
Did You Know? 
In fiscal year 2018, the federal government spent $4.11 
trillion, amounting to 20 percent of the nation’s gross 
domestic product (GDP). Of that $4.11 trillion, $3.33 trillion 
was financed by federal revenues.7 

Benjamin Franklin once said, “In this world nothing can be 
said to be certain, except death and taxes.” Truly, taxes are 
a part of everyday life. We pay taxes on the things we buy, 
and on the money we earn. We pay taxes on the property 
we own and inherit. But what are taxes? It is through 
taxation that federal, state, and local governments are able 
to provide programs and services that benefit their citizens 
and others. These include roads and highways, public 
education, financial assistance for those affected by natural 
disasters, police protection, the military, and other services. 
As you head out into the workforce, it’s important to 
understand how taxes and tax laws can affect your earnings 
and spending habits. 

Types of Taxes
You are probably already familiar with sales tax and excise 
tax, which are paid when you purchase goods like clothing 
and gasoline. Most people who own real estate are also 
subject to property taxes, which are typically paid to a 
state, town, or county. In general, at least 30% of the 
money collected from property taxes is used to pay the cost 
of running public schools in that city or county. Property 
taxes are based on the assessed value, which is often less 
than the market value of a property. 

Payroll taxes are the federal, state, and local taxes paid on 
income and to support the Social Security and Medicare 
programs. Employees pay a tax rate of 6.2% for Social 
Security, which is matched by their employers, and which is 
only applied to the first $128,400 of wages (as of 2018; the 
cap gradually increases each year). Employees pay an additional 
tax rate of 1.45% for Medicare, which is also matched by 
employers; there is no income limit on this tax. The two are 
usually calculated together, at 7.65%. Independent contractors 
(freelancers) pay both the employee taxes and the employer 
portions of these taxes, for a total of 15.3%. 
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Other taxes include estate taxes, which are paid when 
someone inherits property or a large sum of money; 
licenses and occupational fees paid by certain types 
of businesses to the state in which they operate; and 
registration costs for cars, boats, and other vehicles.

Income Tax
The biggest tax paid by most people is income tax. Income 
taxes are typically charged by federal and some state and 
local governments and are based on the wages, salaries, 
tips, and investment income earned by an individual during 
each calendar year. 

When you begin working, you will fill out a W-4 form that 
identifies, among other things, the number of dependents 
you are supporting with your salary, and where you live 
and work. Your employer will use this information to 
take money out of each paycheck and submit it, as a tax 
payment, to the U.S. Treasury through the Internal Revenue 
Service. At the end of the calendar year, each worker must 
then file a tax return that shows how much income you 
earned and how much income tax you must pay. 

Income tax varies from person to person, calculated as a 
percentage of earnings. In the U.S. we use a progressive 
tax rate, meaning that the higher the taxable income, the 
higher the tax rate. Tax rates also depend on whether you 
are single, married, or widowed. For example, a single adult 
earning $60,000 per year would owe $9,139.50, while a 
married couple earning the same combined income would 
owe $6,819.00. 

7 FY2018 spending: www.usaspending.gov; FY2018 GDP: www.bea.gov/news/2019/gross-
domestic-product-4th-quarter-and-annual-2018-third-estimate-corporate-profits-4th; FY2018 
revenue: www.thebalance.com/current-u-s-federal-government-tax-revenue-3305762
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The amount of tax you owe is also dependent on a number 
of special circumstances. The government allows people 
to deduct certain expenses, like student loan interest, 
from taxable income. Other items, like childcare costs, are 
subtracted from the amount of tax you owe, after the tax 
rate is applied. 

• A tax deduction is an amount of money that is subtracted 
from your taxable income, before the tax rate is 
applied. So, if you earn $100,000 and have $30,000 in 
deductions, your taxable income is only $70,000. Federal 
laws allow taxpayers to deduct what they’ve paid for:

•  State taxes and property taxes, up to a total of 
$10,000 (as of 2018)

• Interest on mortgages and student loans 

• Charitable donations

• Medical expenses that total more than 7.5% of income 

•  Certain business expenses, such as work travel and 
industry memberships

• Itemized deductions are expenses that taxpayers list 
and deduct from their income. When a taxpayer’s 
itemized deductions add up to less than a certain 
amount, a standard deduction is applied. Currently that 
amount is $24,000 for married couples filing jointly and 
$12,000 for single workers (as of 2018).

• A tax credit is an amount of money that is subtracted 
from your tax bill after it is calculated based on your 
taxable income. Tax credits are often more valuable than 
deductions because they reduce your taxes dollar-for-
dollar, while tax deductions reduce it only by lowering 
your taxable income.

This can seem complicated, but it comes down to five steps:

1. Add up your gross income. You will receive reports from 
your employer and any other sources of income that 
detail how much money you earned:

•  Employment income is reported to you and the IRS on 
a form called a W-2.

•  Income from investments, inheritance, and real estate 
is reported on a form called a 1099. Freelance income 
is also reported with a 1099 form.

2. Determine your taxable income by subtracting any 
applicable deductions. 

3. Multiply taxable income by the applicable tax rate. 

4. Subtract any credits from the amount you owe. 

5. Remember how you had tax withheld from each paycheck 
during the year? Once you determine how much money 
you owe in taxes, the final step is to subtract the 
amount you already paid through withholding from the 
amount you owe. If your employer withheld less than 
you owe, you’ll have to pay the difference when you file 
your tax return. If your employer withheld more than 
what you owe, you’ll get a refund. 
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Activity 1 
TACKLING TAXES 
Property and Other Taxes

Calculate the taxes for each of these scenarios.
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SCENARIO 1:

SCENARIO 3:

SCENARIO 2:

Your parents own a home with an assessed value of $175,000. The 
annual property tax rate in your county is 1.2%. Calculate the annual 
property taxes for the house:

Assessed value $______ x Tax Rate ___%  = Annual Taxes $______

You live in a home with an assessed value of $115,000. Last year, you paid $1,500 
in taxes. This year, the property tax rate is going up to 1.75%. How much more will 
you pay in annual property taxes for the house?

Taxes at new rate $__________ – $1,500 = $__________

You own two vehicles, one with an assessed value of $1,500 and another  
with an assessed value of $9,250. The vehicle tax rate in your county is 2%. 
How much tax will be due for both vehicles together? $__________ 

Income Taxes

Use what you've learned about the federal income tax to help the 
Robinson family figure out what they owe.

The Robinsons, a family of five with both parents working, earned a 
total of $125,000 this year and had the following expenses:

• Property taxes paid: $8,000

• Mortgage interest paid: $9,000

• State/city taxes paid: $5,000

• Charitable contributions: $700

• Medical expenses: $1,500

• Childcare: $10,000

1. What are the Robinsons' total deductible expenses? $__________
How did you calculate this number?___________________________________________________

2. Are the Robinsons' expenses higher or lower than their standard deduction? Calculate their taxable income accordingly:
$125,000 — $__________ = $__________



Activity 1 
TACKLING TAXES (CONTINUED)
3. Use the tax bracket chart below to calculate the amount of tax due on  

the Robinsons' taxable income before credits are taken: 

10% x $19,050 = $______ +12% x ($77,400 – $19,050) = $______ +22% x ($______ – $77,400)  = $______  

TOTAL = $__________ 

4. The family discovers that they are eligible for several credits — a $2,000 child tax credit for each of their three 
children, and 25% of childcare costs up to a total of $6,000. What is the total amount of annual tax they now owe? 
$__________

5. Assume that one of the parents earns an income of $69,000 annually, and receives a paycheck every two weeks. The 
employer deducts $299 for federal taxes and $109 for state taxes from each paycheck. The employer also deducts $75 
for health insurance. 

•  Determine the amount of each paycheck before taxes are withheld: $69,000 ÷ 26 = $__________

• Calculate the total deductions made from each paycheck, including payroll taxes.  
 Federal tax $________ + State tax $________ + FICA taxes (.0765 x $________ = ) $________ 
 + Health insurance $_______ = Total deductions $________

• Subtract this number from the gross paycheck amount to find the take-home pay. $__________

• Calculate the amount of federal tax that has been withheld from this parent’s paychecks for the year. $_________

6. Suppose that the other parent had $180 withheld for federal taxes from each of 26 paychecks throughout the year. How 
much total federal tax has already been withheld for the second parent? $__________

7. Add the total federal tax that has been withheld for both parents. Is it more or less than the family owes for annual 
federal taxes?__________    What will happen to the difference?_______________________________

Individual Taxpayers
If Taxable Income Is Between: The Tax Due Is:

0 - $9,525 10% of taxable income

$9,526 - $38,700
$952.50 + 12% of the amount 
over $9,525

$38,701 - $82,500
$4,453.50 + 22% of the amount 
over $38,700 

$82,501 - $157,500 
$14,089.50 + 24% of the 
amount over $82,500

$157,501 - $200.000
$32,089.50 + 32% of the 
amount over $157,500 

$200,001 - $500,000 
$45,689.50 + 35% of the 
amount over $200,000

$500,001 +
$150,689.50 + 37% of the 
amount over $500,000 

Married Individuals Filing Joint Returns and Surviving Spouses 
If Taxable Income Is Between: The Tax Due Is:

0 - $19,050 10% of taxable income

$19,051 - $77,400
$1,905 + 12% of the amount 
over $19,050

$77,401 - $165,000
$8,907 + 22% of the amount  
over $77,400

$165,001 - $315,000
$28,179 + 24% of the amount  
over $165,000

$315,001 - $400,000
$64,179 + 32% of the  
amount over $315,000 

$400,001 - $600,000
$91,379 + 35% of the  
amount over $400,000

$600,001 +
$161,379 + 37% of the  
amount over $600,000 

Tax Bracket Chart 
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