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1035 Exchanges and Mirrored Loans
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HELP HELEVE
THE CLIENT'S POLICY

LOAN BURDEN During a policy review, you come across an existing policy that the
client purchased many years ago. It has accumulated significant

cash value. However, you see that loans have been taken from the
policy to pay for the premiums and/or to fund cash withdrawals.
Those loans, combined with higher mortality costs, and high loan
interest charges have subjected the policy to a potential
unintended lapse.

If this scenario fits the clients current life insurance policy, the
client has three courses of action to choose from:
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Repay Loan This may be a good option if the client

Out of Pocket has the funds to repay the loan. Ongoing
premiums may be needed.

When the client’s policy has

loans, a 1035 exchange to a Complete a 1035 When executed and designed properly, a

new policy may provide a higher Exchange to a New 1035 exchange to a newer policy where the

death benefit and lower loan Policy and Mirror loan is mirrored may provide higher death
the Loan benefit coverage and lower loan interest

interest charges. It may also

. - . charges. The loan on the new policy can
offer the clients living benefits 2 ey

then be repaid out of pocket. Alternatively,
to satisfy additional needs. in year 2 or later, the client can request

a withdrawal, paying down the loan by

using the policy’s available cash value. It's
important to know that surrender charges will
likely apply to the withdrawal and the death
benefit will be reduced. In addition, ongoing
premium payments may be needed.

Continued on next page.
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CLIENT STRATEGIES 1035 EXCHANGES AND MIRRORED LOANS

= MEET “DANIEL”
VR EY
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Daniel Jones, age 50, has a whole life policy purchased over 23 years ago. He's taken loans
from the policy to make his premium payments. The loan principal and interest charges have
combined, resulting in a negative effect on the death benefit.

Daniel needs the death benefit coverage savings, but can’t continue to pay premiums or address the loan. He has a
daughter in college and is also focused on funding his retirement plan at work. To address these concerns, Daniel’s

financial professional recommends he complete a 1035 exchange of his policy to a PruLife® Founders Plus UL,
which would include the existing loan. Because the new policy is more cost-efficient, the loan on the new policy is

assumed to be repaid using the new policy’s cash values in year two. Take a look:

16.5%
q a - - DEATH BENEFIT
Current Policy Information m Proposed Policy Design INCREASE

$3,875,214 Net Death Benefit $4,515,745
N/A 1035 Exchange Amount $1,125,000
$885,000 Net Cash Surrender Value $688,798
$240,000 Loan $240,000
$0 Annual Premium Outlay $0
$525,000 Cost Basis $525,000
6% Loan Interest Charge 10+ 3.05% (crediting rate 3%).

Proposed policy assumptions: PruLife Founders Plus UL, male, age 50, non-smoker plus, Plus 100 account at non-
guaranteed charges and a non-guaranteed interest rate of 5.89%to age 121, Death Benefit option C. This
hypothetical example is for illustrative purposes only. Actual results will vary.

ACTION REQUIRED: Loan repayment is not automatic. The client must call Prudential Customer Service (1-800-782-
5356, Option 0) to request a withdrawal in a subsequent year (as early as year 2) to repay the loan using the new policy’s
cash value. Initiating a withdrawal will trigger surrender charges and may reduce the policy’s death benefit.

The above hypothetical example assumes non-guaranteed rates and current charges. It is necessary to assess how the policy
performs under 0% return assumptions and maximum insurance charges; the policy lapses in year 34.

BENEFITS

In general, by exchanging an old life insurance policy with a loan for a new policy that mirrors the loan, the following
benefits may be achieved:

e The new policy may provide a higher death benefit than the old policy.

e The new policy may offer an enhanced no-lapse guarantee.!

e The 1035 exchange allows the client to avoid taxation associated with the loan when the loan is mirrored.

e The loan interest charges and mortality and expense charges on the new policy can be significantly less, thereby
preserving more of the contract’s values over the long term.

e Depending on how much cash can be transferred from the old policy, net of fees and policy loan, and depending on
new policy performance, policy values may be used to pay policy charges. In all cases, the policy should be carefully
monitored and additional premiums should be paid if necessary to continue the policy.

e New riders, such as one that can accelerate the death benefit in the event of a chronic iliness, may be added to the
new policy in the exchange.

1 No-lapse guarantees are conditional guarantees that can keep the policy in effect, even if policy values are not sufficient to

do so. These guarantees may not last as long as the clients wish to keep their policies. Conditional, no-lapse guarantees will

not keep policies from lapsing due to excess policy loans.
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CLIENT STRATEGIES 1035 EXCHANGES AND MIRRORED LOANS

PRUDENTIAL REQUIREMENTS

Prudential has established the following guidelines governing 1035 exchanges with mirrored loans to ensure suitability:

e The new policy must have a minimum net cash value of $25,000.

e The gross cash value, after transfer, must create enough immediate net surrender value to mirror the loan and place
the new policy in force.

e All 1035 exchanges with mirrored loans require underwriting approval.

e The client must call Prudential Customer Service (1-800-782-5356, Option 0) to request a withdrawal in a
subsequent year (as early as year 2) to repay the loan using the new policy’s cash value. Initiating a withdrawal is
likely to trigger surrender charges and reduce the policy’s death benefit.

CONSIDERATIONS

A 1035 exchange of an existing policy with a mirrored loan is not for everyone.
e |f the loan is not mirrored on the new policy in the 1035 exchange, the client may incur taxes.
e The long-term impact of the loan that is mirrored on the new policy must be considered.

e |t will be necessary, in most cases, for the policyowner to repay the loan in year 2 or later. The cash value,
if sufficient, may be used to repay the loan, or funds outside of the policy can be used to repay the loan. If the
loan is not repaid, the policy performance must be reviewed on an ongoing basis to consider options that can help
ensure against lapse. If the policy is owned by a trust, transfer taxes must be considered when repaying the loan.

e Policy loan repayment is not automatic. Please work with the clients to monitor repayment as well as policy
performance.

e |n order for the loan to be repaid, the client must call Prudential Customer Service (1-800-782-5356, Option 0O) to
request a withdrawal to repay the loan using the new policy’s cash value. Initiating a withdrawal is likely to trigger
surrender charges and will reduce the policy’s death benefit.

e 1035 exchanges may be subjected to policy surrender charges and may have tax consequences.

RELY ON PRUDENTIAL'S ADVANCED MARKETS PROFESSIONALS

Prudential’'s Advanced Markets Team has the experience to help you to successfully identify and complete a mirrored loan
rescue opportunity. Questions? Call Advanced Markets at 1-800-800-2738, Option 4.

PruLife Founders Plus UL is issued by Pruco Life Insurance Company in all states except New York where, if available, it is issued by Pruco Life
Insurance Company of New Jersey. Both are Prudential Financial companies located at 213 Washington Street, Newark, NJ 07102-2992.

The potential to build cash value in the Plus Account is based in part on the performance of the S&P 500° Index (using an index growth cap and floor)
on an annual point-to-point basis based on 100% participation rate (subject to change). Money that is placed in the Plus Account is not a direct
investment in the S&P 500° Index. Founders Plus is not a variable contract or an investment contract.

The Index Growth Cap is generally stated as a percentage, which is the maximum rate of interest that will be credited at the end of the one-year Plus
Account Segment duration, regardless of changes to the designated index. The Index Growth Cap is declared for each Plus Account Segment in advance
of each Plus Account Segment start date. The Index Growth Cap may be raised or lowered at our discretion before the segment is created, but will not be
lower than the guaranteed minimum index growth cap stated in the policy (currently, 3% in all states). Once a Plus Account Segment is created, its Index
Growth Cap will not change. Changes to the Index Growth Cap could result in different values than shown here. Changes are not tied to the
performance of the underlying index and may be based on interest rates, market volatility, and other factors. Index Growth Caps and Floors may be
different in selected states.

The S&P 500° Index is a product of S&P Dow Jones Indices LLC (“SPDJI”); it has been licensed for use by The Prudential Insurance Company of
America for itself and affiliates including Pruco Life Insurance Company and Pruco Life Insurance Company of New Jersey (collectively “Pruco Life”).
Standard & Poor's®, S&P®, and S&P 500° are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones?® is a registered
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); and these trademarks have been licensed for use by SPDJI and sublicensed for
certain purposes by Pruco Life. Pruco Life’s products are not sponsored, endorsed, sold, or promoted by SPDJI, Dow Jones, S&P, or their respective
affiliates; and none of such parties make any representation regarding the advisability of purchasing such product(s) nor do they have any liability for any
errors, omissions, or interruptions of the S&P 500® Index. S&P 500° index values are exclusive of dividends.

All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance company. Policy guarantees and
benefits are not backed by the broker/dealer and/or insurance agency selling the policy, nor by any of their affiliates, and none of them makes any
representations or guarantees regarding the claims-paying ability of the issuing insurance company.

Prudential Financial and its financial professionals do not give legal or tax advice. Clients should consult their own advisors.
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