WEALTH ARCHITECTURE e Executive Financial Solutions

The Premium Deposit Account (PDA)
Strategy

Deploying single lump-sum liquid assets into maximum cash-value mutual life insurance
without triggering Modified Endowment Contract (MEC) status.

High Net Worth & Capital Accumulation Clients Mutual Insurance Participating Policy + PDA Rider



Strategic Problem

The Single Premium Paradox
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Direct Lump-Sum Dump-In Manual Multi-Year Funding The PDA Solution
Depositing a large lump sum directly into a Dripping funds annually from a traditional bank Place the lump sum into a guaranteed holding
permanent life policy in Year 1 violates the IRS 7- account requires manual management and leaves account that automatically funds annual

Pay Test. cash in low-yield/taxable environments. premiums without triggering MEC rules.

Result: Triggers MEC Status Result: Cash Drag & Admin Friction Result: Optimized Tax Efficiency

Loss of tax-free loans & distributions gains taxed Tax drag on interest plus risk of missed payments. Earns fixed interest while systematically building
LIFO. cash value.




Mechanics

How Premium Deposit Account Operates

STEP 01 STEP 02 STEP 03
STEP 04
Lump-Sum Allocation Guaranteed Interest Auto Premium Transfer . .
Policy Cash Accumulation
Client deposits lump sum (e.g., $500k). PDA balance earns guaranteed fixed On policy anniversary, principal + earned . .
. L . . . . . . Premium enters mutual company policy,
Year 1 premium paid immediately; interest rate locked in at issue, interest automatically pays planned . . .
] ) ) ) ) ) ) generating dividends and non-direct
remainder enters interest-bearing PDA. offsetting future annual premium costs. annual insurance premium.

recognition growth.

& High-Yield Discount Effect: Because interest earned in the PDA helps fund future premiumes, the client effectively pays a discounted total out-of-pocket cost for their life insurance
policy.



Carrier Advantage

Why Pair PDA with a Mutual Insurance Company?

Policyholder Dividend Rights

Mutual companies are owned by policyholders, not
stockholders. Profits are returned as annual non-

guaranteed dividends that compound cash value.

Benefit: Dual Earnings Engine
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Consistently Strong Ratings

Top-tier mutual insurers maintain COMDEX scores
above 95+, providing ironclad balance sheet security for

large lump-sum deposits.

Benefit: Capital Preservation

7~
L=

Non-Direct Recognition

Many mutuals continue crediting full dividend rates on
total cash value even when policy loans are taken

against the contract.

Benefit: Uninterrupted Growth



Flexibility & Liquidity

Excess Premium & Withdrawal Privileges

Liquidity Safeguards Within the PDA

A common misconception is that committing funds to a PDA locks up capital entirely. Mutual company

PDA provisions provide flexible withdrawal rules for excess funds.

.a. Partial Withdrawal Allowance: Most carriers allow 10% annual partial withdrawals from the unapplied
PDA balance without penalty.

'ﬂ' Full Termination Option: Policyholders can surrender the PDA at any time, receiving remaining principal
back (subject to contract interest adjustment terms).

a Death Benefit Protection: If the insured dies during funding, full remaining unapplied PDA balance passes
tax-free to beneficiaries alongside death benefit.

ACCESSING EXCESS GROWTH

Dual Access Points for Liquidity

1. Unapplied PDA Funds

Withdraw unapplied excess premium directly from the holding account if
unexpected capital needs arise.

2. Accumulated Policy Cash Value

Access funded policy cash values via tax-free policy loans or withdrawals up to
cost basis.




Strategic Comparison

How PDA Compares to Alternatives

Feature / Metric

Lump-Sum Efficiency

Holding Yield Rate

Protection Guarantees

Tax Advantage

Administrative Hassle

Taxable Cash / HYSA

High immediate liquidity

Taxable ordinary interest

FDIC limits apply ($250k)

Fully taxable annually

Manual annual transfers

Standard Annual IUL

Risk of MEC if deposited at once

Unfunded balance earns 0%

Subject to cap/floor variance

Tax-free growth & distributions

Requires annual budgeting

Mutual Policy + PDA

Optimal (Smooth Multi-Year Deploy)

Guaranteed Fixed Rate (Locked)

Backed by Mutual Surplus & DB

Tax-free Death Benefit + Policy Growth

100% Automated Execution




IMPLEMENTATION ROADMAP

Deploying Your Single Premium Strategy

Transforming excess idle capital into a high-performing, tax-advantaged asset while maintaining liquidity

and financial control.

01 02 03

Custom Design Lock-In PDA Rate Automate & Compound
Structure maximum cash value participating policy with Fund initial deposit to lock in guaranteed PDA interest rate Relax as premiums flow automatically and mutual dividends
optimal 7-pay premium target. for future payment stream. begin compounding tax-free.

Ready to model your personalized Premium Deposit Account illustration? Schedule Consultation
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