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?

      Excludable amount = contract cost/# pmts. = $50,000/310 = $161.29/mo.

                                                                                                            x 12

      $8,000/yr. received                                                    exclude $1,935.48/yr.                       
     - 1,935.48 excluded
      $6,064.52 income
2) How is the annuity taxed when Marie reaches the age of 83 – her life expectancy?
      Life expectancy is not currently used to calculate annuity income. As long as she         or James is still living and since they have not recovered all of their invested       capital, they will continue with the same exclusion ratio as above.
3) If the annuity pays out for 30 years how is it taxed?

      Exclusion ratio is based on 310 payments. At 30 years or 360 pmts. The       annuity is fully taxable.

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

      No, the annuity is then paid to James and the taxation remains the same until all       invested capital is recovered.
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?
      Year of death – recognize 5 payments         Up to date of death
       $666.67/month total pmt.                             $1,935.48/yr. excluded
       -161.29/ month excluded                                x 20 yrs.
       $505.38 taxable portion of pmt.                   $38,709.60 recovery over 20 years

             x 5    pmts.                                              +    806.50 recovery over 5 months

      $2,526.90 included as income on return.      $39,516.10 recovered 20 yrs, 5 mos.
$50,000.00  Contract cost

- 39,516.10  Recovered       

$10,483.90   Deductible on year of death tax return
