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Will earned his Bachelor of Arts degree from 

Brigham Young University in 2005. After 

graduating from BYU, Will attended the University 

of Iowa College of Law and received his Juris 

Doctor in May of 2008. Will began practicing law 

with the law firm of VanCott, Bagley, Cornwall 

& McCarthy; the oldest and one of the most 

well-respected law firms in the State of Utah. 

Will’s practice focused primarily on consumer 

finance-related litigation, consumer finance 

transactions, sale and purchase agreements, 

NDA’s, RFP’s, teaming agreements, security 

agreements, creditor’s rights in bankruptcy, and 

estate planning. Working directly with clients 

to analyze a problem, develop a solution, and 

working to ensure a successful resolution are 

what Will enjoys most about being an attorney. 

Will comes to Paradigm after nearly six years in 

the private practice of law. After his exposure to 

the Perpetual Wealth Concept and seeing that his 

legal training would be directly relevant to his role 

at Paradigm, Will made the decision to leave his 

practice. Paradigm allows Will to continue to do 

what he enjoys most – develop client relationships, 

dissect problems, create solutions and work 

collaboratively with the client towards 

a successful resolution. 

 Originally from the Tri-Cities area of Eastern 

Washington, Will currently resides in Salt Lake 

City with his wife, Sunny, and their three children. 

Outside of the office, Will is an avid sports fan 

and is particularly passionate about the Seattle 

Mariners, who break his heart every single season. 

He also loves college sports and plays golf as 

often as possible. 
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I made the difficult decision almost 

two years ago to leave my law 

practice in pursuit of something 

new. The law firm – a regional firm 

of about 50 attorneys – treated me 

well for the better part of six years. I 

was less than a year from becoming a 

shareholder and loved my colleagues 

and coworkers like family. Truly, I had 

the job I dreamed of and that I had 

worked so hard for in law school. The 

decision to leave did not come easily 

and it was a long time in the making.

When I began my legal career in 

2007-2008, the stock market was 

in free-fall. I remember watching 

the DOW tumble, reading about 

widespread job losses, and thinking of 

how lucky I was to be young and on 

the threshold of what was sure to be a 

long and successful career.

I was told market 
ebbs and flows are 
just part of life and 
that people simply 
need to “stay the 
course.” 

Those on the verge of retirement 

didn’t have that luxury. In spite of 

conservative investment strategies, 

more than one co-worker had their 

carefully laid retirement plans put 

off because of sharp declines in 

401(k) value.

I remember the worry in my parents’ 

voices as they told me my father was 

being pushed into retirement. My dad 

had spent 30 years as a mechanic for 

an asphalt company that was being 

bought out – he was suddenly too old 

and too expensive. They were blind-

sided and didn’t feel prepared for the 

financial challenges of retirement. 

For me, as I sat in my new and empty 

office, I remember seeing the 401(k)/

Profit Sharing documents on my desk 

as part of a stack of other new hire 

manuals, pamphlets and forms I was 

expected to quickly complete with 

little or no explanation. I selected a 

few “target retirement date” mutual 

funds among the list of a dozen or so 

offered funds, signed, and submitted 

the stack of paperwork to the firm’s 

HR manager. This was the extent of 

my 401(k) orientation.

I would classify myself as “selectively 

obsessive.” I do not obsess over most 

things – I couldn’t care less how my 

wife chooses to decorate the living 

room, for example – but I have my 

obsessions from time-to-time. As 

I began my legal career, I became 

obsessed with understanding how 

IntrodUctIon

MY STORY
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my 401(k) worked and with selecting 

the best mutual funds available. After 

significant research and hours on 

Morningstar.com and other online 

financial resources, I felt confident 

and comfortable that I had made 

the best choices available to me. I 

watched carefully as contributions 

went directly from my paycheck 

into my Vanguard account each pay 

period. If the firm’s quarterly match 

was late, I would mention it to the 

firm’s Managing Partner whose office 

was next to mine and who, just a few 

years from retirement himself, was 

almost as obsessive as I was about 

his balance. A phone call or two later, 

we would have answers and would 

breathe a little easier knowing the 

match was coming. I poured over 

each quarterly statement with its pie 

charts and graphs detailing 

contributions made along with gains/

losses. A night scarcely went by that 

I did not, as I put my kids to bed, log 

into my Vanguard app to check the 

day’s movement. I was a “sick man,” 

as my wife would (and does) say. 

Some however, paid little attention 

at all to their retirement.

I remember being a 
bit shocked that these 
highly educated, 
very detail-oriented 
colleagues were 
funding their 401(k)’s 
but taking little to no 
active role in selecting 
funds, or were even 
generally unaware 
of their account 
balances. 

Eventually though, as I settled into 

the day-to-day of practicing law, 

my obsession subsided a bit. I could 

always quote my account balance 

on any given day and knew when 

the firm’s match was getting close, 

but I tried my best not to get overly 

concerned about ebbs and flows in 

the market. “You want to take lots 

of risk when you are young,” I was 

told. The target date retirement 

funds for younger people are much 

more aggressive and stock-focused. 

“Which is exactly what you want,” 

I was told. That or, “Don’t worry, 

they’ll shift gradually towards a more 

balanced approach as you get older.” 

This all sounded logical and because 

attorneys love logic, I was satisfied. 

So, I shifted my focus to developing 

as an attorney and less on the 

intricacies of my 401(k).
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A few years later, a friend came 

to me for legal guidance on some 

business ventures. We were the 

same age with young families and 

likely had similar incomes. Yet, I 

noticed that somehow his financial 

strategy seemed a lot more exciting 

than mine. Between student loans, 

my growing family, and my 401(k) 

contributions, what I had left was 

barely sufficient to build a small 

brokerage account with a few 

carefully chosen stocks (my new 

obsession). He, on the other hand, 

had ownership interest in multiple 

businesses and was getting into 

investment real estate. I wondered 

what he was doing differently. Over 

lunch one day, I asked him how he 

could pull all this off. I expected to 

hear that he was taking advantage 

of a “silver spoon” from his family or 

from his in-laws; or, maybe that he 

was leveraged to the hilt with “other 

people’s money” and exposed to 

dangerous amounts of risk. Instead, 

he laid out for me a financial strategy 

involving a zero-based, disciplined 

budget with tracked expenditures. 

Then, he described a concept I had 

never heard of before. He referred 

to it as “Infinite Banking” or IBC for 

short. I asked about a 401(k). He said 

he had one, but that it was not his 

primary focus financially. To me that 

sounded blasphemous. 

Every respectable 
person focused 
entirely on his or her 
401(k), right? That’s 
what I’d always been 
told and naturally 
assumed to be true.

Even at that time, my wife and I had 

been disciplined with our spending 

and didn’t live extravagantly. But she 

and I followed his suggestion and 

developed a detailed and thorough 

budget. It felt great. We were a team 

with a clear plan and specific goals. 

But what about the 401(k)? Most of 

our resources were flowing into it 

and we were counting entirely on 

that fund as our retirement plan. 
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We felt a little uneasy about all 

our eggs being placed in the same 

basket, particularly in light of what 

were some very obvious risks/

shortcomings we observed first-hand 

in 2007-2008. We wondered whether 

there was a better alternative and 

felt that we should explore the IBC 

concept in greater detail.

Within a short time, I devoured all 

the information he sent me on the 

subject and I was asking questions 

he didn’t have the ability to answer. 

He referred me to a mutual friend 

and a company called Paradigm 

Life. This friend was an accountant 

by profession and had worked for 

a couple of the large accounting 

firms prior to starting a consulting 

practice. I was aware that he had 

made a professional change a year or 

two before, but didn’t know exactly 

what he was doing. I reached out 

to him and expressed some curious 

skepticism. He sent books, articles, 

and videos, and we spent literally 

hours over the course of several 

months hashing through every 

nuance of this concept. Little by little, 

my understanding of the strategy 

deepened and I recognized its value. 

Perhaps equally as important, I really 

began to see the shortcomings of my 

own financial strategy, particularly my 

exclusive dependence upon a 401(k).

At about the same time I experienced 

my financial “awakening,” I also 

began to feel concerns about my 

legal practice. From the beginning, 

I was being nudged into a career of 

consumer finance-based litigation. 

Although I loved building client 

relationships, legal writing and 

solving problems, I was no courtroom 

brawler. I came to learn that I am 

not a contentious person by nature. 

I would much rather help a person 

than sling mud at them in a heated 

argument. And, more troubling, 

I found myself bringing clients’ 

problems and anxieties home with 

me after work. My wife told me she 

was beginning to see a worrying 

change in me. She said I didn’t 

seem as happy as I used to be. That 

statement was terrifying. 

I didn’t want to wake 
up 20 years down the 
road knowing that I 
could’ve been happier 
and that I hadn’t 
been the husband 
and father my family 
deserved. 

I resolved to make change, but didn’t 

know exactly what that meant.

I spoke with my friend about my 

dilemma. I wanted to move forward 

with IBC, but with the thought of 

a possible career change in mind, 

felt uneasy about it. He indicated 

that Paradigm had experienced 
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tremendous growth and was 

continuing to expand. He thought 

I would be a nice fit and wondered 

if I was open to perhaps coming on 

board. Over the next few months, 

multiple interviews, and some serious 

soul-searching, my wife and I felt it 

was the right move. I haven’t looked 

back since.

So why write this book? I think most 

people are so focused on careers and 

family that they don’t have time to 

truly educate themselves financially. 

Most assume that what they’re doing 

is sufficient, mostly because they see 

others doing the same thing, and 

that critical financial decisions – even 

retirement decisions – can be made as 

they appear on the radar screen. Most 

also assume the conventional wisdom 

they read, hear, and watch is accurate, 

truthful, and in their best interest. I 

know because that was exactly my 

line of thinking. 

The purpose of this 
book is to challenge 
those assertions and 
encourage you to 
think critically about 
what you know, read, 
hear and see relative 
to financial education. 

It isn’t intended to be an exhaustive 

white paper filled with proof and 

evidence. Rather, my intention is to 

walk you through what I believe are 

a few critically important concepts, 

explain the issues associated with 

those concepts, and to present 

solutions to those issues. In this way, 

you can see what it is I do, why I do it, 

and why I believe it to be extremely 

relevant. You’ll see why and how I 

made such significant life changes, 

and how you can too.

Please understand that I do not 

intend this to be a sales pitch. The 

idea to write this book occurred to 

me while driving to Washington State 

(where I grew up) this past summer 

to visit family. I explained to my wife 

that I was dreading the inevitable 

questions about my new career and 

why I would ever choose to leave 

my law practice. Those questions are 

impossible to answer in a 5-minute 

casual conversation. As I thought 

about those looks of skepticism, I 

wished I had something deliverable, 

perhaps an article that I’d written 

explaining it all from the beginning. 

“What are you up to now? Are you not 

practicing law anymore?” Rather than 

struggle to come up with a 30-second 

answer to the question in a room full 

of people, I’d say. “Here, read this.” 

They’d read it, think about it, and then 

respond, “Wow, you raise some issues 

I’ve never considered before. Maybe I 

need to think differently and possibly 

make some adjustments.” This is the 

deliverable explaining it all from the 

beginning. 

So, now to you I say, “Here, read this.”
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the ProBLem WIth today’S aPProach
the 401(K) ISn’t aLL It’S cracKed UP to Be

A. Money And the Definition 

of Retirement

Money has no intrinsic value – it 

is simply a means to an end. The 

highest purpose of money, I believe, 

is to facilitate the purchase of 

“things” or activities which help us 

realize true happiness. For instance, 

I value my home and the ability to 

provide a safe place for my family 

to be together more than I value 

the money spent to purchase and 

maintain it. I value time with my 

family and the memories we create 

together more than I value the money 

spent on a vacation. Money is not 

an end in and of itself, but a means. 

Retirement, by extension, is the 

ability to “have” and to “do” without 

the ongoing need of employment. 

In retirement, we are 
financially free to the 
point that we have 
our desired lifestyle 
without having to 
continue to work for 
a paycheck.

For me, I work to produce as much 

money as possible so as to “have” 

and “do”: (1) with my family in the 

short-term; and (2) achieve true 

financial freedom – to “have” and 

“do” without needing to work for 

a paycheck – in the long-term. 

Too many people these days place 

priority on the former while not 

giving nearly enough attention to 

the later. This is evidenced by the 

fact that savings rates, particularly 

among younger individuals, are at 

historic lows while consumer debt 

is at an all-time high. In reality, both 

short and long-term perspectives are 

equally important and both require 

careful planning and attention.

In today’s world, for the most 

financially responsible individuals, 

their working years sound something 

like this: (1) work hard & budget 

wisely; (2) contribute to a 401(k) 

or IRA to take advantage of an 

employer match; (3) save for 

emergencies and big expenditures; 
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and (4) open a brokerage account 

and buy stable, dividend-producing 

mutual funds. This strategy may 

work fine in achieving short-term 

happiness – the family will “have” 

and “do” in the short-term – but 

what about longer-term “financial 

freedom?” Is it enough to contribute 

to a 401(k), even with the employer 

match? If retirement is the ability 

to “have” and “do” without the 

need of an ongoing paycheck, how 

effective is a 401(k) at producing an 

income stream sufficient to replace 

our paycheck? We will discuss the 

answer to that question later in the 

book. Let’s first examine the nature of 

the 401(k).

B. The Nature Of The 401(k) - 

Transfer of Risk and Inadequate 

Pension Replacement 

The 401(k) is a relatively recent 

creation. Historically, pensions – or 

Defined Benefit Plans – were much 

more the norm. Grandpa worked 

30 years for the company and then 

retired with a lifetime pension and 

the proverbial gold watch. Grandpa’s 

pension represented a sizable 

percentage of his salary and gave 

him the ability to “have” and “do” 

without the need for an ongoing 

paycheck. His pension became his 

retirement paycheck. However, 

as the Baby Boomer generation 

entered the workforce in the late 
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1970’s, employers began to see 

the writing on the wall: it would 

be expensive to fund pensions for 

all of those eventual retirees. Thus 

employers, with the cooperation of 

the government, searched for an 

alternative. Defined Contribution 

Plans – of which the 401(k) is 

one – emerged as a way to shift 

responsibility (and therefore risk) for 

retirement away from the employer 

and onto the employee.

What was previously something of 

a tax loophole to give the wealthy 

the ability to set aside additional 

income on a tax deferred basis, 

now became a means of shifting 

responsibility onto employees. It 

became the employee’s responsibility 

to actively set aside a portion 

of his or her income towards 

retirement. To help soften the blow, 

some employers began offering 

to match all or a portion of the 

employee’s contributions towards 

their retirement, up to a certain 

percentage of the employee’s salary. 

The 401(k) saved the employer 

tremendous amounts of money which 

would have otherwise gone towards 

funding a pension; and, it served the 

government’s purpose by creating 

a new pool of income to tax down 

the road as the employee distributes 

in retirement. But what about the 

employee? How well does the 401(k) 

serve the employee’s interests?
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Let me illustrate this concept with 

an analogy. Imagine you’re interested 

in starting a business with an 

acquaintance. When sitting down to 

discuss the details of the partnership 

the acquaintance says to you, “I am 

willing to be your partner. However, 

I’ll require you to put up all the capital, 

assume all the risk if the business fails; 

and, if it happens to be successful, 

I’ll tell you at some future date how 

big of a cut I’ll take of the profits, if 

there are any.” Would you agree to 

do business with this acquaintance? 

Of course you wouldn’t. What value 

is the acquaintance bringing to 

the partnership? Absolutely none.  

How does this apply to us?  With a 

401(k), the individual contributes all 

of the capital (along with perhaps 

the employer’s match), while the 

government contributes nothing; 

the individual assumes the risk of 

the account losing value or being 

insufficient to sustain him or her in 

retirement; and, based on the income 

tax rate in effect at the time the

individual begins to take distributions 

from the 401(k) – 10, 20, 30 years 

down the road in retirement – the 

government dictates what percentage 

of the individual’s retirement income 

it is entitled to. 

Why do so many 
choose to go into 
business with the 
government when 
the government does 
nothing to advance 
the purposes of the 
partnership?

Is there any upside? “But I get tax-

deferred growth!” some might argue. 

Although technically true, is tax 

deferral really a benefit? Tax-deferred 

growth means you get to avoid paying 

income tax at today’s rates for the 

privilege of paying them at the rates in 

effect when you retire. From a practical 

perspective, over the next 10, 20 or 

30 years, are taxes likely to decrease 

or even stay the same? Knowing 

what we know about the government 

and its appetite for spending, does 

anyone really believe that taxes will go 

down? From a historical perspective, 

taxes are actually fairly low, relatively 

speaking. Taxes were much higher in 

the 1940’s and 50’s, for instance, than 

they are today. Taxes could increase 

substantially and still be in line with 

past rates. This argument is already 

being floated as a way to increase 

government revenue.



In Search of the Best Way 13

Others will argue, “But my income will 

be lower during retirement, therefore 

my tax obligation will also be less.” 

Is that accurate? First, if tax rates 

increase as they are widely expected 

to do, lower income during retirement 

years 10, 20 or 30 years from now may 

not translate into paying less in taxes. 

Secondly, what about deductions? 

Often for retirees, there is no more 

mortgage deduction, there are no 

student loan deductions and there are 

no dependents.  Other than perhaps 

some charitable contributions, many 

retirees do not have deductions 

sufficient to have any impact on their 

tax obligation. I am not an accountant, 

but with far fewer deductions and the 

likelihood that tax rates will be higher 

in the future than they are currently, 

a lower tax obligation in retirement is 

not a strategy I plan to rely on.

And what about growth? How 

efficient is the 401(k) at growing 

our money – that is its only purpose, 

after all. At its core, the 401(k) is 

simply a savings account with special 

government rules attached. As these 

accounts replaced most pensions in 

the 1980’s, and with the individual 

exclusively bearing the burden of 

making investment decisions, money 

managers and mutual funds burst 

onto the scene. Money which had 

previously gone to fund pensions was 

now being stockpiled into these new 

“savings” accounts.

Naturally, money managers guided 

those funds into the market in stocks 

and in mutual funds. The market 

surged as money poured into Wall 

Street. How could this new retirement 

strategy go wrong? Of course, money 

managers and mutual funds aren’t 

free. Studies are only now coming to 

the light as to the nature of the fees 

and costs associated with 401(k)’s 

and their true impact on the 401(k)’s 

ability to adequately provide for 

retirement.
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These fees and costs, compounding 

along with account balances, become 

destructive. In the interest of brevity, 

I will refer you to an excellent 

documentary on this subject by 

PBS Frontline called The Retirement 

Gamble.

According to PBS Frontline, with an 

investment of $50,000, growing at a 

gross rate of 5.88% per year and an 

expense ratio of 1.23%, an individual 

will pay $20,603 in fees after 10 years. 

At 20 years, the account balance 

will have grown to $124,095, but the 

individual will have paid $73,406 in 

fees and costs.  In other words, 34.6% 

of the account’s value will have been 

lost to fees and costs. For many, the 

erosive effect of fees and costs on 

retirement account balances may not 

be discovered in time, and could even 

prevent those individuals from having 

sufficient income in retirement.

Ultimately, the 401(k) has two critical 

flaws: (1) It represents a one-sided 

partnership with the government 

where the individual does all the 

work, takes all the risk, and lives with 

the uncertainty of future income tax 

rates; and (2) it represents a pool of 

captive capital, a significant portion 

of which is free to be systematically 

leeched away over the course of an 

individual’s lifetime through fees and 

costs. Stated simply, the 401(k) is a 

woefully inadequate replacement to 

the pension (i.e. Defined Benefit Plan).

s
s

After 20 Year
your retirement saving

stand at

$124,095
but that has cost

as much as

$73,406
in fees.

$73,406
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In addition to its failings as a 

replacement for the pension, the 

401(k) comes with a big string 

attached: illiquidity. Distributions 

from a 401(k) prior to the individual 

reaching age 59 ½, carry a 10% 

penalty on the amount of the 

distribution; and, the distribution is 

taxed at the individual’s ordinary 

income tax rate. The incentive, in 

other words, is for the individual 

to fund the account over time and 

not touch it. Therefore, in addition 

to losing approximately 1/3 of the 

account’s value to fees and costs 

and being subject to whatever 

income tax rates are in effect at 

the time distributions are taken in 

retirement, we have lost any and all 

use of the funds during our working 

years. The money has been locked 

away, exclusively devoted to future 

use – retirement. The question then 

becomes, “What is the opportunity 

cost of our choosing to save into a 

401(k)?”

What else could we 
have done with those 
contributions during 
our working years 
instead of dumping 
them into the 401(k)? 

What did we give up by putting all 

of those eggs in that basket?”

First, to be fair, the 401(k) isn’t 

entirely illiquid – we can choose to 

take a 401(k) loan prior to age 59 

½ without incurring a penalty or 

recognizing a taxable distribution. 

However, the 401(k) loan comes 

at a price: the account balance is 

reduced by the amount of the loan. 

For instance, if my 401(k) had a 

balance of $100,000 and I took a 

loan of $25,000, my account balance 

would be reduced to $75,000. If the 

market then went up 10% over the 

next quarter, the earnings would 

only apply to the $75,000 remaining 

balance. In other words, with respect 

to the $25,000 we borrowed from 

the account, we gave up the 10% 

market growth and are limited 

the eSSence of oPPortUnIty
a SyStem, PerPetUaL WeaLth and 
a LIfetIme of accUmULated aSSeStS
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to whatever we chose to use the 

borrowed money for. Our money is, 

in effect, serving only one purpose 

at a time – it is either sitting in the 

401(k) earning the market rate or it 

is employed however we’ve chosen 

to employ it. It cannot do both. 

Additionally, repayment terms on 

a 401(k) loan are very inflexible. 

Typically, the loan must be repaid 

over a specified time period and 

interest rate with payments being

deducted automatically from our 

paycheck. Thus, although not entirely 

illiquid, there is no way to truly avoid 

opportunity cost with a 401(k) loan. 

We cannot both accumulate returns 

inside of our account AND have 

access to the accumulating funds 

without impacting their growth.

If efficient wealth 
generation is not 
possible through a 
401(k), the question 
then is whether there 
exists a vehicle that 
will allow us to both 
accumulate and 
have liquid access 
to those funds – in 
other words, avoid 
the opportunity cost 
of whatever we gave 
up by choosing to set 
aside our money for 
future use. 

This is the essence of the concept 

we refer to as the Perpetual Wealth 

Strategy.

A vehicle does exist which allows 

us to accomplish both objectives 

and, for many, it is a vehicle which 

does not immediately come to mind: 

permanent life insurance. Before 

you give in to some of the negative 

perceptions you’ve likely heard 

regarding permanent insurance and 

dismiss the remainder of this book, 

just hear me out. What I’m referring 

to is different from anything you’ve 

likely heard about or may have even 

owned in the past. I owned a whole 

life policy myself shortly after my 

wife and I were married. It was a 

Northwestern Mutual policy with a

$30 monthly premium. After doing 

some research, I canceled it within a 

year and purchased term coverage 

instead. The premium was excessive 

in relation to the death benefit and 

any cash value took so long to 

accumulate that there really was no 

practical use for it. The problem was 
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I had a plain vanilla whole life policy. 

A properly constructed policy, on the 

other hand, gives us the ability to save, 

invest and prepare for retirement all at 

the same time.

A. A Properly Constructed Permanent 

Insurance Policy Can Act As An 

Effective Accumulation Vehicle

First, let’s explore the question 

of accumulation. A 401(k), as we 

mentioned, is a savings vehicle with 

special rules attached. A permanent 

life insurance policy can also be a 

savings vehicle with special rules 

attached. These rules allow a properly 

constructed policy to accumulate 

cash value much more quickly than 

it otherwise would, and to do so on 

a tax deferred (potentially tax free) 

basis. This happens as an increasing 

percentage of the ongoing premium 

generates cash value. Cash value is 

equity, literally a cash balance that 

can be distributed, cashed out, or 

leveraged as it accrues.

As cash value accumulates through 

premium contributions, its growth 

is compounded through interest 

and dividends paid each year by 

the insurance company. When 

properly constructed through a well-

established, financially sound mutual 

life insurance company, compounding 

growth can be upwards of 4% to 7% 

over time, net of any fees, costs or 

commissions. These types of insurance 

companies are conservatively 

positioned and because they rely on 

actuarial science (i.e. life expectancy/

mortality rate) as opposed to market 

performance. They’ve paid dividends 

in excess of 100 consecutive years. 

Cash value growth is comparable to 

net returns achieved long-term by the 

average 401(k), but without the risk 

and volatility.

Thus, the permanent policy satisfies 

the accumulation question by 

giving us steady, competitive, and 

tax deferred (potentially tax free) 

compounding growth without the 

ebbs and flows of the market. 

The cash value, 
or “living benefit” 
associated with the 
policy is emphasized 
in a way that makes 
it anything but 
“plain vanilla.”

B. A Properly Constructed 

Permanent Insurance Policy Is 

Liquid, Thereby Allowing Us 

To Minimize Opportunity Cost.

What about the more complicated 

questions of illiquidity and opportunity 

cost? The policy allows us to 

borrow against our cash value as it 

accumulates without impacting the 

internal growth of the cash value. For 

instance, if my policy had a cash value 
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balance of $100,000 and I borrowed 

against $25,000, unlike the 401(k), 

my total cash value balance would 

NOT be reduced by the loan amount. 

I would continue to earn interest and 

dividends on the entire $100,000 cash 

value balance regardless of the policy 

loan. In this situation, the insurance 

company loans me the $25,000 from 

its General Fund. My funds, in other 

words, never actually leave my policy. 

My $100,000 cash value balance is 

allowing me to be in two places at 

once – I’m compounding my $100,000 

over time just as if I had taken no 

policy loan, AND I’m able to utilize that 

$25,000 for whatever purpose 

I choose. 

For instance, what if the $25,000 

became a down payment on a 

rental property? In that case, I’m 

compounding my $100,000 AND I’ve 

created a stream of passive income as 

a result of the $25,000 borrowed. The 

rental income would flow back into 

the policy to repay the loan with zero 

impact to my monthly budget. What 

if I wanted to leverage $75,000 of 

my $100,000 to purchase three 

rental properties? In that case I’m 

compounding the $100,000 inside 

of my policy just as if I had taken no 

policy loan, but I’ve now created three 

streams of passive income, all of which 

can flow back into my policy to repay 

the policy loan and to provide me with 

passive income indefinitely.

Let’s pause for a second. Could I do 

this with my 401(k)? I could take a 

401(k) loan for $25,000 and purchase 

the rental property, but again, I’m 

limited to the growth on my $75,000 

remaining balance and I’m forced to 

repay the 401(k) loan with very little 

flexibility. And what if, rather than 

increase by 10%, the 401(k) balance 

decreased by 10%? In that case, my 

pool of investible capital (or my 

reserves, as the case may be) just 

shrank and I’m beholden to the market 

to dig me out of the hole I now find 

myself in. 

The 401(k)’s primary 
purpose is and always 
will be retirement. 
It isn’t intended to 
be used during the 
accumulation phase 
of an individual’s 
life – indeed, its 
characteristics and 
built-in consequences 
discourage any 
kind of use prior to 
retirement. 

With the policy, however, I’m able 

to accumulate at a rate comparable 

to that of a 401(k) without volatility 

and without giving up access to the 

accumulating funds over time.
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The policy loan strategy likely sounds 

too good to be true and some might 

wonder about repayment terms and 

securitization of the loan. Most of us 

have borrowed money at one time 

or another from a bank. Think of the 

steps required to obtain a mortgage, 

for instance. There is a mountain 

of paperwork, proof of income is 

required, as is a credit check, and 

repayment terms – interest rate, 

minimum monthly payment, loan 

period, etc. – are all spelled out in 

painstaking detail. And you better 

believe the bank will insist on a lien 

against the property you plan to 

purchase. Why all the hassle? The 

bank has to protect itself in the event 

of default. That’s what all the fine print 

buried in that mountain of paperwork 

says – the same fine print I relied upon 

for 6 years as an attorney acting on 

behalf of the financial institution.

If you default, think of what the 

bank has to do in order to be made 

whole again. It starts by sending 

you letters when you’ve started 

missing payments. Those letters 

gradually get more sternly worded 

and if not heeded, the bank initiates 

the foreclosure process. During this 

process, the bank has to give you the 

opportunity to “cure” or bring the loan 

current. Assuming you don’t “cure,” a 

foreclosure eventually occurs and the 

bank takes ownership of the property. 

If you still refuse to leave, the bank 

has to have you evicted. This process 

can take months and can cost the 

bank thousands in attorney’s fees 

and costs. And, when all is said and 

done, the bank takes back a property 

very likely worth less than the amount 

it loaned you. More money is then 

spent to try to collect the shortfall 

from you personally. This process is 

a massive and expensive headache. 

That expensive headache for the 

bank means a more complicated loan 

process for you as a borrower.

How does this differ from a policy 

loan? First, the insurance company 

allows you to borrow up to your cash 

value because they know you’re good 

for it – after all, you could simply 

surrender the policy and take that 

cash if you wanted to. So there is 

little risk of default. Secondly, you

have a death benefit. In other words, 

if you took the policy loan – say 

$25,000 – and died the next day, 
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your outstanding policy loan balance 

would be deducted from your death 

benefit with the remainder paid out 

to your estate. If your death benefit 

was $500,000, your estate would 

be paid out $475,000 tax free. The 

insurance company knows it will be 

repaid at some point. Because risk is 

minimized, the insurance company 

can afford to make the policy loan 

process extremely easy. In reality, it 

consists of a loan request (which some 

companies allow to be done online) 

and nothing more. There is no credit 

check, no mountain of paperwork, no 

proof of income, and perhaps most 

importantly, no security interest taken 

in what you purchase. When you use 

the policy loan to buy a car, you own 

the car free and clear. If you use it as 

a down payment on a rental property, 

the insurance company does not 

record a lien against the property.

The only “term” imposed by the 

insurance company is what is known 

as a “policy loan payback rate.”

In other words, interest accrues 

against the outstanding loan balance.  

For the mutual carriers we work with, 

the payback rate is typically between 

4.75% and 5%. Now, let’s pause here 

for a minute. What if I’m paying 5% 

on a policy loan, but I’m only earning 

say 4% on my cash value over the 

long term? Aren’t I losing 1% on that 

transaction? Should I avoid taking a 

policy loan in this situation? 

First, not all interest 
is created equal 
– there is a big 
difference between 
simple or amortized 
interest and 
compound interest.  

We repay our policy loan at simple/

amortized interest and we grow our 

cash value at a compounded rate. To 

better understand this distinction, let’s 

put this topic aside for a second and 

assume, for instance, that I borrowed 

$25,000 from a bank at 5% and 

committed to repay it over a 5-year 

period. I would pay a total of $3,307 in 

interest on that loan over the 5-years.

Now, let’s also assume that I took that 
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same $25,000 and invested it, earning 

a 5% return over that same 5-year 

period.  With all variables - principle 

amount, interest rate, and term - the 

same, most would assume this would 

be a break even transaction. Our 

earnings, in other words, would be 

offset by the interest we paid to service 

the loan. In reality, however, that is not 

the case. Our $25,000 initial investment 

grows to $31,907 – a gain of $6,907 – 

at the end of that 5-year period.

In other words, we’re able to cover 

the interest associated with the loan 

and net a profit of $3,600. This is a 

net return of 14.4% over that 5-year 

period. This is the difference between 

simple/amortized interest and 

compound interest. Now, let’s bring 

the policy back into the picture and 

assume that rather than finance that 

$25,000 loan at 5% with a bank, we 

choose to take a policy loan. In that 

case, our numbers wouldn’t change in 

terms of the amount of interest we’d 

pay on that loan – it would still be 

$3,307 over 5 years. However, with the 

policy, our cash value balance doesn’t 

change even though we took the loan.  

In other words, we’re compounding 
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$100,000 rather than the $25,000. 

And, even if we only compound at 

4%, our gross return over the 5-year 

period on our $100,000 is $21,665.

Subtracting the $3,307 we paid in 

interest on the policy loan, we are left 

with net growth of $18,358. Clearly, we 

are not losing 1% on this transaction 

and it absolutely makes sense to take 

the policy loan.

Ultimately, the beauty 
of the policy is that it 
allows us to achieve 
steady, guaranteed, 
compounding growth 
over the course of 
our lifetime, but with 
sufficient liquidity to 
permit us to minimize 
opportunity cost.

Opportunity cost is minimized as we 

utilize our cash value to purchase 

income-producing assets without 

interrupting the accumulation 

of that cash value inside of the 

policy. But what about non-income 

producing expenditures? Can this 

concept benefit us in consumptive 

situations – situations where we’re not 

investing the policy loan proceeds, 

but using them in place of cash for 

consumption? Yes, it can.

Again, most reasonably responsible 

individuals, particularly those with 

families, are doing the best they can 

to “have” and “do” while setting aside 

funds for retirement and children’s 

college, etc. The policy makes our 

efforts to “have” and “do” more 

efficient. In my case, my wife and I 

began setting aside for our children’s 

college through a state-sponsored 

529 Plan when our oldest child was 

born. We were both in graduate 

school at the time with very limited 

funds, but felt like we were making 

a great decision for our little boy’s 

future. We talked to grandparents 

about contributing a portion of what 

they were planning to spend on gifts 

(birthdays, Christmas, etc.) to the 

529 Plan rather than spending it all 

on toys. The feedback we received 

was overwhelmingly positive. What a 

great idea. We were so smart and so 

responsible – or so we thought.

As I learned more about the 529 

over the years, I learned about 

the limitations on its uses and 

the underwhelming tax benefits 

associated with the contributions. 

We simply weren’t aware of any 

other college savings vehicle. 
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Most of us probably don’t feel 

comfortable exposing our children’s 

college savings (if we’ve even started 

saving at all) to market volatility. As 

a result, we don’t typically position 

those funds in a brokerage account

as stocks or mutual funds. 

We would like for 
the account to grow, 
but we’d also like for 
it to actually BE there 
when the time comes.

With a lack of other options, most 

people choose a 529 plan with a 

conservative investment position 

or maybe just a basic money market 

account. The policy, of course, is a 

real alternative. We safely earn 4% 

to 7% on those funds and can utilize 

them as soon as the time comes. And, 

unlike a 529 Plan, we can use the 

funds however we choose. Maybe we 

utilize our family “bank” rather than a 

private lender and create a repayment 

schedule with the child so that he/she 

has ownership of their education. Or, 

maybe we incentivize the child with a 

scholarship for a certain GPA achieved 

where all or a portion of their “student 

loans” are forgiven. We’re in control 

and we can teach those principles to 

our children exactly as we see fit.

What about family vacations? As 

we’re saving for a family vacation, 

most of us determine when the 

vacation will take place and we set 

aside cash each month leading up 

to the big day. Of  course we don’t 

want to take any risk with those funds 

either, so we tend to leave them in a 

checking account or maybe shift them 

temporarily into the savings account. 

Either way, as the funds accumulate, 

the bank pays us a tiny fraction of 

one percent on that money. Can the 

policy help us here, too? Yes, it can. 

We can take a policy loan to cover 

the cost of the vacation at the time of 

the vacation. Then, we can take the 

funds we would have set aside toward 

the vacation and use them to repay 

the policy loan at the same rate we 

would have saved for the vacation 

using only cash. In other words, if we 

would’ve saved $300 per month over 

a 10-month period for the anniversary 

cruise, we could take a policy loan 

for the $3,000 cost and pay back the 

policy loan at $300 per month over 

the same 10-month time period. 
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There are other non-investment 

related ways in which the policy and 

policy loans can benefit us.

Often, when we 
pre-pay for things 
or pay for them in 
cash, we will earn a 
discount. 

For instance, I pay my dentist in cash 

for cleanings and check-ups and 

receive a 10% cash discount because 

the dentist avoids the hassle of going 

through an insurance carrier. Having 

an accessible pool of accumulating 

cash gives us the ability to generate 

unconventional rates of return on that 

cash through savings and discounts.

As you’re reading this, you’re likely 

already thinking to yourself of ways 

you could implement a banking 

system in your own family. As it’s 

implemented, you’re saving for 

retirement, you’re saving for college, 

you’re “having” and “doing,” you’re 

teaching financial principles to your 

children, and doing it all in a safe 

and controlled way. What about 

opportunity cost though? That is 

the topic of this subsection, after all. 

Well, isn’t there a cost associated 

with our decision to set aside cash 

for the vacation, for college, for long- 

term savings and/or emergencies?  

Absolutely. Those are pools of cash 

we’re not comfortable risking.

In such cases, we value safety and 

liquidity more than we value any major 

return we might achieve. Banking 

allows us to generate a return on 

funds which would otherwise generate 

nothing. Imagine earning 4% on those 

funds in your policy, for instance, as 

opposed to the .05% your checking/ 

savings account provides. That’s a 

7,900% increase in our rate of return! 

Part of the reason I think so many 

are willing to roll the dice and try to 

earn 10% + rates of return in the stock 

market is because their other pools of 

capital do nothing for them. 

We have to hit a 
homerun on the 10% 
of our income we set 
aside for retirement 
because the other 90% 
does nothing for us. 
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The policy allows us to capture a 

reasonable return on a far higher 

percentage of our overall income. 

In summary, the Perpetual Wealth 

Strategy allows us to attack 

opportunity cost on multiple levels.

Because we have access to our money 

while it accumulates, we avoid giving 

up the assets and returns we could 

have generated had we chosen to 

contribute solely to a tax deferred 

vehicle like a 401(k) or IRA. And, 

because our cash is safe and grows 

at a rate some 7,900% greater than 

our checking or savings account, we 

can capture a return on a much larger 

portion of our asset base – money that 

would have otherwise generated little 

to no return sitting as our long-term 

savings, emergency savings, vacation 

savings, or college savings account.  

You are in control 
and you decide how 
to implement the 
system that works 
best for your family.
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As we covered in the previous 

section, utilization of the policy 

during our working years gives us 

tremendous ability to grow our asset 

base while simultaneously utilizing 

that growing base in an infinite 

number of ways. We get to “ have” 

and “do,” but we also get to generate 

additional returns and passive income 

in ways that would otherwise not 

be possible. What if someone is a 

bit older and has spent their career 

contributing to a 401(k)? Or, what if 

someone, young or old, works for a 

generous employer with an amazing 

401(k) match? 

From a retirement 
perspective, having 
a 401(k) isn’t 
necessarily a bad 
thing, but having 
ONLY a 401(k) come 
retirement time is 
definitely not ideal. 

Let’s discuss the failings of the 

401(k) as a distribution vehicle.

“Distribution rate” could very well 

be the term least understood by the 

general populace, which has the 

greatest impact on their retirement 

income. Notice I use the term 

“income.” Remember why we save 

for retirement: so we can “have” and 

“do” without the need to work for 

a paycheck. We still need “income” 

and our “paycheck” has to come 

from somewhere, even during 

retirement. Once we’re old enough, 

a portion will likely come from Social 

Security (assuming it still exists for 

someone in their 30’s like me), but 

the remainder will come from what 

we’ve accumulated. In the case of 

our 401(k), we have a pool of funds 

likely positioned in a combination 

of stocks, mutual funds, and bonds. 

How do we know when to take 

income and how much income to 

take? Some might say they plan to 

live on only the interest generated 

by their asset base. That’s possible, 

but certainly isn’t easy. First, the 

retIrement Income 101
the faILIngS of the 401(K)
aS a dIStrIBUtIon vehIcLe
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asset base must either be so large or 

expenses so low that interest alone 

is sufficient to allow the retiree to 

“have” and “do” without dipping into 

the principle.  Rising or unexpected 

expenses (i.e. medical bills, long-

term care, etc.) can have a significant 

and potentially devastating impact 

in this type of retirement income 

strategy. Secondly, what if earnings 

in a particular year are insufficient to 

cover expenses? 

Unless the retiree 
has the ability to take 
less income, a portion 
of the principle will 
need to be used to 
make up the income 
shortfall. 

That reduction in principle means 

the retiree must, in subsequent 

years, earn a higher return (because 

a portion of the principle was 

consumed the year before) in order 

to maintain the same income level. A 

few down or even flat years too many 

and the retiree may find their account 

balance is being spent much quicker 

than anticipated. Subsequent good 

years won’t be sufficient to replace 

the principle consumed in prior down 

years. We call this “Sequence of 

Return Risk.”

How about taxes? Remember, once 

an individual reaches age 70 ½, the 

IRS requires that he or she take 

Required Minimum Distributions 

(RMD’s). We’ve kicked the tax can 

down the road the whole time we’ve 

paid into this account and now Uncle 

Sam is telling us to pay up. RMD’s 

require a spending down of those 

qualified (i.e. pre-tax) funds over 

the course of our life-expectancy. 

That spending down is designed 

to take the account to zero at life 

expectancy and all distributions are 

taxed at the rate in effect at the time 

the distribution is taken. Regardless 

of what is happening in the market, 

in other words, the RMD’s must be 

taken. A retiree who plans to use 

market conditions to dictate his/ 

her distribution amount will find 

such a strategy a far more difficult 

reality to achieve because of the 

RMD requirement. “Ready or not,” 

the IRS says, “you must take that 

distribution.”
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To illustrate, imagine you own a 

factory. Let’s assume that with 

your workforce fully engaged and 

producing at its highest level, your 

output exceeds your expenditures 

and you are profitable. Now let’s 

assume demand dips in whatever 

widget you produce. You’re losing 

money and are now forced to reduce 

your workforce by 10% in order 

to continue to stay in business. 

If the market recovers, with 10% 

less production potential, can you 

produce what you were able to 

produce before? Of course not. So is 

it with our retirement accounts. Those 

funds must produce in order for us to 

“have” and “do” without a traditional 

paycheck. If they don’t produce, or if 

we see an increase in our expenses 

or tax rates, all of which are made 

more complicated by the RMD 

requirement, we can find ourselves 

faced with the reality of running 

out of money in retirement. This is 

every retiree’s greatest fear and is 

why many individuals are forced to 

continue to work as long as they’re 

physically able. My mom, for instance, 

continues to work at age 69 because 

she can’t afford to fully retire.

So what is conventional wisdom with 

respect to retirement income? Keep 

in mind, this generation of retirees 

really is the guinea pig generation 

in terms of evaluating the 401(k)’s 

effectiveness as a retirement vehicle.  

In an effort to provide some kind of 

guideline in light of the issues we’ve 

reviewed – Sequence of Return 

Risk, general market volatility, RMD 

requirements, etc. – the financial 

services industry developed the “4% 

Rule.” The rule states that in general, 

a retiree can take a distribution equal 

to 4% of the account’s total balance 

each year for retirement income. 

Income taken in this way over a 30-

year period gives the retiree a 85% 

chance of not running out of money 

in their lifetime. Sounds simple 

enough, right? 

Let’s imagine you’re on an airplane 

and as you’re taxiing towards the 

runway, the pilot comes on the 

speaker and says, “Ladies and 

gentleman, thank you for flying with 

us today. We have clear skies for our 

flight to Hawaii; and, with our current 

fuel capacity, I give us about an 85% 

chance of making it there without 

crashing into the ocean.” Would 
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that be a little concerning to you? It 

certainly would to me. Yet, that’s the 

chance many are taking with their 

retirement income. Spend more than 

4% or live longer than 30 years and 

your 85% chance of not running out 

of money drops significantly.

Try Googling the 4% Rule. 10 years 

ago, when it was originally developed, 

we were living in a very different 

interest yield environment (try also 

Googling “Quantitative Easing” for the 

answer as to how things are different 

nowadays). Most of the articles you 

find relative to the 4% Rule now

call it into question for being too 

aggressive. Many are saying that 

3% or even 2.5% percent are safer 

distribution rates. So, what if you 

retired 10 years ago when the 4% 

Rule was developed and you’ve been 

taking distributions at 4% as advised?

Well, unfortunately, you may 

need to take a reduction in income 

if you don’t want to run out of 

money. Your “having” and “doing” 

will need to be trimmed and you 

better hope you don’t run into any 

unexpected expenses. Can you sense 

the uncertainty? Just when you 

thought you had a safe and secure 

strategy, the rug gets pulled out from 

underneath you.  Who wants to live 

this way? I certainly don’t. Even when 

following professional advice to the 

letter, the 401(k) has serious failings 

as a retirement income vehicle.
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In fact, recent research confirms the 

failings of the 401(k) and helps us 

understand there are alternatives. 

Dr. Wade Pfau is one of the leading 

experts on the subject of retirement 

income in the United States. In May 

of 2015, Dr. Pfau completed an 

exhaustive study, detailing his results 

in a paper called Improving Retirement 

Outcomes with Investments, Life 

Insurance, and Income Annuities.

In the study, Pfau compares three 

retirement strategies: (1) one involving 

a 401(k) alone; (2) one involving a 

401(k) combined with a joint income 

annuity and (3) employing a 401(k), 

a single life annuity, and a whole 

life insurance policy. Pfau compares 

the three scenarios for a 35-year-

old couple and does the same for a 

50-year-old couple (See Table 1 on pg 

34 below).

In the case of the 35-year-old, Pfau 

assumes an existing 401(k) balance 

of $65,000 and an additional $15,000 

available per year to dedicate 

towards retirement savings. In the 

first retirement scenario, the couple 

purchases a term-life policy for $539 

per year and pays taxes in the amount 

of $180 per year, with the remaining 

$14,281 going into the 401(k) each 

year pre-tax. Pfau assumes the same 

saving strategy for the 35-year-

old couple in the second scenario 

as well. In scenarios 1 and 2, at age 

65, the 35-year-old couple would 

have accumulated a 401(k) balance 

of $1,673,034. In some earnings 

projections, the individual would have 

more than this amount and in others 

they’d have less. As a result, Pfau 

settles on this “median” amount which 

represents the most likely outcome.

 

The primary difference between these 

two scenarios is how the individual 

chooses to use the accumulated funds 

to create income in retirement. In the 

first scenario with a 401(k) balance of

$1,673,034, the couple, now at age 65, 

are subject to the 4% Rule (discussed 

there IS a Better Way
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above) if they plan to have any level of 

certainty that the balance will last the 

remainder of their lives. Because the 4% 

Rule is being increasingly discredited 

as overly aggressive, Pfau uses a 

distribution rate of 3.5% (which is still 

quite generous). At 3.5%, the couple 

has income of $58,556 annually for the 

rest of their lives. This is obviously not 

guaranteed and should the 4% Rule 

continue to be revised downward, 

the couple will need to be prepared 

to make adjustments to their income. 

If the couple lives to age 100, again, 

assuming the 3.5% distribution rate 

proves sustainable, they would likely 

leave behind $649,780 to their estate.

In the second scenario, however, 

the couple chooses to step out from 

under the uncertainty of the 4% 

Rule (or 3.5% in this case) and uses 

$738,000 of their asset base to fund 

a joint-life SPIA. A SPIA is a single 

premium immediate annuity – a lump 

sum of money goes in and income 

immediately begins to pay out. In 

the case of a joint SPIA, the income 

stream would pay out until the second 

of the two individuals upon which it 

is based passes away. It is the most 

basic and most efficient joint annuity 

in terms of creating income. In this 

example, a joint SPIA on this 65-year-

old couple carries a distribution 

rate of 6.6% - much higher than the 

3.5% we are stuck with in scenario 1. 

This more efficient distribution rate 

means that we can use the $738,000 

to create income of $48,708, which 

is guaranteed for the lives of both 

individuals. With their remaining 

balance of $935,034, the couple 

can distribute at 3.5% for additional 

income of $32,726. This brings their 

income total to $81,434, which is 39% 

more than their income projection in 

scenario 1. 

Scenario 2 provides 39% greater 

income, more than half of which is 

guaranteed, because it is not subject 

to the limitations of the 4% Rule. The 

potential drawback, however, is that 

assuming both individuals have passed 

away at age 100, the individuals in 

scenario 2 are only likely to leave

$217,897 to their estate, compared to 

the $649,780 in scenario 1. In other 

words, the improved income – in 

terms of amount and guarantees – 

comes at the expense, at least to some 

degree, of their legacy. But there is a 

third scenario.
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Unlike scenarios 1 and 2 where the 

couple dedicates as much as possible 

to funding a 401(k) and only purchases 

basic term coverage, the couple in 

scenario 3 begins immediately to 

fund a permanent insurance policy. 

Pfau assumes in this scenario that the 

couple has the same $15,000 available 

to dedicate towards retirement; 

however, in this scenario, $4,500 goes 

towards the permanent policy, $1,500 

goes towards taxes, and the remaining 

$9,000 goes into the 401(k). At age 

65, the couple in scenario 3 only has 

$1,449,785 in their 401(k) – 13% less 

than scenarios 1 and 2. However, 

they have a fully funded permanent 

policy with cash value in the amount 

of $343,116 and a death benefit of 

$738,005. The policy and its death 

benefit give the couple the ability to 

do something different with respect to 

creating their retirement income – fund 

a single-life SPIA. Unlike, the joint-SPIA 

which pays out for the life of both 

annuitants, the single-life SPIA pays 

out only for the life of one annuitant. 

The single-life SPIA is the most 

efficient income vehicle in existence 

and it distributes at the highest 

possible rate. In this example, a SPIA 

on a 65-year-old male would distribute 

at a rate of 7.74% compared to the 

6.6% distribution on the joint-SPIA.

Why the higher distribution rate? 

What is the catch? The risk, obviously, 

in scenario 3 with the single-life SPIA 

is that when the husband passes 

away, the SPIA’s income stream 

ends and the surviving spouse must 

find a way to replace that income. 

For this reason, a single-life SPIA 

by itself is rarely a viable option in 

a situation involving a couple. In 

this case, however, the couple has 

funded the permanent policy which 

carries a $738,000 death benefit. If 

the unexpected happened and the 

husband passed away the next year 

at age 66, the death benefit payout 

allows the surviving spouse to replace 

the lost SPIA income for the remainder 

of her life. 

The death benefit, 
in other words, is 
the key that allows 
this couple to unlock 
the most efficient 
and most effective 
income-producing 
vehicle possible. 
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Thus, in scenario 3, the couple uses 

$738,000 to fund a single-life SPIA on 

the husband. The amount used to fund 

the SPIA matches the death benefit 

of the permanent policy because 

we want any risk associated with an 

untimely or pre-mature passing to 

be mitigated by the policy’s death 

benefit. With a distribution rate of 

7.74%, the couple receives guaranteed 

income of $57,122.

 

The remaining $711,785 is subject to 

the 4% Rule (3.5% distribution) and 

provides additional income of $24,912.  

This gives the couple total income of

$82,034 – a 40% increase over 

scenario 1.

What if the unexpected did NOT 

happen and the husband lived for, 

say, another 20 years to age 85? The 

couple would have enjoyed $82,034 

in total income each year for that 

20-year time period, but with the 

husband’s death, the $57,122 in SPIA 

income terminates. Here is where 

our death benefit springs into action. 

What was once a $738,000 death 

benefit 20 years earlier, would now 

be significantly greater and would 

give the surviving spouse far greater 

capacity to fund a SPIA on her own 

life to replace the lost SPIA income. In 

addition, because a SPIA’s distribution 

rate is based almost entirely on the 

individual’s age, if the surviving spouse 

were 85 years old at the time of her 

husband’s passing, her distribution 

rate would be significantly higher 

than the husband’s original 7.74%. 

Assuming a distribution rate of about 

13.5%, for example, the $57,122 in lost 

SPIA income could be replaced with 

only about $430,000 of the death 

benefit proceeds. To be consistent, 

if she decided to use $738,000 to 

fund a SPIA, her guaranteed income 

would go up to $98,518 – an increase 

of over 72%. Clearly, she has options 

to significantly increase her income 

in the event she is predeceased by 

her husband and would still have a 

significant amount of surplus death 

benefit proceeds even at age 85. If 

both spouses lived to age 100, Pfau 

calculates that $2,132,234 would 

be passed to their estate – a 228% 

increase over scenario 1 because of 

the ever increasing death benefit.

To summarize, from an income 

perspective, scenarios 2 and 3 are 

very comparable and both represent a 

significant improvement over scenario 
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1 with its uncertainties and restrictions. 

From a legacy standpoint, however, 

there is no comparison between the 

two. Scenario 3 gives the couple the 

largest possible stream of retirement 

income, the vast majority of which is 

guaranteed; it also gives a surviving 

spouse the ability to easily replace lost 

income or even to take an increase 

in income; and it gives the couple the 

ability to pass on the greatest amount 

of wealth to their estate. The death 

benefit plays an absolutely critical 

role in putting the couple in the best 

possible situation.

In the case of the 50-year-old couple, 

Pfau’s findings are very similar. (See 

Table 2 on page 37 for details). Here, 

he assumes the couple has an existing 

401(k) balance of $625,000 and a 

total of $32,000 annually to dedicate 

to retirement savings. In scenarios 1 

and 2, the couple spends $1,312 on 

term insurance coverage and $437 on 

taxes with the remaining $30,251 

being contributed to a 401(k).  At 

65, the couple in scenarios 1 and 2 

has a 401(k) balance of $1,860,172. In 

scenario 1, the couple, subject to the 

limitations of the 4% Rule, distributes 

their balance at a 3.5% rate which 

gives them income of $65,106; none 

of which is guaranteed. When passing 

away at age 100, scenario 1 would 

allow the couple to pass $265,164 to 

their estate. In scenario 2, assuming 

the couple funds a joint-SPIA utilizing 

$937,784 at a distribution rate of 6.6%, 

they receive income in the amount of 

$61,894, which is guaranteed for the 

remainder of both of their lives. They 

can then distribute the remaining 

$922,388 pursuant to the 4% Rule (at 

a 3.5% rate) and generate additional 

income in the amount of $32,284. This 

gives them total income in the amount 

of $94,177 and represents an increase 

of 45% over scenario 1. Only $65,981 

would be distributed to their estate at 

their passing however, which is 75% 

less than scenario 1.
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As with the 35-year-old couple, 

scenario 3 is the most effective for 

the 50-year-old couple as well. Unlike 

scenarios 1 and 2, this couple in 

scenario 3 funded a permanent policy 

using $13,500 of their funds available 

for retirement savings and paid taxes 

in the amount of $4,500, leaving them

$14,000 annually to contribute to 

their 401(k). At 65, the couple has 

accumulated $1,568,945 in their 

401(k) which is 16% less than the 

couple in scenarios 1 and 2. At this 

point the couple uses $937,784 – the 

amount equal to the permanent death 

benefit – to fund a single-life SPIA 

on the husband. With a distribution 

rate of 7.74%, the couple generates 

guaranteed income in the amount 

of $72,584. The remaining $631,161 

of their 401(k) is subject to the 4% 

Rule and at a distribution rate of 

3.5%, generates an additional $22,091 

of income. The couple has total 

income of $94,675 which is 45% more 

than scenario 1. Just as discussed 

above, the SPIA income created is 

protected by the death benefit. If an 

unexpected death occurs, the income 

is immediately replaced. Or, if the 

couple lives another 20 years before 

one spouse passes away, because 

of the increasing death benefit, the 

surviving spouse has the flexibility to 

significantly increase their income. If 

the couple continues living and both 

pass away at age 100, Pfau calculates 

that the couple would leave behind 

$1,460,439, an increase of 451% over 

scenario 1.

To conclude, Pfau’s findings are clear: 

a 401(k) alone is 
the least efficient 
approach to creating 
income in retirement 
and it exposes the 
retiree to the greatest 
amount of risk and 
uncertainty. 

Adding a permanent policy to an 

individual’s retirement strategy 

equates to significant increases in 

income, provides far more security/

guarantees, protects a surviving 

spouse, and allows families to pass a 

much greater amount of their asset 

base to their estate with favorable 

tax treatment. Without question, 

conventional financial strategies have 

failings that are being recognized. 
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As discussed in the prior section, 

adding permanent insurance coverage 

to an individual’s overall financial 

strategy has tremendous advantages.

However, Pfau fails to account for 

one critical element which we have 

already discussed: utilization of the 

policy via policy loan. In his approach, 

Pfau assumes that the 35-year-old and 

50-year-old couples utilize a base-

premium-only permanent insurance 

policy and his focus is on the value of 

the death benefit in unlocking their 

ability to utilize the most efficient 

income producing vehicles. He makes 

no significant mention of cash value. In 

other words, the question is, could we 

combine “family banking” with Pfau’s 

findings?

Imagine if the 35-year-old couple 

had a cash value-focused permanent 

policy rather than the base-only 

variety. They could not only be 

prepared to unlock the more 

efficient income-producing options 

in retirement, but they could have 

utilized their accumulating cash over 

the 30 years leading up to retirement. 

Imagine if, at retirement, this couple 

has the ability to unlock income 

efficiency because of their permanent 

death benefit, but by utilizing their 

cash value in the years leading up 

to retirement, they’ve amassed an 

investment real estate portfolio of 

a dozen rental properties kicking 

off passive income in the amount of 

$10,000 per month. Because of the 

ability to leverage the accumulating 

cash without interrupting the 

compounding growth, the couple’s 

opportunity cost with respect to that 

cash has been minimized. They are in 

the same position to create efficient 

and guaranteed retirement income 

just as Pfau advocates, but they’ve 

been able to create an independent 

channel of passive income to benefit 

them in retirement as well. 

In my own life, over the past year 

alone, with two business partners 

I have acquired five single-family 

homes and two commercial buildings. 

These acquisitions have increased our 

passive income by about $1500 per 

there IS a BeSt Way
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month each. I’ve utilized this banking 

system just as outlined above with 

no impact on my family’s monthly 

budget, all while the passive income 

flows back into my policy. My cash 

value pool continues to increase 

over time as I prepare for retirement, 

but I’ve been able to utilize the 

accumulating cash value to create a 

stream of passive income. That income 

stream increases with each property 

I aquire. It works. Pfau’s findings, 

combined with banking principles is 

the best possible way to position this 

couple for success in retirement.

 

What about the 50-year-old 

couple? Could they do the same?  

Granted, maybe at this stage of 

the game they’re less-inclined to 

want to get into something like real 

estate investment if they’ve had no 

experience with it until now, but 

they have other options. They may 

own a business, for example, or have 

always dreamed of starting one. What 

if, rather than utilize conventional 

financing to allow for an expansion 

of the business, the couple utilizes 

a policy loan to achieve the same 

purpose? Expansion – and therefore 

increased production and income 

– has been achieved under more 

favorable/flexible terms. Or, imagine 

they’re more attracted to the “family 

banking” opportunities the concept 

provides. With older children in 

college, maybe a policy loan is used 

in lieu of student loans with the child 

repaying mom and dad according to 

their terms. Or, maybe the college 

grad has need of funds for a down 

payment on a home or seed capital 

with which to start a business. The 

couple could provide the same benefit 

a bank would, but with far less cost 

and effort. Ultimately, the policy opens 

doors for the couple to creatively 

utilize cash value however they feel 

most comfortable, while preserving 

their ability to access the most 

efficient income distribution vehicles 

in retirement.

Clearly, when we combine utilization 

of the policy with Pfau’s findings, it 

represents the best way to approach 

retirement and all other financial 

decisions along the way.
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In reading this, I hope you can discern 

the sense of purpose I feel regarding 

this topic. I certainly don’t have all 

the answers, but experience tells me 

there are countless individuals just 

like I was: in the thick of trying to 

develop professionally while “having” 

and “doing” along the way, assuming 

future financial decisions can be 

made as they arise, and that whatever 

everyone else is doing must be best. 

I’m convinced there is a better way 

and feel I should do my best to share 

what I’ve learned in an effective but 

non-confrontational way.

The breadth and scope of this book is 

obviously limited and my coverage of 

these topics is somewhat superficial. 

However, what I’d like you to 

ultimately take away from this book 

is the following:

 1. The 401(k) and 4% Rule create 

significant limitations for us both 

pre and post-retirement;

2. The addition of a permanent death 

benefit is a “better way” to prepare 

financially because it allows us to step 

out from under the 4% Rule and to 

unlock maximum retirement income 

safely; and

3. The “BEST way” to prepare 

financially combines the “better way,” 

and its ability to unlock maximum 

retirement income, with policy- 

banking principles and the ability to 

utilize our accumulating cash value 

during our working years.

I’m confident that as you consider 

these concepts, you’ll recognize their 

value just as I did. And, as you do, I’d 

encourage you to make any necessary

adjustments quickly and put yourself 

on the path of financial security and 

peace of mind. 

concLUSIon
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As questions arise or if you’d like to explore some 

of these topics in greater detail, please contact me 

or feel free to visit

website: paradigmlife.net

phone: 855.801.6306

email: info@paradigmlife.net


