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Big Picture

Internal Revenue Code of 1986, as amended (Code), section
1042, allows an owner of a closely-held C corporation to defer,
or potentially eliminate, capital gains taxation on “qualified
securities” he or she sells to an employee stock ownership plan
(ESOP) if the taxpayer reinvests the sale proceeds into “qualified
replacement property” (QRP)

Transaction Post-Sale Options

Pay capital gains tax

Business Owner sells $10mm of
gualifying company stock with
cost basis of $0 to an ESOP. Elect 1042 exchange and
purchase qualifying securities
to defer capital gains
indefinitely.




Typical ESOP Structure

An ESOPIs essentially a Leveraged Buyout (LBO) that may provide several tax benefits to the company and

its owners.
ESOP Transaction
Lender —_— Company
"Qutside Loan”
l“'lnside Loan”
Stock
. . Cash
Ongoing operation
Inside Loan Repayment Contributions
and Share Release and Dividends
Lender e — Company
Loan
Repayment

e Company creates ESOP
e Company borrows funds from Lender (“Outside Loan”) and re-lends the proceeds to the
ESOP ( ”Inside Loan”)
e ESOP uses funds from Inside Loan to purchase shares from existing shareholders
e Company services the new debt by:
- Making tax-deductible contributions and/or dividends/distributions to the ESOP
- ESOP repays Inside Loan to Company
- Company repays Outside Loan to Lender
- As the Inside Loan is repaid, shares held as collateral for the Inside Loan are
released and allocated to the employee accounts




What is Qualified Replacement Property (QRP)

Security issued by a domestic operating corporation that:

 50% of its assets must be used in active conduct of a trade or
business

« No more than 25% of its gross receipts can come from passive
sources

Step-up in Basis:

- If the qualified replacement property is held until death of the
selling shareholder, the property transfers to heirs with a stepped-
up cost basis, eliminating the capital gain tax.




What qualifications must be met?

Percentage of ESOP ownership

Stock origin

Holding Period

Reporting type

Stock type

Reinvestment window

Reinvestment requirements

 Tax filings




What Securities Qualify?

Eligible QRP

o Stocks

*Bonds

«Convertible Bonds

e Corporate Fixed Rate Bonds
« Corporate Floating Rate
Notes ("FRNs")

Non-Eligible QRP

e Bank CDs

e U.S. Government Bonds
e Municipal Bonds

e Foreign Securities

e Exchange Traded Funds
(ETFs)

e Mutual Funds

e REITs

e Master Limited

Partnerships (MLPs)




Common diversification strategies

Passive Strategy
- Buy and hold stocks and/or corporate bonds

Active/Flexible Strategy

- Buy and hold Floating Rate Notes (FRNS)

- Monetize (borrow) against the value of the FRNs
(does not trigger tax) to make other investments
or create liquidity

Blended Strategy
« Combination of Passive and Active/Flexible
strategy




Passive QRP portfolio

Structure

» Portfolio of qualifying stocks and/or bonds purchased over the
reinvestment period.

Advantages

e Low cost

 Diversified across economic sectors

e Can serve as one's core equity portfolio

» Provides low basis, high tax cost securities to fund philanthropic
causes

Disadvantages
e Cannot diversify outside of qualifying U.S. equities/bonds

* Involuntary taxable events can occur due to M&A, tax inversions,
calls, redemptions or maturity of securities

 Portfolio tracking error vs. S&P 500 increases over time

* Less liquidity due to a lower loan-to-value compared to portfolio
of FRNs




Active/ Flexible QRP portfolio

Structure

» Portfolio of ESOP Floating Rate Notes (FRNs) purchased over the
reinvestment period.

Advantages

o Maximum flexibility

o |ldeally suited for seller financed ESOP
 Maximum amount of liquidity to the seller

Disadvantages

* Increased complexity due to the use of leverage
 Limited availability of Floating Rate Notes (FRNS)
» Cost of carry due to margin facility




Sample Floating Rate Note (FRN) terms

FRNs are designed to provide lower price volatility and a higher loan to value

Historical FRN issuers Example FRN and key attributes
Active Issuers Issuer: Cclgate Falmolive Company Blue-Chip company
Bank of America A3/A-
Citigroup BEE+ Rating: Aaz/an H|gI|1_ degree of safety / credit
Florida Power & Light AlIA- quality
Goldman Sachs BEE+ Coupon: 3-menth LIBOR minus 30% Low interest rate sensitivity
J.P. Morgan Chase A3/A
Procter & Gamble Aaznhn- Reset: Calculated quarterly and Frequent payments
S Bancorp Aa3iAn- paid quarterly
United Farcel Service Aa3ia+
(Maturity: ) A0 years Long maturity
Inactive Issuers Unlikely to mature while living
Al BEer Call Opti M llable for 30 Eliminates risk of early call
ion: on-callable for 30 years iminates risk of early ca
Bank of New York AaziA+ and involuntary taxable event
Colgate Ab-
DuPent Nemours AZ/A <Eut OptioD Years 1-5 @& 98.00 Critical for price stability
Emerson Electric AZA _T_'Ears ?‘-tw ggfmm
GE Capital AA- Sreamer
Merck Al/AA
MMM ABZIAA- ‘One 1 Year lssue
PMC Bank A2

Thisis provided fer informational purposes only and is net an offer to sell any security. Floating
Wells Fargo NA AaAA- Rate Notes (FRNs) are sold by prospectus enlywhich includes infermation on the suitability of,

&nd the risks associsted with, &n investment in FRMz and other matters of interest. The issusr
rating set forth above is as of 7/7/2017 and subject to change. Any offerings of FRNs, if made,
ma _\frary idn size, 1=rms (including yisld level), or availability subject to market conditionswhen
and if made.




Example of FRN Flexible Strategy

Section 1042 Election—Active Reinvestment Strategy

Illustration
(B)
$27.000,000 Diversified Portfolio &
Seller Note
(A) Porti : (Unencumbered liquidity)
$30,000,000 on o
Sales Proceeds
C3) QRP
cn $30,000,000
43,000,000
Section 1042 Account _ Bond Market?
Portion of Sales Proceeds $30,000,000
(C2) Floating Rate i
£27,000,000 Notes (QRF) H
Monetization Loan? H
U.5. Company
UBS section 1042 Solution

A, Seller receives total proceeds from ESOP sale of $30,000,000 in cash and seller note

B. Seller has cash proceeds, less § 1042 deposit, of $27,000,000 of unencumbered liquidity
C1. Seller deposits 10% of total proceeds (33,000,000) into a brokerage account with margin
C2. Lender provides a monetization loan for $27,000,000'

C3. Seller uses the $3,000,000 of sale proceeds combined with the $27,000,000 of proceeds from the monetization
loanOto purchase $30,000,000 of Floating Rate Motes (FRM)as QRPZ

T Subject 10 credit approval if UBS or Afiliates are the Lenger,

2 Depanding on structure, UBS and Affillates may or may not be the undenwnter o the Lender—Pursuant 1o SEC Rule 11(d) LIBS cannot be both lender and issuer on a new FRN issuance.

Flease note: This illustration is hypothetical and the results shown are for and are not sctual results. No representation is made that the shareholder will achieve results similar
talthase shown. These results may not reflect certain etonsmic and market factars which may impact the results schieved by the strategy.




Historical FRN seasonality

FRN seasonality since 2000
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Theinformation contained herein has been cbitained from sources believed o be refiable, but we cannot guarantee its accuracy or completeness. Neither the informaticon nor any
opinions expressed constitutes 3 solicitation for the purchase or sale of any security. Source: Bloomberg Finandal. Allinformation as of 82817




Borrowing against FRNs

Impact of interest rates and the importance of your loan spread

Net cash flow for
hypothetical Floating
Rate Note portfolio
and loan

Rollover Amount:
$1,000,000

Loan Amount:
$(900,000)

1 Month LIBOR

0%

2%

4%

6%

8%

10%

Loan Spread

0.75%| (6,750) | (7,750) | (5,750) | (3,750) | (1,750) 250
1.00%| (9,000) | (10,000) | (8,000) | (6,000) | (4,000) | (2,000)
1.25%| (11,250) | (12,250) | (10,250) | (8,250) | (6,250) | (4,250)
1.50% | (13,500) | (14,500) | (12,500) | (10,500) | (8,500) | (6,500)
1.75%| (15,750) | (16,750) | (14,750) | (12,750) | (10,750) | (8,750)
2.00% | (18,000) | (19,000) | (17,000) | (15,000) | (13,000) | (11,000)

* assumes Hoating Rate Notes pay 1 Month LIBOR - 30bpswith 0% floor




Disposition of QRP

A disposition of QRP triggers capital gains tax

- A*“disposition” includes a sale but does not include

Certain tax-free transactions that QRP issuer company enters
into with another company

A gift of the QRP
Transfer upon the death of the QRP holder
Transfer of the QRP in connection with divorce

Transfers to a grantor trusts including charitable remainder
unitrusts (CRUT)

Borrowing against QRP—which allows for the Active
Reinvestment Strategy




Tax filing requirements

A taxpayer must file three documents with the IRS in order to

obtain section 1042 capital gains deferral upon sale of the of the
stock to an ESOP.

- Statement of Consent (filed by taxpayer and by company)
- Statement of Election (filed by taxpayer )
- Statement of Purchase (filed by taxpayer )




Case Study 1:

Background:

Bobis 55 years old and is the sole owner of a manufacturingcompany and heis selling 40% of his shares to an
ESOPandis eligible to elect the 1042 exchange.

Value of Shares sold: $5mm

Cash Received At Close: $5mm

Bob's Cost Basis in Company: %0

Income Needs: 30

Liquidity Needs: None

Risk Tolerance: Comfortable with Higher Risk Investments

Long Term Goals: Use 5mm over time to give to various charities, supplement

retirementincome, and leave to remainder to family
Result:

Client considered a variety of strategies, but in the end decided a passive portfolio of QRP equities combined with
donor advised fund for charitable giving, best aligned with his long term goals.

The information cont sined hersin has been obtained from sources believed to be refisble, but we cannot guarantee its soourscy or completeness. Neither the information nor any opinions expressed constitutes a solictation for the
purchase or ssle of any security. FLEASE CONSULT WITH YOUR TAX ADVISOR REGARDING THIZ AS USS FINANCIAL SERVICES, INC. DOES NOT FROVIDE TAX Of LEGAL ADVICE. THIS I3 FOR INFOAMATION FURFOSES ONLY AND
SHOULD NOT BE CONSTRUED AS TAM OF LEGAL ADVICE . Sowrce: *3ection 1042 of the intemnzl fevenue Code. The case study presented, based on sctusl disnt sxperiences s told by owr Finandizl Advisors, is provided 25 an
illustration and may not be rep =tive of the ience of other cients. There is no guarantee of the future suocess of any of the strategies discussed. Itis important that you understand the ways in which we conduct business
aldﬂieq:picd:lelawsaidregdatm:sﬂlatgmﬂnm A5 3 firm providing weslth servicesto clients in the U5, we sre registersd with the U5, Sscurities and Exchangs Commission (3EC) 25 an investment soviser and
= prower-gesler, oﬁmbﬂthrnestmtadﬂx]aldh‘okﬂagem mﬂﬂemsﬂmamﬂmm the investment sdvisory programs and brokersge sooounts we offer are separate and distinct, differin
miaternizl ways and are govemned by different lzws and separste contracts. It is important that you carefully read the agreements and disdosures that we provide to you sbout the products or services we offer. while we strive to
ensure the naturs of our senvices is desrin the materizls we publish, 7 =t 2ny time you seek danfication on the nature of your scoounts or the senices you receive, plezse speak with your Financizl Advisar.

For more information, please wisit our website at ubs. comAworkingwithus




Case Study 2:

Background:

Jim is 65 years old and was the sole owner of an engineering company and he sold 100% of his shares to an
ESOP and was eligible to elect the 1042 exchange.

Value of Shares sold: $50mm

Cash Received At Close: $20mm

Seller Note Terms: $30mm, paying 6% interest, principal paid at end of 7 years
Jim's Cost Basis in Company: $200,000

Income Needs: $750,000 per year

Liquidity Needs: $3mmfor second home

Risk Tolerance: Comfortable with Moderate level of risk

Long Term Goals: Live off income from the QRP, provide some flexibility for

additional homes, real estate investments, and leaveto
remainder to family

Result:

After several meetings and collaboration with the dients trusted advisors, Jim decided the best strategy for his
family was to invest 25% in QRP equities and 75% in Floating Rate Notes, to provide him with the flexibility
he wanted to achieve his goals.

The information contsined herein has been obtained from sources believed to be refiable, but we cannot guarantes its accuracy or completeness. Neither the information nor any opinions expressed constitutes s soficitation for the purchase or
sale of any security. FLEASE CONSULT WITH YOUR TAX ADVISOR REGARDING THIS AS UES FINANCIAL SERVICES, INC. DOES NOT FROVIDE TAX OR LEGAL ADWICE. THIS IS FOR INFORMATION FURFOSES ONLY AND SHOULD NOT EE
CONSTRUED AS TAX OF LEGAL ADVICE.. Source: *Saction 1042 of the intemazl Rsvenus Code. The case study pressnted, bassd on sctusl dient sxoeriences 2= told by our Finsncisl Advisors, is provided == =n illustration and may not e

o =tive of the sxpenence of other dients. Thers is no guarantes of the futwrs swocess of any of the strategissdiscuzsed. 1t is important that you wnderstand the ways inwhich we conduct business and the soplicable lzws znd regulations
that gowemn us. As = firm providing weslth manzsgement senvices to diients in the U.5., we are registered with the U.5. securities and Exchange Commission (SEC) 25 an investment scviser and 3 broker-desler, offening both investment sdvisony
and broksrsge senicss. Though thers are similaritiss smong thess senvices, the investment sdvisory programs and brokersge socounts we offer are sspsrets and distingt, oiffer in matenizl ways and are governed oy different lzws snd ssoarsis
conitracts. it isimportant that you carefully read the sgreements and dischozures that we provide to you sbout the product s or senvices we offer. While we strive to ensure the nature of our servicesis dearin the materisls we publish, if at any
time you seek darificstion on the nature of your scoounts or the senices you receive, please spesk with your Finandizl Advisor. For more information, please visit our website 3t ubs comdworkingwithus




Questions ?

Curt Rubinas CEPA® Ql% UBS

Private Wealth Management

Curt joined the team in 2014, and brings 17 years of
experience advising investors on all aspects of wealth
management. Before joining UBS in 2006, Curt worked in
San Francisco and New York as Vice President of Sales for
Structured Investments at Merrill Lynch. He began his
career with Merrill Lynch in New York in the structured
investments group where he gained a deep understanding of complex
derivative transactions.

Curt’s deep knowledge base across all asset classes and investment vehicles
provides the team with the perspective to leverage the global capabilities of
UBS to find the appropriate investment solutions for clients. His primary area
of focus has been portfolio construction and implementation, with a specialty
in non-traditional investments. In that capacity he worked on many of the
firms most complicated investment mandates, and frequently published
articles internally on portfolio construction and investment strategies.

Curt holds Series 7 and 66 securities licenses as well as the CEPA (Certified
Exit Planning Advisor) designation. Curt has a B.A. in economics from
Vanderbilt University.

His personal interests include golf, tennis, college football, and spending UBS Financial Services
time with his family. Inc. 3280 Peachtree Road
NE 21st floor
Atlanta, GA 30305
404-479-5963
877-794-1042
curt.rubinas@ubs.com
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Important Disclosures

This material is intended forinformation and marketing purposes only: 115 not 10 be regarded 35 INVESTMENT rEseancn, 3 53123 prospecius, an offer or solicnation of an offer 1o ENTErinto any INvestmentor
other activity. The general explanations induded in this presentation cannct address your persenalinvestmentobjectives, your finandial situation aswell as your finandial needs.

Availabkility of described serviess and produets: Please notethat UBS retains the right to change the rangeof senvices, the products and the prices 2t any time without prior netice and that allinformation
and opinions indicated are subject to change. Certain services and products aresubject to legal restrictions in some countnies and cannct therefore be offered worddwide on an unrestricted

basis. Asset dlasses, asset allocation and investment instruments areindicative only.

Aceuracy and completenessef infarmation: Although allinformation and opinions expressed in this document were obtained from sources believed 1o be relizble and in good faith, no representation or
warranty, express orimplied, is made as to their accuracyor completeness. Allinformation and opinions aswvell as any pricesindicated are subject to change without notice and the asset dasses, the asset
gliocation and the investment instruments areonly indicative. Information displayed in this document may be referring to your personal situation as known to your UBS client advisor at the present time. Please
note that UBS is under no cbligation to revise this document or inform you othenwise should your personal situation change or should other employees of UBS be or come to bein possession of otheror
additicnal information.

Separate agreements and further documertation: Some products and senvices mentioned in this document may reguire agreements to be signed. Please note that only the terms and condiions of such
spedific agreements apply 1o these products and services. We kindly ask you to carefully read such agreements and revert to your UBS dient advisor in case of undarities. Please also consult further
documentation on spedfic products and services mentioned in this document.

Legal and tax adviee: \We recommend that you obtain apprepriateindependent finandal, tax or legal advice on the implications of investing in or making use of any of the preducts and making use of

the services mentioned herein, induding tax matiers. Taxtreatmentdepends on the individual drcumstances and may be subject to change in the future. UBS does not provide legal or tax adwvice and this
document does not ccnstrtutesuch advice. UBS further makes no representations as to the tax treaimentof assets or the investment retums therecn both in general or with reference to your spedific
dreumstances and needs. Yeou should ebtain independent tax advice on the suitability of products, assets orinstruments before investing and as you may consider appropriate.

UEBS's role: At any time UBS and cther companiesin the UBS group jor employees therecf) may havea long or short position, or deal as principal or agent, in relevant securities or provide advisory or

other services to the issuer of relevant secunties or to a company connected with an issuer.

Use of this infermation: Scurceof allinformation is UBS unless otherwise stated. UBS specifically prohibits the redistribution of this materalinwhele orin partwithout the written permission of UBS and

UBS accepts no liability whatsoeverfor the actions of third partiesin this respect.

Investment risks: Flease be reminded that allinvestments carry, depending on their nature, 8 degresof risk. Some investments may be subject to sudden and large fallsin value 2nd on realization you may
receive backless than you invested. Some investmenis may not be readily disposable since the market in such securitiesis iliguid and therefore identifying and quantifying the risk to which you are exposed may
be difficult. Yiou should consult your UBS Cient advisor on the nature of any specficinvesiment you areinteresied in and carefully consider whether suchinvestmentis appropriate for you before
making any decision on an investment or transaction. For furtherinformaton on the risks of spedfic types of investments and transadions we referto the brochure "Spedal Risksin Securities Trading” and
the document "Additional Risk Information” previously sent to you. Please ask your UBS dient advisor for further copies of these documents if you deem necessary. The information contained in this presentation
on specific investment opportunities or oninvestment strategies and asset classesin generzlisin abbreviated form. it 5 not intended to provide the sole basis of an evaluation of an investment and should not be
considered & recommendation by UBS that aninvestment is suita ble for you. UBS shall have no responsibility for the performance of investment instruments or an asset class selected by you and shall ssume

nc liability for the selection and dedsion you may take.

Risks of investing in funds: Investments in Funds bear speciic risk that can be substantial. The market exposureinherentin unis of a8 Fund s closely related to the underlying instruments the Fund is invested
in. Investments in funds may be subject to sudden and large falls in value 2nd on realizaticn or {in case of default of the fund) on the winding-up of the Fund the investor may receive backless thaninvested, lose
the total ameuntinvested or may be required to pay more. Some investments may not be readily realizable since the marketin the securities s iliquid or because of minimum holding pericds and therefore
valuing the investment and identifying the risk to which the investor is exposed may be difficult to quantify. it may thus be difficult for aninvestor either to sell, transfer or realize the investment or to obtain
refiable information about its value or the extent of the risks to which it 5 exposed. Should substantial redemptions be made at the same point of time, this could negatively impact the investor's redemption
rights {iliquidityexit risk). The above s not an exhaustive list of risks of investing in a fund. Yiou should take any investment decsion only upen the bass of a fund's current and complete legal documentation.
We further advise you to cbtain independent legal advice when considering aninvestment

Impartantinformation about advisory and brokerage serviees

It is impeortant that you understand the ways inwhich UBS Finandial Services Inc. {UBS) conducts business and the applicable laws and regulations that govern the firm. As a firm providing wealth management
senvices to dients, UBS is registered with the U.5. Secunties and Exchange Commission (SEC) s an investment adviser and a broker-dealer, offering both investment advisory and brokerage senvices, Though
there are similarities among these senices, the investment advisory programs and brokerage accounts UBS offers areseparate and distinct, differ in material ways and are governed by different laws and
separatecontracts.

It 5 important thatyou carefully read the agreements and disclosures UBS provides to you about the products or services offered. While UBS strives to ensure that these matenals dearly descnbe the nature of
the services provided, please do not hesitate to contactyour Fingndal Advisor team, [insertteam name), if you would like darification on the nature of your 2cCounts or services you receive from us,




Appendix: Disclaimer

Information contained herein is of a general nature and plan sponsors should seek professional guidance from their tax and legal
advisors before implementing an ESOP. Neither UBS Financial Services Inc. nor its employees provide tax or legal advice.

ESOP laws are complex; specific recommendations on courses of action are dependent on a thorough review of the facts and
circumstances relative to a particular company and its shareholders. In particular, any use of ESOP assets is subject to ERISA’s
fiduciary standards and must be carefully reviewed in light of those rules.

In addition, shareholders who sell into an ESOP should understand the applicable rules of the Internal Revenue Code, including
requirements for Qualified Replacement Property ("QRP"), and should also understand the potential risks associated with obtaining QRP
including whether sufficient QRP will be available in the future, availability of QRP with features such as put options and whether
diversification can be obtained from the available QRP. The foregoing is a general description of potential risks. Shareholders who sell
into an ESOP must consult their tax and legal advisors regarding their personal circumstances.

IRS Circular 230 Disclosure:

To ensure compliance with requirements imposed by the IRS, any U.S. federal tax information in this article is not intended, or written to
be used, for the purpose of (1) avoiding penalties under the Internal Revenue Code, or (2) promoting, marketing or recommending to
another party any transaction or matter contained in this presentation.

It is important that you understand the ways in which we conduct business and the applicable laws and regulations that govern us. As a
firm providing wealth management services to clients in the U.S., we are registered with the U.S. Securities and Exchange Commission
(SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage services. Though there are
similarities among these services, the investment advisory programs and brokerage accounts we offer are separate and distinct, differ in
material ways and are governed by different laws and separate contracts.

Neither UBS Financial Services Inc. nor its employees pay a fee in exchange for these ratings. Past performance is no guarantee of
future results. For more information on a particular rating, please visit ubs.com/us/en/designation-disclosures.

Certified Financial Planner Board of Standards, Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNERTM and
federally registered CFP (with flame design) in the US, which it awards to individuals who successfully complete CFP Board's initial and
ongoing certification requirements. For designation disclosures, visit ubs.com/us/en/designation-disclosures.

It is important that you understand the ways in which we conduct business and the applicable laws and regulations that govern us. As a
firm providing wealth management services to clients, UBS Financial Services Inc. offers both investment advisory services and
brokerage services. Investment advisory services and brokerage services are separate and distinct, differ in material ways and are
governed by different laws and separate arrangements. It is important that clients understand the ways in which we conduct

business and that they carefully read the agreements and disclosures that we provide to them about the products or services we offer. Your

For more information, visit our website at ubs.com/workingwithus.. logo here
Click

Neither UBS Financial Services Inc. nor any of its employees provide tax or legal advice. You should consult with your personal tax or “View”. then

legal advisor regarding your personal circumstances. . ¢

Slide
Private Wealth Management is a division within UBS Financial Services Inc., which is a subsidiary of UBS AG. Master”,
. o . o then edit the

For more information, visit our website at www.ubs.com/workingwithus slide at the

very top.

© UBS 2019. All rights reserved. The key symbol and UBS are among the registered and unregistered trademarks of UBS. UBS Financial
Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
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