doesn’t matter, but some people like to have a benchmark to see 

how they’re doing.

Your net worth is, essentially, your assets minus your liabilities. A 

guideline we use is that your ideal net worth should be your current 

age times your pretax annual income, divided by 10. Let’s say you are 

30 years old and, again, your income is $100,000 per year:

30 X $100,000 = $3 million, and $3 million ÷ 10 = $300,000

According to this guideline, at age 30, you should ideally have 

approximately $300,000 worth of assets, including home equity, 

your bank account, and investments. If your net worth isn’t quite at 

the number this guideline suggests, then you have some catching 

up to do. If you are ahead of that number, then you are doing well. 
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The Present Value of Social Security Income should be included 

unless, of course, you are in the group of people who don’t believe 

Social Security will be there for you once you retire.

Guidelines for Life Insurance Coverage

One more question people ask a lot is, “How much life insurance 

should I have?” As a guideline, we have found that 10 times your 

annual income is a good starting point. If your annual salary is 

$100,000, then 10 X $100,000 = $1 million. You need, at a minimum, 

$1 million in life insurance coverage.

This had nothing to do with how much life insurance coverage 

you have through your employer. It is a matter of the total death 

benefit your family will receive when you pass away.

Life insurance protects your future, your tomorrows. You need 

sufficient life insurance coverage to replace your income for your 

surviving family members. A good way to realize the importance 

of sufficient life insurance coverage is to ask yourself the following 

questions:

How Much Are Your Tomorrows Worth?

If you had been killed in a 
car accident last week and 
someone else had been 
responsible for your death, 
how much would your family 
be suing for?

$____________

How much life insurance do 
you have?

$____________

Now, how do those two numbers match up?

Figure Out Your Current Level of Spending

When we work with our clients to establish budgets, we start 

out by getting an idea of their current spending. We will review 

the last three months’ or six months’ worth of expenses from bank 
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statements and credit-card statements. That is a good starting point 

for anyone in establishing a budget.

Keep in mind that these guidelines and numbers will change 

over time. Your financial situation is always changing.

Nothing is static in financial planning.

The ratio we start out with isn’t likely to be the same one we end 

up with two decades later. People’s life situations change. They get 

married, buy homes, have children, send children to college, start 

businesses, and retire.

Of course the numbers I have discussed in this chapter will differ 

according to your level of income and where you live. Also, these 

guidelines would need to be adjusted if your income is based on 

commission. And sometimes, we make adjustments for couples with 

dual incomes.

I cannot stress enough that these are just guidelines. As with 

any aspect of financial planning, it is imperative that you work with a 

qualified financial advisor to go over your specific financial situation 

and establish a plan based on your unique needs and goals.

Chapter 1 Call to Action:
Review three to six months of past expenditures in your 

bank account and credit card accounts to determine how 

much you generally spend each month and year and in which 

categories. Then, using the guidelines in chapter 1, develop a 

budget for your family and/or business. Anticipate spending 

approximately 50 percent of your income on necessities, 

30 percent on discretionary expenses, and 20 percent on 

savings, investments, and debt reduction.
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CHAPTER 2

The Swiss Army Knife of 
Financial Planning

The skillful use of life insurance can improve 
almost any financial transaction.

What if you could grow your money tax-free; access up to 90 

percent of your money at any time tax-free; get most of the 

gains of the market; never participate in the losses; and, when you 

pass it on to your heirs, it doubles, triples, or more tax-free? Would 

that be of interest to you?

Most people would say yes. And the way you can accomplish all 

that is to leverage life insurance to optimize future outcomes.

Many affluent people include life insurance as an integral part 

of their portfolios. This is because they understand the economics 

of monetary efficiency, leverage, hedging, and legacy-creation 

capabilities with “other people’s money,” as opposed to using their 

own 100 cent-dollars. Here are some examples of situations that call 

for the use of life insurance by the wealthy:

•	 To fund the payment of estate taxes with discounted dollars
•	 To create additional liquidity so valuable family assets do not 

have to be sold
•	 To create estate equalization among heirs, particularly when 
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some specific assets (such as a business) are not going to be 
shared equally

•	 To develop key-person and business continuity 
indemnification

•	 To provide charitable bequests or replace the wealth left by 
family to charity or provide for perpetual giving to charity

•	 To provide for children from multiple marriages
•	 To recapture taxes paid for distributions from retirement 

plans or other post-mortem taxes
•	 To leverage assets already in trusts

Did You Know You Can Finance Your Life Insurance 
Premium?

Sometimes—either because the need for life insurance far 

exceeds a person’s cash flow available for premiums or because 

of attractive financing and leverage—you can consider premium 

financing arrangements from banks.

Premium Finance Strategy Design

Gift Interest Payments
Provides Additional

Collateral

IRREV.
TRUST

LENDER

BENEFICIARIES

Establishes 
ILIT

Funds Annual Premiums

Owns Life 
Policy

Receive Net 
Proceeds

Receives Principal + 
Interest from DB 

or Cash Value

Funds
Premiums

GRANTOR
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For most premium financing cases; the net worth of the individual 

or family needs to be at least $5 million with annual premiums of 

$100,000. Typically the client pays the interest on the loans, whereas 

the bank provides low-interest-rate financing for a specified number 

of years, with the policy as collateral. Sometimes additional collateral 

is needed. However, in the vast majority of the cases, there is a 

rollout of the loan by the policyowner taking policy loans to repay 

the bank debt. Usually an irrevocable trust is used to keep the policy 

proceeds outside the estate.

When people make major purchases like a house or a business, 

they typically finance most of the transaction. That’s because either 

they don’t have enough cash for the entire transaction, or they don’t 

want to part with their investments in the stock market or someplace 

else. So they finance the purchase.

Similarly, when someone needs a large amount of life insurance, 

even if they don’t have the cash flow to pay the premium, they can 

finance the premium, or most of it, by having a bank lend them the 

money to buy the life insurance. Banks absolutely love life insurance 

as collateral because its value does not vary with the market. When 

interest rates are low, the cost of getting this financing is also quite 

low.

The single biggest exemption in the tax code 
is the exemption for life insurance.

From a planning perspective, if your business can earn on its own 

more than the cost of financing you will pay to the bank, or if you can 

earn on the policy more than what you are paying the bank, then you 

can create arbitrage, or leverage, by using other people’s money—in 

this case, the bank’s money—to buy life insurance.

Most people don’t think of this solution. They think they have to 

pay all the money themselves. But in many business situations, and 

often in estate-planning situations where an estate is large but not 
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liquid, such a premium-financing technique can be very useful.

Premium financing is an attractive way to buy life insurance, 

especially when interest rates are low from the bank.

Life insurance might not outperform your 
investments, but it will have a better  

tax treatment.

Many times, financial advisors who are laser-focused on 

investments ignore one of the most critical elements of a financial 

plan: insurance. Insurance protects your future income and 

everything and everyone you treasure. As you seek out a competent 

financial advisor whom you feel comfortable sharing your financial 

situation with, please be sure to select one who understands, and 

is passionate about, the miraculous ways in which life insurance 

can protect you and your family. An advisor who has completed the 

Chartered Life Underwriter (CLU) would likely be well suited to guide 

you on Life insurance matters.

All types of life insurance protect your family and business 

against loss of income due to death, but a permanent life insurance 

contract can do much more than that. I like to call permanent life 

insurance the “Swiss army knife of financial planning.” It can provide 

funding for business and education endeavors, and it can provide 

long-term-care solutions.

Life insurance can offer protection against the claims of creditors 

when the insured person dies. And essentially, your insurance policy 

can be assigned as collateral, if you need to use it for that purpose. 

The IRS is not in the business of buying homes, businesses, or land 

and selling them. They want cash. The reason life insurance is a 

preferred strategy is because it provides the money when a person 

dies on a tax-free basis. It’s a highly efficient solution for estate-

planning situations.

There is reason it’s called “life insurance” instead of “death 
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insurance.” It has significant lifetime benefits. With life insurance, 

people tend to think that you can only “win” if you die. But that is not 

true. It’s all about designing your financial plan with life insurance in 

such a way that meets your needs and solves potential problems.

Your financial plan is the important guide that will help you 

navigate your way through all the uncertainties of life toward 

retirement. The more complete it is, the better it will serve you as 

a strategy to address every possible situation you might encounter.

Life Insurance Fills Many Gaps of Protection

As a financial advisor, I see many family situations that exhibit 

weakness in the planning process. That weak link, or gap, is often a 

lack of adequate insurance.

A family depends on the primary income earner to bring in 

regular income that will meet their needs. If he or she does not 

have life insurance in place, that already terrible situation will put 

undue financial stress on the surviving spouse and children. How will 

that family pay the mortgage, school expenses, and other lifestyle 

expenses?

The solution to this very real threat is to get life insurance in place 

for the protection of your beneficiaries. It is our experience that most 

people have some life insurance, whether it’s from their employer or 

an association. But almost 95 percent of the time, we are finding that 

people don’t have adequate insurance.

In general, you should have, at a minimum, total life insurance 

that equals about ten times your annual salary. So, for example, if you 

earn $100,000 per year, a good guideline is to have at least $1 Million 

of life insurance on yourself. Typically the lower the interest rates; all 

else being equal the greater the amount of life insurance needed.

I am not a huge fan of offering rules of thumb because every 

individual’s situation is unique. The reason I offer this general 

guideline is that one of the most common situations we see is 

that, sometimes, people are unwilling to share the details of their 

financial circumstances, especially in terms of debts and mortgages, 
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with an advisor—at least initially. In those cases, we give them a 

general guideline so they will at least know the minimum amount 

of protection they need to get in place. Of course, the ideal situation 

is for us to establish mutually respectful relationships built on trust 

so that we can learn all the important details about each individual’s 

financial situation. That is the only way we can truly craft a financial 

plan that solves every problem that individual might face, now or in 

the future.

Another situation we see often is that people work for companies 

for decades, but when they retire, they cannot continue the employer-

provided life insurance. Obviously, if you don’t die before age 65, 

you’re going to die after age 65. In most cases, we find that everyone 

needs life insurance. None of us knows when we will pass away.

A third situation we see is, on the personal side, many people 

are supportive of certain causes. They could be charitable or 

educational causes, such as the American Heart Association, Rotary 

International, or universities they attended. They attempt to support 

those causes during their lifetime by making charitable contributions 

and donations. Over time, those organizations become dependent on 

that support. When a regular contributor passes away, that valuable 

support evaporates because that individual’s survivors may not have 

the same degree of commitment to supporting that cause.

My question has always been, if it is important for you to support 

a particular cause during your lifetime, wouldn’t you want to continue 

to support it when you are dead and gone? I assume you equally 

entrust to them the perpetuity of that course.

These are all examples of personal situations in which a product 

called life insurance can be used strategically.
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Types of Life Insurance

Life insurance comes in many different forms. Let’s look at the 

most common types, and the strategies they offer.

Term Life Insurance

The most common type is term life insurance. Often, you will 

see ads on TV for even the internet or this product. Essentially, it is 

life insurance for a specified duration, such as 30 years. In effect, if 

you die during that designated 30-year period, then the insurance 

company will pay a benefit to your beneficiaries. But if you outlive 

that term, then you no longer have life insurance. You will have to 

buy a new policy, subject to your health and medical underwriting 

at that time. And you will not receive a refund of the money because 

you outlived the term.

It’s kind of like renting an apartment versus buying a home. 

Most people know intuitively that in the long run, buying a home is 

better for most people—certainly those in the higher tax brackets—

because you build equity, and the after tax-cost is often lower than 

renting an apartment.

That said if all one could afford is Term Life insurance; it is 

advisable to obtain the one with longer “convertible” provisions 

as that can help you convert in the future to Permanent coverage 

without providing new “evidence of insurability” in case there is a 

change in health that would otherwise preclude your being able to 

obtain coverage.

Permanent Insurance

Another common type of insurance is called permanent 

insurance. This type of insurance will last typically until the age of 

120. When I first came into the business, the age that companies 

specified was 95 or 100. But with generally improving mortality and 

life expectancy, now it goes to age 120.

Permanent policies can be funded in a variety of different ways. 
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There are flexible premiums that can increase or decrease the death 

benefit within certain conditions that time permits. For example, you 

could have a situation in which the cash value, or the accumulation 

value, of your policy can be aligned with current money rates or to an 

index like the S&P 500 2,3 or a variable policy.4  That is essentially like 

having a subaccounts, such as one composed of mutual funds, inside 

the life insurance contract. Just like many of our clients diversify their 

investment portfolios, some also diversify their insurance portfolios.

Generally speaking, if you want more guarantees, the premiums 

will be higher. If you want more opportunities, you have to be willing 

to take some risk. If you are willing to take some risk, everything 

else being equal, the insurance company will probably be willing to 

give you a break on the premium and a whole host of possibilities 

between the two extremes.

One reason that people like to use these permanent policies on 

an accumulation basis is because of the tax advantages involved 

with them.

Life insurance is essentially a “zero coupon bond” that matures at 

age 120 or at death, if it comes earlier than age 120. We all know our 

date of birth, but none of us knows our date of death, so we should 

plan for this eventuality. A lot of younger people don’t pay attention 

to this, thinking they don’t need to worry about dying because that’s 

a long way away. Or maybe their family has above-average longevity.

The fact is, the earlier you buy your policy, the less expensive 

it will be, and the more it will accumulate value over time because 

of the “magic” of compound interest. Essentially, if you understand 

compound interest, you earn it; if you don’t understand it, you pay 

it. In other words, as Roger Zener used to say, “There is an age-

discrimination plan at work as you get older when it comes to 

obtaining life insurance.” As Irwin Burt Meisel adds, “Beware of 

bargains in parachutes, toilet paper, life preservers, fire extinguishers, 

brain operations, bungee cords, and life insurance!”

I actually have eight life insurance contracts on myself. They are 

all designed for different purposes, and they are funded differently 

as well. The very first contract I ever bought has been my best-
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performing policy. It’s not the largest one I have, but it is the best 

one. I am not advising you to put all your money in life insurance, but 

I do recommend that, to the extent that you have a need for it, you 

are better off starting it sooner rather than later.

Below is a guideline that might assist in determining suitable 

contracts depending on the risk level of the consumer:

•	 Conservative: Whole life or no-lapse guaranteed policies

•	 Balanced: Traditional universal life with some guarantees 

and some risk

•	 Aggressive: Few guarantees or none, such as variable 

universal life

•	 Passive aggressive: For the investor who wants no 

downside investment risk but wants a disproportionate 

amount of upside potential—use indexed universal life.5

•	 Variations of above: Depending on client needs, budget, 

and time horizon; sometimes, blending in some “term 

and/or paid-up additions riders” meets objectives.

Single People Can Benefit from Life Insurance

Single people tend to think they do not need life insurance, 

especially if they have not bought a home yet, gotten married, or had 

kids. But they need to look further into the future. As they work with 

their financial advisors to build a financial plan that provides financial 

confidence, they are planning not just for one or two years, but rather 

for the duration of their lives, which hopefully will be a long time.

We like to make observations 10 years forward. Let’s say I am 

working with a 25-year-old named Julian who is single. If I am making 

a 10-year-forward observation, I might ask him, “Would it be fair to 

say that ten years from now, you might be married? Ten years from 

now, do you think you might have a home with a mortgage? Would 

it be fair to say that ten years from now, you might have a spouse 

and children? Is it possible that you might start a business in the next 

decade?”

If Julian says yes, any or all those situations are possible, then 
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what he is really saying is that even if he doesn’t need life insurance 

today, he will have a need for life insurance in the future. I will remind 

him, “Every year that you wait to buy life insurance, especially in your 

twenties and thirties, your premium is going to go up.”

Premiums can increase 3 to 3.5 percent per year. So if Julian 

wants to wait 10 years to buy life insurance, then my argument is, 

“Why not buy it when it’s ‘on sale’ by 35 percent?” Most of us like to 

buy whatever we can on sale. So why not lock in a lower premium for 

life insurance now by buying it in advance?

The other big issue is that we never know what our health might 

be like in 10 years. Even if you are healthy now, in your twenties and 

thirties, you have no guarantee that you will continue to be blessed 

with good health forever. The moment you receive a diagnosis of 

diabetes or heart disease, for example, you could be deemed 

uninsurable. The earlier you get life insurance, the better!

Personal Applications of Life Insurance

Like anything else, insurance agents and financial advisors get 

volume pricing with larger placed amounts. You want to work with 

a company that is well established, that has been around for a long 

time, because you want to make sure that if you live long enough, the 

company will be around to pay the benefits. I haven’t seen too many 

failures in the life insurance space; nevertheless, I take comfort in the 

fact that if we’re making a good selection today, it will stand the test 

of time. I do the due diligence on the financial strength of the various 

companies whose products I believe in for my clients.

As you will hear me say often, I believe it is critical to design 

solutions with your own personal situation in mind. Now I want to 

describe some situations in which I have customized life insurance 

for people’s unique circumstances.

Long-Term-Care Rider6

One common situation that families often face is when a disabled 

or elderly family member needs long-term nursing care. This type of 
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care is extremely expensive in the United States, although the costs 

vary from city to city. But broadly speaking, most people who need 

long-term nursing care will experience a significant impact on their 

finances.

A long-term-care rider on your insurance policy is an excellent 

solution for this situation. The relatively nominal premium is typically 

a lot lower than a standalone long-term-care policy. For a nominal 

premium, a long-term-care rider can be added to your life insurance 

policy. If you need long-term care, many insurance companies will 

provide a certain percentage, typically 2 to 4 percent per month of 

the death benefit of your policy.

For example, let’s say you have a $1 million life insurance policy 

that includes a 2 percent monthly benefit for long-term care. The 

insurance company would allow you to access $20,000 per month 

for long-term-care expenses, even though you haven’t passed away. 

That $20,000 per month would come off the base amount—in this 

example, $1 million. If you used that benefit for 10 months at the rate 

of $20,000 per month, that’s a total of $200,000. If you were to pass 

away at that point, then your beneficiaries would receive the face 

amount of the policy ($1 million) minus the $200,000 you used for 

long-term care ($800,000).

The beauty of this type of protection, which is one type of a 

“living benefits” solution, is that you are passing along the risk of 

needing long-term care to an insurance company, without buying 

a separate long-term care policy. And the money is not “wasted” 

because, essentially, you are either going to die, in which case your 

beneficiaries get the full benefit, or you will use your life insurance 

death benefit, in advance, to pay for long-term care. This is a strategy 

that can help you win, no matter what happens!

Disability Waiver Premium Option

Another situation in which “living benefits” life insurance can 

benefit you is in the event that you become disabled as the result 

of an accident or a sickness. In that situation, you should not have 

to lose your life insurance just because you lost your income.
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Most insurance companies offer what is called a disability waiver 

premium option that waives your premium but keeps your insurance 

policy in force as long as you, the insured, are disabled. Then, when 

you recover and are no longer disabled, you do not have to pay the 

back premiums that the insurance company waived or paid while 

you were disabled.

Guaranteed Insurability Option

Another popular solution, especially for younger people, is 

called a guaranteed insurability option. With this option, you can 

increase your coverage in the future, regardless of what your health 

might be at that point. You can use this option to buy more coverage 

without having to undergo medical exams or underwriting. You will 

simply pay the premium for more coverage.

Overloan Protection Rider

Another option that some companies offer is called an overloan 

protection rider. This option protects you from a situation in which 

you take money out of your policy for living benefits or to put a 

down payment on a home or start a business, and your collateral 

fluctuates in value. You do not want to have a situation in which your 

policy lapses and creates a taxable “phantom income.” An overloan 

protection rider protects against that risk.

Return of Premium Rider

Allows for a recovery of all cumulative premiums paid on a tax-

free basis. This is often available in permanent insurance as an add-

on death benefit and sometimes in term life, at the end of a specified 

period of time.
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How Life Insurance Helps People Be Their  
Own Banker

Bankers are some of the most astute financial wizards; many 

bank executives own substantial permanent life insurance, as well 

as annuities. They know the powerful benefits offered by insurance 

contracts.

When life insurance is owned by a bank, it is called bank-owned 

life insurance, or BOLI. When owned by other corporations, it is 

known as corporate-owned life insurance, or COLI. Because most of 

these companies are publicly traded, the details of such contracts 

are disclosed in their financial statements.

But even if you aren’t a banker or the owner of a corporation, you 

can still leverage life insurance to be your own banker.

There are some interesting examples of how well-known people 

have used this solution. One well-known example is Walt Disney.

Many years ago, when Disney came up with the concept of 

Mickey Mouse and Donald Duck, he kept drawings of his cartoons 

in a scrapbook, a notebook. He told his dad that he wanted to make 

a business out of his drawings. He experienced many creative 

successes with many different films. Then he had an idea of a theme 

park. He went to local banks to see if he could get some funding for 

his idea, but at each bank he visited, the bankers laughed at him and 

did not give him the funding. When he told his dad about it, his dad 

said, “Why don’t you take a loan against the life insurance policy I 

started for you?”

So, in 1953, Walt Disney borrowed from his life insurance policy 

to help fund Disneyland, his first theme park.7

The rest is history.

Retailer JC Penney also became his own banker, in essence, by 

using his life insurance policy for funding. Following the 1929 stock 

market crash, Penney borrowed from his life insurance policies to 

help meet the company payroll. If he hadn’t had ready access to 

capital, the company probably would have been forced to close its 

doors, adding even more people to the unemployment line.8
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I hope you can see how life insurance can be used creatively to 

solve many different types of problems. It is incredibly versatile. I have 

helped clients use life insurance as their own bank. Instead of taking 

out loans to finance their business needs, pay off credit cards, or pay 

for a college education, they used the cash value of their life insurance 

policies. You certainly get more favorable terms on your life insurance 

policy than you will get at a bank. In addition, you have complete flexibility 

regarding your repayment terms. Plus, when you borrow money from 

yourself, it doesn’t affect your credit score. Therefore, it won’t impact 

your ability to get other credit, such as a credit card.

When you start a bank, you have to capitalize the bank before 

you can lend money. Banks typically lend $10 for every $1 they have 

in assets. Banks consider a loan an asset on the balance sheet, and 

they consider a deposit a liability. If you became your own banker 

and use life insurance, especially across multiple generations, then 

over time, you are essentially creating a family bank. Below is a 

diagram that shows how this might work for you:

The above hypothetical example is for illustrative purposes only and is not intended to 
represent the past or future performance of any specific investment.

STEPS:

1. You “the Investor” invest $1,000  
in your business, which in this example is a bank. This  
investment then becomes a liability to you “the Bank.”

2. Since assets must equal liabilities, you “the Bank,” loans you “the Consumer” $1,000 
which becomes the consumers liability because the consumer must pay back the loan.

3. You “the Consumer” pay back the loan with 4% interest and this then becomes an asset 
to “the Bank” by earning a $40 profit.
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Essentially, you wear three hats when establishing a family 

banking process—one as an investor, the second as business owner, 

and the third as a consumer. For this typically the ideal contracts 

are dividend-paying whole life contracts from mutual life insurance 

companies.

Modified Endowment Contracts9 Help You 
Leverage Your Heirs’ Assets

Another creative way you can use life insurance to protect your 

assets is to convert some of your assets into a modified endowment 

contract (MEC). A MEC can help you protect the assets you leave to 

your heirs. This will be helpful only for funds you do not need to use during 

your lifetime. However, from a practical point of view we do not advise 

these contracts as situations often happen to change and for “living 

benefits” to be optimized without taxation; you want to fund contracts 

up to but no more than the MEC limit.

A MEC is a tax qualification of a life insurance policy whose 

cumulative premiums exceed federal tax-law limits. The taxation 

structure and IRS policy classification changes after a life insurance 

policy has morphed into a modified endowment contract. In 

other words, the IRS does not consider it to be a life insurance 

contract anymore. The change in classification was brought 

about to combat the use of the “life insurance” designation for 

the purposes of tax avoidance. Specifically, a life insurance 

policy is considered a MEC by the IRS if it meets three criteria:10 

1. The policy was entered into on or after June 20, 1988.

2. It must meet the statutory definition of a life insurance 

policy.

3. The policy must fail to meet the Technical and Miscella-

neous Revenue Act of 1988 (TAMRA) “seven-pay test.”

The seven-pay test determines whether the total amount of 

premiums paid into a life insurance policy, within the first seven years, 

is more than what was required to have the policy considered paid 
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up in seven years. Policies become MECs when the premiums paid 

to the policy are more than what was needed to be paid within that 

seven-year time frame. Life insurance policies entered into before 

June 20, 1988, are not subject to the payment of premiums over the 

money allowed under federal laws. However, the renewal of an older 

life insurance policy after this date is considered new and must be 

subjected to the seven-pay test.11

The illustration below shows how different types of insurance 

types relate to MECs. At the top of the diagram are MECs—insurance 

policies that offer 100 percent savings with the least amount of life 

insurance. At the bottom of the 

diagram is term life insurance, the 

cheapest option; it offers only 

insurance. There is no savings 

component with term insurance. 

Almost always, the optimal funding is 

at the non-MEC limit.

Using these types of 

accumulation-oriented contracts 

or investment grade life insurance 

presents maximum flexibility without 

negative tax consequences while 

retaining the “first in first out”’ (FIFO) 

treatment for withdrawals, unlike all 

other financial products other than the 

ROTH IRA. No wonder many consider 

this to be a Jumbo ROTH;  it does not 

have the income tests or the dollar 

limitations to contribute, as long as it 

is designed properly. This becomes, 

effectively, a “family bank.”
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How Life insurance and Investments Complement 
Each Other

Below is a diagram that shows a hypothetical client with $1 

million invested and agrees to contribute 5 percent, or $50,000 into 

a life insurance contract. Now let’s evaluate three different scenarios:

1. His investments do well, and his account value doubles to 

$2M. In this scenario, the ratio of life insurance premiums 

declines to 2.5 percent of his portfolio—not a big deal at all 

from an affordability standpoint.

2. His investments do poorly and decline to $500K, in which 

case he can use the funds in the life insurance for any needed 

emergencies or the opportunity to purchase additional 

investments, since they are an attractive value relative to 

their intrinsic value.

3. A disaster occurs, and he dies prematurely; in this case, it 

provides tax-free, immediate funds to the family to replace 

lost income and maintain their lifestyle.

 

$500,000$1,000,000

BAD NEWSGOOD NEWSTODAY

5% 2.5% 10% 100%

DISASTER
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Buy Life Insurance for Your Children

People tend to think of life insurance as a protection product that 

is necessary to purchase only for an income earner in the family. It is 

indeed critical to purchase life insurance for adults because a death 

benefit will fortify the family if that income earner dies unexpectedly. 

But I also recommend getting life insurance in place for your child. 

Here are twelve reasons why:

1. To let your child enjoy the benefit of a low rate. Everyone 

knows life insurance premiums increase with age because 

of the increase in death rates. Every year of delay in taking 

out insurance means an increase in the cost per dollar of 

protection, or a reduction in the amount of insurance per 

premium dollar.

2. To provide help in learning foresight and thrift. It is the 

function of the schools to teach your child to think and to 

accumulate knowledge. It is the function of the church to 

teach morals and religion. It is the function of the home 

to help the child develop a good character and a good 

personality.

3. To help in selecting the first policy. The life insurance way 

of foresight and thrift represents a long-term transaction. 

It is important for you to give your child the benefit of your 

knowledge of the purpose and advantages of the various 

forms of policies.

4. To provide a policy that will mature early in life. One of the 

happiest experiences that can come to a person is to find 

that one of his or her life insurance policies has reached the 

end of the premium-paying period or is maturing for its value 

as an endowment.

5. To accumulate enough cash to help with college. Financing 

your child’s college education may present no problem 

whatever for you when college time comes. Perhaps ample 

funds will be on hand. Perhaps not.
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6. To profit by your investment experience. Do you still have 

the first investment you ever made? If you have, then you are 

an exception to the general rule. Most people have to learn 

their investment lessons in the school of bitter experience 

and regrettable losses.

7. To guarantee protection against uninsurability. If 

something were to happen to your child—and sometimes 

things do happen—to make him or her uninsurable, perhaps 

with a spouse and a child or two as dependents, both of you 

would rejoice that some insurance had been bought in the 

early years. Or else you would be remorseful that insurance 

had not been secured while your child was insurable.

8. To train your child to bear responsibility. A policy on your 

child’s life—with the mother as beneficiary—will produce 

a sense of worth in the feeling that he or she is helping to 

protect her. And it will give you the assurance that he or she 

will be prepared to take over the full responsibility, should it 

become necessary.

9. To help instill a sense of worth through policy ownership. 

You want your child to grow into a person any parent would 

be proud of. You want him or her to develop character that 

will win respect.

10. To help your child be ready to meet financial problems 

later. It has often been observed that most financial problems 

are easily solved if attacked early enough.

11. To do for your child what you would wish done for you. The 

acid test of the wisdom of buying a policy for your child is 

whether you wish your parents had bought a policy on your 

life when you were young.

12. To offset a potential loss. An insurance policy on the child’s 

life will offset, at least partially, the loss of the investment in 

his or life and will protect the other members of the family 

against unnecessary handicaps in the event that death does 

occur.
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If you buy life insurance for your child, he or she will always 

be covered, regardless of future health. Plus, a permanent life 

insurance policy for a child can earn cash value. By the time your 

son or daughter is eighteen and off to college, he or she can use the 

money to buy a car or help pay for college expenses. Not only that—

the premium on the policy you buy for your child now is locked in; it 

will never change!

This is a strategy to address many potential problems that could 

arise in the future.
_________

To close this chapter on the power of life insurance, here is an 

analogy that illustrates its leveraging capacity:

What I’ll do:

1. I will work for $10 per hour.

2. After 10 years, you can fire me, and I will give you back 

everything you have paid me.

3. After 20 years, you can stop paying me, and I will continue to 

work for you for the rest of your life.

4. When you retire, I will pay you an income.

5. If you need to borrow money, I will either lend it to you or co-

sign for up to 90 percent of the wages you paid me.

6. If you become disabled, don’t worry; I will pay myself.

7. When you die, I will make a tax-free lump-sum payment to 

your family and/or business.

Who am I? I am your life insurance policy!

________
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Here is another creative way to depict how life insurance can 

benefit you in ways that nothing else can:

A Letter to You from Your Policy

I am your policy.

You and I have similar purposes in this world.

It is your job to provide food, clothing, shelter, 

schooling, medicine, and other things for your loved 

ones. You do this while I lie in your safe deposit box.

I have faith and trust in you. Out of your earnings 

will come the cost of my upkeep. At times, I may 

appear insignificant to you—but someday (and who 

knows when), you and I will change places.

When you are laid to rest, I will come alive and 

do your job. I may provide food, clothing, shelter, 

schooling, medicine, and other things your family 

will continue to need—just as you are doing now. 

When your work and labor are done, mine will begin. 

Through me, your hands can carry on.

Whenever you feel the price you’re paying for my 

upkeep is burdensome, remember that I can do more 

for you and your family than you will ever do for me.

If you do your part, I will do mine..

Sincerely yours,

Your Policy

________
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Finally, here is a tribute to the Life insurance greats of yesteryears 

that have contributed to my conviction about it since 1992:

Now I lay me down to snore, 

insured for several thousand more.

If I should die before I wake, 

my wife would get her first big break.

But should I live for 30 years, 

my wife and I need shed no tears.

We can retire, golf, and rest; 

back come my bucks in interest.

In old age we can keep our house 

and not live with our son’s spouse.

So, thank God for the great endurance 

of the man who sells life insurance.

Chapter 2 Call to Action:
Secure, at a minimum, total life insurance that equals 

about ten times your annual salary to protect your family 

members from the unexpected loss of your income in the 

event that you die unexpectedly. Also, to preserve your hard-

earned wealth and to increase the odds that it will survive 

into future generations, consider using whole life insurance 

as the foundation of your own “family bank.”




