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Primer on Private Foundation Rules
(1)Operational Rules; and
(2) Investment Related Rules

Operational Rules for Private Foundations
Self-Dealing Transactions (Internal Revenue Code §4941) (IRC)
 Two definitions to understand: Disqualified Persons and Self-Dealing
“Disqualified Person” is defined in §4946 and includes substantial
contributors and officers, directors, or trustees of a private foundation,
family members of Disqualified Persons, etc.
You can assume the grantor of a split-interest trust is a Disqualified
Person. [Treasury Regulations §1.507-6(a)(1)] (Treas. Reg)
“Self-Dealing” transactions include any sales between the disqualified
person and the charitable entity, any leasing transaction for payment,
lending money for interest, etc.
This gets very broad and, if the rules aren’t understood, clients may
unknowingly engage in self-dealing transactions.
Taxable Expenditures (IRC§4945)
 These are expenses related to lobbying or influencing legislation, grants to
individuals that do not meet certain requirements, and amounts expended
for non-charitable purposes.
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Investment Related Rules for Private Foundations
Excess Business Holdings (IRC§4943)

 Specific, definitional prohibitions of certain amounts of
investments
 The foundation and disqualified persons cannot, together, own
more than 20% of the voting stock of a business. (This is
increased to 35% if the foundation nor disqualified persons
have control of the business.)
 This does not apply to functionally related businesses.
 There is a 5 year grace period for business interests received
by gift or bequest. This can be extended to 10 years in certain
circumstances.
 New exception in IRC §4943(g) – Newman’s Own exception
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Investment Related Rules for Private Foundations (Cont.)
Jeopardizing Investments (IRC §4944)
No investment specifically prohibited – each investment judged in
the context of the overall portfolio
IRS is looking to see if managers have failed to exercise “ordinary
business care and prudence”
Specific transactions receive close scrutiny [Treas. Reg. §
53.4944-1(a)(2)]
 trading on margin;
 trading in options and commodities,
 short selling;
 natural resource investments, etc.
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Split-Interest Charitable Trust
Considerations (CRT/CLT)
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Investment Restrictions and Private Foundation Rules
General Investment Restrictions A trust does not qualify as a Charitable Remainder Trust (CRT) if the
trust instrument prevents the trustee “from investing the trust assets
in a manner which could result in the annual realization of a
reasonable amount of income or gain from the sale or disposition of
trust asset”. [Treas. Reg. §1.664-1(a)(3)]
 Some private rulings disqualify CRTs which restrict investments to
specific asset classes
 A grantor’s spouse had a life estate in antiques collection,
preventing the trust from using the assets to produce income.
[Revenue Ruling 73-610, 1973-2 C.B. 213]
 A provision requiring the trust to invest only in municipal securities
disqualified the trust as a CRT. [Private Letter Ruling (PLR)
7802037]
Application of Private Foundation Rules to Split Interest Trusts: IRC §
4947(a)(2) was passed as a “loophole” closer. Otherwise, split-interest
trusts might be used to avoid Private Foundation rules.
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Exception to Private Foundation Rules for Certain
Split-Interest Trusts
 Internal Revenue Code Sections § 4943 and §4944 do not apply to:
 Charitable lead trusts (CRT) (all income interests paid for charitable
purposes; none of the remainder) where the value of the charitable
income interest is not more than 60% of the total trust value [IRC
§4947(b)(3)(A)]; or
 Charitable remainder trusts where a charitable deduction is allowable
for the remainder interest but none of the income interest [IRC
§4947(b)(3)(B)]
 Many CRTs will therefore not be subject to the excess business
holdings and jeopardizing investment rules.
 Many Charitable Lead Annuity Trusts (CLATs) are also exempt – But
be careful for CLATs with a large charitable component (over 60%)
such as “zeroed-out CLATs.”
 Be careful, no 5/10 year Excess Business Holdings (EBH)
exemption for gratuitously transferred interests. [Treas. Reg.
§20.2055-2(e)(2)(vi)(e)]
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Exception to Private Foundation Rules for Certain
Split-Interest Trusts
Don’t Take the Tax Deduction?
 Private Letter Ruling 201713003 held that a Charitable
Remainder Unitrust was not subject to Private Foundation rules
because no deduction was taken for income, gift or estate
purposes and, therefore, IRC §4947(a)(2) did not apply.

 Keep your records!- The burden is on the taxpayer to prove that
no deduction was ever taken. Otherwise, it is presumed that
IRC§4947(a)(2) applies. [Treas. Reg. §53.4947-1(a)]

10

5

5

Fiduciary Concerns

Prudent Investor Rule
 California’s Uniform Prudent Investor Act (CUPIA); also known as the
Prudent Investor Rules, applies to investment decisions of Trustees

 CUPIA§ 16047 – Prudent Investor Requirement
 A trustee “shall invest and manage trust assets as a prudent
investor would…” and must “exercise reasonable care, skill, and
caution.”
 Investment decisions are considered not in isolation, but in the
context of the trust portfolio as a whole. And the Trustee should
consider the purpose of the trust, terms, distribution
requirements, beneficiary needs and other circumstances.
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Prudent Investor Rule
 In making decisions regarding managing trust assets, it is appropriate
to consider (among other things):
 general economic conditions; possible inflation or deflation;
 tax consequences;
 total return, considering both income and appreciation;
 need for liquidity by the beneficiaries compared to preservation or
appreciation of capital; and
 an “asset’s special relationship or special value, if any, to the
purposes of the trust or to one or more of the beneficiaries.”
 A trustee may invest in “any kind of property or type of investment”
consistent with the standards described in the CUPIA.
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Prudent Investor Rule - Diversification
 CUPIA§ 16048 – Duty to Diversify - The trustee has a duty to
diversify the investments unless, under the circumstances, it is
prudent not to do so.
 Restatement (Third) of Trusts §90 cmt.e(1)(2007): “Because market
pricing cannot be expected to recognize and reward a particular
investor’s failure to diversify, a trustee’s acceptance of this type of
risk cannot, without more, be justified on grounds of enhancing
expected return.”
 CUPIA§ 16051 – Hindsight - Compliance with the prudent investor
rule is determined in light of the facts and circumstances existing at
the time of a trustee’s decision or action and not by hindsight.
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Prudent Investor Rule - Diversification
 In re HSBC Bank USA, NA, 947 N.Y.S.2d 292 (App. Div. 2012) –
 Failure to diversify securities received by gift in trust violated
fiduciary duty when the trustee removed the stock from its
internal “hold list”;
 But the trustee did not violate the prudent investor rule by
maintaining an “overweight” allocation to some stocks.
 In re Estate of Rowe, 712 N.Y.S.2d 225 (App. Div. 2000) –
 Failure to diversify IBM shares held by a charitable lead trust was
a breach of fiduciary duty when the trustee retained shares, in
contravention of internal policy, and never created a plan of
diversification (decided under earlier law based on the “prudent
person” standard)
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Prudent Investor Rule - Diversification
 Wood v. U.S. Bank, 828 N.E.2d 1072 (2005)
 Boiler plate language giving the trustee the right to retain assets
received from grantor without liability for depreciation does not
“clearly indicate the intention to abrogate the duty to diversify.”
 The importance of process (but a double-edged sword)
 Following internal guidelines
 Regular consideration of the trust portfolio
 Documenting decisions and the reasons for them

 In re Trust of Jones, 2018 Minn. App. Unpublished LEXIS 682 (2018) Trust beneficiary believed that a total economic collapse was
impending. Nonetheless, trustee was not found to have violated
the Prudent Investor Rule.
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Diversification Purposes

Catastrophe

Income

Volatility

Cash

Int-Term Bonds

Short/Int-Term Bonds

Short-Term Bonds

High-Yield Bonds

Int’l Bonds (DM)

Commodities

Int’l Bonds (DM/EM)

Hedge Funds

Hedge Funds

Large/Mid Cap Equity

Managed Futures

Managed Futures

Int’l Equity (DM)
Real Estate/REITs

Liquidity

Inflation

Growth

Cash

Short/Int-Term Bonds

High-Yield Bonds

Int-Term Bonds

Int’l Bonds (DM)

EM Debt

Int’l Bonds (DM)

Domestic Equity

Domestic Equity

Large Cap Equity

Int’l Equity (DM/EM)

Int’l Equity (DM/EM)

Int’l Equity (DM)

REITs

Real Estate/REITs

Commodities

Private Equity

Some alternative investments and complementary strategies may be available to pre-qualified investors only.
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Diversification Benefits Over Time
Hypothetical benefits of diversification and rebalancing
January 2000 – December 2018
$400,000.00

S&P 500 Total Return
$350,000.00

$300,000.00

60% S&P 500, 40% Barclays Agg (Rebalanced Quarterly)

211.4%

Hypothetical 4AG Moderate Growth and Income Portfolio
Without Private Capital (Rebalanced Quarterly)

164.5%

$250,000.00

146.6%
$200,000.00

$150,000.00

$100,000.00

$50,000.00
Source: Wells Fargo Investment Institute; Morningstar Direct, as of December 31, 2018. Index return information is provided for illustrative purposes only. Performance results for the MGI 4 Asset Group w/o Private Capital and the 60/40 Portfolios are hypothetical. Index returns do not represent investment performance or the results of actual trading experience. Index returns reflect general market results, assume the reinvestment of dividends and other distributions and do not reflect
deduction for fees, expenses or taxes applicable to an actual investment. An index is unmanaged and not available for direct investment. Unlike most asset class indices, HFR Index returns reflect deduction for fees. Because the HFR indices are calculated based on information that is voluntarily provided actual returns may be higher or lower than those reported. Hypothetical and past performance do not guarantee future results. The composition of the MG&I 4AG w/o PC Portfolio and
the definitions of the indices and descriptions of the risks associated with investment in these asset classes are provided starting on page 11.
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Diversification May Smooth the Ride
'04-'18
Average

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

Public Real
Estate
38.0%

Emg Mkt
Equity
34.5%

Public Real
Estate
42.4%

Emg Mkt
Equity
39.8%

Dev ex US
Fixed Inc
11.4%

Emg Mkt
Equity
79.0%

US Small
Cap Equity
26.9%

Emg-Mkt
Fixed Inc
8.5%

Public Real
Estate
28.7%

US Small
Cap Equity
38.8%

Public Real
Estate
15.9%

US Large
Cap Equity
1.4%

US Small
Cap Equity
21.3%

Emg Mkt
Equity
37.8%

CPI
2.2%

Emg Mkt
Equity
26.0%

Commod
21.4%

Emg Mkt
Equity
32.6%

Commod
16.2%

Inv Grade
Fixed Inc
5.2%

High Yield
Fixed Inc
58.2%

Emg-Mkt
Fixed Inc
1.2%

High Yield
Fixed Inc
17.1%

Dev ex US
Equity
25.6%

Cash
Alternative
1.8%

Emg Mkt
Equity
8.3%

Inv Grade
Fixed Inc
0.0%
Dev ex US
Fixed Inc
-1.7%
High Yield
Fixed Inc
-2.1%
60%,40%
Portf
-2.3%

US Large
Cap Equity
7.8%
Public Real
Estate
7.6%
US Small
Cap Equity
7.5%
High Yield
Fixed Inc
7.0%

US Mid Cap
Equity
25.5%

Inv Grade
Fixed Inc
7.8%

Emg Mkt
Equity
18.6%

US Mid Cap
Equity
34.8%

US Large
Cap Equity
13.7%

Emg-Mkt
Fixed Inc
-10.9%
Hedge
Funds
-19.0%

US Mid Cap Public Real
Equity
Estate
40.5%
20.4%
Public Real
Emg Mkt
Estate
Equity
38.3%
19.2%
Dev ex US
Commod
Equity
16.8%
32.5%
Emg-Mkt
High Yield
Fixed Inc
Fixed Inc
28.2%
15.1%

Dev ex US
Fixed Inc
5.9%
High Yield
Fixed Inc
5.0%
60%,40%
Portf
5.0%

Emg-Mkt
Fixed Inc
18.5%
Dev ex US
Equity
17.9%
US Mid Cap
Equity
17.3%
US Small
Cap Equity
16.3%

US Large
Cap Equity
32.4%
Dev ex US
Equity
23.3%
60%,40%
Portf
17.7%
Mod Grwth
Inc Portf
12.1%

US Mid Cap 60%,40% US Mid Cap US Large
Equity
Portf
Equity
Cap Equity
13.2%
1.2%
13.8%
21.8%
60%,40%
US Large US Mid Cap
CPI
Portf
Cap Equity
Equity
0.7%
10.6%
12.0%
18.5%
Mod Grwth
Inv Grade
US Small
Commod
Inc Portf
Fixed Inc
Cap Equity
11.8%
6.6%
0.5%
14.6%
Inv Grade
Public Real
Emg Mkt
60%,40%
Fixed Inc
Estate
Equity
Portf
6.0%
0.1%
11.6%
14.3%

Inv Grade
Fixed Inc
7.0%

60%,40%
Portf
-21.6%

US Small
Cap Equity
27.2%

US Large
Cap Equity
15.1%

US Large
Cap Equity
2.1%

US Large
Cap Equity
16.0%

Hedge
Funds
9.1%

Emg-Mkt
Fixed Inc
5.5%

Hedge
Funds
12.9%
High Yield
Fixed Inc
11.8%
60%,40%
Portf
11.1%
Emg-Mkt
Fixed Inc
9.9%

Emg-Mkt
Fixed Inc
6.3%
60%,40%
Portf
6.2%
US Mid Cap
Equity
5.6%
US Large
Cap Equity
5.5%

Mod Grwth
Inc Portf
-24.3%
High Yield
Fixed Inc
-26.2%
US Small
Cap Equity
-33.8%

US Large
Cap Equity
26.5%
Mod Grwth
Inc Portf
26.0%
Hedge
Funds
20.0%

High Yield
Fixed Inc
15.8%
Mod Grwth
Inc Portf
12.6%
60%,40%
Portf
11.4%
Hedge
Funds
6.4%

US Small
Cap Equity
4.9%
Hedge
Funds
3.0%
High Yield
Fixed Inc
2.5%

Commod
18.9%

Mod Grwth
Inc Portf
0.8%
Cash
Alternative
0.1%
US Mid Cap
Equity
-1.5%
US Small
Cap Equity
-4.2%

High Yield
Fixed Inc
7.4%
Public Real
Estate
4.4%

Commod
-35.6%

Mod Grwth
Inc Portf
14.6%
60%,40%
Portf
12.2%
Emg-Mkt
Fixed Inc
12.0%
Hedge
Funds
10.2%

Cash
Alternative
0.0%

CPI
0.8%

Dev ex US
Fixed Inc
6.8%

Cash
Alternative
4.8%

US Large
Cap Equity
-37.0%

60%,40%
Portf
18.5%

Dev ex US
Equity
8.2%

Hedge
Funds
-5.3%

Inv Grade
Fixed Inc
4.2%

Inv Grade
Fixed Inc
-2.0%

Cash
Alternative
0.0%

US Small
Cap Equity
-4.4%

Cash
Alternative
4.8%
Inv Grade
Fixed Inc
4.3%

US Mid Cap
CPI
Equity
4.1%
-41.5%
High Yield
Dev ex US
Fixed Inc
Equity
1.9%
-43.1%
US Small
Public Real
Cap Equity
Estate
-1.6%
-47.7%
Public Real
Emg Mkt
Estate
Equity
-7.0%
-53.2%

Inv Grade
Fixed Inc
5.9%
Dev ex US
Fixed Inc
3.9%

Dev ex US
Fixed Inc
6.8%
Inv Grade
Fixed Inc
6.5%

Public Real
Estate
-5.8%
Dev ex US
Equity
-11.7%

CPI
2.7%

CPI
1.5%

Commod
-13.3%

Dev ex US
Fixed Inc
0.8%
Cash
Alternative
0.1%

Emg Mkt
Equity
-2.3%
Dev ex US
Fixed Inc
-5.1%
Emg-Mkt
Fixed Inc
-6.6%

Emg Mkt
Equity
-1.8%
Dev ex US
Fixed Inc
-2.5%
Dev ex US
Equity
-4.5%

High Yield
Fixed Inc
-4.5%
Dev ex US
Fixed Inc
-4.8%
Emg Mkt
Equity
-14.6%

Cash
Alternative
0.1%

Cash
Alternative
0.1%

Emg Mkt
Equity
-18.2%

Commod
-1.1%

Commod
-9.5%

Commod
-17.0%

Commod
-24.7%

Dev ex US Public Real Dev ex US
Equity
Estate
Equity
20.7%
15.4%
26.9%
US Mid Cap Dev ex US
US Small
Equity
Equity
Cap Equity
20.2%
14.0%
18.4%
US Small US Mid Cap US Large
Cap Equity
Equity
Cap Equity
18.3%
12.7%
15.8%
Mod Grwth
Emg-Mkt
US Mid Cap
Inc Portf
Fixed Inc
Equity
13.1%
10.7%
15.3%

Dev ex US
Equity
11.6%
Dev ex US
Fixed Inc
11.3%
Hedge
Funds
10.0%
Mod Grwth
Inc Portf
7.4%

Cash
Alternative
1.8%

Dev ex US
Fixed Inc
12.0%

Hedge
Funds
9.3%

Mod Grwth
Inc Portf
14.5%

Emg-Mkt
Fixed Inc
11.7%
High Yield
Fixed Inc
11.1%
US Large
Cap Equity
10.9%

Mod Grwth
Inc Portf
7.9%
US Large
Cap Equity
4.9%
US Small
Cap Equity
4.6%
60%,40%
Portf
3.9%
CPI
3.4%

Commod
9.1%
Hedge
Funds
9.0%
60%,40%
Portf
8.4%
Inv Grade
Fixed Inc
4.3%
CPI
3.3%
Cash
Alternative
1.2%

Cash
Alternative
3.0%
High Yield
Fixed Inc
2.7%
Inv Grade
Fixed Inc
2.4%
Dev ex US
Fixed Inc
-9.2%

CPI
2.5%
Commod
2.1%

CPI
0.1%

CPI
3.0%

CPI
1.7%

CPI
1.5%

Cash
Alternative
0.0%

US Mid Cap
Equity
8.9%

Mod Grwth
Inc Portf
13.2%

Hedge
Funds
-4.1%

Emg-Mkt
Fixed Inc
6.9%

Public Real
Estate
11.4%
Dev ex US
Fixed Inc
9.9%
Emg-Mkt
Fixed Inc
9.3%
Hedge
Funds
8.6%

US Large
Cap Equity
-4.4%
Emg-Mkt
Fixed Inc
-4.6%
Mod Grwth
Inc Portf
-4.7%
Public Real
Estate
-4.7%

60%,40%
Portf
6.5%
Mod Grwth
Inc Portf
6.5%
Dev ex US
Equity
5.2%
Hedge
Funds
4.5%

Inv Grade
Fixed Inc
2.6%

High Yield
Fixed Inc
7.5%

US Mid Cap
Equity
-9.1%

Inv Grade
Fixed Inc
3.9%

CPI
2.1%

Inv Grade
Fixed Inc
3.5%

US Small
Cap Equity
-11.0%

Dev ex US
Fixed Inc
3.0%

Dev ex US
Fixed Inc
1.9%
Dev ex US
Equity
1.5%
Cash
Alternative
0.3%

Commod
1.7%

Emg-Mkt
Fixed Inc
10.2%

Dev ex US Mod Grwth
Equity
Inc Portf
-0.4%
9.0%
Hedge
60%,40%
Funds
Portf
-1.1%
8.2%
Mod Grwth
Hedge
Inc Portf
Funds
-1.9%
5.4%
US Mid Cap Public Real
Equity
Estate
-2.4%
5.0%

CPI
2.1%

Cash
Alternative
0.8%

Commod
-11.2%

CPI
2.1%

Dev ex US
Equity
-13.4%
Emg Mkt
Equity
-14.2%

Cash
Alternative
1.3%
Commod
-2.5%

Source: Morningstar Direct. An index is unmanaged and not available for direct investment. Average is calculated as
geometric mean. Average is calculated as 15 years from 2004-2018. An index is unmanaged and not available for direct
investment. Hypothetical and past performance do not guarantee future results..
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Unrelated Business Taxable Income

10

10

UBTI
 A tax imposed on income received from a business that is “unrelated”
to the tax-exempt entity’s charitable purposes. (IRC§511)
 CRTs and CLTs are subject to UBTI rules as well. (IRC§664(c) and
§681)
 CRTs are subject to a 100% tax on UBTI per IRC§664(c)(2) and
another 13.3% per California law resulting in a 113.3% tax.
 UBTI is a (i) trade or business, (ii) regularly carried on, which is (iii)
not substantially related to the organization’s charitable purpose.
(IRC§513(a) and Treas. Reg. 1.513-1(c)(1))
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UBTI and Debt-Financed Income
 Exclusion for passive income
 Interest and dividends (IRC§512(b)(1));
 Rent from real property (IRC§512(b)(3)); and
 Sale of property (IRC§512(b)(5)).
 Two important caveats regarding passive-income exception
 Partnership caveat: The charitable entity must look through the
partnership to the underlying activities to make the unrelatedtrade-or-business analysis and include its pro rata share.
(IRC§512(c))
 *This applies to any partnership or limited liability company (LLC)
that elects partnership treatment under “check-the-box”
regulations.
 “Debt-Financed” exception to the passive-income exception
(IRC§514)
22
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UBTI and Debt-Financed Income
 Unrelated Debt-Financed Income (UDFI) – Most UBTI issues for
charitable trusts are connected with “debt-financed income.”
 “Debt-financed property” defined as property held to produce income
and for which there is “acquisition indebtedness”, in turn defined as
the unpaid amount of debt. [IRC§514(a) and (c)]
 Incurred to purchase or improve the property;
 Debt incurred prior to purchase or improvement if it would not
have been incurred “but for” the acquisition or improvement of
the property;
 Debt incurred after the purchase or improvement of property if
the debt would not have been incurred but for the purchase, and
the debt was “reasonably foreseeable” at the time of purchase.
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UBTI and Debt-Financed Income
 Exception for financed property received by gift or bequest
 Testamentary Bequest - A property with a mortgage will not
produce debt-financed income for 10 years after receipt by the
charity. [IRC§514(c)(2)(B)]
 Date of acquisition is the date that property is received by the
organization. [Treas. Reg. §1.514(c)-1(b)(3)(i)]
 Inter Vivos Gift - A property with a mortgage will not produce
debt-financed income for 10 years after receipt by the charity if:
 The donor placed the debt on the property 5 years prior to the
transfer; and
 The donor held the property for more than 5 years before the
date of the gift.
 Date of gift is the date of acquisition. [Treas. Reg. §1.514(c)1(b)(3)(ii)]
 Exception is not applicable if organization assumes the liability.
24
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UBTI and Debt-Financed Income
 Exception for substantially related use
 Principles of the “substantially related” test for UBTI apply to the
analysis of whether the debt-financed property is substantially
related to the purpose or function of the charity. [Treas.
Reg.§1.514(b)-(1)(b)(2)(l)]
 There must be a substantial causal relationship between the
conduct of the business and the achievement of the exempt
purposes. [Treas. Reg. §1.513-1(d)(2)]
 There is no substantial relationship with the organization merely
because of its need for income or funds or because of the way the
profits from the debt-financed property will be used.
[IRC§513(a)]
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UBTI and Debt-Financed Income
 What is and is not acquisition indebtedness – the crucial distinction
between implied leverage and actual borrowing
 Buying securities on margin
 Charitable trust purchased securities on margin, generating
income and gain. The Second Circuit ruled that the resulting
income and gains constituted debt-financed income. (Henry E.
& Nancy Horton Bartels Trust for the Benefit of Cornell
University v. United States, 617 F.3d 1357 (Fed. Cir. 2010))

 Similar results: Elliot Knitwear v. Commissioner, 614 F.2d 347
(3d Cir. 1980) (retirement plan purchased securities on
margin)
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UBTI and Debt-Financed Income
 Explicit borrowing to acquire new assets
 Retirement fund borrowed from a bank, securing the debt with
previously held CDs, and purchased new CDs with a higher
yield; despite arguing that the transaction was tantamount
simply to entering into a new CD with higher yield, the form of
the transaction held. (Kern County Elec. Pension Fund v.
Commissioner, 96 T.C. 845 (1991)
 Income from “securities loan” is not UBTI, but the transaction
in Kern County was not a lending of securities for a fee, it was
a loan secured by investment assets. An obligation to return
borrowed securities is not UBTI. [IRC§514(c)(8) and Rev. Rul.
95-8]
 Borrowing against an insurance policy to acquire incomeproducing assets generates UBTI – Private Letter Ruling 8745013
(August 7, 1987)
27

UBTI and Debt-Financed Income
Transactions involving implied leverage not producing UBTI
 Income and gains from “notional principal contracts” is excluded
from UBTI – Treas. Reg. § 1.512(b)-1(a)(1)
 NPC defined as a “financial instrument that provides for the
payment of amounts by one party to another at specified
intervals calculated by reference to a specified index upon a
notional principal amount….”
 Interest rate swaps;
 Equity swaps;
 Equity index swaps; and
 “Similar agreements” (Treas. Reg. §1.446-3(c)(1)(i))
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UBTI and Debt-Financed Income
Terminating payments – under IRC§ 512(b)(5), gains and losses
relating to investment activities from the lapse or termination of an
option to buy or sell securities are not UBTI.
 Short sales of stock do not generate UBTI (Revenue Ruling 95-8,
1995-1 C.B. 107)
 The obligation to deliver shares to close the short position is not
“indebtedness” for purposes of IRC§514.
 Payments with respect to securities loans not taxable as UBTI –
IRC §512(b)(1)

29

UBTI and Debt-Financed Income
 Commodity futures – Private Letter Ruling 8104098 found commodity
futures trading not to produce UBTI, even though to effect the trade
an organization must open a margin account. The IRS concluded that
a deposit in a margin account is to ensure performance, not to borrow
funds to acquire investment assets

 Equity derivatives and arbitrage transactions, including stock index
futures and underlying equities are not UBTI. (G.C.M. 39615, March
23, 1987)

 Dividends from REITs generally do not generate UBTI (Rev. Rul. 66106, 1966-1 C.B. 151)
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UBTI and Debt-Financed Income
Many “alternative” asset classes, including hedge funds, use explicit
leverage in their investing activities.
 Real estate investors
 Private equity

Tax Cuts and Jobs Act of 2017 enacted IRC§512(a)(6) requiring exempt
entities to calculate UBTI separately for each trade or business.
 Does each investment of a private equity fund constitute a
separate trade or business?
 “Reasonable, good-faith interpretation” test per IRS Notice 201867
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Solutions to UBTI Issues

32
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UBTI Solutions - Corporate Blocker
 Distributions from partnerships involved in an unrelated business
constitutes UBTI per IRC§512(c) but dividends from corporations do
not per IRC§512(b)(1).
 The test is at the ownership level of the CRT or charitable entity.

 Private Letter Ruling 200252096 – A CRT proposed to invest in a
partnership involved in equipment leasing and other debt-financed
businesses. This would obviously be UBTI if the CRT’s investment
were direct. So the CRT proposed creating a wholly-owned
corporation to make the partnership investment…
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UBTI Solutions - Corporate Blocker (Cont.)
Private Letter Ruling 200252096 –The IRS stated that:
 (i) the dividends from the corporation would not be UBTI; and
 (ii) the gain realized from the sale of the corporate stock would
not constitute UBTI because the corporation had a bona fide
purpose and real, substantive business functions. The
corporate entity would provide insulation from liability, more
efficient management and flexibility in disposing of
investments.
 Valid business purpose is critical. The result may be different
if the corporation were seen as a mere instrumentality of the
trust or merely an alter ego.
Of course, a corporation is taxable at the corporate level. Can we get
the tax benefit of pass-through treatment without being a
partnership?...
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UBTI Solutions – Foreign Corporate Blocker
 The foreign “blocker” structure –Private Letter Ruling 201043041
(October 29, 2010)

 CRT created a wholly owned foreign subsidiary, a CFC
 The CFC proposed to invest in hedge funds which would use
debt financing in their investment activities
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UBTI Solutions – Foreign Corporate Blocker
 The foreign “blocker” structure –Private Letter Ruling 201043041
(October 29, 2010)

 IRS ruled that, because the CFC would not engage in insurance
activities, neither subpart F income nor actual dividends from
the CFC would constitute UBTI

 Self-dealing issue: The CRT sought and received a ruling that
funding and operating the CFC was not self-dealing; the CFC
was not a disqualified person with respect to the CRT.
36
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UBTI Solutions – Foreign Corporate Blocker
Private Letter Ruling 200315034 – Trustee of four CRTs proposed
forming a foreign corporation which would debt-finance the purchase of
a diverse portfolio of securities.
 All corporate formalities will be observed and the corporation will
not act as an agent of the CRTs.
Private Letter Ruling 200623069 – In this case the CRT was receiving
allocations of income as a partner in an LLC from distributions received
from a foreign corporation.
 The foreign corporation was purchasing private securities on margin.
Because the CRT was not borrowing to purchase the LLC units and the
LLC was not borrowing to purchase shares in the foreign corporation,
the distributions from the LLC were not UBTI.
 The IRS also held that the subpart F income from a controlled foreign
corporation would not be treated as UBTI because it was not income
attributable to insurance per IRC § 512(b)(17).
37

UBTI Solutions – Endowment “Partnership”
Private Letter Ruling 201613015 – A CRT entered into an agreement
where the trust would turn over its assets to the endowment in exchange
for “units” issued with respect to the endowment. (Also see PLR
201408032)
 The endowment would make distributions to the CRT annually in the
same rate it would make with respect to its value to other owners.
 Those distributions could be reinvested for additional units or
redeem units for cash.
 The contract specifically states that the CRT had no ownership
interest in the underlying investments of the endowment.
 The IRS accepted the proposed contract and stated that no UBTI
would exist holding that it was more like a debt obligation than an
interest in the endowment fund itself.
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Summary
Pay attention to the Private Foundation Rules:
 Especially the operationally related rules –
 Self-Dealing Transactions
 Taxable Expenditures
Adhere to Fiduciary Responsibilities when Investing:
 Diversify
 Home run swings are dangerous!
Be aware of risks of UBTI

 Be especially careful about Unrelated Debt-Financed income
(UDFI)
 Consider some creative solutions!
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Disclosures
Important risk disclosures:
All investing involves some degree of risk, whether it is associated with market volatility, purchasing power or a specific security.
Asset class risks considerations:
Alternative investments carry specific investor qualifications which can include high income and net-worth requirements as well as relatively
high investment minimums. They are complex investment vehicles which generally have high costs and substantial risks. The high expenses
often associated with these investments must be offset by trading profits and other income. They tend to be more volatile than other types of
investments and present an increased risk of investment loss. There may also be a lack of transparency as to the underlying assets. Other
risks may apply as well, depending on the specific investment product. Alternative Investments are speculative investments and are not
suitable for all investors, nor do they represent a complete investment program.
Hedge Funds are not suitable for all investors. Any offer to purchase or sell a specific hedge fund will be made by the produ ct’s offering documents. Investors
could lose all or a substantial amount of their investments in these products. Hedge funds are available to persons who are “accredited investors” or “qualified
purchasers” within the meaning of U.S. securities law. Hedge funds are not required to provide investors with periodic pricing or valuation and are not subject
to the same regulatory requirements as other investment products. Hedge funds trade in diverse complex strategies that are affected in different ways and at
different times by changing market conditions. Strategies may, at times, be out of market favor for considerable periods with adverse consequences. An
investment in a hedge fund involves the risks inherent in an investment in securities, as well as specific risks associated with limited liquidity, the use of
leverage, short sales, options, futures, derivative instruments, investments in non-U.S. securities, “junk” bonds, and illiquid investments.
Commodities: Exposure to the commodities markets may subject an investment to greater share price volatility than an investment in traditional equity or
debt securities. Investments in commodities may be affected by changes in overall market movements, commodity index volatility, changes in interest rates,
or factors affecting a particular industry or commodity. Products that invest in commodities may employ more complex strategies, which may expose
investors to additional risks.
Equity investments: Stocks offer long-term growth potential but may fluctuate more and provide less current income than other investments. An investment
in the stock market should be made with an understanding of the risks associated with common stocks, including market fluctuations.
Fixed income: Investments in fixed-income securities are subject to interest rate and credit risks. Bond prices fluctuate inversely to changes in interest rates.
Therefore, a general rise in interest rates can result in the decline in the bond’s price. Credit risk is the risk that an issuer will default on payments of interest
and principal. This risk is higher when investing in high yield bonds, also known as junk bonds, which have lower ratings and are subject to greater volatility.
Government bonds are guaranteed as to payment of principal and interest by the U.S. government if held to maturity. Although government bonds are
considered free from credit risk, they are subject to interest rate risk. All fixed income investments may be worth less than their original cost upon
redemption or maturity.
Foreign investments: Investing in foreign securities presents certain risks not associated with domestic investments, such as currency fluctuation, political and
economic instability, and different accounting standards. This may result in greater share price volatility. These risks are heightened in emerging markets.
Real estate: There are special risks associated with an investment in real estate, including the possible illiquidity of underlying properties, credit risk, interest
rate fluctuations, and the impact of varied economic conditions.
Small- and mid-cap companies: The prices of small- and mid-company stocks are generally more volatile than large-company stocks. They often involve
higher risks because smaller companies may lack the management expertise, financial resources, product diversification, and competitive strengths to endure
adverse economic conditions
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Disclosures (cont’d)
Asset Class performance returns are based on the performance of representative financial indices for the periods shown. Financial indices are for
illustrative purposes only, do not represent actual account performance, are unmanaged and are not available for direct investment.
Representative performance figures assume cash holdings and reinvestment of dividends and/or earnings, but do not reflect account-level trading
costs or fees. Representative performance figures do not reflect actual trading or material economic and market factors that would affect
decision-making, as would be the case in managing actual client portfolios. Performance results in actual portfolios will be reduced by fees, actual
trading costs and other expenses. Indexes represent securities widely held by investors. You cannot invest in an index.
Allocations and important definitions

Balanced Portfolio Four Asset (4A) Group = 3% Barclays US Treasury Bill 1-3 Months, 19% Barclays US Aggregate Bond Index, 5% Barclays
US Corporate High Yield Index, 5% JPM GBI Global Ex-US TR USD Index, 4% JPM EMBI Global TR USD Index, 16% S&P 500 Index, 7.6% Russell
Mid Cap TR USD Index, 3.8% Russell 2000 TR USD Index, 9% MSCI EAFE GR USD Index, 6.6% MSCI EM USD Index, 7% FTSE EPRA/NAREIT
Developed TR USD Index, 4% Bloomberg Commodity TR USD Index, 2% HFRI Relative Value Arbitrage Index, 2% HFRI Macro Index, 3% HFRI
Event Driven Index, 3% HFRI Equity Hedge Index.
Index definitions for slide 2
Treasury Bills: Barclays US Treasury Bill 1-3 Months Index

High-Yield Bonds: Barclays US Corporate High Yield Index

Commodities: Bloomberg Commodity TR USD Index

Developed-Market Bonds: JPM GBI Global Ex-US TR USD Index

International Stocks: MSCI EAFE GR USD Index

Emerging Market Bonds: JPM EMBI Global TR USD Index and

Emerging Market Stocks: MSCI EM USD Index

BofA Merrill Lynch Global High Yield & Emerging Markets Index

Investment Grade Bonds: Barclays US Aggregate Bond Index

Large-Cap Equity: S&P 500 Index

Hedge Funds: HFRI Fund Weighted Composite Index

Mid-Cap Equity: Russell Mid-Cap Index

REIT Equity: FTSE EPRA/NAREIT Developed TR USD Index

Small-Cap Equity: Russell 2000 Index

CPI: U.S. Inflation rate
60% 40% Portfolio: is composed of 60% S&P 500 Index and 40% Barclays US Aggregate Bond Index.
Note: The historical returns are rebalanced monthly to target allocations at the beginning of each period. Representative performance figures do
not reflect actual trading or material economic and market factors that would affect decision-making. Performance results in actual portfolios will
be reduced by fees, actual trading costs, and other expenses. Returns assume reinvestment of dividends and other distributions.
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Disclosures (cont’d)
An index is unmanaged and not available for direct investment.
Barclays U.S. Aggregate Bond Index is composed of the Barclays U.S. Government/Credit Index and the Barclays U.S. Mortgage-Backed
Securities Index and includes Treasury issues, agency issues, corporate bond issues, and mortgage-backed securities.

Barclays Municipal Bond Index (from Lehman Brothers Municipal Bond Index) represents municipal bonds with a minimum credit rating of at least Baa, an
outstanding par value of at least $3 million, and a remaining maturity of at least one year. The Index excludes taxable municipal bonds, bonds with floating rates,
derivatives, and certificates of participation. The Barclays 10-Year Municipal Index is the 10 Year (8-12) component of the Municipal Bond Index.
Barclays U.S. Corporate High-Yield Bond Index covers the U.S. dollar-denominated, non-investment grade, fixed-rate, taxable corporate bond
market. Securities are classified as high-yield if the middle rating of Moody’s, Fitch, and S&P is Ba1/BB+/BB= or below. Included issues must
have at least one year until final maturity.
Barclays U.S. Treasury Bills (1-3M) Index is representative of money markets.
Bloomberg Commodity Index is a broadly diversified index of commodity futures on 20 physical commodities, subdivided into energy, U.S.
agriculture, livestock, precious metals, and industrial metals sectors. Commodity weights are derived in a manner that attempts to fairly
represent the importance of a diversified group of commodities to the world economy.
BofA Merrill Lynch Global High Yield & Emerging Markets Index tracks the performance of the below investment grade global debt markets
denominated in the major developed market currencies.
Dow Jones Industrial Average is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange and the Nasdaq.

FTSE EPRA/NAREIT Developed Index is designed to track the performance of listed real-estate companies and REITs in developed countries worldwide.
HFRI Index is a fund-weighted (equal-weighted) index designed to measure the total returns (net of fees) of the approximately 2,000 hedge funds that comprise the
Index. Constituent funds must have either $50 million under management or a track record of greater than 12 months. Sub-strategies include: HFRI Event-Driven,
Distressed/Restructuring Index, and HFRI Event-Driven (Total) Index.
HFRI Indices currently consist of eight single strategy indices, an asset-weighted Global Hedge Fund Index, and HFRI Equal Weighted Strategies Index, each
calculated pursuant to an index methodology. Most HFRI Indices are priced daily. All HFRI Indices are rebalanced quarterly.
HFRI Relative Value Index maintains positions in which the investment thesis is predicated on realization of a valuation discrepancy in the relationship between
multiple securities. Managers employ a variety of fundamental and quantitative techniques to establish investment theses, and security types range broadly across
equity, fixed income, derivative, or other security types.
HFRI Equity Hedge Index maintains positions both long and short in primarily equity and equity derivative securities. A wide variety of investment processes can be
employed to arrive at an investment decision, including both quantitative and fundamental techniques; strategies can be broadly diversified or narrowly focused on
specific sectors and can range broadly in terms of levels of net exposure, leverage employed, holding period, concentrations of market capitalizations, and valuation
ranges of typical portfolios.
HFRI Macro Index is composed of a broad range of strategies in which the investment process is predicated on movements in underlying economic variables and the
impact these have on equity, fixed income, hard currency, and commodity markets. Managers employ a variety of techniques, both discretionary and systematic
analysis, combinations of top-down and bottom-up theses, quantitative and fundamental approaches, and long- and short-term holding periods. Although some
strategies employ RV techniques, macro strategies are distinct from RV strategies in that the primary investment thesis is predicated on predicted or future
movements in the underlying instruments rather than realization of a valuation discrepancy between securities.
HFRI Global Hedge Fund Index is designed to be representative of the overall composition of the hedge fund universe. It is composed of eight strategies: convertible
arbitrage, distressed securities, equity hedge, equity market neutral, event driven, macro, merger arbitrage, and relative value arbitrage. The strategies are asset42
weighted based on the distribution of assets in the hedge fund industry.
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Disclosures (cont’d)
HFRI Event Driven Index maintains positions in companies currently or prospectively involved in corporate transactions of a wide variety including, but not limited
to, mergers, restructurings, financial distress, tender offers, shareholder buybacks, debt exchanges, security issuance, or other capital structure adjustments.
Security types can range from most senior in the capital structure to most junior or subordinated and frequently involve additional derivative securities. Event
driven exposure includes a combination of sensitivities to equity markets, credit markets, and idiosyncratic, company-specific developments. Investment theses are
typically predicated on fundamental characteristics (as opposed to quantitative) with the realization of the thesis predicated on a specific development exogenous
to the existing capital structure.
NOTE: While the HFRI Indices are frequently used, they have limitations (some of which are typical of other widely used indices). These limitations include
survivorship bias (the returns of the indices may not be representative of all the hedge funds in the universe because of the tendency of lower performing funds to
leave the index); heterogeneity (not all hedge funds are alike or comparable to one another, and the index may not accurately reflect the performance of a
described style); and limited data (many hedge funds do not report to indices, and, therefore, the index may omit funds, the inclusion of which might significantly
affect the performance shown. The HFRI Indices are based on information self‐reported by hedge fund managers that decide on their own, at any time, whether or
not they want to provide, or continue to provide, information to HFR Asset Management, L.L.C. Results for funds that go out of business are included in the index
until the date that they cease operations. Therefore, these indices may not be complete or accurate representations of the hedge fund universe, and may be biased
in several ways. Returns of the underlying hedge funds are net of fees and are denominated in USD.
JP Morgan Global Ex United States Index (JPM GBI Global Ex-US) is a total return, market capitalization weighted index, rebalanced monthly, consisting of the
following countries: Australia, Germany, Spain, Belgium, Italy, Sweden, Canada, Japan, United Kingdom, Denmark, Netherlands, and France.
JPM EMBI Global Index is a U.S. dollar-denominated, investible, market cap-weighted index representing a broad universe of emerging market sovereign and quasisovereign debt. While products in the asset class have become more diverse, focusing on both local currency and corporate issuance, there is currently no widely
accepted aggregate index reflecting the broader opportunity set available, although the asset class is evolving. By using the same index provider as the one used in
the developed-market bonds asset class, there is consistent categorization of countries among developed international bonds (ex. U.S.) and emerging market
bonds.
MSCI All Country World ex U.S. Index (MSCI AC World Ex U.S.) is a free float-adjusted market capitalization weighted index that is designed to measure the equity
market performance of developed and emerging markets, excluding the U.S. The index consists of 45 country indices comprising 22 developed and 23 emerging
market country indices. The developed market country indices included are: Australia,
Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Italy, Japan, Netherlands, New Zealand, Norway, Portugal, Singapore,
Spain, Sweden, Switzerland, and the United Kingdom. The emerging market country indices included are: Argentina, Brazil, Chile, China, Colombia, Czech Republic,
Egypt, Hungary, India, Indonesia, Israel, Korea, Malaysia, Mexico, Morocco, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, and Turkey.
MSCI EAFE Index (Europe, Australasia, Far East) Index (MSCI EAFE NR) is a free float-adjusted market capitalization index designed to measure the equity market
performance of developed markets, excluding the U.S. and Canada. The index consists of the following 21 developed-market country indexes: Australia, Austria,
Belgium, Denmark, Finland, France, Germany, Hong Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden,
Switzerland, and the United Kingdom.
MSCI Emerging Markets Index (MSCI EM NR) is a free float-adjusted market capitalization index designed to measure equity market performance of emerging
markets. The index consists of the following 23 emerging market country indexes: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India,
Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Qatar, Russia, South Africa, Taiwan, Thailand, Turkey, and United Arab Emirates.
The MSCI Frontier Markets Index consists of 22 countries tracking the performance of a range of equity markets that have become accessible to global investors.
Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® Index, which represents approximately 8% of the total market
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capitalization of the Russell 3000 Index.

Disclosures (cont’d)
Russell Midcap® Index measures the performance of the 800 smallest companies in the Russell 1000® Index, which represent approximately
25% of the total market capitalization of the Russell 1000® Index.
S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value-weighted index
with each stock’s weight in the index proportionate to its market value.
Wells Fargo Investment Institute, Inc. (WFII) is a registered investment adviser and wholly-owned subsidiary of Wells Fargo & Company and
provides investment advice to Wells Fargo Bank, N.A., Wells Fargo Advisors, and other Wells Fargo affiliates. Wells Fargo Bank, N.A. is a bank
affiliate of Wells Fargo & Company.
The information in this report was prepared by the Global Investment Strategy (GIS) division of WFII. Opinions represent GIS’ opinion as of the
date of this report and are for general informational purposes only and are not intended to predict or guarantee the future performance of any
individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the information
contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different
conclusions from, this report.
This report is not intended to be a client-specific suitability analysis or recommendation, an offer to participate in any investment, or a
recommendation to buy, hold or sell securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or
investment product based on performance alone. Consider all relevant information, including you existing portfolio, investment objectives, risk
tolerance, liquidity needs and investment time horizon.
Brokerage products and services are offered through Wells Fargo Advisors. Wells Fargo Advisors is the trade name used by two separate
registered broker-dealers: Wells Fargo Advisors, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, non-bank affiliates of Wells
Fargo & Company.
*Notes on Index Returns: Index Returns reflect previous business day’s closing value with the exception of Hedge Fund Index returns which have
a one day lag. Three-year returns are annualized.
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Disclosures
Wells Fargo Wealth Management and the Wealth Planning Center, parts of Wells Fargo & Company, provide financial products and services through
Wells Fargo Bank, N.A. and its affiliates
The information and opinions in this report were prepared by Wells Fargo Wealth Management. Information and opinions have been obtained or
derived from sources that we consider reliable but we cannot guarantee their accuracy or completeness. Opinions represent Wells Fargo Wealth
Management’s opinions as of the date of this report and are for general information purposes only. Wells Fargo Wealth Management does not
undertake to advise you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue
reports or have opinions that are inconsistent with, and reach different conclusions from, this report.
Wells Fargo & Company and its affiliates do not provide legal advice. Please consult your tax or legal advisors to determine how this information
may apply to your own situation. Whether any planned tax result is realized by you depends on the specific facts of your own situation at the time
your taxes are prepared.
This information is for educational purposes only and should not be used or construed as financial advice, an offer to sell, a solicitation of an offer to
buy, or a recommendation of any security. Wells Fargo does not guarantee that the information supplied is complete or timely, undertake to advise
you of any change in its opinion, or make any guarantees of future results obtained from its use.
Asset allocation and diversification do not assure or guarantee better performance and cannot eliminate the risk of investment losses.
The allocation mentioned here may be different from your individual allocation due to your unique individual circumstances, but is targeted to be in
the allocation ranges for your objective. The asset allocation referenced in this material may fluctuate based on asset values, portfolio decisions,
and account needs. The asset allocation suggestions referenced in this material do not take the place of a comprehensive financial analysis.
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Index definitions

The indices reflect the historical performance of the represented assets and assume the reinvestment of dividends and other distributions. An
index is unmanaged and not available for direct investment.
Investment Grade Fixed Income: Bloomberg Barclays U.S. Aggregate Bond Index is composed of the Barclays U.S. Government/Credit
Index and the Barclays U.S. Mortgage-Backed Securities Index and includes Treasury issues, agency issues, corporate bond issues, and
mortgage-backed securities.
High Yield Fixed Income: Bloomberg Barclays U.S. Corporate High-Yield Bond Index covers the U.S. dollar-denominated, noninvestment grade, fixed-rate, taxable corporate bond market. Securities are classified as high-yield if the middle rating of Moody’s, Fitch, and
S&P is Ba1/BB+/BB= or below. Included issues must have at least one year until final maturity.
Cash Alternatives/Treasury Bills: Bloomberg Barclays U.S. Treasury Bills (1-3M) Index is representative of money markets.
Commodities: Bloomberg Commodity Index is a broadly diversified index of commodity futures on 20 physical commodities, subdivided
into energy, U.S. agriculture, livestock, precious metals, and industrial metals sectors. Commodity weights are derived in a manner that
attempts to fairly represent the importance of a diversified group of commodities to the world economy.
Public Real Estate: FTSE EPRA/NAREIT Developed Index is designed to track the performance of listed real-estate companies and REITs
in developed countries worldwide.
Hedge Funds: HFRI Fund Weighted Index is a fund-weighted (equal-weighted) index designed to measure the total returns (net of fees) of
the approximately 2,000 hedge funds that comprise the Index. Constituent funds must have either $50 million under management or a track
record of greater than 12 months. Sub-strategies include: HFRI Event-Driven, Distressed/Restructuring Index, and HFRI Event-Driven (Total)
Index.
Developed Market Ex-U.S. Fixed Income: JP Morgan Global Ex United States Index (JPM GBI Global Ex-US) is a total return, market
capitalization weighted index, rebalanced monthly, consisting of the following countries: Australia, Germany, Spain, Belgium, Italy, Sweden,
Canada, Japan, United Kingdom, Denmark, Netherlands, and France.
Emerging Market Fixed Income: JPM EMBI Global Index is a U.S. dollar-denominated, investible, market cap-weighted index representing
a broad universe of emerging market sovereign and quasi-sovereign debt. While products in the asset class have become more diverse,
focusing on both local currency and corporate issuance, there is currently no widely accepted aggregate index reflecting the broader
opportunity set available, although the asset class is evolving. By using the same index provider as the one used in the developed-market
bonds asset class, there is consistent categorization of countries among developed international bonds (ex. U.S.) and emerging market bonds.
Developed Markets Ex-U.S. Equities: MSCI EAFE Index (Europe, Australasia, Far East) Index (MSCI EAFE GR) is a free float-adjusted
market capitalization index designed to measure the equity market performance of developed markets, excluding the U.S. and Canada. The
index consists of the following 21 developed-market country indexes: Australia, Austria, Belgium, Denmark, Finland, France, Germany, Hong
Kong, Ireland, Israel, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, and the United
Kingdom.
Emerging Market Equities: MSCI Emerging Markets Index (MSCI EM GR) is a free float-adjusted market capitalization index designed to
measure equity market performance of emerging markets. The index consists of the following 23 emerging market country indexes: Brazil,
Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, Peru, Philippines, Poland, Qatar,
Russia, South Africa, Taiwan, Thailand, Turkey, and United Arab Emirates.
U.S. Small Cap Equities: Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000® Index,
which represents approximately 8% of the total market capitalization of the Russell 3000 Index.
U.S. Mid Cap Equities: Russell Midcap® Index measures the performance of the 800 smallest companies in the Russell 1000® Index, which
represent approximately 25% of the total market capitalization of the Russell 1000® Index.
U.S. Large Cap Equities: S&P 500 Index consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a
market-value-weighted index with each stock’s weight in the index proportionate to its market value.
Inflation-CPI: IA SBBI U.S. Inflation Index is a custom unmanaged index designed to track the U.S. inflation rate
60% 40% Portfolio: is composed of 60% S&P 500 Index and 40% Barclays US Aggregate Bond Index
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Index definitions, cont.
HFRI Relative Value Index maintains positions in which the investment thesis is predicated on realization of a valuation
discrepancy in the relationship between multiple securities. Managers employ a variety of fundamental and quantitative techniques
to establish investment theses, and security types range broadly across equity, fixed income, derivative, or other security types.
HFRI Equity Hedge Index maintains positions both long and short in primarily equity and equity derivative securities. A wide
variety of investment processes can be employed to arrive at an investment decision, including both quantitative and fundamental
techniques; strategies can be broadly diversified or narrowly focused on specific sectors and can range broadly in terms of levels of
net exposure, leverage employed, holding period, concentrations of market capitalizations, and valuation ranges of typical
portfolios.
HFRI Macro Index is composed of a broad range of strategies in which the investment process is predicated on movements in
underlying economic variables and the impact these have on equity, fixed income, hard currency, and commodity markets.
Managers employ a variety of techniques, both discretionary and systematic analysis, combinations of top-down and bottom-up
theses, quantitative and fundamental approaches, and long- and short-term holding periods. Although some strategies employ RV
techniques, macro strategies are distinct from RV strategies in that the primary investment thesis is predicated on predicted or
future movements in the underlying instruments rather than realization of a valuation discrepancy between securities.
HFRI Event Driven Index maintains positions in companies currently or prospectively involved in corporate transactions of a wide
variety including, but not limited to, mergers, restructurings, financial distress, tender offers, shareholder buybacks, debt
exchanges, security issuance, or other capital structure adjustments. Security types can range from most senior in the capital
structure to most junior or subordinated and frequently involve additional derivative securities. Event driven exposure includes a
combination of sensitivities to equity markets, credit markets, and idiosyncratic, company-specific developments. Investment
theses are typically predicated on fundamental characteristics (as opposed to quantitative) with the realization of the thesis
predicated on a specific development exogenous to the existing capital structure.
NOTE: While the HFRI Indices are frequently used, they have limitations (some of which are typical of other widely used indices).
These limitations include survivorship bias (the returns of the indices may not be representative of all the hedge funds in the
universe because of the tendency of lower performing funds to leave the index); heterogeneity (not all hedge funds are alike or
comparable to one another, and the index may not accurately reflect the performance of a described style); and limited data
(many hedge funds do not report to indices, and, therefore, the index may omit funds, the inclusion of which might significantly
affect the performance shown. The HFRI Indices are based on information self‐reported by hedge fund managers that decide on
their own, at any time, whether or not they want to provide, or continue to provide, information to HFR Asset Management, L.L.C.
Results for funds that go out of business are included in the index until the date that they cease operations. Therefore, these
indices may not be complete or accurate representations of the hedge fund universe, and may be biased in several ways. Returns
of the underlying hedge funds are net of fees and are denominated in USD.
Four Asset Group Portfolios w/o Private Equity:
Moderate Growth & Income= 3% BarCap US Treasury Bill 1-3 Months, 11% BarCap US Aggregate (5-7Y), 6% BarCap US
Aggregate (10+Y), 6% BarCap US Corporate High Yield Index, 3% JPM GBI Global Ex-US TR USD Index, 5% JPM EMBI Global TR
USD Index, 20% S&P 500 Index, 8% Russell Mid Cap TR USD Index, 6% Russell 2000 Index, 5% MSCI EAFE GR USD Index, 5%
MSCI EM GR USD, 5% FTSE EPRA/NAREIT Developed TR USD Index, 2% Bloomberg Commodities Index, 3% HFRI Relative Value
Arbitrage Index, 6% HFRI Macro Index, 4% HFRI Event Driven Index, 2% HFRI Equity Hedge Index.
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Disclosures
Risk Factors
Bonds: Investments in fixed-income securities are subject to market, interest rate, credit and other risks. Bond prices
fluctuate inversely to changes in interest rates. Therefore, a general rise in interest rates can result in the decline in the
bond’s price. Because bond prices generally fall as interest rates rise, the current low interest rate environment can increase
the bond’s interest rate risk. Credit risk is the risk that an issuer will default on payments of interest and principal. This risk
is higher when investing in high yield bonds, also known as junk bonds, which have lower ratings and are subject to greater
volatility. If sold prior to maturity, fixed income securities are subject to market risk. All fixed income investments may be
worth less than their original cost upon redemption or maturity.
Commodities: Investing in commodities is not suitable for all investors. Exposure to the commodities markets may subject
an investment to greater share price volatility than an investment in traditional equity or debt securities. Investments in
commodities may be affected by changes in overall market movements, commodity index volatility, changes in interest rates
or factors affecting a particular industry or commodity.. Products that invest in commodities may employ more complex
strategies which may expose investors to additional risks.
Foreign: Foreign investing involves risks not typically associated with U.S. investing, including currency fluctuations, political
instability, uncertain economic conditions and different accounting standards. These risks are heightened in emerging
markets.
Hedge Funds: Hedge funds trade in diverse complex strategies that are affected in different ways and at different times by
changing market conditions. Investing in hedge funds involves the risks inherent in an investment in securities, as well as
specific risks associated with limited liquidity, the use of leverage, short sales, options, futures, derivative instruments, and
investments in non-U.S. securities, “junk” bonds, illiquid investments and arbitrage methodologies.
REITs: There are special risks associated with an investment in real estate, including the possible illiquidity of the underlying
properties, credit risk, interest rate fluctuations and the impact of varied economic conditions.
Stocks: Stocks are subject to market risk which means their value may fluctuate in response to general economic and
market conditions, the prospects of individual companies, and industry sectors. The prices of small/mid-company stocks are
generally more volatile than large company stocks. They often involve higher risks because of smaller and mid-sized
companies may lack the management expertise, financial resources, product diversification and competitive strengths to
endure adverse economic conditions.
Disclaimers
Wells Fargo Investment Institute, Inc. (“WFII”) is a registered investment adviser and wholly-owned subsidiary of Wells
Fargo & Company.
© 2019 Wells Fargo Investment Institute. All rights reserved.
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Disclosures
Wells Fargo Wealth Management and Wells Fargo Private Bank provide products and services through Wells Fargo Bank,
N.A. and its various affiliates and subsidiaries and has agreed to provide the foregoing materials for educational purposes
only. The information in this report is not intended to advise or recommend that any particular action be taken. Wells
Fargo Bank, N.A. is a banking affiliate of Wells Fargo & Company.
Changes to the tax laws may affect the results we provide. We update our software for tax law changes periodically
throughout the year, though due to timing, our periodic updates may not reflect the most recent tax law changes.
The information contained herein represents estimated hypothetical results, calculated based upon the information and
assumptions that you provided or are disclosed including inflation rates and target rates of return. Any use of the terms
“Recommend” or “Propose” are based on, and only intended to represent a possible solution based on the disclosed
assumptions. Any reference to a proposed action and/or recommendation contained in this report is not intended to be
investment advice. Please review the data and assumptions provided in this report for accuracy. The results and
proposals depend directly on the accuracy and completeness of the information you provided. Financial statements are
un-audited and have not been certified or independently verified. The information does not attempt to address all
financial issues that may impact you, and is limited to educational information with respect to the specific financial
planning topics prepared for you.
Wells Fargo & Company and its affiliates do not provide legal advice. Please consult your tax and legal advisors to
determine how this information may apply to your own situation. Whether any planned tax result is realized by you
depends on the specific facts of your own situation at the time your taxes are prepared.
All investing involves some degree of risk, whether it is associated with market volatility, purchasing power or a specific
investment product.
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