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Question: 1340

Four business partners own a ranch as Tenants in Common. Partner A owns 70%, and Partners B, C, and D each own 10%.
Partner A wants to sell the entire ranch to a developer, but Partners B, C, and D refuse. What is the legal status of Partner A's

ownership interest regarding a sale?

A. Partner A needs a unanimous vote to take any action regarding the ranch.
B. Partner A can only sell his 70% interest and cannot affect the other 30%.
C. Partner A can force a sale of the entire ranch through a partition action.

D. Partner A's majority interest allows him to sign for the other partners.

Answer: C

Explanation: A Tenant in Common has the right to sell or encumber their own interest without the consent of the other co-
tenants. However, they cannot sell the interests of others. If the co-tenants cannot agree on a sale of the whole property, any
tenant (regardless of their percentage) can petition the court for a "partition." The court will either physically divide the land or,

more commonly, force a sale of the entire property and distribute the proceeds pro-rata.

Question: 1341

A fiduciary is advising a client who wants to leave a large portion of the estate to charity while also providing for two children.
The client’s current will leaves the entire estate to the children, with a residuary charitable bequest conditioned on the children
receiving at least $3.5 million each. The fiduciary proposes creating a charitable remainder unitrust (CRUT) for the spouse’s life,
with the remainder to a private foundation. The client’s net worth is $16.4 million, and the spouse’s annual living expenses are
$110,000. Which tax-planning objective most directly justifies the CRUT structure?

A. To make the spouse’s interest entirely non-reviewable by the fiduciary

B. To subject the foundation’s remainder interest to generation-skipping transfer tax

C. To allow the client’s spouse to receive a fixed dollar-amount annuity for life while the remainder passes to charity, with the
client’s estate receiving an immediate charitable-deduction benefit based on the present-value of the remainder interest

D. To defer all income taxation on the trust assets by shifting them into a private foundation during the client’s lifetime

Answer: C

Explanation: A charitable remainder unitrust permits the donor (or the donor’s spouse) to receive a variable annuity based on a

fixed percentage of the trust’s value for life, with the remainder passing to charity. The client’s estate or gift-tax return can claim

a charitable-deduction equal to the present-value of the remainder interest, discounted by the annuity-payout rate and the



applicable interest-rate tables. In this scenario, the spouse receives an income stream sufficient to cover living expenses, and the
remainder to the private foundation reduces the taxable estate and aligns with the client’s philanthropic goals. The structure

balances support for the spouse with effective charitable-deduction planning.

Question: 1342

A fiduciary advisor is asked to determine whether a trust distribution qualifies for special needs tax treatment under complex
IRS provisions. The advisor provides a detailed analysis of tax code interpretation without coordinating with a tax professional.
What is the issue?

A. Unauthorized practice of tax law beyond advisory role
B. Proper fiduciary tax advisory within scope
C. Required under investment policy obligations

D. Acceptable due to fiduciary expertise

Answer: A

Explanation: Fiduciary advisors may provide general tax information but cannot render definitive tax law interpretations or
conclusions that require licensed tax professional judgment. Complex determinations regarding tax treatment exceed permissible

advisory scope.

Question: 1343

A trustee is considering an investment in "Precious Metals" for a trust as a hedge against inflation. The trustee decides to buy a
"Gold Mining" stock rather than physical gold bullion. What is the primary difference in the "Risk Dimension" the trustee is
taking?

A. Mining stocks are considered "Alternative Investments," while gold bullion is classified as a "Cash Equivalent."
B. The stock carries "Operating Risk" and "Financial Leverage," making it much more volatile than the price of gold itself.
C. The stock is less risky because it pays a dividend, whereas physical gold has a "carrying cost" for storage and insurance.

D. There is no difference, as the stock price of a gold miner is perfectly correlated ($1.0$) with the spot price of gold.

Answer: B

Explanation: Gold mining stocks are "leveraged" plays on the price of gold. Because the miner has fixed costs, a small move in
the price of gold can lead to a large move in the company’s profit. Additionally, the stock is subject to corporate risks like bad

management, labor strikes, or environmental disasters. A fiduciary must understand that the stock is not a perfect substitute for

the physical metal.

Question: 1344



A trust has $100,000 of DNI, consisting entirely of taxable interest. The trustee distributes $150,000 to the beneficiary. The trust
document defines "income" as interest plus 5% of the year-end corpus value ($50,000). How is the $150,000 distribution taxed

to the beneficiary?

A. $150,000 as ordinary income.

B. $100,000 as ordinary income and $50,000 as capital gains.

C. $50,000 as ordinary income and $100,000 as tax-free principal.
D. $100,000 as ordinary income and $50,000 as tax-free principal.

Answer: D

Explanation: Beneficiaries are taxed on distributions up to the amount of the trust's DNI. Any distribution in excess of DNI is
treated as a non-taxable distribution of trust corpus (principal), assuming there is no Undistributed Net Income (UNI) from prior

years subject to the throwback rules.

Question: 1345

A trustee is exercising "Decanting" powers to move assets from an old trust with restrictive provisions to a new trust with more

modern administrative terms. Which legal principle must the trustee most carefully observe during this process?

A. The trustee must obtain court approval in all 50 states for any decanting
B. The Rule Against Perpetuities of the original trust's jurisdiction
C. The requirement to give the grantor a right of first refusal on the assets

D. The trustee must not reduce any fixed income interest of a beneficiary

Answer: D

Explanation: While many states have decanting statutes, a common restriction is that the trustee cannot use decanting to reduce
a beneficiary's "fixed" or "ascertainable" interest (such as a mandatory income right or a specific annuity). Decanting is
primarily used to change administrative provisions (e.g., adding a directed trust structure or changing the governing law) rather

than fundamentally altering the beneficial interests in a way that harms a beneficiary.

Question: 1346

An elderly client’s signature changes drastically after hospitalization, and a new advisor is introduced. What is the most

appropriate action?

A. Accept documentation without review
B. Ignore unless court order exists
C. Freeze all assets immediately

D. Investigate capacity and potential undue influence

Answer: D



Explanation: Sudden behavioral and documentation changes require capacity and influence assessment.

Question: 1347

A trustee is managing an account where the beneficiary has a "Special Power of Appointment" to name the remaindermen of the
trust from among the Grantor's descendants. The beneficiary exercises this power by creating a new trust for their own child.

This is an example of:

A. Exercise of a Power of Appointment
B. Decanting
C. Cy Pres

D. Reformation

Answer: A

Explanation: While decanting is a trustee power, the scenario describes a beneficiary exercising a power granted to them in the

trust instrument (Power of Appointment). This allows the beneficiary to "rewrite" the remainder of the trust within the limits set

by the Grantor.

Question: 1348

A trustee is reviewing a unitrust provision requiring annual distribution of 4% of trust assets valued at $5 million. What is the

correct annual distribution amount?

A. $250,000

B. $100,000

C. $150,000

D. $200,000

Answer: D

Explanation: A unitrust distributes a fixed percentage of fair market value annually.

5,000,000 x 0.04 = 200, 000
Thus, the annual payout is $200,000.

Question: 1349

A trustee delays distributions to maximize fees. Which duty is violated?

A. Duty of confidentiality



B. Duty of accounting
C. Duty of impartiality
D. Duty of loyalty

Answer: D

Explanation: Acting for personal gain violates fiduciary loyalty.

Question: 1350

A client owns a "Foreign Designated Entity" (FDE) which is a single-member LLC in a foreign country. For U.S. tax purposes,

the client has not made an election to treat the entity as a corporation. How is the income of this FDE reported?

A. On Form 1120-F

B. On Form 5471 as a Controlled Foreign Corporation

C. On the client's Form 1040, Schedule C (as a disregarded entity)
D. It is not reported until funds are repatriated to a U.S. bank

Answer: C

Explanation: By default, a foreign single-member entity with limited liability is treated as a corporation, but if the owner does
not have limited liability or makes a "check-the-box" election, it can be a disregarded entity. However, for most foreign single-
member LLCs where the owner has limited liability, it is a corporation unless an election is made. If it is disregarded, it flows to
Schedule C. *Note: Most CTFA questions on this focus on the filing of Form 8858 for FDEs.*

Question: 1351

A client requests that a fiduciary advisor calculate estate tax exposure for a multi-jurisdiction estate without CPA involvement.

The advisor proceeds. What risk arises?
A. Fiduciary compliance fulfillment

B. Proper tax advisory function

C. Routine administrative duty

D. Unauthorized tax advisory conduct

Answer: D

Explanation: Estate tax computations require licensed tax professionals due to complexity and regulatory constraints.

Question: 1352



An Irrevocable Life Insurance Trust (ILIT) holds a policy on the life of the grantor. The trustee receives a $20,000 cash gift
from the grantor to pay the annual premium. The trust has four beneficiaries, each with a Crummey withdrawal power. If the

trustee fails to send the Crummey notices and pays the premium immediately, what is the consequence?

A. The IRS will treat the trust as a revocable trust for income tax purposes under the grantor trust rules.
B. The $20,000 gift will not qualify for the annual gift tax exclusion and will use the grantor's lifetime exemption.
C. The life insurance policy will be voided by the carrier due to a violation of the "incident of ownership" rule.

D. The trustee will be held personally liable for the full face value of the insurance policy upon the grantor's death.

Answer: B

Explanation: To qualify as a "present interest" gift for the annual exclusion under Section 2503(b), the beneficiaries must have
an immediate right to use the funds. Without Crummey notices proving the beneficiaries had the opportunity to withdraw the

funds, the gift is treated as a "future interest,”" which does not qualify for the annual exclusion.

Question: 1353

A trust has two beneficiaries: one receives current income, the other receives remainder. The trustee must allocate between

growth and income assets. What is the most appropriate approach?

A. Allocate entirely based on remainder beneficiary preference
B. Prioritize growth only
C. Prioritize income generation only

D. Balance total return approach considering both beneficiaries

Answer: D

Explanation: Fiduciaries must balance competing interests using a total return approach that considers both current income

needs and long-term growth for remainder beneficiaries.

Question: 1354

A 50-year-old client with a 15-year time horizon to retirement holds a $1.0 million taxable portfolio, of which $420,000 is in
high-yield bonds yielding 5.8% taxed at ordinary-income rates, $380,000 in equities, and $200,000 in cash. The client’s marginal
tax rate is 35%. The fiduciary proposes moving $250,000 of bonds into a traditional IRA and replacing them with municipal

bonds in the taxable account. Which tax-efficiency principle most directly supports this change?

A. The assumption that municipal bonds are always risk-free

B. The objective of shifting high-tax-rate income into a tax-deferred account and placing relatively tax-efficient
income-generating assets in the taxable account

C. The belief that all bond holdings should be held in cash equivalents

D. The desire to increase the portfolio’s dividend yield



Answer: B

Explanation: Tax-efficient asset location requires the fiduciary to place the most tax-inefficient assets (such as high-yield bonds
taxed at ordinary-income rates) in tax-sheltered accounts whenever possible. By transferring $250,000 of high-yield bonds into a
traditional IRA, the client defers the ordinary-income tax on that interest. Replacing them with municipal bonds in the taxable
account preserves income while reducing the annual tax drag because most municipal-bond income is exempt from federal

income tax. The change is supported by the goal of minimizing tax drag across the entire portfolio, not by assumptions about

risk-free status or yield-maximization alone.

Question: 1355

A client’s retirement plan includes both qualified and non-qualified assets. What benefit exists?
A. Elimination of all taxes

B. Reduced risk exposure automatically

C. Tax diversification for flexible withdrawal strategies

D. Guaranteed returns

Answer: C

Explanation: Having both account types allows strategic withdrawals to manage taxes.

Question: 1356

A QPRT holds a primary residence valued at $1.5 million. The grantor survives the trust term. What is the result?
A. Property becomes taxable income

B. Property must be sold immediately

C. Property passes to remainder beneficiaries outside estate

D. Property remains in estate

Answer: C

Explanation: If the grantor survives the term, the residence passes to beneficiaries outside the estate, removing value from estate

tax inclusion.

Question: 1357

A trustee is managing a trust that holds an interest in a "Prohibited Industry," such as a tobacco company, which the grantor

explicitly listed as an excluded investment for ethical reasons. However, the tobacco company has recently announced a major



pivot into life-saving medical technology, and its stock price is soaring. Can the trustee invest in the company?

A. No, unless the trustee can prove that the tobacco portion of the company’s revenue has dropped below 5% of the total.
B. No, the trustee must strictly adhere to the grantor’s stated investment restrictions in the trust document.
C. Yes, because the duty to maximize returns under the Prudent Investor Rule overrides the grantor's ethical restrictions.

D. Yes, but only if the trustee receives written consent from the remainder beneficiaries and the state Attorney General.

Answer: B

Explanation: Fiduciary law allows a grantor to place specific restrictions on the investment of trust assets, including "social" or
"ethical" exclusions. These provisions in the trust document are legally binding. The trustee’s primary duty is to carry out the

terms of the trust as written by the grantor, even if those terms limit the potential for profit.

Question: 1358

A fiduciary advises a client who owns a C corporation that reports $1.8 million of taxable income and $520,000 of
accumulated-earnings deficit. The corporation is considering whether to liquidate and distribute the remaining assets to the
shareholder, who is in the 37% individual-income-tax bracket. The corporation has never paid dividends and is subject to the
current corporate-tax rate of 21%. The fiduciary models the after-tax cash flow to the shareholder under two structures:
ordinary dividends and a taxable liquidation. Which statement most directly reflects the double-taxation impact of the

liquidation?

A. The corporation pays no tax because the liquidation qualifies as a tax-free reorganization, and the shareholder pays only
capital-gains tax on the liquidation proceeds

B. The corporation pays 21% of the $1.8 million at the corporate level, and the shareholder pays 23.8% on the $1.4 million
distribution, for a total effective tax rate around 40% on the original earnings

C. The liquidation is fully deductible to the corporation, so the shareholder receives the full $1.8 million tax-free

D. The corporation pays 21% of the corporate-level tax, and the shareholder pays capital-gains tax on the amount of distribution
in excess of the shareholder’s basis, resulting in a layer of corporate-level tax plus a layer of individual-level tax on the recovery

of basis and the built-in-gain

Answer: D

Explanation: A liquidation of a C corporation generally triggers a final corporate-level taxable event, with the corporation
recognizing gain or loss on the deemed sale of its assets and paying corporate-income tax at the 21% rate on any remaining
taxable income. When the liquidating distribution is made to the shareholder, the shareholder is taxed at capital-gains rates on
the amount of the distribution that exceeds the shareholder’s stock basis, and the recovery of basis is not taxed. This structure
embodies the classic “double-taxation” of C-corporation earnings, because the corporate-level tax is not offset by the
shareholder-level capital-gains-rate treatment. The fiduciary should therefore model the total after-tax cash flow to the

shareholder, recognizing both the 21% corporate-level tax and the capital-gains-level tax on the distribution in excess of basis.

Question: 1359

A portfolio uses global multi-asset diversification. Primary benefit?



A. Guaranteed outperformance
B. Elimination of all systematic risk
C. Reduced portfolio volatility through low correlation assets

D. Removal of tax exposure

Answer: C

Explanation: Diversification across asset classes reduces overall volatility due to imperfect correlations.
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