Income Tax Accounting

Acct 3307

Fall 2007

Annuity Problem

Marie – married to James
Purchased annuity - $50,000

Annuity pays $8,000/yr, paid monthly for life to Marie and then payments are to her husband for his life. The annuity ceases to pay when both Marie and James die.

Annuity begins on January 1, 2007 when Marie is 65 years of age, James is 64. 

Marie’s life expectancy is 83

Birthday 1/1

1) How much of the annuity will Marie include in income in 2007?

2) How is the annuity taxed when Marie reaches the age of 83 – her life expectancy?

3) If the annuity pays out for 30 years how is it taxed?

4) If Marie dies at age 80, does this affect the taxation of the annuity?

5) If James dies last after the annuity makes payments for 20 years and 5 months, how is taxation handled in the year of death?

