 SEQ CHAPTER \h \r 1Bost estate planning
Mock Exam 9-10b
Name                                    roll#       
1.
In a properly drawn ABC plan, which of the following statements concerning possible trust provisions are true insofar as the Trust B is concerned?


  1.
S2 could be given a life estate or it could be a sprinkling trust.


  2.
S2 can hold a power to withdraw corpus provided it is limited by an ascertainable standard related to support, health, education and maintenance.


  3.
S2 can have a limited power to appoint corpus at her death, e.g., amongst the settlor’s issue.


  4.
S2 can be given a “5 & 5” power, but if it is unexercised in the year of S2’s death, it will cause the greater of $5,000 or 5% of the trust to be included in S2’s estate. 

	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.
	
	


Facts for 2 - 4:  S1 died in June of 2004 and S2 died in April of 2007. Their estate plan was an AsuperB Trust plan. When S1 died they owned property with a net value of $8,941,400 of which S1’s separate property was worth $4,800,700, their community property was worth $1,700,000, and S2’s separate property was worth $2,440,700.  

2.
After S1’s death, what would be the value of Trust A?

	
	
	
	
	
	
	
	

	a.
	$3,290,700
	b.
	$4,900,700
	c.
	$5,650,700
	d.
	$6,500,700


3.
What QTIP fraction would postpone the tax until S2’s death but still utilize S1’s unified credit?

	a.
	$4,150,700/$5,650,700
	c.
	$1,500,000/$3,290,700
	

	b.
	$1,500,000/$4,900,700
	d.
	$2,480,700/$5,650,700
	


When S2 died the value of the trusts were as follows:  

	Trust A
	
	$5,725,818
	
	Trust superB
	
	$9,800,028


4.
Calculate the value of S2’s estate if S1’s executor QTIP’ed to equalize the estates as of S1’s death.

	a.
	$7,243,580
	c.
	$7,772,296
	

	b.
	$5,725,818
	d.
	$6,099,589
	


5.
S1 and S2 had an ABdC estate plan.  When S1 died in 2007, his estate was worth a net of $4,680,000 and S2’s net worth was $1,846,400 for a  combined value of $6,526,400.  Shortly after S1 died, S2 was diagnosed as having a fatal illness, therefore it was decided that the two estates should be equalized by S2 disclaiming just enough of S1’s estate that the two estate would be equal (at least as of S1’s death).  What amount should she disclaim?

	a.
	 $2,930,000
	b.
	 $1,416,800
	c.
	 $1,666,800
	d.
	 $1,263,200


OK for practice but PTC won’t appear like this on an exam. Use ETAX for calculation of tax.

Facts for 6 - 8: S1 died on March 27, 2006, survived by S2 who was then 65 years old.  The federal rate for valuing split interests (life estates, etc.) was 8%.  They had an ABC plan.  At S1’s death their holdings had the following net value and the trusts were funded as follows:

	S1’s separate
	Community property
	S2’s separate 
	Total value

	$5,180,000
	$1,600,000
	$3,420,000
	$10,200,000

	
	
	
	

	Trust amounts:
	Tr A
	$4,220,000
	Tr B
	$2,000,000
	Tr C
	$3,980,000


S1’s executor QTIP’ed a fraction of Trust C such that the taxable estate was $4,500,000, thus the total tax on S1’s estate was $1,150,000.  When S2 died on June 2, 2008, the trusts had the following values:

	Tr A
	$5,000,000
	Tr B
	$1,800,000
	Tr C
	$5,300,000


Without a PTC, S2’s estate would have had to pay federal estate tax of $2,236,854.

6.
What is PTC limit one?

	a.
	$537,843
	b.
	$875,420
	c.
	$909,835
	d.
	$768,108


7.
What is PTC limit two?















	a.
	 $1,052,872
	b.
	 $1,957,170
	c.
	 $1,352,538
	d.
	 $1,468,455


8.
The PTC (after applying the time factor) would be the lower of the two limits times:

	a.
	 20%
	b.
	 40%
	c.
	 60%
	d.
	 80%
	e.
	 100%


9.
In a properly drawn AsuperB plan, which of the following statements concerning possible trust provisions are generally true insofar as Trust superB is concerned?


  1.
A “5 & 5” power held by S2 won’t increase her taxable estate unless she exercises it.


  2.
S2 can hold a power to withdraw corpus provided it is limited by an ascertainable standard related to support, health, education and maintenance.


  3.
The trustee should be given power to sprinkle income to S2 or to the couple’s issue.


  4.
A general power held by S2 is inappropriate even if it is exercisable only at her death.

	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
1.  e	all are true: 1) yes, since Trust B is not designed to qualify for the marital deduction sprinkling is O.K.; however a life estate for S2 is more common, especially if the marriage was long.  2) yes, since we want Tr B to by pass S2’s estate any power given S2 should be a limited one.  3) yes, same reason as #2.  4) yes, 5 & 5 increases flexibility (S2 can withdraw to these limits without showing need) but a 5 & 5 is a GPA which will cause inclusion if unexercised when S2 dies.  Of course, if exercised, the property withdrawn will be in S2’s estate unless given away or consumed. 


2.  a	Tr A = S2’s sep + 1/2 comm. prop.


3.  a	QTIP amount/QTIP property; QTIP amount = S1’s estate - desired taxable estate [Here, the desired estate = AEA]; QTIP property = Tr sB, therefore: ($5,650,700 - $1,500,000)/$5,650,700


4.  c	Trust A + QTIP fraction * Trust B: (S1's estate - S1's desired estate)/QTIP property [i.e., Tr B], therefore,  $5,725,818 + (($1,180,000)/$5,650,700)*$9,800,028 = $7,772,296.


5. d	The easy way is to use a little algebra: Desired estate = Tr B + Tr dC. Without a disclaimer the only part of the taxable estate would be Tr B = AEA. To get the taxable up to the desired level, Tr dC must equal the amount disclaimed.  Easy.  In this case, since the desired estate is half of the couple’s total estate, Tr dC equals half the total minus the AEA.  Half = $3,263,200. Since Trust B = $2 million, Tr dC must equal $1,263,200 (the amount that must be disclaimed).


6.  d	factor * S1’s federal tax; 0.66792 * $1,150,000 = $768,108.


7.  c	S2’s taxable estate = $6,970,854[QTIP fraction is $1,480,000/3,980,000 (then times Tr C and add Tr A); federal tax on that is $2,236,884; next, subtract from S2’s taxable estate the deemed  transfer amount of  0.66792* ($5,980,000-$1,150,000) = reduced taxable estate of $3,965,214; federal tax on that is $884,346; difference = $1,352,528 [$2,236,884 - $884,346] is limit two.


8. d	Do a time line, every time. A little over 2 years hence 80%.


9.  b	 1) no, at most only a portion of superB will be QTIP’ed therefore an unexercised 5 & 5 will increase S2’s estate.  2) yes, a limited power to withdraw won’t harm this plan.  Unexercised, it will not increase S2’s estate and it won’t be exercised unless S2 is really in need.  3) no, Trust superB is designed to qualify for the QTIP election and a sprinkling will squirrel that.  4) yes, it is inappropriate in that it would cause all of Trust superB to be included in S2’s estate whereas the expectation is that all or most of it will avoid taxation at S2’s death (the AEA portion).
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