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The "Art and Science" of NUA

The net unrealized appreciation 
(NUA) tax strategy is more than 

a mathematical computation and 
absent-minded, button-pressing 
transaction. Every situation is artfully 
unique. Each NUA opportunity 
presents a series of questions and 
possibilities that must be analyzed 
independently to identify a positive 
tipping point exclusive to that 
occasion. With that said, bulging 
market growth over the past decade, 
combined with a wave of employees 
leaving their jobs, have created a 
perfect storm of opportunity for tax 
planning with company stock in a 
401(k) or employee stock ownership 
plan (ESOP). Additionally, many plan 
participants may not even realize their 
401(k) account balances have grown 
exponentially. If ever there was a time 
for mastering the nuances of the NUA 
tax break, it is now.

The Importance of Understanding 
and Recognizing NUA

When a sizeable retirement plan 
rollover opportunity presents 
itself, there is, unfortunately, a high 
potential for certain elements to be 
overlooked. As such, proceeding with 
a plan-to-IRA rollover without a full 
assessment of the situation could 
be disastrous. Haste makes waste. 
While most advisors understand 
the pros and cons of a rollover, 
there is one analysis that often goes 
unnoticed — NUA. Not considering 

NUA when evaluating the benefits 
of a plan-to-IRA rollover is abject 
failure — an oversight that could even 
expose an advisor to liability. Before 
submitting any paperwork to a plan 
administrator requesting a rollover, 
one must understand the basic “art 
and science” of NUA.
What is the NUA tax break, i.e., the 
science? It is the opportunity to pay 
tax at long-term capital gains rates 
on the appreciation of company stock 
versus paying ordinary income rates 
on that growth. While the tax savings 
can be significant, one misstep, one 
broken beaker in the science lab, and 
the NUA opportunity will be forever 
lost.
When a person owns company stock 
in her 401(k) plan, a possible NUA 
opportunity exists. (Company stock 
is only eligible for NUA if it is held 
in a qualified plan.) This company 
stock can be individual shares or 
a stock fund that is converted to 
shares upon distribution. If there is no 
company stock, then there is no NUA. 
If company stock appears on a plan 
statement, it is imperative to work 
through a basic analysis to determine 
if NUA is, indeed, an option. 

NUA Analysis and Process

1. Is the Stock Highly Appreciated?  
Upon identification of the company 
stock, the next detail to pin down is 
the amount of appreciation. 

https://www.irahelp.com/newsletter
https://www.youtube.com/channel/UCdYCkizV3RuZHtXrODGLQ_w
https://www.facebook.com/ed.slott
https://www.linkedin.com/in/edslott
https://twitter.com/theslottreport
https://www.irahelp.com/2-day/ira-workshop-2022-07
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Executive Summary

Executive Summary
The "Art and Science" of NUA

■  Each NUA opportunity presents a series of questions and possibilities that must be analyzed 
independently to identify a positive tipping point exclusive to that occasion.

■  Proceeding with a plan-to-IRA rollover without a full assessment of the situation could be disastrous. 
■  The NUA strategy is the opportunity to pay tax at long-term capital gains rates on the appreciation of 

company stock versus paying ordinary income rates on that growth.
■  Company stock is only eligible for NUA if it is held in a qualified plan. This company stock can be 

individual shares or a stock fund that is converted to shares upon distribution.
■  There is no magic percentage dictating what level of growth makes for a good NUA opportunity. “Highly 

appreciated” is subjective.
■  NUA is not an all-or-nothing deal. Partial transactions are permitted. NUA can also be successfully used 

in conjunction with the RMD rules.
Cryptocurrency in an IRA

■  Cryptocurrency, crypto, or coin is a digital currency that is not typically issued by any government. It is 
exclusively digital and designed to work as a medium of exchange through a computer network. There 
are no physical coins or notes.

■  Crypto allows internet users around the world to complete financial transactions that are verified and 
secured using blockchain technology.

■  Many 401(k) sponsors are likely to be reluctant to offer crypto due to concerns recently expressed by the 
Department of Labor and worries about potential liability.

■  There is no rule against investing your IRA in cryptocurrency. However, just because an investment is 
allowed in an IRA does not mean it is a good strategy.

■  Crypto investors face the same issues that other alternative IRA investments encounter, including the 
potential for higher fees and being solely responsible for directing investments; with crypto, there are 
also concerns about the reliability and accuracy of valuations.

Is There a Perfect Retirement Strategy?
■  If we look at the most cited attributes for retirement planning strategies in a “perfect investment,” there 

is one tool or strategy that comes closest. That tool is dividend paying or “participating” whole life 
insurance from a mutual company that is specifically engineered in the Infinite Banking Concept (IBC) 
style.

■  In the IBC design model, investors are reverse engineering the contract benefits to maximize the cash 
value component and minimize the death benefit component within the limits of keeping all the contract 
tax benefits.

■  A well-designed life insurance policy is an “AND” asset; when savers put money into a traditional tax-
qualified plan, they may not be able to use it for decades without paying taxes and possible penalties, 
even if they spot a good investment opportunity. But if they were to practice the IBC strategy, they have 
the rising cash value AND can easily borrow against it.  

There is no magic percentage 
dictating what level of growth 
makes for a good NUA opportunity. 
“Highly appreciated” is subjective. 
Every person is different, and each 
individual will have an NUA tipping 
point where the strategy makes 
sense. Identifying that tipping point 
is the art of NUA. A $100,000 gain 
may be worth pursuing NUA to 

one person, while that same gain 
may not motivate another. Based 
on the level of appreciation in 
the company stock, the account 
owner’s specific needs and tax 
bracket management, a decision 
can be made on how to proceed.

2. Triggering Event. If it is decided 
to pursue NUA, eligibility must 
be determined. Not everyone 

can participate. There needs be a 
qualifying “triggering” event, and 
there are only four such triggers: 
1. Reaching age 59½ (although 

the plan is not required to allow 
an in-service distribution at that 
age); 

2. Separation from service (not for 
the self-employed); 

https://www.irahelp.com/newsletter
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3. Disability (only for the self-
employed); or 

4. Death. 
To be eligible for NUA, one of 
these triggers must be met. Upon 
reaching the triggering criteria, a 
theoretical NUA light will turn on.
3. Is the Trigger Still Active? 
Simply because an NUA triggering 
light is turned on does not mean 
it will remain lit in perpetuity. 
Certain actions will “activate” the 
trigger light, causing it to flash. For 
example, any distribution from the 
plan, such as a required minimum 
distribution (RMD), will start the 
flash. A partial rollover could also 
cause the trigger light to flash, as 
could an in-plan Roth conversion. 
If the trigger light is flashing and 
the goal is to complete an NUA 
transaction, you must move 
quickly to meet the NUA lump 
sum distribution (LSD) deadline 
(discussed below). Once a trigger 
is activated (the light is flashing), 
the NUA transaction must be 
completed before the end of that 
same calendar year. Failure to act 
promptly will cause the flashing 
light to go off, and that specific 
NUA trigger will be squandered. 
(All may not be lost, however, if 
another triggering event occurs.)
4. Lump Sum Distribution/Timing. 
A successful NUA transaction 
requires the entire 401(k) balance 
to be emptied in one calendar year. 
(Dividends or other late additions 
that trickle into the account in the 
next year will not disqualify the 
lump sum payout.) The NUA stock 
— all or part — is transferred in-
kind to a non-qualified brokerage 
account, and the non-NUA 
assets are rolled over to an IRA, 
paid to the account owner as a 
distribution, or some combination 
of the two. Failure to empty the 
account in one calendar year will 
disqualify the NUA transaction.
Example: Abigail, age 65, retired 
two years ago. Her 401(k) is 

currently valued at $1,200,000. 
Within her account is company 
stock worth $1,000,000 and 
$200,000 of cash and mutual 
funds. Her cost basis in the 
company stock is $300,000. 
Abigail’s advisor suggests they 
consider NUA.
Is the stock highly appreciated? 
Abigail has a NUA of $700,000 
in her company stock. The 
NUA tax break will allow her 
to pay long term capital gains 
on this appreciation (no matter 
how quickly she sells after the 
distribution) and ordinary income 
rates on the $300,000 basis now, in 
the year of the distribution. 
If Abigail did not pursue an NUA 
transaction and simply did a 
full IRA rollover, she would pay 
ordinary income tax on the entire 
amount when it is ultimately 
withdrawn from the IRA. Abigail 
and her advisor agree that NUA 
makes sense for her.

A successful NUA 
transaction requires the 

entire 401(k) balance  
to be emptied in one 

calendar year.

Was there a triggering event? 
Abigail has separated from service, 
and she was not self-employed. 
This is a qualifying event that 
turned Abigail’s trigger light on.
Is the trigger still active? Since her 
separation from service, Abigail 
has made no transactions within 
her plan or taken any distributions. 
Her trigger light is still on.
What about lump sum distribution/
timing? Abigail directly rolls over 
the $200,000 non-NUA plan assets 
to her IRA. (This is a non-taxable 
transaction.) Within the same 
calendar year, the $1,000,000 in 
company stock is transferred in-
kind to a non-qualified brokerage 
account. 

Abigail will pay ordinary income 
tax on the $300,000 basis on the 
company stock this year. She has 
also locked in long-term capital 
gains rates on the $700,000 of 
appreciation, regardless of when 
she sells. (The stock must be held 
for more than one year before 
long-term rates apply to any 
additional appreciation of the stock 
after transfer into her brokerage 
account.)

NUA and RMDs

While Abigail’s situation is 
relatively straightforward, real-life 
NUA scenarios can present more 
complex details and nuance. For 
example, PLR 202210004, released 
by the IRS on March 11, 2022, 
confirmed that cost basis was 
retained by the participants in an 
ESOP/401(k) for NUA purposes 
after a company spin off. 
Adding to the complexity, NUA is 
not an all-or-nothing deal. Partial 
transactions are permitted. In our 
example, Abigail and her advisor 
discussed the tax ramifications of 
a full NUA distribution. However, if 
Abigail could not afford the taxes 
on her entire $300,000 basis, or 
if those taxes would push her 
into an undesirable tax bracket, 
she could have rolled a portion 
of the company stock to her IRA. 
NUA would be forever lost on 
those shares rolled to the IRA, but 
proper tax planning might have 
determined that a partial NUA 
distribution was her best way 
forward.
NUA can also be successfully used 
in conjunction with the RMD rules. 
The process is as follows:
Step 1: If a plan participant needs 
to take an RMD, the first-dollars-
out rule dictates that the first 
plan withdrawal counts toward 
the RMD. In order to marry the 
NUA and RMD rules, step 1 is to 
distribute the appropriate amount 
of NUA shares from the plan to a 
non-qualified brokerage account 

https://www.irs.gov/pub/irs-wd/202210004.pdf
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to cover the RMD amount only. 
(RMDs are not subject to the 
20% withholding rule because 
they cannot be rolled over, so 
withholding is of no concern.)
Step 2: Directly roll over all non-
NUA investments to an IRA. 
Any cash, mutual funds or other 
investments in the plan must 
be removed to meet the LSD 
requirement. The direct rollover 
will be a non-taxable event with 
no 20% withholding. (By contrast, 
20% withholding would apply to a 
60-day rollover.)  

Step 3: With nothing left in the 
account except the NUA stock, the 
remaining shares are transferred 
to the non-qualified brokerage 
account. 

By following these steps, the RMD 
can be fully satisfied with NUA 
stock first, and the NUA-LSD 
process can follow. Another benefit 
of this transaction is that the full 
value of the NUA stock, not just the 
basis, will count toward the RMD. 
(Just be sure these transactions are 
all done within one calendar year.)

Conclusion

The “science” of NUA is fixed — 
triggers, LSD rules, tax brackets. 
The advisors who combine these 
known elements with the art of 
meeting the individual needs of 
each client will be most successful. 
Those who master the intricacies 
of NUA are especially in demand 
as more employees and retirees 
look to minimize the tax impact of 
substantial increases in the value 
of company stock in their 401(k) or 
ESOP. ◼

Cryptocurrency in an IRA

Cryptocurrency is all over the 
news and in ever-present 

commercials. Luxury gym Equinox 
in New York City and Bentley 
College in Massachusetts both 
announced they will accept 
cryptocurrency payments. 
California is considering allowing 
taxes to be paid with crypto. 
Fidelity Investments recently 
made headlines by announcing 
they will allow retirement savers 
to hold Bitcoin in their 401(k)s. 
With crypto becoming increasingly 
common, many retirement savers 
may be asking if crypto is a good 
investment for an IRA. 

What Is Cryptocurrency?

Cryptocurrency, crypto, or coin is a 
digital currency that is not typically 
issued by any government. It is 
exclusively digital and designed 
to work as a medium of exchange 
through a computer network. 
There are no physical coins or 
notes. Bitcoin is probably the 
most well-known cryptocurrency, 
but there are thousands of others 
such as Ethereum, Litecoin and 
Dogecoin.
Crypto allows users around 
the world to complete financial 
transactions. These transactions 
are verified and secured using 
"blockchain" technology. 

A blockchain is a tamper-resistant 
digital ledger of transactions. 
Crypto can serve many more 
uses than just digital money. It 
can be used as part of a software 
application or even represent 
digital art. For most, the easiest 
way to get crypto is to buy it, either 
from an exchange or another user.

Can an IRA Invest in Crypto?

Yes. When Fidelity announced 
that it would allow Bitcoin 
investments in 401(k)s, that did not 
necessarily make crypto available 
to all participants in Fidelity-
administered plans. Instead, 
employers would need to decide 
to offer Bitcoin as an investment 
choice to their employees who 
participate in the company’s 
401(k). Many are likely to be 
reluctant due to concerns recently 
expressed by the Department of 
Labor (DOL) and worries about 
potential liability. 
IRAs, though, are different. With an 
IRA there is no such gatekeeper. 
There is only a very short list 
of assets in which IRAs are not 
allowed to invest. Prohibited 
investments include life insurance, 
collectibles, coins (except certain 
coins minted by the U.S. Treasury), 
and S-corp stock. All other types 
of investments are permitted. 

There is no rule against investing 
your IRA in Bitcoin or another 
cryptocurrency.

There is no rule against 
investing your IRA in Bitcoin 
or another cryptocurrency.

Should an IRA Invest  
in Crypto?

Just because an investment is 
allowed in an IRA does not mean 
it is a good strategy for retirement 
savings. Remember, IRAs are 
different than other investment 
assets. IRAs are taxed differently. 
If crypto is held in a non-IRA 
taxable account, it can potentially 
qualify for long-term capital gains 
treatment. This contrasts with what 
happens when crypto is held in a 
traditional IRA. Any distributions 
from the traditional IRA are likely to 
be fully taxable as ordinary income. 
In addition, if the IRA owner is 
under age 59 ½, an additional 10% 
early distribution penalty can apply. 
Crypto makes more sense in 
a Roth IRA. With Roth IRAs, if 
the holding rules are followed, 
any earnings can be distributed 
tax-free. If a crypto investment 
appreciates significantly, that could 
be a substantial tax-free windfall 

https://www.irahelp.com/newsletter
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for a Roth IRA owner’s golden 
years.
Nevertheless, there are serious 
concerns that must be addressed 
when it comes to investing an 
IRA in crypto. First and foremost, 
it must be done properly. IRA 
owners cannot contribute crypto 
to an IRA. They must contribute 
cash (subject to the annual 
contribution limits), and then the 
crypto would be purchased within 
the IRA. Additionally, investments 
in cryptocurrency face the same 
issues that other alternative IRA 
investments encounter. Most IRA 
custodians will limit available 
investment choices to firm-
approved stocks, bonds, mutual 
funds, and CDs. 
However, some custodians will 
allow a wider choice of investment 
options, including alternative 
investments such as crypto. Keep 
in mind that custodial agreements 
for these accounts often require 
IRA account owners to be solely 
responsible for directing their 
investments. This means the IRA 
owner must oversee the selection, 
management, monitoring and 
retention of all investments in 
the account. The account holder 
alone bears the consequences 
of any mistakes. As such, anyone 
investing their IRA in crypto 
should be fully aware of the 
responsibilities they are taking on.

Additionally, investments 
in cryptocurrency face the 

same issues that other 
alternative IRA investments 

encounter. 

Fees for self-directed IRAs 
invested in “non-traditional” 
assets can be higher versus more 
conventional investments. Annual 
account fees as well as fees for 
each transaction are a possibility. 
Higher fees will eat into any return 
on the IRA’s investment.

The DOL has addressed additional 
concerns in its guidance for 401(k) 
plans and cryptocurrency. While 
DOL guidance was specifically 
focused on employer plans, many 
of these issues also apply to IRAs. 
For example, custodial issues 
exist. Crypto is not held like other 
IRA assets in traditional trust or 
custodial accounts. Instead, it 
exists as lines of computer code 
in a digital wallet. The DOL has 
warned that simply losing or 
forgetting a password can result in 
the loss of the asset forever. Crypto 
can also be vulnerable to hackers 
and theft.
Valuation and volatility also pose 
some hurdles. An annual fair 
market value must be reported 
to the IRS for an IRA. There are 
no exceptions for crypto or any 
other alternative investments. 
When it comes to crypto, there 
are concerns about the reliability 
and accuracy of valuations. 
According to the DOL, experts 
have described the question 
of how to appropriately value 
cryptocurrencies as complex 
and challenging, and there are 
fundamental disagreements about 
important aspects of how the 
cryptocurrency market is valued.
Cryptocurrency is in its infancy, 
and the DOL has some valid 
concerns about retirement 
savings when it comes to the 
rules and regulations governing 
the still-evolving crypto markets. 
Intentionally or not, some crypto 
investors may be operating outside 
of existing regulatory frameworks 
or not complying with them at all. 
Ultimately, the biggest negative 
with investing an IRA in crypto is 
risk. If all goes well, there could 
be superior returns. Conversely, 
since crypto is a new type of 
investment, there is no historical 
track record. The fact that the DOL 
warned against employers adding 
a cryptocurrency investment 
to their 401(k) — and that many 
employers are holding off due to 

liability concerns — should not 
be dismissed by IRA owners. In 
Compliance Assistance Release 
No. 2022-01, the DOL emphasizes 
the risk that crypto can pose to 
retirement savings: 

“Cryptocurrencies are very 
different from typical retirement 
plan investments, and it can be 
extraordinarily difficult, even for 
expert investors, to evaluate these 
assets and separate the facts from 
the hype.”

Advisor Action Plan
 σ Know the basics of how crypto 
works. While investors and 
advisors do not need to be tech 
gurus, understanding the basics 
of crypto is essential.

 σ Understand how IRAs are 
different. Crypto held in an IRA 
will not be taxed the same as 
crypto held in a taxable account. 

 σ For those looking to reap the 
potential benefits of high returns 
with a crypto investment, a Roth 
IRA, with its potential for tax-free 
earnings, is suggested.

 σ Learn how to acquire crypto 
in an IRA. Remember, crypto 
cannot be contributed to an IRA. 
Also, a reputable IRA custodian 
willing to hold the crypto 
investment must be located.

 σ Know the issues that come with 
an alternative IRA investment. 
In the case of crypto, these 
include high fees, custodial 
and valuation issues, and 
unpredictable and rapidly 
changing rules and regulations. 

 σ Don’t disregard risk. Crypto 
has no historical track record 
as compared to typical IRA 
investments. To add diversity 
to retirement savings, investing 
some IRA funds in crypto might 
be attractive. However, IRA 
owners need to know the facts 
and proceed with caution so as 
to not jeopardize their retirement 
savings with an all-in bad bet on 
cryptocurrency. ◼

https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-compliance/compliance-assistance-releases/2022-01
https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-compliance/compliance-assistance-releases/2022-01
https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-compliance/compliance-assistance-releases/2022-01
https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-compliance/compliance-assistance-releases/2022-01
https://www.dol.gov/agencies/ebsa/employers-and-advisers/plan-administration-and-compliance/compliance-assistance-releases/2022-01
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Is there a perfect retirement
strategy? Of course, the answer 

is NO, and I would hope you’d stop 
reading any article that claimed 
there was. However, there are 
some retirement strategies that 
are inherently more advantageous 
and appropriate to help retirement 
savers reach their goals and 
objectives. The strategy I have 
in mind is one that Ed Slott 
continually makes the case for 
being the most underutilized 
loophole in the American tax code: 
life insurance. 

The Retirement Vehicles

I often ask clients what their idea 
of a perfect investment looks 
like. The most cited attributes 
mentioned are: high rate of 
return, consistent rate of return, 
conservative, liquid and accessible, 
guaranteed, tax benefits (tax free), 
no risk, creates income or cash 
flow, creditor protected, inflation 
protected, control, transferable, 
easy to manage, no hidden fees or 
penalties, reputable and private. 
Wow, that’s quite a list! Now, no 
single strategy is going to be able 
to have all those things, so let’s 
take a look at the typical retirement 
vehicles recommended and see 
how they stack up:
Stock Market: The stock market 
could include individual issues, 
ETFs, mutual funds, etc. Some of 
the obvious advantages would be 

the potential for a relatively high 
rate of return (on average, over a 
long period of time, historically), 
very liquid, and dividends could 
create an income stream or 
cash flow. Savers might get 
some tax benefit if they utilize a 
government-controlled plan such 
as a 401(k), IRA, Roth IRA, etc. 
But they might also be giving up 
liquidity, cash flow, transferability, 
control, and privacy in so doing. 
The obvious disadvantages are 
lack of guarantees, which many 
have felt on numerous occasions 
over the last 10-plus years. Costs 
and fees are sometimes unknown 
or not transparent. Stocks are 
sometimes not easy to manage, 
volatile and have an enormous 
amount of risk. 

Stocks are sometimes not 
easy to manage, volatile  
and have an enormous 

amount of risk. 

One big tax benefit investors 
may get out of owning stocks 
is the step-up in basis on any 
appreciation during their lifetime 
for beneficiaries who may inherit 
the stock asset (although a recent 
tax proposal would eliminate this 
benefit). However, plans like IRAs, 
401(k)s and other government-
sponsored plans never receive a 
step-up in basis.
Bond Market: Also known as 
“fixed income,” bonds also come in 
various formats like ETFs, mutual 
funds, individual issues, and in 
various types such as government 
and corporate issued. 
Considered a more “conservative 
approach,” bonds have many of 
the same advantages as stocks 
but also come with their own 
disadvantages. Even though the 
interest rate may be guaranteed, 

there’s no guarantee that a 
company or government entity 
can pay it; rising interest rates 
may decrease the value of a bond 
and a fixed rate may not provide 
protection from higher inflation. 
Bond assets may also need to be 
in the government-controlled type 
plans in order to reap additional 
tax benefits.

Real Estate: On its surface real 
estate can be and has been an 
appealing alternative. It certainly 
can create a cash flow and income. 
It may be more conservative in 
nature, may provide a consistent 
and perhaps higher rate of return 
than fixed income vehicles, and 
can have some inflation protection. 
Beneficiaries may receive a step-
up in basis like we discussed in the 
section about stocks. 

Real estate, however, doesn’t 
come without its own foibles 
either. Liquidity can be a huge 
issue if owners need to sell quickly, 
and most often tax benefits 
such as deferral or tax free are 
unattainable. Management of real 
estate can be very difficult. Who 
wants a 3 AM call complaining 
about a clogged toilet when you’re 
85 years old? Finally, there is no 
guarantee that property values will 
go up, as was seen in the Great 
Recession of 2007-2008. 

Gold and Silver and Other 
Commodities: Today, gold and 
silver and other commodities 
have taken hold as a popular 
alternative because of economic 
and geopolitical reasons, but 
many downside aspects need to 
be understood. Like real estate, it 
may be difficult to get these assets 
inside government-controlled 
plans, so tax benefits may be 
difficult to attain. Precious metals 
are very volatile in value and may 
not create cash flow unless sold. 
They have no guarantees; liquidity 
maybe questionable and thus risky.

Is There a Perfect Retirement Strategy?

https://www.irahelp.com/newsletter
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Cash: The obvious benefits of 
cash — which encompasses money 
markets, CDs, checking accounts, 
etc. — are safety, liquidity and 
guarantees. This is what some 
advisors call “Lazy Money.” Money 
that is having an easier time in 
retirement than the retiree. In 
this extended, low interest rate 
environment, cash is no longer 
“king,” in my opinion, and people 
may have actually lost money 
because of inflation and lost 
opportunity cost. 

How Life Insurance Can Play 
into Retirement Planning 

Please don’t interpret the 
aforementioned retirement 
vehicles as a dismissal of any or 
all of those assets. They are tools 
and can be effective tools when 
used in the appropriate context. 
Some investors will believe certain 
attributes of an investment are 
more important than others and 
will want some monies in these 
investment classes, and we’re all 
for that as long as it fits into a plan. 

However, if we look at all 
those attributes in our “perfect 
investment,” there is one tool or 
strategy that they come closest to 
describing. That tool is "dividend 
paying" or “participating” whole life 
insurance from a mutual company. 
Of the 16 separate attributes 
described in our hypothetical 
perfect investment, dividend 
paying whole life insurance meets 
14 of them quite effectively. We 
know it is conservative, consistent, 
liquid, has guarantees, is sheltered 
from stock market losses and 
volatility, can create income, 
cash flow, and reusable capital, 
has certain tax benefits, creditor 
protected in some states, private, 
reputable (has been available for 
over 150 years), controllable, easy 
to manage and transferable. 

The two downsides could be the 
high rate of return perception and 
inflation protection. 

But then we have to ask the 
question… Compared to what? 
Owners should take into account 
that they receive an increasing 
guaranteed cash value every 
year and the dividends from the 
insurance company (dividends 
are not guaranteed); neither can 
be taken away once they are paid. 
There are life insurance companies 
that have paid dividends for over 
100 years consecutively. Finally, 
when owners factor in the potential 
for uninterrupted compounding 
interest and the opportunity for 
tax-free distributions, those modest 
rates of return look pretty good.
Just to be clear, we are not 
speaking about the traditionally 
designed whole life insurance 
policy where the owner pays a 
premium for the maximum amount 
of death benefit, which will limit 
the economic benefit of such 
a policy. You know “your mom 
and dad’s insurance.” Instead, we 
are speaking about a whole life 
insurance policy that is specifically 
engineered in the Infinite Banking 
Concept (IBC) style. In the IBC 
design model, we are reverse 
engineering the contract benefits 
to maximize the cash value 
component and minimize the 
death benefit component within 
the limits of keeping all the 
contract tax benefits.

In the IBC design model, 
we are reverse engineering 

the contract benefits 
to maximize the cash 
value component and 

minimize the death benefit 
component within the limits 
of keeping all the contract 

tax benefits.

The IBC model is really more about 
the way retirement savers think 
than an actual product. If clients 
and advisors can be open minded, 

not follow the group-think and 
allow for the possibility of another 
tool in the toolbox, they will find 
enormous advantages and actual 
living benefits to this concept; 
and there really may be an infinite 
number of ways to make it work for 
an individual and his or her family. 
According to the Congressional 
Budget Office’s February 2021 
report, they expect personal 
income tax revenues to increase 
by 52% from 2020 through 2025. 
In other words, with $200 trillion 
of unfunded liabilities and nearly 
$30 trillion of total national debt, 
taxes are going higher. David 
Walker, former Comptroller of 
the United States, has repeatedly 
warned that in order to pay for all 
this, tax rates need to be doubled, 
IMMEDIATELY. That means tax 
brackets between 20-74%, not the 
current 10-37%. 
What’s better than tax free? The 
simple answer is nothing. That is 
one of the huge living benefits of 
an IBC designed life insurance 
policy. It has the ability to fund a 
person's capital pool with smaller 
taxable premium payments 
in return for larger tax-free 
distributions in the future. There is 
an old adage that rings true today, 
“Pay tax on the seed and reap the 
harvest for free.”
For those who may think that 
whole life insurance is too 
expensive, the fact is: The premium 
IS NOT the same as the cost. In 
whole life insurance, the actual 
cost of the insurance is only a part 
of the premium, and even those 
costs are based on term insurance 
costs. Their logic would be the 
same as saying your monthly 
mortgage payment only goes into 
the banks’ coffers, when in reality 
each mortgage payment you make 
buys you a little more equity in 
your home.
Lastly, the true way to financial and 
economic success is for savers 
to control their own economy. 

https://www.cbo.gov/publication/56970
https://www.cbo.gov/publication/56970
https://www.cbo.gov/publication/56970
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Ever need a loan for something? 
According to research done by 
Nelson Nash, the average American 
spends nearly 34% of their income 
on interest payments and finance 
charges to banks, credit cards, etc. 
And how about all those forms you 
need to fill out in blood to get that 
loan? Once you make those loan 
payments, that money can never 
make you money ever again. But 
what if there was a way to recapture 
some of that interest you pay to the 
banks, or have a guaranteed loan 
when you need it? Maybe you’re 
thinking you’ll just pay cash then. 
Once you pay cash for something, 
that money can never make you 
money ever again either, so you still 
have no control of your money and 
now need to add in lost opportunity 
cost to the equation. 
A well-designed life insurance policy 
is an “AND” asset. When retirement 
savers put money into a traditional 
tax-qualified plan, they may not be 
able to use it for decades without 
paying taxes and possible penalties, 
even if they or their advisor spot a 
good investment opportunity. But 
if they were to practice the IBC 
strategy, they would have the rising 
cash value AND can easily borrow 
against it to buy a car, a home, pay 
for college, buy gold or a stock, 
etc. I think you get the picture. 
It is the only asset available that 
allows people the leverage to make 
a capital purchase and continue 

earning a return and even recapture 
some of the expenses associated 
with traditional purchasing options. 
It may even help increase returns on 
other investments.

Like I said at the beginning, it isn’t 
perfect. It isn’t for everyone. But isn’t 
it at least worth taking a look at? ◼
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Age 59½  
Triggering Event!
Jim’s NUA light goes 
on. LSD can be 
completed this year or 
any subsequent year 
as long as the 59½ 
light is on.

NUA Timeline: “Triggering Events” 
Plan Participant: Jim, born on January 1

The net unrealized appreciation (NUA) process allows company stock to be withdrawn from a retirement 
plan with the owner paying taxes at long-term capital gain rates on the appreciation. Ordinary income 

taxes are due on the basis in the year of distribution. However, there are strict rules governing when NUA 
can be taken and the timing of the requisite lump sum distribution (LSD). Here is an example for Jim:

Age 63. Jim retires. 
Separation from Service 
Triggering Event!
NUA light goes back on. LSD 
can be completed this year or 
any subsequent year as 
long as the separation from 
service light is on.

Age 62. Jim takes a 
withdrawal to fund a family 
vacation. 59½ trigger is 
activated! LSD must be 
completed before the 
end of this calendar 
year, or the 59½ NUA 
trigger light goes out 
and is forever lost.

Age 72. Jim’s first RMD is 
paid out. Separation 
from Service trigger is 
activated! LSD must be 
completed before the 
end of this year, or Jim’s 
separation from service 
NUA trigger light goes out 
and is forever lost.

If Jim fails to complete a 
lump sum distribution in the 
year his RMD is paid out, 
he has probably lost the 
chance to benefit from NUA 
in his lifetime. The only 
possible remaining NUA 
triggers are disability 
and death.

One 
calendar 

year

Jim makes no withdrawals or in-plan conversions.
"Separation from Service" trigger light stays on.

AGE

1

2

3

4

5

58 59 60 61 62 63 64 65 66 67 68 69 70 71 72 73 74

NUA Timeline: Triggering Events


