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Life Insurance Product Types and Distinguishing Characteristics

Term Life

Guaranteed Universal
Life (GUL)

Whole Life (WL)

Current Assumption
Universal Life (CAUL)

(Equity) Index
Universal Life (IUL)

Variable Universal Life
(VUuL)

Distinguishing
Characteristics

Lowest cost protection
for a specific term of
years less than life
expectancy.

Premium & death benefit
guaranteed for a
specified period with the
flexibility to change
coverage duration and/or
death benefit for a
corresponding change in
the guaranteed premium.

Fixed death benefits for a

Flexible death benefits for a flexible premium as long as Policy Cash Values
are sufficent to cover cost of insurance charges (COIls) and policy expenses.

fixed premium as long as
premiums are paid in
cash or by dividends, but
if dividends not sufficient
to pay premuims, then
premiums are borrowed
against cash values at
additional interest cost
(see Policy Loan Interest
Rate/Spread below).

Account Values are
credited with interest at a
rate periodically declared

by the insurer
commensurate with
prevailing interest rates
subject to a minimum
guaranteed rate (e.g., 2%
- 49%).

Account Values CAN BE
credited with interest at a
rate equal to a % of
performance from an
equity index (e.g.,
S&P500) EXCLUDING
dividends subject to a
minimum guaranteed
rate (e.g., 0% - 2%)

Account Values either
increase/decrease based
on performance of self-
directed mutual-fund-like
Separate Accounts OR
are credited with interest
at a rate periodically
declared by the insurer
subject to a minimum
guaranteed rate (e.g., 2%
- 49%).

Death Benefit

Face Amount

Face Amount

Face Amount + Paid Up
Additions (PUAs) if
Dividends are used to
buy PUAs & PUAs not
used to pay premuims.

Option A: Face Amount

Option B: Face Amount + Policy Account Value

Option C: Face Amount + Cumulative Premiums Paid

Common Riders

N/A

Maturity Extention Rider (MER) to prevent loss of coverage and/or taxable gain otherwise trigged between age 95 - 100.

Accelerated Death Benefit (ADB) rider for terminal iliness (i.e., life expectancy of 6-12 months).

Long-Term-Care (LTC) or Chronic lliness Riders (e.qg., for loss of 2 or more Activities of Daily Living or Cognative Impairment).

N/A

N/A

Over-Loan Protection (OLP) Rider to prevent policy loans from causing policy
lapse and the corresponding phanton taxable income on the "forgiveness" of
accumulated policy loans and accumulated interest.

Fixed for an initial term
(e.9., 1, 10, or 20 yrs),

Fixed until changed by

Fixed in amount, but not

Flexible, but must be sufficient to cover COls & policy expenses over the

Pemie but increases at each the policyowner. in the d?;:?:i;:; years intended coverage duration.
renewal. )
None, provided Depends on cash value
"Premium Call" Risk None premiums are paid when Moderate Moderate Higher P .
due asset allocation.
Guaranteed to equal the
. N Cash Values are typically| Face Amount at policy Account Values = Premiums - COls & Expenses + Interest/Earnings
gl iz e maturity plus Dividends Surrender Value = Account Value - Surrender Charges
used to buy PUAs.
Investe.d Asse.ts High-grade bonds & gov't{ High-grade bonds & gov't{ High-grade bonds & gov't{ High-grade bonds & gov't Self-dl_rected from among
Underlying Policy NIA backed mortgages backed mortgages. backed mortgages backed mortgages. a familly of mutual-fund-
Account Values gages. gages. gages. gages. like Separate Accounts.
Based on performance of| Based on performance of erforﬁé;ii t())r; ;r:]ee it
the insurer's General the insurer's General P (e S&PS(?O) Y
Account over the long- | Account over the long- EXCLUDIﬂ.‘G o Based on the gains or
Crediting/Earnings N/A N/A term as declared term as periodically subject to a max cap. a loses in the selected
Rates annually to be generally | declared to be generally :ilrtici A [; mutual-fund-like
commensurate with commensurate with s rZad ar?dlor a min}mum Separate Accounts.
prevailing long(er)-term prevailing mid-term zarantee d rate (e.g., 0%
interest rates. interest rates. 9 G-
- 2%)
Can Borrow Against May lose death _benefn 50%; Subject to
N/A and/or premium Yes Yes Yes ;
Cash Value guarantees. Regulation U
Policy Loan Interest D U
Rate/Spread (i.e., net N/A N/A i @ 1o i el 0%-2% 0%-2% 0%-2%
. recognition” type product.
cost of borrowing)
Cash Value at _RISk if N/A Yes Yes Yes Yes No
Insurer Fails
Death Benefit a? Risk if Yes Yes Yes Yes Yes Yes
Insurer Fails
Can b.e SOId. Without Yes Yes Maybe Yes Yes No
Series 6 License
Commls§|on No Sometimes Yes Yes Yes Yes
Concessions
Yes, but with only
Life Settlement Yes Yes Maybe Yes Yes through B/Ds supervised
by FINRA.
Regulated By State State State State State FINRA and State
Courtesy of
www.Veralytic.com
info@veralytic.com
888-908-8242
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Veralytic Report

This report is presented by:

John Q. Advisor, CFP, CPA, JD | JQA Portfolio Management
1000 North Any Avenue | Suite 100 | Tampa, FL 33609

Veralytic

Research. Rankings. Results.

© ThelnsuranceAdvisor.com, Inc. dba Veralytic, Inc. Analysis, metrics, and processes subject to U.S. Patent #6,456,979 & #7,698,158. Veralytic is a
provider of insurance product information and does not endorse any broker/dealer, financial planner, registered representative, insurance professional,
insurance product, or insurance company, including any financial advisor named herein. The information, data, analysis and opinions contained herein
include the confidential and proprietary information of Veralytic and may not be copied or redistributed. Veralytic® and Research. Rankings. Results.®
are federally registered trademarks of THEInsuranceAdvisor.COM, Inc. The information, data, analysis and opinions contained herein include the

confidential and proprietary information of Veralytic and may not be copied or redistributed. Although data is gathered from reliable sources, Veralytic
cannot guarantee completeness or accuracy. This report itself does not constitute a solicitation for the product under consideration. Furthermore, while
Veralytic Star Ratings are produced using generally accepted mathematical algorithms and a consistent and objective rules set developed by Veralytic,
this rating system, like all ratings systems, relies on certain judgmental techniques, which are fully described in the attached User Guide, and with which
certain insurance professionals may disagree. If used as supplemental sales literature for a variable product, this report must be accompanied by the
name of the registered representative; the name of the broker/dealer through which the policy is being offered; as well as a prospectus, disclosure

statement, complete and compliant illustration of hypothetical policy values, and any other supplemental materials necessary to provide a fair and

balanced presentation of all policy features. You may obtain a current prospectus from the financial advisor named herein. Please read the prospectus
carefully.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes and footnotes clarifying its proper use.
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Nothing contained in this Veralytic Report is to be considered as a rendering of legal, tax or investment advice for specific cases, and readers are
responsible for obtaining such advice from their own legal, tax and investment counsel. Accordingly, no representations or warranties are made by
anyone, including, without limitation, Veralytic and anyone engaged in the preparation and distribution of this report, as to the validity or effectiveness of
the legal or tax conclusions, analysis, opinions, and planning ideas expressed in this Veralytic Report. Any and all liability whatsoever that may arise in
connection with anything contained herein is hereby disclaimed. This Veralytic Report is intended for educational and informational purposes only.

This Veralytic Report is based on carrier illustration and product information available at the time of preparation. It represents Veralytic's best judgment
and analysis of the due care process. Due care is a complex field, and many of the areas covered are still evolving. Veralytic does not warrant the
completeness of this treatment and recognizes that there is room for a difference of opinion in some areas. Furthermore, there is no definitive guidance
on the tax implications of some of the specific product features found in today's life insurance policies. A qualified tax advisor should always be
consulted before implementing a program in which the buying decision is based in part on anticipated tax consequences.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes and footnotes clarifying its proper use.
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Executive Summary

Veralytic

Research. Rankings. Results.

Nothing contained in this Veralytic Report is to be considered as a rendering of legal, tax or investment advice for specific cases, and readers are
responsible for obtaining such advice from their own legal, tax and investment counsel. Accordingly, no representations or warranties are made by
anyone, including, without limitation, Veralytic and anyone engaged in the preparation and distribution of this report, as to the validity or effectiveness of
the legal or tax conclusions, analysis, opinions, and planning ideas expressed in this Veralytic Report. Any and all liability whatsoever that may arise in
connection with anything contained herein is hereby disclaimed. This Veralytic Report is intended for educational and informational purposes only.

This Veralytic Report is based on carrier illustration and product information available at the time of preparation. It represents Veralytic's best judgment
and analysis of the due care process. Due care is a complex field, and many of the areas covered are still evolving. Veralytic does not warrant the
completeness of this treatment and recognizes that there is room for a difference of opinion in some areas. Furthermore, there is no definitive guidance
on the tax implications of some of the specific product features found in today's life insurance policies. A qualified tax advisor should always be
consulted before implementing a program in which the buying decision is based in part on anticipated tax consequences.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes and footnotes clarifying its proper use.
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Executive Summary
Permanent Life Insurance Product

Policy/lllustration Under Evaluation - Sample Indexed Universal Life

This Veralytic Report was prepared for a Sample UL policy with a $2,500,000 initial policy face amount and is based on the illustration
of hypothetical policy values submitted for evaluation. The evaluation is intended to serve as a tool to assist financial advisors in
determining the appropriateness of the policy under evaluation for a 50 year old male assumed to qualify for Standard Non-Tobacco
health rates. The policy under evaluation is a Flexible UL policy with illustrated premiums shown to be paid through 10th policy year and
calculated to equal the minimum premium necessary to sustain the policy face amount.

Veralytic Appropriateness Rating - (2 stars out of 5 stars)
ok

The Veralytic Report evaluates policies on five (5) criteria to rate the appropriateness of a given product for a given planning situation
using a star rating system. A full star () indicates the policy under consideration receives the highest comparative rating, a half star
() indicates a median rating, and an empty star () represents the lowest rating compared with benchmarks.

The Sample Indexed Universal Life is rated (2 stars out of 5 stars)
¥k for appropriateness for the illustrated plan design based on:

1. Financial Strength & Claims-Paying Ability: (1/2 star)
1

The insurer's financial strength and claims-paying ability ranks in the top quartile but lower than the top decile (i.e., higher than 75% but lower
than 10%) of all rated insurers. While lower ratings for financial strength and claims-paying ability do not necessarily render the policy
inappropriate, high ratings and low cost is considered more appropriate than otherwise. (Carrier Strength is reported in "Carrier Due Care"
located in the lower left corner of page 2 of the Veralytic Report. This section reports the insurer's ratings and rankings by the four leading
ratings services and the insurer's percentile ranking using a composite index. Ratings methods and the significance of these rankings are
discussed in detail on pages 2 and 3 of Section 4, User Guide, of this report.)

2. Cost Competitiveness: (1/2 star)
1

The policy under evaluation illustrates an overall cost structure and premium that is roughly comparable to the relevant benchmark
representative of an average, but competitively priced product. While an average overall cost structure and average illustrated premiums may
appear less appropriate than low premiums/costs, an average premium would be more appropriate than a low premium based on a cost
structure that is not attributable to some demonstrable operating, underwriting and/or marketing advantage. To evaluate Cost Competitiveness,
the Veralytic System considers Funding Strategy and Pricing Style (reported in "Product Profile" located at the top left corner of page 1 of the
Veralytic Report), as well as Premium Cost Competitiveness (reported in "Premium Comparison” located at the upper right corner of page 1 of
the Veralytic Report). (The significance of Cost Competitiveness is discussed in detail on pages 3-5 of Section 4, User Guide, of this report.)

3. Pricing Stability: (1/2 star)
1
Pricing of all life insurance policies are a function of three (3) variables: 1) cost of insurance (COIl) charges, 2) policy expenses, and 3) the
illustrated/actual earnings rate on policy cash values. Pricing for the policy under evaluation is adequate and reasonable to the extent that cost
of insurance (COIl) charges and policy expenses appear to be based on actual claims and operating experience according to disclosures
included in the illustration of the policy under evaluation. In addition, the pricing of the policy under evaluation is based on interest assumptions
which are in line with historical returns for the asset classes corresponding to the asset types in which policy cash values are invested. However,
because the insurer's retention capacity limits the degree of control over policy pricing for the policy under evaluation, pricing for this policy is
somewhat vulnerable to changes in the reinsurance market. While the Veralytic Report has no way of predicting whether a policy will perform as
illustrated, the Veralytic Report does consider whether the values illustrated are consistent with the insurer's historical experience, whether this
experience has been fully disclosed, and how potential changes in experience might impact future policy performance. (The significance of
Pricing Stability is discussed in detail on pages 5 and 6 of Section 4, User Guide, of this report.)
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4. Relative Policy Value: (0 stars)

Cash value liquidity for this policy is less adequate than the representative benchmarks. While liquidity can be less relevant in certain plan
designs, policies with higher cash values and greater liquidity than relevant benchmarks are generally considered more appropriate than policies
with lower cash values and more limited access to policy cash values. (Relative Cash Value comparisons are summarized in "Hypothetical
Policy Cash Value Account Growth" located near the bottom of page 1 of the Veralytic Report. The significance of Relative Cash Value is
discussed on pages 6 and 7 of Section 4, User Guide, of this report.)

5. Historical Performance: (1/2 star)
1

The cash value allocation options for the product under evaluation are considered acceptable in that the historical net yield on the insurer's
General Account Portfolio supporting illustrated policy cash values is roughly the same as the average historical net yield for all insurers (to the
extent that allocating all policy cash values to non-equity, fixed-income-type assets is consistent with the risk/return profile of the policy owner).
Insurers are required by law to invest cash values for permanent products (other than variable) predominantly in declared-rate investments such
as bonds and mortgages. While the illustrated policy crediting rate may be higher or lower that the insurer's net portfolio yield at a given point in
time, over time the actual policy crediting rate must correlate with the yield on the insurer's General Account Portfolio. Thus, permanent products
(other than variable) whose cash values are invested in a General Account with higher historical net yields are generally considered more
appropriate than policies whose cash values are invested in a General Account with lower historical net yields. (The Veralytic Report compares
the illustrated net portfolio yield with average net portfolio yields for all insurers and summarizes comparisons in "Product Profile" located in the
upper left corner of page 1 of the Veralytic Report. The significance of Cash Value Allocation Options is discussed on pages 7 and 8 of Section
4, User Guide, of this report).

All five factors contribute to appropriateness, and no single factor is sufficient to determine appropriateness. When all other appropriateness factors are
equal, the policy receiving the higher appropriateness rating for any one criteria is considered more appropriate. In other words, if two policies receive
similar ratings on four criteria but one is rated higher on the fifth criteria, it is considered more appropriate.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes and footnotes clarifying its proper use.
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Veralytic Report Analysis

Veralytic

Research. Rankings. Results.

Nothing contained in this Veralytic Report is to be considered as a rendering of legal, tax or investment advice for specific cases, and readers are
responsible for obtaining such advice from their own legal, tax and investment counsel. Accordingly, no representations or warranties are made by
anyone, including, without limitation, Veralytic and anyone engaged in the preparation and distribution of this report, as to the validity or effectiveness of
the legal or tax conclusions, analysis, opinions, and planning ideas expressed in this Veralytic Report. Any and all liability whatsoever that may arise in
connection with anything contained herein is hereby disclaimed. This Veralytic Report is intended for educational and informational purposes only.

This Veralytic Report is based on carrier illustration and product information available at the time of preparation. It represents Veralytic's best judgment
and analysis of the due care process. Due care is a complex field, and many of the areas covered are still evolving. Veralytic does not warrant the
completeness of this treatment and recognizes that there is room for a difference of opinion in some areas. Furthermore, there is no definitive guidance
on the tax implications of some of the specific product features found in today's life insurance policies. A qualified tax advisor should always be
consulted before implementing a program in which the buying decision is based in part on anticipated tax consequences.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes and footnotes clarifying its proper use.
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Sample 21

Veralytic Category

Indexed Universal Life Institutional

|Product Profile | |Po|icy Expense Breakdown | |Premium Comparison - Face Amt: $2,500,000|

) (2 stars out of 5 stars)

Product Rating: Sk

Product Type: uL

Premium Type: Flexible

Min. Face Amount: $25,000

Optimal Funding Stategy: Mixed

Pricing Style:

Policy pricing is a function of 3 factors: Cost of Insurance
Charges (COls), Expenses & Earnings. Product suitability is
therefore categorized by the structure of and the underlying
experience for these pricing components. (See The Pricing
Advisor section below or at Veralytic.com for more information.)

Max. Min.
Accum _Mixed _Prem

Retail
I:‘ [=ls}s FOLICY FREMIUM
CHARGES EXFEMSES LOADS

Institutional ) ) 1. Policy Under Evaluation
1. Policy Under Evaluation 2. Institutionally Pricing Benchmark
2. Institutionally Priced Policies 3. Benchmark for All Policies

) 3. Retail Policies

Experience-Rated

Policy Avg
Under for All
__ Evaluation _% Policy Expense Breakdown measures the present value Premium Comparison calculates the minimum level
5.30% 5-yr Avg. Net Portfolio Yield * 4.52% cost per $ of Death Benefit and the individual cost annual premium required over 10 years to maintain the
« Source: VitalSigns? components, assuming identical funding amounts and policy for 50 years, assuming a 6.90% average net
: 9 funding patterns for a policy issued to a 50 year old male policy earnings rate and current expense assumptions
Non-Smoker Standard risk. for a policy issued to a 50 year old male Non-Smoker
Standard risk.
Cost of Insurance (COI) Charges D| |Po|icy Expenses .| |Premium Loads D|
Policy Institutional  Benchmark Policy Institutional  Benchmark Policy Institutional  Benchmark
Under Pricing for All Under Pricing for All Under Pricing for All
Evaluation Benchmark  Policies % of Cash Value Evaluation Benchmark  Policies % of Premium Evaluation Benchmark  Policies
Weighted-Average ~ $25,380  $27,866  $30402 M&E Risk % 0.00 0.00 0.00 State Tax % 175 235 2.35
Annual COI
Other % 0.00 0.00 0.00 Fed DAC Tax % 1.50 1.50 1.50
Total % 0.00 0.00 0.00 Carrier % Load(s): 0.00 0.00 0.00
Loan Spread % 0.00 1.00 2.00 Sales/Service %
Fixed Charges Load(s): 2.75 3.65 3.65
Per Policy Yr $6,088 $2,205 $2,205 Total % 6.00 750 7.50

Planned Annual Premium: $63,862

. Policy Under Evaluation
. Institutional Pricing Benchmark
. Benchmark for All Policies

The purpose of this graph is to show how different
policy charges could effect policy value and death
benefit. This graph is hypothetical and may not be
used to predict or project actual policy performance or
tax treatment.

Hypothetical Policy Cash Value Account Growth

Est Yr 1 Cash Value Surrender Yrs Average Death Benefit @ Crediting Bonus  Ultimate
Policy/Benchmark / Premium Ratio Charge Applied Decrease %/Yr Endowment/Maturity Rate % Rate % Rate %
Policy Under Evaluation 0.00% 100.00% 10 10.00% $2,525,032 6.90 0.00 6.90
Benchmark for Institutionally-Priced Policies 80.00% 0.00% N/A N/A $7,313,486 6.90 0.00 6.90
Benchmark of All Policies 0.00% 88.00% 11 8.00% Lapse @ Y41 6.90 0.00 6.90

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes and footnotes clarifying its proper use.
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Cost of Insurance (COI) Charges (Cont'd) | |Po|icy Expenses (Cont'd) | |Premium Loads (Cont'd)

Cost of Insurance charges (COls) are deductions Policy Account Value Charges include Mortality & All policies include deductions for State Premium
for the payment of claims and are typically the Expense Risk (M&E) Charges and other account- Taxes, Federal DAC Taxes and charges for
largest single cost factor, accounting for 75% or  value-based charges that are independent from  policy issue, administration, distribution and

more of the total premium. However, because the individual separate account funds and are, general operating expenses of the insurance
COls vary with age of the insured, policy age, therefore, deducted from cash values at the carrier and/or the sales and servicing

premiums, earnings, and deductions for other policy level. These charges do not include organization. While most policies assess charges
policy expenses, they can also be the most Investment Advisory Fees, Fund Management for these expenses, either in the form of a
difficult to compare. For this reason, a weighted- Fees, nor Fund Operating Expenses that are premium load or as a flat-dollar policy expense,

average annual COl is calculated by averaging  specific to each particular separate account fund these expenses may be included with other
the present value of each COI charge using the  within the policy and are, therefore, deducted at  policy charges and, therefore, may not be
Net Net Rate of Return (i.e. the rate at which the respective fund level. disclosed separately (shown as "N/A" when
cash values would otherwise have grown but for undisclosed).

the deduction of COls) shown above.

This weighted-average annual COl is then
compared to standard industry mortality tables
(75-80 S&U Male Age Nearest for current non-
guaranteed COls and 1980 CSO Male Age
Nearest for guaranteed maximum COls) to create
a standardized, uniform method of comparison.

|The Pricing Advisor

Despite a confusing variety of products and terminology, insurance pricing is simple when reduced to its fundamental components. For instance, all
premiums are based on three components:

1) death benefits claims paid, or Cost of Insurance charges (COl);
2) carrier and servicing organization expenses associated with policy design and administration (E); and
3) investment earnings (i%).

In other words, premiums will always be based on the following simple formula: Premiums = COI +E - i%. However, different products place different
emphasis on each of these pricing components. This results in products that perform differently under different funding scenarios (e.g. products with
low COls perform best in minimum-funded, defined-death-benefit applications while products with low M&E/cash-value-based expenses perform best in
maximum-funded, defined-contribution-type applications).

In addition, because different groups of policyholders have different claims experience and expenses, premiums will also vary depending on the claims
experience and expenses for the group being insured. The Pricing Advisor uses this simple formula to help you evaluate your client's new proposals
and existing portfolios.

|Retai| Pricing |

Policy pricing is a function of 3 factors: Cost of Insurance Charges (COIs), Expenses & Earnings. Product suitability is therefore categorized by the
structure of and the underlying experience for these pricing components. (See The Pricing Advisor section below or at Veralytic.com for more
information.)

|Institutiona| Pricing |

Large corporations and public companies purchase insurance differently than the average "retail" buyer. Because these large transactions and large
groups of policies cost less to sell and administer, carriers typically reduce institutional cost factors to reflect volume discounts and economies of scale.
While institutional products are becoming more widely available, threshold financial requirements still limit access to Institutional Pricing that offers
lower premiums to only a small percent of insurance buyers. However, access to institutional pricing is becoming more widely available through
purchasing groups and/or institutional risk pools.

Experience-Rated Pricing

In addition to the same advantage of lower expenses offered by Institutional Pricing, Experience-Rated Pricing also offers the benefit of lower COI
charges. Experience-Rated products are available to only a selective pool of qualified companies and qualified individuals. Experience-Rated products
are priced for the superior claims experience of professionals, business executives and owners, and high net worth individuals. Because this group
enjoys healthier lifestyles and better health care, they live longer. As a result, this group experiences lower mortality rates, and products priced for this
market generally have lower COI charges than products sold to retail and institutional markets.

Carrier Due Care

Financial Strength & Claims-Paying Ability Watch List
Ratings (alpha order)

AM Best A (3 of 15) n/a

Fitch 0 (0 of 24) n/a
Moody's 0 (0 of 21) n/a
Standard & A (6 of 20) n/a

Poor's

Percentile 79%

Ranking

Retention Limit:
Single Life: $1,000,000

1 © 1996-2013 Morningstar, Inc All Rights Reserved. The information, data, analyses and opinions contained herein (1) include the confidential and proprietary information of Morningstar, Inc., (2) may not be copied or redistributed, (3) do not
constitute investment advice offered by Morningstar, Inc., (4) are provided solely for informational purposes, and (5) are not warranted to be correct, complete or accurate. Morningstar, Inc. shall not be responsible for any trading decisions,
damages or other losses resulting from or related to this information, data, analyses or opinions or their use.

2 Source Vital Signs by EbixExchange © 1996-2013 Ebix, Inc. All Rights Reserved. The information, data, analyses and opinions contained herein (1) include the confidential and proprietary information of Ebix, Inc., (2) may not be copied or
redistributed, (3) do not constitute investment advice offered by Ebix, Inc., (4) are provided solely for informational purposes, and (5) are not warranted to be correct, complete or accurate. Ebix, Inc. shall not be responsible for any trading
decisions, damages or other losses resulting from or related to this information, data, analyses or opinions or their use.
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Nothing contained in this Veralytic Report is to be considered as a rendering of legal, tax or investment advice for specific cases, and readers are
responsible for obtaining such advice from their own legal, tax and investment counsel. Accordingly, no representations or warranties are made by
anyone, including, without limitation, Veralytic and anyone engaged in the preparation and distribution of this report, as to the validity or effectiveness of
the legal or tax conclusions, analysis, opinions, and planning ideas expressed in this Veralytic Report. Any and all liability whatsoever that may arise in
connection with anything contained herein is hereby disclaimed. This Veralytic Report is intended for educational and informational purposes only.

This Veralytic Report is based on carrier illustration and product information available at the time of preparation. It represents Veralytic's best judgment
and analysis of the due care process. Due care is a complex field, and many of the areas covered are still evolving. Veralytic does not warrant the
completeness of this treatment and recognizes that there is room for a difference of opinion in some areas. Furthermore, there is no definitive guidance
on the tax implications of some of the specific product features found in today's life insurance policies. A qualified tax advisor should always be
consulted before implementing a program in which the buying decision is based in part on anticipated tax consequences.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes and footnotes clarifying its proper use.

10-11



Sample Ledger lllustration
Assuming Current Charges and a Current Rate of 6.90%
Initial Death Benefit: $2,500,000
Initial Annual Planned Premium: $63,862

Net Net
Policy EOY Planned Net Account Surrender Death
Year Age Premium Outlay Value Value Benefit
1 51 63,862 63,862 45,823 0 2,500,000
2 52 63,862 63,862 94,077 16,902 2,500,000
3 53 63,862 63,862 144,756 76,156 2,500,000
4 54 63,862 63,862 198,163 138,138 2,500,000
5 55 63,862 63,862 254,646 203,196 2,500,000
6 56 63,862 63,862 314,532 271,657 2,500,000
7 57 63,862 63,862 378,090 343,790 2,500,000
8 58 63,862 63,862 445,550 419,825 2,500,000
9 59 63,862 63,862 517,129 499,979 2,500,000
10 60 63,862 63,862 592,963 584,388 2,500,000
Totals: 638,621 638,621
11 61 0 0 624,794 624,794 2,500,000
12 62 0 0 658,097 658,097 2,500,000
13 63 0 0 692,698 692,698 2,500,000
14 64 0 0 728,316 728,316 2,500,000
15 65 0 0 765,139 765,139 2,500,000
16 66 0 0 803,039 803,039 2,500,000
17 67 0 0 842,293 842,293 2,500,000
18 68 0 0 882,979 882,979 2,500,000
19 69 0 0 924,942 924,942 2,500,000
20 70 0 0 968,375 968,375 2,500,000
Totals: 638,621 638,621
21 71 0 0 1,012,633 1,012,633 2,500,000
22 72 0 0 1,057,264 1,057,264 2,500,000
23 73 0 0 1,101,987 1,101,987 2,500,000
24 74 0 0 1,146,569 1,146,569 2,500,000
25 75 0 0 1,190,926 1,190,926 2,500,000
26 76 0 0 1,235,793 1,235,793 2,500,000
27 77 0 0 1,281,286 1,281,286 2,500,000
28 78 0 0 1,327,151 1,327,151 2,500,000
29 79 0 0 1,373,091 1,373,091 2,500,000
30 80 0 0 1,418,941 1,418,941 2,500,000
Totals: 638,621 638,621

llustration not complete without footnote and compliance pages, which have been intentionally omitted for space considerations.
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Sample Ledger lllustration
Assuming Current Charges and a Current Rate of 6.90%
Initial Death Benefit: $2,500,000
Initial Annual Planned Premium: $63,862

Net Net
Policy EOY Planned Net Account Surrender Death
Year Age Premium Outlay Value Value Benefit
31 81 0 0 1,464,551 1,464,551 2,500,000
32 82 0 0 1,509,499 1,509,499 2,500,000
33 83 0 0 1,553,841 1,553,841 2,500,000
34 84 0 0 1,597,933 1,597,933 2,500,000
35 85 0 0 1,641,193 1,641,193 2,500,000
36 86 0 0 1,683,898 1,683,898 2,500,000
37 87 0 0 1,726,010 1,726,010 2,500,000
38 88 0 0 1,765,945 1,765,945 2,500,000
39 89 0 0 1,805,311 1,805,311 2,500,000
40 90 0 0 1,844,508 1,844,508 2,500,000
Totals: 638,621 638,621
41 91 0 0 1,885,088 1,885,088 2,500,000
42 92 0 0 1,925,855 1,925,855 2,500,000
43 93 0 0 1,968,120 1,968,120 2,500,000
44 94 0 0 2,011,697 2,011,697 2,500,000
45 95 0 0 2,057,877 2,057,877 2,500,000
46 96 0 0 2,110,891 2,110,891 2,500,000
47 97 0 0 2,175,223 2,175,223 2,500,000
48 98 0 0 2,254,740 2,254,740 2,500,000
49 99 0 0 2,358,872 2,358,872 2,500,000
50 100 0 0 2,500,032 2,500,032 2,525,032
Totals: 638,621 638,621

llustration not complete without footnote and compliance pages, which have been intentionally omitted for space considerations.
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Nothing contained in this Veralytic Report is to be considered as a rendering of legal, tax or investment advice for specific cases, and readers are
responsible for obtaining such advice from their own legal, tax and investment counsel. Accordingly, no representations or warranties are made by
anyone, including, without limitation, Veralytic and anyone engaged in the preparation and distribution of this report, as to the validity or effectiveness of
the legal or tax conclusions, analysis, opinions, and planning ideas expressed in this Veralytic Report. Any and all liability whatsoever that may arise in
connection with anything contained herein is hereby disclaimed. This Veralytic Report is intended for educational and informational purposes only.

This Veralytic Report is based on carrier illustration and product information available at the time of preparation. It represents Veralytic's best judgment
and analysis of the due care process. Due care is a complex field, and many of the areas covered are still evolving. Veralytic does not warrant the
completeness of this treatment and recognizes that there is room for a difference of opinion in some areas. Furthermore, there is no definitive guidance
on the tax implications of some of the specific product features found in today's life insurance policies. A qualified tax advisor should always be
consulted before implementing a program in which the buying decision is based in part on anticipated tax consequences.
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How to Use Veralytic Reports 4-1

Veralytic Star Rating

The suitability of permanent life insurance products depends principally upon the following five factors:

Insurer Financial Strength
Cost Competitiveness
Pricing Stability

Policy Liquidity

Historical Performance

The Veralytic Research Platform evaluates policies on these five criteria and rates them compared to industry benchmarks (see more on
benchmarks at the top of page 4-2 in this section) using a star rating system. A % (full star) indicates the policy under consideration
receives the highest comparative rating, a ¥¢(half star) indicates a median rating, and an %*(empty star) represents the lowest rating
compared with benchmarks.

All five factors contribute to suitability, and no single factor is sufficient to determine suitability. While cost is clearly important, buying
insurance is different than other consumer purchases. With many consumer products, price is often directly related to quality, and the
higher the price the better the quality, durability, or service. For instance, the higher the financial strength of a bond issuer, the lower the
interest rate (i.e., the lower the price the issuer must pay to attract investors, and the lower the market value of the bond on the open
market). However, this direct correlation between policy cost and quality doesn’t necessarily exist in life insurance products. For example,
higher carrier ratings, which indicate greater financial strength and claims-paying ability, don’t necessarily dictate higher costs because a
number of other factors influence pricing (discussed further under Cost Competitiveness section below). However, when two policies
have the same cost, but one of the insurers has higher carrier strength ratings, the Veralytic Reports consider the product offered by the
more highly rated carrier more suitable.

For permanent life insurance, pricing suitability depends upon a number of factors, and the lowest premium may not always offer the best
value. Fortunately, despite a confusing variety of products and terminology, insurance pricing is simple when reduced to its three
fundamental components:

e Cost of insurance charges (COl) for death benefit claims
e  Carrier and servicing organization expenses (E) for policy design, underwriting, and administration
e Investment gains and/or interest income (i%) credited to policy cash values in excess of COIs and E

In other words, premiums are always based on the following formula in minimum-premium defined-death-benefit policy designs, and
policy performance is always based on the following formula in maximum-accumulation defined-contribution policy designs:

Cost-of-Insurance Policy Policy
Premiums/Performance = Charges + Expenses - Interest/Earnings
(COI) (E) (i%)

As such, the Veralytic Research Platform uses this simple formula to evaluate the pricing suitability of either proposed coverages and/or
inforce policies, as follows. First, the system separates policy costs into either cost of insurance charges (COls) shown below left, and
policy expenses (E) shown below middle and below right. It then groups expenses by their nature into the only three (3) ways that insurers
calculate and collect policy expenses, namely 1) fixed administration charges (FAEs), 2) cash-value-based “wrap fees” (e.g., M&Es), and
3) premium loads. The system then “normalizes” cost of insurance charges and expenses to account for differences in amounts and
timing of the different charges in different policies for easy comparison (see discussion of each pricing component in the Pricing
Competitiveness section). This “normalizing” of varying policy charges computes a single value for each pricing component by adjusting
for differences in timing at the rate of interest/earnings at which the policy cash values would otherwise grow, but for the deduction of the
given charge(s). The Veralytic Research Platform then compare these “normalized” values with benchmarks for each pricing component
in the tables located in the middle of page 2-1 of the Veralytic Report, an example of which is also shown below.

Cost of Insurance {COI) Charges |:|| | Policy Expenses .l | Premium Loads |:|I

Folicy Institutional Benchmark Policy Institutional Benchmark Policy Institutional Benchmark
Under Pricing for All Under Pricing for All Under Pricing for All
Ewvaluation Benchmark Policies % of Cash Value Evaluation Benchmark Policies % of Premium Evaluation Benchmark Paolicies
Weighted-Average $13.166  $12.940 $14.734 M&E Risk % 0.05 0.55 0.60 State Tax % 2.35 2.35 2.35
Annual COI Other % 0.00 0.00 0.00 Fed DAC Tax%  1.50 1.50 1.50
Total % 0.05 0.55 0.60 Carrier % Load(s): 0.00 0.00 0.00
Loan Spread % 075 1.00 2.00 Sales/Service %
Load(s): 3.15 3.65 3.65

Fixed Charges

Total % 7.00 7.50 7.50
Per Palicy Yr $2,529 $1.728 §1,728 ol

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes clarifying its proper use.
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The practice of benchmarking is well-established and quite common in the financial services industry where the performance of a financial
instrument is frequently compared to a standard, independent point of reference. For instance, to determine the appropriateness of a
given mutual fund selection, the performance of that mutual fund is often compared with the Dow Jones Industrial Average, the S&P 500,
the NASDAQ, or the Wilshire 5000. Veralytic Benchmarks are similarly used to compare the pricing and performance of a given life
insurance product, and can thus be used to determine appropriateness of a given life insurance policy selection. Veralytic Benchmarks
are derived from industry standard mortality tables (see Society of Actuaries 75-80 Basic Select & Ultimate Gender Distinct Mortality
Tables at www.soa.org), industry aggregate expense ratios (see Society of Actuaries Generally Recognized Expense Table for 2001 also
at www.soa.org), and generally accepted actuarial principals. Like other benchmarks, they do not reflect the mathematical average of all
products, but instead illustrate example policy pricing and performance intended as representative of an “average product”. In other
words, because Veralytic Benchmarks were designed by actuaries to be intentionally average, based on "average" premium loads,
"average" policy administration expenses, "average" cost of insurance charges, and "average" cash-value-based "wrap-fees",
practitioners can expect to find products which offer lower premium loads, and/or lower policy administration expenses, and/or lower cost
of insurance charges and/or lower cash value fees, and therefore will illustrate a lower premium, higher cash values, and higher death
benefits, or some combination thereof. Conversely, practitioners can also expect to find other products which offer premium loads, policy
administration expenses, cost of insurance charges and/or cash value fees which are higher than Veralytic Benchmarks, and these other
products will, therefore, illustrate a higher premium, lower cash values, and lower death benefits, or some combination thereof.

Veralytic Reports use such actuarially determined representative costs and performance levels for products of a specified product type
for comparison purposes. Benchmarks for cost of insurance charges (COls), fixed administration expenses (FAEs), premium loads and
cash-value-based “wrap fees” (e.g., M&Es) are the result of both the above-mentioned industry standard mortality tables and expense
ratios, generally accepted actuarial principles and actuarial study of representative sample populations of similar type products. Mortality
and expense pricing data for policies with face amounts of $1 million or more are used to generate benchmarks for products priced for
institutional markets, and benchmarks for products priced for retail markets are derived from “industry aggregate” mortality and expense
pricing data for all policies. These actuarially derived benchmark pricing components are then used to generate a hypothetical policy
profile for comparison to the policy under consideration.

After identifying those policies offering the most suitable cost structure that are available from the insurers considered to have the greatest
relative financial strength and claims-paying ability, the system then considers the stability of policy pricing as it relates to the ability for a
given insurer to deliver actual policy performance that corresponds to illustrated policy pricing. Lastly, the system compares the liquidity
of cash value accumulations over time, and evaluates the number, breadth, performance, and cost-effectiveness of underlying cash value
allocation options. The results of these comparisons are reported in the Veralytic Report for each individual product. To help you use the
Veralytic Report to understand the suitability of the policy under consideration, the five criteria and the significance of the star ratings for
each are explained in the following sections.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes clarifying its proper use.
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Financial Strength & Claims-Paying Ability

The financial strength and claims paying ability of an insurer is the first measure of suitability for life insurance products, particularly
permanent life insurance products. Veralytic Reports evaluate insurers based on their relative financial strength and claims-paying ability
and assign a X (full star) to insurers ranking in the top decile (top 10% percent), a ¥ (half star) to insurers ranking the top quartile (top
25% percent), and an (empty star) to insurers ranking in the lower three quartiles of all insurers. Given that insurance is most simply
defined as an agreement for the payment of a premium today in exchange for payment of a claim at some future point, the more time
between policy inception and the expected claim date, the more important the durable financial strength and long-range claims-paying
ability. However, the insurer’s financial strength and claims-paying ability does not in any way affect the performance of the underlying
investment accounts and, therefore, cannot be considered a measure of future investment performance.

For the policy under consideration, financial strength and claims-paying ability of the issuing insurer is reported in “Carrier Due Care”
(sample shown to the right) located in the lower left corner of page 2-2 of the Veralytic
Report for each individual product, and includes ratings prepared and published by
nationally recognized ratings services like AM Best, Fitch, Moody’s, and Standard &

[ carrier Due Care? |

Financial Strength & Claims-Paying Ability Ratings \Watch

, e . . . . (alpha order) List
Poor’s. In addition, because different ratings services use different scales (e.g., one _
. . WA w9 « » L Al Best A+t {1 of 15) nia
service grades insurers “A” through “F,” others use a “AAA” system similar to a bond Fitch A 2 of 24) ,
rating scale, and still others use “A++.”), and because different rating services define (3 of 24) e
rating categories differently (e.g., an “A+” rating from Best is the second highest possible ~ M0’ Aa3 (4ol 21) n‘a
Standard & Poor's Al (3 of 20) nfa

rating while an “A+” rating from Standard & Poor’s or Fitch represents a relatively less
attractive fifth highest rating), Veralytic Reports reconcile these inconsistencies by  FPercentile Ranking
comparing the relative financial strength and claims-paying ability of a particular insurer ~ Retention Limit:
to all other insurers, and convert otherwise inconsistent ratings scales are converted to  Single Life: $10.000,000
percentile rankings.

94%

VitalSigns, a service offered by EbixExchange (which must be separately licensed for use in Veralytic Reports), compares carrier ratings
from the five leading rating services, determines relative rankings, and converts rankings to percentiles. VitalSigns prepares and
publishes a composite index (Comdex) derived by averaging insurers’ percentile rankings. That is, Comdex is not a rating itself but rather
is a composite of all the ratings an insurer has received converted to percentiles. Comdex reports an insurer’s standing on a scale from
1 to 100 relative to all other insurers that have been rated by the leading ratings services with 100 being the strongest ranking and 1 being
the weakest ranking. Veralytic Reports use the inverse of the Comdex in assigning a star value for the product under evaluation (i.e., a
Comdex of 100 ranks that insurer in the top-1% of all insurers for financial strength and claims-paying ability).

While the insurer’s financial strength and claims-paying ability does not affect investment performance, it is particularly important for the
following three reasons:

=  Lengthy Period of Risk Exposure: The duration of time between the policy effective date and the ultimate date of claim is typically
longer than that for any other form of insurance. Consequently, the opportunity for change adversely impacting the insurer of a given
permanent life insurance product is greater than that for any other form of insurance. With this greater exposure to uncertainty, the
importance of durable financial strength and long-range claims-paying ability is greatest for permanent life insurance products.

=  Front-End/Back-End Fees/Charges: Permanent life insurance products often include up-front “set-up” fees (commonly referred to as
“Policy Issue Fees”) and/or back-end cancellation fees (commonly referred to as surrender charges). Changing products or insurers
in response to an unacceptable deterioration in financial strength and claims-paying ability can be uneconomical due to these
previously-paid up-front fees and may be difficult or costly due to these back-end surrender charges.

=  Continued Health & Insurability: The ability to change life insurance products or insurers is conditioned on continued health and
insurability. While the probability of death is small at the time a policy is issued, the likelihood of a change in health that would
adversely impact the pricing of a policy is considerably greater. While insurers cannot change the pricing of an existing policy in
response to a change in health, such a change in health will impact the ability to change policies/insurers in response to an
unacceptable deterioration in financial strength and claims-paying ability.

Thus, while a product underwritten by an insurer considered to have greater financial strength and claims-paying ability is not, in and of
itself, a more suitable product, products issued by insurers with superior anticipated ability to meet future claims obligations are considered
more suitable than otherwise. While no rating method is guaranteed to predict which insurers will best meet future claims, ratings of
current financial strength and claims-paying ability are the accepted best gauge of insurer strength. As such, Veralytic Reports use the
mathematical distribution of all rated insurers as an objective measure to support accurate comparisons among insurers, and assign
either a * (full star), a ¥ (half star), or an *f(empty star) for the suitability of an insurer’s financial strength and claims-paying ability.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes clarifying its proper use.
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Cost Competitiveness

The cost competitiveness of a given policy is an obvious determinant of suitability. In addition, the appropriateness of a given policy’s
pricing makeup to a given situation can have substantial influence over the cost competitiveness, and, therefore, is also a determinant of
suitability. Thus, Veralytic Reports consider both policy costs as to cost of insurance charges (COls), fixed administration expenses
(FAEs), cash-value-based “wrap fees” (e.g., M&Es) and premium loads, as well as the construction of those to determine the policy’s
pricing style and optimal funding strategy (see Pricing Style in this section below). Veralytic Reports show the policy’s cost
competitiveness by comparing both individual and aggregate policy costs with industry benchmarks representative of average costs for
all other policies in the peer group (see more on benchmarks at the top of page 4-2 in this section), and assign a * (full star) for policies
whose cost competitiveness is better than average, a ¥ (half star) for policies whose cost competitiveness is roughly the same as the
average, and an X (empty star) for policies whose pricing is less competitive than average and/or whose pricing makeup is inappropriate
to the given situation.

The Veralytic Research Platform measures policy costs by calculating the present value policy of all policy costs per $1.2 of death benefit
over the illustrated policy holding period, and graphically displays the composition of policy costs in the Policy Expense Breakdown located
at the top center of page 2-1 of the Veralytic Report for each individual product, an example of which is shown below right. As such, the
Policy Expense Breakdown provides the practitioner with an understanding of both how each pricing component compares to industry
benchmarks, as well as the relative impact on overall policy pricing of the individual pricing components as to cost of insurance charges
(COls), fixed administration expenses (FAEs), premium loads and cash-value-based “wrap fees” (e.g., M&Es) for the policy under
evaluation, each of which are discussed in greater detail below:

Cost of Insurance Charges (COls) — Whether disclosed or not, all policy issues
are priced for expected cost of insurance charges or COls. COls are deductions
from permanent life insurance policies to cover anticipated payments by the
insurer for death claims. As with most types of insurance, claims are, and arguably
should be, the largest single cost factor of any insurance policy (If claims are not
the largest single cost factor, then is the product really insurance against the risk
of death, or something else?). With life insurance, COls typically account for about
75% of total cost, and, as expected, the higher the claims, the higher the COls
and the higher the premiums. COI charges are calculated year-by-year as the
result of the policy death benefit (see net amount at risk below) multiplied times a
COl rate provided by the insurance company for each age corresponding to each
policy year for each product. These deductions are much like term life insurance
premiums in that they are predominantly for claims paid during a given period
(typically 1 year). For this reason, COls are frequently referred to as the pure "risk"
portion of the premium, reimbursing the insurance company for the risk associated
with paying the death benefit. Because the risk of death increases with age, so do
the COls.

For example, assume an insurance company provides permanent life insurance

for a group of 1,000 policyholders whom all are insured for $100,000 and three (3)

insureds out of the group of 1,000 die in a given year. The insurance company

pays $300,000 to the beneficiaries of those three insureds. The insurance company must therefore collect $300 from each
policy owner over the course of the period in order to pay this $300,000 in claims (i.e. 1,000 policyholders times $300=$300,000
in death claims paid). In this case, the COIl Rate would equal $3.00 per $1,000 of death benefit (i.e. each insured paid $3.00
multiplied times 100 for each $1,000 of death benefit). Of course, as the average age of the population of 1,000 in the group
ages, then the risk of more deaths increases. For example, the next year, all insureds are a year older, and because the
probability of death increases with age, we assume that four (4) insureds out of population of 1,000 die in this next year (for the
sake of simplicity, we will assume that the insurance company sold three (3) new $100,000 policies to replace the three $100,000
policies removed from our pool by the three deaths in the prior year). The insurance company will pay $400,000 to the
beneficiaries of those four insureds. The insurance company must collect $400 from each policy owner over the course of the
period in order to pay this $400,000 in claims (i.e. 1,000 policyholders times $400=$400,000 in death claims paid/to be paid). In
this case, the COI Rate would equal $4.00 per $1,000 of death benefit (i.e. each insured paid $4.00 multiplied times 100 for
each $1,000 of death benefit).

This example also assumes the insurance company collects only the exact amount necessary to pay these claims. However, in
reality, the insurance company must also collect a profit to remain in business. Actual COls in this example would, therefore, be
slightly higher to cover anticipated claims, but then also to provide a profit to the insurance company providing the insurance
and bearing the risk. In addition, some insurers "load" the COls to cover other policy expenses that are not disclosed elsewhere.
For instance, some policies are marketed as "no-load" or "low-load" policies, and as such do not disclose certain policy expenses
or loads. The expenses or loads that are typically "hidden" are sales loads, and other premium based loads. However, because
certain premium based loads must be paid (e.g. state premium taxes, federal deferred acquisition costs (DAC) taxes, and the
cost to distribute the policies), some insurers "hide" these costs inside "loaded" COls.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes clarifying its proper use.
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As mentioned above, in all cases, these COls are calculated each policy year as the result of the policy "net at risk" death benefit
multiplied times a COI Rate provided by the insurance company for each age corresponding to each policy year for each product.
This "net at risk" death benefit is that portion of the total death benefit in excess of any policy cash value and is thus the inverse
of the cash value (e.g., the higher the cash value of the policy, the lower the net at risk amount of death benefit to the insurer).

For example, to the extent policy cash values increase over time, this net-at-risk death benefit will decline from year to year in a
level-death-benefit policy design, or will remain level in an increasing-death-benefit policy design, as shown below:

Level Death Benefit Increasing Death Benefit
2.00 2.00
1.80 1.80
1.60 1.60
1.40 1.40
1.20 1.20
Death Benefit Dea i
1.00 1.00 ‘ ?
0.80 A A 0.80
Net Amount of At-Risk Net Amount of At-Risk
060 Death Benefit 060 Death Benefit
0.40 0.40
020 Cash Value 0.20 Cash Value

While different policies can calculate the "net at risk" death benefit differently, this Net Amount at Risk (NAR) in any given year
can be generally calculated as follows:

Net Amount at Risk = Policy Death Benefit - Policy Cash Value

Because COls are calculated on the NAR, and because COls increase geometrically with age as discussed above, the NAR is
a significant factor for the pricing and performance of any policy holding. For instance, COI costs are minimalized when cash
values are nearly equal to the policy death benefit even at the older ages when COl rates are at their highest. However, because
policy cash values are “confiscated” by the insurer upon death, any COI cost savings associated with high cash values and a
corresponding low NAR must be measured against the present value “cost” of forfeiting future policy cash values upon death.
Either way, COls are characteristically the largest policy expense, and are always a function of the COI rate provided by the
insurance company for each year of a given policy holding, the net amount at risk in each of those years of that policy holding,
and the design of the policy death benefit (i.e. level death benefit or increasing death benefit) for that policy holding.

Fixed Administration Expense (FAE) — FAEs are typically charged for expenses related to actuarial design, underwriting and
new business processing, and service and administration, and are calculated as some fixed amount set at the time of policy
issued either as a flat monthly charge (e.g. $10.00 a month), or in relation to the originally issued policy face amount (e.g. $1.00
per $1,000 of policy face amount). While this charge is fixed in amount at the time of policy issued, it can vary from year to year
by a predetermined schedule (e.g. $10.00 a month and $1.00 per $1,000 of policy face amount during the first 10 policy years,
and $5.00 a month and $0.00 per $1,000 of policy face amount thereafter).

In addition, FAEs can also include contingent or back-end policy surrender charges that are deducted from the policy cash
account value upon surrender or cancellation/termination of the policy. These surrender charges are calculated in relation to the
initially issued policy face amount and can be as much as 100% or more of the planned annual premium for policy issues
available to the general public at large (i.e. policies commonly referred to as "Retail Policies"), or can be less or even 0% for
policies purchased in larger volumes (i.e. frequently referred to as "Institutionally Priced Policies”). In either case, this surrender
charge typically remains level for an initial period of years (e.g. 5 years), then reduces to $0 over a following period of years (e.g.
policy years 6 through 10 or 6 through 15).
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Premium Loads — Premium loads are calculated as a percent of premiums paid in a given year and typically range between
0% and 35%. Premium-based charges customarily cover state premium taxes that average 2.50%, DAC taxes averaging 1.5%,
and Sales Loads/Expenses ranging between 0% and 30%. In addition, while state premium taxes and DAC taxes are generally
calculated by the respective government agencies as a percent of premium, and while insurance companies must certainly pay
these taxes, insurance companies are not required to assess the charge as a percent of premium. As such, some insurance
companies charge no (i.e. 0%) premium charges, and collect state and federal taxes from other charges within the policy (usually
COls).

Premium-based charges can also vary depending on either the policy year in which a premium is paid or the level of the premium
paid into a given policy. For instance, a higher premium load may be assessed in the early policy years to recover up-front
expenses related to underwriting, issue and distribution of a given policy. After these up-front expenses have been amortized
(frequently over a period of ten policy years), premium loads are then often reduced to cover the relatively lower policy owner
service and policy administration expenses. In addition, a higher premium load may be charged on actual premiums paid up to
a "Base Policy Premium" or "Target Premium" level, while a lower premium load may be charged on actual premiums paid in
excess of this "Base Policy Premium" or "Target Premium" amount. This "Base Policy Premium" or "Target Premium" is
calculated by actuaries to mature the death benefit as permanent regardless of the age of death of the insured and based on
expectation COls, expenses and interest/earnings. As such, this "Base Policy Premium" or "Target Premium" is analogous to
the "insurance premium" (i.e. that premium typically paid to maintain insurance coverage).

Premium amounts paid into the policy in excess of this "Base Policy Premium" or "Target Premium" can, therefore, be viewed
as "excess premium" above and beyond that which required to support a given insurance death benefit. "Excess premiums"
are typically paid to either create a cash value reserve which can be used to pre-pay future premiums, COls and policy expenses
(i.e., the minimum planned premium paid for a limited duration to support a defined death benefit), and/or to accumulate wealth
in the form of policy cash values that benefit from preferred federal income tax treatment and special protection from the claims
of creditors under state law (i.e., under a defined-contribution maximum-accumulation plan design). As such, premiums paid up
to the "insurance premium" are typically subjected to "insurance loads" to cover policy expenses unique to the insurance
component of the policy, while “excess premiums” are typically subjected to a lower “investment-like loads” on those monies
contributed toward cash values accumulations. In either case, Veralytic Reports calculate the blended premium load for easy
comparison to industry benchmarks and/or peer group products.

Cash-Value-Based “Wrap Fees” — Cash-value-based “wrap fees” are insurance fees charged as a percent of policy account
values (e.g., like M&Es found in variable products) similar to Fund Management Fees (FMEs) that are also charged as a percent
of assets under management. However, these cash-value-based insurance fees are specific to the policy, and separate from
and in addition to investment fees. The most common policy specific cash-value-based fee is the M&E charge intended to cover
the risks assumed by the insurance company that actual cost of insurance charges and/or actual expense charges will be greater
than expected. Some products can also include policy specific cash-value-based fees in addition to the M&E, both of which can
vary depending on the year of the policy (e.g. 1.00% of cash values during the first 10 policy years, and 0.5% of cash values
thereafter), and/or the amount of the cash value (e.g. 1.00% of cash values up to $25,000, and 0.5% of cash values above
$25,000), and in either case typically range from 0% to 100 bps (1.00%).

Because these cash-value-based charges are specific to the policy, without regard to the underlying general account investment
portfolio or mutual-fund-like separate account funds, Veralytic Reports consider such cash-value-based insurance fees when
reporting on the suitability of the policy under evaluation (PUE). This treatment is in contrast to fund-specific investment fees,
which are a function of the underlying investment portfolio or separate account funds, which may or may not be disclosed, which
are different for different separate accounts funds within the same product, and which usually change within the same policy
over time with changes in asset allocations of invested assets underlying policy cash values. As such, Veralytic Reports do not
consider fund specific investment fees as a policy cost, and instead consider such fund specific investment expenses as part of
the evaluation of cash value investment performance (see further discussion of fund specific investment expenses under
Historical Performance section).

Because some products deduct cash-value-based insurance expenses at the policy level and thus disclose both the dollar
amount as well as the percentage rate of the charges, while other products deduct cash-value-based insurance expenses at the
separate account level only disclosing the percentage rate of the charges and not generally disclosing the dollar amount of the
policy expense, Veralytic Reports account for cash-value-based insurance charges by deducting the cash-value-based “wrap
fee” percentage rate from the policy interest/earnings rate. In other words, Veralytic Reports account for all policy expenses in
the manner in which they are disclosed by first calculating the rate by which cash values would otherwise grown but for the
deduction of this and all other policy expense, and then use this rate as the present value rate to calculate the present value of
all other policy costs (see discussion of policy interest/earnings in the Pricing Stability section).
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Pricing Style — The manner in which cost of insurance charges (COls), fixed administration expenses (FAEs), premium loads and cash-
value-based “wrap fees” are constructed and calculated in a given policy and the market for which a given policy is priced determine the
suitability of a given product to a given situation. The Veralytic Report Pricing Style Box, therefore, provides practitioners with both the
optimal funding strategy (i.e., minimum premium/defined-death-benefit, maximum accumulation/defined- contribution, or some
combination of the two) and the target market (i.e., retail, institutional, or experience-rated) for which the policy under evaluation (PUE)
is priced, located at the top left corner of page 2-1 of the Veralytic Report for each individual product (sample shown below right).

The optimal funding strategy for the product under evaluation is determined by comparing the relative impact on overall policy pricing of
the individual pricing components to assist practitioners in identifying the highest-and-best use for a given product and/or to explain why
a product from an insurer with a good reputation may appear more costly than other products. As such, the Pricing Style Box does not
indicate the relative competitiveness of policy pricing, but instead indicates the planning circumstances in which the construction of policy
costs will perform optimally, as described below:

Minimum Premium/Defined-Death-Benefit — In defined-death-benefit planning designs (i.e., minimum premium), the desired
amount of policy death benefit is specified with the premium as the variable that is calculated in a fashion to determine the
minimum premium needed to fund the policy for the planned duration of coverage. Policies with low cost of insurance (COI)
charges and low fixed expenses (i.e., low fixed dollar expenses) perform optimally in defined-death-benefit plan designs and
minimum premium funding strategies even when premium loads and cash-value-based fees (i.e., percentage rate expenses)
are relatively high. As with other forms of insurance, death claims (COls) are the largest cost factor, and are fixed for the defined
death benefit (i.e., remain materially the same for a given amount of insurance without regard to the amount of the premium).
In addition, because premiums and cash values are, by definition, relatively low under defined-death-benefit, minimum premium
plan designs, even relatively high percentage rate expenses applied to the relatively low premium result in a relatively low dollar
amount, and thus have less influence on policy performance. As such, policies with low COls and other fixed charges are most
suitable where the planning objective is to achieve the lowest possible premium. It is important to also note that a minimum
premium plan design may require more premium than the originally illustrated “minimum

premium” in response to negative policy performance and/or increased policy costs and to Max. o oq Min.
prevent the policy from lapsing (see policy interest/earnings discussion under Pricing Accum Frem
Stability).

Maximum Accumulation/Defined-Contribution — On the other hand, in defined- contribution
designs (i.e., maximum accumulation), the desired premium or contribution to the policy is ‘

specified with the policy death benefit as the variable that is calculated in a fashion to .

determine the minimum policy face amount required under prescribed guidelines. Because ‘

permanent life insurance policies are granted certain tax benefits, the Federal Government

prescribes a relationship between premium contributions and policy death benefits that is

required to qualify for and limits these tax benefits under the Definition of Life Insurance (DOLI) and Modified Endowment
Contract (MEC) rules. Reducing policy death benefits to the minimum allowable amount needed to accommodate the desired
premium over the planned premium payment period under these rules has the effect of reducing the Net Amount at Risk (see
discussion of Net Amount at Risk in the Cost of Insurance Section above), thereby also reducing COls and/or FAEs (i.e., fixed
dollar expenses), and their influence on overall pricing. As such policies with low premium loads and low cash-value-based
“wrap fees” (i.e., low percentage rate expenses) perform optimally in maximum accumulation funding strategies and defined-
contribution plan designs where higher percentage rate expense levels would otherwise consume a disproportionately greater
share of the larger premiums and greater cash value accumulations.

Mixed Funding Strategy — Veralytic Reports consider products in which the composition of policy costs is not disclosed (e.g.,
whole life products) and/or where cost of insurance charges (COls), fixed administration expenses (FAEs), premium loads, and
cash-value-based “wrap fees” (M&Es) are balanced between fixed dollar expenses and percentage rate expenses to offer a
mixed funding strategy. Products offering a mixed funding strategy are most suitable in planning situations where the policy is
to serve multiple planning objectives (e.g., a policy holding intended to both provide a death benefit for family protection/income
replacement which is also used as a supplemental wealth accumulation vehicle).
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Insurers also price different products for different markets. Veralytic Reports identify the target market for which the product is priced as
either “Retail”, “Institutional” or “Experience-Rated” as determined by the level and construction of policy expenses, and risk
characteristics associated with the pool of policyholders for which the policy is designed, as follows:

Retail: Retail products are generally available to the broadest segment of the market, and are characterized as products with
low or no minimum face amount, low or no minimum premium requirement, and higher policy expenses and/or higher up front
policy loads and/or higher back-end cancellation fees/surrender charges.

Institutional: Institutionally priced products are not generally available to the market as a whole, and are characterized as
products that often impose a minimum face amount, a minimum premium requirement, and/or minimum case size (for multi-life
cases). Because larger transactions and larger groups of policies cost less to sell, service and administer, insurers typically
reduce and/or amortize policy expenses over time for these large transactions to reflect volume discounts and economies of
scale. As such, institutionally priced products typically have low or no back-end cancellation fees/surrender charges, and/or no
or low up-front policy loads, and/or a generally lower expense structure that is the natural result of greater economies of scale.

Experience-Rated: In contrast to the “pooled” pricing of most life insurance policies,
experience-rated policies are characterized by the nature of the underlying cost of insurance

(COI) charges and/or expenses corresponding to the claims and/or operating experience of a it 'I.
alan

segregated pool of insureds. Insurers pool policies to make risks more predictable. In fact,
the larger the pool, the more predictable the risk. Pooling combines large and small policies Institutional NS
and low and high risk segments of the pool, and in so doing averages the variables that
contribute to premium prices. In effect, this averaging cross-subsidizes smaller transactions Experience

and higher-risk segments with excess "profits" from the larger transactions and lower-risk Rated
segments in the pool.

Because different pools have different claims experience, premiums vary depending on the claims experience for the pool being
insured. Historically, pools of individual policies with smaller face amounts have the highest claims experience. On the other
hand, selective pools of individuals who enjoy healthier lifestyles and better health care live longer, and products priced for this
market segment can offer lower COI charges and lower premiums. Of course, products priced for a segregated risk pool that
does not actually realize the promised benefits of superior claims experience and/or operating efficiencies from a given market
segment will ultimately have to charge higher COI charges and/or higher expenses, resulting in higher premiums.

Experience-rated products are customarily either available on a private placement basis for qualifying transactions, and/or
products with high minimum face amounts and/or products only available through proprietary distribution channels that cater to
a specific and clearly defined market segment (e.g., high net worth individuals, corporate executives, etc.). In addition, products
underwritten by smaller insurers whose distribution systems cater predominantly to market segments with favorable claims
and/or operating experience may participate in the pricing advantages of experience-rated products. Lastly, products designed
for a particular market segment with favorable claims and/or operating experience (e.g., Joint and Last Survivor policies) may
also include pricing advantages of experience-rated products.

Veralytic Reports, therefore, consider both policy costs as to cost of insurance charges (COls), fixed administration expenses (FAEs),
premium loads and cash-value-based “wrap fees” (e.g., M&Es) as compared to benchmarks, as well as the construction of those costs
to determine the policy’s optimal funding strategy as shown in the Pricing Style Box, and assign a X (full star) for policies whose cost
competitiveness is better than average (measured as those products ranking in the top 1/3rd of all products), a ¥ (half star) for policies
whose cost competitiveness is roughly the same as the average (measured as those products ranking in the middle 1/3rd of all products),
and an ¥ (empty star) for policies whose pricing is less competitive than average (measured as those products ranking in the bottom
1/3rd of all products) and/or whose pricing makeup is inappropriate to the given situation.
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Pricing Stability

Pricing stability also influences the suitability of a permanent life insurance product. While the premium is often considered the price/cost
of a life insurance policy, the premium is not the price/cost of the life insurance policy in the same way that a contribution to an Individual
Retirement Account (IRA) is not the price/cost of the IRA. In both cases, the price/cost is the sum of the expenses deducted from the
premium/contribution. As such, the stability of the planned premium payments in a minimum premium defined-death-benefit policy
designs, and/or the reliability of projected benefits in a maximum accumulation defined-contribution policy is always a function of the
following formula: Premiums/Benefits = COls + E — i%. To be considered suitable, policy pricing must be adequate to meet the insurer’s
future claims obligations based on historical mortality experience, as well as the insurer’s and the servicing organization’s future expenses
for service and administration based on historical operating experience, and be based on expected policy interest/earnings that is
consistent with historical performance of invested assets underlying policy cash values. The Veralytic Reports assign a *(full star) for
policies whose pricing is based on historical mortality, operating and investment experience, a ¥/ (half star) for policies whose pricing is
either inconsistent with historical experience or where the insurer may lack capacity to control future policy pricing, and an ¥ (empty star)
where policy pricing is based on mortality improvements, and/or operating gains, and/or investment performance that is unrealistic when
compared to the historical performance of the asset classes corresponding to invested assets underlying policy cash values.

In the Premium Comparison graph at the top right of page 2-1 of the Veralytic Report for each product, the Veralytic Report compares
the planned premium for the policy under evaluation (PUE) to benchmark premiums based on benchmark cost of insurance charges
(COls), benchmark fixed administration expenses (FAEs), benchmark premium loads,
benchmark cash-value-based “wrap fees” (e.g., M&Es) and the same policy
interest/earnings assumption as that assumed in the PUE, as shown in the Premium
Comparison graph shown to the right (see more on benchmarks at the top of page 4-2 in
this section). In addition, Veralytic Reports assess the pricing stability reflected in the
illustration of hypothetical policy values by investigating whether expected cost of
insurance charges are consistent with actual mortality experience, whether expected
policy expenses are consistent with on actual operating experience, and whether
expected policy interest/earnings is consistent with the historical performance for the
asset classes corresponding to invested assets underlying policy cash values, as follows:

Are illustrated/expected COls adequate to fund the insurer’s future claims?

In other words, are the illustrated COls sufficient to cover future claims based on
reasonable mortality assumptions? To help answer this question, the Veralytic Research
Platform investigates if underlying mortality assumptions differ from recent historic
experience, if improvements in mortality or earnings rates are necessary to achieve the
illustrated results, and if the mortality rates or illustrated COIl charges include some
expense charge. The answers to these questions help establish reasonableness and
stability of the product’s illustrated COI charges.

In addition, the degree to which an insurer can insure a particular risk on their own paper can influence an insurer’s ability to meet future
cost projections. Insurer’s that reinsure a substantial portion of a given risk may be confronted with the need to increase COls at some
point in the future in the event of the dissolution of the reinsurance treaty between the primary insurer and the reinsurer that governs the
terms of conditions of the reinsurance arrangement, including the reinsurance rates, and/or the failure of the reinsurer. While a product
underwritten by an insurer with lower retention is not in and of itself an unsuitable product, products available from insurers with higher
retention are considered to have the greatest control over future pricing/costs, and as such, will be considered more suitable than
otherwise, all other things being equal.

Are illustrated/expected policy expenses adequate to meet future administrative and service requirements?

Veralytic Reports also consider whether the policy pricing structure is appropriate for the level of service required by the policy type and
policy buyer’'s needs. All policies require routine administration and service, and these basic costs are usually insurer expenses. The
Veralytic Research Platform investigates whether illustrated expenses are consistent with historical experience and how changes in
experience might impact future policy performance. In addition to basic services, wealth accumulation and estate planning products
typically require advanced design, due care, and policy implementation services usually provided by the servicing organization. These
advanced services include Insurance Banking®© services to manage underwriting markets; enrollment processing and management;
financial modeling; preparation of annual reports to satisfy tax reporting requirements; plan and policy reconciliation; annual policy benefit
statements; policy-related trust accounting; annual reviews of insurer and product performance; audits of funding adequacy; compliance
and phantom income testing; and ongoing consulting services to monitor policy assets, tax law changes, and regulatory considerations.
The costs for these services are often met by sales and service loads allocated to servicing organizations.

While there is no guarantee of good service just because a policy may include sales/service loads, the absence of sales/service loads
virtually guarantees that there are little or no value-added administration services included. Veralytic Reports make no attempt to ascertain
an appropriate level of service for a given situation as service requirements will vary from client to client. For instance, a product with
lower sales/service loads than that for the respective benchmarks may be perfectly suitable for retail products and/or policies purchased
for simple, traditional death-protection-only needs. In addition, policies purchased by financially-sophisticated, self-sufficient investors
may also be comfortable dealing directly with the insurer on required service issues. On the other hand, larger policies purchased to
finance the more advanced insurance needs like business insurance needs, business continuity financing, non-qualified deferred
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compensation funding, supplemental benefits funding, and/or wealth transfer financing will likely require more service and administration
than the insurance company is prepared to provide. For policies in which sales/services loads prove to be inadequate over time, there
could be additional costs and/or fees necessary to meet the service, administration and/or reporting requirements not shown in the initial
illustration of hypothetical policy values.

For minimum premium, defined death benefit plan designs, the figure “Premium Comparison” (sample shown on the previous page) in
the upper right corner of page 2-1 of the Veralytic Report for an individual product compares premium cost competitiveness (for maximum
accumulation, defined contribution plan designs, this chart illustrates the benefit comparison for policy distributions). This “Premium
Comparison” illustrates the minimum level annual premium required to endow the policy, assuming the illustrated policy earnings rate
and expenses and the policy buyer’s illustrated age and health profile. (See “Assumptions” on page 2-2 of the Veralytic Report for the
individual product and/or the bottom of a summary report for all products for a statement of assumptions underlying product specifications,
pricing information, and analysis.) This “minimum premium” is generally based on non-guaranteed pricing assumptions, and as such, it
is possible that the policy owner may need to pay more than the originally illustrated minimum premium in response to negative policy
performance and/or increased policy costs and to prevent the policy from lapsing. Premiums for the policy under consideration are
compared with two benchmarks actuarially determined to be representative of the premium for an average but competitively-priced
product for each respective market segment (see more on benchmarks at the top of page 4-2 in this section).

Are illustrated/expected policy earnings consistent with historical performance?

Premiums paid in excess of deductions for cost of insurance charges and policy expenses are credited with some form of policy interest
or earnings based on product type and the allocation of invested assets underlying policy cash values. For instance, “fixed products”
(i.e., universal life and whole life) are required by regulation to invest assets underlying policy cash values predominantly in high-grade
corporate bonds and government backed mortgages. As such, the policy interest crediting rate for universal life products and the dividend
interest crediting rate for whole life products will generally correlate with the 6.0% historical rate of return on high-grade corporate bonds
and government backed mortgages over time (higher for insurers with superior investment performance and/or whose general account
portfolio may be comprised of fixed income securities with longer-term maturities, and lower for insurers with inferior investment
performance and/or whose general account portfolio may be comprised of shorter-term fixed income maturities).

Likewise, “variable products” (i.e., variable universal life and variable life) generally invest policy cash values in a wide variety of
mutual-fund-like separate accounts, and thus the policy earnings rate for variable products will generally correlate with rate of return for
the assets classes into which cash values are allocated. For instance, where cash values are allocated to a conservative portfolio
comprised of predominantly fixed income securities, the policy earnings rate can be expected to generally correlate with the 6.0% historical
rate of return on fixed income securities. Similarly, where cash values are allocated to a moderate portfolio comprised of a balance of
fixed income and equity investments, the policy earnings rate can be expected to generally correlate with an 8.0% historical rate of return
from balanced portfolios. And to the extent cash values are allocated to an aggressive portfolio comprised of predominantly equity
securities, the policy earnings rate can be expected to generally correlate with the 10.0%+ historical rate of return on equity investments
(higher for separate accounts with superior investment performance and lower for separate accounts with inferior investment
performance).

While life insurance policy pricing and performance projection systems often allow for a wide range of interest and investment earnings
assumptions in calculating hypothetical policy values, actual policy performance will ultimately be a function of the actual performance of
invested assets underlying policy cash values as described above. In other words, while a particular illustration of hypothetical policy
values may reflect a current interest rate declared by the insurer, or an assumed earnings rate chosen by the agent/broker, actual policy
earnings will ultimately be the result of actual performance of the invested assets underlying policy cash values (unless artificially
subsidized by the insurer). For instance, in periods of low interest rates, it is common for insurers to declare policy interest crediting rates
on fixed products that are commensurate with low prevailing interest rates (in much the same way as how banks declare an interest rate
on Certificates of Deposit that are generally consistent with prevailing interest rates). Similarly, in periods of high interest rates, insurers
have declared policy interest crediting rates that are commensurate with high prevailing interest rates, without regard to the historical rate
of return for the invested assets underlying policy cash values.

In addition, some insurers declare higher interest crediting rates for new policy issues than that which is credited to renewing policy issues
(e.g., 5.5% interest for new policy issues while inforce policy issues are credited with 5.0%), while others declare a market interest rate
at issue with a “bonus interest crediting rate” after some period of time (e.g., 5.0% interest at issue with a 0.5% bonus beginning in the
11" policy year). Either way, because these declared rates are generally guaranteed for 1-year or less (considerably less than the
expected holding period for permanent policies), and because insurers routinely change declared interest rates both to follow movements
in prevailing interest rates and to correlate declared rates with the interest earnings in their portfolio of invested assets underlying policy
cash values, The Veralytic Research Platform looks beneath the current policy crediting rate in determining pricing stability to instead
consider both historical rates of return for the asset classes underlying policy cash values and the historical investment performance the
insurers general account portfolio (see Historical Performance section for more discussion).

Variable products allow for an even wider range of interest and investment earnings assumptions in calculating policy pricing and projected
performance where policy earnings expectations are not generally set by the insurer, are instead chosen by the agent/broker, and
generally not necessarily correlated with the actual rates of return for invested assets underlying policy cash value allocations. For
instance, current policy pricing and performance projections systems generally allow for the use of any policy earnings assumption
between 0.0% and 12.0% without regard to the actual asset allocation of the mutual-fund-like separate accounts underlying policy cash
values. In other words, even though a given client risk profile may dictate a moderate asset allocation where invested assets underlying
policy cash values would be balanced between fixed income and equity-type separate accounts, and where such a moderate asset
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allocation would be expected to produce an 8.0% expected rate of return, current policy pricing and projection systems allow for projected
earnings rates as high as 12.0%.

Because the Veralytic Research Platform does not know the policyowner’'s risk profile, Veralytic Reports do not consider the
illustrated/expected rate of return for variable products in its pricing stability assessment as it would otherwise relate to the asset allocation
appropriate to the policyowner’s risk profile. However, Veralytic Reports do comment on the asset allocation which would generally
correspond to the illustrated/expected rate of return so the practitioner can either change/confirm actual policy asset allocations are
consistent with the illustrated/expected rate of return, or change the illustrated/expected rate of return to be consistent with the actual
asset allocation. The Veralytic Research Platform does also look beneath the assumed policy earnings rate to again consider the
historical performance of the actual mutual-fund-like separate accounts within the policy (see Historical Performance section for more
discussion).

All together, Veralytic Reports consider policy pricing to be stable when pricing appears adequate to meet both the insurer’s future claims
obligations based on historical mortality experience, as well as the insurer’'s and the servicing organization’s future expenses for service
and administration based on historical operating experience, and when expected policy interest/earnings is consistent with historical
performance of invested assets underlying policy cash values. The Veralytic Reports assign a *(full star) for policies whose pricing is
based on historical mortality, operating and investment experience, a ¥ (half star) for policies whose pricing is either inconsistent with
historical experience or where the insurer may lack capacity to control future policy pricing, and an (empty star) where policy pricing is
based on mortality improvements, and/or operating gains, and/or investment performance that is unrealistic when compared to the
historical performance of the asset classes corresponding to invested assets underlying policy cash values.

While the Veralytic Research platform has no way of predicting whether a policy will perform as illustrated, Veralytic Reports can consider
whether the values illustrated are consistent with the insurer’s historical experience, whether the basis of that experience has been fully
disclosed, and how potential changes in experience might impact future policy performance. However, a favorable suitability rating for
pricing stability does not guarantee future policy performance. In the event that illustrated/expected COI charges are insufficient to fund
future death claims, or if illustrated/expected policy expenses are not adequate to cover anticipated expenses and services, or should the
actual policy interest/earnings rate be less than the illustrated/expected policy interest/earnings rate, then higher premiums than originally
calculated may be required to maintain policy benefits, or benefits may need to be reduced in order to be maintained, or the policy can
lapse without value and without paying a death benefit.
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Relative Policy Value

The suitability of a permanent life insurance product is also influenced by the degree of cash value liquidity throughout the life of the
policy. All other factors being equal, the higher the liquid cash value after deduction of cost of insurance charges and policy expenses
(including contingent surrender charges), the more suitable the policy. As such, the Veralytic Research Platform measures cash value
liquidity for the product under evaluation (PUE) in relation to the Veralytic Benchmarks (see more on benchmarks at the top of page 4-2
in this section) based on the following formula: Premiums - COls - E + i% = Cash Value, and then measures relative policy value over
the short term (as measured by the illustrated cash surrender value at the end of the 1st policy year), the midterm value (as measured
by the illustrated cash surrender value at the end of the 10th policy year), and the long term value (as measured by the illustrated cash
surrender value at the end of the 20th policy year). Veralytic Reports also place more weight on higher liquidity and policy value over the
short term, and to a lesser degree over the midterm and long term measurement periods. Veralytic Reports then assign a *(full star) to
policies whose relative liquidly and policy value is higher than average in all three (3) short, mid, and long-term measurement periods, a
¥ (half star) to policies whose relative liquidity and policy value is higher than average in any two (2) of the three measurement periods,
and an ¥ (empty star) to policies whose relative liquidity and policy value is higher than average in only one (1) or none (0) of the three
measurement periods.

Cash value, or cash surrender value (CSV), is a defining characteristic of permanent life insurance. In simple terms, CSV is the value
available to the policyholder if the policy is surrendered (i.e., cash value minus surrender charges). But since CSVs do not account for
paid-in premiums, they offer no basis for direct comparisons of policy values. On the other hand, liquidity ratios can be used to compare
relative policy values and account for paid premiums. A policy’s liquidity ratio equals CSV at the end of a given policy year divided by the
cumulative premiums paid through the end of that policy year. The Veralytic Reports measure short-term (i.e., 1st year), mid-term (i.e.,
years 1 through 10), and long-term (i.e., over the life of the policy) liquidity ratios for the policy under consideration and compares ratios
with established benchmarks.

The figure “Hypothetical Policy Cash Value Account Growth” located near the bottom of page 2-1 of the Veralytic Report for each product
summarizes comparison data for cash value accumulations, duration of coverage, liquidity ratios (i.e., value/premium rations), and
surrender charges for the policy under consideration.

This figure illustrates the effects of various policy charges and the timing of those charges on policy value and death benefits. Assuming
the illustrated premium, policy cash values for the policy under consideration are compared with actuarially determined representative
cash values for policies priced for institutional markets and with actuarially determined representative cash values for a competitive
product of the same product type.

In general, higher CSVs and higher liquidity ratios give policy holders more planning options, greater flexibility, and better exit strategies
in the event of changes in facts and circumstances or changes in tax law or other regulations. If all other suitability factors are equal, the
Veralytic Reports consider higher CSVs, higher liquidity ratios, and lower or levelized surrender charges more suitable.

Est Yr 1 Cash Value Surrender Yrs Average Death Benefit @ Gross % Net%  Net Net %
Policy/Benchmark / Premium Ratio Charge Applied Decrease %/Yr  Endowment/Maturity Return  Return  Return
Paolicy Under Evaluation 0.00% 100.00% 9 11.11% $1,000,880 B8.87 8.00 7.95
Benchmark for Institutionally-Priced Pelicies 80.00% 0.00% N/A N/A $1,000,880 8.86 8.00 7.45
Benchmark for All Policies 0.00% 86.00% 1M 8.00% Lapse @ Y33 5.66 8.00 7.40
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While a policy does not necessarily need to endow, the Veralytic Research platform generally measures policies under the presumption
that the policy will endow. Funding the policy to endow offers policyholders benefits. First, if a policy does not endow, the policyholder
can potentially lose the entire investment in the insurance contract as well as the death benefit. Also, if the policy is funded to endow,
some insurers will extend maturity beyond the original endowment/maturity age. In that case, if the policyholder survives beyond the
original maturity date, the CSV is paid at maturity but is taxable to the extent the CSV exceeds the premium “investment.” Similarly, no
deduction is allowed for any loss (i.e., CSV minus premiums) realized on the policy. However, because policy cash values are
“confiscated” upon the death of the insured, any benefits of endowing the policy cash value in an amount to equal to the face amount
must be weighted against the added premium required to endow.

Finally, persistency (i.e., the percentage of policies that remain inforce from one year to the next) can also influence relative policy value.
When a policy terminates with no value or is voluntarily surrendered, it is considered to have lapsed. Since premature surrender may
indicate the policyholder’s dissatisfaction with service, low lapse rates, (i.e., the rate at which a particular insurers’ policies have lapsed),
may suggest greater customer satisfaction. Also, all other factors being equal, insurers with low lapse rates can often price policies more
competitively because they have more margin available from the greater renewal premiums. In any case, low lapse rates and high
persistency may tend to suggest greater relative value.

All things considered, the Veralytic Research Platform places more weight on higher liquidity and policy value over the short term, and to
a lesser degree over the midterm and long term measurement periods, and assigns a X (full star) to policies whose relative liquidly and
policy value is higher than average in all three (3) short, mid, and long-term measurement periods, a ¥ (half star) to policies whose
relative liquidity and policy value is higher than average in any two (2) of the three measurement periods, and an % (empty star) to policies
whose relative liquidity and policy value is higher than average in only one (1) or none (0) of the three measurement periods.
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Historical Performance

The suitability of any permanent life insurance policy is generally influenced by the number of cash value investment options, the historical
performance of such cash value investment options, and cost-effectiveness of the various cash value allocation options. Cash values of
traditional products are invested in the insurer's general account managed by the insurer and required by regulation to invest
predominantly in fixed income securities like high-grade corporate bonds and government backed mortgages. Cash values in variable
products are directed by the policyowner among a family of mutual-fund-like separate accounts offering a wide range of asset classes
typically including an assortment of domestic and foreign stock funds, an array of domestic and foreign bond funds, a money market
account, and usually a fixed account (typically the same as the insurer’s general account). In either case, the Veralytic Reports assign a
*(full star) to policies whose performance of invested assets underlying policy cash values are superior to peer group products, a ¥
(half star) to policies whose performance of invested assets underlying cash values are roughly the same as peer group products, and
an W (empty star) to policies whose performance of invested assets underlying policy cash values is inferior to peer group products.

In both cases, Veralytic Reports include the historical performance of invested assets underlying policy cash values in the “Product Profile”
located at the top left of the page 2-1 of the Veralytic Report for each product, examples of which are shown below:

Traditional Products Variable Products
(Universal Life & Whole Life General Account) (Self-Directed Separate Accounts)

Palicy Avg Policy Avg
Under for All Under for All
Evaluation Paolicies Evaluation Policies
6.89% S-yr Avg. Net Portfolio Yield*  6.53% 3s # of Funds 37
28 # of Top Performers 24
0.87% Avg Inv Mgmt Fee 0.86%

To evaluate the suitability of the cash value investment options for the policy under evaluation (PUE), the Veralytic Research Platform
reviews the performance of invested assets underlying policy cash values, the number and diversity of cash value investment options,
and the expense ratios for invested assets underlying policy cash values, as follows:

Superior Historical Performance is More Suitable — Better historical performance also contributes to suitability. While past
performance does not guarantee future performance, the historical performance of invested assets underlying policy cash values is the
best available gauge of performance suitability. As such, Veralytic Reports measure the historical performance of invested assets
underlying universal life and whole life cash values by comparing the 5-year average net portfolio yield on the insurer’'s general account,
as reported by VitalSigns (a service offered by EbixExchange that collects and compiles general account net portfolio yield data for all
insurers and which must be separately licensed for use in Veralytic Reports) against the average 5-year net portfolio yield on the general
accounts for all other insurers. Similarly, Veralytic Reports measure the historical performance of invested assets underlying variable life
cash values by comparing the star ratings published in Morningstar (a service offered by Morningstar Inc. that collects and compiles
Separate Account performance data and which must be separately licensed for use in Veralytic Reports) to the star ratings of separate
accounts found in all other variable life products. Although VitalSigns and Morningstar data and ratings are objective in the sense that
they are not influenced by economic forecasts or subjective opinions about fund management strategies, these rating methods like all
ratings methods produces certain biases. For instance, because the Veralytic Research Platform cannot consider the policyowner’s risk
profile and corresponding asset allocation, products with superior historical performance are rewarded equally, without regard to volatility.
As such, Veralytic Reports tend to favor traditional products which report high 5-year net portfolio yields without regard to the volatility of
that performance, and tends to favor variable products which report a high number of separate account funds rated 3-stars or higher by
Morningstar.

Greater Diversity Improves Suitability — It is generally accepted under the principles of Modern Portfolio Theory that diversification
improves the overall return expected from a given portfolio and reduces volatility expected within a given portfolio. As such, since cash
values of a variable life policy are invested in a given family of funds, the greater the diversity among separate accounts, the more
favorable the cash value allocation options. In other words, the greater the number of separate accounts and the greater the number of
different types of funds, the more opportunity for diversification and broad asset allocation and the more suitable the cash value allocation
options. For the variable life products, Veralytic Reports compare the total number of underlying separate accounts with the average
number of underlying separate accounts for all policies of the same product type. In general, the greater the number of underlying
separate accounts, and the broader the coverage of the different types of styles of funds, the more suitable the cash value allocation
options. However, because traditional universal life and whole life products must be invested by regulation predominantly in fixed income
securities like high-grade corporate bonds and government backed mortgages, and because such fixed income investments are managed
by the insurer and generally not disclosed, Veralytic Reports do not penalize traditional products for lack of diversity.
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Lower Expense Ratios are More Suitable — Since investment expenses are paid before returns are passed through to cash values, the
Veralytic Report also considers expense ratios in determining the suitability of underlying cash value allocation options. Typically,
investment expenses include investment management fees, investment advisory fees, and fund operating expenses, which are together
commonly referred to as fund management fees or FMEs. To assess relative cost-effectiveness of cash value investment options,
Veralytic Reports compare these investment expense ratios (i.e., the ratio of investment expenses to investment values) for the policy
under consideration with the average expense ratio for all policies of the same product type. In general, lower expense-to-value ratios
are considered more suitable. However, because traditional universal life and whole life products generally do not disclose such
investment expenses, Veralytic Reports cannot consider investment expenses incurred within the general account of traditional products.
Also, because neither cash-value-based investment expenses, cash-value-based insurance expenses (e.g., M&Es discussed in the Cost
Competitiveness section above), nor life insurance policy earnings are generally reported in a standardized manner, Veralytic Reports
measure cash value performance and cash-value-based expenses, as follows:

= Gross Rate — The gross policy interest/earnings rate is that rate of return credited to policy cash values reported before deduction
of investment-related fund management expenses (FMEs) and before deduction of cash-value-based insurance expenses. The
gross rate is typically disclosed in variable life products but not typically disclosed in traditional universal life and whole life products,
and either way is directly related to the rate of return on invested assets underlying policy cash values (e.g., 6.0% for a conservative
allocation of predominantly fixed income investments, 8.0% for a moderate allocation of a balance of fixed income and equity
investments, and 10.0%+ for an aggressive allocation predominantly equity investments), and thus is more of a general “asset class
rate of return” than a policy specific rate of return. The reporting of the gross policy earnings rate is also somewhat unique to life
insurance products as rates of returns for investment products are most often reported net of FMEs. As such, while the Gross Rate
may be an interesting piece of information at is relates to benchmark performance of the respective asset classes underlying policy
cash values, because it does not reflect the earnings actually credited to policy cash values, it is most useful as a starting point in
setting reasonable expectations as to the investment performance of policy cash values.

= Net Rate — The net policy interest/earnings rate is that rate of return credited to policy cash values reported after deduction of
investment-related FMEs, but before deduction of cash-value-based insurance expenses. In other words, this “Net Rate” is equal to
the Gross Rate minus FMEs, and as such is most closely analogous to the “investment rate of return” on policy cash values (e.g.,
universal life policy interest crediting rates and whole life dividend interest crediting rates are generally reported after corresponding
investment expenses in the same way as bank certificates of deposit report interest after deduction of related investment expenses
and variable life separate account earnings rates are reported after corresponding investment expenses in the same manner as how
mutual funds report earnings after deduction of related investment expenses). As such, because the Net Rate is derived directly
from the Gross Rate for the given asset allocation, and because FMEs are a function of that asset allocation (i.e., FMEs are lower
for conservative fixed income cash value allocations than for aggressive equity allocations that may include higher cost international
and/or emerging market asset classes), the Net Rate is most useful in comparing hypothetical policy performance between different
products, and is thus used to compare the performance of the policy under evaluation to the hypothetical performance of the Veralytic
benchmarks. For reasons explained further immediately below, this Net Rate can also be referred to as the “Single Net Rate”.

= Net-Net Rate — The net-net policy interest/earnings rate is that rate of return credited to policy cash values reported after deduction
of both investment FMEs and cash-value-based insurance “wrap fees” (e.g., M&Es). In other words, this “Net-Net Rate” is equal to
the Net Rate minus M&Es, and because this Net-Net Rate reflects the rate of return reported on policy cash values after all cash-
value-based fees, it can also be referred to as the “policy rate of return” or the “Double Net Rate” (i.e., the rate of return on policy
cash values after deduction of both investment and insurance “wrap fees”, but not considering COls, FAEs nor premium loads).
Because this Net-Net Rate is a function of the individual policy holding, and is not a function of the policy asset allocation, nor the
expected Gross Rate corresponding to that asset allocation, nor the corresponding investment expenses for that asset allocation,
the Net-Net Rate is most useful in measuring the appropriateness of policy expenses (e.g., because the Net-Net Rate is the rate of
return at which cash values would otherwise grow but for the deduction of all other policy expenses, the Net-Net Rate is also useful
in accounting for differences in the timing and amount of COls, FAEs and premium loads between one policy holding and another).

Because certain policy holdings may or may not disclose all of the "Gross Rate", the "Net Rate", and the "Net-Net Rate", and because
certain policy holdings may not clearly distinguish between the "Gross Rate", the "Net Rate" and the "Net-Net Rate", the Veralytic
Research Platform performs all performance and expense computations based on a consistent Net Rate, as shown below:

EstYr 1 Cash Value Surrender  Yrs Average Death Benefit @ Gross % Net%  Net Net %
Policy/Benchmark / Premium Ratio Charge Applied Decrease %/Yr  Endowment/Maturity Return  Return  Return
Paolicy Under Evaluation 0.00% 100.00% 9 11.11% $1,000,880 8.87 8.00 7.95
Benchmark for Instituticnally-Priced Policies 80.00% 0.00% NIA NIA $1,000,880 8.86 8.00 7.45
Benchmark for All Policies 0.00% 88.00% M 8.00% Lapse @ Y33 5.866 8.00 7.40

While certain practitioners may disagree with the use of a consistent Net Rate for comparison of hypothetical performance and
corresponding expenses, and instead suggest that using a consistent Gross Rate produces a more accurate means of policy comparison,
the use of a consistent Gross Rate for the purposes of such comparisons is only valid when the appropriate cash value allocation is
known and also made consistent in all products under evaluation. For instance, consider a comparison of performance and costs between
two products based on a consistent 8.0% Gross Rate but where the cash value allocation is assumed to be balanced among both fixed
income and equity asset classes with an average FME of 100 bps in Product A, while Product B is assumed to allocate 100% off cash
values to a stable value account with low FMEs of only 25 bps, as shown below:
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Product A Product B
Gross Rate 8.00% 8.00%
Less Investment Wrap-Fees (FMEs) 1.00% 0.25%
Net Rate 7.00% 7.75%
Less Insurance Wrap-Fees (e.g., M&Es) 0.75% 0.75%
Net-Net Rate 6.25% 7.00%

As shown above, comparing policy holdings based on a consistent Gross Rate, but without knowing and also making consistent the cash
value asset allocation, can result in understated investment expenses and overstated policy performance. Because the Veralytic
Research Platform has no way of knowing the proper asset allocation for the policy under evaluation, Veralytic cannot ensure consistent
comparison of policy performance and costs based on the Gross Rate. In addition, because the asset allocation can and typically does
change over the life of a given policy, which in turn also changes investment expenses for that policy, and because Separate Account
funds are frequently added to and deleted from a given product, which in turn again changes investment expenses for that policy,
comparing policy holdings based on a consistent Gross Rate produces inconsistent results over time (e.g., a product considered by
Veralytic Reports to offer low costs based on one illustrated asset allocation could be assigned a different rating based on a different cash
value allocation). On the other hand, because cash-value-based insurance expenses (e.g., M&Es) are set at the time of policy issue,
and do not change from that pre-set schedule, comparing policy holdings based on a consistent Net Rate will produce consistent results
over time.

As such, the Veralytic Research Platform performs all performance and cost evaluations based on a consistent Net Rate, assign a *
(full star) to policies whose performance of invested assets underlying policy cash values net of investment expenses are superior to peer
group products, a ¥ (half star) to policies whose performance of invested assets underlying cash values after considering investment
expenses are roughly the same as peer group products, and an (empty star) to policies whose performance of invested assets
underlying policy cash values is inferior to and/or where investment expenses are high when compare to peer group products.
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Veralytic

Research. Rankings. Results.

Nothing contained in this Veralytic Report is to be considered as a rendering of legal, tax or investment advice for specific cases, and readers are
responsible for obtaining such advice from their own legal, tax and investment counsel. Accordingly, no representations or warranties are made by
anyone, including, without limitation, Veralytic and anyone engaged in the preparation and distribution of this report, as to the validity or effectiveness of
the legal or tax conclusions, analysis, opinions, and planning ideas expressed in this Veralytic Report. Any and all liability whatsoever that may arise in
connection with anything contained herein is hereby disclaimed. This Veralytic Report is intended for educational and informational purposes only.

This Veralytic Report is based on carrier illustration and product information available at the time of preparation. It represents Veralytic's best judgment
and analysis of the due care process. Due care is a complex field, and many of the areas covered are still evolving. Veralytic does not warrant the
completeness of this treatment and recognizes that there is room for a difference of opinion in some areas. Furthermore, there is no definitive guidance
on the tax implications of some of the specific product features found in today's life insurance policies. A qualified tax advisor should always be
consulted before implementing a program in which the buying decision is based in part on anticipated tax consequences.
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Account value: The value of the cash value account before deduction of early termination penalties. The account value is calculated
by starting with the account value at the beginning of the policy year, adding premiums paid, subtracting monthly deductions for cost of
insurance charges (COls) and policy expenses, and adding investment interest/earnings to result with the end of year account value.

Benchmarks: The practice of benchmarking is well-established and quite common in the financial services industry where the
performance of a financial instrument is frequently compared to a standard, independent point of reference (e.g., the Dow Jones
Industrial Average, the S&P 500, the NASDAQ, and the Wilshire 5000). Since comparable benchmarks are not available for comparing
permanent life insurance products, the Veralytic Report uses actuarially determined representative costs and performance levels for
competitive products of a specified product type.

Cash surrender value (CSV) or cash value: The value available to the policy holder if the policy is surrendered. If no loans are
outstanding, this amount is generally available in cash. If loans have been made, the amount available on surrender is equal to the total
cash value less the outstanding loan.

Cash-value-based "wrap fees": Cash-value-based "wrap-fees" are calculated as a percentage of either the policy account value or
the policy cash surrender value. While these percentages are generally disclosed in either the policy prospectus, product guide and/or
in the footnotes of the illustration, these percentages can and often do vary from year-to-year.

Cost of insurance charges (COIl): Charges to cover the insurer’s cost of paying death benefits. Current or expected COI charges are
based on current or expected mortality experience, often including a margin for expenses or adverse deviations. These COI charges
are analogous to current term insurance premiums for the amount at risk. Contracts also specify guaranteed maximum COI charges.

Death benefit: The total amount payable to the beneficiary upon the death of the insured. If loans are outstanding at the time of death,
the actual cash payment is equal to the death benefit less the amount of the outstanding loan. The death benefit may include amounts
in addition to the initial face amount of the policy such as accumulated dividends, the accumulation value of universal life policies, or
increases forced by the death benefits corridor.

Death benefit option: Universal life and variable life policies generally offer two (2) types of death benefits: 1) Option A or 1 where
death benefits are level and equal to the original face amount in all years, and 2) Option B or 2 where death benefits are equal to the
original face amount plus the account value of the policy, and thus are generally increasing (but also can be decreasing iffwhen policy
account values are declining but usually not less than the original face amount). Whole Life policy death benefits are similarly either
level (when mixed with a term insurance) or increasing during premium payment years (and then decreasing after premium payments
have stopped, but again usually not less than the original face amount).

Endowment: The point at which a policy’s cash value equals its face amount. For policies satisfying the definition of life insurance
under IRC §7702, endowment/maturity can occur no sooner than age 95. [Also see maturity.]

Expense charges: Charges made on accumulation-type policies to reimburse the insurer for a portion of its costs of issuing and
maintaining the policy. Some expense charges are deducted from the gross premiums paid. Others are monthly charges deducted from
the accumulation value.

Experience-rated pricing: A pricing method that bases prices for insurance products on the actual expenses and claims experience
for the pool being insured. Because selective pools that enjoy healthier lifestyles and better health care tend to live longer, products
priced for these pools have lower COI costs and lower premiums.

Face amount: The death benefit provided by a life insurance policy. This term most often applies to the amount of insurance specified
on the “face” of the policy at the time of issue. In this case, “face amount” does not include post-issue changes in total death benefits
such as those arising from paid-up additions or death benefit increases caused by growth in account values. However, some
illustrations use “face amount” to apply to the total policy death benefit at any given time.

Fixed administration expenses: Fixed administration expenses are generally calculated as either a fixed rate per period (e.g., $100
per month) or a fixed rate per $1,000 of policy face amount (e.g., $1.00 per $1,000 of policy face amount), or some combination of the
two. While these rates are generally disclosed in either the policy prospectus, product guide and/or in the footnotes of the illustration,
these rates can vary with either the policy face amount and/or the amount of total death benefit if different.

Fixed premium: Payments of a fixed, equal amount paid to an insurance company for insurance or an annuity.

Flexible premium: For universal life policies, non-fixed payments designed to adapt premiums to the policy holder’s changing needs
and financial conditions. [See universal life.]
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General account: All the assets of a life insurance company other than those held in separate accounts. Separate accounts, or sub-
accounts, are typically used for variable products, which pass actual investment experience including all capital gains and losses
through to policy cash values. The assets backing all other products are held in the general account. The general account may be
“segmented” to allocate certain investments to certain blocks of business for the purpose of setting current crediting rates. However,
whether or not the general account is segmented, all general account assets are available when any line of business needs additional
cash to pay current benefits. Thus, the safety of any general account product depends on the financial strength of all the company’s
product lines.

Health profile: The collection of health indicators insurers use to rate a policy buyer's mortality risks. [Also see preferred, preferred
plus, standard, substandard, and uninsurable.]

Institutional pricing: The pricing style that reflects the volume discounts and economies of scale available from large transactions and
large groups of policies. Qualifying transactions typically require face amounts in excess of $1 million, policies with reduced or levelized
load/expense structures, or policies with low or no surrender charges or cancellations fees.

Insurance Banking®: The practice of assembling and managing portfolios of insurance, typically with policies of larger than average
face amounts, often in excess of a single insurer’s retention limits. The ability to provide high quality Insurance Banking® services
depends upon negotiating and placing large blocks of insurance and requires lead underwriting experience and established
relationships with many insurers.

Investment management fee: A charge made as a percentage of a variable policy separate account fund value to pay the investment
advisor for the selection and management of investments. These fees are set in advance and typically vary by fund. Although no
comparable explicit charge is made with fixed-interest products, insurers deduct the expenses of investment management for these
general account products before setting their declared interest or dividend rates.

Lapse rate: The percentage of policies that terminate with no value or are voluntarily surrendered each year. Because insurers typically
lose money on a statutory basis in the first year a policy is in force (i.e., their mortality, reserve, expense, sales compensation, and
underwriting costs are greater than the premiums they receive), they rely on renewal premiums to repay these initial costs. In most
cases, if lapse rates are greater than expected, the insurer will either not recoup or delay the recoupment of its initial excess expenses.
An insurer with a low lapse rate, everything else being equal, can price its policies more competitively because it will have more
margins available from the greater renewal premiums.

Life expectancy: The actuarially projected period of time a person is expected to live. Life expectancies are averages based on factors
such as the gender and current age of an individual. Although illustrations may sometimes be provided for durations only up to “life
expectancy,” roughly half the population would be expected to live beyond life expectancy.

Liquidity ratio: The cash surrender value for a given policy year divided by the cumulative premiums paid through the end of that
policy year.

Maturity: The point at which a policy’s cash value equals its face amount. For policies satisfying the definition of life insurance under
IRC §7702, endowment/maturity can occur no sooner than age 95. [Also see endowment.]

Maximum accumulation: An insurance funding strategy where the policy buyer specifies the contribution amount and the insurer
determines the value that will be accumulated; often referred to as a defined contribution design.

Minimum premium: An insurance funding strategy where the policy buyer specifies the amount of the death benefit desired and the
insurer determines the minimum premium needed to fund the policy, referred to as defined benefit design. Depending on whether or
not this minimum premium is guaranteed by the insurer, it is possible that the policy owner may need to pay more than the originally
illustrated minimum premium in response to negative policy performance and/or increased policy costs and to prevent the policy from
lapsing.

Mortality and expense (M&E) risk charges: A separate charge made on variable products as a percentage of the account value to
cover the insurer’s potential deficiencies in the explicit cost of insurance and expense charges. In the absence of poor experience, the
M&E risk charge contributes to insurer profits. No comparable explicit charge is made with general account products; on those
products, similar loads are part of the undisclosed spread between credited and earned interest rates.

Mortality cost: The cost imposed on the policyholder by the insurance company to cover the amount of pure insurance protection for
which the insurance company is at risk. With term insurance, the insurance company is generally exposed to risk of loss for the entire
face amount of the policy. With permanent insurance, the net amount at risk for the insurance company is the difference between the
policy's death benefit and the cash value.
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Mortality table: A table that presents expected death rates by individual age. The death rates vary from one mortality table to another
depending upon the type of experience on which the data is based. Large insurance companies will often develop their own mortality
tables based on experience under their own policies.

Never smoked: A health profile designation for policy buyers who have never used tobacco products. [Also see tobacco use.]

Nonsmoker: A health profile designation for policy buyers who have not used tobacco products for at least two years and can be as
long as ten years. [Also see tobacco use.]

Paid to age X: A policy funding strategy where premiums are paid until the policy holder attains a pre-determined age.
Paid for X years: A policy funding strategy where premiums are paid for a pre-determined number of years.
Paid over the life of the policy: A policy funding strategy where premiums are paid throughout the life of the policy.

Permanent life insurance: Insurance intended to provide life insurance protection for the entire life of the insured. Permanent
insurance differs from term insurance in that its premium structure includes a savings component. Permanent insurance policy
premiums have two components, the insurance cost (mortality cost, administrative fees, sales loads, etc.) and the savings component.
The savings component typically is referred to as cash value. The policyholder may use the cash value to make the minimum premium
payments necessary to maintain the death benefit protection, may access the cash value by taking out loans or making partial
surrenders, or may use any combination of these techniques. If permanent insurance is surrendered before death, a surrender charge
may be assessed against the cash value. Generally, surrender charges are assessed if the policy is surrendered within the first 10 or
20 years. The amount of money a policyholder will receive upon surrendering a policy is referred to as the cash surrender value (CSV).

Planned annual premium: Payments to the insurance company to buy a policy and to keep it in force.

Preferred: A risk class designation for nonsmokers whose health profiles are likely to result in better than average mortality risks. [Also
see risk class and health profile.]

Preferred plus: A risk class designation for policy buyers whose superior health profiles are likely to result in lower than average
mortality risks. [Also see risk class and health profile.]

Premium duration: The period during which premiums are paid.

Retail pricing: The pricing style used for large, non-selective pools of individual policy holders that relies on the “Law of Large
Numbers” and averages costs for high- and low-risk segments of the pool.

Risk class: The level of cost of insurance charges assessed against the policy or the gross premium rate. Based on the information
submitted with the application, the policy is categorized into a preferred, standard, or substandard (impaired) risk class. Policies can
also be issued in preferred plus classifications. These generally mean that the insured demonstrates superior health characteristics in
addition to being a nonsmoker, such as frequent exercise or having a family history of longevity.

Separate accounts: Insurance company assets that support only cash values of specific policy forms and are completely separated
from the general account investments that back the rest of the company’s products. Separate accounts are typically used for variable
products, which pass actual investment experience including all capital gains and losses through to policy cash values. [Also see
general account.]

Smoker: A health profile designation for policy buyers who have used tobacco products within the last two years. [Also see tobacco
use.]

Standard: A risk class designation for policy buyers whose health profiles are likely to result in average mortality risks. [Also see risk
class and health profile.]

Substandard: A risk class designation for policy buyers whose impaired health profiles are likely to result in higher than average
mortality risks. [Also see risk class and health profile.]

Surrender charge: An amount deducted from the accumulation value to yield its cash surrender value. These charges, typically found
in the first 10 to 20 policy years, enable the insurer to cover a portion of unrecouped issue costs on policies that surrender early.
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Target premium: The amount of premium on flexible premium policies on which full commissions are paid. Policies that allow flexible
premiums often achieve much of their competitive posture in high-premium scenarios by having lower commission rates apply to the
excess premiums paid above the target premium.

Temporary life insurance: Various forms of term life insurance that provide life insurance protection for a specified time period. [Also
see term life insurance.]

Term life insurance: Temporary insurance that provides life insurance protection for a specified time period. Death benefits are
payable only if the insured dies during the specified period. If a loss does not occur during the specified term, the policy lapses and
provides no further protection. All premiums are retained by the insurance company. Typically, term insurance premiums do not have a
savings component; thus, term insurance does not usually create cash value.

Tobacco use: A health indicator insurers use to describe a policy buyer's use of tobacco products. [Also see nonsmoker, never
smoked, and smoker.]

Uninsurable: A risk class designation for policy buyers whose health profiles render them unsuitable for individual life insurance. The
policy buyer could be eligible for joint life insurance with a second insurable policy buyer. [Also see risk class and health profile.]

Universal life: A form of permanent insurance designed to provide flexibility in premium payments and death benefit protection. The
policyholder can pay maximum premiums and maintain a very high cash value. Alternatively, the policyholder can make minimal
payments in an amount just large enough to cover mortality and other expense charges.

Variable life/Variable Universal Life: A whole life or universal life insurance policy for which cash values are invested in separate
account funds that provides a death benefit dependent on market value of the policy’s underlying investments at the time of death. The
policy owner chooses among various funds offered by the insurer, permitting investments concentrating in common stock and other
assets that are more volatile, but may provide higher long-term returns, than an insurer’'s general account. Actual investment fund
performance, both net investment income and capital gains and losses, pass directly through to policy cash values after reduction for
investment expenses and fund operating costs.

Whole life: A traditional form of permanent insurance that guarantees a continued death benefit for the insured’s entire life upon
payment of fixed annual premiums, which are usually level for life, based on the insured’s age at issue.

Many of the definitions used in this Glossary were previously published in the second edition of The Insurance Counselor: Life Insurance Due Care prepared and
researched by Richard A. Schwartz and Catherine R. Turner for M Financial Group and published in 1994 by the American Bar Association.

This Veralytic Report is not valid without all constituent pages, including the cover page and section pages bearing important notes clarifying its proper use.
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Subject: Barry Flagg: 6 Essential Ingredients to Life Insurance
ADVICE

“Life insurance is an essential planning tool for many financial and estate
planning professionals. Its unique tax preferences, risk management
characteristics, and asset protection qualities often make it an ideal tool for
asset protection and/or income tax planning, estate planning and/or estate
tax financing, and funding buy-sell agreements and/or supplemental
retirement plans. However, life insurance remains the last, largest, most-
neglected asset in the planners’ planning and on clients’ balances

Sheets. As is often the case, neglect breeds poor-performance, and life
insurance is no exception, having been among the worst-performing asset-
types relative to clients' expectations for decades, and now the source of
growing complaints, arbitration and litigation against advisors, brokers and
insurers. The good news is the life insurance industry is being transformed
by the same mega-forces that transformed the investment business over
the past four decades, bringing with it the promise of greater transparency,
lower costs, and better performance. Understanding these transformative
forces will help financial and estate planning professionals better advise
clients about the prudent selection/retention and proper management of life
insurance holdings.”

In his commentary, Barry Flagg discusses the 3 mega-forces that
transformed the investment business, how these same 3 mega-forces are
transforming the life insurance business, and how to use new Best Practice
Standards to 1) define roles and responsibilities of the life insurance
professional in a manner that ensures client’s best interests are served, 2)
analyze client’s circumstances, goals and objectives in a way that more
naturally leads to prudent product selection or retention, 3) strategize
defining characteristics of product types most aligned with client’s interests,
4) formalize the search criteria for best-available rates and terms (BART)
that considers inherent constraints and conflicts of interest, 5) implement
best-available rates and terms (BART) while avoiding prevailing life
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insurance industry practices now considered “misleading”, “fundamentally
inappropriate”, and unreliable by financial, insurance, and banking industry
authorities, and 6) monitor the factors affecting performance to reduce the
risk of client disappointment and ensure client’s interests are served over
time.

Barry Flagg, CFP®, CLU, ChFC, GFS® is inventor and founder of
Veralytic® - a leading publisher of pricing and performance research and
ratings for life insurance products. Veralytic is the invention of his unique
background as both the youngest Certified Financial Planner (CFP®) in
history schooled in the fiduciary investment business, as well as life
insurance practitioner consistently ranked in the top 1% of the industry.
He’s a recognized expert in applying Prudent Investor principles to life
insurance product selection and portfolio management serving as
subadvisor to thousands of life insurance trusts. Barry has written articles
for numerous national publications and has delivered continuing education
to attorneys, CFP®s, CPAs, and CTFAs on the management of life
insurance as an asset according to established and proven asset
management principles.

Here is his commentary:

EXECUTIVE SUMMARY:

Life insurance is among the last asset types to be brought under the wealth
management process. For this reason, it is often the most-neglected asset
in the planning of the estate and financial planner and on clients’ balances
sheets. As with most other things, neglect breeds poor performance. It,
therefore, comes as no surprise that life insurance has been among the
worst-performing asset types relative to clients' expectations for decades.

This is not to say that life insurance has performed poorly relative to
performance benchmarks for the asset-classes of invested assets
underlying policy cash values. To the contrary, the performance of
invested assets underlying policy cash values are quite consistent with the
performance of other like-asset-class investments found outside life
insurance. As such, disappointment has more to do with overly-optimistic
expectations than actual under-performance.
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This is because the life insurance industry's operating principles were
never designed to deliver on expected performance. Instead, the industry's
operating system (O/S) was designed to build and sell new products, as
evidenced by the primary “output option” being illustrations of hypothetical
policy values, and prevailing sales practices to compare such sales
proposals for a new product to illustrations for an inforce policy as
supposed due diligence and decision support.

As we will see, such illustration comparisons too often involve presenting
new products using overly-optimistic assumptions in comparison to an
inforce illustration too often reflecting less than realistic assumptions. For
instance, in the 1980s, universal life (UL) products were generally
illustrated to offer rates of return assumed to be superior to whole life (WL)
products, even though both products are required by regulation to invest
predominantly in the same asset classes, and thus will generally perform
similarly over time.

In the 1990s, variable life (VL) products were again too often illustrated
using overly-optimistic rates of return in comparison to UL products that by
then were being illustrated to reflect reduced rates of return that were
unrealistically even lower than historical rates of return for the
corresponding asset classes into which they are required to invest. In both
cases, such illustration comparisons for the “flavor of the day” product
failed to examine internal costs, obfuscated excessive charging with
overly-optimistic performance assumptions, and consistently produced
disappointing results.

As such, disappointing performance has less to do with actual performance
of life insurance products relative to other like-asset-classes, and more to
do with over-reliance on a product-centric operating system (O/S) designed
to build and present products that appear attractive in the environment at
the point of sale, but which fail to incorporate established asset
management principles proven effective over time. The West Point Draft of
Best Practices Standards will be discussed hereafter as a more client-
centric alternative for the prudent selection/retention and proper
management of life insurance as an asset.
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FACTS:
Out-Dated Operating System (O/S) — A Case Study

In re: Cochran v. KeyBank shows how the product-centric life insurance
industry O/S proved effective for selling new “flavor of the day” products but
produced disappointing results. For more detail, see LISI Newsletters
#1486 and #1499 published 29-Jun-09 and 05-Aug-09, respectively. As
such, this case offers insights for estate and financial planners, life
insurance fiduciaries, and life insurance advisors who wish to distinguish
their practice as client-centric and advice-oriented.

For instance, when interest rates were at lifetime highs in the 1980s, the life
insurance industry developed a new product called universal life (UL)
specifically designed to appear attractive in periods of high interest rates.
Accordingly, Stuart Cochran created an irrevocable life insurance trust
(ILIT) in the mid-1980s to own $4.75M of UL and similar products where
cash values are required by regulation as a practical matter to be invested
predominantly in conservative asset classes like high-grade corporate
bonds and government-backed mortgages.

Some years later, as prevailing interest rates declined, and the Dot-Com
boom of the 1990s drove the stock market to all-time highs, the life
insurance industry developed another new product called variable universal
life (VUL) designed to appear attractive when client confidence in the stock
market is high. With Cochran’s UL policy under-performing original (albeit
unrealistic) expectations, Cochran’s agent recommended replacing the
original $4.75M policies with an $8M VUL policy using comparisons of
hypothetical illustrations showing a $3M+ increase in death benefits “for no
additional cost” and allocated cash values predominantly to aggressive
asset classes.

With the stock market crash in the early 2000s, the life insurance industry
developed another new product called guaranteed universal life (GUL)
designed to appear attractive in periods of financial uncertainty.
Accordingly, Cochran’s VUL cash values declined by $37,000 —a 7%
unrealized loss. Even though a 7% loss is well within the expected range
of returns for an aggressive asset allocation, Cochran’s life insurance agent
nonetheless recommended replacing the $8M VUL with a $2.5M GUL
policy in response to this “unexpected” loss, and again compared
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illustrations of hypothetical policy performance as decision-support for this
recommendation.

Ironically, the VUL-to-GUL exchange was “recommended” to protect trust
assets from further stock market declines, but actually incurred a 20%
realized loss due to a $107,000 surrender charge. Had the VUL policy
been maintained, the 7% unrealized loss would have rebounded since the
stock market recovered as it always does. Alternatively, if an aggressive
asset allocation was no longer consistent with the appropriate risk profile (if
it ever actually was), then market risk could have been eliminated by simply
reallocating cash values to the policy’s fixed account. Neither option was
considered due to life insurance industry O/S over-reliance on illustration
comparisons.

Seven months after this 3" exchange in just 16 years, Mr. Cochran died
and beneficiaries received $5.5M less than expected, and $3M+ less than
originally intended. While each of these products offer features and
benefits useful in certain client circumstances and planning situations, the
Cochran case exemplifies the problems that can arise when financial and
estate planning professionals look for advice on the prudent
selection/retention and proper management of life insurance from an
industry whose operating principles are not designed to advise, and instead
are designed to build and sell “flavor of the day” products.

Indeed, Cochran v. KeyBank shows both how illustration comparisons can
be an effective sales tool but also how such illustration comparisons fail to
disclose costs and/or reflect reasonable investment performance relative to
acceptable risk (e.g., as shown by the UL-to-VUL exchange). For these
reasons, comparisons of illustrations of hypothetical policy values are now
considered “misleading”, “fundamentally inappropriate”, and unreliable by
financial, insurance and banking industry authorities. In other words, the
information essential to advice — such as cost disclosures and historical
performance — is not even an “output option” from the

life-insurance-industry O/S.

Imagine trying to advise anyone about anything without knowing what is
actually being charged and what is reasonable to expect in performance,
and where decision-support is based on “misleading”, “fundamentally
inappropriate”, and unreliable information. It's, therefore, no surprise that
life insurance has been among the worst-performing asset types relative to
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clients' expectations, and that financial and estate planners have struggled
to understand how life insurance fits into their financial and estate plans
and/or resisted considering life insurance as a planning tool altogether.

Prudent Investor Operating System (O/S) for Life Insurance

On the other hand, the advice industry has its own “operating system”,
which | call the Prudent Investor operating system. Advice differs from
product sales in that advice follows an established decision-making
framework that’s been tested in the courts and proven reliable over almost
200 years. Examples of a Prudent Investor O/S include ERISA for
retirement plans, the Uniform Prudent Investor Act (UPIA) for private trusts
(to include life insurance trusts), and fiduciary standards for investment
advisors, trustees and investment committee members.

The Prudent Investor O/S was also recently “expanded” to address life
insurance in the West Point Draft of Best Practice Standards for Life
Insurance Stewardship using the same universal decision-making
framework already widely-accepted in the investment business. As such,
financial and estate planners and life insurance fiduciaries now have a
familiar decision-making framework to also understand how life insurance
fits into their planning and what to reasonably expect.

The evolution from the outmoded life insurance industry O/S to the Prudent
Investor O/S is being fueled by the same mega-forces that transformed the
investment business decades ago, namely the advent of new standards of
care, the invention of new tools and services to support new duties, and
enforcement by regulators and litigators. The result was greater
transparency, lower costs, and better performance.

Some readers will remember when the investment business used to look a
lot like the life insurance business of today, when investments were sold by
“financial advisors” based on hypothetical projections (e.g., tax shelters)
instead of empirical research for costs and performance, when “advice”
was generally bundled with and incidental to a sale of some product and
often non-existent after the sale, and when "Investment Contracts" paid
up-front commissions on the placement of some product (as much as 50%
and more in some cases) rather than fees for advice, management, and
results over time.
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The evolution of the investment business we know today began with ERISA
providing a set of rules (i.e., the new operating system) for a substantial
portion of the industry (i.e., Qualified Retirement Plans). While ERISA
didn’t apply to the entire investment industry, these new rules made
enough sense and applied to enough of the industry that this new O/S
spread to much of the rest of the investment business. These new rules
included 1) the duty to monitor, 2) the duty to investigate suitability, and

3) the duty to manage as a “Prudent Man” would to minimize costs and
maximize benefits relative to acceptable levels of risk.

In the years following ERISA, third-party administrations (TPAs) developed
record-keeping systems to support this duty to monitor, and research
providers began publishing pricing and performance data to support the
duty to investigate. Such ready access to information about current
holdings and their prudence relative to peer-group products also lead
regulators and litigators to enforce this standard-of-care.

For instance, whereas there was comparatively little litigation in the
investment business before ERISA, Qualified Plan Trustees were the
popular target of litigation involving breach of the duties prescribed by
ERISA in the late 1980s and early 1990s. As such, ERISA set into motion
three mega-forces:

1) Third-Party Administrators (TPAs) providing information about current
holdings,

2) Research services publishing suitability information relative to peer-
group products, and

3) Regulators and litigators using #1 and #2 to enforce the rules prescribed
by ERISA.

The combined effect of these mega-forces transformed the investment
industry from a product-centered, “manufacturers’-rep” business into a
client-centered, advice-oriented business in which more and different types
of advisors entered the investment advisory business. At this same time,
the Baby Boom Generation was moving into its peak earnings and savings
years, substantially increasing the demand for investment products,
management and advice.
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Just as ERISA provided an O/S for a substantial portion of the investment
industry, the Uniform Prudent Investor Act (UPIA) similarly provides a set of
rules (i.e., operating system) for a substantial portion of the life insurance
business, namely Irrevocable Life Insurance Trusts (ILITs). These rules
under UPIA have been adopted by 40+ States/Territories and similarly
include 1) the duty to monitor, 2) the duty to investigate suitability, and 3)
the duty to manage as a “Prudent Man” would to minimize costs and
maximize benefits relative to acceptable levels of risk.

In a repeat of events following ERISA, third-party administrations (TPAS)
arrived on the scene roughly coincident with the adoption of UPIA
beginning in 1994 (e.g., TrustBuilder in 1992, Resource Insurance
Consultants in 2000, and ITM-21% originally founded as Advicon in 2003).
Then, again in parallel fashion, life insurance product research became
available some years after the arrival of TPAs (e.g., Veralytic originally
founded as THEInsuranceAdvsior.COM was granted the first of its patents
in 2002 and made pricing and performance research and product ratings
available online in 2003).

Lastly, reminiscent again of the evolution in the investment business,
regulations now consider prevailing practices under the life insurance
industry O/S to be “misleading”, “fundamentally inappropriate”, and
unreliable, and litigation against both irrevocable life insurance trust (ILIT)
trustees (e.g., Cochran v. KeyBank and French v. Wachovia) and life
insurance advisors (e.g., Vagelos v. Merrill Lynch and Nacchio v.
AYCO/Goldman Sachs) are beginning to enforce the rules under UPIA.

In other words, UPIA similarly set into motion the same transformational
mega-forces on the life insurance business where:

1) Third-Party Administrators (TPAs) provide information about current
holdings,

2) Research services publish suitability information relative to peer-group
products, and

3) Regulators and litigators use #1 and #2 to enforce the rules prescribed
by UPIA.

The combined effect of these mega-forces is driving an evolution of the life

insurance business from a product-centered “manufacturers’-rep” business
once the exclusive domain of agents and brokers, into a more
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client-focused advisory-business where fee-based advisors and
consultants are playing an increasing larger role. In response, the
Financial Planning Association (FPA), recognizing the need for a universal
decision-making framework for the prudent selection/retention and proper
management of life insurance like that already widely-accepted in the
investment business, lead in the formation of a task force that convened at
West Point in 2013.

The task force was comprised of leaders from nearly every profession who
have clients who own life insurance, to include representatives from one of
the largest trusts and estates law practices, the largest administrator of
trust-owned life insurance for institutional trustees, the largest association
of financial planners, a leading university in financial planning education,
several of the largest independent life insurance distributors, and several
fee-based advisory firms. The result is the West Point Draft of Best
Practice Standards for Life Insurance Stewardship.

The elements of such a Prudent Investor O/S generally include 1) defining
roles and responsibilities for members of the planning team, 2) analyzing
goals and objectives, 3) strategizing the most prudent solutions sets (i.e.
product types), 4) formalizing the search criteria for the product within the
optimal solution set, 5) searching for and implementing the vehicle(s)
offering best-available rates and terms (BART), and 6) monitoring
performance relative to both original expectations and peer-group
alternatives. The West Point Draft of Best Practice Standards is comprised
of the same 6 steps, as follows.

Step 1 - Define: Just as the investment advisor is a member of the
planning team, life insurance advisors distinguish themselves as advisors
by first discussing their role and responsibilities on the planning team. Too
often, conversations about life insurance start with hypothetical illustrations
for some product or products. Instead, starting the conversation by
defining roles and responsibilities in the planning process distinguishes the
life insurance advisor from life insurance sales people, leads to better
working relationships between the banker, CPA, attorney, trust officer, etc.
members of the planning team, and ensures client’s best interests are
served.

Step 2 - Analyze: In the same way that investments for clients seeking
income will be different from the investments for clients seeking growth,
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different life insurance products are also designed for different risk profiles,
asset allocations, time horizons, and expected outcomes. In addition,
some life insurance products are designed for defined contributions and
maximum accumulation, whereas others are designed to minimize
premiums for a defined death benefit, and some are designed for both. As
such, advising clients about the prudent selection/retention and proper
management of life insurance requires an analysis and understanding of
their circumstances, goals and objectives.

See below flowchart of an example decision tree for analyzing existing life
insurance holdings in response to changing planning objectives.

>
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Add rider(s)

YES YES P t
Repurpose? e 4 (e.g., LTC) ———— roceed to

Same

for other Step 3
Objectives?
NO
A\ 4 NO
IRR% at LE

Hold as an YES 3 meets YES N

"Investment"? Risk/Return

Objectives?
NO Confirm
Sell on Life Purchase Purchase
YES YES Offer = FMV
gz’z:tcl)enrgzp t > Offer greater —> &e;ell to
y than CV? .
Market? highest
bidder.
NO\l/
NO
Surrender/
Lapse
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Step 3 - Strategize: The rate of return reasonable to expect from any
financial strategy is most influenced by its underlying asset allocation.
Different life insurance product types are thus most significantly
differentiated by their investments underling policy cash values. For
instance, most universal life (UL) and whole life (WL) products are required
by regulation as a practical matter to invest assets underlying policy cash
values predominantly in high-grade bonds and government-backed
mortgages whereas variable products (VL) allow for allocation across
various asset classes.

As such, the most prudent product type for a given client situation is a
function of the Risk tolerances of the client, the corresponding Asset class
preferences, the Time horizon and the Expected outcomes (remember
R.A.T.E.), as follows:

Asset Allocation Rates of Return
Risk Profile (Equities/Fixed-Income) Product Type Reasonable to Expect
Conservative 20% / 80% UL/GUL/WL 5% - 6%
Moderate-Conservative 40% / 60% IUL/VUL 6% - 7%
Moderate 60% / 40% VUL 7% - 8%
Moderate-Aggressive 80% / 20% VUL 8% - 9%
Aggressive 100% / 0% VUL 9% - 10%

Volatility is another consideration in determining the prudence of a given
product type and the rate of return reasonable to expect. For instance, an
Aggressive allocation historically produces higher rates of return over the
long-term, but also a wider range of expected returns and possibly even
negative returns over the short-term. As such, more Aggressive allocations
also involve risk that cash values will be “sold at a loss” to cover monthly
deductions for cost of insurance charges and policy expenses, thereby
adversely impacting the rate of return that is reasonable to expect.

Monte Carlo simulations are useful in quantifying such adverse impact of
volatility, and the corresponding risk of a “premium call” due to volatility,
where the probability a policy will lapse without value and without paying a
claim unless addition premiums are paid is calculated in thousand(s) of
separate trial runs using different and randomly-selected rate of return
assumptions. Understanding the probability of a “premium call” is essential
to determining the product type that is prudent for the given client risk
profile.
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See below flowchart of an example decision-tree for identifying the product
types appropriate to the various risk profiles.

UL, GUL or Conservative
WL Product |s====—==3(Risk Profile @ >
Type? YES 6% orless | yEs
NO l NO
IUL or VUL* Moderate-
Product 2 | Conservative >
? % +/-
Type? YES @ 7% +/ YES
NO l NO
VuL*
Product > gog;’rit/e_z —
?
P Ives YES
Proceed to
NO l Step 4
Moderate-
Aggressive |
0, -
@Y% - |yeg
Aggressive
@ 10% +/- >
YES
\ 4 \ 4
Reallocate cash values to asset classes >
consistent with trust risk/return objectives.

* VUL cash value allocations that historically produce the approximate target rates of return corresponding to each risk profile are
as follows:

- Moderate-Conservative: 40% equity/60% fixed
- Moderate: 60% equity/40% fixed

- Moderate-Aggressive: 80% equity/20% fixed

- Aggressive: 100% equity/0% fixed

Source: Morningstar
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Step 4 - Formalize: The life insurance industry is full of constraints and
conflicts (i.e., not unlike the investment business of decades ago). With
10,000+ pricing combinations and permutations for every product, cost of
insurance charges (COls) being the largest expense (not commissions),
and as much as an 80% variance between best-available rates and terms
(BART) and worst-available rates and terms (WART), no insurer, product,
compensation model, distribution system, nor proprietary product is
inherently “better” for all clients or all situations.

Understand the universe of products for the product-type peer-group
identified in Step 3, ask the life insurance advisor about constraints (e.g.,
agents/brokers not properly licensed to discuss and place whichever
product type is identified in Step 3, distribution systems that limit product
availability to only or mostly proprietary products, fee-only advisors limited
to a handful of products offering no/low sales-loads but potentially higher
COils, etc.), and conflicts (e.g., higher commissions for placement of some
product than other products, special payments for placement of proprietary
products, fees charged for some products but not for other products,
reward trips, etc.) and discuss reconciling and resolving such constraints
and conflicts.

Step 5 - Implement: A search for best-available rates and terms (BART)
considers at least the financial strength and claims-paying ability of the
insurer, the competitiveness of internal policy charges, the stability of the
insurer’s pricing representations, restrictions on access to policy account
values, and the historical performance of invested assets underlying policy
cash values. Investigating such discrete product attributes also avoids
hypothetical illustration comparisons now considered “misleading”,
“fundamentally inappropriate”, and unreliable by financial, insurance, and
banking industry authorities. Additional considerations for prudent
implementation can be underwriting capabilities and ongoing service and
reporting.
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See below flowchart showing an example decision-tree of a search for
best-available rates and terms.

5a — Financial Strength and Claims-Paying Ability

Highly Rated
(e.g., Top >
10%) YES

NO

Moderate Meets the

Ratings (e.g., > minmum  |e— Pg‘;‘:)egbto

9 ?
Top 25%) YES threshold YES

NO NOJ,

Flag for close
monitoring of

insurer ratings a
AND policy

charges &
earnings*.
v Go back to
Step 3 to
Grantor consider
Low Ratings | Consent’?/ medp| €XChange to
Insurable? policy from
YES YES insurer with
higher ratings.
NO g g

Proceed to Step 6

*When an insurer's rating is downgraded, the change often means either the insurer's profitability has declined, or the insurer's
reserves have deteriorated, or both. The insurer's most immediate response to a downgrade in its ratings, and its most effective
means for restoring profitability and recovering reserves, can be to increase policy costs for cost of insurance (COI) charges and
expenses and/or decrease interest/earnings credited to policy cash values. In other words, when ratings go down, policy charges
are more likely to be increased and/or policy interest/earnings are more likely to be decreased, and thus premiums are likely to
(need to) go up. As such, it can be important to measure what is actually being charged and what is actually being earned from
invested assets underlying policy cash values for insurers with lower financial strength and claims-paying ability ratings.

AGrantor Consent refers to the grantor's consent to participate in the underwriting process.
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5b — Cost Competitiveness

Competitively
Priced >
YES
NO Proc5e:d to
Average Are higher
Pricin% ) costs é
RO
YES justified YES
NO NO
Go back to
S o
Poorly Priced [=====2>| Consent’?/ |=———p
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YES " |YES policy offering
lower costs.
NO

Proceed to Step 6

*UPIA Section 7 prescribes fiduciaries "may only incur costs that are appropriate and reasonable in relation to the assets, the
purposes of the trust, and the skills of the trustee." As such, if cost of insurance charges (COls), fixed administration expenses
(FAEs), cash-value-based "wrap fees" (e.g., VUL M&Es) and/or premium loads are higher than that generally-available in the
marketplace, then trustees should either: 1) document the reasons for paying higher costs (e.g., very high ratings for financial
strength and claims-paying ability, very stable pricing, very high cash value liquidity, superior performance of invested assets
underlying policy cash values, etc.) or 2) consider activities to reduce costs.

AGrantor Consent refers to the grantor's consent to participate in the underwriting process.
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5c — Pricing Stability
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AGrantor Consent refers to the grantor's consent to participate in the underwriting process.
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5d — Relative Account Liquidity

Highly Liquid >
YES
NO
Some 9 5 Proceed to
Restrictions 5e
YES Lower CVs |YES
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Proceed to Step 6

* Cash Values can be relevant to trust objectives when an objective of the trust is to 1) accumulate wealth for a specific reason like
retirement, 2) pay future cost of insurance charges (COls) and policy expenses, and/or 3) seek higher interest/earnings rates on
invested assets underlying policy cash values to the extent consistent with trust risk/return parameters. In the absence of the
above or other reasons that cash values would be relevant to trust objectives, policies with lower or even no cash values can be
suitable. While a policy with cash values is considered more suitable than a policy without cash values WHEN ALL OTHER
POLICY ATTRIBUTES ARE EQUAL, a policy without cash values can be more suitable than a policy with cash values if/when the
policy without cash values offers some other advantage over the policy with cash values. For instance, term life insurance (e.g.,
LT10) products have no cash value, but offer a much lower premium than policies with cash values. Similarly, guaranteed
universal life (i.e., GUL) products often have little to no cash values, and to the extent premium requirements are lower than the
premium requirements for a product with cash values, then a GUL product can be more suitable than a product with cash values.

AGrantor Consent refers to the grantor's consent to participate in the underwriting process.
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5e — Historical Performance

Superior
Performance )
YES
NO
fverage — Proceed to
Performance < — Sten 6
YES . S lower YES
investment
performance
NO offset by low
policy
P charges?
oor
Performance > >
NO Go back to
Step 3 to
Grantor exi:?wr;sr:dgrto
Consent’\?/ | _ g .
Insurable? policy with
~_|YES better
investment
NO performance.

Proceed to Step 6

*UPIA Section 2(b)(5) prescribes that fiduciaries “shall consider ... the expected total return [from the] overall investment strategy
having risk and return objectives reasonably suited to the trust.” While past performance is no guarantee of future results, using
actual historical performance is generally-accepted as a useful measure of expected future performance. Because illustrations of
HYPOTHETICAL policy values are NOT required to illustrate an assumed rate of return that is correlated with actual historical
performance of invested assets underlying policy cash values, it is particularly important for fiduciaries to separately consider the
excepted return on invested assets underlying policy cash values.

AGrantor Consent refers to the grantor's consent to participate in the underwriting process.
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Step 6 - Monitor: Life insurance has been among the most disappointing
asset types relative to client expectations for decades due in part to lack of
monitoring, reporting, and management. Advising clients about the prudent
selection/retention and proper management of life insurance, therefore,
involves periodically checking on changes in the health, risk tolerance, time

horizon, performance expectations and/or planning objectives of the client,
changes in the financial stability and claim-paying ability of the insurer,
and/or changes in internal costs, investment performance, and/or the
funding adequacy of policy holdings. Only with such information can
policies be prudently managed as follows:

Portfolio Management Option

Under-funded Policies

Over-funded Policies

PMO #1:Change Premiums

Increase premiums to increase
cash values in amounts
necessary to cover policy costs
over the intended coverage
duration.

Reduce premiums or refund
cash values no longer
necessary to cover policy costs
over the intended coverage
duration.

PMO #2:Change Benefits

Reduce benefits to reduce costs
such that existing cash values
and planned premiums can
cover reduced costs over the
intended coverage duration.

Increase benefits using excess
cash values to cover costs of
increased benefits over the
intended coverage duration.

PMO #3:Change Cash Value
Allocation / Expected
Rate of Return

Re-allocate to more aggressive
asset classes with a historically
higher expected rate of return in
an effort to increase cash values
needed to cover policy costs
over the intended coverage
duration, albeit with greater
volatility/risk of loss.

Re-allocate to more
conservative asset classes to
reduce volatility and minimize
the risk of a “premium call”
otherwise needed to cover
policy costs over the intended
coverage duration.

PMO #4:Change Policy Costs

Reduce excessive costs such
that existing cash values and
planned premiums are better
able to cover the cost of
intended benefits over the
intended coverage duration.

Reduce excessive costs such
premiums can be reduced, cash
values can be refunded, benefits
can be increased, and/or cash
values can be reallocated to
more conservative asset
classes.

PMO #5: Coverage Duration

Consider “wait & see” where
cash values are sufficient to
support policy costs for a
reasonable period, where policy
costs are competitive, where
interest/earnings are within the
expected range of returns even
if below the target rate of return,
and there is no looming risk of a
lapse.

N/A
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See below flowchart showing an example decision-tree for the above
portfolio management options (PMOs).

Funding
Adequate?* >
YES
NO
Consider Grantor
INCreasing  |se=p| Consent? & s
i ? Add'l Gift?
Premiums? YES VES
NO NO
Consider Grantor/
Decreasin -
Death ° —>>»| Beneficiary |e———3  Communicate funding
Benefits? |YES Consent? YES adequacy*, strengths &

weaknesses (if any) of
NO NO existing holding(s), possible
trades/ exchanges (if

- applicable), & policy
gﬁnsm_ier Grantor/ management options
anging . PMOs).
Asset —% Béeneflmary —% ( )
) onsent?
Allocation? |YES YES
NO NO
Consider Grantor/
Reducing |====p( Beneficiary |sp
h ? Consent?
Charges? |\ eg YES
NO NO
Consider
Deliberate >
it-&-See?
Wait-&-See? YES

*Funding Adequacy refers to the degree to which existing policy cash values and planned premiums are sufficient to pay future cost
of insurance charges (COls), fixed administration expenses (FAEs), cash-value-based "wrap fees" (e.g., VUL M&Es) and/or
premium loads over the intended duration of the policy contract. If a policy is intended to provide a permanent death benefit, then
funding adequacy means cash values and planned premiums are sufficient to pay cost of insurance charges (COls) and policy
expenses to contract maturity (i.e., typically either age 100 or age 120). However, if the intended coverage duration is less than
permanent (e.g., in the case of an insured in declining health where life expectancy is believed to be shorter than that for a health
insured), then funding adequacy means cash values and planned premiums are sufficient to pay cost of insurance charges (COls)
and policy expenses over this shorter period of time.
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COMMENT:

Life insurance is an essential planning tool for many financial and estate
planning professionals, but remains the last, largest, most-neglected, and
most-disappointing asset on clients’ balance sheets and in planners’
planning. At the same time, the population over age 65 is projected to
double between now and 2030, and the Baby Boom Generation is
expected to transfer more wealth than ever before, substantially increasing
the demand for life insurance products. Given such an increase in
demand, and the neglect and poor-performance of this asset to date, it’s
time for a new operating system for life insurance advice.

Financial and estate planners who reject the outmoded life insurance
industry O/S of the past which doesn’t even include a “management
module”, and instead adopt a Prudent Investor O/S will bring clients greater
transparency, be better prepared to meet the coming demand for advise,
and be more likely to lower costs, improve performance, and meet client
expectations. The West Point Draft of Best Practice Standards for life
insurance is just such a Prudent Investor O/S based on the same
established, proven, and universal decision-making framework widely-
accepted in the investment business.

HOPE THIS HELPS YOU HELP OTHERS MAKE A POSITIVE
DIFFERENCE!

Barry Flagg

CITE AS:

LISI Estate Planning Newsletter #2547 (May 17, 2017)

at http://www.leimbergservices.com, Copyright 2017 Leimberg
Information Services, Inc. (LISI). Reproduction in Any Form or
Forwarding to Any Person Prohibited - Without Express Permission.
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Example: Monte Carlo Simulation (Courtesy of Ethical Edge)

lllustration input into the Historic Volatility Calculator
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Matching the sales illustration as closely as possible.
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Cash flow expectation of $1.5M X 20 years has only a 40%
probability of success.
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This is the distribution of the almost 600 lapses prior to
age 100. Note that as soon as withdrawals/loans exceed

basis, there will be ordinary income tax assessed on the
different in the year of lapse.
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The cash flow would need to drop from $S1.5M X 20 years
To $600,000 X 20 years to get close to 90% probability of
success.
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Fiduciary Life

Synopsis: The Veralytic service may finally bring some
semblance of transparency to the cash value life insurance

marketplace.

Takeaways: Beware misleading policy illustrations, recog-
nize that under the complexity there are a few moving parts
to watch, and get a clear look at the expenses as they relate to

the policy design.

B arry Flagg, founder and CEO
of the Veralytic life insurance
analysis  system  (http://www.
veralytic.com/), calls his firm “the
Morningstar of cash value life.”
But unlike Morningstar, which
is able to publish clear numbers
to an audience that understands
what they mean, Flagg has to peel
back various layers of naivety
in his prospective customers
when explaining the value of life
insurance due diligence.

At the first layer, he says:
“Most  peoples’  comparison
between life insurance products is
to compare the premiums. But,”
he adds with a bit of an edge to
his voice, possibly a habit from
repeating the phrase a few too
many times to a few too many
advisors and consumers, ‘“the
premium is NOT the cost.”

The second layer is almost
as naive. Most cash value
life insurance is sold by an
agent showing various policy
illustrations.  Flagg notes that
both FINRA and the insurance
industry’s  own  Society of
Actuaries have come out with
statements warning that these

illustrations can be (and often
are) misleading, and should not
be used to compare policies.
Flaggcame to this conclusion
himself when he switched careers
from a pension investment
analyst in a culture steeped in the
fiduciary mindset, to working in
a high-volume Manufacturers
Life insurance office in Tampa,

Flagg very quickly
discovered that analysis
that was easy in the
investment world
was impossible
with insurance.

FL. “When I had been analyzing
investments, [ was using the book
version of Morningstar, because
the disks weren’t available yet,”
he says. “You had a very clear
and accurate source of data to
base your recommendations on.
In the insurance agency,” Flagg
adds, “I very quickly discovered
that what was easy in the pension
investment advisory business

was literally impossible in the
insurance business.”

Nor was there a culture
of providing due diligence
analytics to the end customer.
“Many times, over the course
of my career,” says Flagg, “I’ve
been told: you work way too
hard just to sell life insurance
policies. Just take the product
you're given and go sell it. But
that didn’t reconcile with either
my internal code of ethics or my
early experience with the pension
investment advisory system—or,
for that matter, the value system I
was raised in. Finally, in 1999, I
founded Veralytic to provide what
was missing to fiduciaries in the
investment and trust world.”

Crediting rate switcheroo

If you’re skeptical about
whether an insurance company
would doctor up its projections
just to sell policies, consider a
recent illustration that Veralytic
reviewed, created by the John
Hancock Life company. (See
graphic.). On the front page, you
are told—in clear understandable
english—that the illustration is
based upon a 5.05% assumed
crediting rate. Therefore, one
might plausibly assume that you
should compare the hypothetical
cash buildup of this policy with
a similar policy whose carrier
assumes that it will earn the same
5% or so a year on the money
inside the policy.

Au  contraire. When
Veralytic’s various algorithms
deconstructed the year-by-year
numbers used in the illustration,

December 2017
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a 5.05% rate, Flagg found, would
have been expected to correspond
to $6,183 credited over the life of
the policy. But the actual total
turned out to be $19,839.

“This 1illustration reflects
a 16.3% crediting rate,” says
Flagg. The naive consumer who
compared the “effectiveness” of
this policy with a competitor’s
that would be building up at a
hypothetical 5% rate would have
selected the John Hancock policy
hands down—and been sorely
disappointed when reality fell

short of the projection.

Once you peel back the
first couple of layers of naivety,
you get to Flagg’s algorithms
and Veralytic’s deep analysis of
the actual numbers underpinning
a cash value life policy. If a
fiduciary advisor is determining
whether a client should keep
that contract sold to him by his
brother-in-law five years ago,
she should be able to evaluate the
actual life insurance costs in the
policy based on state insurance
filings and the in-force ledger,

and compare them with industry
standards and other policies that
the client might be able to 1035
into.

She should be able to know
the historical rate of return that
the insurance policy has earned on
cash values inside of its policies,
compared with its peers.

She should know whether
the policy is competitive and fair,
how much it costs and what to
expect performance-wise in the
future.

And right now, Veralytic is
the only service that offers this
information, by dragging this data
kicking and screaming from a
confusing jumble of assumptions,
filings and an expanding database
of results from other policies it
has analyzed.

The most complicated corner of
the investment world

There’s a reason why most
advisors recommend only term
life coverage for their clients:
they can understand it. But Flagg
believes that once advisors learn
to appreciate the four unique
tax benefits conferred on life
insurance (due to tireless lobbying
and bottomless lobbying budgets),
they might change their mind.
Death benefits are paid to heirs,
even those multiple generations
out, without being dinged by the
estate or income tax system. The
internal buildup in the policies
takes place tax-free, even if you
move the money around in a
variable contract among different
accounts. Cash values exceeding
the owner’s tax basis may be

Inside Information
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Sample VUL

Page 3

21

Veralytic Category
Institutional

| Product Profile

| | Policy Expense Breakdown

| | Premium Comparison - Face Amt: $1,000,000 |

Product Rating: (3 1/2 stars out of 5 stars)

Product Type: VUL
Premium Type: Flexible
Min. Face Amount: $100,000
Optimal Funding Strategy: Mixed

Pricing Style:

Policy pricing is a function of 3 factors: Cost of Insurance Charges (COls), Expenses
& Earnings. Product suitability is therefore categorized by the structure of and the
underlying experience for these pricing components. (See The Pricing Advisor
section below or at Veralytic.com for more information.)

Max. . Min.
Accum Mixed Prem
Retail
Institutional .
Experience-
Rated I:‘ [=1a} ] FOLICY FREMILM
CGHARGES EXFENZES LeAns 1. Policy Under Evaluation
2. Institutional Pricing Benchmark
Policy Avg 1. Policy Under Evaluation 3. Benchmark for All Policies
Under for All 2. Institutionally Priced Policies Premium Comparison calculates the minimum level
Evaluation Policies 3. Retail Policies annual premium required over 40 years to endow the
38 # of Funds 56 policy, assuming a 8% average net policy earnings rate
28 # of Top Perf 40 Policy Expense Breakdown measures the present value and current expense assumptions for a policy issued to a
! or Top Feriormers ! cost per $ of Death Benefit and the individual cost 60 year old male Non-Smoker Standard risk.
0.87% Avg Inv Mgmt Fee 0.89%  components, assuming identical funding amounts and
" Source: Morningstar' funding patterns for a policy issued to a 60 year old male
Non-Smoker Standard risk.
Cost of Insurance (COI) Charges . | Policy Expenses . | Premium Loads |:| |
Policy Institutional Benchmark Policy Institutional Benchmark Policy Institutional Benchmark
Under Pricing for All Under Pricing for All Under Pricing for All
Evaluation Benchmark Policies % of Cash Value  Evaluation Benchmark Policies % of Premium Evaluation Benchmark Policies
. _ : 0 [}
Xvner:%gtecdo/-}verage $17.081  $20,831 $23,040 M&E Risk % 0.05 0.55 0.60 State Tax % 2.35 2.35 2.35
Other % 0.00 0.00 0.00 Fed DAC Tax % 1.50 1.50 1.50
Total % 0.05 0.55 0.60 Carrier % Load(s): 0.00 0.00 0.00
Loan Spread % 0.75 1.00 2.00 Sales/Service %
Load(s): 3.15 3.65 3.65
Fixed Charges o
Per Policy Yr $2529  $1,728 $1.728 Total % 7:00 7:50 7:50
Hypothetical Policy Cash Value Account Growth Planned Annual Premium: $20,460
. Policy Under Evaluation
. Institutional Pricing Benchmark
. Benchmark for All Policies
The purpose of this graph is to show how
different policy charges could effect policy
value and death benefit. This graph is
hypothetical and may not be used to predict
or project actual policy performance or tax
treatment.
Est Yr 1 Cash Value Surrender  Yrs Average Death Benefit @ Gross % Net%  Net Net %
Policy/Benchmark / Premium Ratio Charge Applied Decrease %/Yr Maturity or Lapse Return Return  Return
Policy Under Evaluation 0.00% 100.00% 9 11.1111% $1,000,880 8.87 8.00 7.95
Benchmark for Institutionally-Priced Policies 80.00% 0.00% N/A N/A Lapse @ Y28 8.89 8.00 7.45
Benchmark for All Policies 0.00% 88.00% 11 8.0000% Lapse @ Y23 8.89 8.00 7.40

December 2017

Inside Information

10-67



Page 4

borrowed from the policy free of
income taxes so long as the policy
stays in force. And owners are
permitted to exchange one policy
for another, or for an annuity
contract, free of taxes, under the
famous IRC Section 1035.

But, alas, despite these hard-
won tax goodies the insurance
industry seems to go out of its way
to make it hard to love its products.
Cash value life insurance has
staked out the most complicated
corner of the financial world,
and it starts with the plethora of
different ways the product can be
structured: whole life, universal
life, wvariable wuniversal life,
products with guaranteed death
benefits that function like term
policies, products with variable or
fixed premiums.

Depending on what you’re
looking for, you might favor a
policy thatis designed to maximize
the accumulation of (tax-free)
cash values, which shaves the
death benefit as low as it will go
so there is less cost of insurance
drag on the internal rate of return.
Or—the opposite—a policy can
maximize the death benefit in
order to shepherd more money
tax-free to heirs in a minimum
premium plan by deliberately
holding as little cash value as
possible, and having most of the
premium dollars paying the cost
of insurance.

But wunderneath all this
complexity is a relatively small
number of modular parts: a term
insurance policy combined with
some kind of an investment
account.

How do you analyze these

components? Start with expenses.
Flagg notes that a policy’s biggest
expense is typically its cost of
insurance—which, just like term
insurance, is a function of the
policyholder’s age, health status
and the face value (the death
benefit amount). Beyond that are
the state premium taxes, federal

at the minimum they are allowed
to charge, and then they return
money to their policyholders at
the end of the year,” says Flagg.
“They call that a dividend,”
he adds, “and people think the
dividend is earnings, and it’s not;
the dividend is a combination of
a refund of overcharged expenses

Cash value life insurance
has staked out the most complicated
corner of the financial world,
and it starts with the different product structures.

DAC taxes and charges for policy
issue, administration, distribution
and general operating expenses of
the insurance carrier and/or the
sales and servicing organization
(aka commissions).

Then there’s the rate of
return on the cash account. For
variable universal policies, this
cash value is invested in the
client’s choice of mutual fund
options, and you can look them
up in Morningstar. Or it may be
lumped together with all the other
policyholders’ cash values in the
company’s general account, as in
a whole or universal life policy.
To find this return, you have to
go to the company’s statutory
financial statements.

Of course, a number of
insurers who sell whole life
policies  re-complicated  the

situation by adding “dividends,”
which are not dividends at all.
“Some policies set their expenses
at the maximum they are allowed
to charge, and they set their return

and a credit of excess interest.”
10,000 versions

Reducing all these
permutations of cash value life
down to a few core underlying
elements raises an interesting
question about selecting life
insurance products. Why can’t
somebody do more than what
Veralytic does, and create a simple
database that rates the different
carriers and products, the way

Morningstar does for mutual
funds?
The answer is simple,

even though the solution is not.
“Every life insurance product,
every single one, has upwards of
10,000 different prices,” Flagg
explains. “There is, of course,
a different cost of insurance for
every age [40 ages?], times two
because the prices are different
for each gender [807], times three
because the rate will be different
for tobacco use or non-tobacco
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use, or never tobacco use [2407].
Times five for the different health
categories [1,200?]. Times four
or six for what we call banding,
which is Dbasically different
rates for different size policies
[4,800 - 7,200?]. Times two to
six for the different commission

cost of paying out a very high
death benefit. Those same policies
will be extremely sensitive to the
size of the up-front commissions,
which represent a front-end
reduction in investment cash.
And, of course, that policy’s
investment returns will also

One agent may charge 100% commission.
Another may say, this is a big enough transaction
that I will discount my commission by 50%.
Another may discount by 75%.

levels [9,600 - 43,2007], because
most life insurance, even the
commission products, can be
discounted. One agent may
say, I’'m going to charge 100%
commission; another may say, this
is a big enough transaction that
I will discount my commission
by 50%. Another may say, I am
going to discount by 75%.

“You go through all that
math,” says Flagg, “and there are
10,000 or more different prices for
every single product. And in my
experience, no carrier, whether it
is no-load or load, is good at all
the different pricings.”

To make it even harder
to compile a simple insurance
database, sometimes certain cost
and return elements matter a lot,
and other times not so much.
For instance, the accumulation
policies that have lower face
amounts won’t be affected too
much even if the cost of insurance
is very high, because the policy
isn’t having to cover the actuarial

matter.

At the other end of the
spectrum, with minimum premium
plans, the cost of insurance will
be a primary driver of efficiency,
because the death benefit is
maximized—and the company’s
investment experience is hardly
a factor because there is so little
cash value for it to impact.

Overlaying all of this is
the unfortunate reality that the
insurance industry seems to prefer
obfuscation to disclosure. Think
of the mutual fund industry pre-
Morningstar, when nobody knew
anybody’s costs or track record.

Veralytic gets around these
complexity hurdles by publishing

reports on individual policies
rather than  spreadsheet-like
rankings. If you’re selecting a

policy for a client, you might
instruct your agent to select his
or her three most competitive
products and commission
structures, and then run the
policy illustrations through the

Page 5

proprietary five-factor calculation
model that Veralytic has patented:

1) The financial strength
and claims paying ability of the
company, which is a blending
of the scores given to the issuer
by different rating agencies like
A.M. Best, Moody’s, Standard &
Poors and Fitch.

2) The internal costs inside
the policy, either teased out of the
policy illustration or the in-force
ledger. “We are the only ones
who do that; that’s a subject of
one of our patents,” says Flagg.

3) The stability of those
pricing representations. This can
get complicated, but the simple
issue here is that some insurance
companies will issue policies with
below-market COIs in order to
get new business, and then later
apply to the state for a higher cost
of insurance rate, which means
the policyholder, suddenly, is
paying more than the illustration
“promised.” “A client’s policy
might have been bought at a time
when the costs were in the range
of best available rates of term,”
says Flagg, “but now you do the
report and discover that the costs
are 10% higher.”

Why is this important? “With
a mutual fund, if the prospectus
says they are increasing costs
on you, you can get out pretty
easily,” Flagg explains. “But with
a life insurance policy, you could
have pretty significant surrender
charges, or you could have had
a change in health where you
can’t go anywhere else. You’'re
basically stuck with this policy.”

4) The degree of access or
restrictions on account values.
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All things equal, a policy that
provides greater access to the
account value would be preferable
to one that has large restrictions on
getting your hands on the money.

5) The actual historical
performance of invested assets
underlying the cash values. For
variable and variable universal life
contracts, this would be a simple
matter of pulling the performance
information from Morningstar.
For general accounts, Veralytic
has access to the data provided
in filings—and it also has a
growing database with the actual
performance that policyholders
have experienced in contracts that
have been submitted for analysis.

“On general account
products like whole and universal
life,” says Flagg, “our premise is:
carriers that have a higher track
record of performance on their
general account are generally
going to be able to credit more.”

The same five factors apply
to existing policies; indeed, Flagg
says that financial planners are
more likely to have Veralytic
analyze the in-force ledger of a
policy that clients bought some
years ago, than they are to propose
buying a new cash value policy.
When they’re evaluating a policy
currently in force, their goal is to
assess the break-even between
paying a surrender charge now
and doing an immediate 1035
exchange vs. overpaying internal
expenses for some period of time
in the future.

How do you access a report?
“Subscribers would submit a
request plus the requisite data—an
in-force illustration [for policies

the client already owns] or an
NAIC-compliant illustration, with
include all pages including the
cost disclosure pages [for policies
under consideration to purchase],”
says Flagg. “That gets uploaded
to our system, and in about 30

Conseco, John Hancock, Lincoln,
Phoenix and Transamerica. But
Lincoln also tends to get high
marks in the Veralytic reports
for its guaranteed universal
life products, which guarantee
the death benefit so long as the

Some insurance companies will issue policies
with below-market COls in order to get
new business, and then later reapply for
a higher rate on existing policyholders.

seconds it runs it through all the
algorithms and spits out a report
on the other end and posts it to the
user’s mailbox.”

Return experience

Aren’t some  insurance
carriers and some policies better,
as a general rule, than others?
Flagg says that no insurance firm
is best, or worst, at all 10,000
permutations of a single contract,
much less at all the different
policy structures.

He also says that advisors
should look at load alongside
no-load policies, because a
comprehensive review of all
the costs and returns might
turn up better numbers with
the load policy—even with the

commissions factored in—than
the no-load one.
Some companies  have

undergone litigation for raising
insurance and other costs after the
policy illustrations were issued:
Flagg pointed me to articles
discussing suits against AXA,

premiums are paid.

Based on general account
data  pulled from  various
disclosures, Flagg was able to put
together a list of companies that
seem to do a better job on the
investment side:

American
5.92%

Prudential Insurance: 5.79%

USAA Life: 5.50%

Guardian Life: 5.49%

Columbus Life: 5.43%

Minnesota Life: 5.31%
while at the other end of the
spectrum, Accordia Life Insurance
Co. is reporting a 2.47% rate of
return on its general account.

If you’re concerned about
the size of the commission, you
can find it in the detailed expenses
(page 12 of the sample report
I received from Veralytic), and
also in the calculation of “time-
value-of-money weighted average
annualized policy expenses and
premium loads” (page 7 of the
report I received).

What does Veralytic cost?
most financial planning

General Life:

For
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"See if you can get them to raise their offer to $24 in beads
and trinkets before they discover that Manhattan real estate
has totally collapsed.”

firms, the cost is $200 a month for
unlimited use. Many advisors rely
on an outside insurance consultant
to access reports on their behalf;
John Ryan, of RISC Insurance in
Greenwood Village, CO (http://
ryan-insurance.net/) has become
an effective analyst for NAPFA
and FPA members.

Larger advisory firms can
get discounted pricing, as can

companies, which might be
managing 1,000 life insurance
trusts, who do annual due
diligence on the wunderlying
policies—and pay at an enterprise
pricing model.

Flagg sees the day when
his Veralytic service—like
Morningstar’s in the mutual fund
arena—will bring about more
routine transparency and perhaps

has evolved, over the last 30
years, to a higher standard of
care,” he says. “But the life
insurance industry still looks a
lot like the investment business
of the 1980s. Life insurance,”
he continues, “is the last corner
of the investment markets where
prudent investment principles
have not been applied, and it is
accordingly the most neglected
asset on a financial planning
client’s balance sheet. Together,
we and the fiduciary advisory
community, could change that.”m

brokerage general agencies who even an evolving fiduciary
want to provide this additional mindset in the life insurance
layer of analysis. The other world.

Veralytic customers are trust “The investment business
December 2017
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Life Insurance Portfolio
Performance Monitoring Report

Prepared for:

Valued Client
123 Main Street
Yourtown, FL

And:
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Triangulum Financial Partners Insurance Banking ® Services

Executive Summary

The purpose of this Life Insurance Portfolio Performance Monitoring Report (LIPPMR) for the Valued Client Life Insurance
Portfolio is to confirm policy charges are in line with expectations, to measure performance of invested assets underlying
policy cash values, and to generally assess the current status of the portfolio. This LIPPMR consists of this Executive
Summary, a Summary of Portfolio Holdings, a Reconciliation of Portfolio Expenses and an Asset Allocation Summary.

Portfolio Objective

The objective of the Valued Client Life Insurance Portfolio is for the purpose of closely-held stock redemption and estate
tax financing, by using policies that secure the maximum amount of permanent life insurance death benefits from insurers
with 1) high ratings for financial strength and claims-paying ability, and using products offering 2) a low cost structure,
3) stable pricing, 4) good cash value liquidity, and 5) superior historical performance of invested assets underlying policy
cash values.

Portfolio Construction

The portfolio consists of one (1) John Hancock Variable Universal Life (VUL) policy, with a face amount of $8,740,000,
and one (1) Brighthouse VUL policy, with a face amount of $8,815,000, issued on the life of Valued Client, and with an
overall rating of % % %% % (5-Stars out of a total 5-Stars, using Veralytic’'s patented Star Ratings1) based on 5-factors of
product suitability as listed above. The owner and beneficiary of the policies is the Valued Family Irrevocable Insurance
Trust, dated November 19, 2003.

Initial Portfolio Status

The two policies in the portfolio were each funded via initial premium payments of $875,000 per policy paid over two
policy years in order to prevent violation of IRS Modified Endowment Contract (MEC) and Definition of Life Insurance
(DOLI) premium limits and maintain the tax preferred status of the life insurance.

Current Portfolio Status

The Valued Client life insurance portfolio is currently below original target funding objectives based on annual cash value
targets required to endow policy cash values in amounts equal to the initial policy face amount at the policy maturity age.
While policy investment performance has been 15.3% below originally targeted funding objectives (i.e., not a 15.3% loss,
but instead a cumulative return on cash values that has averaged 6.7%, or 1.3% less than the target 8.0% net rate of
return per year), there is no requirement that cash values must grow to endow for the full face amounts.

Your Risk Profile Questionnaire on file indicates a Moderate Risk profile; however your current allocations are indicative of
a Moderate Aggressive risk tolerance. A Moderate Risk Profile is appropriate for policyholders whose primary objective is
to grow cash values over the medium to long term so as to support higher policy death benefits and who are prepared to
maintain policy cash values for 5 years or longer, and can tolerate some fluctuations in policy cash values in anticipation
of possible higher returns, and where the investment strategy will cope with the effects of tax and inflation, and where
cash values are invested predominantly in large-capitalization stocks and investment grade bonds, which are expected to
produce returns ranging between -17.8% and 35.6% in 19 out of 20 years (i.e. with a 95% degree of certainty), and
average 8.0% or more over time. (Source: Morningstar, Inc) Actual results may vary. Please contact us if you would like
to discuss possible fund changes such that your allocations correlate to your Risk Profile.

® Insurance Banking is a registered trademark of THEInsuranceAdvisor.COM, Inc. dba Veralytic, Inc., P.O. Box 272358, Tampa, FL 33688, and authorized for use only by
Insurance Banking® Centers.

The above is derived from illustrations of hypothetical policy performance and related Veralytic Reports for the various products shown. As such, this is not complete without
such corresponding illustrations and Veralytic Reports.

Securities offered through Kestra Investment Services, LLC (Kestra IS), member FINRA/SIPC. Investment Advisory Services offered through Kestra Advisory Services, LLC
(Kestra AS), an affiliate of Kestra IS. Triangulum Financial Partners is a member of PartnersFinancial. Kestra IS and Kestra AS are not affiliated with Triangulum Financial
Partners or PartnersFinancial.
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Triangulum Financial Partners Insurance Banking ® Services

While the portfolio is currently below targeted objectives, performance has been consistent with the rate of return for
relevant asset class benchmarks® over the same time period, and given the expected range of returns listed above, it is
conceivable that the portfolio could catch up to originally targeted funding objectives within 1 year. Although policy
earnings have been within the expected range of returns, investment performance can and will fluctuate over time.

Portfolio Management Options

While the Valued Client life insurance portfolio is currently below original target funding objectives, the policies are not in
danger of lapsing in the foreseeable future. The portfolio may thus be managed through the below portfolio management
alternatives.

1) Change Policy Funding: To increase portfolio cash values needed to support originally projected death benefits,
annual premium funding could be instituted in the amount of $30,475 assuming the originally planned 8.0% net
average rate of return. Alternatively, a lump sum premium of $331,938 could be paid, assuming the originally planned
8.0% net average rate of return.

2) Change Policy Benefits: To reduce portfolio costs to levels that can be supported by currently planned premium
payments, death benefits can be reduced by $2,115,512 (from $17,555,000 to $15,439,488), assuming the originally
planned 8.0% net average rate of return.

3) Reallocate Cash Values: To maintain growth of portfolio cash values necessary to support policy benefits, cash
values may be re-allocated among the mutual-fund-like separate accounts to allocate more cash value to those asset
classes that have produced historically higher returns, albeit with historically higher volatility in an effort to more
accurately achieve a target rate of return of more than 10.0% gross.

4) Re-rate Policy Pricing: To reduce portfolio costs to levels that can be supported by current policy cash values and
planned premiums, the current policies in the portfolio may be exchanged to a joint-life policy offering lower cost of
insurance charges (COls), lower fixed administration expenses (FAEs), and/or lower cash-value-based “wrap fees”
(e.g., M&Es). These savings could be used to reduce policy funding, increase policy benefits, or reallocate cash
values to reduce risk/volatility, as illustrated in Portfolio Management Techniques 1-3 listed above.

5) Wait-and-See: Because the current policy cash values are sufficient to support currently projected policy charges for
at least the next 28 years, assuming the originally planned 8.0% net average rate of return from this point forward, a
“wait and see” approach may be exercised.

Please review these options and complete the enclosed Grantor Consent Form by selecting your preferred
portfolio management option(s), sign and return to our office, to enable us to manage your portfolio accordingly.

Powered by

Veralytic Star Ratings indicate the relative appropriateness of a given product as measured against its peer group of products based on the five (5) factors of suitability as
to:1) financial strength and claims-paying ability ratings, 2) the relative competitiveness of cost of insurance charges, premium loads, fixed administration expenses and
cash-value-based “wrap fees” as compared to peer group products, 3) pricing stability, 4) relative cash value liquidity as compared to peer group products, and 5) the
historical performance of invested assets underlying policy cash values. Veralytic Star Ratings were invented by Barry D. Flagg (U.S. Patents #6,456,979 and #7,698,158),
and are produced using generally accepted mathematical algorithms and a consistent and objective rules set, and like all ratings systems, rely on certain judgmental
techniques, which are fully disclosed, and with which certain insurance professionals may disagree. Because any evaluation of a variable life product presented by any
registered representative and pursuant to the purchase of such product presents the potential for a conflict of interest, it is important to understand the methodology behind
any such evaluation and the relationship between the evaluator and the registered representative.

2 See Asset Allocation Summary footnotes for detailed information regarding the various benchmarks used.

® Insurance Banking is a registered trademark of THEInsuranceAdvisor.COM, Inc. dba Veralytic, Inc., P.O. Box 272358, Tampa, FL 33688, and authorized for use only by
Insurance Banking® Centers.

The above is derived from illustrations of hypothetical policy performance and related Veralytic Reports for the various products shown. As such, this is not complete without
such corresponding illustrations and Veralytic Reports.

Securities offered through Kestra Investment Services, LLC (Kestra IS), member FINRA/SIPC. Investment Advisory Services offered through Kestra Advisory Services, LLC
(Kestra AS), an affiliate of Kestra IS. Triangulum Financial Partners is a member of PartnersFinancial. Kestra IS and Kestra AS are not affiliated with Triangulum Financial
Partners or PartnersFinancial.
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Triangulum Financial Partners Insurance Banking ® Services

Summary of Account Holdings
As of Policy Anniversaries

Company, Cash Cash

Policy Number, Face Amount, Premium, Accumulation Surrender Owner,

Issue Date Plan Mode Value' Value Beneficiary
John Hancock $875,000 Valued Family
Policy No. $8,740000 o ified Single  $1,163,579 $1,163,579  Irrevocable Insurance
December 24, 2003 VUL Premium Trust

Selected Investment Allocation: 10% JHT Total Stock Market Index, 9% JHT 500 Index Trust, 9% JHT Mid Cap Stock,
5% JHT Mid Cap Index Trust, 5% JHT Mid Value, 5% JHT Small Cap Value Trust, 7% JHT Int'l Equity Index Trust,
10% JHT High Yield, 40% Fixed Account

Brighthouse $8.815,000 $875,000 Valued Family
Policy No. VUL Modified Single $1,091,698 $1,091,698 Irrevocable Insurance
June 20, 2003 Premium Trust

Selected Investment Allocation: 4% Fidelity VIP Contrafund, 4% T. Rowe Price Large Cap Value, 5% Metlife Stock
Index Class A, 4% American Funds IS Growth-Income 2, 6% Fidelity VIP Mid Cap Service, 4% Pioneer Mid-Cap Value
VCT I, 4% Metropolitan Ser Russell 2000 Index A, 16% Metropolitan Ser MFS Total Return, 11% Met Invt Ser Tr MFS
Research International B, 11% Western Asset Core Plus VIT, 6% Metropolitan Ser Black Rock Ultra Short Term Bond,
25% Fixed Account

Total $17,555,000 $1,750,000 $2,255,276 $2,255,276

Powered by

' This material is provided as a general guide to the value of your portfolio and is for informational purposes only. These values represent an estimated assessment of the
market environment of your account at a specific point in time and are based on data gathered from what we believe to be reliable sources. The summary of account values
was obtained from the specific carrier as of the policy anniversaries. The prices listed may vary from actual liquidation value. Account values are not guaranteed by Kestra
Investment Services, LLC as to accuracy, and do not purport to be complete, please contact your investment advisor directly for an exact account summary.

® Insurance Banking is a registered trademark of THEInsuranceAdvisor.COM, Inc. dba Veralytic, Inc., P.O. Box 272358, Tampa, FL 33688, and authorized for use only by
Insurance Banking® Centers.

Securities offered through Kestra Investment Services, LLC (Kestra IS), member FINRA/SIPC. Investment Advisory Services offered through Kestra Advisory Services, LLC
(Kestra AS), an affiliate of Kestra IS. Triangulum Financial Partners is a member of PartnersFinancial. Kestra IS and Kestra AS are not affiliated with Triangulum Financial
Partners or PartnersFinancial.
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Reconciliation of Portfolio Expenses
As of Policy Anniversaries

Beginning Portfolio Balance
Plus Premiums Paid
Premium Mode

Portfolio Expenses
Cost of Insurance Charges (COls)
Fixed Administration Fees (FAEs)
Cash-Value-Based “Wrap Fees”’
Premium Loads

Total Portfolio Expenses

Portfolio Earnings
Gain/(Loss)
Rate of Return

Ending Portfolio Account Balance

Surrender Charge
Net Portfolio Surrender Value

1

MetLife does not disclose Cash-Value-Based “Wrap Fees” in their annual policy statements.

10-77

Projected Values
from lllustration of
Hypothetical Policy

Actual Policy Values
from Prior Year
Annual Policy

Values Statement
$2,538,377 $2,062,593
$0 $0
Modified Single Modified Single
Premium Premium
($65,989) ($68,154)
($108) ($108)
($11,412) $0
$0 $0
($77,509) ($68,262)
$200,539 $260,945
8.0% 12.2%
$2,661,407 $2,255,276
$0 $0
$2,661,407 $2,255,276
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Moderate Aggressive Risk Profile

Asset Allocation Summary

As of Policy Anniversaries

Selected Cash Value Allocation
506 5%
8%

8%
29%
5%

5%
3%
8% 208 3%
16%

Separate Account Name

Fidelity VIP Contrafund Service 2 -
T. Rowe Price Large Cap Value
Metropolitan Ser MetLife Stock Idx A
Amer Funds IS Growth-Income 2

JHT Total Stock Market Index

JHT 500 Index Trust

Fidelity VIP Mid Cap Service 2

JHT Mid Cap Stock

JHT Mid Cap Index

Pioneer Mid Cap Value VCT I

JHT Mid Value

Metropolitan Ser Russell 2000 Index A
JHT Small Cap Value

Metropolitan Ser MFS Total Return F
Met Invt Ser Tr MFS Research Intl B
JHT Intl Equity Index

Western Asset Core Plus VIT

JHT High Yield

Metropolitan Ser BIkRk Utr-Sht Trm Bond -
Fixed Account
Fixed Account-JH

M Large Growth
Large Value
Large Blend
Mid-Cap Growth
Mid-Cap Blend
Mid-Cap Value
Small Blend
Moderate Allocation
Foreign Large Blend
Intermediate-Term Bond
High Yield Bond

® Money Market - Taxable
Fixed - General

Morningstar

Asset Class

Large Growth

Large Value

Large Blend

Large Blend

Large Blend

Large Blend
Mid-Cap Growth
Mid-Cap Growth
Mid-Cap Blend
Mid-Cap Value
Mid-Cap Value
Small Blend

Small Blend
Moderate Allocation
Foreign Large Blend
Foreign Large Blend
Intermediate-Term Bond
High Yield Bond
Money Market - Taxable
Fixed - General
Fixed Account

Weighted Average Rate of Return for Portfolio
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Rating™

* * k
* %k %k Kk
* %k %k Kk
* % Kk
* %k Kk
* % %k Kk Kk
* kK
* kK
* %k %k ok k
* %
* % %k ok k
* k *
* %k %k Kk
* Kk *
* Kk *
* kK Kk
* kK
* kK
N/R
N/R
N/R

CurrentCash Value Allocation
0,
8% v 5%
4%
6%

6%
3% . 22%

10%

20% 3 3%

Rate of Return on Rate of Return for

Individual Separate Asset Class
Accounts’ Indices
19.1% 20.4%
17.1% 15.5%
17.4% 18.0%
18.2% 18.0%
20.7% 21.7%
21.5% 21.7%
19.5% 17.1%
28.7% 25.3%
15.9% 18.5%
11.5% 13.4%
15.2% 14.5%
23.5% 24.6%
3.8% 14.7%
8.8% 11.0%
18.3% 20.5%
27.5% 27.2%
1.2% (0.3%)
7.5% 7.5%
(0.2%) 0.1%
3.8% 3.8%
4.0% 4.0%
13.4% 13.9%
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' The returns are reported for the time period most closely corresponding to the reporting period for this report. However, because performance for the various asset-class
benchmarks is only reported as of the end of each month, the performance of the various separate account funds is also reported as of the end of the corresponding month
for comparison purposes. In addition, because the returns shown above are intended to measure the performance of the individual separate account funds relative to their
respective benchmarks, the returns for the separate account funds are not intended to reflect actual performance of the separate account funds for the reporting period for
this report.

Based on 66% equities as measured by performance of the, Russell 1000® Growth, Russell 1000® V alue, Russell 1000®, Russell Mid Cap Growth, Russell Mid Cap
Value, Russell 2000®, Morningstar Moderately Target Risk, and MSCI AC World ex US indices, 10% bonds as measured by performance of the BBgBarc US Agg Bond
and ICE BofAML US HY Master Il indices, and 24% Money Market & Fixed Income assets.

The Russell 1000® Growth tracks the companies within the Russell 1000 with higher price-to-book ratios and higher forecasted growth values.

The Russell 1000® Value Index tracks the companies within the Russell 1000 with lower price-to-book rations and lower forecasted growth values.

The Russell 1000® Index consists of the 1,000 largest companies within the Russell 3000 Index, which represents approximately 98% of the investable US equity market.
The Russell 2000® Index consists of the 2,000 smallest companies in the Russell 3000® Index.

The Russell MidCap® Index measures the performance of the 800 smallest companies in the Russell 1000 Index, which represents approximately 25% of the total market
capitalization of the Russell 1000 Index.

The Russell Midcap® Growth Index tracks the companies within the Russell Midcap Index with higher price-to-book ratios and higher forecasted growth values.

The Russell Mid Cap® Value tracks the companies within the Russell Midcap Index having lower price-to-book ratios and lower forecasted growth values.

The Morningstar Mod Tgt Risk Index represents a portfolio of global equities, bonds and traditional inflation hedges such as commodities and TIPS. This
portfolio is held in a static allocation appropriate for US investors who seek average exposure to equity market risk and returns.

The MSCI AC World ex USA is a free float-adjusted market capitalization index that is designed to measure equity performance in the global developed and emerging
markets, and is comprised of 48 developing and emerging market country indices.

The BBgBarc US Agg Bond is composed of the BarCap Government/Credit Index, the Mortgage-Backed Securities Index, and the Asset-Backed Securities Index. The
returns we publish for the index are total returns, which include daily reinvestment of dividends.

The ICE BofAML US HY Master Il Index tracks the performance of below investment grade US dollar-denominated corporate bonds publicly issued in the US domestic
market. Yankee bonds are included in the Index provided the issuer is domiciled in a country having an investment grade foreign currency long-term debt rating. 144a
issues are not included in the index until they are exchanged for registered securities. Qualifying bonds must have at least one year remaining term to maturity, a fixed
coupon schedule and a minimum amount outstanding of USD 100 million.

The BBgBarc US Government/Credit 1-5 Year Index represents a combination of the Government and Corporate Bond indices for bonds with maturities between one
and five years. The returns published for the index are total returns, which include reinvestment of dividends.
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[Sub-Adviser_name] Insurance Banking ® Services

Grantor Election Form
[Policy_Number]

Due to recent advances in and new tools for managing trust-owned life insurance, we are now able to measure internal
policy costs, and are pleased to inform you that lower costs may be available. To participate in the underwriting process
to re-qualify for the same health-risk class or better with the insurer offering best-available rates and terms, please mark
an “X” in the box(es) below to indicate your Grantor Intent for any cost savings, and sign the Grantor Consent below.

Grantor Intent
(Check all that apply.)

[0 Decrease Planned Premiums to as little as $0 (i.e., $8,300 savings) a year while maintaining the current $400,000
death benefit to age 95, similarly acceptable ratings for financial strength and claims-paying ability, and the same
5.00% target rate of return, or

O Increase Death Benefits to as much as $550,000 (i.e., +$150,000) while continuing the current $8,300 planned
annual premium, and maintaining similarly acceptable ratings for financial strength and claims-paying ability, the same
5.00% target rate of return, and the same age 95 coverage duration, or

0 Extend the Coverage Duration beyond Age 95 while continuing the current $8,300 planned annual premium, and
maintaining the current $400,000 death benefit, similar financial strength and claims-paying ability ratings, and the
same 5.00% target rate of return, or

[0 Decrease the risk of a “Premium Call”/increase in the event the 5.00% target rate of return is not sustained over
the life of the policy, while maintaining the current $400,000 death benefit to age 95 and similarly acceptable ratings
for financial strength and claims-paying ability, or

0 Pay Trust Administration Fees for the foreseeable future while continuing the current $8,300 planned annual
premium, and maintaining the current $400,000 death benefit to age 95, similar financial strength and claims-paying
ability ratings, and the same 5.00% target rate of return.

Grantor Consent

| understand that qualifying for lower costs requires an underwriting process to include a health profile questionnaire, a
HIPAA Authorization to release medical records, financial statements (if necessary), and/or a medical exam, and hereby
consent to participate in this underwriting process and provide this information to [Sub-Advisor_name] as sub-advisor to
the trust.

Grantor Date

Declination

| decline to participate in this process to qualify for lower costs, and understand that any a) new product recommendations
by a life insurance agent of my choosing must be supported by independent verification cost savings as they relate to
industry benchmarks for best-available rates and terms, and that b) comparisons of hypothetical policy values now
considered “misleading”, “fundamentally inappropriate”, and unreliable by financial, insurance, and banking industry
authorities cannot be accepted as support for such product recommendations.

Grantor Date

Powered by

® Insurance Banking is a registered trademark of THEInsuranceAdvisor.COM, Inc. dba Veralytic, Inc., P.O. Box 272358, Tampa, FL 33688, and authorized for use only by
Insurance Banking® Centers.
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Should My Client Finance Life Insurance Premiums?

Rebecca Ryan CFP®
Head of Private Bank Life Insurance Lending
BNY Mellon
With contributions from Bryan Schick, CPA, and special thank you to Barry Flagg CFP®, CLU, ChFC, GFS®

An insurance sale should never be dependent on the client’s ability to finance the transaction. If you encounter that
situation, my advice would be to walk away ... or better yet, run away!

The simplicity of premium finance is that it is merely an alternative to paying for the policy. There should be no
magic— no WOW factor. Rather, it should be the natural outcome of working with an interdisciplinary team of
professionals on how to best optimize a client’s balance sheet. So many conversations need be had prior to
discussing how to pay for the insurance.

Conversations like:

1)
2)
3)

4)
5)
6)

7)

What tools have been used to freeze/gift/compress the taxable estate?
Is there still a need for insurance?

What is the need — and what does it need to cover? The consideration for financing has a direct correlation
to the intended purpose, or use, of the insurance coverage. Having to provide a family with shelter or
education should not be financed. Being able to preserve illiquid assets to preserve and pass family wealth
or potentially compress a taxable estate are situations that may be ripe for third-party financing.

How was the insurance need quantified?
Does it make sense?

Which product makes the most sense for this client profile (too often an ability to build cash value with
subsidizing riders makes financing look deceptively attractive. Understanding your client and choosing
the appropriate product are the foundation for success whether financing is utilized or not

Now we ask: What is the most efficient way to pay for the policy? Start with:

a. What are the costs? The costs are the internal expenses including mortality, administrative, policy
servicing etc. In a universal life policy that has an accumulation component, the premium is the
discounted cash flows the client must pay over a defined period of time that, when added to the
interest/earnings on the policy’s accumulated value, should keep the policy in force though a
predetermined age. The alternative is to pay out of pocket year over year through life expectancy.
Understanding the costs helps clients better understand the nature of the premium requirements.
Once clients understand the nature of the amounts the client will pay out of pocket year over year
through life expectancy (and for a healthy affluent individual who has access to good medical care it
is often beyond actuarial life expectancy). Another question to consider is whether the client should
use annual exclusions or gifting?

b. What does it cost to borrow in lieu of paying outright and how will the loan be repaid? (Morbidly,
early death is an easy repayment solution to model but not as easy to administer.) Considerations
include:

I. Interest cost
ii. Collateral need upfront and over the lifecycle of the strategy
iii. Opportunity cost of pledged collateral or cash payments

iv. Does the product chosen have the ability to accumulate enough in the savings component to take
advantage of basis removal or a policy loan to repay the third-party lender? OR
Is there an alternative strategy that can be used to repay the loan?

v. How will it be monitored (and is the team capable of monitoring)?

Other panelists have provided extensive information on products and uses but premium finance provides more than
just what is the best way to pay — there are tax and interest arbitrage opportunities that make just paying with other
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people’s money attractive.

When a client pays life insurance premiums using earned income to pay for a life insurance premium that is owned
by an Irrevocable Life Insurance Trust (ILIT)—in the most extreme case—he or she turns each dollar of earned
income into 0.30C of purchasing power for a product that has premium tax, mortality costs and administrative
expenses.

(Marginal rates applied are for illustrative purposes only)

(Income Tax: 40C) (Gift Tax: 30C) (Remainder Purchasing
Power: 30C)

Benefits of Premium Finance

Benefit 1: If the funds can be borrowed by the ILIT then 100% of the loan proceeds go to the premium.
Borrowing can save up to 70C on the dollar in tax savings on the front end.

Benefit 2: The “investment component of the policy” (cash surrender accumulation which is driven by product
type) grows tax-deferred as long as it meets the requirements for insurance under IRC Section 7702 and 7702A.

Benefit 3: Under IRC Section 72(e)(5)(C), distributions from that cash value are treated first as a return of principal
(the “investment in the contract”). Gains are taxed only after the cost basis has been recovered. (This is not true for
Modified Endowment Contracts which do not meet the requirements of insurance under IRC section 7702A.)

Benefit 4: Under IRC Section 101(a), “gross income does not include amounts received under a life insurance
contract, if such amounts are paid by reason of the death of the insured.”

The optimal financing strategy maximizes the benefits of life insurance by acquiring the policy on a tax-efficient
basis, growing the investment in the policy on a tax-deferred basis, removing basis or taking a policy loan (tax-free
distributions) to repay the lender while keeping enough tax-deferred gain in the policy to support the policy through
life expectancy; and then, ultimately passing the death benefit outside of the taxable estate and income tax-free to the
beneficiaries. A finance strategy may only take advantage of one of the benefits, or may combine all of them .
Ultimately, it should be used to optimize a client’s balance sheet and cash flow — not to sell more insurance.

Risks of Premium Finance
Life Insurance is a risk transfer tool. By adding leverage, one is fundamentally adding risk. What should a client be
aware of and how can the professional team help?

Risk Comment

Interest Rate While there is no sure-fire way to predict FED activity, clients can manage “spread”
risk through their relationship with the Lender and all-in risk with a swap or a cap.
Initial modeling with high and low rates should be reviewed.

Carrier Efficacy Carrier’s performance is outside of the client’s control. However Carriers are
required to file financial statements quarterly and financial strength can be monitored
through these filings. Most Lenders have minimum financial strength rating
requirements. One option is to use multiple carriers.

Lender Longevity There is a history of Lenders entering and exiting the space.
Choosing the right Lender is critical. A Lender who exits the premium financing space
before the premium loan is repaid can increase financing costs at an inopportune time
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and/or undo many, if not all, of the expected benefits of financing.

Policy Type

Every policy type has specific characteristics and riders, and policies of the same type
vary by carrier (think caps and participation rates on EIUL Products). It is critical to
understand the impact of the policy type on the financing.

Funding Pattern

Most premium finance strategies are designed to maximum-fund up to the MEC limit
over a short period of time. This is to allow a larger base for tax deferred growth and
effectively lowers the net amount at risk.

Policy Performance

Ilustrations are hypothetical projections and linear which therefore do not reflect the
inevitable variation in policy performance over time. It is critical to monitor actual
performance against initial projected performance with attribution and the client must
understand that there will need to be corrective steps along the way. As long as this is
monitored at least annually, the corrective action will be clear. Trying to fix a strategy
that has varied significantly from plan can be painful and is sometimes irreparable.
Reducing face value of insurance may create a Modified Endowment Contract under
Internal Revenue Code 7702(f)(7) and Internal Revenue Code 7702(f)(7)(B) and may
not be an option in the first 10 years.

Collateral Need -

Sales tools will typically show collateral need over the lifecycle under an illustrated
performing scenario. It is critical to understand the collateral need over the lifecycle of
the transactions. Most typically it is a bell curve, just because the client has the
liquidity to meet the collateral need day one does not mean he or she is prepared to
meet it over the lifecycle of transaction. Understanding collateral under a guaranteed
scenario is also important for a few reasons:
1) It provides insight into the worst policy performance possible.
2) It provides a guidepost for discussion on downside and reaffirms that this
transaction does in fact have risk.
3) It shows the client where to stop the transaction and not to throw good
money after bad.

Collateral Types

Most Lenders prefer marketable securities as collateral. Some will take assets held
away, real estate, standby letters of credit and potentially private equity or hedge
funds. This is Lender specific. In general, the loan spread will most likely increase if
illiquid collateral is pledged.

Advance Rates

Models often show cash value and collateral calculations that do not take into
account the bank advance rate. It is atypical for a lender to advance 100% on any
asset held as collateral. Actual collateral requirements may be significantly larger
than what is shown in sales materials.

Interest Payments

Is it better to pay interest out of pocket or capitalize into the loan? This is not a black
and white question. It is dependent on client and risk profile as well as strategy.
Under some models the client may pay more in interest than if they just paid for the
premium outright.

Cash Contribution

Often strategies have the client making a cash contribution into the strategy.
Whether it is through the use of exemption, gifting or annual exclusion, any
equity paid into the strategy puts less strain on policy performance and reduces
the risk inherent in leverage.

Exit Planning

Morbidly, early death is an easy exit to model, but is that a good selling point to
clients? If so, then great. If not, then an exit must be contemplated at design,
either through distributions or policy loans, or another estate planning tool.
Setting client expectations to maintain a loan outstanding until death and payoff
the loan at death as the only exit strategy, and have the needed death benefit to
meet the problem identified, is just not realistic in an ever-changing world.
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Variable Life Under the Securities Exchange Act of 1933 and Investment Advisors Act of 1940,
variable life insurance is considered an investment product and therefor is subject to
Federal Reserve Board Regulation U. The advance rate under Regulation U is limited
to 50% of the cash surrender value. As such many Lenders will not take a variable
contract as collateral and many carriers will not allow variable products to be financed.

Modified Policies that meet the requirements for Insurance Contracts under IRC Section 7702

Endowment but not 7702(A) are MEC policies and are taxed differently than non-MEC policies.

Contracts As such, internal policy earnings in a collaterally-assigned MEC policy are taxable
each year such earnings exceed basis whether or not there is a distribution.

Source Materials Ask for source materials, specifically the detailed policy accounting pages of the

illustration showing year-by-year disclosure of all policy expenses and policy
interest/earnings assumptions. Insurance carriers disclose significant information in
the full illustration that will not be captured in a summary model. The source
information is critical to understanding actual transaction costs that will have to be
covered by the client if policy earnings fall short of expectations, the guarantees,
riders, caps, participation rates, and illustration interest/earnings assumptions.
Sometimes the final policy and the illustration sold are not identical.

Sample Hlustrations

The following examples all solve for a death benefit, net of loan repayment of $15,000,000. Each example provides
guaranteed, alternative and illustrated returns. All assume male preferred smoker age 57. The examples are from three
different carriers, all represent that carriers Indexed Universal Life offering and solve for the same solution. The loan
interest rate is based on the forward looking LIBOR curve, as found on Reuters and adds 150 basis point spread to the
LIBOR base. Return assumptions are based on the National Association of Insurance Commissioners (NAIC) Actuarial
Guideline XLIX (AG49) which became effective September 1, 2015 as a guideline to increase the consumer’s
understanding of the potential variability in IUL product crediting rates.

As detailed in related papers, illustration returns are based on a matrix of option returns using caps, floors and
participations rates. In any given year, the carrier has the sole discretion to modify the cap, floor and participation rate.
Prior to September 1, 2015, carriers were using selective lookback periods or customized options strategies to improve
return optics. AG 49 was designed to level set how a carrier can illustrate based on that carrier’s index performance with
the maximum illustrated return being that carrier’s one-year, point-to-point index return in the S&P 500° ex-dividends
with 100% participation, no spread and no cap. As you will note, even with the level set, carriers can legally illustrate at
different rates based on company specific performance.

Carrier 1

Assumptions
LIBOR Spread 1.50%
CSV Advance 95.00%
Insured 57 Male
Carrier example 1
Policy Type  IUL

Year End Loan Collateral Net Cash to
Cumulative Balance CsvV@ Shortfall Trust CSV @

Interest  Interest Out of Loan 95% 95% Collateral Net Cash to Trust  CSV @ 95% Collateral
rLoan Draw __ Rate Pocket Repayment Shortfall Shortfall Net Cash to Trust

5

1 $ 1078103 3.62% $ 39,538 $ $ 1,078,103 $ > $ (1,078,103) $ 16,090,365 $ = $ (1,078103) $ 16,179,301 $ = $ (1,078,103) $ 16,217,075
58 2 $1,078103 4.11% $ 129,412 § $ 2,156,206 $ 507,754 $ (1,648452) $ 15,670,272 $ 697,443 $  (1,458763) $ 15869945 $ 804,307 $ (1,351,899) $ 15,982,433
59 3 $1,078103 4.27% $ 269,474 $ $ 3,234,309 $ 1,137,176 $ (2,097,133) $ 15,238,218 $ 1,453,069 $ (1,781,240) $ 15,570,737 $ 1,669,068 $ (1,565241) $ 15,798,105
60 4 $1,078103 430% $ 457,437 $ $ 4,312,412 $ 1,768,530 $ (2,543,882) $ 15,088,699 $ 2,231,871 $ (2,080,541) $ 15279426 $ 2598385 § (1,714,027) $ 15,665,230
61 5 $1,078103 430% $ 692,344 § $ 5390,515 $ 2,367,130 $ (3,023,385) $ 14,327,201 $ 2,999,331 § (2,391,185) $ 14,992,675 $ 3,561,075 $ (1,829,440) $ 15,583,985
62 6 $1,078103 4.34% $ 977,208 $ $ 6,468,618 $ 2,970,030 § (3,498588) $ 13,850,729 $ 3,812,968 $  (2,655650) $ 14,738,033 $ 4,621,768 $ (1,846,850) $ 15,589,401
63 7 $ 1078103 4.40% $ 1,313,580 $ $ 7,546,721 $ 3,582,526 $ (3,964,195) $ 13,351,359 $  4,685745 $ (2,860,976) $ 14,512,642 $ 5,797,107 $ (1,749,614) $ 15,682,497
64 8 $ 1078103 4.42% $ 1,699,939 $ $ 8,624,824 $ 4,187,738 $ (4,437,086) $ 12,827,821 $ 5602970 $ (3,021,854) $§ 14,317,539 § 7,078,157 $ (1,546,667) $ 15,870,368
65 9 $1078103 4.46% $ 2,139,105 $ $ 9,702,927 $ 4,768,620 $ (4,934,307) $ 12,278,673 $ 6,549,992 $ (3,152,935) $ 14,153,801 $ 8,456,529 § (1,246,398) $ 16,160,682
66 10 $ 1,078,103 4.51% $ 2,631,876 $ $ 10,781,030 $ 5,324,907 $ (5456,123) $ 11,703,635 $ 7,527,868 $  (3,253,162) $ 14,022,542 $ 9,940,097 $ (840,933) $ 16,561,730
67 11 4.54% $ 3,128,549 §$ $ 10,781,030 $ 4,998,849 §$ (5782,181) $ 11,294416 $ 7,573,016 $ (3,208014) $ 14,004,066 $ 10,531,403 $ (249,627) $ 17,118,157
68 12 4.55% $ 3,626,133 § $ 10,781,030 $ 4,659,275 §$ (6,121,755) $ 10,854,470 $ 7,613,855 $ (3,167,175) $ 13,964,554 $ 11,161,337 $ 17,698,746
69 13 4.53% $ 4,121,623 $ $ 10,781,030 $ 4,289,897 §$ (6,491,133) $ 10,383,151 $ 7,642,600 $ (3,138430) $ 13,912,312 $ 11,824,891 $ 18,314,724
70 14 4.54% $ 4,617,625 $ $ 10,781,030 $ 3,885,101 $ (6,895929) $ 9874550 $ 7,646,354 $ (3,134676) $ 13,833,764 $ 12,512,023 $ 18,955,521
71 15 4.54% $ 5113,842 § $ 10,781,030 $ 3,425,000 $ (7,356,030) $ 9,324,233 $ 7605776 $ (3,175254) $ 13,725,050 $ 13,206,128 $ 19,620,157
72 16 4.47% $ 5,602,501 $ $ 10,781,030 $ 2,934,196 $ (7,846,834) $ 8807597 $ 7,549,971 $ (3,231,059) $ 13,666,308 $ 13,941,030 $ 20,393,738
73 17 4.45% $ 6,089,340 $ $ 10,781,030 $ 2,388,529 $ (8,392,501) $ 8233211 $ 7452751 $ (3,328,279) $ 13,563,971 $ 14,695,053 $ 21,187,447
74 18 4.43% $ 6,573,856 $ $ 10,781,030 $ 1,785,037 $ (8995993) $ 7,597,956 $  7,308204 $ (3,472,826) $ 13,411,816 $ 15465212 $ 21,998,141
75 19 4.41% $ 7,055,542 $ - $ 10,781,030 $ 1,117,276 $ (9,663,754) $ 6,895050 $ 7,110,018 $ (3,671,012) $ 13,203,199 $ 16,248,083 $ 22,822,215
76 20 4.38% $ 7,533,920 $ (10,781,029) $ 5,970,013 $ 22,784,224
77 21 $ 15,000,000
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Carrier 2

Assumptions
LIBOR Spread 1.50%
Guaranteed Crediting Rate: 0.00%

Ilustrated Crediting Rate: 6.21%
CSV Advance 95.00%
Insured 57 Male

Carrier example 1

Policy Type UL

End Loan Collateral Net hto
csve Trust Csve
95% 95% Collateral NetCashto  CSV@95%  (ollateral
Shortfall Trust Shortfall  Net Cash to Trust

Loan Cumulative
Interest  Interest Out of Loan
Loan Draw _ Rate

$1,169,586 3.62% $ 42,893 $ $ 1,169,586 $ 125,122 $ (1,044,464) $ 16,069,625 $ 279,935 §$ (889,651) $16,232,586 $ 312,038 $ (857,548) $ 16,266,379
58 2 $1,169,586 4.11% $ 140,394 $ - $ 2,339,172 $ 835,865 $ (1,503,307) $ 15,629,450 $ 1,173,527 $  (1,165,645) $15984,883 §$ 1,269,104 $(1,070,068) $ 16,085,490
59 3 $1,169586 4.27% $ 292,341 § - $ 3,508,758 $ 1,525,191 § (1,983,567) $ 15,166,729 $ 2,090,279 $  (1,418479) $15761,559 $ 2,283,525 $(1,225234) $ 15,964,975
60 4 $1,169,586 4.30% $ 496,253 §$ - $ 4,678344 $ 2,284,463 $ (2,393,881) $ 14,691,742 $ 3,086,777 $  (1,591,567) $15,536,283 $ 3,414,930 $(1,263,414) $ 15,881,708
61 5 $1,169,586 4.30% $ 751,094 $ - $ 5847,930 $ 2,959,736 $ (2,888,194) $ 14,189,243 § 4,046,195 $ (1,801,735) $15332,884 $ 4,549,542 $(1,298,388) $§ 15,862,722
62 6 $1,169,586 4.34% $ 1,060,130 $ - $ 7,017,516 $ 3,604,722 § (3,412,794) $ 13,655361 $ 5,029,192 $  (1,988324) $15,154,803 $ 5,751,800 $(1,265716) $ 15,915,443
63 7  $1,169,586 4.40% $ 1,425,044 §$ - $ 8,187,102 $ 4,217,745 $ (3,969,357) $ 13,087,335 $ 6,038,701 $  (2,148,401) $15,004,130 $ 7,028,800 $(1,158,302) $ 16,046,340
64 8 $1,169,586 4.42% $ 1,844,188 § - $ 9,356,688 $ 4,791,323 $ (4,565365) $ 12,483,535 $ 7,071,184 $  (2,285,504) $14,883,388 $ 8,381,555 $ (975,133) $ 16,262,726
65 9 $1,169,586 4.46% $ 2,320,620 $ - $ 10,526,274 $ 5,361,259 §$ (5165016) $ 11,842,042 $ 8165765 $  (2,360,509) $14,794,154 $ 9,854,147 $ (672,127) $ 16,571,398
66 10 $1,169,586 4.51% $ 2,855,205 $ - $ 11,695,860 $ 5,864,807 $ (5831,053) $ 11,161,902 $ 9,260,207 $  (2,435653) $14,736,007 $ 11,389,705 $ (306,155) $ 16,977,584
67 11 4.54% $ 3,394,023 $ - $ 11,695,860 $ 5,283,203 $ (6,412,657) $ 10,512,207 $ 9,329,615 $ (2,366,245) $14,771,588 $ 11,901,598 $ 17,478,938
68 12 4.55% $ 3,933,831 §$ - $ 11,695,860 $ 4,646,239 §$ (7,049,621) $ 9,809,922 $ 9,371,670 $  (2,324,190) $14,784,060 $ 12,420,426 $ 17,993,277
69 13 4.53% $ 4,471,365 $ - $ 11,695860 $ 3,962,409 §$ (7,733,451) $ 9,053,182 $ 9,393,044 $  (2,302,816) $14,769,640 $ 12,954,766 $ 18,518,821
70 14 4.54% $ 5,009,456 $ - $ 11,695,860 $ 3,220,600 $ (8,475260) $ 8234849 $ 9387567 $  (2,308,293) $14,726,394 $ 13,500,411 $ 19,055,704
71 15 4.54% $ 5,547,780 $ - $ 11,695,860 $ 2,414,796 $ (9,281,065) $ 7,349,153 $ 9,348,843 $  (2,347,017) $14,648,150 $ 14,052,977 $ 19,599,870
72 16 4.47% $ 6,077,904 $ - $ 11,695,860 $ 1,687,548 $(10,008,312) $ 6,580,506 $ 9425689 $  (2,270,171) $14,725918 $ 14,765,289 $ 20,346,549
73 17 4.45% $ 6,606,055 $ - $ 11,695,860 $ 875,182 $(10,820,678) $ 5725384 $ 9,462,933 §  (2,232,927) $14,765122 $ 15,487,940 $ 21,107,235
74 18 4.43% $ 7,131,684 $ - $ 11,695,860 $ 9458027 $ (2,237,833) $14,759,958 $ 16,221,015 $ 21,878,893
75 19 4.41% $ 7,654,243 $ - $ 11,695,860 $ 9403473 $  (2,292,387) $14,702,533 $ 16,959,667 $ 22,656,421
76 20 4.38% $ 8,173,215 $ (11,695,860) $ - $ 6,194,485 $ 22,656,421
77 21 $ 15,000,000

Assumptions
LIBOR Spread
CSV Adv:

57 Male
example 1
Policy Type  IUL

Year End Loan Collateral Net Cash to
Loan Cumulative Balance @ Shortfall S CcsvVe
Interest  Interest Out Loan 5 95% Collateral Csv Collateral
Age  Year Loan Draw  Rate Pocket Repayment Shortfall fa Net Cash to Trust
57 1 $1,100,000 3.62% $ 40341 $ - s 1,100,000 $ 20,589 $ (1,079,411) $ 14,739,355 $ 112,422 § (987,578) $14,836,020 $ 128889 $ (971,111) $ 14,853,354
58 2 $1,100,000 4.11% $ 132,041 $ - $ 2,200,000 $ 751,774 $ (1,448,226) $ 14,371,850 $ 966,712 $ (1,233,288) $14,598,101 $ 1,015,791 $(1,184,209) $ 14,649,762
59 3 $1,100,000 4.27% $ 274,948 $ - $ 3,300,000 $ 1,469,928 $ (1,830,072) $ 13,995,164 $ 1,838,934 $ (1,461,066) $14,383,591 $ 1,938,184 $(1,361,816) $ 14,488,055
60 4 $1,100,000 4.30% $ 466,728 $ - $ 4,400,000 $ 2175966 $ (2,224,034) $ 13,606,760 $ 2,745,045 § (1,654,955) $14,205,789 $ 2,913,640 $(1,486,360) $ 14,383,258
61 5 $1,100,000 4.30% $ 706,406 $ s 5,500,000 $ 2,866,928 $ (2,633,072) $ 13,203,570 $ 3,681,361 $ (1,818,639) $14,060,869 $ 3,940,251 $(1,559,749) $ 14,333,384
62 6 $1,100,000 4.34% $ 997,056 $ - $ 6,600,000 $ 3,562,589 $ (3,037,411) $ 12,782,599 $ 4,657,711  §$ (1,942,289) $13,935360 $ 5,029,574 $(1,570,426) $ 14,326,793
63 7 $1,100,000 4.40% $ 1,340,259 $ -8 7,700,000 § 4238713 § (3461,287) $ 12,341,063 $ 5655247 $  (2,044753) $13,832152 $ 6,164,508 $(1,535492) § 14,368,216
64 8 $1,100,000 4.42% $ 1,734,466 $ - $ 8,800,000 $ 4,892,127 $ (3,907,873) $ 11,875,621 $ 6,781,751 §$ (2,018,249) $13,864,699 $ 7,455,809 $(1,344,191) $ 14,574,234
65 9 $1,100,000 4.46% $ 2,182,551 § -8 9,900,000 $ 5519,703 $ (4380,297) $ 11,382,983 §$ 7,934,033 $  (1,965967) $13,924,382 $ 8,803,320 $(1,096,680) $ 14,839,422
66 10 $1,100,000 4.51% $ 2,685,331 $ - $ 11,000,000 $ 6,118,953 $ (4,881,047) $ 10,860,526 $ 9,119,795 $ (1,880,205) $14,019,307 $ 10,217,150 $ (782,850) $ 15,174,418
67 11 454% $ 3,192,092 $ - $ 11,000,000 § 5756276 $ (5243,724) $ 10425515 § 9,379,028 §  (1,620,972) $14,238938 § 10,770,383 $ (229,617) $ 15,703,522
68 12 4.55% $ 3,699,783 $ - $ 11,000,000 $ 5,350,725 $ (5,649,275) $ 9,945,373 $ 9,628,906 $ (1,371,094) $14,448,722 $ 11,340,360 $ 16,250,253
69 13 453% $ 4,205,336 $ - $ 11,000,000 § 4,898,068 $ (6,101,932) $§ 9415647 §$ 9,870,947 $  (1,129,054) $14,650,256 $ 11,930,321 $ 16,818,019
70 14 4.54% $ 4,711,412 $ - $ 11,000,000 $ 4,392,387 $ (6,607,613) $ 8,830,106 $ 10,093,776 $ (906,224) $14,831,568 $ 12,530,620 $ 17,396,667
71 15 4.54% $ 5,217,708 $ - $ 11,000,000 $ 3,826,813 §$ (7,173,187) $ 8181519 $ 10,291,853 $ (708,147) $14,986,824 $ 13,137,383 $ 17,982,119
72 16 4.47% $ 5,716,292 $ - $ 11,000,000 $ 3,195,252 $ (7,804,748) $ 7,463,423 $ 10475577 $ (524,423) $15,126,923 $ 13,762,869 $ 18,587,230
73 17 4.45% $ 6,213,019 § - $ 11,000,000 § 2,441,965 $ (8,558035) $§ 6,670,489 $ 10,566,188 $ (433,812) $15,222,303 $ 14,330,083 $ 19,184,298
74 18 4.43% $ 6,707,375 $ - $ 11,000,000 $ 1,614,724 $ (9,385,276) $ 5,799,709 $ 10,624,250 $ (375,750) $15,283,421 $ 14,901,311 $ 19,785,591
75 19 441% $ 7,198,844 - $ 11,000,000 $ 713,485 $(10,286515) $ 4,851,037 $ 10,647,567 $ (352,433) $15,307,965 $ 15,476,284 $ 20,390,825
76 20 4.38% $ 7,686,939 $ (11,000,000) $ 4,819,605 $ 20,390,825
77 21 $ 4,758,787 $ 15,000,000

If we distill to the most relevant information — we can compare the models as follows:
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Carrier 1 Carrier 2 Carrier 3
Guaranteed Alternative lllustrated Guaranteed Midpoint lllustrated Guaranteed Midpoint lllustrated
Return Assumption 0.00% 2.90% 7.44% 0.00% 4.20% 6.21% 0.00% 4.20% 6.21%
Maximum Loan $ 10,781,030 $ 10,781,030 $ 10,781,030 | $ 11,695,860 $ 11,695,860 $ 11,695,860 | $ 11,695,860 $11,695,860 $11,695,860
Crossover Year/Unwind 13 N/A N/A 12 N/A N/A 12 N/A N/A
Interest Paid $ 4,121,623 $ 7,055,542 $ 7,533,920| $ 3,933,831 $ 7,654,243 $ 8,173,215 | $ 3,933,831 $ 7,654,243 $ 8,173,215
Net Death Benefit $ 10,383,151 $ 13,203,199 $ 15,000,000 | $ 9,809,922 $ 14,702,533 $ 15,000,000 | $ 9,809,922 $14,702,533 $15,000,000
Lapse Age 76 76 100 75 76 100 75 76 100
Peak Collateral $ (6,121,755) $ (3,671,012) $ (1,846,850)| $(10,820,678) $ (2,435,653) $ (1,298,388)| $(10,820,678) $ (2,435,653) $ (1,298,388)
Loan Repayment amount N/A N/A 10781029 N/A N/A $ 11,695,860 N/A N/A $11,695,860
Loan Repayment year N/A N/A 20 N/A N/A 20 N/A N/A 20

' Assumes transaction unwound when the sum of the interest paid and collateral pledged is greater than the net death benefit.

Clearly the outcomes vary depending on the client’s objectives. Is the client looking for the policy most likely to last to
age 100? Is he or she looking to minimize collateral? Premium payments? Fundamentally there is no “right” solution.
What is critical is to understand what the variance could be — what the carriers actual history is and then benchmark every
year. Remember carrier illustrations are linear. There is no Monte-Carlo analysis available from the carriers.

Note the significant variance in collateral need (with all three carriers) under a performing and underperforming scenario.
Further, the bank applies advance rates. That collateral number is in absolute dollars and needs to be grossed up Day One
and the client needs to have the financial flexibility to meet a downside collateral fluctuation over the lifecycle of the
strategy. It is often argued that the guaranteed returns and costs are over-reaching, which is a legitimate argument, but it
is the best tool the carrier provides to book end for analysis purposes.

The complexity on top of caps and participations increase if a client wants to capitalize interest. For every dollar a client
capitalizes, there is additional pressure on the policy to perform. Underperformance, especially in the early years has an
outsized negative impact on collateral and performance over the life of the strategy. Is the answer simply to pay for the
interest out of pocket? If a strategy is designed poorly, a client could end up paying more out of pocket in interest
expense than he or she would have paid in premium.

Using Carrier 1 modeling — the table below illustrates the consequences of electing to capitalize interest (not all carriers
permit this):

Collateral
Shartfall

Year End Loan

NetCash to

Cumulative Balance Trust

Interest Loan Collateral Net Cash to Trust Callateral

Age  Year Lo Reparment Shortfall fall  Net Cash to Trust
7 1%z 3629 $ $ $ 16050827 $ $ - 5 (L117641) § 16,177,537
8 2 $1 411% $ $ $ $ $ 15539.212 § $ B04307 § (L482959) $ 1585L373
] 3 $1 427% $ $ $ $ $ 14961420 § 15293939 § 1660088 £ § 15521307
&0 4 51 430% $ $ $ 14611874 § 14802601 § 2598385 & § 15188405
61 5 s1 430% $ $ $ 13594689 § 9 $ 14260163 § 3561075 $ 14851473
62 § §1 434% % $ $ $ 12801095 $ 3,812968 % 13688399 § 4621768 % (239, $ 14,539,767
63 7081 440% $ s $ $ $ 11918570 § 4685745 13079853 § 5797107 $ $ 14,249,708
64 g % 4425 % s $ 10508156 $ 4187.738 10944489 § 5602970 % $ 7.078157 3 $ 13.987.038
65 9 % 146% s $ 12110667 § 4,768, 9870933 % $ 8456529 § 13752942
86 W $ 451% & s £ 13791592 % $ 8693073 § § 9940097 £ § 13551168
&7 1 454% ¢ s $ 14426959 % $ 7648487 $ 10358137 $ 10531403 $ (389 ] $ 13472228
88 12 4555 & s $ 15092817 § 4659275 6,542,683 § 9.652.767 | § 11161337 § 13386959
89 13 453% & s § 15786473 % 4380897 5377708 % 8006860 § 11824891 $ 13,309,281
70 4 454% ¢ s $ 18513780 % 3885101 4142820 % $12,512023 § 13223791
71 15 4543 & s - § 17272791 § 3425000 $ 2832472 § 9 $13206128 § 13128396
72 15 447% & s - § 18055694 $ 293419 $(1 $ 1532933 § $ $ 13,941,030 $ 13,119,074
73 17 4455 ¢ 8.090,006 $ - § 18871036 $ 2388529 (1 143205 & 7452751 £ § 14695053 § 13097441
74 b 443% ¢ 8938098 $ - § 19719128 $ 7308204 % $ 15465212 $ 13,060,043
75 12 441% % 9819129 % - 5 2 159 $ 7110018 % $ 16,248,083 § 13003086
76 0 438% § 10733205 § (10.781.029) ﬁ;ﬁgﬂmﬁ $ 5970013 5
77 21 10,733,206 € 1266794 >
e — e

If interest is capitalized, there is a $10,000,000 residual loan and $4,000,000 of net death benefit.
The above example is a tobacco smoker, which will make capitalized interest near impossible.

Shown next is the Carrier 1 policy design for premium finance with capitalized interest. The underwriting is at super
preferred non-smoker — age 57 male.
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Insured Super Perferred Male Non Smoker age 57

Carrier Carrier 1
Policy Type  IUL

Year End Loan Collateral Net Cash to
Loan Cumulative Balance Csv @ Shortfall Trust CsvV @
Interest  Capitalized 95% 95% Collateral ~ NetCashto Trust CSV@95%  Collateral
Loan Draw __ Rate Interest Loan Repayment Shortfall Shortfall  Net Cash.to Trust

57 1 $ 1914592 3.62% $ 70215 $ $ 1984807 § - 0§ (1,984807) $ 15183661 $ 240721 § (1,744,085) § 26356084 $ 306898 $ (1,677,908) € 26,425,744
58 2 $1914592 411% $ 232,749 $ $ 4,061,933 $ 1,147,598 §$ (2,914,335) $ 13,764,545 $ 1,825,095 $ (2,236,838) $ 25919,970 $ 2,027,212 $ (2,034,721) $ 26,132,724
59 3 $1,914592 427% $ 491,563 $ $ 6,235,339 $ 2368359 $ (3,866,980) $ 12,237,188 $ 3,483,998 §$ (2,751,341) $ 25,439,277 $ 3,899,047 $ (2336,292) $ 25,876,171
60 4 $ 1914592 430% $ 846,789 $ $ 8,505,157 $ 3,541,430 $ (4,963,727) $ 10,895954 $ 5168,151 §$ (3,337,006) $ 24915502 $ 5,880,964 $ (2,624,193) $ 25,665,831
61 5  $1914592 430% $ 1,300,860 $ $ 10,873,820 $ 4,712,230 $ (6,161,590) $ 8,843,896 $ 6,929,975 $ (3,943,844) $ 24,347,891 $ 8,033,867 $ (2,839,953) $ 25,509,882
62 6 $1914592 434% $ 1864034 $ $ 13351586 § 5841751 $ (7509835 $ 6967761 $ 8782634 $ (4568952) § 23,793,542 §$10387,288 $ (2964,298) $ 25482642
63 7 $ 1914592 4.40% $ 2,544,476 $ $ 15,946,620 $ 7,038,106 $ (8,908,513) $ 4,951,460 $ 10,806,387 § (5,140,233) $ 23,195,024 $ 13,030,689 $ (2915930) $ 25,536,395
64 8 4.42% $ 3,258,824 $ $ 16,660,968 $ 6,702,461 $ (9,958,507) $ 4,791,677 $ 11,203,036 $ (5457,932) $ 22,764,451 $ 14,108,270 $ (2,552,697) $ 25,822,593
65 9 4.46% $ 4,012,918 $ $ 17,415,062 $ 6,324,040 $(11,091,022) $ 4,566,538 $ 11,609,929 $ (5,805,133) $ 22,304,916 $ 15,262,753 $ (2,152,309) $ 26,149,994
66 10 451% $ 4,808,913 $ $ 18,211,057 $ 5,876,989 $(12,334,068) $ 4,273,608 $ 12,002,045 $ (6,209,011) $ 21,814,675 $ 16,474,948 $ (1,736,109) $ 26,522,993
67 11 454% $  5647,881 §$ $ 19050025 § 5282852 $(13767,172) $ 3025421 $ 12179069 $ (6870,955) § 20975707 § 17,465,609 $ (1584415) $ 25,684,025
68 12 4.55% $ 6,527,110 $ $ 19,929,254 $ 4,782,812 $(15146,442) $ 1,706,246 $ 12,655,634 $ (7,273,620) $ 20,096,478 $ 18,951,978 $ (977,276) $ 24,804,796
69 13 4.53% $ 7,443,046 $ $ 20,845,190 $ 4,216,321 $(16,628,869) $ 318991 $ 13,127,551 § (7,717,639) $ 19,180,542 $ 20,531,239 $ (313,950) $ 23,888,860
70 14 4.54% $ 8,402,069 $ $ 21,804,213 $ 3,568,990 $(18,235,223) $ (1,148,633) $ 13,597,251 $ (8,206,962) $ 18,221,519 $ 22,215,228 $ 22,929,837
71 15 4.54% $ 9,405,650 $ $ 22,807,794 $ 2,795,391 $(20,012,403) $ (2,702,531) $ 14,026,451 $ (8,781,343) $ 17,217,938 $ 23,971,807 $ 21,926,256
72 16 4.47% $ 10,439,431 $ $ 23,841,575 $ 1,861,574 $(21,980,001) $ (4,252,948) $ 14,381,490 $ (9,460,086) $ 16,184,157 $ 25,770,756 $ 20,892,475
73 17 4.45% $ 11,516,046 $ $ 24,918,190 $ 789,235 $(24,128,955) $ (5903,949) $ 14,720,336 $ (10,197,854) $ 15,107,542 $ 27,705,562 $ 19,815,860
74 18 4.43% $ 12,635,906 $ $ 26,038,050 $ g $(26,038,050) $ (7,659,064) $ 15038808 $ (10,999,242) $ 13,987,682 $ 29,790,834 $ 18,696,000
75 19 4.41% $ 13,799,261 $ - $ 27,201,405 $ $(27,201,405) $(27,201,405) $ 15,331,749 $ (11,869,656) $ 12,824,327 $ 32,043,826 $ 17,532,645
76 20 4.38% § 13799261 $ (27,201,405) $ $ 6,752,294 $ 16834731

Guaranteed Alternative Illustrated

Return Assumption 0.00% 3.14% 7.44%

Maximum Loan $ 20,845,190 $ 27,201,405 $ 27,201,405

Crossover Year Interest Paid + Collateral > NDB $ 14 $ 20 N/A

Interest Paid $ - $ - $ -

Net Death Benefit $ $ - $ 16,110,177

Lapse Age 76 77 100

Peak Collateral $ (27,201,405) $(11,869,656) $ (2,964,298)

Loan Repayment amount N/A $ 27,201,405 $ 27,201,405

Loan Repayment year N/A 20 20

First note that the initial death benefit, and correspondingly the premium need to be significantly higher to meet the
client’s net death benefit objectives throughout the life of the strategy. That death benefit can be dropped after the loan is
repaid. The incremental death benefit need must be justified to the carrier. Death benefit is not simply granted to allow
for financing. Further, the need for the policy to perform is greater given the increased stress of the interest being
capitalized. Also, it is important to remember dollars distributed above policy basis (a good proxy is premiums paid) are
taxable, as noted above. To fully repay the loan without tax consequences in a capitalized interest scenario, there needs be
a policy loan against the cash surrender value in addition to basis withdrawal. That policy loan may dampen future policy
performance so the need for diligent oversite continues.

One additional note on capitalized interest strategies is that often riders that artificially inflate cash surrender value
(depending on carrier labeled as early cash value riders, return of premium riders, “honeymoon” provisions, executive
benefit rider, etc..) are added to reduce the collateral need and make the sales material more attractive. These strategies
minimize the non-insurance collateral need but have hidden pitfalls. The cost associated with the rider can effectively
reduce the efficiency of the policy that is expected to perform to pay-off the loan. What happens if the policy
underperforms? The client needs to either a) add collateral or b) surrender and purchase a replacement policy. What
happens in the scenario when there is a change in the insured health class or the insured is no longer insurable? It
becomes a vicious circle. The additional costs associated with the rider to support cash value may make the policy less
efficient. If the policy is less efficient, it may underperform. If it underperforms, there will be a greater collateral need. If
the client is unable to meet the collateral need, the Lender could call the loan. In short, an inability to meet a collateral
call — the very thing the rider was added to protect against — could result in the loss of insurance, liquidation of
collateral and potentially taxable gains from the surrender of the policy.
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Additional Examples
Is the additional work and risk associated with the best case financed scenario (A) better than paying for 20 years and
being done (B)?

A B

Anonymous Carrier Index IUL- Year 19 Withdraw 20 Pay Anonymous Carrier Universal Life - 15M

Year Premium Interest Loan csv DB Net DB Year Premium Loan CSV DB Net DB
1 910,350 33,386' 910,350 211,240 15,754,284 14,843,934 1 321,001 0 0 15,000,000 15,000,000
2 910,350 75,890' 1,820,700 1,030,197 16,549,711 14,729,011 2 321,001 0 0 15,000,000 15,000,000
3 910,350 118,268' 2,731,050 1,893,821 17,390,229 14,659,179 3 321,001 0 0 15,000,000 15,000,000
4 910,350 158,716' 3,641,400 2,805,149 18,278,878 14,637,478 4 321,001 0 0 15,000,000 15,000,000
5 910,350 198,356' 4,551,750 3,769,529 19,221,145 14,669,395 5 321,001 0 0 15,000,000 15,000,000
6 910,350 240,539' 5,462,100 4,807,754 20,218,309 14,756,209 6 321,001 0 0 15,000,000 15,000,000
7 910,350 284,032’ 6,372,450 5,899,616 21,269,111 14,896,661 7 321,001 0 0 15,000,000 15,000,000
8 910,350 @ 800 ;137,855 466,290 15;183;490; 8 321,001 0 0 15,000,000 15,000,000
9 329,628' 7,282,800 7,541,269 22,466,290 15,183,490 9 321,001 0 0 15,000,000 15,000,000
10 332,877' 7,282,800 7,957,457 22,466,290 15,183,490 10 321,001 0 0 15,000,000 15,000,000
11 335,512’ 7,282,800 8,491,471 22,466,290 15,183,490 11 321,001 0 0 15,000,000 15,000,000
12 336,128' 7,282,800 9,052,858 22,466,290 15,183,490 12 321,001 0 0 15,000,000 15,000,000
13 334,713' 7,282,800 9,642,084 22,466,290 15,183,490 13 321,001 0 0 15,000,000 15,000,000
14 335,059' 7,282,800 10,262,011 22,466,290 15,183,490 14 321,001 0 0 15,000,000 15,000,000
15 335,205' 7,282,800 10,915,920 22,466,290 15,183,490 15 321,001 0 0 15,000,000 15,000,000
16 330,099' 7,282,800 11,608,505 22,466,290 15,183,490 16 321,001 0 0 15,000,000 15,000,000
17 328,870' 7,282,800 12,296,400 22,466,290 15,183,490 17 321,001 0 0 15,000,000 15,000,000
18 327,300' 7,282,800 13,026,841 22,466,290 15,183,490 18 321,001 0 0 15,000,000 15,000,000
19 7,282,800 325,388 0 5,989,763 15,183,490 15,183,490 19 321,001 0 0 15,000,000 15,000,000
20 6,227,660 15,183,490 15,183,490 20 321,001 0 0 15,000,000 15,000,000
21 6,471,460 15,183,490 15,183,490 21 0 0 15,000,000 15,000,000

Estimated Cumulative Int " 5,086,265\@ EstPremiumsPard: 6,420,020

Projected Lapse: Age 102 Projected Lapse: Age 120

Projected Death Benefit: 15,183,490 Projected Death Benefit: 15,000,000

Projected Lapse 102

In the above example by Year 8 the interest on the loan exceeds the annual premium that would be paid in a level pay
scenario. Further, that interest payment continues for 11 years based on current LIBOR assumptions and crediting rates.
That 11 years can be lengthened or shortened by any risk variable and would have a corresponding effect on the collateral
need.

Another basic pitfall is flat death benefit which is often overlooked. What happens if the loan is increasing and the death
benefit is flat rather than increasing? There are in-force strategies that have been designed with a flat death benefit and
capitalized interest.

One opinion is that Whole Life with interest paid out of pocket is a more dependable strategy. Below is an example of a
financed Whole Life policy:

Year End Loan Collateral
Loan Cumulative Balance Csv @ Shortfall r Csv @
Interest Out of 95% 95% ral  NetCashto Trust CSV@ 95% Collateral Net Cash to
Shortfall Trust

Year Loan Draw Interest Rate Pocket

$1,029,000 3.62% $ 37,737 § $ 1,029,000 $ 329,318 § (699,683) $13,971,000 $ 329,318 § (699,683) $§ 13,971,000 $ 329,318 $ (699,683) $13,971,000
58 2 $1,029,000 4.11% $ 123,518 § - $ 2058000 $ 905730 $(1,152,270) $12,942,000 $ 941,355 $(1,116,645) $ 13,023,153 $ 976,980 $(1,081,020) $13,104,306
59 3 $1,029,000 4.27% $ 257,201 § $ 3,087,000 $ 1,703,303 $(1,383,698) $11,913,000 $ 1,778918 $(1,308,082) $ 12,080,328 $ 1,855324 $(1,231,676) $12,249,408
60 4 $1,029,000 430% $ 436,603 § $ 4,116,000 $ 2,529,233 $(1,586,768) $10,884,000 $ 2,650,239 $(1,465761) $ 11,144,226 $ 2,773,687 $(1,342,314) $11,409,700
61 5  $1,029,000 430% $ 660,811 $ $ 5145000 $ 3,384,233 $(1,760,768) $ 9,855,000 $ 3,558,193 $(1,586,807) $ 10,218,750 $ 3,737,259 §$(1,407,741) $10,593,180
62 6 $1,029,000 4.34% $ 932,701 § $ 6,174,000 $ 4,268873 $(1,905,128) $ 8,826,000 $ 4,509,268 $(1,664,732) $ 9,315,086 $ 4,758,674 $(1,415327) $ 9,822,501
63 7 $1,029,000 4.40% $ 1,253,752 §$ $ 7,203,000 $ 5,186,145 $(2,016,855) $ 7,797,000 $ 5,507,027 $(1,695973) $ 8,432,649 $ 5842398 $(1,360,602) $ 9,096,997
64 8 $1,029,000 4.42% $ 1,622,514 § $ 8232000 $ 6,139,470 $(2,092530) $ 6,768,000 $ 6,555,403 $(1,676,597) $ 7,570,742 $ 6,993,224 $(1,238,776) $ 8,415,728
65 9 $1,029,000 4.46% $ 2,041,678 $ $ 9,261,000 $ 7133550 $(2,127,450) $ 5,739,000 $ 7,659,712 $(1,601,288) $ 6,728,964 $ 8,217,567 $(1,043,434) $ 7,778,555
66 10 $1,029,000 451% $ 2,512,005 $ - $ 10,290,000 $ 8,173,800 $(2,116,200) $ 4,710,000 $ 8,824,079 $(1,465921) $ 5,903,348 $ 9518556 $ (771,444) $ 7,177,805
67 11 4.54% $ 2,986,057 $ - $ 10,290,000 $ 8,377,148 $(1,912,853) $ 4,710,000 $ 9,147,111 $(1,142,889) $ 6,088,686 $ 9976972 $ (313,028) $ 7,574,623
68 12 4.55% $ 3,460,978 § - $ 10,290,000 $ 8,582,205 $(1,707,795) $ 4,710,000 $ 9,475236 $ (814,764) $ 6,270,842  $ 10,446,974 $ 7,969,249
69 13 4.53% $ 3,933,900 $ $ 10,290,000 $ 8,789,685 $(1,500,315) $ 4,710,000 $ 9,810,158 $ (479,842) $ 6,451,483 $ 10,931,838 $ 8,365,682
70 14 4.54% $ 4,407,312 §$ $ 10,290,000 $ 8,998,733 $(1,291,268) $ 4,710,000 $10,151,971 $ (138,029) $ 6,632,335 $ 11,432,311 $ 8,766,536
71 15 4.54% $ 4,880,929 $ $ 10,290,000 $ 9,208,778 $(1,081,223) $ 4,710,000 $ 10,498,650 $ 6,811,047 $ 11,945,017 $ 9,167,007
72 16 4.47% $ 5347331 $ $ 10,290,000 $ 9,416,828 $ (873,173) $ 4,710,000 $10,850,616 $ 6,993,872  $ 12,474,168 $ 9,580,017
73 17 4.45% $ 5811997 $ $ 10,290,000 $ 9,623,595 $ (666,405) $ 4,710,000 $11,207,408 $ 7,178,641 $ 13,017,739 $10,000,348
74 18 443% $ 6274444 $ - $ 10,290,000 $ 9,829,365 $ (460,635) $ 4,710,000 $11,568,991 $ 7,364,737 $ 13,576,255 $10,427,902
75 19 441% $ 6,734,192 $ - $ 10,290,000 $ 10,033,995 $ (256,005) $ 4,710,000 $11,933,553 $ 7,549,684 $ 14,145,384 $10,856,189
76 20 4.38% $ 7,190,782 $ (10,290,000) $ 1,680,814 $ 6,037,279 $ 4,504,052 $ 9,053,262
77 21 $ 7,190,782 $ 1,125,334 $ 5,280,099 $ 4,629,479 $ 9,052,825
78 22 $ 7,190,782 $ = $ 4,435,039 $ 4,751,096 $ 9,046,494
79 23 $ 7,190,782 $ - $ 3,877,829 _$ 4,867,692 $ 9,034,804
89 32 $1,012,522 $ 7,190,782 $ 2,575,893 § 8,627,698
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Guaranteed Alternative Illustrated
Return Assumption 0.00% 3.20% 6.40%
Maximum Loan $10,290,000 $10,290,000 $10,290,000
Crossover Year Interest Paid + Collateral > NDB $ 11 §$ 17 N/A
Interest Paid $ 2,986,057 $ 5811,997 $ 7,190,782
Net Death Benefit $ 4,710,000 $ 7,178,641 $ 9,034,804
Lapse Age 76 73 121
Peak Collateral $(2,127,450) $ (1,695,973) $ (1,415,327)
Loan Repayment amount N/A N/A $10,290,000
Loan Repayment year N/A N/A 20

On a positive note, even under the guaranteed return scenario the collateral need reduces with the passage of time. The
collateral requirement goes away in Year 14 under the midpoint scenario. There is repayment opportunity under the
midpoint return scenario but does this mean it is a better strategy? Net cash to the trust is $3.8MM in the midpoint
scenario and $9.0MM in the performing scenario — but that ignores the $7.2MM in interest paid.

What is not shown above is that to repay the loan under either a performing or midpoint scenario and continue death
benefit, there is not full cost recovery but partial surrender of $4.3MM and a policy loan of $6MM. The policy loan
effectively dampens the growth rate of the cash value.

Under the midpoint scenario, to keep any death benefit past age 82, the insured must pay additional premium starting at
$328M in Year 24 and growing to over $1MM annually beginning Year 32. At that point, net death benefit, without
taking into account interest paid, is $2.5MM.

Financing doesn’t have to be from a third party Lender. An intrafamily loan is another form of financing, and the lender
is probably going to be more flexible than a bank.

There is no single answer; there is no secret sauce. The benefits can be significant — but like any other planning solution,
it needs to be monitored. Working with an experienced team across the Insurance, Estate and Banking practices to
optimize client outcome is critical.

This material is provided for illustrative/educational purposes only. This material is not intended to constitute legal, tax, investment or
financial advice. Effort has been made to ensure that the material presented herein is accurate at the time of publication. However, this
material is not intended to be a full and exhaustive explanation of the law in any area or of all of the tax, investment or financial options
available. The information discussed herein may not be applicable to or appropriate for every investor and should be used only after
consultation with professionals who have reviewed your specific situation.
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44th Annual Notre Dame Tax and Estate Planning Institute

Panel: Life Insurance Product Selection, Design and Funding:
Understanding Misleading Policy Illustrations, Alternatives to Policy Illustrations,
and Correcting Failed Products

Case Studies

Premium Finance — Key Elements Summary:

1759 Consulting

Strategy Name: Premium Finance

Key Steps:

Confidentiality Protocols * Data Collection & Analysis * Advisory Team Coordination » Placement of Coverage . Annual Service

Preliminary Projected Net Projected Projected Loan Estimated Life Estimated Budget for Interest
Client Death Benefit Annual Amount Expectancy (LE) Payments and Collateral
Requests: Premium

XXX X000 XXXXX XXXX
Non-Controllable Risk Elements: Trap Doors:

« Future networth of client (abilty to post additional collateral, interest payments)
« Future financial rating of Carrier (cash surender value as collateral)

+ Future performance of product (collateral, exit strategy, net death benefit)

« Future interest rate movement (size of interest payments)

« Loan Renewal (will the lender renew the loan at end of period)

+ Lender's commitment fo this type of business

« Financing of VUL (See Reg. U, 40 Act, 1934 Act)

« Accrued Interest (wil Carrier allow)

« Interest payments (advance or arrears)

« Interest rate (type of LIBOR, Prime, spreads, swaps, breakage fees)
* Form of additional collateral

« Engineered lllustrations

* Gratuttous use of credit

Modeling Considerations:

1) Interest rate sensitivity (multiple loan interest rates)

2) Cash surrender value collateral value modeled at different advance rates
3) Multiple loan repayment options (exit strategies)

4) Type of life insurance be modeled

5) Copy of life insurance illustration that is modeled

6) Annual exclusions available

7) Lifetime exemption available

8) IRR of net benefit at LE and selected ages

Overview:

Key Documents Target Date

Trust Document TBD
Loan Documents TBD
Lender Loan Model TBD
Life Insurance lllustrations TBD

We will discuss, analyze, and offer possible solutions to several of the most common problems with
premium financed life insurance policies. The case studies discussed are a collection of actual and or
hypothetical situations we as a panel have encountered. We will address the individual elements that

created the problem(s).

Marketplace Observations:

Financial crisis of 2008: The financial crisis of 2008 created a unique set of circumstances for financed

life insurance transactions. Almost all the life insurance companies experienced a reduction in their

10-93




financial ratings. Fortunately, through the regulations regarding the reserving requirements imposed on
life insurance companies the majority of cash surrender value of polices was still an acceptable form of
collateral for the outstanding loans.

Declining interest rate environment: Over the past ten years we have seen a declining interest rate
environment. At times short term rates exceeded the long-term rates available in the marketplace. As a
result, we have witnessed a reduction in crediting rates across all policies types. These reduced crediting
rates created an adverse impact on long term policy performance. Today as we witness increasing interest
rates, the crediting rates on policies still lags. Historical observations imply a two-year window in an
increasing interest rate environment before increases in policy crediting rates are applied to in-force
policies.

Stock market: We are currently in the longest running bull market in history. This has allowed
individuals and companies to recover losses sustained in 2008. In fact, many individuals and companies
maintain extremely large cash or liquid positions.

Life insurance companies: Over the past decade life insurance companies have created and released new
product types. Most notably is the rise in popularity of indexed universal life insurance products.

Tax law changes: Over the course of the last two presidential administrations we have seen significant
movement in both income tax and estate planning tax policies. The current lifetime and annual exemption
amounts provide added flexibility in the execution of planning strategies.

Case Study:

Client is currently financing 4 policies with a lender. The loan rate is fixed for 10 years, and the client is
4 years into the deal. Variable loan rates have dropped and client wants to refinance. However, per the
loan documents, breaking the loan would cost over $1MM.

The client wants to consolidate coverage and refinance his existing deal.

Take the existing financing structure and transition it to a more efficient structure from both a cash flow,
collateral and net death benefit coverage perspective.

FACTS

Client currently has 9 policies, different ownership
Client is currently financing 4 policies

Existing loan has interest due

Current loan has 6.75% fixed rate, breakage fee of $1M
Client intends to consolidate coverage into 2 policies
Net worth 100M plus

Age: 60

ST T

ASSUMPTIONS
¢ Client is healthy and insurable
¢ Current loan is in good standing
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Risks:

UNDERWRITING CAPACITY LOAN RENEGOTIATION

= Jumbo Limits = Original breakage fee -- $1MM
« New Carrier 1 -- $50MM
« New Carrier 2 -- $65MM

= Current Coverage -- $85MM

= New Loan Terms
= $100.000 breakage fee

»  5-year additional breakage fee schedule
* Amount Applied — $54MM * New loan rate of PRIME + 25 bps

= 5 year term

1035 COORDINATION = FINANCIAL STMTS/LEGAL
=  Lender STRUCTURE

= Will not release policy assignment without
executed amended promissory note and breakage

fee = Lender
»  Carrier ®  Trust 1: no financial statement B
= Must consider that new coverage will be replacing and * Trust 1 used solely for financed policies

reducing existing coverage . . .
*  (Client intends to restructure ownership of

= Borrower (Client/Trust) policies within trust

* Needs 1035 exchange to go into appropriate policies;
cannot surrender existing coverage until new coverage *  Could affect 1035 exchanges
in place and ready
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