SECOND SEMESTER EXAMINATION





The eyes of those who see will not be closed; the ears of those who hear will be attentive. The flighty will become wise and capable, and the stutterers will speak fluently and clearly.  Isaiah 32:3-4


1.  Debbie comes into your office to discuss her mother’s estate. She informs you that her father, Fred, died last week from a heart attack. After discussion you learn that Debbie’s mother, Martha, died four months ago from cancer, that Martha was Fred’s second wife and that Fred’s son from his first marriage, William, had been step–parent adopted by George, the new husband of Fred’s ex–wife in December 1984 or January 1985. (Debbie did not remember the exact date.) 


You review Fred’s will and discover that Debbie is the only child listed and gives all property to Martha if Martha survives and, if Martha does not survive, income from an office building to Debbie and the residue in equal shares to the “children” (no names given). Upon Debbie’s death, the office building will go to charity (ex–muslims for Jesus). You also discover that the will is witnessed by Martha and William, that the home (worth $450,000) was still shown on the public records as joint tenancy property of Fred and Martha, and the office building and stock were held as community property. The stock consists of $100,000 in WalMart, $100,000 in Dayton–Hudson and $100,000 in Nieman–Marcus. There is  an Individual Retirement Account worth $100,000 that was Fred’s. Automobiles and other property are worth $50,000.


A week later, you and Debbie go through the house to prepare the inventory and determine the debts. While going through the desk, you find a note that reads “Blue Point Santa Anita 1/4 fifth $500 owed Speedy 562 555 6789” along with utility and credit card bills. Debbie calls you from the bedroom where she has found a sandwich bag with white powder in it.


Two years later, after the estate has been settled, Debbie visits to discuss a problem with the office building. Seismic retrofitting should be done but may be postponed. The work will extend the useful life of the building to about 2050 but the loan to pay for the work will reduce income by $150 per month. If a large quake occurs before the retrofitting is done, the building may be damaged to the point it would have to be razed.


Discuss your actions, recommendations and any problems.


�
2.  Mike visits you to discuss his great grandmother’s trust. He is the trustee but was not the executor. His great grandmother, Mildred died exactly one year ago and left an estate worth $12 million and consists of cash, bonds and publically traded stock. She had two children but both predeceased her. She has 4 grandchildren (George 55, Albert 52, Mary 48 and Jane 46) and a number of great grandchildren and, to date, 3 great great grandchildren, ages 2, 6 months and 1 month.


The trust terms use 25% of the trust to set up a charitable trust to provide two four year scholarships each and every year to High School Seniors from Orange County accepted to private colleges and who play the Bassoon. The scholarship size will be the income of 25% of the trust. They have found only one who meets the requirements this year. However, there is one oboe player who is going to Duke. You remember that Oboes and bassoons are both double reed instruments. 


Another 25% is to be used to placed in an educational trust for the great great grandchildren. The terms allow payment only for college and post–graduate education. Any remainder to be distributed when the youngest great great grandchild reaches 25.


The third 25% is to be distributed in equal shares to the grand children. With one exception, the final 25% is to be distributed in equal shares to the great grandchildren living at the time of Mildred’s death. The one exception is because Frank (Albert’s only child) is in prison because, while drunk, he collided with another vehicle and the other driver was killed. He will complete his 10 year sentence next month. The trust gives Mike two years to select one of two methods for Frank to obtain funds from the trust.  Method 1 gives Frank all of the income from his share for 15 years after Mildred’s death with Frank receiving his share at the end of 15 years. If Frank is convicted of any misdemeanor or felony after the death of Mildred, the income stops and Frank’s share is distributed in equal shares to the surviving great grandchildren. Method 2 gives Mike the ability to distribute income and principal of Frank’s share to Frank in what ever amounts Mike decides is reasonable. Any balance left when Frank dies will be given to Frank’s children if any. If Frank does not have children, the balance will go to Frank’s nearest relatives.


Mike tells you that the executor was Mildred’s CPA and is taking his fee and is charging $25,000 to prepare the Estate Tax Return. 


Explain the trust, its operation, the CPA’s fee and any problems.


