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Memo

To: Trustee
From: Andreas Stuermann
Date:  6/15/2018

Re: Private Client Irrevocable Trust

Dear Trustee —
The putpose of this memo to file is to summarize the recent policy exchange transaction.
Background & Problem

The Private Client 1996 ILIT, for which you setve as trustee, owned four loaned Northwestern Mutual whole life policies.
Fixed loan interest rates of 8.00% and cutrent dividend-crediting rates of 4.90% were eroding policy values and recent in-
force illustrations from Notthwestern Mutual indicated that if no further premiums were paid, policies would lapse in a few
yeats and trigger taxable income of ca. $1,400,000 to the policy owner. Your main goal was to avoid this taxable event and
eliminate the need for further premium outlays.

Analysis & Solution

Over the summer we analyzed the existing policies vs. exchanging them tax-free under I.R.C. Section 1035 for a new
Indexed Universal Life (IUL) policy. IUL provides upside return potential with downside protection. Cash value returns
are tied to equity-based indexes with return floors and caps ranging from 0-11% on average. The analysis indicated that 2
new IUL policy could lower the risk of a taxable extent significantly because cash value returns can exceed loan interest
rates. We also had to find a catrier that has the technology to exchange and administer loaned policies and make a
competitive undetwriting offer on a foreign national who is fond of vintage car racing. Pacific Life offered preferred risk
rates and provided the best solution for the project at hand.

Projected Financial Results

The new Pacific Life policy was issued on November 20, 2017, funded with a single premium of $1,508,665 ($487,653 net
of loan) from the existing Northwestern Mutual policies and has a minimum death benefit of $2,489,229 ($1,445,245 net of
loan). The enclosed spreadsheet summarizes how the new policy will perform over time in different scenarios. If cash
values earn 6.00% every year, no further premiums may be required because returns exceed loan interest rates (Scenatios 1
& 2). If cash values earn 6.00% every four years followed by 0.00% every fifth yeat, some additional premiums may be
required in years 8-10 because returns ate slightly lower than loan interest rates (Scenatio 3). These additional premiums
would be considerable less than a $1,4000,00 tax bill and could be funded by additional gifts or loans at that time.
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Main benefits of the new Pacific Life policy include:
1) Better odds for positive atbitrage between cash value returns and loan interest rates,

2) Ability to tailor the policy’s asset allocation to stock matket and interest rate movements (current allocation is 25%
International, 50% Indexed and 25% High Par per your instructions),

3) Flexibility to adjust the policy’s cash value and loan accounts annually, and
4) Best in class product from a highly rated mutual carrier.

Ongoing Administration

We will review in-fotce illustrations with you every December to monitor how the moving parts within the policy are
petforming. The goals, as I understand them, are to maximize cash value returns, minimize loan interest costs and migrate
policy values into fixed accounts once we have had sufficient positive arbitrage. These petiodic annual reviews will tell us if
and when we can do that.
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