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using the facts of the previous example about frank, assume that after frank's $1,200
payment, he received a $1,000 payment and $500 in the following year. frank doesn't
pay tax on the $1,000 (second year) payment because $1,000 of each annual pension

payment is tax free. if frank and katie (father and daughter) choose to have the annuity
payments made directly to the daughter, you cannot make any tax-free adjustments. if
they choose to have the payments made directly to you, then all of the payments must
be included as taxable income. if the daughter is under 18, then all of the payments will
be tax free. however, for katie, the first $5,600 of each annuity payment is tax free. the

remaining $5,600 of each payment is taxable income to her. however, if the annuity
payments are made to your husband, the annuity is included in your income. because
you are only entitled to $2,600 per year ($1,600 + $1,000 = $2,600), your income tax
is calculated by applying the tax-free exclusion to the annuity as follows: if the annuity
payments are made to your husband, the annuity is included in your income. because
you are entitled only to $2,600 per year ($1,600 + $1,000 = $2,600), your income tax

is calculated by applying the tax-free exclusion to the annuity as follows: after the lump
sum is paid, the student's tax-free portion is based on the ratio of his investment in the
contract (or the contract's total expected return) to the total sum of his investment in

the contract (or contract's total expected return).
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return to the general rule,
and subtract the $300 tax-
free ($600 - $300) portion

from the $1,200 total. this is
frank's recovery of his net

cost of the annuity. his
$1,200 payment is now

taxable at the rate of 50%
(50% of $1,200 is $600),
since his $600 tax-free

amount is less than $1,000.
if frank decides not to
refigure his tax-free

amounts at his third year
annuity payment, the
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$1,200 is all taxable. in this
case, frank is better off with

the 50% tax rate on the
$600 tax-free portion of his
first annuity payment and

the 25% tax rate on his net
cost, since $1,200 is taxed

at 25% and $600 is taxed at
50%. if frank continues to
receive $1,200, he has no
choice but to continue to
use the general rule. the

$600 tax-free portion of the
annuity is used to increase
the tax-free portion of each
following annuity payment.

since the first annuity
payment is tax free, frank's
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part is $600. he may
continue to receive $1,200

and use $600 of each
annuity payment to

increase his tax-free portion
each year. this is frank's

only choice until he
recovers his entire

investment. at the end of
the fifth year, the tax-free

part of each annuity
payment is $1,200, so frank
can receive a final total of
$5,400. this is the amount

he will tax free at the end of
the fifth year. since $1,200

is $600 more than the
$1,000 total recovery, he
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must pay tax on the
difference at the 25% rate.
if you are in crisis: call the
toll-free national suicide

prevention lifeline at
1-800-273-talk (8255),

available 24 hours a day, 7
days a week. the service is
available to everyone. all

calls are confidential.
contact social media outlets

directly if you are
concerned about a friends

social media updates or dial
911 in an emergency.
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