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59. LO.8 On the advice of her estate planner, Grace made taxable gifts of $5 million in 2011. Grace dies in

late 2013 leaving a taxable estate of $1.1 million. Grace never made any taxable gifts before 2011. Determine
her estate tax liability.

60. LO.8 Under Rowena's will, Mandy (Rowena's sister) inherits her property. One year later, Mandy dies.

Based on the following independent assumptions, what is Mandy's credit for the tax on prior transfers?

a. The estate tax attributable to the inclusion of the property in Rowena's gross estate is $700,000, and the
estate tax attributable to the inclusion of the property in Mandy's gross estate is $800,000.

b. The estate tax attributable to the inclusion of the property in Rowena's gross estate is $1.2 million, and the
estate tax attributable to the inclusion of the property in Mandy's gross estate is $1.1 million.

c.  Would your answers to parts (a) and (b) change if Mandy died seven years (rather than one year) after
Rowena?

61. LO.9In 2013, Loretta makes a taxable gift of $2 million to her granddaughter, Bertha. Presuming that
Loretta used up both her unified transfer tax credit and her generation-skipping transfer tax credit, how much tax
does Loretta owe as a result of the transfer?

Tax Return Problems

1. James A. and Ella R. Polk, ages 70 and 65, are retired physicians who live at 13319 Taylorcrest Street,
Houston, Texas 77079. Their three adult children (Benjamin Polk, Michael Polk, and Olivia Turner) are mature
and responsible persons. The Polks have heard that the Obama administration has proposed lowering the Federal
gift tax exclusion from $5.25 million to $3 million. Although this change may not occur, the Polks feel they
should take advantage of the more generous exclusion available under existing law. Thus, in 2013, the Polks
make transfers of many of their high value investments. These and other gifts made during 2013 are summarized
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wife as tenants by the entirety. How much is included in Aiden's gross estate based on the following
assumptions?

Aiden dies first and is survived by Chloe, his sisters, and his wife.
Aiden dies after Chloe, but before his sisters and his wife.

Aiden dies after Chloe and his sisters, but before his wife.

Aiden dies last (i.e., he survives Chloe, his sisters, and his wife).

o o

53. LO.4, 6,7 In 2002, Gordon purchased real estate for $900,000 and listed title to the property as “Gordon
and Fawn, joint tenants with right of survivorship.” Gordon predeceases Fawn in 2013 when the real estate is
worth $2.9 million. Gordon and Fawn are brother and sister.

a. Did a gift occur in 2002? Explain.
b. What, if any, are the estate tax consequences in 2013?
c. Under part (b), would your answer change if it was Fawn (not Gordon) who died in 2013? Explain.

54. LO.4, 6,7 Assume the same facts as in Problem 53, except that Gordon and Fawn are husband and wife
(not brother and sister).

a.  What are the gift tax consequences in 2002?
b. What are the estate tax consequences in 2013?
c. Under part (b), would your answer change if it was Fawn (not Gordon) who died in 2013? Explain.

55. LO.6 In 2009, Jessica placed $250,000 in a savings account listing ownership as follows: “Jessica, Keri,
and Jason, joint tenancy with the right of survivorship.” Keri and Jason are Jessica's adult children. In 2010,
Jason withdrew $50,000 from the account. In 2013, when the account had a balance of $210,000, Jessica
predeceases her children. What are the transfer tax consequences of these transactions in:
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rescinds her right to revoke the trust. Peggy dies in 2013 when the trust is worth $3.2 million. What are Peggy's
transfer tax consequences in:

a. 2007?
b. 20117
c. 2013?

51. LO.6, 7 In 2000, Alan purchases a commercial single premium annuity. Under the terms of the policy,
Alan is to receive $120,000 annually for life. If Alan predeceases his wife, Katelyn, she is to receive $60,000
annually for life. Alan dies first at a time when the value of the survivorship feature is $900,000.

a.  How much, if any, of the annuity is included in Alan's gross estate? Taxable estate?

b. Would the answers to part (a) change if the money Alan used to purchase the annuity was community
property? Explain.

52. LO.6 At the time of his death on July 9, 2013, Aiden was involved in the following real estate.
Fair Market Value (on July 9, 2013)

Apartment building $2,100,000

Tree farm 1,500,000
Pastureland 750,000
Residence 900,000

The apartment building was purchased by Chloe, Aiden's mother, and is owned in a joint tenancy with her. The
tree farm and pastureland were gifts from Chloe to Aiden and his two sisters. The tree farm is held in joint
tenancy, and the pastureland is owned as tenants in common. Aiden purchased the residence and owns it with his

1844

18-45




image4.png
41. LO.5 Using property she inherited, Myrna makes a gift of $6.2 million to her adult daughter, Doris. The
gift takes place in 2013. Neither Myrna nor her husband, Greg, have made any prior taxable gifts. Determine the
gift tax liability if:

a. The § 2513 election to split gifts is not made.

b. The § 2513 election to split gifts is made.

c.  What are the tax savings from making the election?

42. LO.6 At the time of his death this year on September 4, Kenneth owned the following assets.

Fair Market Value
City of Boston bonds $2,500,000
Stock in Brown Corporation 900,000

Promissory note issued by Brad (Kenneth's son) 600,000

In October, the executor of Kenneth's estate received the following: $120,000 interest on the City of Boston
bonds (810,000 accrued since September 4) and a $7,000 cash dividend on the Brown stock (date of record was
September 5). The declaration date on the dividend was August 12.  The $600,000 loan was made to Brad in
late 2010, and he used the money to create a very successful business. The note was forgiven by Kenneth in his
will. What are the estate tax consequences of these transactions?

43. LO.6 Assume the same facts as in Problem 42 with the following modifications.

« The bonds were issued by the Houston (TX) Independent School District.

« The dividend record date was September 3 (not September 5).
« Kenneth's will does not forgive Brad's note. The business that Brad started with the loan funds was not

successful and is near receivership.
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