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Preface

It is tempting to follow the common financial planning advice repeated
everywhere: "Stick with your 40 1 (k). Ride our any stock market drops
and hope for the best."

By adopting this convenrional advice we pur our money into
financial vehicles that may promise great returns but cannot ga/rrantee
results. our most common financial planning product, the mutual
funds within a 401(k), do not produce predictable outcomes nor offer
any performance guaranrees. \7e're hoping to build a secure financial
foundation on money that is at risk in the stock market.

It's importanr ro realize that we have alternatives to chasing a

rate of return. ve dont have to live with the uncertain realities of
the stock market or any investment market, for that matter, as our
primary means of growing our money and our wealth.

In this book, we'd like you ro put aside what youve learned
about money or ar least to enterrain the possibiliry that some of
what you have learned about money and financial plannin g may
be incomplete, perhaps even faulty. It is our guiding belief that
you deserve to live your life with the best possible lifetime financial
strategy not the latest financial product.

xilr



XIV Financial lndependence in the 21st Century

By being open to new information and aPProaches, you can

position yourself to have greater financial choices today and in the

decades to come.
'SV'e live in challenging times. But we can choose how to hce our

future. Achiwing financial independence and emPowerment is a

dynamic process and a journey. rVe invite you to join us.
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I
Beginning the Journey

That fall day didnt starr our to be particularly memorable. I stood in
the kitchen with my wife, Suzanne. \Ved just given our daughter a

hug and sent her offto school. \7e watched her wakz away, her pink
backpack swaying from side to side, and then suzanne sat down at the
kitchen table and started opening our daily mail.

"Good news," she said. "No bills, mostly junk mail today.',
My eyes landed on the envelope containing our 40I (k) statement.

I opened it, glanced down the columns of numbers to the bottom
dollar amount, and sighed.

"How is it that despite our conrinued portfolio balancing and
rebalancing, our account isnt growing like all the gurus, articles, and
books promise? At this rate, I'll be able to retire at92.Tl-reret got to be
a better way to manage our money than hoping we're going to catch a

rise in the stock market."

Suzanne looked thoughtful.
"You know, you're right," she said. "\7e're capable and indepen-

dent, we work hard. And we're smart enough to handle raising our
child, managing our careers, and dealing with life challenges. so why
are we willing to hand over toral control of our money and our financial

1
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hand over total

control of our

money and our

financialfuture

to someone else?

lf we are not

able to openly

talk about some

of the financial

challenges we

face, it is hard

to address and

resolve them.
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future to someone else? And isn't investing in the stock market a risk

to begin with? How do we know we won't lose it all? Then what? Isn't

there a better way?"

It was a question we couldn't answer. But at that moment, we

resolved to try. Our commitment to look for a better way to manage

our family resources was the first humble step of an exciting journey. It
began with examining how we were taught to handle our money and

grew to challenging rhe common financial planning strategies we're all

encouraged to embrace. Although the start was rather quiet, moving

down this new path has dramatically changed the direction of our lives.

Our society has deeply conficted attitudes toward making money

and managing it. In one corner stands the ideology that wealth is

everything. The more money you have the more successful you are

considered. From this perspective, money seems to offer personal

securiry, love, happiness, Power, and freedom. Clearly, more is better.

Standing in the opposite corner is the philosophy that the

accumulation of wealth is ill-conceived as a primary motivation for

our lives, perhaps even evil. There is the notion that money corruPts

or that accumularion of wealth is the concern of the spiritually

inferior. or the belief that spending money on items other than

basic life necessities is a sign of greed and moral weakness.

Most of us harbor attitudes about money somewhere berween

these opposing ideologies. The singular pursuit of wealth above all else

does seem ill-founded, yer we all need money to live . And who doesnt

want a little extra financial buffer? \fhat is wrong with planning for

financial security for ourselves and those we love?

one of the last taboos in our sociery is the open discussion of our

personal financial situation: the values we hold about money, how

much we make, and how and where we spend our money. This silence

makes ir hard for us to explore our attitudes and any limiting beliefs

and knowledge we may have about money. Ifwe are not able to openly

talk about some of the financial challenges we face, it is hard to address

and resolve them.
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This is unfomunare. \we need to be clear about our values around
money, then educate ourselves in order to make the best decisions for
our lives and our family.

Positioning Yourself for the 2l't Century

In this book, suzanne and I want ro ger you thinking about how to
manage your money as you move forward in the 21', century. consider
how different the world was in the late 1970s when the 401(k) plan
came inro being. In the late 1970s, the Internet wasn't there. DVDs
and cell phones had not been invented. social nerworking, websires,
and e-mail did not yet exist. People phoned each other using a
dedicated landline rhat connected to the wall with a telephone wire.
Many families had one-wage earner and one car. Most folks kept one
job, or spent their lives in one profession or with one company. Many
of our parents retired with pensions.

The realiry of our lives is different now. Given the new world
facing us in the 21" century, what we've done in the past isnt going to
work in the future. And it may nor be working in the presenr either.

\7e're not going to create financial strategies for ourselves that are
flexible, responsive ro change, and work in both a strong and weak
economy, by doing what we've always done. The key to effective
change is to seek new knowledge and be open to new ideas.

Common and routine financial advice is anchored in the past.
Much financial planning advice is a strategy of looking in the rear-
view mirror and talking about "pasr performance" of the stock market
or the mutual fund within your 401(k) as a predictor of future growth.
Does this really make sense when, like it or nor, whar we're facing as

we look forward has not occurred before in history?
lwe truly face a new future. \7e need ro accepr the change that has

arrived and not live in fear. Embracing change entails simple acknowl-
edgement of our transformed conditions.

Comnton and

routine financial

advice is anchored

in the past.
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A Brave New World

As of Janua ry 2Ol1 , approximately 10,000 baby boom ers per day (those

born in the U.S. from 1946 to 1964) will become eligible to draw Social

Security benefits. This volume of recipients for Social Security benefits

is unprecedented and estimated to continue for another 20 years. To

repeat, rhat's 10,000 new Social Security recipients per day for the next

20 years. So, applying a little math here, thatt 10,000 new recipients

dmes 365 days per year times 20 years:73 million people applying for

Social Securiry not to mention other federal program benefits.'W'ow!

Figures reported by the Congressional Budget Office in an

April 9, 2011 \Yall S*eet Journal article on projected federal

spending in fiscal year 2ol1 showed that the three big federal

programs-Medicare, Medicaid, and Social Security-amounted

to 42o/o of the entire federal budget projected for 2O11.' By almost

anyone's reckoning, looking to the 73 million people who will draw

on these social programs in the next 20 years, these three Programs

are overcommitted and underfunded.

Our national debt is over 15 trillion dollars.2 Since the estimated

popu[ation of the U.S. is 310,506,107, each citizen's share of this

debt is approximately $50,183 and climbing. Remember, tue supply

money to the government via taxes. Reducing this debt load will

likely require increased taxes. Government Programs and the services

upon which we depend may be reduced or eliminated in budget cuts.

\7e will then need to pay private providers and contractors directly

to replace these services.

The stock market has always been volatile. However, we live in

an Internet and social media age that allows almost instantaneous

1. Carol E. Lee, "Deadline Drama for Budget: Impasse Tested the Clock," Wall Street

JournalApril 9-10, 201 1.

2. As of March 10,2o12,the national debtwas $15,582,079,000,000. Source: Monthly

Statement of the Public Debt (MSPD) and Downloadable Files, Tieasury Direct, accessed

March 31, 2012, http://www.treasurydirect.gov/gow/reports/pd/mspd/mspd'htm.
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communication of world evenrs. The markers react exceedingly
quickly to political events and economic circumstances. As we are all
too well aware, what happens around the world, whether it is in Japan,
China, Greece, or the Middle East, directly affects our economy and
our lives. ve also face new environmental and ecological challenges.
\7e live in an age of accelerating change through communicarions.

Despite all these conditions never before experienced in the history
of the world, we continue to be taught the standard financial line,
which is based upon looking back at rrends and averages from the
Depression era and \World \War II. Many people know that past trends
are not a truly accurare predictor of future performance, and yer we
are still advised to just stay in the srock market. Really? Is this the best

financial straregy for our lifetime? Is this the only option we have?

Who's on First?

Baseball is considered America's pastime. Lett think for a moment
about Major League Baseball players. Many kids grow up with
a dream to play Major League Baseball for a living. How do those
that want to play professional ball get to the Majors? Do they spend
their time trying to find the right bat, the right ball, the ultimate
glove, or a uniform with trendy colors? or do they place their effort
in practicing baseball skills, learning game rules, focusing on srraregy,

and increasing their knowledge of their sport? \7hich approach do
you think will yield the best result?

To make it as a Major League Baseball professional, the baseball
player invests in knowledge and practice ro succeed. He doesnt hope
that the right product (be it ball, bat, uniform, or glove) will make the
difference for him.

\7hen ir comes ro finances and lifelong financial srrategy, most of
us have been chasing a product. \7e hope to find the right invesrmenr
product that will give us a high rate of rerurn. \7e are like the kid that

...pasttrcnds

are not a

truly accurate

predictor of future

performance,

and yet we are

still advised to

just stay in the

stock market.

When it comes

to finances and

lifelong financial

strategy, most

of us have

been chasing

a product.
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Unfortunately,

many of us have

placed money in

the stock market,

via our 401(k)

investments,

that we cannot

afford to lose.
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wants to make it to the Majors and thinks the right product-bat or

glove-will take him there.

Preparing to Move Forward with Confidence

Many people spend a lifetime worrying about their money. They

worry about meeting their daily expenses, being able to save for their

childrens educarion, and for their own reriremenr. People also fear

losing their money if they become unemployed or through the loss of
capital in their investmenrs. It doesnt have to be this way. There is an

alternative approach that can remove the weight of anxiety and fear.

Contrary to much of the financial rheroric, it is possible to achieve

financial independence with a relatively modest income. You dont

have to be Bill Gates or'S7'arren Buffett to reach a place where you

are free of worry about whether your money will be available to you

when you need it, or when you are ready to retire.

Instead of focusing on finding the "right" financial product, it
will benefit us much more to look at our lifetime goals and increase

our financial knowledge and skill. In being open ro new information

and approaches, we can position ourselves to have greater financial

choices today and in the decades to come.

Consider that the goal is to build a financial strategy that will truly

last a lifetime. Once we develop our skill and our financial knowl-

edge, then we are in a position to thoughtfully choosa the appropriate

financial products that fit into and suPPort this strategy.

Entering the stock market, real estate, or other investment

opportunities to strategically enhance your wealth, using money

lou cdn nfrrd to lose, is a very different strategy than placing retire-

ment money lou cannot ffird to lose in an unpredictable stock or

real estate market. Unfortunately, many of us have placed money in

the stock market, via our 401(k) investments, that we cannot afford

to lose.
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'we 
are not saying "never invest." Placing money that is not critical

to your financial survival in an invesrment with a potenrial for a higher
rate of return can be an imporranr component of a financial strategy.
Investments can and do yield high returns. sometimes. However, too
much focus on a rate of return blinds us to other elements that are
important in managing money and growing wealth.

So why nor srep back and think abour your money in a different
way? It is truly possible to develop a stable and predictable Gnancial
strategy that will work with your needs and wants, and congruently
serve your long-term goals.

To be clear, Suzanne and I don't believe in "ger rich quick" schemes

or advice that suggests chat with this or that deal, you'll be set for
life. Its true thar some people will get rich on a single deal. It's also

true that many of us will lose a lot of our savings chasing that one
magic opportuniry. Bur our financial lives dont have to be lived on the
edge, sweat beading on our foreheads as we open our latest investment
statement. This is hardly the rype of excitemenr Suzanne and I crave.

\What we do believe is that with a little knowledge you can set
yourself on a different financial path. one that enables you and your
family to reach a level of financial securiry conrrol, and independence
you might never have thought possible. To get to this point, though,
requires a willingness to explore the new and the different.

This book seeks to stretch your knowledge and your comfort zone
by challenging the commonly-held beliefs and attitudes mosr of us

have learned and adopted about money. It is our guiding belief rhat
you deserve to live your life with the best possible lifetime financial
strategy built upon a cornersrone of solid knowledge.

A Financial Paradigm Shift

Let's talk for a moment about change and growth. Each of us has

many ways of looking at the world.

...withalittle
knowledge you

can set yourself

on a different

financial path.
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An event happens. Perhaps someone laughs while looking at us.

The only real "fact" we have is that they laughed. But we look at this

event through the filter of our own experience and values. \(e tell

ourselves a story about what just happened-they like us, they are

h"ppy or they are laughing at us. Or, if we don't know them, we may

not register a reaction.

How we react depends upon our story about the event. \7e inter-

pret everything we experience through the lens of how we view the

world. Rarely does it occur to us to question the accuracy or complete-

ness of our view.

\(hen we deeply consider new information this can shift our

thinking. This is what the term "paradigm shift" means-a change

from one way of thinking to another.

A paradigm shift is essentially a PercePtual transformation. Itt
a different way of seeing that allows us to forge new solutions to

complex problems. A shift in perspective allows people

to look at vexing problems in a new way, develoP more

The voyage of discovery effective solutions, and be open to new knowledge.

is not in seeking new Stephen Covey discussed social paradigm shifts in

landscapes but in I. bestseller, The 7 Habits of Htghb Effictiue peopre.

Covey wrote that *the lnore u)e are audre of our basic
having new eyes' parad.igms, rnaps, or assurnptions, and the extent to which

_MenCEL pRoUST we haue been influenced by our experience, tlte more we

can take responsibilitlt for those paradigms, examine

them, test them against redlit!, listen to others and be

oPen to their perceptions, tltereby getting a larger Picture and a far
more o bjectiue uieut. " 3

Paradigm shifts are not new. Throughout collective history our

paradigms have shifted. The way we view the world has necessarily

changed to make way for greater knowledge and more in-depth

3. Stephen R Covey, The 7 Habits of Hlghl\ Efectiue Peoplt, Powerful Lesons in Personal

Change (NewYork, NY: Simon & Schuster Inc., 1989), page 29.
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understanding. 'witness rhe growth from our belief that the sun
revolves around the earth ro our understanding of the earth as parr
of a solar system that revolves around the sun. \7hen Christopher
columbus set sail the commonly held view was that the world was

fat. Now we know more.

Shifting our personal paradigm means that we expand our under-
standing of how we interpret events, people, our environment, and
possibly all of life itself. Changing howwe see a particular
situation can have a dramatic effect on the choices we ((

make now and in the firture. "The significant problems
\)7hat we perceive depends on the perspective we we face cannot be

take. This is especially rrue when ir comes ro our own solved at the Same level
money and financial paradigm. 'We view our situation
through a lens or with knowledge that may be outdated of thinking we were at

or incomplete. It rakes courage to be open ro change. But when we created them."
once we shift our point of view, a doorwey may open ro _Arssnr EtNSrytN
new solutions for our current dilemma.

A shift in your financial paradigm rakes time, efforr,
and thought. Suzanne and I are asking for a little of these elemenrs,
plus a willingness ro process new informarion. \wbu like you to take
this journey with us, to explore a different approach.

No matter where we want ro go, we must begin our journey where
we are. So lett start the journey together by examining our currenr
beliefs with respect ro money: the late 20n century financial paradigm.





a
The Late 20th Century
Financial Paradigm

Itt hard to believe that the firndament al way we plan for retirement
in the U.S. today really only emerged 34 years ago. Thatt right-the
qualified plan (for many of us this is a 401(k))-was legislated into
reality in 1978.

Qualified Plans

So What is a Qualified Plon?

A qualifed pkn is an investment vehicle that qualifies for special tax
treatment under the Internal Revenue Code.

Qualifed plans include the 401(k) and 403(b) plans, rhe
traditional Individual Retirement Account (IRA), the Keogh plan,

simplified Employee Pension Individual Retirement Account (sEp-
IRA), Roth IRA, Savings Incentive Match Plan for Employees
(SIMPLE), and the Stretch IRA.

There are also other qualified plans thar are not related ro retiremenr.
An example of one such plan is the Health Savings Account (HSA).

1t
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The Origin of the 401(k)

The 401(k) plan was the original qualified plan. This plan was named

for a section of the Internal Revenue Code: Section 401(k). It was a

congressional action intended to offer taxPayers tax breaks on deferred

income. At that time, the 401(k) plan was seen as away for people

to put aside money for retireme nt outside of, and in addition to, the

traditional pension retirement plan. Since 401(k) contributions were

designed to be pre-tax, the money would be placed into some sort of

investment product (usually a mutual fund) and taxed in the future at

the time the money would be withdrawn.

IWhih the 401(k) tuds neuer intended to rePlace retirement Pension

plans, this is largely what has happened ouer the past 34 years. Duringthe

early years of the 401(k), more than 170,000 traditional pension plans

existed in the U.S. As of 2008, there were less than 47,000 pension

plans still in existence.l Many companies found it more economical

to offer 401(k) plans with a matching contribution than to manage

pension funds.

The Decline and Fallof Pension Plons

The 401(k) was designed to be the icing on the retirement planning

cake. But, in a wist of fate, since its inception it has become the whole

cake. More than 65 million 401(k) accounts now allow participants to

invest in stocks, bonds, and mutual funds, some with matching funds

from employers. These accounts helped spark a financial-industry

boom, funneling billions into mutual funds and the stock market'2

l. Daniel R. Solin, The Smartest 401(k)* Book You'll Eaer Read, Maximize Your Retirement

Sauings . . . the Smart W'ay! ("Smartest 403(b) and 457(b), roa.? (New York, NY: Penguin

Group (USA) Inc., 2008).

2. Alyssa Fetini, 'i{ Brief History of: The 401(k)," Time Magazine, October 16, 2008, accessed

Apri|29,2011, hnp://www.time.com/time/magazine/article/O,9171,1851124,00.html.
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\fith the advent of the 401(k) plan, we have seen a fundamental
shift in our thinking about invesrmenr in rhe stock market. prior to
1978, investing in the stock market was primarily the arena of the
wealthy. It was seen as a rislcy way to make money. Average Americans
saved money in rheir bank accounts, paid off their momgage or pur-
chased real estate or bonds, and generally considered their company
pension to be the core of their retirement planning. Investing in the
stock market was acknowledged as offering the possibility
to garner significant returns. But everyone also seemed to
understand clearly that the possibiliry of heady rerurns
was accompanied by the potential of loss of the original
investment.

"It can be very easy to

drift off into a sea of
misinformation and

drown in the sole pursuit
of a magic producr."

-DoNeLD 
L. BreNroN

401(k) Performance

Itt intriguing to stand back and think about the overall
performance of the rypical40l (k) plan with mutual funds
invested in the stock market. Here we are, 34years after the inception
of the 401(k) plan, and we still hear the often-quoted average 8 to
100/o stock market growth rare per year. Theoretically, most of us

should be feeling pretry good about our 401(k) or other qualified plan
performance right now.

Yet, according to aMay I I ,2011 report by the Fidelity Invesrmenr
Company Institute, Americans' 401(k) savings in the first quarter of
2011 reached a record balance of $74,900.3 Thar's right, the ayerage
American has only $74,900 invested for retirement. This news was

greeted with delight and as evidence of stock market resurgence. But
lett remember that this number refects duerage savings, so many
401(k) balances are significantly lower rhan this figure.

3, Dawn Kawamoto. 'Average 401(k) Balances Hit a Record High in Fksr etaner," Daily
Finance, accessed May 25,2011, http://www.daily6nance.co ml201ll05t12/401k-balances-
record-high-6rsr-quaft er.
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More ro the point, the average of $74,900 in 401(k) plans refects

an all-time high. Realty? \7ow. Shouldn't we all be doing better by

now if we were getting a steady 8olo growth in our qualified plan funds

over the lasr 34 years?'W'ho can afford to retire and live out their days

on $74,900?

The Bottom Line

\What has really happened since the inception of the 401(k) and other

qualified plans is that investment risk shifted from the employer and

has become completely the employee's burden. The employee has

exchanged the promise of a company benefit uPon retirement for the

abiliry to control his or her investment.

In contrast to a pension fund, your 401(k) plan or other qualified

plan actually promises nothing with respect ro a retirement benefit

from the company.

DoYou KnowWhereYour MoneY ls?

Let's take a closer look at this issue of investing within your 40i(k)

or other qualified plan. Saving and investing are two very distinct

concepts. Your savings consist of money that you dont want to lose.

Money you invest is money that is subject to the risk of loss'

Think about mutual funds. Stock mutual funds are rypically an

investment product designed for growth. As such, they carry a higher

risk of loss of our principal than a savings vehicle such as a certificate

of deposit (CD).Ye saue in our CD or Money Market accounts; we

inuest our money in financial vehicles like mutual funds or real estate.

Yet, in the marketplace, we often hear and read about "sauing

for retirement with mutual funds within our 401(k)." This is not

accurate . A lot of retirement "savings" accounts are really retirement
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"investment" accoun[s. By cor fusing and blending the fundamental
concepts of saving and investir g, we confuse rhe risk associated with
our money. By not being clear a )our whether our money is in a savings
or an investment product, we c Ln end up believing that our money is
less exposed to risk, and thereb safer, than it really is.

A Closer Look at the Li te 20th Century paradigm

Throughout the last 30 or sr years we have been exhorted and
encouraged to place a grear dea ofreliance on qualified plans, such as

our 401(k), to fund our rerirer ent. Qualified plans are supposed to
provide us with the income we need in retirement. Itt the approach
that is embodied by the financ, Ll counsel we hear or read every day:

"Stay in the stock marhet, n le out the down-turn, the market utill
rebound."

"Inuest for the hng-term. "
"Focus on lour rate of return. '

Let's consider the 401(k) pla once more. Many people have a very
large percentage (if not all) of tl :ir retirement money situated within
mutual funds in a 401(k). To n ,rate: a mutual fund is an inuestment
vehicle, subject to loss at any tin e.

\fhen you contribure moner to a mutual fund, you join hundreds
or thousands of other investors whose money is pooled together to
invest in stocks, bonds, money narket instruments, or other similar
assets. \7hile the u.S. goverflrnr nt allows you to contribute ro your
qualified plan before-tax, you pa. a lTo/owithdrawal penalry (plus any
additional income tax the follow ng April) for the privilege of remov-
ing the money from rhis prograr if you withdraw it before you reach
age 59V2. And you pay income ta on both your money and its growth
after age 59V2.

Ironically, you are also penal :ed if you wanr ro keep your money
within your 401(k) or other qua i6ed plan. In fact, by age 70y2, you

By not being clear

about whether

our money is

in a savings or

an investment

product, we can

end up believing

that our money

is less exposed

to risk, and

thereby safer,

than it really is.
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are forced to take "Required Minimum Distributions." Required

Minimum Distributions (RMDs) refer to the minimum amount of

money that a qualified plan owner must withdraw annually starting

with the year that he or she reaches 70Vz years of age. There is a 50o/o

penalry on the amount below the RMD that you leave inside your

qualified plan. \Why regulate the distributions from qualified plans?

Because the government wants to collect income tax on the money

which the qualified plan participant has deferred paying for manyyears.

Lock of Control, Rate of Return, ond Capital Loss

You do nothave control over how your mutual funds will perform in

the marketplace. Clearly, we all want the stock market to go up and

the value of our 401(k) funds to increase. But what if this doesn't

happen and you lose money inside your qualified plan?

Mutual funds are operated by money managers. Does the fund

manager lose money when you lose money? The money manager may

lose sleep, but not money. The fund manager still gets paid and the

institutions still collect their fees. You're the only one who loses. Your

rnone! is at rish, not theirs. Their ultimate loss is that they may lose you

as a client. However, it's ltou who have to endure the consequences of

losing your hard-earned money.
\Vhen you are chasing a rate of return, you are aal focused on

what would happen ifyou lost your principal. Instead you concentrate

your energy on possible gains. You do not think about how you would

cope if you lost some or all of your initial investment.

Loss of your original capital is critically important to consider

since the greater your loss, the harder it is just to get back to your

starting point. \rhen you combine the loss of your original capital

with the erosion of your wealth due to taxes, infation, and fees, the

financial result can be, and often is, devastating. AIso, as you get older,

you have less time to recover from the effect of loss.
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Chasing a Rate of Return

Lett take a closer look at the core components of our late 20,h

century financial thinking. In this case, whar you dont know can
hurt you.

Understonding "Rote of Return"

The intense focus on chasing a "rate ofreturn" or "return on investment"
comes at a high cost. By allowing rate of rerurn ro become the primary
consideration when we look at financial vehicles, we inadvertently
eliminate many financial options available to us. Not to mention
that the concept of rate of rerurn can be confusing if not down-right
misleading.

Consider the concept of an "average" rate of return. This is how
many investment companies and mutual funds reporr their results.
\fft will use a simplified analysis of how the average rate of return is

calculated over an arbiuary time period, say four years.



Averoge frate of Return
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Table 1 shows the market fluctuation over a four-year period. Our

example demonstrates that the first year rate of return on your invested

money is 1000/0. The next year, the market drops and your invest-

ment value decreases by 50olo. The

year after that, the market goes up

100%, then down once more. At the

end of year four, you have achieved

an "average annual rate of return" of
250/o. At this point, opening up your

statement and seeing that you have

received an average annual rate of
return on your investment of 25o/o,

you might be tempted to pull out the

champagne.

But wait.

Before you uncork that celebra-

tory bottle, lett take another look

at exacdy the same scenario. This

time, instead of using percentages,

let's follow your money. In Thble 2,

in addition to the percentage rate of
return, take a close look at how your

money actually performed over this

Year

,|

2

3

4

Average Rate of Return

Market

+104o/o

-50o/o

+l000/o

-5oo/o

+25o/o .i.
.,;4!r1,1i,:,q;:.;.,: :t,,,:',,,:i .l ri, :.r'i',r*,r:::L''!1,;,|'}.

,S) ?: ;{"' :,nn:';:,y :i ;:",y: :f :, o,s 
+.,.

,, 

- 

.. i;,rl Year Market Starting Ending 'l:t

.* Balance Balance 
.i';:il

i r +1ooo/o sl o,ooo s2o,ooo i
; 2 -5Oo/o S2O,0O0 510,000 t 

,
,i. 3 +100o/o Sl O,OOO 520,000 

i.:
,:,1: 4 -500/o $20,000 S1O,00O i. i
': :1lr:

. Average Rate of Return = +25o/o 
"ii

four-year period. \7e'll assume you start with a balance of $i0'000 in

your investment.

Notice that although you've achieved an average rate of return

of 25o/o, at the end of year four, your money has not grown. \7hy?
'Well, because when we think of a25o/o aYerage annual rate of return

over four years, most people think of a linear progression of 250/o

compounded each and every year.

\7hat this means is that, contrary to reality, we calculate our rate

of return as linear compounded growth, as follows:
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Year 1: $10,000 x1.25 = $12,500
Year 2:912,500 x 1.25 = $15,625
Year 3: $15,625 x 1.25 = g 19,53 1

Year 4: $19,531 x 1.25 = $24,414

This is not correct if your money is in the market.

Aaerage rate of return is not the snrne As cotnpound interest,
In reality, the path your invesrment money follows is shown in
Table 2. '$7'hat this means is that even though you received an
average rate of return of 25o/o on your money over four years, your
investment is not 25o/o larger, year by year, over the four-year period.

The disappointing truth is that at the end of this four-year period,
you will most likely have less capital than you started with because

along the way there have been sales charges, fees, and other expenses
(which we have nor accounted for in the above example).

If this example is a surprise ro you, you are not alone. Many of us

are caught oFguard and surprised by the realiry of the math behind
the money.

Understanding the lmpoct of lnvestment Copital Loss

our investments ride the ups and downs of the stock market. But we
are ofren unaware of how this fuctuation impacts their long-rerm
growth. Itt worth taking a closer look at the effect of losing part of
your original principal. \7hat most of us don't realize is that once

yube lost a portion of your stdrting capita[ it takes more time and a
hlgher rate of return for ltour remaining capital to just get bach to its
original ualue. And you have ro earn the money all over again to be

able to reinvest it.
To clarify this concepr, we've created a series of snapshots (Tables

3 through 6) that compare what would happen ro your money if you
placed it in a savings vehicle (where your money receives interesr ar

Average rate

of return is not

the same as

compound

interest.
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a rate of 5o/o per year) with how your money will grow in an invest-

ment vehicle receiving a rate of return of 8o/o (as is often promised in

the stock market).

Table 3 shows the difference in the growth of your money when

your investment does not suffer any losses. This scenario is not

representative of stock market behavior. It is, though, how we are

often encouraged to think about investing. The potential for loss is

minimized, while the possible rate of return is highlighted.

Look at Thble 3.'Without any loss, your investment makes 870 in

the stock market and easily outperforms the savings vehicle. Starting

with $10,000 in each account, after Year 1, your investment account

is $300 ahead (Line O, Table 3).

By Year 5, the difference in growth berween your investment

accounr and the savings vehicle is $1,930 (Line @, Thble 3).

At Year 10, the investment account has outperformed the

savings vehicle by $5,300 (Line O, Table 3). \wow! This growth is

what we all want. It's the story we hear when we talk to anyone trying

to encourage us to invest in their accounts or with their product or

company. For goodness sake, why would we waste time placing our

money in a savings vehicle when this rype of growth is available to us

in the investment world?

Vhy? Because what is not factored into this example in Table 3

is the impact of a single event of capital loss. 'What happens if you

have just one year in which the money inside your mutual fund or

real estate investment loses 200lo? In other words, your investment

receives an 8o/o rate of return for nine years and then for j ust one year

experiences a 2Oo/o drop instead of 8o/o growth'

Let's look at the impact of taking this one-time loss at different

times over that lO-year period: Year 1, Year 5, and Year 10. The

results of this analysis are summarized in Tables 4,5, and 6.4

4. The Circle of \(l'edth' System. Moneyliax,lnc., CO\V'Sofrware Tbolbox/Calculators/

Compound uersus Speathtion Calculator Version 2012.0, Cow College Pre-Release, January

2012 (Tables 3 through 6 were generated using this sofrware).
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Riding the Stock Market Roller Coaster with your Retirement

fu Thbles 4 through 6 demonstrare, when we look at the impact
of taking a 20o/o loss in rare of rerurn for one year but otherwise
receiving a steady rate of rerurn of 8o/o per year on our investment
for nine years, rwo striking results emerge ar rhe end of the lO-year
period:

1. The savings vehicle with 5o/o inreresr yields slightly more money
($297) than the 8%o investmenr vehicle.

2. the timing of the one-rime 200lo loss (i.e., whether it occurred
at the beginning, middle, or rhe end of the investmenr period)
does not impact the final balance. In other words, tbe effect of

just one period of capital loss at any point oaer tbe inuestrrent
period exerx a long-l.asting impact on your ureabb.
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slI,664

sl3,605 s14s0

$15,869

s18,509s1475s

Assunpliont

1. Annual savlngs vehkle intercrt nte ls 596

2. Rate of rcturn (speculation) ls sEt at 8,6

3. No account ftes, servke charget commissipns, oI taxes wele included in thls otample

lUotes

1. lnltlal contribution (at beglnning of Year 1 ) is $l 0,000
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s (2,385)s&6408%

896

SQ,o77)$10,079

$10,884

s11,755 s (I,646)

$ (1,376)

8% $ (1,044)

8%

8%

$12,695

s15,992

s13,71 1

$t $ (706)

s Qe7)

lVotcs

1. Highlightedrowindicatesyearof20%lossininvestmentrateofreturn(i.e.,S10,000x20%=$2,@0;$lo,oo0minusseqx)

= 58O0o)
2. Difference ln Year I account values: $&000 minus SI0,SOO = S (ZSO0)

Assumptlons

I. lnitial contrlbution (at beginning ofyear l) is SlO0@
2. Annual savings vehicle interest rate is 5%
3. Rate of return (speculation) is set at g%

4. No account fees, service charget commissiont or taxes were included in this example
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$1i011
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512,597

sI3,605s12,155

$ (1,646)s13,401 s11,755

$12,695

s13,711

s 006)

8% s (1,044)

(1,376)

5 Qe7)8% $15,992

4,807$15,513

s1e28e

lllotcs

1. Hlghlightedrowindicatesyearof20%lossininvestmentrateofreturn(i'e',$13605x20%=52'721;513605minus$2'72I

= 5108&0)
2. Dlfference in Year 5 account values: 5 I O884 mlnue $1 l,/$! = $ (1,879)

Assumptlons

l. lnltial contributlon (at beginning ofYear I ) is 510,000

2. Annual savings \rehicle interett rate ls 5%

3. Rate of return (speculatlon) is set at 8%

4. No account fues, service charge5, commisglons, or taxes were included in this ercmple
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s147ss
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totcs

t . Highlighted row indlcates year of 2016 loss in in\restmenuate of return (i.e., S 19,990 x 20% = S3r9S; S 19,990 minus 53,998
= S 15,992)

2 Difference in Year 10 account values: S 1 5,992 minus $ 16,289 = S (297)

Assumptlons

l. lnltialcontributlon (at beginning of year l) is Sl0,O00
2. Annual savings vehicle interest ftte is 5%
3. Rate of return (speculation) is set at g%

4. No account fees, servlce chaqes, commisslons, or ta)es were lncluded in this example



...thekey

to financial

control and

independence

is in how you

manage the flow

of your money.

. . . most of us pay

little attention

to the ways our

hard-earned

money flows

away from us.

Financial lndependence in the 21st Century

This sample scenario is dramatic. So is the effect of capital loss

on your financial well-being. This example illustrates just how hard

it is to grow your money within an investment vehicle in which your

principal is subject to loss.

The Flow of Your Money

It might seem odd ro associate a static object like a quarter or a dollar

bill with movement. But we use such terms as "cash fov/' and "revenue

stream" to describe how money enters our world, how we use it, and

where it goes. Even the word "income" effectively means an entrance

or infux.t

Your Financial Life Cycle

Any number of metaphors can describe how money comes into

your world and leaves it. More important than the metaphor is the

realiry that the key to financial control and independence is in how

you manage the flow of your money. Money entering your personal

financial world could come from your job, social securiry your

pension, savings, an inheritance, investments, or other sources (trusts,

annuities, etc). Most people want to grow their wealth, and they focus

on the "incoming" or infow side of the financial life cycle as they look

at the rate of return on their investments.
'W'hat 

people often neglect is the other side of this cycle: tlte out-

fl.ow of money. It is such a simple and unglamorous point. But after

all that effort to make money and search out investment products that

promise a great rate of return, most of us Pay little attention to the

ways our hard-earned money fows away from us.

5. Merriam-Vebster's Colbgiatc Dictionary I Id Edition (Springfield, Massachusetts,

Merriam-'Webster Inc., 2005).
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If youre like most people, you are often keenly awarc of the cost
of life needs and choices. But these expenses are nor whar we're talking
about here. \7e are referring to the less obvious leaks in our financial
system-the ways that money quietly fows out of our financial world
with little or no thoughr, or even direct action on our parr.

As our discussion on saving versus the impact of capital loss shows,
just plugging the leaks in your financial system can result in a major
positive growth ro your long-term wealth.

You cannot control the erosive impact of infation on your
purchasing power. However, you do have far more control than you
realize over many of the leaks in your financial system.

Let's examine four direct ways and one indirect way that money
needlessly seeps our of your financial system.

. . .you do have

far more control

than you reafize

over many of
the leaks in your

financial system.

Direct Outflow

Thxes

Taxes of all shapes and size are a realiry of life. \we have raxes on our
income, capital gains, properry, purchases (sales tax), and on our cell
phone, cable, and internet services, to name a few.

Paying some of these taxes may be inevitable and even necessary.
In the case of income rax, we want to meet our civic responsibiliry
and pay our fair share but not more. How we structure and time the
income coming inro our life will determine how much income rax we
pay now and in rerirement.

Thke investmenr income, for example. If we neglect to consider
the amount of money we pay in taxes on that income, we are making a
financial mistake. vith a little strategic planning, we may reduce our
tax burden and subsequently the money that fows away from us by
paying too much in raxes.
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Capital loss

As we illustrated in Thbles 4 through 6, the effect of just one petiod

of capital loss has a long-lasting negative impact on your wealth. Of

course, one oPtion is to bury your money in a coffee tin in the back

yard. Given the losses some of our invesrments have sustained over the

past few years, this approach might be starting to look Pretty good.

But when your money is buried or inaccessible, it cannot work for

you or grow at all. If we can prevent the loss of our original principal

Savings (Dollars)

s20,000,000

s 1 8,000,000

s 1 6,000,000

s 14,000,000

s 1 2,000,000

s 1 0,000,000

$8,000,000

s6,000,000

s4,000,000

$2,000,000

So

Figure 1
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(or capital) in the first place, then we are nor continually coming from
behind to rry and catch u'p. \Ye start on a firmer fnancialfooting ,then
we dre grouing rnoney not sabject to loss.

Remember the power of compound interest. Compound interest
is paid on the original principal and on the accumulated interest.

Figure 1 illustrates the simple, effective power of compound interest.
The graph illustrates the savings potential starting at different ages (10,

30,40, and 50) and saving $10,000 per year with 5o/o interesr on this
money. Even starting a savings program such as this one ar age 40, the
power of compound interest means you could save almost half a million
dollars ($536,691) by age 65 andjust over 1 million dollars by age 70.

It's not glamorous. Itt not exciting. But it is steady, predictable,
and sustainable growth over your lifetime. It's also the power of not
having to recover from the erosion, or loss, of your principal.

Payment of loan interest to others

\7hen you ask for a loan and borrow money, whether it is from a
financial institution or a credit card, you are nor in control of rhe
interest rate and repaymenr rerms. The bank makes a loan offer and
you either accepr their terms and conditions or not. If you don't accept
their terms, you dont get the loan.

Many of us pay loan interest on our cars, homes, and other
purchases. \7e pay high interesr rares on many of our credit cards.
credit card interest can be particularly tricky. Miss one payment and
the interest rate on your balance can change from your current rate
to one as high as 29.99o/o.It can take years to pay offcredit card debt
when you are paying29.99o/o interest.

Payment of interest can be a significant drain on your household
income. Often, we feel trapped because we need access to credit, but
the cost of this credit can be debilitating. A key way ro manage your
household economy is to remove the burden of high interest ,:Lte pay-
ments and the structured schedule under which you repay your loan.

Remember

the power of
compound

interest.

A key way to

manage your

household

economy is

to remove the

burden of high

interest rate

payments...
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Fees and miscellaneous service charges to others

Many of us pay a large amount of money to others to manage our

money. 'We pay AfM fees, debit card fees, account maintenance , and

other transacrion fees to financial institutions; we Pay transfer fees,

paper fees, service charges, and commissions on our mutual funds.

If we reduce the fees, service charges, and interest we pay to

others, we don't need to earn as much on our money because we are

not losing so much. In fact, Don Blanto n (MoneyTlax, Inc.) sums it

up when he says, "7y'tere is more opportunity in preuenting losses tltan

in chasing gains." 6

,'FrankandErnest"usedwiththepermissionoftheThavesandtheCaltoonistGroup. All rightsreserved.

lndirect Outflow

Lost opportunity cost

The money that flows away from us due to taxes, capital loss, and

loan interest, fees, and service charges, does not come back to us. As a

consequence, we lose the opportuniry to save this money and use it for

the rest of our lives.'We also lose the chance to have this moneywork

for us, whether it is in a savings or investment vehicle.
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You may also hear the conventional "wisdom" that you can afford
to take more invesrment and money risks when you are young. The
rationale goes that if you risk and lose money, it is okay because you
have time to recover. However, losing dollars at a young age means
you lose tbe earning poarer of tbis money for tbe rest of your life,

\7hyshould you take a loss at any age?

Let's illustrate this lost opportuniry cost with an example. Suppose
at age 20 you lose $1,000 in an investmenr. If you had simply placed
this money in a savings vehicle and received 5olo interest on this until
age 65 you would have accumulated $8,985.

consider that in many instances your losses are nor limited to
$1,000. Suppose instead of 91,000 you lost a total of $5,000 ($1,000
each year) in your mutual fund from age 20 through 24. rf you had
placed this $ 1,000 each year in a savings vehicle over Gve yeers at 5o/o

interest, instead of the marker, et age 55 youwould have had $40,946.

Managing Your Money

You must earn and spend money to live, to grow, and to care for
yourselves and your family. However, your lifetime earnings are

eroded when your money fows away from you through taxes, capital
loss, and via the paymenr of loan interest, fees, and service charges.
\(hen you let money fow out of your financial sysrem, you also
compound your loss by not being able to use this money for the
rest of your life. By simply being aware of the significant negative
impact of this outfow, you can srart ro consider how to minimize or
eliminate these losses.

You can'r control the global economy. you can'r control the
national or regional economy. You dont even have control over your
local economy. The only situation over which you have control is your
household economy.

Why should

you take a loss

at any age?

The only situation

over which you

have control is

your household

economy.
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You can manage your household economy by controlling how

your money moves-both incoming and outgoing. By aggressively

managing your tax tiability, minimizing the impact of capital loss,

and reducing fees and loan interest you Pay to others, you take an

important step forward toward financial independence and the

successful growth of your own wealth.

Putting it AllTogether: Average Rate of
Return, Capital Loss, and the Impact of Fees

As we round the corner and conclude Chapter 2,you now Possess a

stronger understanding of how rate of return and investment capital

loss impact your money and its growth.

Now we're going to Put it all together. \7e will look at two

examples to demonstrate how a fuctuating rate of return, capital

loss, and standard sales commission and mutual fund fees can affect

your investment growth.

In each example, we provide a baseline situation without the

impact of a sales commission and mutual fund fees. The second part

of the example illustrates the impact of adding a single, one-time stan-

dard sales commission of 5o/o along with an annual mutual fund fee

of 2o/o. \While the percentages used for sales commissions and mutual

fund fees vary among products and companies, these rates are well

within the range of fees charged in todays marketplace.
'We 

also want to use each of these examples to illustrate how the

"average" rate of return and the rate of return you receive on your

mutual funds in the market are often not the same (as illustrated in

tbles I and2).
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Example l: Positive Market
Growth and No Capital Loss

Anna is a civil engineer. She decides to make a single
purchase of $10,000 in mutual funds from her broker,

Jerry. \7e are going to follow this purchase over three
years (Line Q,TablrT).

Port l: Average Rate of Return Without Soles
Commission and MutuolFund Fees

Ve begin with three major assumptions as we follow
Anna's money:

1. No initial sales commission of 5o/o, and no mutual fund fee of
2o/o.

2. Eech year the rate of return fluctuates, but averages 8olo over
three years.

3. The mutual fund experiences no negative growth (capital loss).

Anna purchases 910,000 of mutual funds (Line Q, T"bl. 7).At
the end of Year 1 (Line @, T,bl. 7), wesee that Annat mutual funds
have experienced a 9o/o rate of return resulting in a balance of $ 1 0,900.

In Year 2, Annat mutual funds dont perform quite as well, but
still yield a rate of return of 60/o. At the end of Year 2 Annat mutual
fund balance is $ 1 7,554 (Line @, T"bl. 7). k the end of year 3, with
a9o/o rate of rerurn, Annat final mutual fund balance is $12,594 (Line

G), Tabl.7). Vith no capital loss, and without the impact of a sales

commission and fees, the actual rate of return achieved byAnna's fund
is 8%0. (Line @, Thble 7). Anna feels pleased.

This is the mutual fund performance we all hope for and believe
we are getting when we hear about stock market growth averaging 8%o

Core Elements

@ mutual Fund Purchase

@ Average Market Rate

of Return of 8o/o

d ftfo Capital Loss

@ tmpact of Sales

Commission and
Mutual Fund Fees
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I nvestment Growth W lT H O UT
Sales Lood and Mutuol Fund Fee

YEAR 1

M!H,4,ffiE,;i.q65i;i,:i"*-*i:.j_j;4;i.i*;.:+,,r:.i-r;,..e*.ii#

Rate of Return

Original Mutual Fund Purchase O s t o,ooo

9o/o

Beginning Balance

lnvestment Gain

Ending Balance

Rate of Return

s 't0,000

5 eoo

O s l o,eoo

lnvestment Growth WITH
Sales Load and Mutual Fund Fee

YEAR 1

9%

rffiLrffi$,,k*:*;1+:l#.+a' :$i"{&€H$#t*iri*:Bi{

i:
Ir; oriqinalMutual Fund Purchase () S 1o,o0o,; .
r,j

.i Sales Load (5olo) O S (5oo)

ii
i: Beginning Balance O S 9,500
it
ii lnvestment Gain O S B5s

;ij

t Subtotal 510,355
l

:i.
i Mutual Fund Fee (2olo) @ S (207)

:$

+ Ending Balance S 10,148
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$ 11,554s 10,900

s 11,554 s 12,594

$o

S t,oao

@ 8o/o

6Vo BEo

S 6s4

o @

$o

Actual Rate of Return
over 3 Years

The actual rates of return presented in Tables 7 and g were calculated using the Time Value
of Money formula. This equation and the input values forTables 7 and g are included in the
Endnotes.

%

SO SO

SO The market rate of return
averages 8% over 3 years.

However, the impact of
the sales commission and

mutualfund fues reduces

the actual rate of return
on the mutualfund to 4%.

s 609 5949

510,757 s 11,491

5 (230) Actual Rate of Return
over 3 Years

$ 10,148

$ 10,542 $ 11,261

$ (21s)

O 4o/o
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per year. \We lean back in our chair and imagine our money accumu-

Iating at this rate for a long time. And we feel secure.

Part 2:The lmpoct of Sales Commission and

Mutual Fund Fees on Average Rote of Return

Vhat we dont understand, though, is the impact of the initial sales

commission and the annual mutual fund fee on our mutual fund

balance.

Let's follow Anna's money when she Pays a one-time 5%o sales

commission, along with an annual mutual fund fee of 2o/o. Again,

commissions and fees vary across the industry, but these are typical

industry values.

So, Anna makes her $10,000 mutual fund purchase (Line @,
Table 8). She pays $500 as a one-dme, front-loaded, mutual fund

sales commission (Line @, Thble 8). The effective starting balance of
her account is now reduced to $9,500 (Line @, Table 8).

On this initial balance of $9,500, her mutual funds receive a rate

of return of 9o/o. Accordingly, Anna makes a gain of $855 on her

mutual fund investment her first year (Line @, Thble 8). This results

in a Year I account balance of $10,355. A 2o/o mutual fund fee of

$207 is then deducted from her account balance (Line @, Thble 8).
\When the one-time sales commission and a mutual fund fee are

applied to Anna's account, her first year balance is $10,148. Anna has

still, technically, earne d a 9o/o rate of return on her money. But the

sales commission and fees have resulted in a $752 ($10'900 minus

$10,148) lowerbalance as comPared to her Year 1 balance ($10,900)

when no fees were included (Line O, Thble 7).

As we track Annat mutual fund performance over three years,

through an average growth of 8o/o, the erosive Power of commissions

and fees becomes evident. At the end of three years, despite an average
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mutual fund performance of 8ol0, the actaal growrh of Anna's money FeeS and chargeS
is only 4o/o (Line@, Trbl. 8). This is half of what Anna believes she 

. . are often
is making on her mutual fund account.

This is the powerful and damaging impact sales commissions and portrayed in ways

mutual fund fees have on investmenr balance. that minimize our
The customer-friendly account srarements we receive never ability to See their

outline our mutual fund performance in this manner. If they did we d ): _^ -'. ,._

all likely have a lot more questions and, concerns. Fees ,rra .hr.g.", dlrec,t lmpact to

while shown on these starements, are ofren portrayed ir, *ry, r-hrt our bottom line'

minimize our abiliry ro see their direct impact ro our bottom line.
This impact occurred even though Annat mutual funds

experienced strong and steady market growth averaging 8olo over
three years. Annas mutual funds suffered no capitalloss during this
period, from which they needed to recover.

Our next example illustrates the impact of fees and
sales load combined wirh one year of capital loss but Core Elements:
with an average rate of rerurn of 8o/o over rhree years. 

@ uutual Fund purchase

Exampte 2: voriabte Market d 
il:;:::ffi,-" 

Rate or

Growth and CapitalLoss
d One Year of Capital Loss

Mark is a car mechanic. Like Anna from our first case -J
study, Mark decides rhat he needs ro sram thinkins ' [ffi]:f;'||a Mutuat
more about what to do with his money. Mark decides to Fund Fees
purchase $10,000 in mutual funds from his friend and
broker, Bud.

\7e are going to follow this single purchase of 9t0,000 in mutual
funds over rhree years (Line 1!, tabl. l).
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Part l: Average Rate of Return Without Sales

Commission ond MutualFund Fees

\7e start with three assumptions as we track Mark's mutual fund

balance:

1. No initial sales commission of 5o/o, and no mutual fund fee of
2o/o.

2, Each year the rate of return fuctuates, but averages 8olo over

three years.

3. The mutual fund experiences oneyear of negative growth (capital

loss).

Mark purchases $10,000 of mutual funds (Line $, Table 9).

By the end of the first year, Markt mutual funds have experienced a

200/o rate of return. This results in a year-end mutual fund balance of

$12,000 (Line @, Thble 9).

In Year 2, Markt mutual funds yield a rate of return of t8%. At

the end of Year 2 Mark's mutual fund balance is $14,160 (Line O,
Table 9).

In the third year, the stock market does not perform well and

Mark's mutual funds experience a negative growth rate of -147o. This

is just one year of capital loss in an otherwise strong two-year period

of double-digit investment growth.

At the end of Year 3, Markt final mutual fund balance has

dropped to $12,178 (Line @, Table 9). The stock market shows an

average rate of return over three years of 8o/o. However, the impact to

Markt mutual fund balance as a result of just oneyear of capital loss

is significant. His mutual fund's actual rate of return over three years

is not the market average of 8o/o but rather 6.80/o (Line @, T"bl. 9).

This 6.8% rate of return over threeyears is still solid growth, but

probably not what Mark thinhs he is making on his mutual funds' If
Mark looks at his statements and sees that the average rate of return
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for Years I and 2 were 20o/o and 1870, het not as likely to worry about
rhe -r4o/o his funds experienced in Year 3. Those initial double-digit
returns are impressive. Like many of us, because Mark does not under-
stand the impact of capital loss, he is likely to believe that his funds are
doing better than they actually are.

Part 2:The lmpact of Sales Commission and
Mutual Fund Fees on Average Rate of Return

Now itt time ro follow Mark's money when he pays a one-time 5%o

sales commission, along with an annual mutual fund fee of 2o/o.

Once again, Mark makes his $10,000 mutual fund purchase
(Line @, Thble 10). However, this time Mark pays $500 ", 

, o.r.-
time, front-loaded, mutual fund sales commission (Line @, Thble 10).
The starting balance of his accounr is now reduced ro $9,500
(Line @, Thble 10).

On this initial balance of $9,500, Markt mutual funds receive a
first-year rate of rerurn of 2oo/o. Accordingly, Mark makes a gain his
6rst year of $1,900 on his mutual fund investment (Line G), t"bl. tO).
This results in a Year 1 accounr balance of $11,400 . An ann,,al 2o/o

mutual fund fee of $228 is then deducted from his account balance
(Line @, Thble 1o).

The one-time sales commission and a mutual fund fee applied to
Mark's accounr results in a first year balance of $11,172. Mark has
still, technically, earne d a 200/o rate of rerurn on his money over this
year. But the impact of the sales commission and fees has resulted
in an $828 lower balance ($12,000 minus $ll,l72) than his mutual
fund balance when no fees were included (Line @, t bt. l).

Each year, Mark pays a mutual fund fee on his accounr. In his third
year, he also experiences one year of negative stock market growth of
-r4o/o. The poor market performance in Mark's third year results in a

loss of $1,809 to his mutual fund balance.
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lnvestment Growth W lT H O UT
Soles Load aind Mutual Fund Fee

Rate of Return

Original Mutual Fund Purchase

Beginning Balance

lnvestment Gain

Ending Balance

YEAR 1

20o/o

O g to,ooo

s 10,000

s2,ooo

O s t 2,ooo

lnvestment Growth WITH
Soles Load and Mutual Fund Fee

Rate of Return

Original Mutual Fund Purchase

Sales Load (50/o)

Beginning Balance

lnvestment Gain

Subtotal

MutualFund Fee (2olo)

YEAR 1

2OVo

@ s r o,ooo

O s (soo)

S 9,500

$'t,900

s 1 1,400

@ s (228)

511,172

o
o

Ending Balance
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SO

S J4,160 ,rt,

s (1,gg2) .ii ActualRateof Return

i- 12,1 78 l*::i)itvit fdij.!:+-.G) 6.80/O

-14o/o19Vo

SO

s 12,ooo

s2,160

s 14160

Bo,h

,.tls,'i:q:iit:d/ l.ti.

.:-.
.-.;it.'

o @

The actual rates of return presented in Tables 9 and l0 were calculated using the Time Va lue
of Money formula. This equation and the input values for Tables 9 and l0 are included in the
Endnotes.

18Vo -14o/o 8o/o

5o s0

5o $o

The market rate of return
averages 8% oler 3 years.

However, the impact of
the one year of capital
lost in combination with
the sales commission and
mutual fund fees, reduces

the actual rate of return

on the mutual fund to
2.9%.

.. .-ta--.r: t*.;,'i 511,172 t 13,eP

5 (1,809)

S 11,110

5Q22)

,/Ji.".

,! !,r .

1:'-'l
.':1.-

i't,

iE;i
,r'B

i!:,'
ii.

S 2,011

s 13,183

5 Q64) Actual Rate of Return
over 3 Years

512,919 s 10,898 itfilir},i.#-11!:{if.;.ri.r,$, (0 2.9O/O
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At the end ofYear 3, Mark's final mutual fund balance is $10,888.

This is only $888 more than the $10,000 Mark started with three

years ago (Line @, Thble 1o).

The rate of return for the stock market has averaged 8olo over three

years. But this is not the actual rate of return Mark's mutual fund

balance has experienced over this same period. Due to the impact of
capital loss and fees on his mutual fund balance (Line @, T"bl" t0),

Marh bas only achieaed a 2.9o/o return on bis tnoney.

This is the effect of one year of capital loss combined with the pay-

ment of the sales commission and mutual fund fees.

Summing up the Late 20th Century Approach

As we contemplate our late 20'h century thinking, we can see that

embedded within the financial advice we have consistently received

over the past 30 years are the fundamental concepts of bope, transf*
of reqronsibility, and entitlcmenr. Lett take a closer look.

Hope

Since the inception of the 401(k) and various other qualified plans, we

have a[ been encouraged to believe and hope that investment income

from these plans will support us throughout our retirement.

Take a look at Figure 2.Then ask yourself, "\7hat will the value

of my 401(k) be in one year? Five years? Ten Years?" Thatt right, you

dont know. Neither does anyone else, including your Personal finan-

cial advisor.

That's because, as you can see by now, our most common financial

planning vehicles, such as the mutual funds within a 401(k), do not

produce predictable outcomes or offer any performance guarantees.
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s 1,400,000

s 1 .200,000

s 1 ,000,000

s800,000

s600,000

s400,000

s200,000

So

Your guess?

Whatwitlthevailue of
your 40! (k) be when
you're ready to retireT

401(k)
Value

30 4050

Age inYears

60 70 80 90 100

Retirement Age - 65

Figure 2

'We're hopingto build a secure financial foundation on money thar
is at risk in the stock market.

Transfer of Control and Responsibility

\7hen we transfer control and responsibiliry for our future to others,
we place our well-being outside of our own control. \7e may tell
ourselves that others are more knowledgeable or capable. That we cant
possibly understand all the nuances of the stock market or financial
planning. And we may be right. But what causes us problems is the
persistent message that someone else with greater knowledge and power

When we transfer

control and

responsibility

for our future to

others, we place

our well-being

outside of our

own control.
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will look out for us. This is not true.'We are the only ones who can

truly act in our best interest. And we need to own this responsibilicy.

Of course, we can't know everything-especially about all the

financial products available to us today. But who says that we are not

smart enough to manage our own money?

Itt true that most of us are not employed in a job or profession

where money is what we "do." For most of us, money is what we earn.

Developing expertise in the financial world of stock markets, mutual

funds, annuities, and other financial products in addition to our "day

job" is often not how we want to spend our time. As a result, we have

been relieved to transfer this control and responsibility for our future

ro our financial planners and advisors, hoping that it will all work out.

\[hen it doesn't work out-when our 401 (k) becomes a 201(k)-
when it becomes clear that our Social Securiry income will not be

enough to live on, we are the ones with the problem. Not our financial

advisors.

Entitlement

our prevailing late 20,h century thinking is that we are entitled to

enjoy a secure and enjoyable retirement provided by our companies,

government, and financial markets. \7e are encouraged to believe that

our sole responsibiliry is to simply place money in our qualified plan

and the rest will take care of itself. \(hen we are ready to retire, we

should be able to retire and we should have enough money. All at the

same time.
'We also look to the future and expect Social Securiry to be there

for us. We hope that our qualified plan income, supplemented by our

Social Security income, will be enough to live well on. However, Social

Securiry was never intended for the general population to live on in

retirement for 10, 20, or more years.
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'We offer this quote from a March 2012 Social Securiry Adminis-
tration publication:

",..Social Security taas neuer rneant to be the only source of
incorne for people when they retire. Social Security replaces

about 40 percent of an auaage uage earneri income afier
retiring, and most fnancial aduisors say retirees will need 70
Percent or rnore of pre-retirement earnings to liae comfortably.

Tb haue a comfortable retirement, Americans need much rnore

than just Social Security. They abo needpriuatepensions, sauings

and inuestments."T

It Doesn't Have to be This Way

It doesn't take a lot to see that the late 20,h centuryparadigm we've been

encouraged to embrace-hope, transfer of control and responsibiliry
and entitlemsnl-i5 nor working out so well for a lot of us.

Consider that there may be a more compelling approach, a

more effective way to craft a lifetime financial srraregy. Ve don t
have to continue to hand over conrrol and hope for the best. There
is a better way.

Lett take a look a dif[erent paradigm. One that embraces the
challenges we face in the 2l" century and moves us toward financial
independence.

7, "Socid Security, Understanding The Bene6ts," Social Secuity Administration, SSA
Publication No. 05-10024, ICN 454930, March20t2.

4li
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5
A 21't Century Paradigm

fu we move into the 21" century, Suzanne and I want to encourage you
to leave behind late 20e century thinking and embrace a new paradigm
for an effective lifetime financial srraregy. This paradigm is built on the
principles of bnouthdge, conlrol, groutb and empouterrnent.

Knowledge

From kindergarten through high school everyone is asked what they
want to be when they grow up. our family and communiry focuses on
what jobs or careers we will have over our lifetime. Does anyone ever
ask, 'And what will you do with the money you earn?"

unless we seek it out, or are in the extremely unusual position of
having someone knowledgeable who takes time to teach us, most of
us receive little financial education. So, how can we feel confident to
manage our Gnancial life? \7ell, we weren't born knowing how to add
and multiply, someone taught us and we learned. The same is true for
our financial education. 'w'e 

need knowledge in order to be able to

47
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make decisions in our own best interest. The good news is that this

knowledge is readily available.
\With financial knowledge you can position yourself to increase

your financial securiry and stability, access your money (and credit)

without penalry and choose how you will finance both planned and

unplanned life events.
\While no single product or approach is a financial panacea, consider

that you have alternatives to chasing a rate of return in your mutual

fund, real estate investment, or other financial product. You have the

power and abiliry to look at your life, evaluate your needs and level of
risk tolerance, and educate yourself as to what will work best for you.

It's important to identifr the core elements that comprise a

sustainable lifelong financial strategy. Once we identifr what we are

looking for in a financial strategy, we can then deliberately select

financial products for their strengths while understanding and

working within their limitations.

So what characteristics should we look for as part of a lifelong

financial strategy? Possible items on our list:

,/ Security and stabilit': we don't want to lose our money'

,/ Growth: we want to make money on our money.

/ Access to our moneywithout penalty: we dont want to

have to pay just to be able to withdraw or use our money.

After all (and we tend to forget this), it is our money.

/ Fees and service charges: we don't want to Pay

unnecessary charges.

,/ Thx-farrotable environment! we dont want to Pay excess

taxes.
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Control

In our 21" century paradigm, we want to maintain control over our
money. Lett clarify what we mean by control. Clearly, as soon as you
take your money out of your mattress and put it somewhere else you
lose an element of control over it. It can be stolen, it can be lost. We
take this risk because we want to grow our money. So, when we refer

to control in the conrexr of this book, we acknowledge that we will be

giving up some control as our money will reside somewhere other than
our mattress. But what we are talking about here is the abiliry to place

our money into a financial product that allows us to access ro our money
when we need it (liquidiry) without penalry fees, or service charges.

ls your Money Accessible?

Think about your current financial strategy. You earn hundreds
of thousands of dollars or perhaps millions of dollars throughout
your lifetime. But in most instances, you have chosen (by default)
not to have ready access to it. As a result, you cannot use it to
manage changing circumsrances and needs. You may have your
money in a 401(k) or 529 college savings plan. Perhaps your money
is committed to real estare, or resides in a financial product that
promises an attractive rate of return, but requires that your money
be inaccessible over a fixed time period. For example, in most 401 (k)

plans, your money can't be withdrawn as long as you are employed
by your current employer.

In using these financial producrs or approaches you have done
nothing "wrong." You have simply followed conventional advice to
place all your available financial reserves in financial products or
vehicles that permir limired access ro your money. These products
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also have variable risk and predetermined penalties if you want to

access your money ahead of the scheduled or allowed withdrawal

timeline.
'$7'hen challenged to meet and finance a major unplanned life

event (or multiple wents) such as a job loss, a health crisis, or the care

of an elderly or infirm parent, we need access to our financial reserYes.

If our reserves are inaccessible to us, we end up relying upon

various lenders, financial institutions, or credit cards for access to

cash.

The Joy of Applying for a Loan

Obtaining a loan from a financial institution often starts out with

a lot of promises and colorful posters of smiling, contented people.

However, obtaining a loan from a financial institution is a process that

requires time and a lot of documentation. And despite the best efforts

ofyour loan officer, this process can epitomize the terms "impersonal,"

"institutional," and "bureaucratic." You jump through hoops to meet

the requirements your lender imposes so you can use their money to

finance your life challenge.

Why do you put yourself through this? Not because you are

destitute, far from it. You have been responsible and careful.

You bonow money from others and palt their fees, seruices charges, and

possibly h;gh loan interest because you don't ltaae dccess to loar ourn

money utithout euen greater penaby.

This is not the most efficient way to create and grow your wealth

over your lifetime. There is a better way.
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Growth

To move toward and achieve financial independence means that we
must grow our money over time. 'we want to use specific financial
vehicles to achieve compound growth of our money without risk of
capital loss, resrrictions, or loss of liquidiry.

consider also that we need less money coming through the front
door of our financial house if less is going right on out the back door.
Money that slips quietly unnoticed out the back door is the money
we pay in excess taxes, loan interest, fees, service charges, and through
the loss of our invesrmenr principal. \7e are not usually aware of the
tremendous impact that these unnoticed or uncontrolled losses have
on our long-term financial health.

\7hen we consider growth, we need to consider how the growth
of our money is impacted by taxes, fees, service charges, and loss of
investment principal.

Empowerment

Any financial plan based on a hoped-for rerurn in the stock market
(or any marker, for thar matter) is not a plan, it's a wish. An effective
Iifetime financial srraregy will work in strong and weak economic
times and allow us to mount an effective response to changing and
challenging life events.

Any financial plan you can live with and follow for a lifetim e must
ako:

1. be aligned with your values and beliefs about money

2. be based on a comprehensive understanding of your current
ouera ll fi nancial situarion

To move toward

and achieve

financial

independence

means that we

must grow our

money over time.

Any financial

plan based on a

hoped-for return

in the stock
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matter) is not a

plan, it's a wish.
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3. consider your risk tolerance

4. consider the tax implications of your strategy, current and future

5. systematically address how to build wealth, while also taking into

account lifet unexpected curves

To accomplish this we need to educate ourselves as to what a healthy

financial situation actually looks like.

The Core Elements of an Effective
Lifetime Strategy

Despite all the financial jargon out there, the elements of a solid and

realizable financial strategy are really not that complicated. It dl boils

down to the common sense elements we touched on earlier in this

chapter.

,/ Securiry and stabiliry

,/ Growth

,/ Access to our money without penalry (i.e., financial

flexibiliry)

,/ Reduced fees, service charges, and loan interest paid to

others

/ Tax-favored environment

These core elements of a solid financial strategy are listed in Thble

11. In Table ll we also subdivide each core element into the major

building blocks you need to have in place to achieve it.

For example, to attain security and stabiliry you need predictable

financial results, no loss of your original principal (or capital), and

guaranteed cash accumulation (Thble 11).
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Eoch SmallStep Builds a Long-Term Goal

Remember that achieving financial independence and empowermenr
is a dynamic process and a journey. You can srarr our ar any age and
make a difference. one of the questions Suzanne and I ask ourselves

when we wanr to make a change is simply, "\fhar am I going to do
differently today that will make a difference in six months?"

By not expecting that change can be accomplished in a day or
perhaps even in six months, we give ourselves room to breathe. ]$7e

implement little actions each day to move ourselves forward. small
actions, over six months or six years, cover enough distance to reach

our goal.

Let's look at the core financial elements that comprise an effective
lifetime fi nancial srrategy.

Element 1: Security and Stability

\7e live in a volatile and ever-changing world. \fe always have. All
those magnificent castles in Europe were nor originally built as tourist
resorts. They were built for protection and defense against frightening
and formidable forces. \7e have been challenged through human
history to balance our desire for securiry and srabiliry against our
desire to see great returns for our effort.

It is true that sometimes in life we need ro take large risks to
realize a considerable gain. Vith respect to invesrmenrs, this is

the mantra that the stock market, real estate, and other invesrors
espouse. It is the "no risk, no reward" philosophy.

\X/[rile it may be a smart move ro risk some of your money you can
afford to lose for large returns, the unfortunate realiry is that many
people place into invesrmenrs money that they cannot afford to lose. For

. . . achieving

financial inde-

pendence and

empowerment is

a dynamic process

and a journey.
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foundation of
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stability.
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tlese individuals and their families, when a loss of investment capital

does occur, the results can be financially and emotiondly dwastating.

Remember that saoing and inaesting afle not tbe same tbing.

You invest for greater growth at the risk of loss. You save for moderate

growth with securiry stabiliry, accessibiliry and minimal risk of loss.

The cornerstone of your lifelong financial strategy should be a

solid foundation of security and stabiliry. To build this, place your

money in a financial vehicle where your money (1) experiences Pre-

dictable growth, (2) is not subject to capital loss, and in which there

is (3) guaranteed cash accumulation. \7hen you are not losing your

monefi you do not need to make as large a rate of return.

Prsdlctebh financlalresdts
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Predictable Financial Results

In chapter 2, we touched on the power of compound interest and
provided an example of growth over time. \7ith compound inreresr
you earn interest on your original principal as well as on any other
interest you may have accumulated.

\7hen you place money in a vehicle that harnesses the power of
compound interest, you grow your money at a steady, predictable, and
sustainable rate. The sooner you starr to save, the greater the benefit of
compound interest.

No Loss / Safe Harbor

'When we lose our initial principal in an invesrment, it
stands ro reason that we want to make up this loss sometime
in the future. \We often hear the standard advice thar when
we are young we can afford investments with greater risk.

Why should ue lose mone! dt dn! agefor aryt reason?In
fact, losing money when we are young is one of our most
expensive losses because we have lost the time that this
money would have had to compound.

\7e can get caught in the cycle of choosing high-risk
investmenrs that promise enticing rates of return. Ifwe lose
our capital or don't achieve the promised rate of rerurn,
instead of reconsidering our financial srraregy, we invest
more money into another high-risk product. \7e want

"Compound interest

is the eighth wonder

of the world. He,

who understands ir,

earnsit...hewho
doesn't...paysir."

-ArsBnr 
ErNsrurN

(arrnrnurED)

to believe our nerve and willingness ro take risks will eventually be
rewarded with a windfall rhat more than makes up for our losses.

This approach is akin to sitting at the slot machines, feeding in
dollar after dollar, waiting for the jackpot. of course, you cannor rule
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out the possibiliry of a big win. But this approach is hardly one you

want to use to anchor a lifetime financial strategy.

G u ara nteed Cash Accu m u I oti o n

Financial security and stabiliry build when your money accumulates

predictably and reliably over time. 
'When you grow your money and

have guaranteed accumulation, you are better prepared to manage and

weather both planned and unplanned life events.

Element 2: Growth

Competitive Rate of Return

One of the reasons we all look at investment vehicles as a place to

put our money is because we want to grow our money at the fastest

possible rate. \7e want big returns. 'We have all heard the story of the

hot stock tip that paid out big time''W'e look at the ascending iagged

edge of the stock market graph and see the underlying upward trend.
'W'e want to catch that upward growth, "ride the wave," and experience

what it is like to see those heady returns.

At some point in yourfinancial W yon need to decide uhetber

you atdfit to chase A return or cfeAte d stfateg!.

Tiue, the two concepts are not mutually exclusive' But remember

that a rate of return usually involves an investment whose outcome

you cannot predict. You are notin control of the results. You are hoping

for a big return. Hope is important, but it should not be your only

companion when you map out a financial plan.

Moderate, predictable growth combined with a'no loss' strategy

can carry you much further in the long-term than you might think. If
you are in doubt, refer back to Thbles 4 through 6.
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Remember that the effect of jusr one period of capital loss at any
point over the investment period can have a long-lasting negative
impact on your wealth.

Flexible Contribution Limit (versus a
Defi n ed Contri butio n Li mit)

\7hen you are growing your wealth, you do not wanr to be limited as

to the amount of money you can save. Some years you will have more
money to place into your financial reserve and other years you wont.
\vhat you dont want is someone else or government regulations to
direct how much money you can save.

\7e need to consider the capacity of our financial vehicle to
accept our money. Most people don't consider this when analyzing
the effectiveness of their financial strategy.

Element 3: Access to Your Money without penalty

Liquidity, Use, and Controll

In accounting terms, liquldlly means that you can convert an asset

to cash in less than 12 months. \flhat we mean when we ralk about
liquidiry is that you can access your cash within t'wo weeks to a month.
\When you can achieve this rype ofliquidirywith your financial srraregy,

you position yourself to take advantage of a financial opportunity or
be able to pay an emergency expense.

[/se means that you have the money available for what you require
or desire without restrictions. For example, when you take out a car
loan or a home loan from the bank, the funds are restricred to this

1. Donald. L, Blanton, Your circle ofveahh (covingron, l,ouisiana, Mele printing, 2004),
page 27.
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particular use. If you purchase a certificate of deposit (CD) and need

to access the money before the term is up, you are charged a penalty

for early withdrawal.

Control means that you are solely able to determine the use of your

money. If you want to change the location of your money, spend it,

loan it, or invest it, there are no penalties, no age restrictions, and no

one to tell you that you can't do what you want to do.

These three factors-liquidiry use, and control of your money-
are critical to your ability to withstand a financial crisis, a job loss,

change in health, or family emergency. Unfortunately, when these

types of crises occur, Iending institutions will typically not Ioan you

money. '\7'hen you need cash (and regular cash fow) to Pay your

bills, it's not a good time to realize that you dont have easy access

to cash.

The unfortunate

truth is that most

of us have limited

liquidity, use, and

control over our

own money.

Access to Cash if Life Throws You a Curve Ball

Ask yourself how much of your money you could convert to cash

within a month. To access your financial reserves would you face

withdrawal penalties, fees, or service charges, or need to rely on a sale

of an asset (such as in real estate)? How might you coPe with a sudden

change in your life? \7hen you need cash, you can be forced to sell an

asset whether it's a good time to sell or not.

The unfortunate truth is that most of us have limited liquidiry

use, and control over our own money.
'Who knows what the future will bring? An effective lifetime

financial strategy positions us to have the power to choose our

response to changing life conditions.
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Guaranteed Loan Option: the Freedom to Access your Money

Each financial institution has irs own set of rules and criteria for
lending money. since you are asking to use someone elset moneytyo'
do not have conrrol over the process the lender uses to decide whether
or not they will let you borrow their money.

\7hen we borrow money from a financial institution there are
three major considerations: 1) the interest rate that your lender will
charge you to use rheir money; 2) yo* qualification, rhat is, whether
such factors as your income, job history, and credit score (plus other
criteria) will meet the lendert approval; and, 3) the establishment of a
structured loan repayment schedule.

A solid financial plan takes inro account the realiry that you will
likely need ro borrow money to finance both planned life events (such
as a cat college, a wedding, etc.) and unplanned evenrs (like a job loss

or health crisis).

A strong financial plan also creares a reserve where the money you
save can be accessed and borrowed. \[hen you allow for this rype of
access to your own money, you may essencially eliminate seeking loans
from other people or institutions. Borrowing from your own financial
reserve and then replenishing this reserve (similar to howyou would pay
back a bank loan) is another way ro gain control over your financial life.

No Government lnvolvement: Should the
Government Manage your Money?

\fith qualified plans, including your 401(k), the government can
change the rules at any time. The rules can and do keep changing to
fit the time, a new political agenda, or whatever the government wants
to do.
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Changing regulations can inadvertently penalize the folks who

have made every effort to do the right thing.

Choose a vehicle that is as free of government involvement as

possible to form the bedrock of your financial [ife. You don't want to

be regulated as to how much you can contribute to your savings. You

also dont want someone or some government agency determining

when you can withdraw your money, how much, and under what

conditions. You deserve the freedom to choose how your money

moves and when to access it.

Element 4: Reduced Payments to Others

Many of us pay a large amount of money (in the form of loan interest

and fees) to others for the privilege of borrowing their money. 'We

pay loan interest on our cars, homes, and other loans' If we catry a

monthly balance on our credit cards, we can be paying an interest rate

as high as 29.990/o or more.
'W'e also pay other people to help us manage our money. At our

financial institutions, we pay ATM fees, debit card fees, account

maintenance, and transaction fees. In our qualified plans, we Pay

transfer fees, paper fees, and service fees, to name but a few.

Reduced Loan lnterest, Fees, and Service Charges

Any approach we choose for our lifelong strategy should allow us to

reduce the amount of loan interest, fees, and service charges we pay.

By reducing loan interest, fees, and service charges, we decrease how

much money we let leak out of our financial system. Consequently,

we grow our wealth faster. Think about filling a child's infatable

swimming pool.'S7'hen there are leaks, it takes a lot longer to fill the
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pool and it does nor sray full. \fhen you find and seal the leaks, it
takes a lot less warer to 6ll the pool and it stays full.

'\When 
you eliminate many of the fees and service charges banks and

other lenders charge, this money stays in your financial system. over
time, the effect of reducing these financial leaks can be significanr. Jusr
as with our swimming pool metaphor. once you eliminate the small
but steady leaks in your financial system and capture or reduce the
outfow, your money stays with you. You dont have to earn, or grow, as

much money over your lifetime if youte not losing it.

Element 5: Tax-Favored Environment

\7e believe in paying taxes. They supporr our community, pay our
educators, police, fire fighters, and fund the local, regional, and federal
programs that make our sociery strong. \7e need an infrastructure
of roads, utilities, military, and other services to ensure a minimum
standard of living and security. And we need to suppom members of
our society who need Social Securiry Medicare, and Medicaid. All
these programs and needs are supported with our conrributions and
tax dollars.

That said, we only want to pay taxes on our income once, not over
and over again. Y/ith a little thought and planning, we can ensure rhat
we pay the taxes we owe, but not more,

A solid straregy should include a tax-favored environment for our
money.

Looking into the Crystal Ball

None of us can know for certain what the furure will bring. Ve do
know with relative assurance that controllingosr future taxable income
is importanr ro our financial well-being.

with a little
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can ensure that
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but not more.
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irl
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How can we say this?

Because in most cases, the largest amount of tax we pay is

referenced to income: how much of our income is taxable and at

what rate. By strategically managing our taxable income, our cash

fow, our taxable expenses, and consequently, the money we pay in

taxes, we end up able to keep and use more of that money'

Our ability to save in a tax-favored environment that we control

can be critical to growing our long-term wealth in the 21" century.

Toward Financial lndependence
in the 21't Century

There are a lot of financial products in the marketplace. Each financial

tool or product is designed with a specific target goal or purpose in

mind. The problems arise when we use a product designed for one

purpose (e.g., securiry) but want a result that the product was not

designed to achieve (e.g., a high rate of return).

\7e might also expect a product primarily designed for growth,

which contains a higher level of risk, to oPerate also as a savings

product. It is this rype of unclear thinking that we have been faced

with when we hear people use the erroneous expression, "saving for

retirement in a 401(k)."
'Weve listed some of the more familiar financial products and

choices in Thble 12. Each of the financial products you see in this table

come with characteristics related to its risk, rate of return, tax liabiliry

liquidiry and predictabiliry.

\?'hen we look at the list of some of the more familiar financial

products in Table 12, it's aPParent that there are more financial

products available to us than mutual funds and real estate.
'!7hile no one single financial product can fulfill everyone's

needs, there are financial products in the marketplace that can serve

as a cornerstone of a lifelong financial plan.
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In Thble 13, Suzanne and I have compared the financial products
listed in Thble 12 against the core elements of an effective lifetime
strateg'y that we have discussed in this chaprer.

63

Certificates of Deporit (CDs)

Term Life lnsurance

Fixed Annuities

Cash

Preferred Stock

Financial lnstitution Accounts (Saving and Checking)

Bonds or Bond Funds (U.S.

Money Market Accounts

Corporate Bonds)Agency Bonds, Munictpal Bonds,

Precious Metals (e.9., gold, silver, etc.)

TreasuryObllgationt

Common Stocks

Equiry Mutual Funds

Variable Annuities

Universal Life lnsurance Products

Exchange Traded Funds (ETFs)

Qualified Plans (e.9.,40l (k))

Real Estate
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Flnancial Prcduct Focus On Sccurity

Desired
Financial

Result
Financial

lnstitution Certlficates,
Cash Accounts , ofDeposit

Bonds
Precious

Metals ; Term Lift Fbted

(e.g, goH, ' lnsurance , Annuities

silver)
(Saving/

Checklng)

(CDs)

orBond '
Fundst :

Securtty

Predictable
: Financial Results

No Capital Loss /
SaftHarbor

.1..

Guaranteed Cash

. Accumulation

,/ ,1/z 1/z ,/

,/

,/

,/

and
Stablltty

./ ,/ ,/ ,/

/,//,//

,/,// ,/

,/ ,/ ,/ ,/ ,/ ,/

,/

,/

lllotes

1. The interest on municipal bonds is tax-free. 2. Applicable if held to maturity.
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Financial Product Focus on Growth

Universal

Life

lnsurance

Products

,/

,/

,/

,/

,/

,/

Equity
Mutual
Funds

,/

,/

,/

,/ ,/ ,/

Exchange

Traded

Funds

,/

,/

,/

,/

Qualified
Plans

(e.g.,401(k))

,/ ,/

,/

,/

Preferred Common
Stock Stocks

,/

,/

,/

Variable

Annuities

,/

,/

,/

Real

Estate

,/

,/

/

,/

,/

,/

,/

,/

,/

,/

,/

,/

,/

,/

,/

,/

General Comment: The purpose of this table is to provide a broad overview and comparison of financial
product characteristics. However, due to the complexity and variety of 6nancial products available, the
features of specific products may vary slightly from the general characteristics outlined in Table I 3.
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Peruse Table 13. As you look at this table you will notice a

surprising fact-participating whole life insurance has tremendous

financial strengths.

This surprised us when we first looked at it, too. \Mhat Suzanne

and I have learned is that utben designed correctly' there arc pouterful

financial benefits ro a participating whole life insurance policy ased as

a financial tool.

The Power of Whole Life lnsurance as o FinancialTool

\Thether you are familiar with insurance or not, as you study Table

13 you might notice that many of the advantages of participating

whole life insurance designed as a financial tool are "living benefits."

In other words, they provide a financial resource for you to use

and enjoy during your lifetime. These living benefits are present in

addition to the tax-free legacy of the death benefit that will be left

to your beneficiaries. Unfortunately, it is the death benefit, not the

financial power of the living benefits that people tend to focus on

when they think of life insurance.

Participating whole life insurance can function as a simple and

powerful tool by operating as a secure savings plan, which becomes

part of your lifetime financial strategy. 'When you use a custom-

designed participating whole life insurance policy as parr of a financial

strategy, you are shifting the location of your money. You are moving

your money out of a volatile investment vehicle (such as mutual

funds in the stock market) as the depository for all your money, and

placing it in a more stable location. One which eliminates the risk of

capital loss and takes advantage of the power of compound interest.

The security of participating whole life insurance can form the

cornerstone of your financial strategy in the 21" century. The founda-

tion of this strategy is built on predictable results, financial control,

and lifetime access to your cash without penalry.
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As you look at Table L3, a narural question emerges: "If
?artici?ating uthole life insurance utorhs so utell, why is it that this
pouerful fnancial tool isn't utell knoun or used by the general public?,,

\(/e're still searching to find a comprehensive answer to this
question. A partial answer might be that rhere are powerful forces
in place to keep the stock market at the forefront of our financial
thinking. Two of these forces are the "mutual fund industry,, and
'wall 

Street. Another factor might simply be our loyalty to the late
20'h century paradigm that tells us we musr be in the market and
"buy and hold" to see our money grow.

Charting a New Course

In this book, suzanne and I want to introduce you to the concepr
and the practice of using a custom-designed participating whole life
i ns uran ce pol iry as a fi n an ci a I t o o1. A pr op er ly des igne d p arti c ip ating
uboh life policy canfunction As A simple and poarerfulfinancial
tool tbat uill uorh in strong and ueah economic times.It can be
used as a stand-alone straregy or in combination with other investment
vehicles and approaches.

It's a concept and a practice that has been around for a very long
time. Itt a financial staple of the wealthy and is currently standard
business practice for executives, corporations, and banks.

You dont have to accepr the late 20,h century paradigm which
encourages us ro rransfer control and responsibiliry of our financial
lives to others.'we dont need to hope that it will all work out if we
just shut our eyes and believe. That approach may have worked for
Dorothy in the \Tizard of oz but it is not a solid straregy as we face

the 21" century.

You can set yourself on a different path. There's nothing stopping
you from using a participating whole life poliry as the cornersrone of
your financial plan while investing in the stock market or other assers.

You can set

yourself on a

different path
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fu we explore the power of this financial tool, you'll see that you

can use a participating whole life policy as a savings vehicle, credit

faciliry college savings plan and a supplemental retirement plan.

\7ith this financial tool as the foundation of your lifetime strategy,

you can optimize the efhciency of your money while achieving

financial independence.

So let's get started!
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An lnsurance Primer

Most of us view insurance as a necessary expense. r7e buy insurance
because we have been taught this is how we can prorect something
that matters to us such as our ca', our house, or our health. or we buy
life insurance in order ro creare financial prorection for our family and
those we love when we die.

It is time to expand our understanding of the world of insurance.
A properly designed participating whole life insurance policy offers

powerful benefits as the cornerstone of a lifelong financial srrareg.y.

How is this possible? To find out we need to develop a basic under-
standing and knowledge of this product and how it operates.

The insurance world has its industry jargon. However, the basic
componenrs of life insurance and the insurance industry are not hard
to understand. And the benefits of comprehending these componenrs
are enormous. By gaining rhis knowledge, you can ser yourself on a
different path-one enabling you and your family to reach a level
of financial independence, peace of mind, and safety that you might
never have thought possible.

To take this road, you'll need an open mind and a willingness to
get familiar with some basic insurance information. So lett begin.

It is time to

expand our

understanding

of the world of
insurance.

69
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How lnsurance Companies are Structured

Insurance companies are organized as either publicly traded or

private mutual companies. Let's take a look at each of these comPany

structufes.

Publicly Traded lnsuronce Company

A publicly traded company is owned by the stockholders (or

shareholders). Its shares are registered securities for sale to the general

public, typically through a stock exchange. These organizations are

called stock companies or legal reserve stock companies. Under this

type of company organization the stockholders, not policy ou)ners,

share in profits. Stocks and/or bonds may be offered to the public for

purchase, and new issues may be offered to raise capital.

Private Mutual lnsuronce ComPanY

Mutual companies are private insurance companies owned by the

poticy owners. Mutual companies may issue participating policies that

allow policy owners to share in dividends, when declared.

Unlike publicty traded stock-based companies, private mutual

companies have no outside stockholders to share in the profits.

Consequently, the private mutual insurance comPany is not subject

to short-term performance demands of the stock market or the need

to show quarterly or annual earnings to satisry shareholder needs.
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The Company Owners are the Policy Owners

\7ith respect to the whole life insurance policy, mutual companies
are able to keep more clearly focused on the benefits for their policy
owners because of the singularity of their stated mission, which is

simply the long-term interests of the policy owners.

lnsurance Companies and Banks-
What's the Difference?

The safery and security of your life insurance policy depends on the
insurer from which you purchase your policy. so it makes sense ro
start with the big picture about insurance companies and understand
how they are different from ban}s.

How Banks Operate

Itt a rare person who spends much time thinking about how banla
and financial institutions make their money. But we can learn quite a
lot if we take a moment ro consider this. It has direct implications for
us as we develop a financial srrategy designed to be efFective over our
lifetime.

Froctional reserve banking

Banks in the U.S. operate using fractional reserve banking. This is a
practice in which commercial banks are required to keep only a fraction
of the money deposited with them as reserves. For example, if the reserve
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requirement is 10%0, and you deposit $100 in your bank, your bank

will then lend out $90 (keeping $10 for reserve) of your $100 deposit.

So, banks make their money by loaning our rnone! bach to us.In

the process of loaning us our money they collect interest and fees on

the money they [end.

The fractional reserve system works because, usually, the total

amount of withdrawals is offset by deposits made at the same time.

You can see how the bank is critically dependent upon borrowers

making their loan payments regularly and on time. Another critical

aspect of the fractional reserve system is consumer confidence . \fhen
people's confidence in the banking system is shaken a "bank run" may

occur. This is a situarion in which many people rush to withdraw their

money at the same time due to their concern about the safery and

accessibility of their money.

Tier one ossets (liquid cosh reserve)

Banks rely on a core liquid cash reserve referred to as Tier One Capital

(or Assets) as a measure of their financial strength. Tier One Capital

consists of safe liquid assets such as cash, precious metals, loans from

the federal government, demand deposits, short term notes, and bank-

owned life insurance (BOLI).'

Tier One Capital is the financial cushion that the bank depends

upon during periods of adversiry.

Regulators do not allow equiry investments-investments in

the stock mx1ks6-in Tier One Capital as they are considered too

volatile.

Barry Dyke, author of The Pirates of Manhattaz, made the

following observations: "Bankers haue utholeheartedfi embraced

l. "Cash Value Life Insurance: A Cornerstone fuset of a Bank," insurancenewsnet.com,

November 24, 2OO8,hnp://wwwinsurancenewsnet.com/print.asp?a=toP-lh&id+ I 00927

(accessed August 1 5, 20 I 0).
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high cash ualue life insurance as a safe economic pouer tool and haue

found the product to be healthy for the bottom line. . . . The CEO tof
a Midwestern bankJ confessed to [his/herJ aduisor that the bank-owned
life insurance uAs the banhi best performing asset."z

so, one of the principal measures of financial stabiliry and strength
for a bank is the size of the liquid financial reserve they possess which
includes cash, precious merals, and participating whole life insurance.

How lnsurance Companies Operate

Insurance companies operare within unique legal requiremenrs and
regulatory strucrures that are very different from banks. This has

helped them avoid many of the ills that plague the banking industry.
Insurance execurives are aware that they must invest the premiums
of their cusromers prudently because someday the death benefir will
have to be paid.

Insurance companies maintain reserves for the payment of losses

or claims and expenses. Reserves are funds created for the purpose of
paying anticipated death claims under insurance policies. In other
words, insurance companies are required by law to maintain reserves

that are set aside ro pay future claims.

Itt interesting to note that mutual life insurance companies
are among the largest and most consistently long-lasting financial
institutions. In fact, many American life insurance companies in
business today trace their roors ro the early part of the l9,h cenrury.
During the past 150 years, we have witnessed a cycle of boom
and bust for the banking industry. But the insurance industry has

maintained a tradition of paying its claims through economic good
and bad times. This legacy continues today. This is why financial
professionals are able ro recommend participating whole life

2. BarryJames Dyke, Piratet ofManhattan (Portsmouth, New Hampshire, 555 publishing,
2007), page 149,
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insurance, among other insurance industry products, for its safe

and predictable financial results.

The Life lnsurance Policy-An Overview

In its simplest form, life insurance is a legal agreement berween the

poliry owner and the life insurance comPany. The policy owner agrees

to make periodic payments to the insurance comPany. In turn, they

agree to pay a sum of money, a "death benefit," to a beneficiary (or

beneficiaries) of your choosing if the person who is insured dies.

The money received from the death benefit assists in the

economic stability of family members at the time of death. Often, a

rax-free death benefit replaces lost income which can then be used to

pay the mortgage, provide for education, and meet other exPenses.

You can also buy life insurance on someone other than yourself,

as long as you have an "insurable interest" in this Person' That is to

say, the owner of the insurance policy (the policy owner) must have a

clear economic interest in the continued life of the insured person in

order to be able to buy insurance on someone other than themselves.

Businesses and corporations routinely purchase and own

life insurance policies on key personnel as part of their business

succession or continuity planning strategy.

Insurance companies offer two basic rypes of life insurance in

various forms: term life insurance and permanent life insurance.

Term Life lnsurance

Term life insurance protects you for a specific "term." Term life

insurance can be purchased to cover different time spans such as 10-,

2O-, and 3}-year periods. Term life insurance Pays a death benefit f
the person insured dies within the term covered by the insurance.
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Term life insurance does not have a savings component (or cash value)
and you cannot cash it in.

Term life insurance premiums are level (i.e., they don't increase)
over the initial period of the insurance. once the inirial period
is reached (i.e., 20 years in a 2}-year term policfl, ig the policy
is renewable, you may continue ro pay the premium for another
period (usually year by year) at the premium rare stated in the policy
without providing health information. However, rhe renewed term
life insurance policy will cost more and more each year. At some
point in rime, this type of policy may become too expensive ro
continue.

Permonent Life I nsurance

Permanent life insurance refers to life insurance policies that do
not have a defined term and which combine a death benefit wirh a
"cash value" component. cash value is the equiry component of the
insurance policy, meaning that if you collapse the policy you will
receive this amount of money.

The rwo main rypes of permanent life insurance are universal life
and whole life insurance. Let's take a brief look at these rwo rypes of
permanent life insurance.

U n iversol Life I n su ronce

universal life insurance, variable (Jniversal, and Equity Index
universal life insurance are all insurance vehicles that share security
products. universal insurance products combine permanent life
insurance policy characteristics with invesrmenr products.

universal life policies are tied ro an inrerest rate or the anticipated
performance of an investment vehicle.
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As the owner of a Universal life, Variable lJniversal, or Equity

Index Universal policy you need to make sure that your cash value

accumulation, via premiums and internal growth, is enough to cover

the monthly insurance and policy exPenses. These exPenses are

recalculated periodically and increase each year as your probabiliry

of dying increases and the cost of insurance goes uP.

If your cash value is not growing at a fast enough rate, monthly

insurance and policy expenses will use up the cash value and your

policy could lapse. This can happen even when you make your

premium payments on time.

Since these life insurance products are dependent upon interest

rates or some other variable market, they inherently harbor more risk

than insurance policies that do not have these characteristics.

Whole Life lnsurance

\Vhole life insurance is the traditional type of permanent life insurance.

You pay fixed premiums annually or monthly. The policy endures for

the entire life of the insured and is not subject to the whims of the

market. The performance and value of a whole life insurance policy are

not correlated to the stock market. And it is guaranteed by the insurer.

This means tbat the casb ualue and deatlt benefi.t are not fficted by

declining marhets,

As long as premiums are paid, the policy is guaranteed to

conrinue and your cash value will increase. The living benefits of

whole life insurance make ir one of the most valuable and fexible

financial planning tools available.

In this book, we are dealing specifically with the application of

permanenr, participating whole life insurance as a financial tool and as

the cornersrone of a lifetime financial strategy. (The term ParticiPating
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is used to describe any insurance policy that pays a dividend to its
poliry owners).

Now let's review some key components of whole life insurance in
greater detail.

Basic Components of a Participating
Whole Life Policy

The whole life insurance policy is a private, legal conrract between
the policy owner, the insured, and the insurance company. As the
policy ownet you enter into a defined arrangement with the insurance
company. Very specific contractual elements prorecr you.

\Whole life insurance offers level premiums and life insurance
protection for as long as you live. All you have to do is pay premiums
as required to keep rhe policy in-force.

\Mhole life insurance can also provide what are referred to as

"living benefits." Living benefits are provided by the accumularion of
cash value and the death benefit inside the whole life insurance policy.

Living benefits provide a financial resource for you to use and
enjoy duringyour lifetime. For example, wirh whole life insurance ir is
possible to take poliry loans, use the life insurance policy for collateral
on bank or other loans, or use the policy for retirement income, cash

withdrawals, and more.

h is tbese liaing benefits tbat can be used to deuelop tbe corner-
stone of a lifehngfinancial strategy,

Three guaranrees form the foundation of a whole life policy: (l)
level premiums, (2) cash value and (3) death bene6t. Lert take a look
at each element.

Living benefits

provide a

financial resource

for you to use

and enjoy during

your lifetime.
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Premiums, Cash Volue, ond Death Benefit

The premium is the money you Pay the insurance comPany on a

regular, periodic basis to obtain a specific amount of insurance. "Base

premium" refers to the basic premium you must Pay to keep a whole

life policy in-force. The base premium does not increase (remains

Ievel) over the entire life of the policy. Usually, the policy owner Pays

the premium.
'S7'hole life insurance is contracted to last for the insuredt whole

(entire) life. The premiums create a growing cash asset, referred to as

the poliry's "cash value." The policy's cash value is a living benefit. It
is the "savings" portion of a whole life policy. Participating whole life

policies have a guaranteed cash value and non-guaranteed dividends.

The guaranteed cash value is the amount in the policy if the company

were never to pay dividends.

How the cash value of your whole life policy is calculated varies

depending upon the particular policy and insurance comPany. You

can access the cash value you have accumulated, at any time and for

any reason, generally with no penalry or tax liabilities. You can use

the cash value in a particiPating whole life policy for any PurPose you

choose. Typical uses for the cash value include:

,/ Education expenses

,/ Capital for business

,/ Provision of emergency funds

,/ Collateral for a bank loan

./ Policy premium payment or loan interest

,/ Supplemental retirement income

A participating whole life policy has a guaranteed death benefit.

The death benefit provided by the policy is disbursed to beneficiaries

when the insured dies.
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Dividend Payments

Insurance dividends are paid on participating whole life insurance
policies. Dividend paymenrs are set annually by a mutual insurance
company's board of directors and are nor guaranteed, although most
mutual insurance companies have paid out these dividends every year
for well over 100 years.

Insurance companies use different methods to calculate dividends.
In general, they base the dividend determination on the companyb
portfolio performance, mortality claims experience, and expense control.
once dividends are paid, they become part of the cash value within your
policy. They cannot be lost or arbitrarily deducted out of your policy in
the future. Dividends also grow tax-deferred while in the poliry.

There are some specific ways you can use dividends. you can:

,/ have your dividends paid to you in cash

./ use dividends to reduce your premium

'/ use dividends to purchase additional insurance

,/ choose to allow your dividends to accumulate with
interest

,/ pay back an existing policy loan

,/ pay back just the inrerest on an existing policy loan

Poid-up Additions

Paid-up additions (also referred to as PUfu) are additional amounts
of fully paid-up life insurance that you can add to your existing whole
life insurance policy. These extra amounts of additional insurance are
just like your existing whole life insurance policy: they have their own
guaranteed cash value and non-guaranteed dividend and death benefit.
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Upon first glance, it seems a little odd to add additional insurance

to your existing participating whole life insurance poliry each year.

The question that springs to mind is, "why bother?"

The short answer is that by buying these extra amounts of additional

life insurance you are able to increase the amount of money that you

put into your policy and consequently, you increase the amount of

money growing inside your policy. Equally important, you increase the

death benefit creating greater financial protection for your family.

Since paid-up additions are additional amounts of life insurance,

they earn their own dividends. These dividends are then added

to those paid to your existing policy.'When you use the paid-up

additions feature you are adding extra savings into your policy upon

which dividends are then paid. Since you have more death benefit in

your existing whole life policy, you receive a larger dividend Payment.

It's a circular increasing benefit. The more paid-up additions, the

larger your cash value and the more death benefit you have inside

your policy.

\fhen you use paid-up additions you gain incredible fexibility
in how you operate your policy. In any year, you must make the

basic premium payment to keep the policy in-force. However, you

can also choose to pay additional premium amounts to purchase

paid-up additions. This gives you financial fexibiliry as to where to

put your extra savings when you have them.

Your policy can also be designed so that your base policy dividend

payments are used to purchase paid-up additions. You can make this a

standard opdon ofyour policy design so thar each year your declared

dividends automatically purchase more paid-up additions.

Policy Loans

'When you take a loan against your policyyou borrow from the insurance

company but you do not actually remove any money from your policy'
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\)7hat you are doing when you borrow againsr your policy is taking a

loan using the financial reserves of the insurance company. The cash

value and death benefit in your poliry act as collateral for the loan.
Since you have not actually withdrawn money from your

policy, the money in your policy conrinues to compound and grow
while you have a loan against it. This is an imporrant strength of a
participating whole life contract. You conrinue to earn dividends on
the death benefit inside your policy even though you have taken a
loan against the policy.

As you repay your policy loan, the insurance company incremen-
tally releases the lien against the cash value of the policy.

You may repay your loan on any schedule you feel comfortable
with, creating your own repayment rerms. Best of all, the loans you
receive are not taxable income.

If the loan is not repaid when the insured person dies, the
outstanding loan balance (plus interest) is subtracted from the death
benefit.

\7hen you take a loan against your participating whole life policy
you need to trear it as though you had obtained a loan from your local
financial insritution. Your responsibilities are all rhe same. Remember
that regardless of the financial vehicle you choose to use, good
stewardship and responsibiliry are critical ro its strong performance.

Policy Loans versus Policy Withdrawals

The policy owner has two options ro access the cash value inside his or
her policy. The policy owner can either take a policy loan, as previously
discussed, or alternatively, take a withdrawal.

Vhen you withdraw money from your life insurance poliry, you
do not incur loan interest. However, if you withdraw more money
from your policy that you paid in premiums, tax could be due on your
withdrawal.

You may repay

your loan on any

schedule you feel

comfortable with,

creating your own

repayment terms.

a
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\Tithdrawing money from your policy decreases the cash value,

death benefit, and the total capaciry of the policy. In contrast, policy

loans decrease the cashvalue and death benefit but the capacity of the

policy is not reduced,

Policy capocity

Policy capacity is an important concePt. 
'When 

you take a withdrawal

of $50,000 from your participating whole life policy, you reduce the

capacity of the policy. \7hat this means is that you, as the policy

owner, cannot put back the $50,000 into the policy at a later date as

a lump sum. Vithdrawing money is equivalent to reducing the size

of the bucket. You still have your whole life insurance policy; you pay

your base premium and have fexibiliry with your paid-up additions.

But should you need a place to Put $50,000 you cannot put it back

in your policy.

Table 14 compares the impact of taking $50,000 as a withdrawal

versus a policy loan.

Which is better-policy loons or withdrowals?

And the answet is . . . it depends. If the policy owner does not foresee

that he or she would want to return the $50,000 to the poliry in the

future then a withdrawal might be the best answer.

However, if the policy owner wants to retain the option of

placing the $50,000 back into the policy, then a policy loan is the

best answer. For example, should the policy owner want to fund

a major purchase, such as a car, the loan option is probably best.

Because over time, the owner wants to refill the policy with the

amount borrowed and keep the policy capacity. Policy loans also
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lllofe

l. Cash value amount presented in this table is an arbitrary amount chosen for illustrative purposes only.

allow the policyt extra capacity to be available should unexpected
income be received, such as an inheritance.

Policy loans maintain greater financial fexibiliry for the policy
owner. Consequently, we focus on the use of poliry loans instead of
withdrawals to illustrate the fexibiliry of the participaring whole life
policy as a financial tool.

B_l

Policy loans

maintain

greater financial

flexibility for the

policy owner.

Accessible Cashr s50,000

TaxConsequence NotaxconSeguence

Cash Vatue

Death Benefit

Reduced by 550,000

Loan lnterest
:, Loan interest accrues

:. s50,000

: Variable;ifyou withdraw
. more monryftompul plicy
; tltgn yaup.aid:tn premlwns,
, there could be tox due onyour

.

Reduced by S5O,OOO, ,.]

Reduced by $5O,000 ,l Feduced by,S5O,@0

Unpaid Loan lnterest
Unpaid loan interest reduces
the cash value and the death
benefit

': No loan interest

No unpaid loan interest

Policy capacity Policy capacity unchanged I policy capacity reduced
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Policy Riders

Riders are additional contractual options you can have added to your

life insurance policy with additional cost. These options allow you to

increase your insurance coverage or limit the coverage set down by the

poliry.

G u a ra nteed i n su rabi I ity ri d er

A guaranteed insurability rider allows you to purchase additional

separate whole life insurance policies, at specified ages of the insured's

life, without proof of medical insurabiliry. \7ith this rider in place, the

insured could purchase additional life insurance policies even if his or

her health has deteriorated.

Waiver of premium rider

The waiver of premium rider is another common choice among

poliry owners. This rider guarantees that if the policy owner becomes

permanently disabled, the premiums for the policy will continue to be

paid by the insurance company to age 65. \7ith this rider in place, the

policy will continue to provide increased cash value, net death benefit,

and dividends as if the policy owner had not become disabled.

Acceleroted deoth benefit rider

This rider allows for the pre-payment of a portion of the poliryt death

benefit when the insured is terminally ill or has an injury that will
result in death within 12 months.
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Policy Ownership

It is possible to own an insurance policy on someone else. In other
words, while you can certainly own a whole life policy on yourself,
many individuals own one (or sweral) policies on other people,

B5

/ Payspremiums

/ Controlscashvalue

/ Determinesthe
beneficiary

/ Relationshlpbetween
lnsured and pollcy
ourner-must have an
insurable lnterest

/ Noaccesstocashvalue

/ Can pay premlums

/ Determines
lnsurabillty

/ Providespoliqr
administratlon

Pays death benefit

Figure 3
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including their spouse, sibling(s), child(ren), grandchild(ren), niece(s),

nephew(s), or business partner(s).

To own a policy on someone else you must have an "insurable

interest" in that person at the time of application for insurance. In

other words, the policy owner must have economic interest in the

continued life of the insured. Figure 3 illustrates the relationship

between the poliry owner, insurance comPany, and the insured.

flrrman life value

Another aspect of poliry ownership you will hear in reference to life

insurance is that of human life value. The human life value concept is

used to create a basic estimate of how much insurance will be needed

to cover the economic loss of the insured Person.



s
Whole Life Insurance as

the Cornerstone of
Your Financial Strategy

A lifetime financial srraregy using participating whole life insurance
creates, maintains, and grows a pool of money that functions as a
financial reserve you can use any way you choose. you also tap into
the living benefits of participating whole life insurance allowing you
to optimize the fow and movement of this money.

The living benefits of participaring whole life insurance provide a

financial resource for you ro use and enjoy duringyour lifetime. These
living benefits are present in addhion to the legacy provided by the
death benefit that will be left to your beneficiaries. Living benefits
include:

,/ Liquidiry use, and control of your money

,/ Access to credit-guaranteed loans

,/ Flexible loan repayment

,/ Tax-favored environment

,/ Reduced loan interest, service charges, and fees paid to

.. . participating

whole life

insurance creates,

maintains, and

grows a pool

of money that

functions as a

financial reserve

you can use any

way you choose.

others
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,/ No government involvement

,/ Predictable financial results

/ Insurance for life

,/ Guaranteed insurabiliry

,/ Guaranteed cash accumulation

,/ Creditor proof-protected asset (in certain states)

Funding a participating whole life policy from a highly rated

mutual insurance company is just as easy as contributing to a 401(k),

if not easier. The implementation is straight forward. You put the

money into a whole life policy in the form of premium Payments.

Your money is not in the stock market. It is working for you with no

risk of capital loss.

There is no need for annual balancing or realigning your asset

allocation. You dont have to read financial journals or watch the stock

report. \7hy? Because you arent worried about what is happening

with the Dow or SS.P 500. Once your money is inside a whole life

policy customized as a financial too[, you have access to the cash value

without penalry or tax.

Your Whole Life Policy Design: The
Key to Financial Performance

Not all participating whole life policies are created equal. The power

and fexibiliry of whole life policies varies significantly among the

different mutual insurance companies.

The four important elements and working Parts of a participating

whole life policy are: premiums, cash value, dividends, and death

benefit. The way that three of these policy comPonents (premium,

cash value, and death benefit) are specifically designed to work

together creates the power of using whole life as a financial too[.
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A whole life policy designed as a financial tool ,nust meetspecific
design criteria. Your indiuidual fi,nancial requirements factor critically
in designing a whole life policy that will work long-term for you and
your family. It is absolutely not the case rhar "one size fits all."

Key Financial Benefits of
Participating Whole Life

\7e ve explored rhe core financial elements and characteristics to
look for in a financial product that can anchor a lifetime financial
strategy. vhen you can creare a financial straregy possessing these
characteristics, you will be well on your way to financial independence.

,/ Securiry and stabiliry

,/ Guaranteed growth

,/ Access to money without penalry (financial flexibiliry)

,/ Reduced fees, service charges, and loan interest paid to
others

,/ Tax-favored environmenr

Lett compare these core elements of an effective lifelong financial
strategy with the strengths of a participating whole life policy designed
as a financial tool.

Security and Stobility

You want and need predictable financial results, without the risk of
loss, to achieve financial securiry and stabiliry.

A contractual guarantee within a whole life policy is that cash
value grows each year as long as you pay your premiums and any

A whole life

policy designed

as a financial

tool must

meet specific

design criteria.
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outstanding loan interest. Vith this type of policy, you can truly

capture the power of compound interest. You therefore create a

growing financial reserve that cannot experience capital loss.

Guaranteed Growth

Moderate and predictable growth, combined with a 'no loss' strategy,

can carry you much further than you might think. \Whole life policies

have guaranteed cash value and non-guaranteed dividends. The

guaranteed cash value is the amount in the policy if the company were

never to pay dividends.

The main point here is that with all ParticiPating whole life

policies, your cash value grows as long as you Pay the premiums

regularly and on time. Your money is not in the stock market and

your capital is not at risk.

In growing your wealth, you do not want to be limited to the

amount of money you can put away or save. You will have more money

some years than others to place into your financial reserve. You also

need a financial vehicle that will allow you to make contributions to

your financial reserve that meets your Personal income, family, and

tax requirements.

In a participating whole life policy with paid-up additions, you

have a built-in feature that allows increased capaciry and fexibility

with respect to contributions. You can contribute more money into

the policy than the base premium amount. This financial fexibiliry is

important in allowing you to make fexible contriburions whenever

you desire. You also have the freedom not to be locked into making

high contributions if you choose to do something else with your

money.

With this type of

policy, you can

truly capture

the power of

compound

interest. You

therefore create a

growing financial

reserve that

cannot expeilence

capital loss.
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Access to Money without Penalty

Liquidiry use, and control of your money are important factors in
being able to withstand a financial crisis (such as a job loss or change
in health) or take advantage of an exciting investment opportuniry.
The cash value in your policy forms a liquid cash reserve. In the face

of an unplanned life event, good or bad, you can take a loan against
your policy and have immediate cash.

The cash value

in your policy

forms a liquid

cash reserve.

Access to Guoronteed Credit

\When you have a participating whole life policy, you have a built-in
guaranteed credit faciliry. You dont need to have a job or provide pay
stubs to take a loan. You do not have to qualify for this loan. The
insurance company does not care about your credit score. Remember
that the cash value of a whole life policy is your money. There are no
fees and no need ro get approved. You do not fill out mounrains of
loan application paperwork. compare this process to sitting down
with a loan officer at your local financial institution and what you
must go through to qualify for a loan.

\7ith a whole life policy, you also determine the timetable for
when you repay your loans. You decide how often and for how long
you are going to make paymenrs. If you run inro cash fow problems,
you do not have ro worry about making paymenrs by a certain date
each month. There are no late fees or reports sent to the credit bureaus.

As we mentioned earlier, but itt worth repeating, when you take a
loan against your policy, you don't actually remove the cash value from
your poliry. You take a loan from the general reserves of the insurance
company against your poliry. The cash value in your policy actually
serves as collateral for your loan. Consequently, the cash value in your
policy conrinues ro grow and receive dividends euen while you haue

. . .you have

a built-in

guaranteed

credit facility.
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a han againstir.t This is why you have uninterrupted compounding

within your policy.

You will pay interest to the insurance comPany on the money you

borrow against your poliry. But on the other hand, you are receiving

dividends at the same time. This reduces your net borrowing costs

considerably.

One of the best ways to control your financial life is to control

who you owe your debt to, the amount ofdebt you have, and under

what schedule you repay that debt. Participating whole life takes

control out of the hands of financial institutions and credit card

companies, and puts it back into yours. You can take back control of
your financial life in the present and the future.

Reduced Payments to Others

A whole life poliry allows you to reduce the amount of loan origination

fees and service charges you pay to others. By reducing loan fees and

service charges, you decrease how much money you let leak out of
your financial system. You get to keep more of the money you earn.

'When you take a loan against your policy, you do pay interest

to the insurance company. \7hat you don't pay, however, are the

additional lender service fees and loan origination fees, which can be

substantial depending on the size of a loan.

Tax-Favored Envi ro n m e nt

\)7hole life insurance offers a host of unique tax advantages. These can

help minimize the impact of taxes on both the death benefit and cash

value of your policy.

1. R. Nelson Nash, Becoming your Own Banhef"-Tlte Infnite Banhing Concept*,

(Birmingham, Alabama: Infinite Banking Concepts, 46 edition, 2000).
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Participating whole life insurance policies enjoy favorable tax
treatment. The growth of cash value is generally on a tax-deferred
basis, meaning that you pay no taxes on any earnings in the poliry so

long as the policy remains active.

Policy loans are not considered taxable income so you can access

the cash value in your policy.

Policy withdrawals up ro the amount of premiums paid can be
taken without being taxed.

An income tax-free death benefit ensures that your loved ones or
your business receive rhe full value of your policy.

A Few Last Thoughts

lnsurability-Something to Think About

It is possible to purchase a whole life insurance policy as an adult
into your 80s if you are insurable. A common misconception foating
around is that ifyou are breathing and have a heartbeat you can quali$,
for life insurance. Not so.

Factors such as an excessive number of motor vehicle moving
violations or citations for driving under the influence (DUI) can
render you uninsurable. Lifestyle choices, accidenrs, and illnesses
may leave you unable to quali$, for life insurance. Life can and does
change in an instant, so remember that insurabiliry is not guaranteed.

For Your Eyes Only-the Value of Privacy

t07e may not ofren think about our financial privacy. TianslJnion,,
Experian', and Equifax" are the three major credit bureaus that report
credit scores. To establish our credit-worthiness and create rhis score,

A common

misconception

floating around

is that if you are

breathing and

have a heartbeat

you can qualify

for life insurance.

Nor so.
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these credit bureaus track a great deal of personal financial information

along with our transaction/payment history every month.

The credit bureaus monitor such information as our address,

mortgage amount and payments, our credit card balance and

payment history, and any bank loans we have or have had in the

past. 'W'hile not exactly public information, this is a registry of
many of our historical and current financial interactions. This credit

information can be accessed in many ways, often disclosed in the

fine print terms and conditions we have signed.

Whole Life-Privocy ot no Additional Cost

Your whole life policy is a priuate contract between you and the

insurance company. 'W'hen you take a loan against your policy, no

one can disclose this information but you. Your financial interactions

remain private. The credit bureaus dont even know your whole life

insurance contract exists.

\7ith a whole life policy, you determine the timetable as to when

to repay your loans. You decide how often and for how long you are

going to make payments. There are no late fees or rePorts sent to the

credit bureaus. Your privacy is maintained.

Finoncial Flexibility and Control-Who's Running the Show?

The contract you sign with the insurance comPany cannot be changed

unless you and the insurance comPany both agree. This stands in

stark contrast to the terms and conditions of credit cards. Credit card

companies can and do impose changes to their usage terms.

Let's look at a common example of the one-sided terms that can be

imposed by credit card companies. Suppose you are carrying an out-

standing balance on your credit card. You receive a letter in the mail
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from your credit card company informing you that they deeply appre-
ciate you as a cusromer, and dso that rhe fixed interest rate applied to
your credit card balance is changing.

After some reading of the fine print, you realize that the interesr
rate on your ourctanding credit card balance is jumping dramatically
to L6.99o/o. The small print at the bottom of the letter points out that
if you miss one paymenr the interest rate on your credit card balance
could increase to the maximum allowed, in sorne cases 29.99o/o.

At this point, your only option is to pay tle outstanding balance
on your credit card and close your accounr. But suppose you cant pay
the balance offi \x/ell, then yodre suck. The credit card company is in
control, not you.

Remember, when you have a participating whole life poliry, you
have a built-in credit faciliry. The cash value in your whole life poliry
is your money. You are in control.
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ffi
Myths About

Whole Life lnsurance

The use of whole life insurance as a financial tool tends to ger short-
changed, if not outright dismissed, by many financial experts. \7hy
is this? A participating whole life policy can be a srrong financial
product, so why is there so much negative press our there?

This question is cerrainly relevant. So much so that we are going
to take a whole chapter to address it. If this financial tool
has ever piqued your inreresr, then it is important for
you to understand where the critics of this approach are "Your assumptions are*i;f,,[;I 

;;*t ;lljlh:?:T:::: ::#,.1 :^:t,*'tj::::,n.
.l Iyou are responsrble for understanding how they impact world' Scrub them off

you and your life situation. There are srrength, ,rd every once in a while, or
limitations to any financial product. It benefits you ro the light won't come in."
maximize the strengths and limit the downsides of any
financial vehicle. 

*' *-'t _Iseac Asruov
If you understand what might drive praise or

criticism of your financial srrategy, then you will not be caught by
surprise or dismay if your mother-in-law, son, or the accountant you
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find yourself sitting nexr ro on the bus voices criticism or skepticism

about your approach.
'When faced with a disapproving frown you smile serenely. You

can acknowledge their discomfort without having to question your

own financial approach. After all, you have done your homework. Let

them do theirs.

The Conventional (or Common) View

\Vhy dont we hear about whole life insurance as the foundation of
a strong lifelong financial strategy? For starters, most of us view life

insurance as an unpleasant but necessary exPense. \We purchase life

insurance for the death benefit, so that when we die our family or

other beneficiaries will be financially protected.

Although we want to protect our loved ones, it is hardly cause for

celebration or excitement to focus on a product that we believe only

works when we die. Purchasing life insurance can also be an uncom-

fortable reminder of our own mortality.

\(/e want to buy life insurance and forget about it.

Then there is the way most insurance companies train their

representatives. Think about how insurance agents approach us.

Usually, they present a "financial needs analysis." This analysis

determines the income, and consequently the death benefit, necessary

to support dependents in the event that the main wage-earner Passes

away. This approach reinforces the viewpoint of life insurance as a

necessary exPense.

Often overlooked are the powerful liuing benefits of participating

whole life insurance which you don't have to die to access.
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AllWhole Life Policies are Not Creoted Equal

You cannot simply pull a pamiciparing whole life insurance policy off
the shelf, dust it off, and sell it as a financial vehicle. If the premium,
cash value, and death benefit of a whole life policy are nor designed
specificallyfor use as afnancial tool,the policywill not operare optimally
as a financial vehicle.

This is one of the reasons whole life insurance often gers poor
reviews by the media and financial advisors. Financial experrs find a

whole life policy that uas neuer designed to ,.,ork as a f.nancial uehicle
and point out its faws, usually by comparing it against the anricipated
performance of their invesrmenr product(s).

It takes time, effort, and knowledge for you and your insurance
professional to explore your financial situation. your insurance
professional cannot just complete a financial needs analysis. He or
she must wanr ro understand your personal financial situation and
become familiar with your beliefs about money.

Once you've selected a qualified insurance specialist, acquiring a
whole life policy for use as a financial vehicle is a two-part process:
(1) you need the policy designed and srructured correctly ro function
optimally as a financial tool, and, (2) you need your insurance
specialist committed to helping and teaching you how to use ir over
time. Your insurance professional also needs to be committed to
work with you as your financial life and needs change.

It does take time and effort to design and use a whole life poliry
as a financial tool. This can derer users focused on a quick return on
their investmenr. This is a product thar, as a financial tool, is meanr
to last a lifetime. It doesn't promise, nor does it provide, a ,.get rich
quick" approach.

For those who are impatient, particularly for those in our modern
culture seeking ever more rapid results, this straregy can seem too

It takes time,

effort, and

knowledge

for you and

your insurance

professional

to explore

your financial

situation.
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slow. But we are setting up an enduring strategy, designed to work for

the rest of your life.

Things that last take time and effort to build. And they're worth it.

Where's the Glamor?

If you are looking for an exciting return on your money, this strategy

is not glamorous. How can you boast to colleagues at the comPany

cocktail party that you are taking advantage of compound growth on

your savings in a secure and stable financial vehicle?

It seems much more exciting to talk about the latest buzz from

your broker, the potential upside of your most recent stock pick, not

to mention real estate highs from days gone by.

In our opinion, if you want glamor, then buy feathers and sequins. If
you wanr an effective financial product that enables you to build a life-

long financial strategy, choose a financial vehicle that grows your money

at a steady, predictable, and sustainable rate without the risk of loss.

Your Best lnterest or Theirs?

You earn money. Then you pay for life necessities such as food, shelter,

clothing, transportation, and education. Then, you look around at

what to "do" with your remaining money. And you face an almost

overwhelmingarray of investment and banking products.
'When you invest in mutual funds within your 401(k) or in other

rypes of investment products, 
'Wall 

Street is happy. You pay brokers

and fund managers to oversee your investment money. You want to

see your money grow by getting a high rate of return. Along the way,

though, whether your fund managers or brokers grow your money

or lose it, you pay mutual fund fees, paper fees, service charges, and

Things that last

take time and

effort to build.

And they're

worth it.
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commissions on rhe sale ofmutual funds and other investment products.
If you look to your local bank, they wanr to hold on ro your

money too. \(hy? Banks need your money to form their liquid
reserves. Based upon these reserves, they are able to lend, grow, and
prosper. Banks charge you accounr user fees and service charges when
you place your money with them. They also make money by loaning
your money back ro you and charging interest and fees on each loan.

clearly, banks and lwall Street have a self-serving interest in
keeping your money under management. They exist because you
pay them to hold onro, manage, and (hopefully) grow your money.
They want you ro rurn ro them with your money. Different strategies
and new competitors need not apply.

It's our responsibiliry ro use the products provided by vall Street
and banks to our advantage. 'we must educate ourselves as to the
inherent risks and benefits of their products. \7e must not allow a

condescending smile or a rushed personal banker to persuade us to
make financial choices that are not in our best interest.

These institutions do not offer the only possible financial products
and strategies available. There is a better way.

The Common Approach to Life lnsurance

"Buy Term ond lnvest the Difference"

Many financial experts we see on TV ralk about getting out of debt
and getting conrrol of our finances. This is solid financial advice.

These same TV media personalities and financial "gurus" also tout
the catchy but dubious advice ro "buy term and invesr the difference."

It's our

responsibility to

use the products

provided by Wall

Street and banks

to our advantage,
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Sowhat doesthis phrose really meon?

ve have heard and read this phrase repeatedly with respect to life

insurance. But what does it mean? And what are the implications of

acting on this advice without really understanding it? Lett take a look.

Table 15 is a comparison of a basic whole life insurence policy

(not designed for use as a financial vehicle) compared with a Z0'year

term life insurance policy with a $500,000 death benefit. These life

insurance policies were developed for a healthy mlrn, age 45.

\7e will use the numbers in Thble 15 to better understand what is

rneant by the phrase "buy term and invest the difference."

As you look at Thble 15, you ll nodce that the term life insurance

premium is much lower than the whole life insurance premium (Line

O, T"bl. 15). The annual premium for term insurance is $980 per

year andfor whole life, $7,970. This is a big difference.

The premium difference between these two products is striking

but so are the benefits you receive. Notice a;ftet 20 years, the term
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life policy owner has spent $19,600. The whole life owner has saued

$159,400 (Line @, Thble 15).

The difference berween whole life and rerm insurance is that whole
life policy owner still has allhis premium paymenrs in the policys cash

value plus an additionel $20,520 in cash value (for a total of $I7g,920
in cash value) ar the end of 20 years (Line O, T"bl. 15). The whole life
owner has also grown the death benefit (Line @, Thble 15) and has

had access to all the living benefits of the policy. The rerm life insurance
owner has had life insurance coverage but no addirional benefits and no
forced savings.

The "buy term and invest the difference" advice the experts give
attempts to make up for the fact that there is cash value accumulation
in the whole life policy as compared to the term life insurance policy.
The rationale goes like this:

Buy the 2}-year term life insurance fo. $990. The difference
between your annual whole life premiu m ($7 ,970) and your annual
term life premium ($lAOl is $6,990. If you inuest the g6,990 in the
stockmarket for 20 years and get an 8%o return everyy,"ar then you
will end up with $3I9,876 in an investmenr asser. This is a lot more
($139,956 more, to be exacr) than whar you accumulated in the
cash value in your whole life policy over 20 years of $179,920. So by
investing in the market you'll come our far ahead.

The assumption inherent in this advice is that the stock market
is a great place to grow your money. That simply by putting your
money in the stock market and staying there you will be fine. (Is
anyone getting the least bit bored with this advice yet?).

The "buy term and invest the difference" advice does not accounr
for the impact of variable rares of rerurns, capital loss, and the impact
of sales commissions and fees.

still, it would be better ro invesr the difference than do nothing.
often what happens is that people don'r invesr the difference, they
spend the difference. So they end up with a rerm policy that ends at
65, no life insurance, and no investment asser.
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You won't need life insuronce ofter 65

The "Buy term and invest the difference" advice is also built on

the assumption that you dont need life insurance after age 65. The

rationale goes like this: at age 65 your children or dependents will be

totally self-sufficient and living on their own. Your house will be paid

off. You will have enough assets and income to sustain you and your

dependents for the rest of your life. No more need for life insurance.

Okay. Lett explore this line of thinking. Lett say we have a

$2,000,000 death benefit in our term life insurance policy that expires

on our 65th birthday. If we get hit by a truck the day before our 65th

birthday, our spouse and family will grieve and receive $2,000,000

tax-free. Those we love will be able to use the $2,000,000 to move

forward into the future, to continue with life.

If the truck hits us the day afier ov 65th birthday, our significant

other and family get nothing. Yer they will suffer the same emotional

loss and have the same costs and life exPenses to address.

By choosing term insurance we have deliberately planned to

reduce the assets available to our family and our estate by $2,000,000

at some pre-determined time. Does this make any sense?

Think about it. \We spend a lifetime working hard, planning,

and growing our wealth' \we diversifi' our resources and use as many

financial tools as possible to avoid losing money in our portfolio. \We

worry about the loss of our resources due to the unpredictable nature

of the investment marketplace. So how does it make sense to release

a $2,000,000 asset as a planned loss?

Something else to consider

Term insurance by definition is not designed for lifetime coverage. Term

insurance is affordabl e during the term specified in the policy (referred

to as the premium guarantee period). Often these terms are between
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5 and 30 years in duration. However, once the term ends, annual
premiums can quickly escalate and become prohibitively expensive.

Table 16 is a typical term life insurance policy with a $2,000,000
death benefit purchased for a man, in good health, at age 35
(Line Q, Thble 16). Annual premiums within the 3O-year premium
guaranree period, ro age 65, are $2,6g0 (Lines @ and @, T"bl.
16). Notice once the 3O-year rerm is complete, should we want ro
continue coverage, the premium rises significantly: from 

^ $2,690
annual premium at age 65 to $64,970 ar age 66 (the 31,, year the
policy is in-force). As you can see from Table 16, each subsequent
year after the 30-year term period (that is, after age 65), the premium
escalares dramatically (Line @, t"bl. te).

So why would you wanr to continue rerm insurance past its
premium guaranteed period of 30 years?

Consider the following scenario. It is not unusual.
You are approaching 65.For the pasr 30 years, you have

paid annual premiums for your term life insurance policy with a

$2,000,000 death benefit. The term ends on your 65th birthday.
one month before your birthd ay you are diagnosed with incurable,

inoperable cancer. Your wife, also 65, has not worked outside the home
in many years. Your adult son has just returned home after losing
his job. He has no savings and no income. your 401(k) has suffered
significant losses. You have health insurance but your medical expenses

will increase as you deal with your illness. You are deeply worried. In
your absence and without your income, you dont see how your wife
and son will have money ro move into the future.

At this point, you look into the possibiliry of extending your term
life insurance. The $2,000,000 tax-free death benefit would provide
needed financial resources for your spouse and son. However, as

Thble 16 shows, with premium paymenrs escalating from $2,690 to
$64'970 over one year and continuing ro grow yearly, this may not
be financially feasible for you, or even in your best financial interest,
regardless ofthe death benefit.
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So, in this example, by choosing term insurance you have
deliberately planned to reduce the assets available ro your family and
your estate by $2,000,000 at age 65.

This is the untold srory many people face with the expiration of
term life insurance policies. Just when you need it mosr, your term
insurance poliry may not be there.

Other Life lnsurance Misconceptions

Commissions and Cosfs

You will often hear that insurance agents and financial advisors only sell
participating whole life policies for the associated high commissions.
This assumes, firsr, that whole life insurance is a po.r product, so

agents need extra incentive to promore it. And second, that agents and
advisors are only in it for the money. Neither assumption is the case.

Lett look at both.

A participating whole life policy, designed as a financial vehicle, is

a powerful tool with srrong long-term benefits.
It is true that it is not a financial product that can work for everyone.

It takes a willingness ro learn and act independently, and not depend
entirely on your broker or the stock market. Plus, you or a close family
member or relative need to be insurable. And while you don't have to be
\Tarren Buffett, you do need a cerrain amount of financial capaciry to
fund a policy. The case studies in chaprers 8 through 13 demonstrate
how this srrategy can be applied to real-life scenarios.

And a word on the commissions.'!7'hen an insurance professional
designs a whole life policy as a financial tool, they customize it to
work uniquely for you. This takes time, skill, and knowledge, and
there is a commensurate cost.

Make sure you work with an insurance professional who is
patient with the many questions you will have, and is able ro answer

by choosing

term insurance
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to your family

and your estate

by 52,000,000
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with clear common sense. He or she should also be committed to

working with you once the policy is built and in-force. This will

ensure your abiliry to take full advantage of its enduring stability,

growth, and financial power.

You ll run into professionals in this field who choose not to perform

at high standards. They overcharge, cut corners, and act indifferently to

their clients' needs. They do not understand, nor are they interested in

the latest developments in the industry. Dont work with these people.

You don't have to. You deserve an insurance specialist dedicated to

delivering the highest qualiry service on your behalf.
tVhether you go to a doctor, plumber, or insurance specialist you

want to pay for work and knowledge but not overpay. Rest assured

that a reputable insurance agent with integrity will not sell you

a product that doesn't work for you, just so they can make money.

And just as you'd choose your doctor, plumber, and car mechanic

with a degree of care, it is wise to do the same with an insurance

professional. In any industry, you will encounter a range of skill,

values, and ethics. Find someone you feel comfortable with, and

whose knowledge and professionalism mesh best with what you

want and value.

One Size Fits All

If you were sitting in your doctort office, and she came out and

proceeded to write a prescription without so much as looking at you

or asking any questions, it would be reasonable for you to run' not

walk, to the nearest exit.

Dont seek or accept this treatment from financial advisors

either-or from TV celebrities, columnists, or radio personalities

who cannot possibly know anything about you. They are dispensing

general and generic information.T.his can be useful. But understand

that much of what they present is opinion, not fact.
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Media personalities cannot ask questions abour your parricular
financial situation, short- and long-term needs, nor your beliefs and
values surrounding money. And, almost without exception, they
promise that by staying in the stock market long-term you will come
out ahead.

To achieve any rrue financial well-being over the long-term,
please deal on a direct, personal level with Gnancial and insurance
professionals who possess knowledge and integriry. Do this whether
you implement the financial approach we outline here, or consider
the purchase of an investment product.

Front-Looded Costs

You will hear people say that whole life insurance is a poor choice
because it is front-loaded with cosrs. Yes, the costs of the actual death
benefit, administration, and agent commissions are paid early in the
poliry. Financial experts routinely point out that the effect of this front
loading is that you have ro wair a long time (15 years is often quoted)
before your policy's cash value equals the premiums you have paid.

This can be true of a whole life policy designed ro meer insurance
needs and not designed as a financial tool. A whole life policy designed

for use as a fnancial uehicle will usually cover its srart-up costs and
begin lifelong guaranreed growth uithin six or seuen years.

Most of us are willing to make a front-loaded investment in
ourselves. \7e readily pay the cosrs for education or training because

we believe that we will reap the benefits of this srraregy in some way
for the resr of our lives.

A participating whole life policy designed as a financial tool is no
different. \7e are setting up a predictable, enduring, financial strategy.
It is going to take some rime and effort to bring it to fruirion. As
long as we are knowledgeable about what we are doing and why we
are using this approach, we can resr easy and stay the course.

we are setting

up a predictable,

enduring,

financial strategy



...theconsistent

build-up of cash

value within

a basic whole

life policy isn't

necessarily a

problem at all.

Staying in the

stock market

long-term does

not necessarily

provide us

protection from

the depleting

effect of

stock market

fluctuations,

capital loss,

and fees.

Financial lndependence in the 21st Century

A Basic Whole Life Policy

The challenge with a whole life policy is to understand the difference

between a basic, participating whole life policy and one that is

designed and customized to be used as a financial vehicle. \fle'll take a

close look at several customized whole life policies in our case studies

in Chapters 8 through 13.

Most financial commentators and experts pull out a basic whole

life policy and use this policy to explain why whole life insurance

is not a good choice compared to the stock market. They show you

that it takes 15 years or more to recover all the premiums and have

this money available as cash value in your policy. And they are right.

However, the consistent build-up of cash value within a basic

whole life policy isn't necessarily a problem at all. Your basic whole life

policy is functioning exactly as it was designed to perform: to accrue

savings and provide a death benefit.

If you own a basic whole life policy, at about poliry year 15, you

do have an asset both with respect to the policyt cash value and the

death bene6t. At the l5-year mark, whether you are 40,65, or 105,

your policy does not expire. You have it for life regardless of what

health issues you may face. There is great value and peace of mind in

financial protection, stabiliry and steady growth.

The point financial commentators really want to drive home is

that if you had placed your money in an investment product over 15

years rather than a basic whole life policy, you would have done much

better financially.

Really? Guaranteed?

That position is built upon the projection of an average rate of

return in the marketplace over 15 years.

The financial communiryt main assumption is that any loss you

incur over these 15 years will be recovered because you will have stayed

in the market over the long-term. Realiry can look markedly different
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than these rosy esrimates. Ask anyone whose 401(k) is now a 201(k).
Staying in the stock market long-term does not necessarily provide

us protection from the depleting effect of stock market fuctuarions,
capital loss, and fees.

A Closer Look at o Basic Whole Life Policy

Let's take a look at a basic whole life poliry not designed as a financial
vehicle. The poliry shown in Table 17 is a basic whole life poliry for a

35-year-old man in good health. The annual premium for this policy
is $20,000.

Now, if your initial reaction to this $20,000 premium is to think
this is a lot of money just for insurance, hang in there. Remember,
the premium paymenr is not an expense that buys you life insurance
and then disappears. Your premium payment starts to accumulate as

cash value within your whole life policy. A basic whole life insurance
product is designed to function as a safe and secure saaings aebich
while you are living. Then, this policy provides a rax-free cash payout
to your family when you die.

Lett explore this policy further.
At policy year l, age 36 (Line Q, Thble 17), there is an immedi-

ate death benefit payable of $1,928,800. However, there is little cash

value available, only $llt.
As we look down the column showing "Net Cash Value," we see

that the cash value grows steadily each year. It is possibl e in anlt year
to take a loan againsr the policy's cash value. There is no possibiliry
of loss of the cash value from market fuctuations. The policy owner
is paid a contractually guaranteed minimum inreresr rate each year.
Although dividend values are nor guaranteed to be paid, the policy
owner is likely ro receive rhem annually. And once a dividend is paid
it becomes part of the policys cash value.

A basic whole life

insurance product

is designed to

function as a

safe and secure

savings vehicle

while you are

living.Then, this

policy provides

a tax-free cash

payout to your

family when

you die.
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Finally, the owner is not paying tax on the money growing inside

his policy. Nor does the money in the policy grow into a future tax

liabiliry unless the policy is surrendered or withdrawals occur above

the amount of premiums paid into the policy. This is quite different

from funds in a 401(k) or other qualified plans, which will be subject

to income tax upon withdrawal.

At age 50 or policy year 15 (Line @, Thble 17), i5 years after

the policy started, the owner has paid $300,000 in premiums into

the policy. The policys cash value is $305,000; the death benefit is

$2,010,078. As the financial commentators have stated, which we

confirm with this example, at policy year 15 the cash value within a

basic whole life poliry slightly exceeds the premiums paid.

Since the start of the policy, its owner has been able to access the

cash value. As the policyt cash value has grown, so has the pool of
money the policy owner could borrow against.

In addition, by purchasing the policy, the owner has created a

future tax-free asset (i.e., the death benefit of $2,010,078) for his

family or any beneficiaries he names. So the poliry owner has had

access to use and grow his savings while at the same time creating a

future tax-free asset for his family.

After policy year 15, the cash value in the policy continues to

grow. He has not lost money. Nor is he at any risk of losing money.

He is not paying monthly account fees and service charges. There are

no penalties should he wish to take a loan against his policy.

Should he need to finance college, a car, a business, or a vacation,

he can borrow against the policy without having to justify this decision

to anyone. He does not need to "qualify" for his loan, justify his credit

score, fill out forms, or convince his personal banker he is worthy' The

cash value within the policy is hk monqt The $305,000 cash value is

available for him to borrow against. He will pay his loan back with

inreresr, but he has the power to determine his own rePayment schedule.

This is your basic whole life policy. Not really so bad. In fact, PretrF

good. Itt not too exciting if you are looking for heady investment
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Notes

l. Hypothetical illustration

that does not represent a

specific product available for
sale, Actual results may be
more or less favorable.

2. Premiums shown are the
base premium.

3. Net Cash Value and Death
Benefit values listed in Table

1 7 assume that annual
dividends have been paid.

4. The policy shown here will
continue until age 1 21. As

long as there are enough
dividends earned, then the
policy owner may choose
the option of allowing the
policy to "self-completel
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returns, but itt got some kick to it if you value steady growth and

fi nancial independence.

Take a look at this basic policy as its owner turns 65 (Line O,
Table 17).fu he gets ready to retire, he now has $929,055 in available

cash value. In conrrast to our term life insurance policy owner, this

whole life policy will not expire at age 65.

And should his health fail, the policy owner has a death benefit

of $2,262,831 to provide for his family and beneficiaries.

After the age of 65, this basic whole life policy will continue to

grow until rge l2l (for simpliciry we have shown the policy until

age 65).

Prior to and after age 65, the policy owner also has options on

how to proceed with premium payments. One oPtion is to continue

paying premiums so as to take advantage of the savings and growth

capaciry of the policy.

The policy owner may also choose to be able to direct the

dividends paid into the policy to Pay the required annual premium.

As long as enough dividends are earned and/or paid-up additions are

present, then the poliry owner no longer needs to make premium

payments to keep the policy in-force. The policy becomes "self-

completing."
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An lntroduction
to the Case Studies

Now we are ready to explore the power of a pamicipating whole life
policy customized as a financial tool. 'we leave behind, once and for
all, the paradigm of participating whole life insurance as a necessary
expense ro prorecr our family.

The case studies presented in the next few chapters 
((,

focus on specific needs and wants at different lif. siages "Though no one can go
and through changing life events. \7e subdivided these back and make a brand
life needs, wanrs, and events somewhat arbitrarily by new start, anyone can
age. Remember that you can use a srrategy from any of
the case studies, regardless of your ^rr,':rril;.it;; 

start from now and make

appropriate for you and meers your circumstances. Itt a brand new ending."
truly a mix and match situation.

AIso, the various srraregies and approaches provided -Qapl 
Beno

in the case studies are meanr to be illusrrative, nor pre-
scriptive. '!7'e hope you will take the situations we present and adapt
and use the knowledge you gain and modi$, it for your own specific
situation.

our main goal is to show you the financial independence that you
can achieve when you get the core elements of securiry (no capital
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loss), growth, guaranteed access to credit, reduced fees and service

charges, and a tax-favored environment all moving together in one

direction.

A Few Thoughts to Keep in Mind

'We have crafted these case studies to best show the strengths and

diverse ways that this financial tool may be used as a cornerstone of a

lifetime financial srrategy. But a word of caution, a participating whole

life policy is not a magic money tree. You must treat this financial tool

with respect and care in order to have it ro work for you over your

entire life.

For example, policy loans are a very important comPonent Part

of a participating whole life policy. Accordingly, in four of the case

studies we show how policy loans work and how they may be used

in difFerent ways. But taking loans against the policy without regard

to the policy's funding can result in the whole life policy reaching

a point where no further loans are available because the maximum

available loan limit has been reached. (The maximum available loan

limit is a percentage of the cash value; in other words, you can't

borrow a greater amount than your gross cash value).

You should not borrow against your poliry if you do not believe

you can pay it back in the future or you do not understand how this

will impact your poliryt performance over the long-term.

Take the time necessary to understand how your whole life policy

works and the long-term impact of your choices on the policy's

effectiveness. This rype of information and strategy is available to

you through this book and your insurance specialist.

Remember that good stewardship and responsibiliry are critical to

the effective use of a participating whole life poliry as a financial tool.
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Starting your Policy

The initial policy premiums shown in the case studies vary from $5,355
per yeer ($465.25 per month) to $100,000 per year ($8,333.33 per
month). Our primary purpose in presenring a wide range of premium
amounts is to illustrate the fexibility you have with a whole life policy.
A whole life policy can be started (capitalized) with money reallocated
from current income, savings, qualified plans, investment income or
any other income. Annual or monthly contributions ro a 401(k) plan
can also be redirected into a parriciparing whole life policy on an afrer-
tax basis.

Retirement at Age 65

'we have all been trained to think of working until the age of 65 and
then retiring. However, if current statistics are any indication, more
and more of us may not be able to retire in the traditional sense.

According to the Retirement Policy Program sponsored by the Urban
Institute, researchers point out that retirement patterns are more
complex and varied than in the past. They report that age 65 is "no
longer a focal point for retirements."r

As we considered these case studies, we too recognized that 65
is an arbitrary 

^ge 
for retirement. It certainly doesnt seem to fit our

21" century realiry so far. However, for the case studies, we needed a
benchmark which reflects the point in time when you change from
accumulating wealth and resources ro living off your accumulated
reserve and reduced income. So please keep in mind that although we
use 65 as the retiremenr age in the case studies that follow, you can
substitute any age that works for you.

1. Richard I( Johnson, Barbara A. Butrica, and Corina Mommaens, "\7'ork and Retirement
Patterns for the G.L Generation, silent Generation, and Early Boomers: Thirry years of
change." urban Institute, The Retirement Policy program, Discussion paper 10-04, 2010.

li
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Case Studiesto Age 85

Participating whole life policies are built to age 121. To avoid

exceedingly long tables and traumatizcd readers, we generally show the

policy performencs to age 85. It's our belidthat ifyou can understand

how the poticy works to age 85, you will have thc knowlcdge to qury

you the rest of the way.
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Case Study 1-Looking

Forward at Age 35

Many of us move through our rwenties without planning
a great deal for our future. It feels as though we have a lot
of dme. !flhy rush?

Irt natural to stam thinking about our furure when
we commit to long-term relationships, start a family, and
our career.

At this dme, we think about the financial protection
of those we love and who are dependenr upon us. 'We

also start looking at how ro save and grow our money.
In many insrances, we are working for an employer who
offers a 401(k) plan and perhaps a matching contribu-
tion. This becomes our firsr introduction into the world
of qualified plans, mutual funds, and the stock market.

Our financial knowledge at this point may grow
in a piece-wise fashion-a magazine article here, a

TV commentator there, discussions with our work

Core Elements

@ Starting a Participating
Whole Life Policy
Customized for Financial
Use

@ Savingfor Retirement
versus lnvesting for
Retirement

d Security and Stability

@ Growth

@ financial Protection for
the Family

colleagues. 'W'e confuse the terms saving and investing
because we haven't thought about it that much. yet understanding
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the difference between saving and investing is critical to our long-

term financial we[[-being.

Getting Clear at the Outset on
Saving Versus !nvesting

As you develop a lifetime financial plan, spend time becoming clear on

whether you are saving or investing. Plan for both. 'We run headlong

into financial missteps because we do not take the time to consider what

we are doing and which financial vehicles to use. A lot of retirement

"savings" accounts are really retirement "investment" accounts.

To re-emph asize apoint we made earlier: many financial problems

arise when we use a product designed for one PurPose (e.g., security

and protection) but want a specific result the product is not designed

ro achieve (e.g., a high rate of return). tVe might also incorrectly expect

a product primarily designed for growth, which conrains a higher level

of risk, to operate as a savings product.

Turbo-Charging the Power of
Protection and Saving

A basic whole life policy is designed with the goals of financial

protecdon, saving, and steady, predictable growth without the risk of
loss.

By customizingawhole life policy to work as a financial vehicle,

we can acrually turbo-charge its built-in strengths. The core goals

are ro design a whole tife policy that takes advantage of the living

benefits much sooner, and to have greater fexibiliry as to the amount

of money we can contribute to the policy.
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By customizing the policy to act as a financial vehicle, we:

,/ Grow its cash value more quickly. This results in access ro

a greater percentage of our money sooner.

,/ Cause the cumulative premiums paid to equal the poliryt
net cash value in less than 15 years.

,/ Grow the cash value within the policy as quickly as

possible, through dividends and paid-up additions, so

that the cash value accumulation each year exceeds the
annual premium payment.

/ Grow tax-deferred savings.

,/ Create immediate and growing financial protection for
beneficiaries.

,/ Develop a future rax-free asset: rhe death benefit.

,/ Ensure guaranteed access to cash without fees or penalry.

,/ Create a pool of money to supplemenr reriremenr.

The Basic Whole Life Policy versus a policy
Customized as a FinancialVehicle

A healthy 35-year-old man named Miguet and his wife, Serena,

have rwo children. Miguel and Serena are deciding where ro put
their money. They are tempted ro conrinue making contributions to
Miguel's companyt 401(k) plan, but it hasn't grown in the pasr year.

Miguelt mother also needs financial assistance. Miguel and Serena are

worried because they cannor access the money they have in Miguelt
401(k) should he need cash to help his mother.

Miguel and Serena investigate, and decide to implemenr a

customized participating whole life policy (Thble 18).

i:
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Customized Participoting Whole Life Policy on

on lndividuol Age 35 (in Good Health)'

Age of
lnsured

Premium
(Beginning of Year)2

527,015

s27,O15

527,A15

s27,O15

527,015

527,015
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526,20s
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s26,20s

526,205

526,205

Net Cash
Values
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Benefit'
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s 1 ,876,510

51,958,974
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Notes

1. Hypothetical illustration that does not represent a specific product available for sale. Actual results may be more or less
favorable.

2. Premium shown includes base premium plus paid-up additions.

3' Net Cash Value and Death Benefit values listed in Table 18 assume that annual dividends have been paid.

4. The policy shown at age 85 will continue until age 121. As long as there are enough dividends earned and/or paid-up
additiont then the policy owner may choose the option of allowing the policy to "self-completel

1 l?
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Miguel and Serena start the policy on Miguel when he is 35. After

the first year, policy year one, Miguel and Serena have contributed

$27,015 in premium (Line @, fible 18). The cash value available after

this first year of premium is $18,038. This cash value is significantly

higher than is usually available in a basic whole life policy after the

6rst year. Recall that in the basic whole life example (Thble l7), aftet

a first-year paid premium of $20,000, the cash value was only $731.

The reason the cash value available is much higher in this case

study than in the basic whole life policy in chapter 6 is because the

poliry owners used paid-up additions. This allows more money to be

placed in the customized policy which is then available as cash value.

TheValue of a Custom-Designed Policy

Miguel and Serena now have access to rwo-thirds of their first year

premium.

They can take a loan against the policy and assist Miguelt mother

without paying withdrawal penalties and fees. Because this loan is

against the policy, the money is not taxable income.

They have also protected their family with a $1,799,066 tax-free

death benefit.

\7hen Miguel turns 39 (Line @, Table 18), four years after the

start of the policy, with each annual premium Payment Miguel and

Serena make, the cash value increases by more than the premium

payment as a result of policy design and dividends paid into the

policy. The money inside the policy is growing at a steady and

predictable rare. There is no risk of loss. And with the death benefit,

they have a future tax-free asset of $2, 083,695 to protect their family.

Eight years after the start of the policy, Miguel is 43. The cash value

in the policy is $222,16I; Line @, Trbl. 18. This slightly exceeds the

total premiums he has paid into the policy ($2L6,120).
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Remember that in our firsr look at a basic whole life policy in
Chapter 6, it took 15 years for the cash value in the policy to equal or
slightly exceed the premiums paid (Line Q), Thble 17).

Miguel's cusrom-designed policy has reached this milestone in
eight years-in almosr half the time.

Miguel is ready to retire ar age 65. This is 30 years after his whole
life policy started. He does not have ro worry about his life insurance
poliry ending at the conclusion of some pre-specified term. His whole
life policy remains in-force.

Miguel and Serena have $1,642,77 j available as cash value (Line

@, T"bl" 18). Should he and Serena choose, they can borrow against
this cash value to supplement their lslilsrngni-an amount that is

not taxable because it is a policy loan. Miguel and serena also have

a $3,405,596 asset created for Serena, their children, and any other
beneficiaries.

.l )r-
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Case Study 2-Managing

Life Events at Age 45

Allen is a single parenr with one son, Michael. Allen is

Senior Manager at a technology company. Michael is in
his junior year in high school. College is looming. At
45, Allen wanrs to help fund Michaelt education while
continuing to save for his own redrement.

So far Allen has accumulared $430,000 in after-tax
savings for his rerirement. Allen knows he needs more
money to retire. But leaning back in his chair, studying
his account sratemenrs, Allen feels rightfully proud of his
savings. He's had to overcome some tough life events to
get this far.

Allen is involved with his sont educational goals
and choices. He and Michael have talked about and
considered college choices together. \7hen Allen is 48,
he figures he will need $30,000 per year ro supporr
Michael through four years of college.

Allen looks at this $120,000 outlay for Michael,s

Core Elements

@ neallocation of Assets

@ Financial Protection for
the Family

S eoticyloans

@ n4anaging Life Events:

. Paying for College

. Job Change

. Retirement

d Setf-Completing policy

education and shakes his head. Itt a daunting amount of money.
Almost one-third of his enrire lifetime savings. He jokes with his
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friends that it's like driving a new car off a cliff every year. But Allen

believes Michaelt education will lay a solid foundation for Michael's

future. And he wants this for his son.

Starting a Policy at 45

Allen's goals are ro continue to fund his retirement, suPPort Michael's

college cosrs, and also protect Michael financially should he (Allen)

pass away unexpectedly.

Allen also wants to develop a coherent and integrated lifelong

straregy that will allow him the flexibiliry to manage unforeseen

events. Allen knows if he depletes his retirement fund to pay for

Michaelt college without a long-term srraregy he is leaving himself

in a financially weakened position. This is true with respect to his

rerirement fund, and also his ability ro manage any unexpected life

events that may come his waY.

At 45,Allen has already lived through a few curve balls. He wants

the financial fexibiliry to handle what comes his way strategically,

without resorting to panicked short-term crisis management.

Allen is also tired ofwatching the fuctuations in his non-qualified

IRA (Individual Retirement Account). He's seen his non-qualified

IRA, along with his other investments, grow and shrink due to

market fluctuations. At 45, Allen has had enough of this roller

coasrer. He wants ro remove his worry factor about whether his

money will be there when he needs it for his sons college education

and for his retirement. He wants to be able to count on his plan to

work, and for his savings to be there as he moves into his fifties and

beyond.
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A New Beginning

Allen decides ro srart a cusromized whole life policy as rhe cornersrone
of his lifetime financial straregy.

Allen's insurance representative spends time with him discussing
Allent life goals, household budget, and overall financial situation.
It is essential that he understand Allent income, rerirement savings,
college costs for Michael, and retirement needs.

The final policy design is shown in Table 19. The premiums
shown in Table 19 include base premium and paid-up addirions.
Lett walk through each element of this policy so we can see how
Allen has prepared himself to move successfully through college
planning and his retirement years.

Strong Policy Design

Reallocating Assets

Allen starts his policywhen he is 45.Hedecides to reallocate $430,000
in after-tax savings into the poliry. Allen also realizes that the money
he has wirhin his IRA is located in mutual funds, which are at risk.
Allenb IRA is really an invesrmenr accounr and not a savings accounr.
He wants to move his money into a vehicle that will operare as a solid
savings plan with minimal risk.

Allen decides on a step-wise approach to this reallocarion, moving
$52,000 after-tax into his policy each year from his saving accounrs.
Allen also decides to redirect his after-tax invesrment contributions of
$1,417 per month ($17,000 annually). He will redirect this g17,000

toward the policy, plus an additional $1,000 annually in savings, to
reach the goal of $70,000 in premium ($5Z,OOO plus $18,000).
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Customized Participoting Whole Life Policy
on on tndividual Age 45 (in Good Heolth)l

Net Annual Loan Cumulative
Premium2 Loan PaYment Loan
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516,000

s 16,000

SO

5o

$o

5o

SO

5o

s30,000

530,000
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S108,791
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5240,187
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s494,788
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s100,0ffi

s1,68

s 5,666

4,W7

s75,0@

Noff,/s

l. Hypothetical illustration that does not represent a speclfic product ayailable for sah. Actual results may be more or less
favorable.

2. Premium shown includes base premium plus paid-up additions.

3' Net Cash Value and Net Death Benefit values llsted in Table 19 assume that annual dividends have been paid.

4. This policy ls customized to provide (l ) maximum flexlbility in premium contributions and (2) an increased death benefit
early in the policy to ensure the great$t financlal protectlon for Allent son, Michael. At age 56, the death benefit adjusts
as it was designed to do.

5. The policy shown here at age 85 wllt continue until age 1 21. As long as there are enough dividends eamed and/or
paid-up additiont then the policy owner may choose the option of allowing the policy to,self<ompletei
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' fr*llocatlng Aftentax Isscts lnto the Follcy

: : to,Premlum

s18,000

s 18,000

s 18,000

$18,ooo

s18,000

s90,000
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s18,000
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S18,ooo
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s18,000

s18,000
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s90,000

46
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49

50

Sum of Contributions
Ages 46-50

51

52
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54

55

5um of Contributions
Age 51-55

56
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59

60

Sum of Contributions
Age 56-60

TOTAL SUM OF ALL

AFTER.TAX CONTRI BUTIONS
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s52,000

ss2,000

552,ooo

s52,000

s260,0@

s22,000

522,ooo

s22,000

s22,000

522,ooo

sI10,000

s12,000

s 12,000

S12,ooo

s12,000

s12,000

s60,000

570,000

s70,000

s70,000

s70,000

s70,000

s350,000

s40,000

S40,ooo

s40,000

s40,000

s40,000

s200,000

s30,000

s30,000

s30,000

s30,000

530,000

5150,000

I

s430,000 S27o,ooo s700,000
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\)7hen Allen starts his policy (Line ([), Thble 19), he pays $70,000
in premium, with a starting cash value of $52,926. He also creares a
death benefit ro prorec his son of $1,798,300.

Table 20 summarizes Allent planned reallocation of his after-tax
money over l5 years (from the start of the policy through age 60).
Remember that he has a total of $430,000 in after-tax money to
re-allocate. He is also redirecting new money that he would have put
into his IRA into the policy.

Allen's premium paymenr is designed to be fexible. He can srart
out making larger premium paymenrs of $70,000 as he completes
the major reallocation of his money. As the remaining funds
diminish he can plan to reduce the amount of premium he pays
into the policy.

The insurance rerm for paying the maximum premium into a

policy that uses a paid-up additions rider is "overfunding." A, Allent
policy demonsrrares, he doesn'r need to pay the maximum premium
amount to keep a policy in-force. However, overfunding is a strong
financial straregy because every time he puts a dollar into the policy
beyond what is minimally due to keep it in-force, he increases the
cash value by more than the dollar he puts in.

Paying for College

Allen has funded his whole life policy for three years (Line @, Trble
19). His son, Michael, is ready for college, and the rwo of them have
discussed college costs. Their agreement is that Allen is providing
Michael a loan to cover his college expenses.

This is part of their joint agreement ro supporr each other. Allen
is loaning Michael money so he can afford ro attend college and not
worry about money while he is there. Michael has agreed to honor
Allent support and repay his dad's loan once he has finished college
and has a steady income.
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Allen is 48 yearc old when Michael's first college Payment is due.

Allen pays his premium of $70,000 into his policy' Allen then takes

a $30,000 loan against his policy to Pay Michael's college expenses.

Notice that Allen makes a very deliberate choice to Put $70,000

into his policy and then take a loan against the policy of $30,000 to

pay college expenses. Although he could, Allen does not reduce his

premium payment to $40,000 and write rwo seParate chec[<s: one for

his policy and one for college. Allen puts $70,000 into his policy and

then takes a loan of $30,000 against the policy.

He has two specific and very good reasons for doing this: first,

it takes advantage of his customized whole life policy design; and

second, it captures the power of the paid-up additions built into

this policy. You'll recall that paid-up additions refer to amounts of

additional whole life insurance that can be added each year to a

whole life insurance policy.

The Power of Paid-up Additions

Paid-up additions are fully paid-up additional amounrs of insurance

that increase the cash value and death benefit. A benefit of paid-up

additions is that they are dividend eligible. This means the more paid-

up additions you buy, the greater the potential dividend you receive

annually.

By customizing the poliry to allow the purchase of paid-up

additions, we design a system for annual cash growth within the policy.

The paid-up additions buy more death benefit and increase cash value,

which in turn increase the dividends. The dividends go towards buying

more paid-up additions the following year and the cycle repeats.

The real value of using paid-up additions in Allent participating

whole life policy is that Allen increases the amount of money that

is going into his policy (over and above the base premium that is

required to keep the policy in-force).
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It Gets Better

There is another compelling reason to pay for Michael's college costs
with a loan against the policy. If Allen passes away, the loans in the
policy are subffacted from the death benefit. In Allent case, if he
suffered an unexpected death ar age 52 (Line @, T"bl. l9), the loan
and loan interest of $142,557 would be subtracted from the death
benefit. Michael would receive rax-free, the net death benefit shown
of $2,591,008 and his college loans and inrerest would be paid in full.

Repayment of the College Loan

Happily though, ar age 52, Nlen is still in good health and enjoying
life. Michael has graduated. However, rhe economy is slow and
Michael has not been able to find a job in his field. Michael is working
at a convenience srore bur can'r afford ro pay his dad back right away.

Allen and Michael have agreed once Michael lands a job in his field
with longer-rerm potential, Michael will begin his repayment plan.
Both Allen and Michael are not under pressure ro srarr repaying college
loans in a poor economy. If Michael had obtained a regular student
loan, he would have struggled with the standard repayment plan
requiring students to srarr loan payments six months after graduation.

Allen has funded his sont college education. Het also grown
his retirement fund and the cash value in the policy. Allen has not
worried about market fuctuations or capital loss.

As it happens, it takes Michael three years ro get himself long-
term employmenr. \When Allen is 55 (Line @, T"bl. l9), Michael
starts repaying the loan at $1,250 per month ($15,000 per year). At
this point, rhey have been able to let the loan sit inside the policy
over three years, letting the interest accrue and be added to the loan.

Although they have accumulared interest against this loan, they
have not been forced ro srarr loan repayment until Michael was ready.
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Allen and Michael have set their own loan repayment rerms on their

own schedule in response to an unpredictable employment market.

AIso at age 55,Allen is approaching the last five years of his plan

to reallocate his assets by age 60. He has a cumulative loan against the

potiry of $149,278 (Line @, T"bl. 19). Despite this loan, he also has

$494,788 in cash value and a$2,847,205 net death benefit.
\When Allen is age 57 (Line @, Trbl. 19), Michael is feeling

financially able to increase his loan payments to his dad. He

contributes $18,000 annually ($1,500 per month) toward repaying

his loan.

Age 60-5o Where is Allen Now?

At age 60, Allen has completed reallocating all his assets. He is still

working and expects to redirect contributions and savings of $18,000

per year into his policy. As we can see from Table 20, Allen has

reallocated and redirected a total of $700,000 into his poliry.

How is Allen doing?

Looking at Line @ 1f"Ute 19), we can see Allen is doing Pretty

well. He has contributed $700,000 into his policy. His policy cash

value of $880,710 exceeds his total contribution of $700,000 by

$ 1 80,71 0. And Allen has created a tax-free legacy for his son (in terms

of the net death benefit) of $3,225,259.

Job Change

Allent job situation changes as he heads into his sixry-first year. His

employer, a technology company, is shifting resources. They ask Allen

if he would consider working at a reduced salary. Allent earnings

drop. Even though his earnings are lower, understanding that he is

in the final years of building his retirement, Allen redirects as much
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money as he can into his policy. This results in a premium paymenr of
$20,000 per year ($t,665 per month); Line @, Trble t9.

One of the chief advantages of a whole life policy is a fexible
premium to accommodate life changes. Despite a decrease in income,
Allent policy is nor in jeopardy. He has $959,78g in cash value should
he need to borrow againsr the poliry ro finance unforeseen events.

Retirement

As Allen approaches age 65, he continues to worl( part-time. At age

65 he has $1 ,274,523 available to him in rhe policy's cash value (Line

@, T"bl. 19). The net death benefit is $3,516,604.
Allen plans ro use the cash value in his policy to supplement his

retirement. He will take loans against the policy and not repay them.
\Mhen Allen takes a loan against the policy it creares a lien against
the cash value available and reduces the death benefit. IfAllen should
choose to repay his loan, then the money becomes available once
more as part of the cash value and death benefit.

This approach of taking loans against the policy and not repaying
them has been carefully considered and planned for as part of Allent
long-term rerirement strategy. This is a valid straregy as long as Allen
monitors the impacts of his policy loans on his cash value and net
death benefit.

Accordingly, whatever loan amount (plus interest) accumulates
will be subtracted from the policyt death benefir.

The net death benefit in Allent policy has grown and will continue
to grou/. Despite taking annual loans against the policy to fund his
retirement, Allen's son will still receive a significant tax-free legacy
when Allen passes away.

\When Allen is 66, he conrributes $16,000 per year to rhe policy
in social securiry income. He also takes a loan against the poliry of
$60,000 to supplement his income (Line @, Table 19). Because Ailen
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is taking this $60,000 as a loan against the poliry, it is not subject to

income tax.

Alan plans to use the cash value in his poliry as his retirement

fund. He will continue to take loans against the policy and not rePay

them.

Allen continues to benefit from paid-up additions that continue

ro grow the cash value and death benefit within his policy. Should

Allen pass away at age 66, as sole beneficiary, Michael will receive the

net death benefit of $2,903,763. Remember that the net death benefit

already has the loan and loan interest amount deducted and the cash

value included.

Policy Dividends Pay the Premium-You Don't

'W'hen Allen reaches 70, he is done with working part-time. At age

7 | , he takes a loan against the policy of $ 100,000 to supplement his

reriremenr (Line @, Thble 19). As a loan, this money is not subject

to income tax.

Allen also chose to direct a portion of the dividends paid into the

policy toward paying the required premium. This means that Allen

no longer needs to make premium Payments to keep the policy

in-force. The policy becomes "self-completing."

At any time, in response to changing conditions, Allen can choose

to reverse this option and start making premium Payments again. If
Allen received an inheritance, he might decide that the policy is an

excellent place for this money. He could then start making premium

payments again.

The option to allow a policy to self-complete also helps deal

with unexpected life events, such as a job loss or change in health.

Choosing the self-complete option for even a year or two before

resuming premium payments can reduce financial Pressure, keep the
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poliry in-force, and allow financial fexibiliry simply unavailable in
other financial products.

Allen is happy. At 7l and into the future, he has elected not
to make premium payments. His loans against the policy are rax-
free income. He does not have to worry about market fuctuations
decimating his retirement.

Table 19 shows Allen taking loans against the poliry until age
85-loans he does not have ro repay. If we look at the policy srarus
when Allen is age 85 (Line @, Thble 19), the net death benefit
available to Michael is $1,372,559.

This net death benefit of $1,372,559 is the amount of money
Michael will receive tax-free if his father passes away atage g5. The
loans and loan interest are already subtracted from the death benefit
to arrive at the'net death benefit' shown in Thble 19.

1 -19
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Case Study 3-PIanning
for the Future at Age 55

Jane,55, has established her own business buying homes,
renovating them, and reselling them. She has rwo grown
children living in differenr cities pursuing their own lives

and careers.

Janet husband passed away unexpectedly a few years
ago. At times, Jane finds herself feeling anxious about
relying solely on herself and her business to fund her
retirement. And, she wants to leave a legacy for her
children. At some point in the next 10 years, Jane would
also like to stop work and take time to visit her friends,
travel, and spend dme with her children.

\)fhen Jane looks at her investmenr accounrs, she feels

uneasy. Her retirement investment accounts are not doing
that well. All but one invesrment fund has lost money
over the last year.

She looks ahead to the next 10 years and knows she

Core Elements

d Reallocation of Assets

6 arilaand Grow Savings

@ Business Loans

@ O4imize Social Security
Payments

@ Rssist Aging Parents

@ lnheritance

@ Retirement lncome

needs to ensure her money will be there for retirement. She cannot
afford any more losses. she dreads the next call from her broker which
starts with the words, "Sorry, Jane."

141
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Jane is also tired of dealing with banks. Each time she applies

for a business loan to renovate a house she needs to provide an ever-

growing mountain of documentation. She thinla that with her track

record and high credit rating, the loan Process would get easier. But

it never does.

There's always a new business loan officer to deal with, plus

different forms and requiremenrs. The inevitable hoops include three

years of business financial records, personal guarantees, statements

of assets, and personal net worth, etc. It makes Jane want to reach

for a dry martini. And Jane doesn't drink.

After much thought and a fair bit of research, Jane decides to start

a customized participating whole life policy. Shet looking for growth,

stabiliry and fexibiliry. She also wanrs access to credit for her business

without continually having to Prove shet worthy.

Table 21 is the policyJane has implemented at age 55' Let's walk

through Jane's policy and explore how it meets her short- and long-

term goals.

Reallocating Assets with a Custom-Built Strategy

Jane first decides to reallocate the $500,000 after-tax investment

balance into her policy in annual increments. The first policy year,

Jane pays $100,000 (after-tax) in premium into her policy (Line

Q, t"bl. zt;.
Jane does not have to place $100,000 worth of premium to get

her policy started. In Janet case, the minimum premium required to

keep the policy in-force is $22,702 (which decreases to $22,000 at

age 68).

In consultation with her insurance specialist, Jane adopts a specific

strategy where she 'overfunds' the policy by paying the maximum

amount of premium allowed. Using this approach, the death benefit

provided by the policy grows more quickly. Every dollar Jane puts
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into the policy beyond what is minimally due to keep it in-force
results in an increase in the dearh benefit by more than the dollar she
added.

Business Loans Without Red Tape

\7hen Jane is 58, she has owned the policy for three years
(Line @, Thble 2i). She has now reallocared assets of $300,000.
During this third year,Janeneeds capital to finance a home renovation.
She takes a loan against her policy of g 150,000.

Jane couldn'r be more delighted with the loan process. She

doesn't need to provide any financial sratements, fill out confusing
forms, prepare a statement of net worth, provide three years of
business financials, or answer calls from the loan officer questioning
her statements and business transactions.

All Jane did to take a loan against her policy was ro fill in a loan
request form and submit it to her insurance company. on this form,
she provided her name, policy number, and loan amount. That,s it.
There were no loan origination charges, no service fees, no initial
finance charges, no closing fees, no commissions, and no hassles.

She can't quite believe the process is this simple. She questions her
insurance agent, John. Surely she is missing something? John confirms
that since Jane is borrowing against the cash value within her policy,
her check for $150,000 will simply show up in the mail in about a
week or so.

John explains that Jane's loan against the policy creares a lien
against the cash value and death benefit in the policy. IfJane pays back
her loan and interest, rhen the principal payments made will become
available once more as parr of the cash value and death benefit. If she
chooses nor ro repay the loan, then this $i50,000 loan amount (plus
interest) will be subtracted from the death benefit. It's that simple.

Jane gets to choose what she wants to do.

There were no

loan origination

charges, no

service fees, no

initialfinance

charges, no

closing fees, no

commissions,

and no hassles.
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Customized Participating Whole Life policy on an
lndividual Age 55 (in Good Heailth)l(continued)

Age of
lnsured

77

78

79

80

81

82

83

84

O as'

Net
Premium2

s22,000

522,OOO

S22,ooo

$22,000

s22,000

s22,000

s22,000

s22,000

522,000

Annual
Loan

5150,000

5150,000

$ 150,000

s150,000

s80,000

s80,000

s80,000

s80,000

s80,000

Loan
Payment

SO

SO

SO

SO

SO

SO

SO

5o

SO

Cumulative
Loan

s565,74"1

5751,528

s946,605

s 1,151,435

51,293,OO7

51,441,657

51,597,740

51,761,627

51,933,709

s 1,239,395

s 
.l,153,973

s 1 ,063,1 g6

5966,673

5937,320

5904,476

s867,966

5827,670

5783,211

Death
Benefif

52,632,'l7B

52,512,96'l

s2,397,135

s2,254,333

s2,188,203

52,119,062

52,046,566

51,970,263

51,890,002

l\lotes

1. Hypothetical illustration that does not represent a specific product available for sale. Actual results may be more or less
favorable.

2. Premium shown includes base premium plus paid-up additions.

3. Net Cash Value and Net Death Benefit values listed in Table 2l assume that annual dividends have been paid.

4. lnsteadoftakingaSl50,000 loanagainstthepolicythisyear,JanedecidestokeepSt50,000from her5650,000inheritance
and place the rest (9500,000) into her policy.

5. The policy shown here at age 85 will continue until age I 2l. As long as there are enough dividends earned and/or paid-up
additions, then the policy owner may choose the option of allowing the policy to "self-completel,

John also confirms that Jane is in total control of her loan repay-
ment schedule. No one will be calling or sending form letters to her
outlining her loan repaymenr rerms or fixed repayment schedule.

Jane is delighted. she takes the $150,000 and uses ir ro renoyare
and upgrade her latest home. For the 6rst year of her loan, she makes
no loan paymenr (Line @, Thble 21). In the nexr rwo years, as Jane
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turns 59 and then 60, Jane decides to rePay her loan (Lines @ and

@, t"ble zt;.
As Jane repays her loan within these two years, she continues to

reallocate her assets and overfund her policy by paying $100,000 in

premium.

By age 60 (Line @, Trbl. 21), five years after Jane started her

customized participating whole life policy, Jane has repaid her

$150,000 loan and completed the reallocation of her investment

assets. She has $488,810 in cash value, slightly under the $500,000

she has paid into the policy in premiums. During this time, she has

also been able to take advantage of the built-in guaranteed credit

faciliry within the policy for her business.

At age 61 (Line @, Tabl. 2l),Jane reduces her premium Payment

to $22,702. She has expanded her business and is completing two

home renovations. She takes a loan against the policy of $300,000.

To best manage her business cash fow, Jane decides not to pay loan

interest or make any loan payments the first year. Over the next two

years, she sells her homes and repays her loan such that she is able to

optimize her business cash flow.

Growing her Money and her LegacY

By the time Jane is 63 (Line @, T"ble 21), just eight years after the

potiry was initiated, she has $625,657 in cash value. Jane has paid

$568,106 into the poliry. Her policy cash value now exceeds the

amount she has paid in premiums by $57,55L Jane has effectively

used the potiry to take loans of $450,000 to oPerate and manage

her business expenses without needing to qualifr for business loans

through her bank. Should Jane pass away unexpectedly, she has

created alegacy of $2,811,608 (net death benefit) for her children.
'S7ith atl her business activities and stress, Jane has been able to

watch her money grow steadily and without concern. She no longer
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fears calls from her broker with news her investmenrs have dropped
in value but not to worry. Jane has been able to focus on her business
and her family without wondering what will happen to her money in
the future. A great relief!

Helping Aging Parents

'!7hen 
Jane is 64, her father falls ill and passes away. Her mother has

medicd bills, limited assers, and failing health. Jane needs to assist her
mother financially. Jane takes a loan against the poliry of $350,000.
She uses this money to help her mother cope financially with the
transitions she must make: dealing with increased health care cosrs,

selling the family home, moving, finding, and paying for long-term care.

It is a stressful time for Jane and her mother. There is much
heartache. However, since Jane is able to help her mother financially,
this eases the stress her mother is experiencing.

It takes eight months to sell her mothert home. Even longer
to see the finances finalized and her mother settled. Jane makes no
loan payments for rwo years. \7hen she is 66, she is able to repay the
principal plus interest on the policy loan with funds from the sale of
her parent's home.

Leveraging a Final Business Loan

At 66, Janet business is going well. fu she nears retirement in the next
few years, Jane decides she wants to put as much as she can into her
policy. At66 and67 she makes premium payments of $100,000 each
year (Lines @ and @, Tabl. zt;.

.S7hen 
Jane is 67 (Line @, T"bl. 2l), she takes her largest

loan against the policy yet ($450,000). She is completing several
renovations and this is her last big series of projects before she retires.

1,1 ?l'1 /
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Notice that Jane makes an educated decision to contribute

$100,000 into her policy as premium and then take a loan against the

policy of $450,000. She chooses this first strategy rather than pay less

premium and take a smaller loan. \flhy?

By putting $100,000 of premium into the policy and then taking

a loan against the policy of $450,000, Jane is taking advantage of her

customized whole life policy design and the paid-up additions built
into her policy.

By deliberately paying the maximum premium she can, and then

taking a loan (rather than decreasing her premium payment), Jane

uses the paid-up additions to increase the amount of money going

into her policy.
'When 

Jane overfunds the policy in this way, she uses the

paid-up additions rider to purchase additional whole life insurance.

The payment of dividends on the paid-up additions causes the

additional amount of money inside Janet policy (specifically the

death benefit and cash value) to compound. This growth is an

important cornerstone of a particiPating whole life policy designed

as a financial vehicle.

Social Security and the Whole Life Policy

At 68, Jane starts to draw her Social Securiry. She uses her Social

Securiry income of $12,000 and $10,000 of income to fund the

policy. She also uses her business reserves to rePay her $450,000 loan.

In her seventy-first year, Jane decides to retire' She continues to

use her Social Security combined with her personal income to fund

the policy. However, atTI,Jane also starts to take a loan against the

policy of $150,000 per year to supplement her retirement (Line @,
Table 21). BecauseJane is taking this $150,000 as a loan against the

policy, it is not subject to income tax.
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Jane plans to use the cash value in her policy as her rerirement
fund. She will continue to take loans against the policy and nor repay
them.

'S7'ith a solid income and free time, Jane travels, visiting her
children and her mother. She is enjoying her freedom and her life.
she is not worried about money or stock market volatiliry or her
investmenr portfolio.

Receiving an lnheritance

Sad news. \(hen Jane is 76 her mother passes away. Jane receives a

tax-free inheritance of $650,000 via her mothert life insurance policy.
Usually, it's challenging to know what to do with a large lump sum of
money. However, Jane has no such concerns.

Jane decides nor ro take a loan of $150,000 against her policy
this year. Instead she keeps $150,000 of her inheritance and puts the
remaining $500,000 into her whole life policy (Line @, Thble 21). By
placing this money in the policy, she repays part of the loan she made
against the policy and this increases her cash value and death benefit.
Her cash value within the policy climbs to $1,3I9,741 and her death
benefit reaches $2,7 45,210.

Jane is not dependenr upon her children for support. She is able to
conrinue to take annual loans against the policy of $t50,000 to fund
her retirement.

Jane's Unique Policy Design

Jane continues to fow her Social Securiry ($ 12,000) and other income
($10,000) into the policy to make her premium payments. If she

wanted, Jane could also opt not ro make any premium payments and
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have the policy "self-complete." However, in Janet situation, this is

not necessary.

By fowing her Social Security and personal income through

the policy and not opting for the policy to "self-complete," Jane

accomplishes the following:

./ She creates additional growth in her poliry which far

exceeds her contribution.

./ Her entire income remains liquid should she need or

want it.

,/ She grows the death benefit for her children.

Leaving a Legacy

Jane was fortunate to receive an inheritance from her mothert life

insurance policy.

Similarly, Jane wants to create a financial legaq for her children.

Her children are not expecting it. They dort't even want to talk about

it. But it makes Jane feel h"ppy and satisfied knowing that she can

help them in this way.

Janet policy is set to continue to age 121. She can continue her

retirement strategy using her Social Securiry income to assist making

her premium payments and taking loans against the policy as long as

she lives.

Thble 21 shows Janet policy until age 85 (Line @, t"bl. Zt;.
If Jane passes away at 85, she will leave her children a tax-free

inheritance of slightly under $2 million ($1,890,002).

Jane is at peace with her choices and her financial decisions.

Regardless of how long she lives, she has created a future free of
financial worry.
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Case Study 4-Looking

Forward to Retirement at Age 63

Saul has worked all his life as an electrical engineer. HeU
be the first to tell you he has weathered some ups and
downs in life starting with his first wife and ending with
his second. But as Saul moves into his early sixties, he has
managed ro accumulate $600,000 after-tax.

Saul has done pretry well to accumulate his $600,000
after-tax reserve. An inheritance plus investments, the
stock market and orherwise, helped. But he decided it
was time to get out of the marker, and now Sault money
rests in his savings accounr. Saul doesn'r wanr to risk it
in the market but he doesnt know what to do with it.

The more Saul investigates difference financial
products, the more he decides that he wanrs to establish
a retirement vehicle for himself that provides the best

Core Elements

d Reallocation of Assets

d auitO and Grow Savings

@ etirinating Market Risk

@ Optimizing Social Security
Payments

@ Retirement lncome

@ Providing a Legacy

tax advantages. He knows that he will need his entire $600,000 to
fund his reriremenr. saul also realizes that unless he changes his
strategy he won'r be able to leave much of an inheritance to his
daughter and son.
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Customlzed Participoting Whole Life Policy
on onidtytdual Age 63 (ln Good Health)l

Age of
Insured

Net
Premium2

s100,000

s100,000

s 100,000

s 100,000

s't00,000

$100,000

s12,268

512,268

512,268

s12,268

57,798

57,798

57,798

57,798

57,798

57,798

57,798

57,798

57,798

57,799

57,798

57,798

Annual
Loan

5o

5o

s0

$o

5o

550,000

s50,000

s50,000

s50,000

s50,000

s50,000

s50,000

S5o,ooo

s50,000

s50,000

s50,000

s50,000

$50,000

$50,000

s50,000

$50,000

Loan
Payment

$o

5o

SO

5o

$o

5o

5o

5o

5o

5o

5o

5o

5o

5o

$o

$o

$o

5o

5o

$o

SO

5o

Cumulative
Loan

50

5o

5o

5o

5o

5o

s52,500

5107,625

s165,506

5226,282

s290,096

s357,1 00

s427,4s5

s501,328

5578,895

s660,339

5745,856

s835,il9
5929,932

s 1,028,928

51,132,875

s 1,242,018

Net Cash
Value3

587,440

5179,598

5282,578

s390,620

5503,914

5622,706

5608,087

5592,430

5575,632

5557,626

5538,329

5517,654

s495,486

5471,750

$446,318

5419,147

s390,1 14

s358,951

$325,335

5289,161

5250,1 83

$208,146

Net Death
Benefit3

s'|,450,633

51,649,278

51,846,227

52,041,752

52,236,150

52,429,758

s2,403,930

52,376,444

52,347,232

s2,316,221

s1,283,321

51,248,449

51,211,475

51,172,305

s1,130,820

$ 1,086,933

51,040,520

s991,695

s940,633

s887,1 52

s830,776

577'.|,372

$o

O64
65

66

67

68

O6s
O70

71

72

73

@14
75

76

77

7B

79

80

81

82

83

B4

O Bs4

Illofes

1. Hypothetical illustration that does not represent a specific product available for sale. Actual results may be more or less

favorable.

2. Premium shown includes base premium plus paid-up additions.

3. NetCashValueandNetDeathBenefitvalueslistedinTable22assumethatannualdividendshavebeenpaid.

4. The policy shown here at age 85 will continue until age 121 . As long as there are enough dividends earned and/or paid-up

additions, then the policy owner may choose the option of allowing the policy to"self-complete."
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At 63 Saul is in reasonable health. He sees his friends' health
changing and knows life circumsrances can rurn quickly. He has had
term policies before but the lasr rerm policy ended when he was 60.

saul decides nor ro gamble with his insurabiliry and starts to look
into purchasing a participating whole life policy.

Saul is careful about choosing an insurance represenrative who
is knowledgeable about using whole life as a financial tool. one of
the questions saul uses ro evaluare the various agents he talks with is
whether they use a participating whole life policy themselves. saul also

wanrs to be clear that his insurance professional is using his or her own
policy as a financial vehicle.

Saul meets and chats with insurance professionals until he is

comfortable he has found a good fit based upon industry knowledge,
references, values, and his own comfort level. Saul and his new
insurance specialist, Sarah, meer ro discuss Sault financial situarion,
along with Saul's goals, and his values and beliefs about money.
Sarah designs and customizes Sault whole life policy to yield the
maximum cash value as a financial vehicle.

At 63, feeling confident in this path and his chosen insurance
specialist, Saul purchases his first participating whole life insurance
policy.

Afte r one yeaL ar. age 64 (Line ([), Thble 22), Saul has contributed
$100,000 into his policy. After this first year, Saul has $87,440
available as cash value. He also has a $1 ,450,633 legacy (the net
death benefit) for his children.

Building Wealth Tax-Free

over the next six years, Saul conrinues to reposition his assets. He
moves $100,000 per year into his whole life policy. By age 69 (Line

{8, Table 22), six years after he started rhe policy, his cash value
($622,706) exceeds the premium of 9600,000 he has paid into the



This strategy

of taking loans

against the

policy and not

repaying them

has been carefully

considered and

planned ...
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policy. Saul also has a death benefit of $2,429,758 available tax-free to

his beneficiaries (in this case, his children).

At 70 (Line @, Table 22), Saul starts to receive Social Security

income of $12,268 per year. He uses his Social Securiry income to

continue to fund the policy. At the same time, Saul also starts to

take an annual loan against the policy of $50,000 to supplement his

retirement. Since Saul is taking this $50,000 as a loan against the

policy, it is not subject to income tax nor does it show up as earned

income on his annual income tax return.

Saul plans to use the cash value in his policy to supplement his

retirement. He will continue to take loans against the policy and not

repay them. This strategy of taking loans against the policy and not

repaying them has been carefully considered and planned in consulta-

tion with Sault insurance specialist, Sarah. Sarah has informed Saul

that this is a valid sffategy as long as Saul monitors the impact of his

policy loans on his cash value and net death benefit.

So when Saul considered his long-term approach involving policy

loans, he carefully reviewed the impact of this approach on his whole

life policy with Sarah. Saul and Sarah monitor how Sault policy loans

are impacting the policy to make sure the policy is operating efficiently

and is funded appropriately to keep it in-force now and in the future.

A Less Certoin Future

'What if Saul had stayed with conventional advice and put as much

money as he could in his 401(k) plan (or any qualified plan)?

Two issues would have emerged as Saul considered his long-term

retirement options. First, Saul would not be able to predict how much

money he would have in his 401(k) in the future. He could guess, he

could hope, but he would not have a solid number on which to plan.

Because Saul could not predict how much money he would have

had in his qualified plan, he also would be unable predict what tax
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bracket he would be in and consequenrly, what his tax rate would be

when it came rime to take disbursements from his 401(k).
The bottom line: with mutual funds in a 40r (k) plan as Sault sole

retirement straregy (other than social Securiry income), Saul would
not be able to quantitatively manage his retiremenr income or his tax
liabiliry throughout his retirement years with any certainry. Sure, he
could make some esrimares, but these numbers would be allsubject to
change, depending upon market conditions.

Conventional wisdom also says that sault tax bracket will decrease

in retirement. Perhaps. But no one has a crystal ball. \7hat if the tax
rates increase? Saul has no control over what tax regulations and rules
will be in effect at the time he would want to withdraw his money
from his 401(k). Itt comforting to hear financial experts make the
claim that Sault tax bill will be lower in retirement but, quite frankly,
this is simply a guess.

This is the challenge of qualified plans. The money goes into a

401(k) or 403(b) or other qualified plan Saul might have had before-
tax, but his tax bill does not ger forgiven. His tax bill simply waits
patiently and accumulates right along with any money he makes. or
worse, his tax bill is still there even if he loses money inside his 401(k).
For example, suppose Saul had started with a $100,000 balance in
his 401(k) and his 401(k) mutual fund balance dropped to $40,000.
Even though the balance in his 401(k) decreased, he w<iuld still have a
tax liabiliry on the $40,000 within his 401(k) upon its disbursement.

A More Certain Future

\7ith his participating whole life insurance policy, Saul places
money into the policy after-tax. He has already paid his tax bill and
consequently life is a lot simpler. Also, money that grows inside
Sault policy is not taxable income. This is because dividends paid are
considered a rerurn of premium, and are not taxed while in the poliry.

This is the

challenge of
qualified plans.

His tax bill simply

waits patiently

and accumulates

right along with

any money

he makes.
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more than his

entire life savings

of 5600,000.

Financial lndependence in the 21st Century

Saul is not worried that the $50,000 that he borrows against his

whole life policy will increase his tax rate because it's a loan against the

poliry, and not taxable income.

Saul also understands the terms of his policy with the insurance

company. It is a private contract. This means that unlike qualified

plans that are subject to government jurisdiction and changing rules,

the insurance company cannot change the rules (or terms) of the

poliry without Saul agreeing to them.
'With 

a solid tax-free $50,000 Per year, free time, and no worries

about money, Saul starts dating again. He's enjoying life.

At74 (Line @, Table 22), Saul decreases the policy premium pay-

rnents he makes into the policy from $12,268 rc $7,798.

He does this because he can. He has flexibiliry with respect to

his premium payment. Should he so choose, Saul can also decide to

modify the operating parameters of the policy so that any dividends

paid to the poliry will be directed toward reducing his policy loans.

This thereby offsets the total cost of his $290,096 [oan.

Saul has fowed $742,648 into his poliry and has taken loans

against the policy of $800,000 (i'e., a $50,000 loan each year for 16

years). At age 8 5 (Line @, Table 22), hewill leave a legacy of $ 77 1,37 2

for his children-more than his entire life savings of $600,000.



ru
Case Study 5-The Power
of Guaranteed Access to

Credit-At Any Age

Many policy owners do not realize what a potenr credit
facility they have within their whole life policy. This case

study focuses on the strength of using your whole life
poliry and its built-in access ro guaranreed credit.

But wait, you say, haven't we covered this already?

Haven't we already talked about taking loans against
the policy ro pay for college, assist aging parents, and
supplement retirement income?

Yes, but heret the bottom line. \7e have not yet
explored the tremendous financial power and benefit of
using the loan capabiliry of your whole life poliry to fund
large routine purchases over your lifetime. (Large rourine
purchases can be defined as those that cannor be paid for
out of your monthly cash flow).

Core Elements

@ mePowerofGuaranteed
Access to Credit

@ eliminate Payment of Fees

and Service Charges to
Financial I nstitutions

d euilO and Grow Savings

d Creut"Your Own Financial
System

This may seem minor to you compared with paying for college
and retirement. But stay with us here. Funding large routine capital
purchases, such as a car, with a loan against your poliry, instead of
payrng cash or taking a bank loan, offers the following advantages:
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/ enhanced growth and access to the cash value within

your policy

/ creation and growth of a separate asset (the death benefit)

,/ no need to qualify for a loan

,/ a secure savings program

/ abiliry to set your own loan rePayment schedule

,/ elimination of fees and service charges paid to others

,/ transaction privacy

,/ no universal default clauses or unilateral loan provisions

,/ immediate clear title to your car (no bank lien)

'We dont realize how much financial freedom we can achieve by

using the credit capabiliry that is built-in and available to us as whole

life policy owners.

Conventiona I Pu rchasing

How do most of us make large routine capital purchases? Usually, we

go about this in rwo main ways: (1) we take a loan from a bank or other

lender and pay this loan back; or (2) we save and pay cash up front.

Don Blanton has devised a series of graphs (Figures 4 and 5)

illustrating this conventional thinking.l

The Debtor

Many of us fall into this category. \We need to purchase a car, so we

head to our bank or lender and go through the process of quali$'ing

I . Don Blanton, Circte oflYeahh' System, by MoneyTiax,Inc., "Debtor, Saver, Vealth

Creator Visual," 1he Priuate fuserae Strategl'", January 2012.
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for a loan. If we fill out all the paperwork, if our credit score is
acceptable to the lender, ifwe can get through the application process
and qualify for the loan, the financial institution will lend us money
to buy our car.

\7e can only use this loan to buy a car. The lending institution
sets forth the terms for loan interest, loan origination fees, and repay-
ment-including our monthly loan repayment amount and schedule.
Ifwe fail to meer these terms, our lender repossesses the car. The lender
can do this because when we obtain a car loan they place a lien against
the vehicle title to ensure that they get paid for the outstanding loan.
If you sell your car or rruck, the lien against the title ensures thar your
car loan is paid in full to your lender before you receive any money.

This is the scenario many of us find ourselves in because we need a
car but must access credit to pay for one. This is the common way we
have been taught to buy a car.

using this approach, our car purchase process looks something
like the graph below.
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At the beginning of the process we owe nothing. So we start at zero.

\7e take a loan to finance our purchase, then pay it back in incremental

steps to get back to our zero starting position. Along the way, we Pay

loan interest and fees to our lender. \(/e are happy when we get back to

zero. Often, though, there is a short time period before we need a new

vehicle or other major purchase and we start this cycle again.

The Saver

You might think that the Saver is in a better place. Admittedly, no loan

interest accrues because the Saver has the money for the purchase up

front. Also, as the Saver puts money away, there may be some interest

and tax liabiliry accumulating on the money being saved. However,

to maintain liquidity, the Saver may not place his or her money in a

financial product designed for growth.

Consequently, the Savert car purchase Process looks like this:

Time
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The Saver starrs ar zero and saves incrementally. Once enough
money is accumulated, then he or she spends it and purchases the car.

By spending all the money, the Saver is back at e zero position. He or
she then starrs the incremental savings process again in anticipation of
the next major capital purchase.

Again, a common approach to purchases and one with which we
are all familiar.

And neither the Debtor nor the Saver comes out ahead on these

major capital purchases.

There is another way.

And neither the

Debtor nor the

Saver comes out

ahead on these

major capital

purchases.

There is

another way.

The Wealth Creator2

This is where the power of using the built-in credit capability of a

custom-designed participating whole life policy comes into irs own.
The credit facilitywithin a whole life policy is guaranteed. So there

is no loan application or quali$ring process. How can this be? Because

when you borrow from the insurance company and rake a loan against
your policy, you do not actually withdraw money from your poliry.
You take a loan using the financial reserves of the insurance company.
Your policy cash value and death benefit act as collateral for the loan.

Ifyou pay back your principal and loan inrerest, rhen the principal
becomes available once more as pam of the cash value and death ben-
efit inside your policy. If you choose nor ro repay the loan, then when
the insured person dies, the outstanding loan balance (plus interest) is
subtracted from the death benefit.

Since you have a private contracr with rhe insurance company,
your loan transaction remains private. The credit bureaus are nor
involved.

2. DonBlanton, Circle ofWeahh'System,byMoneyTrax,Inc.,"Debtor,Saver, lVealth

Creator Visual," The Priuate Reserae Strategf,January 2012.
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Growing Your Weolth over Ti me

Thke a look at the graph below. The'Wealth Creator starts with a

custom-designed participating whole life policy. The dotted green

line refects the growth of the cash value within the policy. After the

policy is initiated, the policy owner decides to take a loan against

the policy (shown by the solid green line) and buy a car. As with any

TimeDotlars S O

Note

l. This graph is based upon one presented in The Private Reserve Strategy*. (Full reference is provided in footnote 2,

in this chapter). The graph presented above has been modified slightly, with permission, from the original Wealth

Creator graph.

+

Figure 6
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loan, the policy owner pays back this loan incrementally in a step-
wise fashion. But unlike a loan from a bank, there is no qualifiring
process, no loan origination fees, no service charges, and no rigid
loan repayment schedule.

The policy owner pays loan principal and interest back to the
insurance company. \Mith each payment, the insurance company
incrementally releases the lien against the policy. The power of the
participating whole life contract is that the money in your policy
continues ro compound and grow while you have a loan against
it. Your repaymenr of the policy loan and inrerest reduces the lien,
restoring your access to capital and maximizing the death benefit.

The policy owner borrows money to fund capital expenses, save

money, and grow an additional asset (the death benefit) at the same
time. In a custom-designed whole life policy, which uses paid-up
additions to strategic advantage, taking loans from rhe insurance
company against the policy and paying them back causes a multiplier
effect and grows the cash value and the death benefit.

over time, the policy owner takes loans, makes capital purchases,
repays the loans with intere st, but does not end up bacb at zero at
tbe conclusion of eacb purcbase cych.vealth grows throughout the
policy owner's lifetime.

\With this lVeahh Creator graphic in mind, let's take a look at our
case study.

Using Your Policy to Buy a Car

Naomi and Ichiro are turning 30. Ichiro is a realtor. He spends a lot of
time in his car with clients. Itt importanr ro Ichiro that his car refects
the professionalism he brings to his work. Naomi is a graphic designer
and commutes 20 miles each way ro work. she wants to drive a vehicle
with a strong safery and performance record.

i i r'-i

The power of the

participating

whole life contract

is that the money

in your policy

continues to

compound and

grow while you

have a loan

against it.
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As Naomi and Ichiro navigate building their careers, they discuss

their long-term life and financial goals with their insurance specialist.

They havent decided whether to start a family. But they do want to be

smart about how they make, use, and manage their money.

Their insurance professional, Denise, suggests they investigate

participating whole life insurance as a turbo-charged savings strategy.

Denise also points out that with proper policy design, Naomi and

Ichiro will be able to use the built-in credit faciliry to make large

capital purchases such as cars.

Ichiro is hesitant about a participating whole life policy. As a real

estate professional he has experienced wide swings in his income.

The thought of being tied to an annual premium Payment when his

income is variable makes Ichiro nervous.

Denise understands Ichiro's concerns. She discusses Ichiro and

Naomi's household income, their conservative anticipated cash

flow, and their need for reliable cars. After several consultations,

Denise designs a policy to meet Ichiro and Naomi's unique financial

situation. Due to Ichiro's good health, Ichiro and Naomi decide to

purchase a participating whole life policy on Ichiro.

The final poliry design is shown in Thble 23. Acore component in

the custom-designed policy Denise has created is the use of premium

and paid-up additions. Lett walk through each comPonent of this

poliry so we can see how Denise has designed the policy to work for

Naomi and Ichiro.

I n iti al Pre mi u m Poyme nts

Ichiro and Naomi are worried about their changing and unpredictable

income. To address this concern, their insurance professional designed

their whole life policy with Ichiro and Naomi contributing $40,000

in total premium payments over four years. These premium Payments

include both the base premium and paid-up additions. They have
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this money available ro rhem pardy as savings, via their invesrmenrs,
and through their decision to contribure ro the policy annually from
their future income.

At the start of their custom-designed policy (Line Q, Table
23),Ichiro and Naomi pay $10,000 in premium annually. The first

Iear, due to the power of paid-up additions, rhis $10,000 premium
payment generares $8,338 in cash value and creares an additional
asset of $415,839 (the net death benefit).

In the first year of their policy Ichiro and Naomi also have access

to over 80%o of their first year premium paymenr (as cash value).
Naomi and Ichiro conrinue to make annual premium paymenrs

of $ 10,000 for four years. In their fourth year, when Ichiro is 34, they
have contributed a total of $40,000 in premium paymenrs into their
policy (Line @, Table23). At this time, they have a cash value of
$37,540 and a death benefit of $573,828.

In the four years since they started the poliry, Ichiro and Naomi
have had a baby girl, Akira. If Ichiro should pass away unexpectedly,
Naomi has $573,828 to help her live and cover her family's expenses.

Naomi will have the funds to allow her time to grieve and find a way
forward without financial panic.

Fortunately, at 35,Ichiro is the picture of health. His real esrare

career is blossoming. ichiro and Naomi decide it is time to purchase a
new car for Ichiro.

Ichiro and Naomi take a $25,000 loan to purchase a new car (Line

@, T"bl. Z3).They decide on a loan repaymenr schedule of $500 per
month ($7,ZOO per year).

Due to Ichiro and Naomit concerns regarding cash fow, Denise
customized the policy so that separare premium paymenrs were not
necessary after the initial contribution of $40,000 into the policy.
Denise accomplished this by strategic policy design. The policy design
allows for a single annual loan repaymenr. The annual loan repayment
incorporates repaying the car loan plus inrerest, along with additional
savings, which together, also pay for the premium.
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Customized Porticipating Whole Life Policy on

an lndividuol Age 30 (in Good Heolth)l
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Age
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Net
Premium2

$'t0,000

510,000

s 10,000

510,000

s0

$0

SO

5o

SO

5o

$0

5o

SO

5o

5o

SO

5o

5o

$o

$o

$o

5o

$o

5o

5o

5o

s0

5o

5o

$o

5o

Annual
Loan

5o

5o

$o

s0

s25,000

5o

$o

5o

$o

s30,000

SO

50

SO

5o

535,000

5o

$o

5o

50

$40,000

$o

SO

5o

5o

Loan
Payment3

SO

5o

5o

5o

57,200

57,200

57,200

s7,200

57,200

58,400

s8,400

s8,400

s8,400

58,400

$9,600

s9,600

$9,600

s9,600

s9,600

$ 10,800

s10,800

510,800

s 10,800

s 10,800

Cumulative
Loan

5o

SO

5o

5o

526,250

s20,1 60

513,765

s7,050

SO

s31,500

524,192

s16,518

S8,460

SO

s36,750

528,224

5l9,2ll
s9,870

SO

542,000

532,256

522,024

51 1,281

SO

Net Cash
Valuea

s8,338

s17,098

526,647

537,540

s19,864

s31,846

544,422

557,615

571,624

551,712

567,691

584,448

5102,022

5120,437

598,769

5119,228

5140,670

s 163,163

5186,767

5164,204

5190,083

5217,192

5245,593

5275,322

Net Death
Benefit'

$415,839

5469,926

5522,571

s573,828

558'1,123

5602,87s

5624,624

5646,387

5469,086

5473,119

5499,446

5525,846

5552,375

s579,101

5578,573

$608,260

5638,177

s668,335

5698,724

s693,357

5725,959

s758,903

5792,277

5826,1 60
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S45,OOO s12,000 547,250 5252,739 5816,239

so s12,000 536,288 5284,848 5852,278

50 S 1 2,000 524,777 5318,424 5888,976

5o

$o

s50,000

5o

S't2,ooo

$ 1 2,000

s 1 3,200

$ 1 3,200

512,691

SO

s52,500

s40,320

s353,553

s390,305

5368,727

5408,174

5926,330 tt,

$950,600 ',,-

5990,462 
:



Case Study 5-The Power of Guaranteed Access to Credit-at Any Age

Customized Porticipating Whole Life poticy on an
lndividuol Age 30 (in Good Heqlth)t (continued)

Ageof Net
lnsured Premium2

Loan Cumulative
Payment3 Loan

$13,200 527,530

S13,200 S14,101

s't3,200 so
$o s31,5OO

5o 564,575

$o s99,304

so 5135,769

so s't74,058

$o 5214,260

$o 5z56,qll
so 5300,797

so 5347,337

so 5396,204

5o 5447,514

so s501,390

$o 5557,959

so 56't7,357

$o s679,725

5o 5745,21'l

so 5813,972

so s886,170

so 5961,979

so 51,041,578

$o s'I,125,157

62

63

O64
@6s

66

67

68

69

70

71

72

73

74

75

76

77

78

79

BO

81

82

83

84

O B5s

Annual
Loan

5o

$o

SO

s30,000

$30,000

s30,000

s30,000

s30,000

$3o,ooo

$30,000

s30,000

s30,000

$30,000

s30,000

s30,000

s30,000

s30,000

s30,000

530,000

s30,000

s30,000

$3o,ooo

$30,000

$30,000

Net Cash
Valuea

5449,353

5492,307

5537,097

s529,506

5521,253

$51 2,316

5502,644
5492,218

5480,959

5468,795

$455,584

s441,204

s425,590

5408,692

5390,397

5370,594

5349,124

s325,810

$300,460

s272,906

5243,011

5210,641

5175,595

$t sz,6go

Net Death
Benefif

s 1,031,270

sl,073,"142

51,"116,179

s1,098,421

51,079,797

s 1,060,126

s 1,039,326

51,017,273

s993,911

$969,238

5943,278

5916,027

5887,344

5857,1 00

s825,1 64

5791,479

$756,008

s718,750

5679,612

s638,516

s595,326

s549,806

s501,81 1

5451,221

ilofes

1. Hypothetical illustration that does not represent a specific product available for sale. Actual results may be more or
less favorable.

2. Premium shown includes base premium plus paid-up additions.

3' Loan payments have been designed to include loan, loan interest, premium, and paid-up additions.
4. NetCashValueandNetDeathBenefitvalueslistedinTable23assumethatannualdividendshavebeenpaid.

5. Thepolicyshownhereatage35willcontinueuntilagel2l.Aslongasthereareenoughdividendsearnedand/or
paid-up additions, then the policy owner may choose the option of allowing the policy to,,self-completel,
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Thke a look at Line @, Thble 23. At this time, Ichiro and Naomi

have finished paying for their car. They have paid $7,200 Per year

($6OO per month) over five years. This has amounted to $36,000 in

payments into the policy. The original loan was $25,000. The $11,000

difference between the car loan and their payments have paid the

policy premium, car loan, loan interest, and have contributed to their

policyt cash value. At this point in time, Ichiro and Naomi also have

a ner cash value in their policy of $71,624.

This policy design also includes having any dividends declared by

the insurance company directed toward purchasing paid-up additions.

By using the policy to make a large capital purchase, such as a

car, they have paid loan interest to the insurance comPany as they

would to a bank. However, in using their whole life policy as a credit

faciliry they have avoided the hassle involved in qualifying for a loan,

loan origination fees and service charges, and a structured repayment

schedule. In addition, they have complete fexibility as to how and

when they repay their loan.

Another Benefit of a Policy Loan

Over the next 25 years, Ichiro and Naomi continue to use their

policy to buy cars. '$7ith each loan, Ichiro and Naomi set up their

own repayment schedule and pay the loan principal and interest back

to the insurance company. As these loan payments are received, the

insurance company incrementally releases the lien against the cash

value and death benefit. This results in a growing policy cash value

with each loan repayment. This increasing cash value is then available

for other purchases and life events.

The process of incrementally releasing the lien against the cash

value and death benefit as loan payments are received (and causing the
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cash value to increase) stands in stark conffdst to traditional loans from
fi nancial institutions.

The lien the bank or other lender places against a car is not released

until the entire car loan ltas beenfully repaid. Suppose Ichiro and Naomi
had obtained a standard car loan from a bank and had defaulted on
one of their final loan payments. Regardless of how close to paying off
their loan they are, due to their default, the lender would be within
their rights to repossess the car.

The Power of Sovings

Naomi and Ichiro have benefited from using the built-in credit faciliry
available within their whole life policy. They have used policy loans to
firnd new cars throughout their life together.

\7hen Ichiro is 64 (Line @, T"bl. 23), Ichiro and Naomi have

$537,097 in cash value. They have a net death benefit of $1,116,179.
All they have done with the policy is used its credir capabiliry to buy
new cars. Of course, they have also been responsible in setting up loan
repaymenrs and establishing a repayment schedule that has worked to
fit their household income and cash fow.

Ichiro and Naomi have used the credir faciliry in their whole life
policy to fund major capital purchases (in their case, new cars). During
this time, their participating whole life policy has also functioned as

a simple and powerful secure savings program. The cash value within
their poliry has grown by more than the loan repayment amounrs,
including the loan interest paid.

Compare the available cash value when Ichiro is 64, $537,097
(Line @, Table 23), to their total policy contributions of $346,000
(Line Q, Table 24).
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fotol Direct Pollcy Contributionsl

lnitial Premium Payments (including premium and paid-up additions) $40,000

Sum of All Policy Contributionsl 5306,000

Q fotal Direct Contributions to the Policy s346,000

Note

l. policy contributions consist of the loan repayment, loan interest, premium, and paid-up additions'

Moving lnto the Future

Let's take a final look at Ichiro and Naomi as they retire. Ichiro is

gearing down his real estate practice. \7hen he is 65, he and Naomi

decide to use the credit faciliry of Ichirot policy in a different way.

Now Ichiro and Naomi will take a $30,000loan against the policy

to fund their cars and supplement their travel and other retirement

expenses. Since Ichiro and Naomi are taking this $30,000 as a loan

against the policy, it is not subject to income tax (Line @,Table 23).

Ichiro and Naomi plan to continu€ to take loans against the policy

to supplement their retirement fund. In fact, they take annual loans

of $30,000 against the policy until Ichiro reaches 85 (Line @, T"bl.

23).kthis time, they have taken $630,000 in loans against the poliry

($3O,OOO per year times 21 years).

So when Ichiro and Naomi considered this long-term approach

involving policy loans, they carefully reviewed the impact of this

approach on Ichirot whole life policy with their insurance specialist.

Ichiro and Naomi monitor their policy to ensure that the policy is
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operaring efficiently and is funded appropriately to keep it in-force
now and in the future.

At 85, using their policy, Ichiro and Naomi have created $630,000
in tax-free income over 21 years. \7ith a death benefit of $451,221
(Line @, Tab\e 23), they are leaving more to their daughrer, Akira,
than the toral amount ofdirect contributions into the policy $346,000,
(Line Q, Table24).

Getting Everything Working ForYou

As Ichiro and Naomi glide off into rhe sunser, itt worth taking a
momenr to summarize what they accomplished with their whole life
policy.

By taking advantage of a thoughtful and customized policy design
that met their specific needs and life situation, Ichiro and Naomi
were able to ger all the components of their financial sysrem working
together and in sync.

Consider that the only real direct purpose Ichiro and Naomi had
for their whole life policy was to purchase cars. Howevel because they
were responsible and paid back their loans and because their policy
was properly designed for their life situation, they benefited from:

,/ Guaranteed access to credit-when they needed ro access

money for a car loan, it was easy. No need to fill out loan
application paperwork, no worry about credit scores,

income confirmation, etc.

,/ Reduced loan origination fees and service charges to
others.

,/ Flexibiliry-policy design that incorporared base

premium and paid-up additions allowing access to cash

value and growth of this cash value.

i /1
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/ Securiry and stabiliry-no capital loss.

,/ Growth-the cash value and death benefit have grown

through payment of paid-up additions and repayment

of loan and loan interest. Additional growth within the

policy has also occurred as a result of dividend payments.

,/ Tax benefit5-16x15 against the policy are not considered

taxable income. Although they contribute to the policy

with after-tax dollars, the growth of the money inside the

policy is not taxed.

,/ Legacy-they have created a financial legacy for Naomi

and Akira, while enjoying the living benefits of the policy

while Ichiro is alive.

Naomi and Ichirot whole life policy became a cornerstone of their

lifetime financial plan. Regardless of what other investment products

or vehicles they might have, they have been able to count on their

participating whole life poliry to provide the benefits listed above.

\7'hen you have a solid foundation, you can build something that

lasts. This is what Ichiro and Naomi have accomplished.
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M u lti-Generationa I Strategy

The core strengths of participating whole life insurance as the
foundation of a lifedme financial srraregy are 1) the prevention of
capital loss, 2) the compounding of money uninterrupted over time,
and 3) establishing the liquidiry, use and control of your money
without restrictions.

Obtaining a whole life insurance policy on ourselves or anyone
in whom we have an insurable inreresr, such as our child, grandchild,
niece, or nephew (and remaining the policy owner), can open up the
power of this financial tool.

Many insurance critics will caution that a whole life insurance
policy on a child is a wasre of money. Remember, we establish a

participating whole life insurance policy on a child not because he
or she needs insurance to protect any dependents, but because this
is an excellent wealth-building srraregy. \7e are looking at whole life
insurance as a financial tool.

fu we move through our lare rwenties and early thirties, we tend
to get more serious about saving money. If we anticipate retiring at
65, and we starr saving at 30, this gives us 35 years to take advantage
of the power of compound growth.

...thisisan
excellent wealth-

building strategy.

173
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on a child allows
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time and make
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By starting a policy on a child who is five, we caPture the power

of compounding over a time span of 60 years. During this time, our

money inside the whole life policy experiences no capital loss, no

drainage from fees, and it grows through the power of compound

growth. As with any participating whole life policy, all the living

benefits are available including use of the policy's cash value to fund

life events.

A whole life policy on a child allows you to caPture time and make

it work for you.

Preparing to

handle changing

life circumstances

by being in control

of your money

is a solid multi-

generational

financial strategy.

Planning for the Future

You set up a participating whole life policy on a child to develop a

multi-generational financial strategy. Parents and children then work

together to fund and use the living benefits and the death benefit of

participating whole life insurance to create a financial legaq that can

span family generations.

Parents may initially set up the policy directly, or with loans they

take against the cash value in their own whole life policies.

As the childt policy grows, the child's Parents may oPt to

take a loan against the cash value in their child's policy to fund or

supplement their retirement. \fhen one of the parents Passes away,

the outstanding loan (with interest) in the child's policy can be

repaid by the death benefit from the parentt policy. Death benefits

are income tax-free.

Using the living benefits of whole life allows the poliry owners to

capture the power of compound interest, reduce the impact of capital

loss, and manage payments of loan interest and fees to others.
'!fho knows what the future will bring? Preparing to handle

changing life circumstances by being in control of your money is a

solid multi-generational financial strategy.
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Grandparents Start a Child's Policy

Mai-li and Chang have a son, Huan, who is turning five. They have
spent time thinking about their lifelong financial straregy. chang is

self-employed and owns his environmental consulting practice. Mai-li
is a lawyer.

Mai-li and Chang are familiar with rhe financial strengths of
participating whole life insurance. They have whole life insurance
policies in place for each of them. Their whole life policies form the
foundation of their lifelong financial plan.

Changt grandparents have approached Chang and Mai-li. As a

way to share their wealth and provide a lifelong gift to Huan, they
want to srarr a whole life policy on Huan, their only grandchild.

In the process of obtaining their whole life policies, Mai-li and
chang know that, for the protection of children, mosr insurance
companies also have underwriting guidelines other than health which
must be met before an insurance policy will be issued on a child. These
requiremenrs vary berween insurance companies but include such
considerations as the amount of insurance coverage on parents, and/
or grandparents. However, since Mai-li and chang have their own
whole life policies, Huan's grandparents will be able ro srarr a policy
on their grandson.

Huant grandparents review their finances and meet with their
insurance professional. Huant grandparents decide to contribute
$446.25 per month or $5,35 5 in premium annually into Huant poliry.
Huant grandparents will maintain ownership of the poliry, not Mai-li
and Chang.

The policy is designed such that premium paymenrs include base

premium and paid-up additions. \7hen Huan is six (Line {p, Trbl.
25), Huan's grandparents have contributed $5,355 in premium and
the available cash value is $3,356.
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Customized Participating Whole Life Poltcy
on a Child Age 5 (in Good Heolth)l
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S5,355
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s5,355

s5,355

55,355

$5,355

55,355

S5,355

55,355

55,355

ss,3ss

s5,355

s5,355

S5,355

ss,3ss

$5,355

55,355

S5,355

s5,355

s5,355

55,355

S5,355

55,355

s5,355

$5,355

55,355

s5,355

Net Cash
Values

s3,356

s6,896

s 10,632

514,577

s 19,186

525,174

s31,451

s38,006

544,851

551,954

s59,289

s66,883

574,760

582,982

591,598

s100,621

$110,116

5120,095

s 130,574

5141,575

5153,120

5165,224

5177,909

s 191 ,305

s20s,417

s220,303

s236,015

5252,554

5269,964

Net Death
Benefif

5555,505

s609,501

5662,076

s713,264

5763,141

5811,734

5859,176

5905,497

5950,764

s995,1 59

s 1,038,719

51,081 ,533

51,123,672

s 1 ,1 65,1 89

51,206,113

51,246,396

51,286,115

51,325,346

s 1,364,028

51,402,237

51,439,984

51,477,277

5"1,514,124

51,550,600

51,586,627

s1,622,268

sl,657,589

51,692,582

51,727,245
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Itlotes

1. Hypothetical illustration that does not represent a specific product available for sale. Actual results may be more or less

favorable.

2. Premium shown includes base premium plus paid'up additions.

3. Net Cash Value and Net Death 8enefit values listed in Table 25 assume that annual dividends have been paid.

4. The policy shown here at age 85 will continue until age 121. As long as there are enough dividends earned and/or paid-up

additions, then the policy owner may choose the option of allowing the policy to "self-completel



Case Study 6-a Multi-Generational Strategy

Huant grandparenrs conrinue to contribute ro the policy. By
the time Huan is 10 (Line @, T"bl. 25), thecash value is $19,1g6.
'$7'hen Huan turns 21 (Line @, Thble 25), rhe cash value in the
policy is $100,621. Huan's grandparents have contributed $85,680
in premium toward the policy. They have not had to worry about
loss of their money. It has been growing in a safe and secure vehicle .

Consider that, at ege 21, should his grandparents so choose, they
can transfer ownership of the policy to Huan. or, they can continue
to maintain policy ownership, but use the living benefits within
the policy to help Huan learn abour srrong financial stewardship.
Huan's grandparenrs can use the policyt living benefits to help Huan
purchase a car and to supporr Huan in his college education.

By starting a policy on Huan, his grandparents have captured
the power of time and compound growth. This policy allows the
opportunity for a multi-generational, wealth-building strategy that
will help finance Huan's life needs.

Huant grandparents have given him a gift of love and support that
will last a lifetime.

1 7(.)
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Moving Forward

As we wrap up we believe that itt worth taking inspiration from the
fitness expert Jack Lalanne. A self-described emotional and physical
wreck while growing up in the San Francisco area, Mr. Lalanne began

turning his life around after hearing a talk on proper diet at age 15.

He started working out with weights when they were an oddiry.
In 1936 he opened the protorype for the fitness spas to come-a gym,
juice bar, and health-food store-in an old office building in Oakland,
California.

Doctors, however, advised their patients ro stay away from his
health club, a business totally unheard of at the time, and warned their
patients that "Lalanne was an exercise 'nut' whose programs would
make them muscle-bound and cause severe medical problems."l

Itt amazing to look back now and consider how the prevailing
experts were wrong about the effects of exercise and fitness. Itt worth
considering that many of the financial experts focused on the late 20fr
century financial paradigm may nor be right either.

l. Richard Goldstein, "Jack Lalanne, nutrition and fitness guru, dies at 96," The New york

Times,Jenuary 23,2011.
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"Stay in the stock marhet, ride out the down-rurn, the marhet utill

rebound"

" Inuest for tlt e long-term"

"Focus on loar rate ofreturn"

Given the new paradigm facing us in the 21" century, we're not

going to create financial strategies for ourselves that are fexible,

responsive to change, and work in both a strong and weak economy'

by doing what we've always done. And just like Mr. Lalanne,

perhaps we need to challenge the status quo and step outside the

box of conventional thinking.
The key to moving through and responding to change is to seek

new knowledge and be open to new ideas.

Looking to the 21't Century with Confidence

\7e live in challenging times. But we can choose how to face our

future. As we move into the 21" century, we can think back to those

who faced the start of the 20'h century.

Our early 20'h century forefathers saw huge scientific, cultural,

political, and technological changes. Think about the impact of the

light bulb, the automobile, airplanes, radio, television, antibiotics,

frozen food, world wars, birth control, nuclear arms proliferation,

terrorism, climate change, and computers' Oh yes, and as our

daughter would be quick to point out, the cell phone and texting.

Our ancestors, whether by force of personaliry or sheer lack of

other available resources, depended on their own counsel, ability, and

self-wisdom. Th.y believed they were smart enough to handle their

present and future.
'We are too. 'We need to seek knowledge and education. But we

also need to rely on our own intelligence. \7e can decide what is right

for us, financially, or in any other way.

. . . we're not going

to create financial

strategies for

ourselves that are

flexible, responsive

to change, and

work in both a

strong and weak

economy, by

doing what we've

always done.



Moving Forward

By slowly raking conrrol of those things that are truly within
our control, such as our finances, we can gain a measure of peace
of mind and security. '$7'ho knows what the 21" cenrury will bring?
Being prepared to handle changing life events and circumstances by
understanding our financial situation and being in control of our
money is the cornersrone of a solid life plan. At any age.

Resolve to make your financial choices with knowledge and a clear
sense of your own financial direction. By taking charge and choosing
guaranteed, predictable financial growth without unnecessary losses,

you can grow and enjoy your wealth efficiently for your entire life.
consider that the goal is to build a financial srraregy that will

truly last a lifetime. once we develop our skill and our financial
knowledge, then we are in a position to thoughtfully choose the
appropriate financial products that fit into and support this strategy.

Participating whole life insurance cusromized and used as a
financial tool can form the cornerstone of your financial srraregy
in the 21" century. The foundation of this straregy is built on
predictable resulrs, financial conrrol, and lifetime access to your cash
without penalty.

No matter where we want to go, we must begin our journey from
where we are. As the chinese philosopher Lao-tzu so appropriately
stated, "The journel of a 1,000 miles begins with a single step." Begin
now. An exciting future awaits.

i:'r r

Resolve to make

your financial

choices with

knowledge and a

clear sense of your

own financial

direction.





15
Choosing Your

Insurance Specialist

This book has touched upon the importance of finding and selecting
the right insurance specialist for you. You want to consider both the
qualifications of the insurance representarive and the financial strength
of the insurance company.

Almost anyone licensed to sell life insurance can obtain a partici-
pating whole insurance policy for you. However, since a participating
whole life policy becomes the cornerstone of your lifetime financial
strategy, you want to ensure it is properly customized to fit you.

The insurance representative you select must understand your
personal financial situation and be familiar with your values and
beliefs about money.

fu you speak to agents, to find one whot right for you, ask them
these questions:

,/ Do they have a participating whole life policy themselves?

,/ Do they have participating whole life policies on their
children?

,/ Do they use their whole life policies as financial tools?

...considerboth

the qualifications

of the insurance

representative

and the financial

strength of
the insurance

company.
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the corporate

structure and

financial strength

of the insurance

company.
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/ Do they understand the critical design elements necessary

to craft a participating whole life policy into a financial

tool?

,/ Do they exhibit ease and knowledge in discussing the

various aspects of your financial situation with you?

,/ Can they answer your questions on participating whole

life with clarity and to your satisfaction?

,/ Can they discuss this approach with you as a lifetime

strategy?

,/ Can the agent structure the poliry to meet your

particular financial situation and the appropriate

protection for you and Your familY?

The participating whole life policy is a contract with an insurance

company so, in addition to finding a qualified insurance specialist,

it is also important to consider the corporate structure and financial

strength of the insurance company.

Key elements to consider in evaluating an insurance comPany:

/ Is the company corporately structured as a mutual

company (whose owners are the policy owners) or

a public company (where the company is owned by

shareholders)?

,/ \What is the financial strength and stabiliry of the

insurance company (including such parameters as

financial ratings [e.g., A.M. Best, Moody's, Standard and

Poor's, etc.] and capitalization ratio)?

,/ 'W'hat is the history of dividend payments-over
how many years has the mutual insurance comPany

continuously paid its dividends?

,/ Does their participating whole life insurance policy

have paid-up addition riders that are flexible and able



Choosing Your lnsurance Specialist

to provide the benefits and optimal performance your
situation requires?

Participating whole life is a powerful financial tool if the poliry is
designed correcdy. so take your time to find an insurance representa-
tive who is knowledgeable and personally uses this approach.

Make sure you fully understand your policy.
Remember that acquiring a participating whole life policy is

a rwo-part process. You need the policy designed and structured
correctly to function optimally as a powerful financial tool. And you
need an agent committed to helping and teaching you how to use it
over rnany years.

1 A-7tt)/

lvlake sure you

fully understand

your policy.





Endnotes

Interest for Thbles 7 through 10 was calculated according to the Time
Value of Money formula shown below and equarion inputs (listed by
table).

l/n

N=

= numberaf periods

:).. '..1, , ', .. - -

!ifirterlffr0te

=presentvalue

(#) -1

n

PV'

TableB)

st2^5*
l

(mdtrry0r/rlne*Une

Note

1. The Present Value (PV) is always shown as a negative number,
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PV . 
= presentwrhe
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:

I

:, 
=numberof Wriads

=intrrEjtrat€ ; unkm,m

s(to,No):'

unknwft

'. s(taooo)
(staning balance Line (@),

Toblel0)

$10;888

(etdngMaiwe,TableN0)

(sta fti ng bo lan ce Li ne Q,

Note

1. The PresentValue (PV) is always shown as a negative number.
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Disclaimer

This publication contains the opinions and ideas ofits authors. lt is intended to provide helpful and

accurate information on the subject matter covered. This publication is not intended as legal, tax,

insurance, investment, financial, accounting, or other professional advice or services, lf the reader

requires such advice or services, a competent professional should be consulted.

Although every precaution has been taken in the preparation of this book, the publisher and

authors assume no responsibility for errors or omissions. No warranty is made with respect to the accu-
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The example organizations, products, people, and events depicted herein are fictitious. No

association with any real company, organization, product, person, or event is intended or shOuld be

inferred. Any resemblance to real persons, living or dead, is purely coincidental.

The authors and publisher are not sponsored by any insurance company. Relevant laws vary

from state to state. While this book seeks to provide the most accurate and up-to-date informatlon
available, this may change, become outdated, or rendered incorrect by new legislation or official

rulings. The strategies outlined in this book may not be suitable for every individual and are not
guaranteed or warranted to produce any particular results. Readers should use caution in applying

the material contained in this book and should seek competent advice from qualified professionals
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services, a competent professional should be consulted.
The illustrations contained within this book do not serve to represent or promote a particular

insurance company, agent or policy. Results will differ by state, insurance provider, and agent, due to

specific contractual design requirements and relevant state laws.

Dividends are not guaranteed and may be declared annually by the insurance company!

board of directors. Figures depending on dividends are based on the non-guaranteed dividend

scale and are not guaranteed. lllustrations provided in this book assume that the currently illustrated

non-guaranteed elements, including dlvidends, will continue unchanged for all years shown. This

is not likely to occur and the actual results may be more or less favorable than those shown. Future

dividends may be higher or lower than those illustrated depending on the company's actual future

experience, For a complete illustration, see your insurance professional.

Loans on whole life insurance policy cash values are typically income tax-free while the policy

remalns in-force, provided that it is not considered a Modlfied Endowment Contract.The policies, as

shown, will not become a Modified Endowment Contract (MEC). The term MEC is designated under

federal tax law. lf a policy becomes an lv1EC, surrenders, withdrawals, or policy loans will be taxed less
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Case study illustrations show one or more paid-up addition payments after policy year 10 that
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Life insurance products are not bank products, are not a deposit, are not insured by the Federal

Deposit lnsurance Corporation (FDIC), or any other federal entity, have no bank guarantee, and may

lose value. Life insurance products are issued and guaranteed by the insurance company that issues

the policy. Guarantees are based on the claims paying ability of the company.





CPSIA infomation can be obtained
at ww.lCGtesting.com
Printed in the USA
LVOW06S03ll1404l7

530799LV0000 l B/l/P " lluxltlJtLlil|lul]llllull9 11780984" 133543





"You hove done a greot job ond congratulations on another fine piece of
work."

- DoN BtnuTolrt, President of MoneyTrax, lnc., Founder of
the Circle of Wealtho and The Private Reserve Strategy'"

"We live in a world of mixed-up thinking. Using easy-to-follow examples

ond case studies, Dwayne and Suzonne Burnell unravel the nonsense that
is prevalent today."

- R. Nrlsol.t NAstt, author of BecomingYourOwn Banker'*

"lnsightful, educational, challenging. For anyone wanting to move into the

future with confidence insteod of fear and worry."

- Rtcx Dnnvts, CPA, CCPS, Co-Founder of the National

lnstitute of Certified College Planners (NICCP) and author
of College Solution: A Roadmap to Selecting Your Best

Strotegy to Fund College and Retirement Without Going Broke
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e hear the same financial advice recycled time and time again: put
your money in a 401 (k), pay off your house and hope for the best.

What if there is a better way to manage your money and your future
other than hoping your money will grow in an unpredictable market?

This book opens you to new financial possibilities. You can set yourself on a
different financial path-one that enables you to reach a level of financial
security, control and independence you might never have thought possible.

Begin the journey now. An exciting future awaits.
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