
 SEQ CHAPTER \h \r 1Bost estate planning
Mock Exam 11-14b
Name                                  roll#       
Facts for 1 - 3: Alan and Martha Kotter have three children. Son Dan is divorced, has four children. Daughter Dorothy is married, has two children. Daughter Beverly is married, has one child. All of the Kotter’s grandchildren are adults. The Kotter’s net wealth is $8,000,000. They have an ABC estate plan. They would like to start gift giving to reduce transfer taxes. Assume that at the time of their deaths, the value of their estate is likely to remain about as it is now (less any gifts given), and the executor of S1’s estate will use the QTIP election to postpone taxes until the second death. For this problem, use $10,000 as the annual exclusion amount. Each question is independent unless otherwise indicated.


. Assuming they are willing to make annual exclusion gifts to their children, son-in-laws, and grandchildren; and make additional taxable gifts to their children to use up both unified credits, calculate the total that the Kotters can give in 1997 without generating a gift tax.

	
	
	
	
	
	
	
	

	a.
	$120,000
	b.
	$1,320,000
	c.
	$1,440,000
	d.
	$1,680,000



. How much more, after the gifts in the prior question, could they give in 2004 without generating a gift tax. (all other gifts since 1976 were below the annual exclusion amount)
	
	
	
	
	
	
	
	

	a.
	$900,000
	b.
	$1,040,000
	c.
	$1,800,000
	d.
	$2,040,000



. After Alan’s death, Martha continued to make gifts. In 2006, she made a gift to Dorothy of XYZ stock worth $100,000. Martha had bought the stock for $60,000. No other gifts were made to Dorothy that year and no tax had to be paid. The stock was worth $150,000 when Martha died in 2007. How much estate tax was saved by making this gift?

	
	
	
	
	
	
	
	

	a.
	$22,500
	b.
	$27,000
	c.
	$40,500
	d.
	$63,000



. A year after Martha’s death, Dorothy sold the XYZ stock for $175,000. How much gain did she have to recognize?

	
	
	
	
	
	
	
	

	a.
	$75,000
	b.
	$85,000
	c.
	$115,000
	d.
	$175,000



. Which of the following are generally thought of as advantages of the Uniform Transfer to Minors Act?


1.
The donor can create a custodianship to last until the donee is any age specified in the transfer documents (e.g., 50).


2.
The custodianship is a separate tax entity, hence some income tax splitting by the minor is possible.


3.
Almost any kind of property, even real estate, can be held by the custodian for the minor


4.
Because the custodian is a fiduciary, the property is not in the minor’s estate if he or she dies before taking possession of the property.

	
	
	
	

	a.
	(1), (2), and (3) only are correct.
	d.
	(3) only is correct.

	b.
	(2) and (4) only are correct.
	e.
	All are correct.

	c.
	(1) and (4) only are correct.
	
	


Facts for 6 - 7:  On March 1, 2003, Tony gave his mother, Cecilia, GHI stock worth $200,000 Tony had bought the stock for $40,000.  His mother died, leaving the GHI stock back to Tony.  It was valued at $220,000 in his mother’s estate.


. If Cecilia died January 10, 2004, Tony’s basis in the GHI stock would be:

	
	
	
	
	
	
	
	
	
	

	a.
	$0
	b.
	$40,000
	c.
	$190,000
	d.
	$200,000
	e.
	$220,000



. If Cecilia died January 10, 2005, Tony’s basis in the GHI stock would be:

	
	
	
	
	
	
	
	
	
	

	a.
	$0
	b.
	$40,000
	c.
	$190,000
	d.
	$200,000
	e.
	$220,000


Facts for 8 - 9:  Mrs. Beal is thinking about establishing a trust for her grandsons, 10 year old Thurman Beal II and 15 year old Watson Beal.  Their father, Thurman Beal (the first), died when Watson was a baby.  Using 10% as the federal rate and a maximum annual exclusion of $10,000, what is the taxable gift in each of the following alternatives? 


. Create two trusts, one for each boy, with terms that allow the trustee to spend the corpus or the income on the beneficiary until age 21.  If a beneficiary dies before reaching age 21, he has the power to appoint the trust assets to whomever he pleases, otherwise the corpus pours over to the other boy’s trust, if still in existence, or to the other boy if he is over 21.  Mrs. Beal places $12,000 in each trust, how much is taxable?

	
	
	
	
	
	
	
	

	a.
	$0
	b.
	$4,000
	c.
	$14,204
	d.
	$24,000



. Create two trusts, one for each boy, with terms that allow the trustee to distribute to the beneficiary the lesser of the amount placed in the trust or the annual exclusion amount within 90 days after each transfer of funds into trust.  After the 90 days, if no distribution is made, the trustee can only use the corpus or income to further the beneficiary’s education.  Each trust is to terminate when the beneficiary reaches the age of 25 or graduates from college or university, whichever event happens first.  If a beneficiary dies before graduating or reaching age 25, the trust corpus pours over to the other boy’s trust, if still in existence, or to the other boy if he has qualified to receive the corpus of his own trust.  If she places $12,000 in each trust, how much is taxable?

	
	
	
	
	
	
	
	

	a.
	$0
	b.
	$4,000
	c.
	$7,499
	d.
	$24,000



. Rhonda sold her vacation home (FMV $300,000, basis $50,000) to her daughter Rose for $30,000 cash and Rose’s assumption of an $80,000 mortgage. What is Rose’s basis in the home?

	
	
	
	
	
	
	
	

	a.
	$30,000
	b.
	$50,000
	c.
	$80,000
	d.
	$110,000



. The federal rate was 12% when Monica, age 50, established a one million dollar 15-year irrevocable trust with her son Patrick, age 30, as the remainderman. If Monica dies before the trust term finishes, the trust reverts to her estate. Determine the value of the taxable gift, given that Monica retains the right to $80,000 per year for the term of the trust.  Taxable gift:

	
	
	
	
	
	
	
	

	a.
	$182,696
	b.
	$455,128
	c.
	$544,872
	d.
	$1,000,000


Facts for 12 - 13: Allan made two interest free loans last year and nothing has been paid on principal.  The loans are: 1) $7,000 to his grandson Bryan, the loan is to be paid back when Bryan graduates from university.  Bryan had interest income during the year of $160.  2) $75,000 to his son Lloyd to enable him to buy his wife’s interest in their home, pursuant to their pending divorce.  Lloyd has agreed to repay the loan when he sells the house or in 10 years, whichever comes first.  Lloyd had interest income of $320 and dividend income of $930.

	
	
	
	
	
	
	
	



. Due to the loan to Bryan, Allen will report the following income:

	
	
	
	
	
	
	
	

	a.
	$0
	b.
	$160
	c.
	$700
	d.
	$7,000



. Due to the loan to Lloyd, Allen will report the following income:

	
	
	
	
	
	
	
	

	a.
	$0
	b.
	$320
	c.
	$1,250
	d.
	$7,500


Facts 14 - 16: In 1998, Wayne sold his apartment building (basis $200,000) for $800,000, taking $100,000 down and a note of $700,000 for the balance. When Wayne died December 20, 2000 the balance on the note was $450,000.  His will left $500,000 in cash to his sister Linda and the residue of his estate to his issue by right of representation.  He had two children, Edward and Virginia.  During 2001, the debtor paid principal of $50,000 and interest of $45,000 to Wayne’s executor. Assume the following alternative treatments of the note take place early in 2002, before anymore payments are made on principal


. If the note is distributed equally to Edward and Virginia, what is the gain to the estate and is each child’s basis in their respective halves of the note,?

	
	
	
	
	
	
	
	
	

	a.
	$0 &
	$50,000
	b.
	$0 &
	$100,000
	c.
	$150,000 &
	$200,000





. If the note is distributed to Linda in partial satisfaction of her bequest (i.e., the $400,000 balance will be credited dollar for dollar against the $500,000 left to her), what is the gain to the estate and Linda’s basis in the note?
	
	
	
	
	
	
	
	
	

	a.
	$0 &
	$100,000
	b.
	$0 &
	$200,000
	c.
	$300,000 &
	$400,000





. What is the tax result if Virginia lets Edward take 100% of the note, and she takes other property equal in value (e.g., she takes XYZ stock worth $200,000)?


1.
She will be deemed to have sold her half of the note to Edward


2.
Since the note has a stepped up basis due to Wayne’s death, there is no gain to report


3.
Edward’s basis in the note is $400,000


4.
Edward’s basis in the note is $250,000

	
	
	
	
	
	
	
	

	a.
	(1) & (3) are true.
	b.
	(2) & (3) are true.
	c.
	(1) & (4) are true.
	d.
	(2) & (4) are true



.
Intentionally defective irrevocable trusts (IDIT) can reduce the settlor’s taxable estate because:

a.
trust income is taxed to the grantor, even though the grantor doesn’t get the income and the trust corpus is not in his or her estate.

b.
the trust will qualify for a marital deduction even though neither the settlor nor the settlor’s spouse have a retained interest.

c.
even though the trust is included in the settlor’s estate its “defects” cause it to be valued at much less than the true market value of underlying assets.

d.
management fees are accumulated and deducted on the estate tax return

Beyond calculation of the annual payment, there will be no private annuity calculations on an exam. You still need to know how they are structured. 

. Huey and his daughter Deborah agreed to a private annuity.  On Huey’s 70th birthday, he transferred his $1,000,000 apartment building (basis $600,000) to Deborah in exchange for her promise to pay him a lifetime annuity, equal to the value of the apartment building.  The required annuity payment is $110,000. If Huey died after Deborah had made payments equal to $330,000 and claimed depreciation of $75,000, what is her basis in the property?

	
	
	
	
	
	

	a.
	$255,000
	b.
	$405,000
	c.
	$925,000



. Establishing a charitable trust through a testamentary trust rather than during the settlor’s life has the following negative consequence:
	
	
	
	
	
	
	
	


a.
the trust assets are included in the settlor’s estate

b.
there is no income tax deduction

c.
there is no estate tax deduction

d.
the trust has to be irrevocable


e.
the assets in the trust will not receive a “step-up” in basis


. Which of the following statements are true regarding charitable pooled income funds?

1.
The income beneficiary doesn’t create a trust


2.
High income donors might prefer a pooled income fund that invests mostly in tax-exempt municipal bonds


3.
The fund is similar to a mutual fund, with the amount of income a donor receives depending upon how many shares he or she owns


4.
Unlike the other charitable trust arrangements, a donor’s income interest must be personal, i.e., it cannot be established for the joint lives of a couple.

	
	
	
	

	a.
	(1), (2), and (3) only are true.
	d.
	(4) only is true.

	b.
	(2) and (4) only are true.
	e.
	All are true.

	c.
	(1) and (3) only are true.
	
	



. The federal rate was 12% when Monica, age 50, established a one million dollar 15-year irrevocable trust with her son Patrick, age 30, as the remainderman. If Monica dies before the trust term finishes, the trust reverts to her estate. Determine the value of the taxable gift, given that Monica retains the right to $80,000 per year for the term of the trust.  Taxable gift:

	a.
	$182,696
	b.
	$455,128
	c.
	$544,872
	d.
	$1,000,000


Facts for 22 - 23:   On her 70th birthday, Kathleen established a 10 year QPRT, funding it with her $1,000,000 home. Her daughter Marilyn is the remainderman. A contingent reversion resulted in Marilyn’s interest being correctly valued at $300,000.  Consider the following two alternatives:


. When Kathleen died at age 75, her house was worth $1,400,000.  As a result of this QPRT he amounts on the estate tax return for adjusted taxable gifts (ATG) and inclusion in the gross estate (GE) are:

	
	
	
	
	
	
	
	
	

	ATG
	a.
	$0
	b.
	$290,000
	c.
	$290,000
	d.
	$300,000

	GE
	
	$1,400,000
	
	$1,400,000
	
	$0
	
	$0



. Kathleen caught cold skinny dipping in celebration of her 85th birthday.  A week later she died of pneumonia.  The house was worth $1,500,000.  As a result of this QPRT the amounts on the estate tax return for adjusted taxable gifts (ATG) and inclusion in the gross estate (GE) are:

	
	
	
	
	
	
	
	
	

	ATG
	a.
	$290,000
	b.
	$300,000
	c.
	$290,000
	d.
	$300,000

	GE
	
	$1,500,000
	
	$1,500,000
	
	$0
	
	$0


Facts for 24 - 25: Tanya created trusts to benefit family members and her alma mater, State University.  Identify the correct acronym for each of the following charitable trusts:


. Each year, Tanya is to receive income equal to 5% of the value of the trust corpus as such value is determined on December 31st, the university receives the corpus when Tanya dies.

	
	
	
	
	
	
	
	

	a.
	CRAT
	b.
	CRUT
	c.
	CLT
	d.
	NIMCRUT



. Each year, Tanya is to receive income equal to 5% of the value of the trust as such is determined on December 31st of the prior year.  If the income is insufficient (i.e., less than 5%) the trustee will pay her only so much as is earned for the year and will make up the underpayment in later years if there is income equal to more than 5% of the trust’s value, the university receives the corpus when Tanya dies.

	
	
	
	
	
	
	
	

	a.
	CRAT
	b.
	CRUT
	c.
	CLT
	d.
	NIMCRUT



. William used his life insurance policy as collateral for a loan from Linda in the amount of $45,000.  When William failed to repay the loan, Linda sent a copy of the assignment to the insurance policy and had the beneficiary designation changed to name herself.  She made $12,000 in premium payments before William died. How much, if any, of the $300,000 she collected is treated as taxable income?

	
	
	
	
	
	
	
	

	a.
	$0
	b.
	$243,000
	c.
	$300,000
	d.
	some other value



. Which of the following alternatives will cause life insurance to be included in Jack’s estate, even though Jill (Jack’s daughter) owned the policy when Jack died?

	
	
	
	
	
	
	
	



1.
Jack gave her the policy two years ago, retaining no interests in the policy. 


2.
the policy was issued directly to Jill two years before Jack’s death.


3.
Jack had the right to borrow on the policy, but he never did. 


4.
all the premium payments were made by the Jack.

	
	
	
	

	a.
	(1), (2), and (3) only are true.
	d.
	(4) only is true.

	b.
	(2) and (4) only are true.
	e.
	All are true.

	c.
	(1) and (3) only are true.
	
	


Instructions for 28 - 29: Match the most appropriate type of life insurance policies with the situations described:


. Married young couple, both accountants, wife has taken a few years leave of absence from the accounting firm while their children are young. They are buying a house, contributing to a 401k, paying on an auto loan, and running low balances on their credit cards (which they try to pay-off each month).

	
	
	
	
	

	a..
	two cash value life policies (both insured)
	c.
	last to die policy, cash value
	

	b.
	two term policies (both insured)
	d.
	last to die policy, term
	



. Consider an elderly, frail but insurable, retired couple whose estate is worth at least $5,000,000.  Most of the estate is undeveloped low basis real estate that produces very little income, yet it is enough for their modest life style.  They are concerned about the estate tax burden and would like to create an Irrevocable Life Insurance Trust to address this concern.

	
	
	
	
	

	a..
	two cash value life insurance (both insured)
	c.
	last to die, cash value
	

	b.
	two term insurance (both insured)
	d.
	last to die, term
	



. Which of the following are true statements about life insurance that is classified as a modified endowment contract (one that fails to meet the seven pay test)?

	
	
	
	
	
	
	
	



1.
Cash withdrawals, even as loans, are included in gross income to the extent the policy has cash accumulations. 


2.
Congress intended to penalize this type of insurance contract because they were being sold as tax free investments with very little insurance protection.


3.
Withdrawals before the owner is 59 ½ may be subject to a 10% penalty.


4.
The premiums paid during the first seven years are more than enough to fully pay the stated death benefit.

	
	
	
	

	a.
	(1), (2), and (3) only are correct.
	d.
	(4) only is correct.

	b.
	(2) and (4) only are correct.
	e.
	All are correct.

	c.
	(1) and (3) only are correct.
	
	



. Four years ago, Gertrude and Stanley created Irrevocable Life Insurance Trusts.  The respective trusts give the trustees the power to distribute income to the surviving spouse for any reason, and even corpus, if there is a real need. Eventually, the corpus of both trusts will be distributed to the couple’s children.  The trustees purchased cash value life insurance on their respective settlors.  Stanley died two years ago and Gertrude died three months ago.  Given that Gertrude and Stanley’s ILITs were correctly done, which statements are true regarding the Trust holding insurance on Stanley’s life?

	
	
	
	
	
	
	
	



1.
Gertrude was the settlor of this trust.


2.
Its corpus is included in Stanley’s estate but not in Gertrude’s.


3.
Only Stanley could change the beneficiaries of the insurance policy.


4.
Stanley can furnish the funds to pay the premiums on the policy without causing any portion of the trust to be included in his estate.

	
	
	
	

	a.
	(1), (2), and (3) only are true.
	d.
	(4) only is true.

	b.
	(2) and (4) only are true.
	e.
	None  are true.

	c.
	(1) and (3) only are true.
	
	



. Section 6161 allows an estate to postpone estate taxes for reasonable cause. Which of these are true statements concerning this section?

	
	
	
	
	
	
	
	



1.
Only estates that have a substantial business interest can utilized this section.


2.
The extension can also be used to postpone generation skipping transfer taxes.


3.
The IRS has discretion to grant an extension request made with a late filed return (i.e., no extension requests previously filed), provided the request is made within a year of the original due date.


4.
The taxes can be postpone for up to ten years, but no longer than that.

	
	
	
	

	a.
	(1), (2), and (3) only are true.
	d.
	(4) only is true.

	b.
	(2) and (4) only are true.
	e.
	All are true.

	c.
	(1) and (3) only are true.
	
	


Facts for 33 - 34: Delia died in 2007. Her furniture factory, Settie Wares, Inc., is a substantial portion of her estate. To obtain needed cash for the estate, her executor would like to use §303 to redeem some of the Settie Wares shares it owns. The gross estate, including the shares, is valued at $3,600,000. The debts are $300,000; the funeral costs are $8,000; the expenses of administration are $40,000; and the estate taxes are $563,400.


. Which of the following valuation of the Settie Wares share just exceeds the minimum value that would qualify the estate for a 303 redemption?

	
	
	
	
	
	
	
	

	a.
	$1,000,000
	b.
	$1,200,000
	c.
	$1,400,000
	d.
	$1,600,000



. Assuming that the estate does qualify for 303 redemption, which of the following is the closest to the maximum number of shares that can be sold back to the corporation at $1,000 per share and qualify for capital gains treatment?

	
	
	
	
	
	
	
	

	a.
	600
	b.
	700
	c.
	
800
	d.
	900


Facts for 35 - 36: Before he died in 2005, Barton owned and operated a farm. The value of his gross estate excluding the farm real estate was $3,400,000 and unsecured debts were $200,000, secured debts were $500,000, funeral expenses were $20,000, and administration expenses were $50,000. His heirs are considering making a §2032A election.
	
	
	
	
	
	
	
	



. The estate has received the following preliminary net valuations for the farm real estate. Which one is the lowest that would still allow the election, assuming all other requirements of §2032A are met?

	
	
	
	
	
	
	
	

	a.
	$750,000
	b.
	$1,000,000
	c.
	$1,250,000
	d.
	$2,800,000



. Assuming that the election is made, and the special use valuation is $500,000 less than full fair market value, the estate taxes saved would be closest to the following:

	
	
	
	
	
	
	
	

	a.
	$240,000
	b.
	$300,000
	c.
	$350,000
	d.
	$375,000



. John Guerrette is 80 years old, in fair health, goes to his industrial equipment rental business every workday.  The business has a net worth of $1,500,000 and his other property is worth about $2,000,000.  Which of the following would be points in favor of John selling his business now, rather than leaving it up to his executor or his heirs?


1.
He has a very low basis in the business.


2.
Most of the good-will is based upon location, real high quality equipment, and customer loyalty, rather than on John’s personal reputation.


3.
He has a wife who will probably out live him for at least five years and they have an ABC plan and a community property agreement (i.e., one that says all property is community regardless of how held).


4.
None of his heirs have shown much interest in keeping the business, so §6166 is not a serious option.

	
	
	
	

	a.
	(1), (2), and (3) only are correct.
	d.
	(4) only is correct.

	b.
	(2) and (4) only are correct.
	e.
	All are correct.

	c.
	(1) and (3) only are correct.
	
	



. Kevin and Ellen live on their 1,000 acre ranch with their three children and their families. The ranch is estimated to be worth $5,000,000 and their basis in it is less than $400,000. They are considering creating a family limited partnership and giving interests to their children, sons and daughter-in-laws, and grandchildren. Which of the following are true statements concerning this estate planning technique?


1.
The value of each limited partnership interest given as a gift is discounted both for lack of marketability ane for lack of control.


2.
Kevin and Ellen must move off the ranch to avoid having the value of the ranch included in one or both estates.


3.
The transfers may make it harder for the parents’ estates to qualify for special use valuation.


4.
The children would most likely be the general partners.

	
	
	
	

	a.
	(1), (2), and (3) only are correct.
	d.
	(4) only is correct.

	b.
	(2) and (4) only are correct.
	e.
	All are correct.

	c.
	(1) and (3) only are correct.
	
	


Solutions
�.  c	Both use their AEA and annual exclusion times the number of donees. Donees: 3 children, 2 son-in-laws, and 7 grandchildren. $1,200,000 + 12 * 2 * $10,000 = $1,440,000


�.  b	Both use the $400,000 increase in their AEAs and annual exclusion times the number of donees. Donees: 3 children, 2 son-in-laws, and 7 grandchildren. $800,000 + 12 * 2 * $10,000 = $1,040,000.  Remember, the gift AEA stays at $1,000,000.


�.  b	The savings is the difference between the adjusted taxable gift and the FMV DOD times the marginal rate: 45% * ($150,000 - ($100,000 - $10,000)) = $27,000


�.  c	Martha has COB in the XYZ stock, therefore the gain is $175,000 - $60,000 = $115,000.


�.  d	3) is the only true statement. 1) generally states have allowed custodianships to last until the minor reaches age 25, but not until 50; 2) income is considered as belonging to the minor; 4) the minor owns the property even though the custodian has the title.


�.  b	Remember §1014(e), transfer of appreciated property by gift, that then comes back to the donor within 1 year has a COB.


�.  e	§1014(e) no longer applicable, more than one year, therefore basis equals FMV DOD.


�.  b	These are 2503(c) trusts, therefore, $10,000 of the $12,000 placed into each trust qualifies for the annual exclusion.  Note that these trusts must end by the time the beneficiary reaches age 21, not that it must last that long.


�.  d	There is no annual exclusion because neither boy has a measurable present interest.  Note that it is the trustee who decides how much each boy gets.  It isn’t a §2503(c) trust since the trusts don’t terminate until the beneficiary reaches age 25.


�.  d	Because she paid $110,000 which is more than Rhonda’s basis, it should be what she paid rather than a COB.


�.  b	Since the retained interest is fixed as an annuity we use Table B (value of the trust less the value of the 15 year annuity = taxable gift). Note that the reversion does not decrease the gift because it is not certain to occur hence it is given a zero value. $1,000,000 - (6.8109 * $80,000) = $455,128


�.  a	One does not have to impute interest income if the loan is less than $10,000.


�.  c	If the loan is more than $10,000 but less than $100,000 and the donee’s investment income is greater than $1,000, the donor must report income equal to the donee’s investment income.


�.  a	Distribution does not trigger recognition of gain so long as it is to the residuary beneficiaries or is specifically bequeathed. The basis percentage is 25%, so his basis in his half of the note is 25% * $200,000 = $50,000.


�.  c	Distribution to satisfy a pecuniary bequest, i.e., a cash bequest, is treated as a sale of the note by the estate, hence the estate recognizes gain ($400,000 - $100,000) and Linda is considered to have bought it for $400,000.


�.  c	Virginia is considered to have sold her half interest in the note to Edward. Therefore, she recognizes gain of $150,000 ($200,000 - $50,000) and Edward’s basis in the note is $250,000 ($200,000 he paid for Virginia’s half, plus the $50,000 basis for the half he inherited)





�.  a	By paying the tax the settlor’s estate is reduced.  b, c, and d are made-up statements that don’t relate to IDITs


�.  a	Once Huey dies, Deborah’s basis can finally be determined as being equal to the total payments made, less depreciation claimed, plus any capital improvements made: $330,000 - $75,000 = $255,000.


�.  b	Since the transfer is as of the donor’s death there is no income tax deduction allowed.  a) and c) are not correct because the assets are included in both cases, but there is an off setting deduction in both cases; d) is not correct because both gifts must be irrevocable; and e) is not correct because the assets held until death will receive a step-up in basis.


�.  c	1) and 3) are both true; 2) is false because pooled income funds by law cannot invest in tax free securities; and 4) is false because joint income interests are permitted.


�.  b	Since the retained interest is fixed as an annuity we use Table B (value of the trust less the value of the 15 year annuity = taxable gift). Note that the reversion does not decrease the gift because it is not certain to occur hence it is given a zero value. $1,000,000 - (6.8109 * $80,000) = $455,128


�.  a	Since she died while still retaining an income interest, the entire trust is included in her estate at its value when she died.  It won’t also be an adjusted taxable gift.


�.  d	Since she made it past the 10 year term, none of the trust is included in her estate, but it is an adjusted taxable gift. Note, no annual exclusion for remainder interests. Also, the three year rule only applies to the release of a retained interest, here there was no release but rather the term ended by virtue of the trust agreement.


�.  b	Where the retained income interest is based upon the trust’s value each year (i.e., annual revaluation must occur to determine the yearly income) it is a charitable remainder uni-trust (CRUT).


�.  d	This is a net income make-up charitable remainder uni-trust, NIMCRUT for short.


�.  b	Transfer for value rule: $300,000 - $45,000 - $12,000 = $243,000.


�.  c	1) 3 year transfer of life insurance rule; 3) right to borrow = incidents of ownership; 2) no, direct to Jill, no transfer; 4) payment of premiums is not a transfer of the policy nor is it an incidents of ownership.


�.  b	The real need is for income replacement if either dies since the wife expects to return to the work force soon; even if she didn’t plan to return to work soon, the costs will increase if she died.


�.  c	The purpose is to pay the taxes.  Term is inappropriate in that it is not likely to be there at the second death.  QTIP will postpone taxes until the second death.  If S2 is so ill that she will probably die soon after S1, then a partial (or no) QTIP will equalize taxes. The taxes on S1's estate can be paid when the money comes in after S2's death by getting an extension to pay for good cause (lack of liquidity).  Remember the interest on S1 estate tax is deductible.  


�.	e  	All are true statements.


�.  d	4) is true, payment of the premiums directly, or through the trust (Crummey powers) will not be treated as an incident of ownership. 1) no, Stanley must be the settlor of the trust that has him as insured, otherwise the life estate would cause inclusion in the survivor’s estate; 2) no, correctly done, the corpus will be included in neither estate (no retained interests, no life insurance transfers w/in 3 years, no general powers); 3) no, this would be considered an incident of ownership.


�.  b	2) and 4) are true statements of the law; 1) no, this one doesn’t require a business interest, e.g., mere illiquidity of the estate assets is enough for reasonable cause, there aren’t even % thresholds with this one; 3) no, only for timely made requests, each grant is for a maximum (always ask for the max) of one year, and each new request must be submitted for the last one expired, up to a maximum of 10 years.


�.  b	Threshold = 35% * AGE = 35% * ( $4,600,000 - ($300,000 + $8,000 + $40,000)) = $1,137,850; the next higher value of those given is $1,200,000.


�.  a	The max dollar amount = death taxes + funeral + expenses (not debts though) = $40,000 + 8,000 + $563,400 = $611,400 & divided by $1,000 per share = 611.4 nearest is then 600 shares.


�.  a	� SEQ CHAPTER \h \r 1�the special use real estate must equal or exceed 25% of the AGE GE less only secured debt and liens: $3,400,000 - $500,00 = $2,900,000 & since this must be 75%, multiply this by 25% to see what the minimum of the farm real estate must be: $725,000, hence $750,000 is the valuation just above.


�.  a	The maximum decrease in the value of the real estate is $750,000 (indexed post ‘97) and the estate is in a top marginal rate of 47%, therefore: 47% * $500,000 = $235,000, hence $240,000 is the closest.


�.  d	4) is the only point in favor of selling (the other factors might outweigh it); 1) low basis would be stepped up at his death, so capital gain would be avoided; 2) given the source of the good will, the value is not likely to be affected by John’s death; 3) with community property, both halves get a step-up in basis when one dies, so again, little capital gain.


�.  c	2) no, the transfer with a retained interest has never been applied to transfers of limited partnership interests because the parents don’t really retain an interest in the gifts; and 4) no, the parents are usually named as the general partners since they want to continue to control what was once all theirs.










