Build better company performance
with Section 101())

by Charles J. French

Executive Summary

U.S. based corporations are paying income taxes at an all-time high level.
Although corporations would like to reduce this tax burden, they have few
opportunities to do so.

Congress recently passed legislation that gives partial relief for corporations
through a new tax code section entitled I.R.C. 8101(j). Section 101(j) gives
corporations a clear blueprint to purchase corporate owned life insurance (“COLI")
on the lives of company executives and highly compensated employees.

COLlI is a tax advantaged asset with many positive investment attributes. The two
benefits of COLI are tax deferred cash value appreciation and tax free return of
cash value gains through death benefits. COLI can help companies keep more of
their investment earnings, provide better benefits to all of their employees, and
improve the chances that benefits will be paid in the future.

With this Congressional mandate, we suggest a closer examination of Section
101(j) to determine if a plan can help your company build a better financial picture.
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Today, corporations are faced with
record tax liabilities

Current News Regarding Corporate Taxation

The Congressional Budget Office estimate that corporate tax receipts will cross
the $300-billion threshold for the first time in history.

The current estimate calls for a total amount of corporate receipts in excess of
$330 billion in fiscal 2006, up 18% from 2005. That is double the increase that the
agency estimated at the beginning of the government's fiscal year, which ends
Sept. 30.

The Treasury is drawing an increased share of its revenue from corporations. In
fiscal 2005, companies provide approximately 13% of total tax revenue, up from
10% in 2004 and up roughly 7% in 2003 (Source: Bloomberg News).

The economy remains strong and corporate balance sheets look better than ever.
There is no indication that the corporate tax burden will be reduced any time soon.
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Finance and tax executives have few
tools to reduce these payments

The IRS Keeps a Careful Eye on “Listed Transactions”

Companies are often valued on their earnings and cash flow. Taxes reduce both.
After all, it's not how much money you make, it's what you keep.

The business of providing tax shelters began to unravel with the realization that
large corporations (think “Enron”), their officers, directors and major shareholders
were engaged in illegal tax strategies. These strategies were often developed by
large accounting firms in conjunction with a number of prominent law firms. These
tax evasion techniques resulted in billions of dollars being illegally sheltered from
taxation. As the strategies became more widely employed, they came to the
attention of the U.S. Treasury.

When exposed, it became apparent that these tax strategies often went too far.
Subsequently, the IRS made many of these strategies “listed transactions”. With
this new status, taxpayers utilizing these tax shelter strategies must file disclosure
statements with the IRS. The filing of these forms often lead to an audit and the
assessment of additional taxes, penalties and interest for having utilized the tax
evasion strategy. Some of these taxpayers have found themselves confronted
with tax evasion charges and the possible Federal prison terms.

Importantly, COLI is a corporate asset that is not deemed a tax shelter.
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Congress has created a new law
that can reduce this tax burden

Congress Gives Corporations an Opportunity

On August 17th, President Bush signed the “Pension Protection Act of 2006” into
law. This legislation includes an important provision that is commonly referred to
as the “COLI Best Practices Act”. This provision codifies the use of corporate
owned life insurance (“*COLI") through the formation of a new tax code section —
IRC 8101()).

Section 101(j) confirms the viability of life insurance as a tool for addressing the
long-term costs of a wide range of corporate liabilities.

COLI continues to be one of the few tax advantaged assets remaining for
corporations that are high tax payers, have strong cash flow, and have a long-
term financial outlook.
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Prefunded benefit plans are the
foundation of reduced taxation

Build a Solid Base

By prefunding benefits using Section 101(j), your company can prevent future
cash flow shortfalls by intelligently allocating current dollars to future liabilities and
removing the financial burden from successor management.

It has been proven that there is a strong correlation between the prefunding of
benefits and the prospects that benefits will be paid in the future. Let's face it —
we wouldn’t need pension reform if companies could always rely on current cash
flow to pay for their future promises.

There is also a psychological effect from prefunding benefits. When money is
earmarked for specific benefit liabilities through a trust, executives are more likely
to participate in voluntary programs like nonqualified deferred compensation.
Even in nonvoluntary programs like supplemental pension plans, valuable
executives are more likely to stay in their seats with the knowledge that money
has been put aside for their future retirement payments.

Last, prefunded benefits can create income statement stability — particularly to
liabilities tied to variable investments such as the S&P 500.

Charles J. French September, 2006



Implement a Section 101(j) plan to
construct better performance

Start Building

Corporate Owned Life Insurance (*COLI") is not a new concept. For decades,
corporations have used this asset to responsibly plan for future expenditures, to
protect their financial statements, to cost recover benefit programs, and to
improve the chances that benefits will be paid.

For thirty-five years, Clark Consulting has acted as a trusted partner to companies
that purchase COLI. Our commitment to this market has helped create on-going
relationships with over 4,000 corporations representing over $50 billion in COLI
assets. Clark’'s commitment has led to continued investment in a multitude of
complimentary services and initiatives to support our clients.

Today’s COLI policies contain state-of-the art investment returns that can
maximize a corporation’s investment dollars.
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Corporate Owned Life Insurance is
a tax advantaged solution

Increased
Yields

Stable
Earnings

COLI Has Moved to A New Level

Investment subaccounts in a properly developed and implemented COLI program
that follows the rules found in Section 101(j) enjoy numerous tax advantages over
alternative investments. Tax deferred cash value growth and tax-free death
proceeds are often cited as the largest benefits of a program. These major tax
advantages have led to tens of billions of dollars in COLI placements.

Modern COLI has taken these imbedded benefits to new heights. For example,
higher yielding investments like hedge funds can be placed within the COLI
chassis. Stable value “wraps” dampen the volatility of the underlying investments
in a COLI contract.

COLI is now much more than a tax advantaged asset. It's world class.
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COLI investment subaccounts are
not taxed as they appreciate

_ Traditional Portfolio COLI

Hypothetical Gross Return: 8.00% 8.00%
Expenses: 0.15% 1.25%
Taxes (35%): 2.75%

Net Return: 5.25% 6.75%
Tax Equivalent Return: 8.08% 10.38%

Same Investment; Higher Net Returns

Consider two investment subaccounts that have the same fund manager,
investment philosophy and track record. Put one inside COLI; leave the other
alone. What do you get?

The chart on this page is a generic depiction of a typical outcome. The traditional
portfolio’s return is weighed down by taxes. The COLI return is superior to the
traditional portfolio even with higher expenses.

The growth in the COLI asset is also beneficial to a corporation’s financial
statements. Per FAS 85-4, the gains in COLI cash value can be recognized for
financial accounting purposes.

Today’s COLI expense structures are even transparent. Even without that
comfort, the chart above tells the true tale — tax deferred growth leads to higher
net returns.
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Cash value gains in COLI are never
taxed if returned via death benefits

The Roth IRA for Business

If you are familiar with the Roth IRA concept, you may already understand the
benefits of COLI. In a Roth IRA, individuals place after-tax dollars into an account
that grows tax-deferred. When distributed, Roth IRA balances are not taxed.
COLI acts in a similar fashion in the sense that COLI premiums are not tax
deductible, but the value of the asset grows tax deferred and the investment is
never taxed if the balance is received in the form of a death benefit.

Section 101()) is key to keeping the tax advantages inherent to life insurance.
Follow the code and receive your asset gains and corresponding death benefits
on a tax free bases.
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Death benefits help recover the
corporation’s initial cash outlay

The Extra Return

COLI is permanent insurance (as opposed to term insurance) that is comprised of
two components: cash value and life insurance. The cash value reflects the
performance of the underlying investments in the contract. The life insurance is
the carrier’s “net amount at risk”.

COLI must have a death benefit to qualify as insurance under IRC 87702. The
value of this benefit varies greatly by the structure of the contract. In some
transactions, the death benefit may be as low as three times the initial premium.
In other COLI structures, it may exceed forty times the initial premium. As the
death benefit is deemed a drag on the overall earnings of COLI, it is often prudent
to minimize this expense by purchasing the minimum amount of death benefit
coverage.

The death benefit inherent to COLI shouldn’t be deemed as a negative. It can be
the source of cost recovery of the initial cash outlay and all corresponding
expenses associated with a program. This is one of the reasons that corporations
purchase COLI — it is one of the few assets that can pay for itself over time.
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Corporate Owned Life Insurance
has powerful growth attributes

Invest At Another Level

We have reviewed tax deferred investment growth and tax-free death proceeds as
important advantages of COLI. What else could there be?

Depending on the structure of your policies, you may have the ability to withdraw
funds from your cash value without taxation and the ability to borrow from your
policies at an extremely low rate.

If your organization needs to cancel your program, the taxation on the COLI
contract would be tax-deferred.

As the policy owner, you also have the flexibility of moving your cash value among
available funds within the contract, subject to the terms of the policy. This
movement between available investment subaccounts within a COLI contract is
not a taxable event.

Quality investment managers and income statement volatility mitigation devices
make the asset even more appealing.
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A wide range of investment
managers can be utilized

Equity l
Fixed Income Large-cap

Enhanced Mid-cap Large-cap
Small-cap Mid-cap Value
Small-cap Growth Core
Developed Core-plus Relative Value Venture Capital
Emerging High Yield Event Driven L8O
Small-cap Convertible Opportunistic
Regional Non-dollar Fund-of-Funds

Distressed
International
TIPS Fund-of-Funds
Real Estate

Investment Managers Want Assets

There was a time when COLI buyers had to sacrifice quality when selecting
investment managers for their insurance purchase. Market innovation has
lowered the barriers for investment managers to participate in COLI programs.
The process of getting a manager’s fund “insurance ready” used to be a year long
process. Today, it can be completed in weeks.

With the above in mind, much of the focus on a COLI transaction should reside on
the investment subaccounts within the product. The tax advantages of COLI can
make a mediocre investment manager a “genius”. A great investment manager in
COLI will drive performance that parallels the world’s best private equity funds.

Finding the right investment manager won'’t be a deterrent to implementing a COLI
transaction. They are available and they want your company’s investment dollars.
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Stable value “wraps” reduce
portfolio return volatility
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The Stable Value Option

Stable value “wraps” are a relatively new option in the COLI marketplace. In
summary, stable value wraps reduce financial statement volatility of the
investment subaccounts within the COLI product.

Stable value wraps can also improve the initial financial impact of a COLI program
by amortizing the up-front acquisition expenses over an extended period of time.

These derivative contracts won’t create additional earnings, but they do prevent
wild asset value swings by amortizing the temporary differences between the
market value of underlying assets and the cash surrender value of the COLI
policy. The amortization period is typically the duration of the investment on the
date the crediting rate is reset.

For many financial executives, this feature provides added security that there
won’t be any “surprises” arising from the short-term investment performance of
the program.
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Expense loads are reduced and
transparent in this marketplace

Transparent Pricing

The transparency of the expenses associated with a COLI product has improved

in the last few years. Private placement variable universal life insurance products
(“PPVUL") has become the product of choice for larger transactions. Competitive
pressures have forced insurance carriers to reduce and better disclose expenses.

Private placement COLI opens the proverbial “black box” and allows investors to
negotiate the features that are most important to their investment goals. At the
end of the process, institutional buyers can own a customized investment vehicle
built specifically for their needs.

Clark Consulting can help buyers of COLI make sense of these insurance
charges. Confusion surrounding features like DAC (deferred acquisition charges),
M&E (mortality and expense), and COI (cost of insurance) should not be an
impediment to implementing a program.
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Section 101(j) provides a clear
blueprint to acquire COLI

Follow the Instructions

After determining the parameters of a COLI transaction, a corporation must fill out
- you guessed it - paperwork.

In addition to forms related to the purchase of insurance, corporations should be
prepared for forms that relate to investment securities; COLI is both insurance and
an investment. Some of the paperwork is intuitive, some is not. Clark Consulting
dramatically reduces this administrative burden.

Section 101(j) provides instructions related to the identification of the correct
employees to insure as well as guidance around soliciting consent from
employees. Clark Consulting will work with your human resources staff and the
insurance carrier to obtain proper documentation and finalize a transaction.
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Section 101(j) outlines the eligible
class of employees to be insured

Insure the Insurable
Section 101(j) specifies the employees that are eligible to be insured under a

COLI program. In most companies, this group of eligible insureds will be
comprised of corporate directors and “highly compensated” employees.

The term “highly compensated” refers to IRC 8414(q). Under this definition of
“highly compensated”, the employee must have prior year compensation that
exceeds $95,000 (for 2006).

Alternatively, if the employee is among the highest paid 35% of all employees per
IRC 8105(h), they may be eligible to be insured.

For experienced COLI buyers, this procedure should not be a radical departure
from current practices.

Charles J. French September, 2006
16



Section 101(j) outlines notification
and consent procedures

Document the Process

Prior to purchasing COLI, the Company must provide written notice to the
employee regarding the intent to insure the employee’s life. The notice must
include the maximum amount of insurance that may be purchased on his/her life,
an acknowledgement that coverage could continue beyond employment, and an
acknowledgement that the policyholder (corporation) will be beneficiary.

In turn, the prospective insured must give written consent that they agree to the
above. If the employee does not consent to the above, they aren't insured.

Most executives don't mind consenting to life insurance coverage as their
incentive compensation is often tied to the financial goals that COLI affects in a
positive way (lower taxes, cost recovery of benefits, higher earnings, etc.). Often,
COLlI is purchased to offset a particular benefit program such as deferred
compensation or supplemental pensions. Prospective insureds that are
participants in the corresponding benefit programs are even more likely to consent
to be insured.
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Section 101(j) outlines disclosure
and recordkeeping requirements

Submit Paperwork

The I.R.S. requires annual reporting and recordkeeping regarding a corporation’s
Section 101(j) program under IRC 860391. After implementing a plan, the
corporate policyholder must file annual information returns regarding: the number
of employees insured under the COLI contracts, total amount of insurance in force
at the end of the year, the name, address and taxpayer ID number of the
policyholder, a description of the type of business in which the company is
engaged, and confirmation that the policyholder has a valid consent for each
insured employee.

Employers will be required to maintain these records as necessary to determine
that Section 101(j) has been satisfied.

Clark Consulting is prepared to help clients with this requirement to ensure
compliance to the Code.
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Can your company build upwards
with a Section 101(j) program?

Weigh the Options

Based on this short presentation, it would seem that COLI is an easy decision. All
companies should implement a program. Well, as much as | would like every
company to be a client, this is simply not the case.

The best Section 101(j) candidates are firms that have good cash flow and are
normative tax payers. Corporations that have unfunded nonqualified benefit
liabilities should also be considered for a program. Certain firms, like banks and
insurance companies, are statutorily required to hold a certain amount of assets
on their balance sheet. These firms may determine that COLI can improve their
earnings while offsetting benefits.

Consider a meeting with Clark Consulting to learn more about a program.
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Section 101(j) can help you achieve
measurable company goals

Build Your Dream Program
Section 101(j) has codified an important tool for employers. What will your COLI
program look like?

Just as a builder would not begin construction without a blueprint, a corporation
should not purchase COLI without a proper plan. Clark Consulting is the premier
architect of such programs — large and small.

Section 101(j) and COLI can help your company prepare for current and long-term
goals using tax-advantaged products that are sanctioned by Congress.
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For more information, visit
www.101j.com

Your Construction Partners

Clark Consulting is a publicly traded (NYSE: CLK) corporation that specializes in
designing and financing leading edge compensation and benefit programs. Clark
Consulting has established COLI financing programs with over 4,000 U.S.
companies. These financing programs represent over $50 billion in assets.

Charles J. French is a nine year veteran of Clark Consulting. He specializes in
the design, financing, security, communication and administration of nonqualified
benefit programs.

You can contact Chuck directly at (312) 697-3490 or via email at
chuck.french@clarkconsulting.com
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