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PREMIUM FINANCE
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Glossary of terms used in
premium financing

These are essential terms and concepts you'll want to understand.
If you need more clarification, contact your financial professional.

PEOPLE/ENTITIES INVOLVED

Borrower: The entity to which the bank loans the
money for paying the insurance premiums. It may be
an individual, a company, or a trust. They are also
the insured and owner of the life insurance policy.

Vendor: A premium finance vendor serving as the
main intermediary between the client, the insurance
company, and the bank. The vendor is responsible
for proper policy and loan design, maintenance of
the contract, and communication with the bank,
insurer, and client. It is very important to be working
with a vendor that aligns with your needs. You must
work with an Allianz approved vendor.

Lender: The facility that is loaning the money to pay
the life insurance premiums. It is typically a bank
that has experience with premium financing, but can
also be private financing. Allianz must approve any
bank as part of their program.

Insurer: The entity providing the large-value life
insurance policy, such as an indexed universal life
(IUL) insurance policy.

Product and feature availability may vary by state and broker/dealer.
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COMMON TERMS

Annual qualification: The borrower must maintain

a financial profile that is acceptable to the lending
bank in order for the bank to renew the loan (see Loan
renewal process).

Annual review: Typically performed as part of the bank
loan renewal process, the annual review compares the
performance of the insurance policy and the bank loan
against the insured/owner’s needs (which may have
changed since the previous review). Adjustments to the
policy or bank loan terms may then be made.

Bridge financing: The insured/owner initially pays the
premiums of a life insurance policy, with the intent that the
money for the premiums will be borrowed from a bank

in the future. There can be several reasons to use bridge
financing; these include an expiring underwriting offer from
the insurance carrier, an expected future cash flow for the
client, or needing more time to set up the bank loan.

Collateral assignment of life insurance policy: In most
cases, the policy serves as the primary means of collateral
to secure the bank loan. At issue, ownership of the policy is
assigned to the bank. The collateral assignment limits the
owner's rights within the policy until the bank is repaid and
the assignment is released.

Exit strategy: A method for repaying the money borrowed
from the third party that was used to pay the life insurance
premiums. Repayment of the bank loan can come from
the life insurance policy itself (via cash value or the death
benefit), other assets, or a combination of those.

Full recourse loans: A debt obligation that is owed
regardless of the borrower’s personal and financial
situation. With full recourse, the lender can take whatever
assets it wants to satisfy the borrower’s debt.

Interest out-of-pocket: A type of premium finance design
where the client is responsible for paying the entire bank
loan interest that is due annually. This amount will increase
as long as new premium is borrowed.

Irrevocable Life Insurance Trust (ILIT): A living trust that is
set up to own a life insurance policy. There may be estate
tax benefits to using an ILIT to own a life insurance policy.
Consult your tax advisor.

Letter of credit (LOC) or credit letter: This letter from a
bank guarantees that a buyer's payment to a seller will be
received on time and for the correct amount. Some banks
permit the use of a LOC as collateral.

Loan designs: Loan designs combine the life insurance
policy projections and the bank loan projections. There
are several assumptions used in loan designs that are
not guaranteed, such as future bank loan interest rates,
future life insurance policy charges and credits, and

the future availability of bank loans. Stress tests, which
should show the loan interest at varying interest rates
and life insurance at varying crediting rates, can help to
demonstrate the impact should these assumptions not
unfold as they are shown in the current proposal. Loan
designs differ from vendor to vendor, but usually contain the
following elements:

* Annual loan rate: The rate of interest for the bank loan
for a given year. These are usually not guaranteed and
may be different than projected.

« Cumulative loan balance: The total amount of the loan
owed to the bank.

« DB/CV net of loan: The death benefit (DB) and cash
value (CV) of the life insurance policy remaining after the
bank loan has been paid off.

* Interest due: The amount of interest that the bank is
assumed to charge. This amount is not guaranteed and
may be different than projected.

* Loan payoff/loan exit: This is an assumption about the
amount of the bank loan and the timing of when it will
be repaid, and is not the same as the loan maturity found
on the loan term sheet/promissory note. Many factors
influence the repayment of the bank loan, including the
policy performance, loan performance, and the client’s
financial situation.

+ Origination fee/arrangement fee: Some bank loans
require a setup fee. This amount is shown on the loan
design and can have several different names. The setup
fee can be paid directly by the insured, or rolled into the
loan balance.

« Out-of-pocket: The amount of interest that the borrower
must pay out of pocket to the lender. This amount is not
usually guaranteed and may be different than projected.

* Peak collateral: The maximum required collateral shown
on a bank loan design. This amount is based on the
assumption in the loan design. Based on actual results,
the peak collateral could be higher or lower than shown.

* Required collateral: The difference between the
amount of the bank loan and the illustrated value of the
life insurance policy. Vendors perform this calculation
according to the bank standards. Permitted collateral may
include liquid assets, illiquid assets, or letters of credit.



Loan renewal process: As most bank loans are
annual, a vital part of maintaining the bank
loan involves gathering the documents required
by the bank in a timely manner, 60-90 days
prior to the policy anniversary. This service is
performed by the premium finance vendor.

Loan term sheets/promissory notes: These (or
other written agreements) set forth the terms
of the loan being financed for payment of life
insurance premiums. The terms of the loan
vary from vendor to vendor and from lender
to lender. Terms should be read carefully. They
may include:

* Bank loan rate benchmark: The basis for the
loan rate, as described in the loan term sheet
or the promissory note. SOFR, PRIME, and
U.S. Treasury rates are all commonly used
benchmarks.

+ Default: This section describes what happens
in the event that the loan interest (or loan
principal) is not paid on schedule and/or the
amount of collateral is insufficient to secure
the bank loan. A breach of this nature may
allow the lender to foreclose on the loan
collateral and result in the surrender of the
life insurance policy.

* Facility/loan capacity/forward commitment
amount: The total amount the lender agrees
to lend over the life of the loan. It is often
equal to the total premiums projected to be
paid to the insurance company, but may be
smaller if the insured is contributing a portion
of the premiums.

* Interest rate spread/interest rate margin:
The portion of the agreement that describes
the interest rate. It is usually expressed
as an amount over a certain benchmark
index — such as SOFR, PRIME, or U.S.

Treasuries. There are often minimum interest
rates. Some lenders offer loans that have
fixed interest rates and do not reference a
benchmark index.

* Prepayment: The lender’s rules governing
how the insured can make an early
repayment of the loan. The lender may
charge a prepayment penalty for the
repayment of a loan prior to maturity.

Low point letter: A document that Allianz
produces at the request of the vendor that

is used in the loan renewal process. This
document indicates the amount that the issuing
insurance company will pay upon the surrender
of the life insurance policy during the specified
time period.

Non-recourse loans: Bank loans that do not
require the borrower to have to guarantee the
loan with any personal collateral. Typically,

the bank loan is repaid at death from the
death benefit. Most non-recourse loans are not
permitted today, as these types of loans led

to stranger- or investor-owned life insurance
(STOLI or IOLI) where there was no financial
interest in the insured’s death.

Stress tests: Projections generated with

assumptions that are less favorable than current

assumptions, for the purpose of showing ways
in which the program could deliver results that
differ from initial projections; and ensuring
that the client is financially capable of coping
with those results. As an example, a projection
may be generated showing higher bank loan
rates, lower policy credited rates, higher policy
expenses, or any combination of these and
other assumptions.

This strategy is not appropriate for everyone, and you should consult with your tax advisor to discuss your specific situation.

FOR MORE
INFORMATION
on premium
financing,
including related
risks, please refer
to Additional
considerations
when using a
premium finance
strategy
(CSI-543).
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Policy loans and withdrawals will reduce the available cash value and death benefit and may cause the policy to lapse, or affect guarantees against lapse. Withdrawals in
excess of premiums paid will be subject to ordinary income tax. Additional premium payments may be required to keep the policy in force. In the event of a lapse, outstanding
policy loans in excess of unrecovered cost basis will be subject to ordinary income tax. If a policy is a modified endowment contract (MEC), policy loans and withdrawals will
be taxable as ordinary income to the extent there are earnings in the policy. If any of these features are exercised prior to age 59% on a MEC, a 10% federal additional tax
may be imposed. Tax laws are subject to change, and you should consult a tax professional.

This content is for general educational purposes only. It is not intended to provide fiduciary, tax, or legal advice and cannot be used to avoid tax penalties; nor is it intended to
market, promote, or recommend any tax plan or arrangement. Allianz Life Insurance Company of North America, its affiliates, and their employees and representatives do not
give legal or tax advice. Customers are encouraged to consult with their own legal, tax, and financial professionals for specific advice or product recommendations.



True to our
promises

SO you can be
true to yours®

Products are issued by:

Allianz Life Insurance Company
of North America

PO Box 59060
Minneapolis, MN 55459-0060

www.allianzlife.com | 800.950.1962

This content does not apply in the state of New York.

Guarantees are backed solely by the financial strength and claims-paying ability

of Allianz Life Insurance Company of North America.
Product and feature availability may vary by state and broker/dealer.

A leading provider of annuities and life
insurance, Allianz Life Insurance Company
of North America (Allianz) bases each
decision on a philosophy of being true:
True to our strength as a key part of

a leading global financial organization.
True to our passion for making wise
investment decisions. True to building

a culture where everyone feels welcomed,
included, and valued. And true to the
people we serve, each and every day.

Through a line of innovative products
and a network of trusted financial
professionals, and with 3.9 million
contracts issued, Allianz helps people
as they seek to achieve their financial
and retirement goals. Founded in 1896,
Allianz is proud to play a vital role in the
success of our global parent, Allianz SE,
one of the world’s largest financial
services companies.

While we are proud of our financial
strength, we are made of much more than
our balance sheet. By being true to our
commitments and keeping our promises,
we believe we make a real difference

for our clients. It's why so many people
rely on Allianz today and count on us for
tomorrow — when they need us most.





