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QUESTION 1

Which of the following life insurance settlement options will qualify for the federal estate tax marital deduction? 

1.

 Proceeds left to the surviving spouse under the interest option, with interest payable to the surviving spouse who has
the unrestricted right to withdraw proceeds and with any proceeds not withdrawn payable equally to her children per
stirpes 

2.

 Proceeds left to the surviving spouse under an installment option, with any installments remaining at her death to be
commuted and paid to her estate 

A. Both 1 and 2 

B. 1 only 

C. 2 only 

D. Neither 1 nor 2 

Correct Answer: A 

 

QUESTION 2

Generally all the following statements concerning life insurance arrangements for partnership buy- sell agreements are
correct EXCEPT: 

A. With an entity-purchase agreement the partnership strives to maintain face amounts of coverage equal to its
obligations under the agreement. 

B. With a cross-purchase agreement each partner purchases life insurance on the life of each of the other partners. 

C. With an entity-purchase agreement the formula used for determining the number of life insurance policies needed is
N (number of partners) + 1. 

D. With a cross-purchase agreement the individual partners are the applicants, owners, beneficiaries and premium-
payers of the policies. 

Correct Answer: C 

 

QUESTION 3

A woman is the income beneficiary of an irrevocable trust. Which of the following powers given to her will cause all the
assets in the trust to be includible in her gross estate for federal estate tax purposes? 

A. The testamentary special or limited power to direct the trustee to distribute trust assets to her children 

B. The testamentary power to direct the trustee to use trust assets to pay her estate taxes 
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C. The power each year to direct the trustee to pay her an amount of trust assets not exceeding the greater of $5,000 or
5 percent of the assets held by the trust 

D. The power to direct the trustee to pay trust assets to her limited in amount to an ascertainable standard relating to
her health and education 

Correct Answer: B 

 

QUESTION 4

Which of the following transactions is a taxable gift for federal gift tax purposes? 

A. A mother purchased listed common stocks titling them in joint names with her daughter and the stocks have not yet
been sold. 

B. A grandmother purchased a U.S. savings bond that is registered as payable to her and her two grandchildren and the
bond has not yet been surrendered for cash. 

C. A man deeded real estate to his sister but did not record the deed nor did he deliver the deed to his sister. 

D. A father made a deposit of $100,000 into a bank account titled jointly with his son, and the son has not yet made any
withdrawals. 

Correct Answer: A 

 

QUESTION 5

Which of the following statements concerning the generation-skipping transfer tax (GSTT) is correct? 

A. The GSTT rate applicable to a transfer depends upon the amount of the gift. 

B. The lifetime exemption shelters a maximum of $1 million of transfers to grandchildren from GSTT for the current
year. 

C. Tuition payments made by a grandparent directly to a university for a grandchild\\'s education are exempt from
GSTT. 

D. The annual exclusion against GSTT shelters gifts by a grandparent to a trust benefitting multiple grandchildren. 

Correct Answer: C 

 

QUESTION 6

Limited interests in property include all the following EXCEPT 

A. life estates 

B. remainder interests 

C. fee simple estates 
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D. reversionary interests 

Correct Answer: C 

 

QUESTION 7

Which of the following provisions is (are) generally common to all buy-sell agreements? 

1.

 Provisions specifying how the purchase price is to be funded. 

2.

 Statement indicating the purpose of the agreement. 

A. 2 only 

B. Neither 1 nor 2 

C. 1 only 

D. Both 1 and 2 

Correct Answer: D 

 

QUESTION 8

To determine whether a taxable gift has been made, the IRS focuses on all the following factors EXCEPT: 

A. Was the value of the gift property in excess of the annual per-donee exclusion? 

B. Was the transferred property real property or personal property? 

C. Did the donor absolutely, irrevocably, and currently divest himself of dominion and control over the property? 

D. Was the property transferred for less than an adequate and full consideration in money or money\\'s worth? 

Correct Answer: B 

 

QUESTION 9

In all cases a trustee must invest trust assets in accordance with the 

A. common law standard of the prudent person 

B. stated provisions of the trust instrument 

C. requirements of a state\\'s permissive legal list 

D. requirements of a state\\'s mandatory legal list 
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Correct Answer: B 

 

QUESTION 10

Which of the following statements concerning the obligation of the personal representative of a decedent to file a federal
estate tax return is (are) correct? 

1.

 A return must be filed by a decedent\\'s estate if the gross estate plus adjusted taxable gifts equals the applicable
exclusion amount or more, even though no federal estate tax is due. 

2.

 Unless extensions are granted, the return must be filed and the tax paid within 9 months of the decedent\\'s death. 

A. Neither 1 nor 2 

B. Both 1 and 2 

C. 1 only 

D. 2 only 

Correct Answer: B 

 

QUESTION 11

A father wants to accumulate funds for his 12-year-old son\\'s college education. On the advice of his attorney, the
father establishes an IRC Section 2503(c) trust and funds it with annual gifts. All the following statements concerning
this arrangement are correct EXCEPT: 

A. In the event of the son\\'s death prior to age 21, trust assets must either be payable to the son\\'s estate or be subject
to a general power of appointment held by the son. 

B. The father\\'s annual gift tax exclusion must be reduced by any amount used to pay college tuition costs. 

C. The trust must be irrevocable. 

D. Any accumulated income and all trust principal must be available for distribution to the son when he attains age 21. 

Correct Answer: B 

 

QUESTION 12

A father and son have been farming land owned by the father for the past 12 years. Just prior to his death, the father
was offered $1,200,000 for his farm because of its possible use as a shopping center. The son would like to continue to
farm 

the land if it can be included in his father\\'s estate at its current use value. Additional facts are: 
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1.Average annual gross rentals from nearby farms of similar acreage are $56,000. 

2.Average annual state and local real estate taxes on the farm are $8,000. 

3.The interest rate for loans from the Federal Land Bank is 8 percent. 

For federal estate tax purposes, the farm method valuation formula would result in a current use value for the farm of 

A. $700,000 

B. $820,000 

C. $600,000 

D. $500,000 

Correct Answer: C 

 

QUESTION 13

All the following trust provisions avoid causing the inclusion of an irrevocable life insurance trust in an insured\\'s gross
estate EXCEPT 

A. a trustee\\'s power to pay estate expenses 

B. a trust beneficiary\\'s power to withdraw contributions to the trust 

C. a trustee\\'s power to loan assets to the estate at the trustee\\'s discretion 

D. a trustee\\'s power to purchase assets from the estate at the trustee\\'s discretion 

Correct Answer: A 

 

QUESTION 14

Which of the following statements concerning the valuation of intangible personal property in the gross estate of a
decedent is correct? 

A. If there were no trades of a listed common stock on the date of the stockholder\\'s death, the stock\\'s value is based
on its average daily price for the previous month prior to the shareholder\\'s death. 

B. Certain U.S. Treasury bonds that are used to pay federal estate taxes at par are valued at their market price on the
date of death of the owner. 

C. When a minority stockholder in a closely held corporation dies, his stock is valued on the basis of the "blockage"
rule. 

D. Valuing closely held stock requires the consideration of several factors outlined by IRS rulings. 

Correct Answer: D 
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QUESTION 15

Which of the following statements concerning state death taxes is correct? 

A. A state inheritance tax is imposed on the right of the deceased to leave property to heirs. 

B. A state estate tax is imposed on the right of heirs to receive property from the deceased. 

C. State estate and inheritance taxes are generally imposed at the same rate regardless of the relationship of the
deceased to the beneficiary. 

D. A deduction for the full amount of state death taxes paid by a decedent estate is allowed on a decedent federal
estate tax return. 

Correct Answer: D 
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