McDermott
Will& Emery

New York MEMORANDUM

Date: December 5, 2011 ce: Eileen Alexanderson
Ada Clapp
Tom Turrin

To: Leon Black From:  Carlyn McCaffrey
Elyse G. Kirschner

Re: Split Dollar Insurance Proposal

This memorandum explains a proposal regarding the split-dollar insurance
arrangements among you, AIF IV Management Inc., an S corporation wholly owned by you
(“AlIF”), and Norman Brownstein, the trustee of your 1999 Life Insurance Trusts (the “Trustee™)
We discussed this proposal with Eileen Alexanderson, Ada Clapp and Tom Turrin at a meeting
last week.

Background

In 1999, the Trustee purchased 350 million of insurance on your life (three
separate policies), and 5100 million of insurance on the joint lives of you and Debra (five
separate policies). The Trustee entered into two split-dollar agreements with you and AlF, one
for the policies on your life, which are held in the 1999 Life Insurance Trust #1, and one for the
policies on your and Debra’s lives, which are held in the 1999 Life Insurance Trust #2. Each
split-dollar agreement obligates AIF to pay the full amount of the Planned Periodic Premium (as
defined in the policy contract) on each policy. Each agreement also obligates you or the Trustee
to make annual payments to AIF of the annual value of the current life insurance protection
offered by the policies.

The Trustee has the right to terminate each split-dollar agreement at any time.

AIF does not have any right to terminate either split-dollar agreement.
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In exchange for AIF’s agreement to pay the Planned Periodic Premiums, the
Trustee agreed that when a policy matured by reason of the death of the insured or insureds he
would pay AIF an amount equal to the sum of all the premiums paid by it on such policy less the
amounts previously paid to it with respect to such policy (the “Net Aggregate Premiums”). The
Trustee also agreed that if he terminated a split-dollar agreement before the death of the insured
or insureds he would either pay AIF an amount equal to the Net Aggregate Premiums for the
policies subject to the terminated agreement or would transfer the policies to AIF To secure his
obligations under the split-dollar agreements. the Trustee assigned the insurance policies to AIF
as collateral.

The total Planned Periodic Premiums with respect to all of the policies held in the
trusts is approximately $1.8 million each year. For each year that the split dollar arrangement 1s
in effect you have been treated as having received compensation equal to the cost of the current
life insurance protection offered by each policy and as having made a gift of this amount to the
1999 Life Insurance Trusts. Tom Turrin has been properly reporting these amounts on your
annual income and gift tax returns.  For 2011, the amount of compensation/gift was
approximately $97.652. However, as the premiums continue to increase over the term of the
policies, the amount of taxable income you will be deemed to have received and the size of your
taxable gifts to the insurance trusts will increase.

Since 1999, when the parties initiated the split-dollar arrangements, AIF has paid
about $20.1 million in premiums. In recent years AIF had been borrowing from the Black
Family Partners in order to make these premium payments. In 1999, at the commencement of
the split-dollar arrangements, it was estimated that by 2010 the cash surrender value of the
policies would be about 522 million. However, because of poor market performance, as of

March 31, 2010, the cash surrender value of the policies together was about $15 million.
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Given the poor performance of the policies over the past decade and the fact that
the $150 million death benefit will not come close to fully covering your anticipated estate taxes,
it makes sense to evaluate whether it i1s appropriate for the insurance trusts to continue to
maintain the existing policies. Eileen is analyzing whether to continue the existing policies. In
the interim, we think it 1s important to restructure the split-dollar arrangements in order to
minimize the ongoing tax consequences to you. To that end, we have proposed the transaction
described below.

Proposed Transaction

Acquisition of Rights Under Split-Dollar Agreements by The Black 2006

Family Trust. The Black 2006 Family Trust (the 2006 Trust™) will purchase AIF’s rights under
the sphit-dollar agreements from AlF for cash. The purchase price will be based on an appraisal
of the value of such rights to be obtained by the trustees of the 2006 Trust and by AIF. Because
the rights of AIF under the split-dollar agreements are limited to the right to receive the Net
Aggregate Premiums on your death or on the death of the survivor of you and Debra (unless the
owners of the policies elect to terminate the split-dollar agreements), the appraised value is likely
to be substantially less than the current cash value of the policies. Eileen will arrange for the
appraisals.

Once this step has been completed, you will no longer have any income or gift tax
liability on account of the annual cost of the current life insurance protection offered by each
policy.

Repayment of Loans to Black Family Partners. AIF will use the funds it

receives from the trustees of the 2006 Trust to repay any outstanding loans to Black Family

Partners. It will then liquidate. AIF’s remaining cash, if any, will be distributed to you.
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Termination of Split-Dollar Agreements. The Trustee of the 1999 Life Insurance

Trusts may then decide to terminate the split-dollar agreements in order to avoid any further
potential liability for the annual cost of the current life insurance protection offered by the
policies. Upon termination, because the Trustee lacks sufficient resources to pay the trustees of
the 2006 Trust an amount equal to the Net Aggregate Premiums, he will transfer his interests in

the policies to the trustees of the 2006 Trust.
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If you have any guestions, please call Carlyn at _ or Elyse at -
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CSMCC/EGK
IRS Circular 230 Notice: To ensure compliance with requirements imposed by the IRS, we
inform you that any U.S. tax advice contained in this communication is not intended or written to
be used, and cannot be used, for the purpose of (1) avoiding penalties under the Internal Revenue

Code or (ii) promoting, marketing or recommending to another party any transaction or matter
addressed herein.
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