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How Life Insurance Typically Is Integrated into
the Estate and Investment Plans

m Representative facts
® Married couple, $20 million estate (current value), $10.98 exclusion available (inflation-adjusted)
® Current estate tax liability = $3.6 million (i.e., [$20 million-$10.98 million] x 40%)
@ Integrated solution to this problem
m Fund an irrevocable life insurance trust (ILIT) using annual exclusion gifts
m Use annual gifts to pay premiums on a $3.6 million second-to-die policy

m Potential issues
® The solution is temporary
m Estate value may increase or decrease
m Applicable exclusion grows with inflation
W Circumstances (e.g., tax laws, state of domicile, spending) may change
® The proposal is actually fwo proposals
m Create and fund an irrevocable trust

® Invest all of the funding proceeds in life insurance. ...But would a blend of insurance and a capital-
market portfolio be preferable?

® Failure to integrate the insurance concept with estate- and investment-planning strategies

Source: 48
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Road Map

The current environment: why now might be an ideal time to revisit how we think
about life insurance

Basic life insurance planning: focus on beneficiary’s needs, not traditional rules of
thumb based upon income replacement (e.g., 10 times after-tax earnings)

The life insurance illustration: mining its contents and displaying the results

The highest and best use of life insurance: integration with multigenerational estate
and investment planning

Conclusion: life insurance planning dos and don'ts

Source: 48
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The Current Environment:

Why Now Might Be an Ideal Time to Revisit
How We Think About Life Insurance

Future Returns Are Likely to Be Lower

Median Return Projections* for Next 30 Years
vs. 30-Year Historical Compound Return®

Historical
Compound 6.6% 7.1% M2k
Return®

100% Bonds. 30/70 60/40 80/20 100% Stocks
9% Stocks/% Bonds

Based on the range of retums for the periods analyzed
of future results or a range of future results. See Append, Notes on Weallh Forecasting Syston,for dotas.
“Projected pretax 30-year compound annual Growth fate. Stocks (or “global equites”) are modeled as 21% US dversified, 219 US value, 219 US gronth, 706 US smal-/mi-cap 22.5%
developed international and 7.5% emerging-market stocks, and bonds are modeled as bonds.

conditons as of December 31, 2015,
SHistoical compound from January 1, 1985, 31 70% saP EAFE from 1986 through

19587, and 70% S&P 500, 25% MSCI EAFE, and 59 MSCI oo
Source: ipper, MSCI, Standard & Poor's, and A8




People Are Living Longer

Average Life Expectancy for a 65-Year-Old*

Age 101
Age 98
HNW—Top 25% FY
Today—Top 25%
Today
1960 17 Years
Man Woman

#Source: Social Security Administration, Socety of Actuares, an M Financial Group

Friday, May 05, 2017

Federal Wealth Transfer and Income Taxes: Then and Now

$5.49 Mil.
m Applicable exclusion amount
$675,000
—
2001 2017
55%
40%
m Transfer tax rate
2001 2017
43.4%
35.0%
m Income tax rates* 15.0% 23.8%
2003 2017

© Long-Term Capital Gain/Qualified Dividend
W short-Term Capital Gain/Ordinary Income

*The top income tax rates in 2017 incud the 3.8% Medicare surta on et investment income. The top ordinary
gain ate in 2017 are 39,69 and 20%, respeciively.
Source: Internal Revene Serice (IRS) and A8

Projected Effect of Inflation on Applicable Exclusion

Applicable Exclusion Amount
Nominal (USD Millions)

20 High
Inflation*
sis
Median
s10 $106  |nfiation*
$8.9
$7.6
e $6.7 -
% Inflation
5
2022 2027 2032 2037 2002
P ——— i gy rmountshown s o an i, s upon 10 (g, 5060

(‘median"), and 90th (low’) percenti autzomes for the nfatn:adjusted applicable exclusion amount,

Based on Bernstein's estmates of he range ofreturns for the appicable capial markets. Data do not represent past performance and are not a promise of actual results
or a range of future results. See Appendx, Notes on Wealth Forecasting System, for Getals,

Source: A8




Basic ATRA-Math*: Consider Likely Post-Transfer Appreciation, Not

Just Gap Between Effective Estate and Capital-Gains Tax Rates

Is anticipated [Ay x T,] > [Ty x {(V - B) + A, 31 %

where:

Ay = Post-transfer appreciation;

T, = Transferor’s effective estate tax rate

T, = Transferee’s effective capital-gains tax rate
V = Current asset value

B = Current adjusted basis

Expected timing of transaction and
transferor’s death are also key variables

*ATRAT rfers to The American Taxpayer Relef Actof 2012.
Source: A8,

Friday, May 05, 2017

Basic Life Insurance Planning:

Focus on Beneficiary’s Needs,
Not Merely Replacing Lost Income

Wealth Transfer Framework: Key Questions Post-ATRA

Lifestyle ] core Capital
Spending m How likely is it that core assets needed to support lifestyle will

Personal m Does the inflation-indexed exclusion provide an opportunity to
Reserve reserve more for long-term care?

Surplus Capital
How much (if any) can stay in the estate without estate tax
exposure?
What are the tax characteristics of capital earmarked
for wealth transfer?
What are the income tax consequences to the beneficiary upon
liquidation?
Can grantor trusts be used to facilitate periodic repositioning of
assets, based on potential for growth favorable income tax
characteristics?

Source: 48

be less than the inflation-indexed applicable exclusion over time?




The Amount of Death Benefit Should Depend upon the
Relationship over Time Between Need ...

Wealth over Time

Required Core Capital*

\

Year of Death

- s required s Wetime spending at a 90% level of canfidence.
Source: A8
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... And Portfolio Value

Wealth over Time

Required Core Capital*

Portfolio Value

Year of Death

*Required Core Capial is the porfolo value requied o support the survivor's fetime spencing at a 909 level of cofidence.
Source: A8

(] e

The Ideal Amount of Death Benefit Is the Difference Between
How Much One Needs and How Much One Is Likely to Have

Wealth over Time

Required Core Capital*

Insurance Gap**

Portfolio Value

Year of Death

- ris requred s ifetime spending at a 90% levl of confidence.
*Insurance Gap’ equal, at any given point in tme, Core Captal and Value, 0 the 90" percentie in
Bemstein's Wealth Forecasting System™. See Appencix, Notes on Wealth Forecasting, for detas,
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Insurance Gap Case-Study Assumptions

m Steve and Edie, aged 42 and 39, respectively, with two young children
® Retirement savings = $300,000 (so far)
@ Steve's expected annual salary = $247,000, adjusted for inflation

® Steve intends to make maximum contributions to his 401(k) plan, with a 3% annual employer
match

® Expected retirement age = 66

® Annual spending = $100,000, adjusted for inflation

m Based upon this information, we expect Steve to be at or above his core capital
requirement upon retirement at age 66,* but there is a problem . . . What if death
intervenes?

Key research question:
How much death benefit
should Steve maintain?

o range of ool Data do not . a
promise of actual future results or a range of future results. See Appen. Notes on Vieali Forecasting, for deta. Core analysis resuls avalable upon request.
.
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s
Py e e
Our F 1g Model ifies the Probability
of Expected O Under V. S
Personalized Bernstein’s Wealth Hypothetical Range of renr
Investor Profile Scenarios  Forecasting System Future Wealth S
ParTeR
o pati
00 Sifnulate
Observations Bast
on Bernstein's
oprietary y Gotsonet araabove

Market s resulty

Time Horizon

s resulty

Based on the current capital-market environment
Customized to analyze expected financial outcomes of scenarios of your choice
Incorporates various account types and planning vehicles

Predicts likelihood of meeting long-term goals, reflecting what is known and unknown

Bemstein's is based upon our of istorical capial-marke data over many decades. We look at variables such as past returms,
volatity, valuatons, and cortelaions t forecasta vast range f possible oulcomes flaing 1o marke asset classes, ot Bernstein portiolos. While there s no assurance that any
specifc chieving financal goals under changing, and sometimes extreme, capital

quantiting the p of achi
market conitons, he toolshould help our clients make betterchoices. S Notes on Wealth Forecasting System at the end of tispresentaton for further detais,
Source: A8
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Often, the Amount of Death Benefit Needed Declines as
Investors Age and Their Portfolios Grow

Estimated Death Benefit to Achieve Core Capital™

$ Millions (Nominal)

$35
$3.3
$3.0
$2.6
$2.0 million
$1.4
1-5 6-10 11-15 16-20 21-25
Year of Death
“Represens the total amaunt of death beni, in nominal dolars, the core capital the suruving spouse's
5100000, wiha assuming the next 25 yoars. Typicaly,
rativey in a gap analyss. Note that, among other the ke insurance polcies

e
or (2) a sngle fexbe-premum. flxble-death-benefit universal e (UL) polcy.

o pplcable Datado v a
promise of actual future results or a range of future results. Bernsten doss not provide legal. tax,or nsurance advice: investors should consult experts n those areas
before implementing any insurance srategy.
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Potential Solution: Staggered Term Policies

Estimated Death Benefit to Achieve Core Capital*
$ Millions (Nominal)

Customized ad
$3.5 million of coverage using
three policies of differing terms

20-yr term
$1.2 million

25-yr term
$1.4 million

1-5 6-10 11-15 16-20 21-25
Year of Death

“Represens the ttal amount of death benefi, in nominal dolars, the core capital the suruiing spouse’slfetime
100,000, nflaton-adjusted, with a 509% levl of confidence, assuming median portol growth over the next 25 years. Typically, we would madel porfoio growth more
conservatively in a gap analyss. Note that, among ther possble solutions, the required death benefi couid take thefor o (1)  seies of “taggered” term i insurance polcies
or (2) & Sngie fexbe-premum, flxible-geath-beneft universal e (UL) pokcy.

the range of returns for he
promise of actual future results or a range of future results. Bernsten doos not rovide legal, tax,or Insurance adice; investors should consult experts n those areas
before implementing any insurance srategy.
Source: A8
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A Better Solution? Actively Managed Universal Life Insurance

Wealth over Time

Required Core Capital* | c; e v U (i,
flexible-death-benefit life insurance product
that is adaptable to changed circumstances

$ Insurance Gap**

Portfolio Value

5 10 15 20 25
Year of Death

- ris requred etime spending at 9096 levelof confdence.
*Insurance Gap’ equal, at any given point in tme, Core Captal and Value, 0 percentie in
Bemstein's Wealth Forecasting Sysem. Se Appendix, Notes on Wealth Forecasting, or detas,
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Life Insurance Diagnostics:

How Do | Know Whether My Policy Is
“Sick” or “Healthy”?




If a Picture Paints a Thousand Words, Why Is an Illustration
So Hard to Understand?

m What's the deal with life insurance illustrations?
® They are too long (14-17 pages is typical)
® The text tends to be poorly written (e.g., lots of jargon)
® Data are displayed in mind-numbing, tabular format; some information is hidden

® Assumptions may be unreasonable... and may not account for future changes
(e.g., increases in policy expenses)

® Variable policies assume straight-line market returns

m What if, instead, we were to:
@ Critically assess the assumptions upon which the illustration is based?
® Reduce the key information contained in the illustration to a single page?
@ Display the information graphically, rather than in tables?
@ Include a realistic estimate of life expectancy?
@ Measure success or failure using metrics that clients can readily understand,

rather than unfamiliar concepts like “internal rate of return™?

Source: 48
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Sample Diagnostic Display: What a “Sick” Policy Looks Like

Median Wealth to Beneficiary*
Stock/Bond Allocation
$ Millions (Nominal)

$15 —70/30 —Death Benefit ——Maturity Proceeds
$12 Joint Life Expectancy: CETITRRWTED
6 years*
s A crossover point that is well

to the left of actuarial life
expectancy is an indicator of
$6 an “unhealthy” policy

$3 Initial Death Benefit: $2.0 million

Maturity Proceeds

$0
1 5 10 15 20 25 35 40
Year of Death
I this analysis, we compare the polcy death benefit o an investment in a of
term municipal bonds. in this portolio 15 surrender value of $900,000. Upon maturity of poicy in 2045, polcyholder surrenders
r cash value; estimated after-tax proceeds of $1,450,000 are e Fortolos taxrate

and 2 6.5% stte ta rat.
ot a igh-networth couple, lat sixtes, nonsmakers, highest underriting category: 26 years (estimated)
Based an Bernstein's estmates of he range of returns for the applicable

promise of actual future results or a range of future results. Bernsten doos not rovide legal, tax,or Insurance advice; investors should consult experts n those areas
before implementing any insurance srategy.

Source: A8

Sample Diagnostic Display: What a “Healthy” Policy
Looks Like
Median Wealth to Beneficiary*

Stock/Bond Allocation
$ Millions (Nominal)

Lapse: Year 57

36 —70/30 Death Benefit
35
Joint Life Expectancy:

.
i
1
- '
4 26 years !
Death Benefit: $3.0 million !

!

i

$2 A crossover point that is well
to the right of actuarial life

'
1

$1 i expectancy is an indicator of

1

1

a“healthy” policy

$0
1 5 10 15 20 25 30 35 40
Year of Death
I this analysis, we compare the polcy death beneit to an investment in of
term muniipal bonds. Amounts invested in this portfolo consit of () policy cash surrender plus (1) $30,000 p 1gh 2061 be
paiito as polcy premiums. Portfoio taxrate and a Policy cash surrender

v based on in-orce lustravan providd by cient.
igh-net-worth coupe, lte stie, nonsmakers, highest undenwriting category: 26 years (estmated)

Based an Bernstein's estmates of he range of returns for the applicable

promise of actual future results or a range of future results. Bernsten doos not rovide legal, tax,or Insurance adwice; investors should consult experts n those areas

before implementing any insurance srategy.




Pulling It All Together:

The Integration of Insurance, Estate,
and Investment Planning

Friday, May 05, 2017

The Highest and Best Use of Life Insurance:
To Provide Wealth When Beneficiaries May Need It Most

Median Wealth to Beneficiary*

Estate After Tax

No Estate Planning
or Insurance

Year of Death

s disp purposes only. The case. provides a numerical example.
Source: A8

The Highest and Best Use of Life Insurance:
To Provide Wealth When Beneficiaries May Need It Most

Median Wealth to Beneficiary*

Lifetime wealth transfer strategies
enhance beneficiary wealth, but those
ideas take time to manifest

Estate After Tax

No Estate Planning
or Insurance

Year of Death

s disp purposes only. The case. provides a numerical example.
Source: A8

_ With Estate

Planning, No
\ Insurance




The Highest and Best Use of Life Insurance:
To Provide Wealth When Beneficiaries May Need It Most

Median Wealth to Beneficiary*

% __ With Estate
= - ——_ Planning, No
] Core capital amount is (SRS
=< greatest when the
g beneficiary is young
&
No Estate Planning
or Insurance
Year of Death
s purposes any. The case provides & mumerical example

Source: A8
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The Highest and Best Use of Life Insurance:
To Provide Wealth When Beneficiaries May Need It Most

Median Wealth to Beneficiary*

% _ With Estate

& Planning, No

& Insurance

< Insurance Gap**

Py

i

&

No Estate Planning
Use life insurance to plug the gap or Insurance
between expected inheritance
and beneficiary need
Year of Death
s ap purposes only. The case provides & mumerical exampe
pi orer for the exate after cor caia equirement

Source: A8
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Integrated Solution Case-Study Assumptions

m Adam and Eve, each aged 71, with two adult children and two young grandchildren
@ Portfolio value = $15 million; one-half taxable, other half divided between an IRA and a Roth IRA
@ Invested 50% in stocks, 50% in bonds*

® Annual spending = $300,000, adjusted for inflation**

m Traditional ILIT established years ago to help pay estate taxes owns two second-to-die
policies
® Total death benefit = $5 million
® Aggregate cash value = $1 million

® Aggregate annual premiums = $30,000

Key research questions:
Surrender both policies?
Or retain one or both?
~Stcks” are modeld s 215 US vale, 219 US rowth, 219 US dversie, T9 US sl an 25 22 56 develape el and 7.5% emerging market ‘b
o modeled 5 ntermedat.trm muncpal bonds
1o o 3300000 of defrrd compansa s berelzed over tree years, vl a bl ncme conssts of 1) mrmu e ditributons o adonal 1A and
oy

(2) potilio incorme. State ncome tax ate i 6
Source: A8
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An Unhedged Plan Should Enhance
Beneficiary Wealth over Time...
Median Wealth to Beneficiaries*
After Estate Tax

$ Millions (Real)

A: No Insurance

$19

$18

&w $16.8

&0 $16.1

$15.6
$15 $15.2
$15.0
s14 S145
$13
1 5 10 15 20 25
Year of Death

edan weakth 1 Benticars” means S0 plu ra
ek el on persana bunce st Year of Dost means theyea of i a e it 1 vhemxmsﬂ‘ ot Ve compted eate tasasouing remaning v o S109
i Indexed o i In accorance with appkabk o inflation of 2.75%. Based o the rang markets
over Data do not actualfuture results o a range of future résults. ermten Goes ot prove
legal, tax, o insurance advie; investors shoukd consult experts in those areas before implementing any insurance strategy.
Source: A8
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Lifetime Wealth Transfer Strategies Help, but Generally Not
in a Way That Add Beneficiaries’ Needs

Median Wealth to Beneficiaries*
After Estate Tax
$ Millions (Real)

——A: No Insurance —B: No Insurance + Gifts
$19
$17.9
$16.8
$13
1 5 10 15 20 25
Year of Death
“Medlan Wealth o Benefciaries” means 50" of pls. itany,
any wealth held on personal balance sheet. “Year of Death” means the year of death of the ast de. excluson of $109
millon indexed for fltion in accordance vith appicabie faw, assuming annual nflation of 2.7%. “G2 Core Capital Requirement” represents how much capial benficiries may ned
colctively 1o level of ey hoss to-fnance” aperceiage o a o tat reguremen
i appicable Datado a promise

o actunl T rosts o & 1 f otreresulte, Berei does 1t provdl ol 1. mar At ahic e SYOUs consull pers 1 hos ress iove PG
any insurance strategy.
Source: A8
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Lifetime Wealth Transfer Strategies Help, but Generally Not
in a Way That Add Beneficiaries’ Needs

Median Wealth to Beneficiaries*
After Estate Tax
$ Millions (Real)

——A: No Insurance —B: No Insurance + Gifts
$19
$17.9
$16.8
$13
1 5 10 15 20 25
Year of Death
“Medlan Wealth o Benefciaries” means 50 of pls. itany,
any wealth held on personal balance sheet. “Year of Death” means the year of death of the ast de. excluson of $109
millon indexed for fltion in accordance vith appicabie faw, assuming annual nfation of 2.7%. “G2 Core Capital Requirement” represents how much capial benficiries may ned
colctively 1o el ol Iaychoost“mace”  prenageo ot requrement

ata v a promise
o actunl T rosts o & 1 f otareresulte, Gerei does 1t provdl g 1. mar et ahic! e SYOUs consull pers 1 ho aress iive PG
any insurance strategy.
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A Plan That Truly Integrates Life Insurance Tends to Match
Beneficiaries’ Needs Better than an Unhedged Plan
Median Wealth to Beneficiaries*

After Estate Tax
$ Millions (Real)

—A: No Insurance —B8: No Insurance + Gifts C: Insurance + Gifts
$19 $185

$18.2
$17.9

$18 $17.6 8178

$14.5

1 5 10 15 20 25
Year of Death

*Median Wealth o Benefciaies” means 50" itany,
any wealth held on personal balance sheet, “Year of Death means the year of Geath of the as of the insureds to die. We computed estate ax assuming remaining exclusion of S10.9
millon indexed for nfation in accordance vt agpicabie faw. assuming annual nflation of 2.7%. “G2 Core Capital Requirement” represents how much canial benafcaries may ned
collctiely 1o level of sy chasse to “fnance” a percentage or alof tha requirement,

Based n Bernstein's estmates of he range ofreturns for the applicable

of actual futlre results or a range of futLre results. Bernsten does not provide legal, ax, o surance advics invesors should consult experts n those areas belore mplementing
any insurance strategy.
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Conclusion:

Dos and Don'ts of Life Insurance
Planning Today

Life Insurance Don’ts

DON'T base the amount of death benefit on rules of thumb
(e.g., 10 times after-tax earnings)

DON'T determine premiums based solely upon gift tax annual exclusions that are
presently available

DON'T base the amount of death benefit entirely on the amount of estate tax that
would be owed if the insured were to die tomorrow

DON'T limit life insurance to illiquid estates only; fully liquid families can benefit from
owning some life insurance

DON'T assume that term insurance is always the best answer; the insurance advisor
is in the best position to assess the market and recommend an appropriate product or
array of products to meet the need*

“Subject, o course, 1o the effet of premium costs over time on famiy . 5 the case may be. A pr it cost.
co: 48
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Life Insurance Dos

DO use life insurance to hedge both estate and income tax risks
DO use life insurance to supplement liquidity

DO integrate insurance, estate, and investment planning; avoid the temptation to
“silo-ize”

DO base the amount of death benefit on expected needs (driven by spending) of the
intended beneficiaries

DO recognize that the true power of life insurance is its potential to deliver more
capital to the beneficiaries when they need it most—when they are young

DO recognize the complementary nature of life insurance: it provides an immediate
potential benefit, whereas estate- and investment-planning benefits take time to build

DO use estate and investment planning to shorten the duration of life insurance
coverage; it's duration, not death benefit, that makes insurance expensive

Source: 48
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Appendix

The Current Environment:

Additional Displays
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Gap Between Estate and Capital-Gains Tax Rates
Varies by State

Friday, May 05, 2017

California New York City Florida ‘Washington
High Income Tax, High Income Tax, No Income Tax, No Income Tax,
No State Death Tax State Death Tax No State Death Tax State Death Tax

520

49.6%
13.6%
40.0%, 40.0% 28.2%
Blended Rate*  36.6% } 4% 36.0%
State/Local 16.2%
23.8% 238%
Federal
Capital-  Estate Capital-  Estate Capital-  Estate Capital-  Estate
Gains Tax  Tax Gains Tax Tax Gains Tax  Tax Gains Tax Tax
o el are and st econcaton 8t of 2010 an AT o ot g

 tax brackets. Blened rates assume that the taxpayer:

djusted

oot e e o St o ol o eses D, B Pt 4 gl st o TeSors SO0 COnS s el ral 2 ey blore make

any decsions.
Kumbers may not sum due (o
Source: RS and AB

rounding,

s
Some Assets Will Benefit from Step-Up; Others May Not
Asset Type Tax Characteristic
m Creator-Owned Copyrights, Trademarks,
Patents, and Artwork = Ordinary Long-Term
m Negative-Basis Commercial Real Property
Step-Up LPs ® Ordinary and Long-Term
Important m Artwork, Gold, and Other Collectibles ™ 28% Long-Term
m Low-Basis Stock ™ 20% Long-Term
m Roth IRA Assets m Tax-Free
® High-Basis Stock = Minimal Gain
m Fixed Income = Typically Minimal Gain
m Cash ™ Basis = Face Value
Step-Up
ital
Not Important @ StocksataLoss ® Capital Loss Erased
m Variable Annuities = Partially IRD*
m Traditional IRA and Qualified Plan Assets = 100% IRD*
B T—
oo
[ o
w0
Some Assets Will Benefit from Step-Up; Others May Not
Asset Type Comments
. o fe e et vy e et g s
TR, P, oo ot o e e D 1t o S 1 i s o 53
e Gy e 3 e e e oty e e v e
e e e e et et ot e o
potvasctourTollilfeme ot e Lo by

With a Roth R,

1RA wil grow income taxctree, wil be

dtruted an vl tis s one hrough the estate. A5 with
Roth IRA Assets otner assets, RA assets 25 such,
Includable in the estate of the decedent oner.
igh-Basis Stoc 200 Because the tax basis s high,
'oh-Basis Stock step-up n basis.
Most fred. or near par and have very ther bass. As such,very tle gan & elminated
Fixed Income by the step-up in basis. A couple of excep e nclude deep i afaling nteres-rate
environment
cash Basis of cash s avays equal o s air market value (fae value).

Stocks ata Loss

Death results i a step-down in bass. The capital

10 the benefcares.

Variable Annities

Al assets in raditonal 100% IRD
ihe e upin besis at e deth o the owme. and
Traditional IRAand  ditrbutons. Bec be given during e to

Payments are taxable i s
o et e smehiaencomte. 0 ecogizs e xdary e oo o 4 payens, e ere s enef o o Sepp i besis

cpect of a Decedent (17

0.8 spouse or chary). The beneit rom the

paid. Under ATRA

nly to o pai

ETRRA 2001 come i efect ¢ eheduied on /112013

Bermstein does not provide tax, legal,or accounting advice. Please consult professionals in those areas before maling any decisions
e

thal they often use up the

1RAS). A such, there s no beneft 1o

IRD income tax deduction applies
408 for some, that rate would have been 55% had the sunset provsions of
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Lifetime Wealth Transfer Case Study

Friday, May 05, 2017

Gift-or-Hold Case-Study Assumptions

m Potential donor, a widow aged 65, with $6.25 million liquid estate
® $2 million of highly appreciated ABC stock

® Remaining assets invested 60% in stocks, 40% in bonds*

m Considering a gift to her child of the ABC stock ... but concerned about losing a step-up
in basis

Key research question:
How do the donor’s and donee’s tax
domiciles affect the likely outcome?

*Stocks” are modeled as 219 US value, 21% US groth, 215 US dersifed, 756 US smll-and mid-cap, 22.5% developed internationsl, and 7.5% emerging market; “bonds’
are modeled a5 income: therefore, no Spending has been modeled in ths study.

Gift Is Not as Compelling When Estate vs.
Income Tax Gap Is Small

Median Value of Donee’s Gift and Inheritance
After Estate and Capital-Gains Taxes
Nominal ($ Millions)

$14
Benefit of Gift at Life Expectancy: ‘
$404,000% Don Domi
$12
No Death Tax
$10 Donee’s Domicile
High Capital-Gains
s8 Crossover = 18 years
$6
4

1 3 5 7 9 11 13 15 17 19
Years Until Death

estimates o range. e Data do not represent past performance and are not a promise
of actual future results or a range of future results. Asset values represent estmated luidation value et of capial-Gans ta assuming 109 federal and Calfornia tax ates
“23.year e expectancy fo a 65-year-oi female is based on the Socity of Actuares RP-2000 Mortahty Tables.

See Appendi, Notes on Wealth Forecasting System,for detais,

Source! Socety of Actuaries RP-2000 Mortly Tabies and A2
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Gift Is More Compelling When Tax Gap Is Large

Median Value of Donee’s Gift and Inheritance
After Estate and Capital-Gains Taxes
Nominal ($ Millions)

$14

Benefit of Gift at Life Expectancy:

$1,344,000%
$12

Death T
No Gift No Gift Tax

$10
8
6
$4

1 3 5 7 9 11 13 15 17 19

Years Until Death
ige of

the appicable priod. Data do not represent past performance and are not a promise
of actual future results or a range of future results. Asse values quidation value wnrates,
23 year Ife expectancy for a 65-year-cid fomale is based on the Socity of Actuares RP-2000 Mortaty Tables.

See Appendi, Notes on Wealth Forecasting System,for detais,

Source: Socety o Actuaries RP-2000 Moraly Tabies and AB

Friday, May 05, 2017

Buy-Sell Agreement Case Study

Assumptions

This presentation has been prepared for John to help quantify certain life insurance and capital market
alternatives to the whole life insurance proposal that he recently received. In each alternative case, excess

funds not needed to fund the life insurance policy are instead invested in a portfolio of marketable securities.

Each insurance policy shown in this analysis has an initial death benefit of $10 million.*

In conjunction with this analysis, we requested and received anonymous quotes from a reputable insurance
advisor for the following alternatives to whole life insurance:

® 20-year term
@ 30-year term
® Universal life

AGE / RESIDENCE
John is 36 years old and a resident of Chicago, lllinois.

TAX RATE

For purposes of this analysis, we assume that assets invested in a capital market portfolio are subject to top
marginal federal and Illinois state income tax rates.

ASSETS

For purposes of this analysis, we assume that portfolio assets are invested 80% in return-seeking asset

classes and 20% in risk-mitigating asset classes. Throughout, we refer to this diversified portfolio as the
“80/20 portfolio.”**

a6 hat he e ernsesar not Qarantd -
Lot specialy. S0/20 porois means 11

dospte e

munkipal bonds.See Aperc, e
Sours: A8
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Life Insurance Alternatives

Policy Type Annual Premium* | Funding Period*
Whole Life $200,000 13 years
20-year term $4,160 20 years
30-year term $8,066 30 years
Universal Life $70,320 13 years

utysar ot st for e e value of money

(] e
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Assumptions: “Crossover” Analysis

In this section of the analysis, we modeled two scenarios:

Scenario A: Whole Life Insurance

m Invest $200,000, after-tax, per year for 13 years (through 2028) in a whole life insurance
policy.

m We graphically depict the death benefit shown in the whole life illustration.

Scenario B: 80/20 Portfolio / No Insurance
m Invest $200,000, after-tax, per year for 13 years (through 2028) in the 80/20 portfolio.
m We graphically depict the after-tax value of that portfolio over time.

Research Question: How long does John have to live before the whole life insurance policy
becomes a “bad” investment (i.e., at what point does the value of the 80/20 portfolio first
become likely to exceed the life insurance death benefit) in “typical” (50t percentile) markets?

If John Lives at Least 35 Years (to Age 71), the 80/20 Portfolio
Is Likely to Outperform the Whole Life Death Benefit
Whole Life Illustration Growth vs. 80/20 Portfolio*

After Income Taxes, Typical Markets**
$ Millions, Nominal

—Whole Life —=80/20 Portfolio
$30MM

$25MM
$20MM
$15MM
$10MM
$5MM

$ -

Year

e e 5y

o et
el recedng page(s)

s st Seo gpendi,
50120 Portiol” scenrcs o e on he
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Assumptions: Buy 20-Year Term and Invest the Difference

In this section of the analysis, we model two scenarios:

Scenario A: Whole Life Insurance

m Invest $200,000, after-tax, per year for 13 years (through 2028) in a whole life insurance
policy.

m Invest $200,000, after-tax, per year for the following 7 years (2029 through 2035) in the
80/20 portfolio.

m We graphically depict the death benefit shown in the whole life illustration p/us the after-tax
value of the 80/20 portfolio.

Scenario B: 20-Year Term

m Invest $4,160, after-tax, per year for 20 years (through 2035) in a 20-year term life
insurance policy.

m Invest $195,840, after-tax, per year for 20 years (through 2035) in the 80/20 portfolio.

m We graphically depict the death benefit shown in the 20-year term illustration p/us the after-
tax value of the 80/20 portfolio.

m After 20 years, the term policy lapses, leaving only the after-tax value in the 80/20 portfolio.

Research Question: Which scenario is likely to provide the greatest after-tax benefits to

John's family over time in “typical” (50™" percentile) markets?

Friday, May 05, 2017

20-Year Term Is Likely to Leave a Sig
If Death Occurs Between Ages 56 and 72
Whole Life vs. 20-Year Term*

80720 Portfolio, After Income Taxes, Typical Markets**
$ Millions, Nominal

ant Gap in Coverage

—Whole Life —Term
$60MM

$50MM
$40MM
$30MM

$20MM

$10MM

e nest 50 s

Sea gpanci, o et
e n the mmecitey procodn e
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Assumptions: Buy 30-Year Term and Invest the Difference

In this section of the analysis, we model two scenarios:

Scenario A: Whole Life Insurance

m Invest $200,000, after-tax, per year for 13 years (through 2028) in a whole life insurance
policy.

m Invest $200,000, after-tax, per year for the following 17 years (2029 through 2045) in the
80/20 portfolio.

m We graphically depict the death benefit shown in the whole life illustration p/us the after-tax
value of the 80/20 portfolio.

Scenario B: 30-Year Term

m Invest $8,066, after-tax, per year for 30 years (through 2045) in a 30-year term life
insurance policy.

m Invest $191,934, after-tax, per year for 30 years (through 2045) in the 80/20 portfolio.

m We graphically depict the death benefit shown in the 30-year term illustration p/us the after-
tax value of the 80/20 portfolio.

m After 30 years, the term policy lapses, leaving only the after-tax value in the 80/20 portfolio.

Research Question: Which scenario is likely to provide the greatest after-tax benefits to
John's family over time

m In “typical” (50* percentile) markets?

m In “poor” (90" percentile) markets?
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30-Year Term Substantially Closes that Coverage Gap ...

Whole Life vs. 30-Year Term*
80/20 Portfolio, After Income Taxes, Typical Markets**
$ Millions, Nominal

—Whole Life —Term

$70MM
$60MM
$50MM
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$30MM

$20MM
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... But MayLag the Whole Life Policy in Poor Markets

Whole Life vs. 30-Year Term*
80720 Portfolio, After Income Taxes, Poor Markets**
$ Millions, Nominal

—Whole Life —Term
$30MM

$25MM
$20MM
$15MM
$10MM

$5MM

Year
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Assumptions: Buy Universal Life and Invest the Difference
In this section of the analysis, we model two scenarios:

Scenario A: Whole Life Insurance

m Invest $200,000, after-tax, per year for 13 years (through 2028) in a whole life insurance
policy.

m Invest $200,000, after-tax, per year for the following 17 years (2029 through 2045) in the
80/20 portfolio.

m We graphically depict the death benefit shown in the whole life illustration p/us the after-tax
value of the 80/20 portfolio.

Scenario B: Universal Life (sometimes referred to as “UL")

m Invest $70,320, after-tax, per year for 13 years (through 2028) in a universal life insurance
policy.

m Invest $129,680, after-tax, per year for 13 years (through 2028), and $200,000, after-tax,
per year for the following 17 years (2029 through 2045) in the 80/20 portfolio.

m We graphically depict the death benefit shown in the universal life illustration p/us the after-
tax value of the 80/20 portfolio.

Research Question: Which scenario is likely to provide the greatest after-tax benefits to
John's family over time

m In “typical” (50* percentile) markets?

m In “poor” (90" percentile) markets?
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Buying Universal Life and Investing the Difference Is Likely to
Outperform the Whole Life Policy in “Normal” Markets...

Whole Life vs. UL*
80/20 Portfolio, After Income Taxes, Typical Markets**
& Millions, Nominal

—Whole Life —UL
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... But MayLag Whole Life in S ined Poor Marl

Whole Life vs. UL
80/20 Portfolio, After Income Taxes, Poor Markets**
$ Millions, Nominal

—Whole Life —UL
$30MM

$25MM er: Year 12
$20MM

$15MM
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$5MM

Year
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Overall, Some Combination of 30-Year Term and Universal
Life Seems Best...

Whole Life vs. UL vs. 30 Year Term*
80720 Portfolio, After Income Taxes, Typical Markets**
$ Millions, Nominal

—Whole Life —UL —Term
$70MM
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$50MM
$40MM
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$20MM
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With an Overweight to Universal Life, and Perhaps a Dash
of Whole Life, as a Hedge Against Down Markets
Whole Life vs. UL vs. 30 Year Term*

80/20 Portfolio, After Income Taxes, Poor Markets**
& Millions, Nominal

—Whole Life —UL —Term
$30MM

$25MM

$20MM

$15MM

$10MM

$5MM

Year
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Bernstein Recommendations

The recommendation that John acquire whole life insurance is not entirely without merit, but he
needs to consider the relative benefits and costs of that proposal.

m Whole life insurance is expensive relative to term and universal life insurance.
m That additional expense carries an “opportunity cost” that can be recovered, in part, by
instead buying term / universal life (rather than whole life) and investing the difference.
m John might include a modest dose of whole life in his insurance portfolio if he is concerned
about
@ Sustained poor performance in the capital markets (such that whole life actually
“outperforms” the broader markets); or
@ The possibility that he may live beyond the lapse dates of any term or universal life
policies that he is considering.

How much death benefit does John actually need?

m The life insurance proposal seems to assume that John should acquire $10 million of death
benefit—without necessarily explaining how that amount was determined or whether that
amount may change over time.

m Bernstein recently published research showing how we use our quantitative tools to help
investors like John “right size” the amount of insurance he acquires based upon the
projected needs of his beneficiaries.

m We can customize our research to his family's needs, if that would be of interest to him.

Notes on Wealth Forecasting System

1. Purpose and Description of Wealth Forecasting System*
Bernstein's Wealth Forecasting System is designed 1o assist investors in making their long-term investment decisions as to their allocation of investments among
categories of financial assets. Our planning tool consists of a four-step process: (1) Client-Profile Input: the clint’s asset allocation, income, expenses, cash
withdrawals, tax rate, risk-tolerance level, goals, and other factors; (2) Client Scenarios: in effect, questions the ‘guidance on, which may
touch on issues such as when to retire, what his/her cash-flow stream is likely to be, whether his/her portioli can beat infiation long-term, and how different
asset allocations might affect his/her long-term security: (3) The Capital Markets Engine: our proprietary model that uses our research and historical data to
create a vast range of hypothetical market returns, which takes into account the linkages within and among the capital markets, as well as their unpredictability;
‘and (4) A Probabilty Distribution of Outcomes: Based on the assets invested pursuant (o the stated asset allocation, 90% of the estimated ranges of probable.
returns and asset values the client could experience are represented within the range established by the 5th and 95th percentiies on "box-and-whiskers” graphs.
However, outcomes outside this range are expected 10 occur 10% of the time; thus, the range does not guarantee resultsor establish the boundaries for all
outcomes. Estimated market returns on bonds are derived taking into account yield and other criteia. An important assumption is that stocks wil, over time,
outperform long bonds by a reasonable amount, although this is n no way a certainty. Moreover, actual future results may not meet Bernstein's estimates of the
ge of market returns, as these results are subject to a variety of economic, market, and other variables. Accordingly, the analysis should not be construed as
promise of actual future results, the actual range of future results, or the actual probability that these results il be realized. The information provided here is
notintended for public use or distribution beyond our private meeting. Of course, no investment strategy or allocation can eliminate risk or guarantee returns.

2. Retirement Vehicles
Each retirement plan s modeled as one of the following vehicles: traitional IRA, 401(k), 403(5), Keogh, or Roth IRA/401(K). One of the significant differences
‘amang these vehicle types is the date at which mandatory distrbutions commence. For traditional IRA vehicles, mandatory distrbutions are assumed to
commence during the year in which the investor reaches the age of 70.5. For 401(k), 403(b), and Keogh vehicies, mandatory distributions are assumed to
commence at the later of () the year in which the investor reaches the age of 70.5 or (i) the year in which the investor retire. In the case of a married couple,
these dates are based on the date of birth of the older spouse. The minimum mandatory withdrawal s estimated using the Minimum Distribution Incidental
Benefit tables as published on wwww.irs.gov. For Roth IRAV401(K) vehicies, there are no mandatory distributions. Distrbutions from Roth IRAS/401(K)s that
exceed principal will be taxed and/or penalized if the distributed assets are less than five years old and the contributor i less than 59.5 years old. All Roth 401(<)
plans wilbe rolled into a Roth IRA plan when the investor turns 59.5 years old, in order to avoid minimum distribution requirements.

3. Rebalancing

‘Another important planning assumption i how the asset allocation varies over time. We attempt to model how the portfolio would actually be managed. Cash
flows and cash generated from portfolio tunover are used to maintain the selected asset allocation between cash, bonds, stocks, REITs, and hedge funds over
the period of the analysis. Where thisis not sufficient, an optinization program is run 1o trade off the mismatch between the actual allocation and targets.
against the cost of trading to rebalance. In general, the portfolo is expected to be maintained reasonably close to the target allocation. In addtion, in later
years, there may be contention between the total relationship's allocation and those of the separate portfolios. For example, suppose an investor (in the top
marginal federal tax bracket) begins with an asset in personal portfolio and entirely of stocks in his/her
retirement portfolio. If personal assets are spent, the mix between stocks and bonds will diverge from targets. We put primary weight on maintaining the overall
allocation near target, which may result in an allocation o taxable bonds in the retirement portfolio as the personal assets decrease in value relative o the
retirement portfoli's value.

(] e
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Notes on Wealth Forecasting System

4. Expenses and Spending Plans (Withdrawals)
Al results are generally shown after appiicable taxes and after anticipated withdrawals and/or additions, unless otherwise noted. Liquidations may result in
realzed gains or losses, which wil have capital-gains tax implications.

5. Modeled Asset Classes

‘The following assets or indexes were used in this analysis o represent the various model classes:

‘Ad-rated dversified muricipal bonds of 7-year matury.
“Taxabie bonds of 7-year maturiy
00 Index

mal-Mid-Cap Russel 2500 Index.
Developed Inernational MSCI EAFE Index (Unhedged)
Emerging Markets MSCI Emerging Markets Index
6. Volatility
Vlatliyis a messuro of dspersion of expectd eturns acund he avrage Th gestrth vy, the mor ey s tha et n ay ane perio il be
substantiall above o below the expected result. The volatlty for each asset class used e Capital-Market P

kot hessNoves, n ganra: st of th rern wil s il ons tancrd v, For sl sl ot socks o epeced 1 et .09
ana compevnded basis and ih vty of ttuson stocks 5 17,09, Inany o yeat 15 ke that o-{hrcs of th prcjectd reurme wil b betveen
(8.9)% and 28.8%. With intermediate government bonds, if the expected compound return is assumed to be 5,06 and the volatlty s assumed o be 6.0%,
o s of the outomes il ypicaly b e (119 810 L1.$%. BeMSIS' frecat ofvofthty s based on istorcal ata and nooroates Bermstei'
judgment that the volatiity of ixed-income assets is different for different time periods
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Notes on Wealth Forecasting System

7. Technical Assumptions
Bernstein's Wealth Forecasting System is based on a number of technical assumptions regarding the future behavior of financial markets. Bernstein's Capital Markets
Engne s e male esponsble for cretg smlatons o et 1 h captal et Tese suators re bsedon s it sumarie e cient condton
of the capital markets as of September 30, 2015. Therefore, the first 12-month period of simulated returns represents the perlod from September 30, 2015, thror
‘September 30, 2016, and not necessarily the calendar year of 2015. A description of these technical assumptions is available on request.

8. Tax Implications

store making an . an investor should tax advisor the tax labil by "
presented herein, including any capital gains that would be incurred as a resultof liuidating al or part of his/her portfoio, retirement-plan distributions, investments in
el iable bonce, v, Semeton does ot proVide v el ecounng i, I conedeing s mtenl vou Shoud diacuss your mchidua

ireumatances with professonti n thase areas hefore making any decsons
9. Tax Rates

rte eakth Forcasing Syt e e ariossssumptonsfor e income e of westrs e cse sy e e ssumpons 1 h cse sy
(including footnotes) for details. The federal income tax rate is Bernstein's estimate of either the top marginal tax bracket or an “average” rate calculated basex

e margina rate schece. For 2014 and beyond, e mamum federa e ats an eSS ncome [ 4349, and the mainu eceral g o capta e
rate is 23.8%. Federal tax rates are blended with applicable state tax rates by including, among other things, federal deductions for state income and capital-gains
exes. The sta ta rte gencraly ropresons Bermatans estmle of th top margialvte, f applkable

10. Estate Transfer and Taxation
The Wealth Forecasting System models the transfer of assets to children, more remote descendants, and charites, taking into account applicable wealth transfer taxes.

7

fth s o, e, tr arget amount et can pss wihout tats cesth e, ) pases 1 8 st or th et
orme Sariving spouse anlor descendats ofthe S0, o et t on o 10 oftose descendans, s urther assmed T te alance ofte 13

t such transfer feral estate tax st o
s pyabl ox v gty of th et 12 aftr P10 ar scosmes 0 Pl o v st otvraie pasein 1t sunving spovs. To 1o exent Uk
assumption results in an increase in state death taxes under any state’s law, this increase is gnored. In addition, it is assumed that the surviving spouse "rols over”
into an IRA in his or her own name any assets in any retirement accounts (¢.9., an IRA) owned by the first o die, and that the surviving spouse withdraws each year
at least the minimum required distribution (MRD"),if any, from that IRA.

e surivors st l pplcabe weslth ranstr tes sre e, aing o sccount any daducans ( Whih the Survivor sats may b aied o it 1
charity andor (after 2010) the payment of state death taxes. The balance of 15 pass

trstsforthe beeft,Th sunivors retiement scoounts 1 ) pss to Seccamants anilor cnaie.To m= exlem o et s s 0 re o
one individual beneficiary, itis assumed that separate account tablished for each beneficiary and that each takes at least the MRD each year from the account.
Il a1 o hs i expenses e pid o an Iniideals ol accous rahr o o he ek Tt S o s oo oS
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Notes on Wealth Forecasting System

1, i (“Basic” and “Integr Case Studies)
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Notes on Wealth Forecasting System

12. Capital-Market Projections (“Gift-or-Hold” Case Study in Appendix)

Mean Annual
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