This errata sheet lists the errors and the corresponding corrections for the Practice Exam Form 1 update for the
November 2018 exam.
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Location

Error

Correction

D. Risk
Management
and Insurance
Planning Rationale

AGI limit references
10%

Ian and Sarah are retired and have tax-qualified, long-term care
insurance policies. They itemize deductions on their federal
income tax return. Which three of the following determine the
amount of premium payments that may be deducted as a medical
expense on their federal income tax return?

Rationale

Filing status has no impact on deductibility. However it is necessary to
compute the medical expenses exceeding 7.5% of AGI (for 2018; in 2019, 10%
of AGI). Age is needed as well, because the long-term care premium deduction
is limited based on the insured’s age.

13

C. Education
Planning Rationale

In option B the
applicable exclusion
amount references
$5,120

A client is planning for the future college education of his
daughter, who is 12 years old. The client wants to ensure that
the bulk of her college education expenses are covered when
she reaches age 18. To accomplish this, the client wishes to use
a vehicle that will remove the assets from his estate and will be
the most income tax-efficient in paying for his daughter's
education. Which of the following vehicles would be the best
choice in this situation?

Rationale

Option A Rationale: The annual maximum contribution to ESA is $2,000 per
beneficiary. College education is presumed to begin in 6 years. Not
considering private school, if we assume an average annual state college cost
to be $15,000 per year (without CPI over that 4-year period) the cost will be
$60,000. In 6 years, assuming a 6% education inflation increase, $85,111 will
be needed.
Option B Rationale: Section 529 Plan contribution limits are much higher than
for those of an ESA. Contributions are removed from the estate of the grantor.
Contributions will not cause gift taxes unless the total gifts exceed the gift tax
applicable exclusion amount of $11,180,000. Some states may allow a state
income tax deduction for some or all of a contribution. Earnings on
withdrawals used to pay Qualified Higher Education Expenses may be excluded
from income for federal tax purposes.
Option C Rationale: Once made, a custodial gift is irrevocable. The child may
elect not to use the money for college. In light of the other choices currently
available for education funding, this is not the best option.
Option D Rationale: The intention of the credit shelter trust is to pass the
applicable exclusion amount to the heirs at the death of the grantor. The
creation of a credit shelter trust will provide no income tax benefit. The trust is
not removed from the estate until death of the grantor. The income from the
trust may be needed for the spouse.
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E. Investment
Planning Rationale

Rationale formatting

If the current market rate is 12%, what is the value of a $1,000
bond, paying interest semiannually for the next 3 years, with a
coupon rate of 10%?
Rationale

Set Calculator to two payments per year, with payments occurring at the end of
the period.
i = 12
fv = 1000
pmt = 50 (a 10% coupon results in 100 dollars of interest per year, which is $50
semiannually)
n = 6 (bond matures in 3 years which is 6 semiannual payments)
Solve for PV

30

E. Investment
Planning Rationale

Current Yields listed are
incorrect. Values reflect
incorrect calculations
for Yield to Maturity.

What is the slope of the bond market's yield curve?
Rationale

The downward sloping curve is revealed by calculating the current yields for the
bonds.
Bond 1 = $45.00 interest / $562.50 market = 8%
Bond 2 = $62.50 interest / $892.86 market = 7%
Bond 3 = $37.50 interest / $625.00 market = 6%
Bond 4 = $42.50 interest / $772.73 market = 5.5%
Bond 5 = $60.00 interest / $1,200.00 market = 5%

2
Errata – Practice Exam A – November 2018 Examination

10/4/2018

42

E. Investment
Planning Rationale

In this case the
Japanese company
would need to pay
126,000 Yen.

A U.S. firm exports $10,000 (U.S. Dollars) worth of manufacturing
products to Japan. The firm is vulnerable to fluctuations to the
exchange rate of the foreign company, in comparison to the U.S.
dollar. The overseas company will be making payment for the
product in yen, which is at 120 Yen per U.S. Dollar. If the Yen
depreciated 5% when payment was due, what would be the
difference in payment of Yen to the U.S. company?
Rationale
If it takes 120 Yen to purchase 1 US Dollar, and the Yen depreciates 5% relative
to the US dollar - then the new exchange rate is 126 Yen per US dollar. In this
case the Japanese company would need to pay 1,260,000 Yen.
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F. Tax Planning –
Option B

B

Earnings from
each account in
excess of $1,900
per year are
taxable at
Mildred’s
maximum rate.

Mildred, a recent widow, has heard that she can gift her children,
ages 15 and 17, money under the Uniform Transfers to Minors Act
(UTMA) account and function as a custodian of the
accounts. Which of the following statements about this
arrangement is NOT correct?
B

Earnings from each account in excess of $2,100 per
year are taxable at trust income tax rate.
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