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H o u r l y  w a g e s  –  M a n y  i n d i v i d u a l s  a r e  p a i d  h o u r l y .  T h i s  m e t h o d  i s

c o m m o n l y  u s e d  f o r  e n t r y - l e v e l  j o b s  i n  t h e  r e t a i l  a n d  c o n s t r u c t i o n

s e c t o r s  o f  t h e  e c o n o m y .  T h e  n a t i o n a l  m i n i m u m  w a g e  p e r  h o u r  i s  $ 7 . 2 5

p e r  h o u r  b u t  m a n y  s t a t e s ,  i n c l u d i n g  A r k a n s a s ,  h a v e  p a s s e d  m i n i m u m

w a g e  l e g i s l a t i o n  t h a t  i n c r e a s e s  t h a t  h o u r l y  a m o u n t .  A s  o f  A p r i l  2 0 2 2 ,

A r k a n s a s ’ s  m i n i m u m  w a g e  i s  c u r r e n t l y  $ 1 1 . 0 0  p e r  h o u r .

S a l a r y  –  M a n a g e r s  i n  m o s t  b u s i n e s s e s  t y p i c a l l y  r e c e i v e  a  s a l a r y ,  o r  a

f i x e d  a m o u n t  p e r  w e e k  o r  m o n t h  r e g a r d l e s s  o f  t h e  n u m b e r  o f  h o u r s

w o r k e d .  F o r  e x a m p l e ,  y o u  m i g h t  g e t  a  j o b  w i t h  a  $ 4 5 , 0 0 0  p e r  y e a r

s a l a r y  a f t e r  y o u  e a r n  y o u r  c o l l e g e  d e g r e e .  Y o u r  t e a c h e r  i s  a  s a l a r i e d

e m p l o y e e  t h a t  m a y  w o r k  f a r  m o r e  t h a n  4 0  h o u r s  a  w e e k  d u r i n g  t h e

s c h o o l  y e a r .  

H o w  a m  I  c o m p e n s a t e d  f o r  m y

t i m e  a n d  l a b o r  a t  a  j o b ?

W h a t  t a x e s  a m  I  r e s p o n s i b l e  f o r

p a y i n g ?

S h o u l d  I  c o n s i d e r  l o c a l ,  s t a t e ,  a n d

f e d e r a l  t a x e s  w h e n  f i n a n c i a l

p l a n n i n g ?

INTRODUCTION: JOBS AND
COMPENSATION METHODS
M a n y  o f  y o u  m a y  h a v e  a  j o b  n o w  a n d  a l l  o f  y o u  w i l l  h a v e  a  j o b  a t  s o m e

p o i n t  i n  t h e  f u t u r e .  U n l e s s  y o u  w e r e  b o r n  w e a l t h y ,  y o u  w i l l  f i n d

y o u r s e l f  w o r k i n g  t o  m a k e  a  l i v i n g  a n d  p r o v i d e  f i n a n c i a l  s u p p o r t  f o r

y o u r  f a m i l y .  

E m p l o y e e s  a r e  p a i d  i n  s e v e r a l  d i f f e r e n t  w a y s  t h a t  i n c l u d e  h o u r l y

w a g e s ,  s a l a r i e s ,  t i p s ,  s a l e s  c o m m i s s i o n s ,  b o n u s e s ,  a n d  o v e r t i m e  p a y .

L e t ’ s  l o o k  a t  e a c h  m e t h o d  n e x t .

ESSENTIAL QUESTIONS 

NOTES:

S a l e s  c o m m i s s i o n s  – S o m e  j o b s ,  s u c h  a s  a u t o  s a l e s p e r s o n s  a n d  r e a l

e s t a t e  a g e n t s ,  e a r n  t h e i r  i n c o m e  f r o m  s a l e s  c o m m i s s i o n s .  F o r  e x a m p l e ,

a  r e a l  e s t a t e  s a l e s p e r s o n  m i g h t  r e c e i v e  3 %  o f  t h e  v a l u e  o f  t h e  s a l e  f o r

t h e i r  i n c o m e .  J o b s  t h a t  o n l y  p a y  c o m m i s s i o n  r e q u i r e  y o u  t o  a c c e p t  t h e

r i s k  o f  m e e t i n g  y o u r  q u o t a  o r  m a k i n g  s a l e s .  T h e  r e a l  e s t a t e

s a l e s p e r s o n  m e n t i o n e d  a b o v e  w i l l  n o t  h a v e  a  p a y c h e c k  u n l e s s  t h e y  s e l l

s o m e  r e a l  e s t a t e .  S o m e  s a l e s  j o b s  d o  o f f e r  a  m i n i m u m  b a s e  p a y  p l u s

c o m m i s s i o n  w h i l e  o t h e r s  a r e  s t r a i g h t  c o m m i s s i o n .  

T i p s  –  W o r k e r s  i n  m a n y  o c c u p a t i o n s ,  s u c h  a s  w a i t s t a f f ,  r e l y  o n  t i p s  f o r

m o s t  o f  t h e i r  i n c o m e .  I n  A r k a n s a s  t h e  m i n i m u m  w a g e  f o r  t i p p e d

e m p l o y e e s  i s  $ 2 . 6 3  p e r  h o u r .  I f  t h e i r  t i p s  d o  n o t  r e a c h  a n  a m o u n t  t h a t

w i l l  b r i n g  t h e i r  p a y  u p  t o  t h e  c u r r e n t  A r k a n s a s  m i n i m u m  w a g e  o f  $ 1 1

p e r  h o u r ,  t h e  e m p l o y e r  m u s t  m a k e  u p  t h e  d i f f e r e n c e .  I n  m a n y

r e s t a u r a n t s  e m p l o y e e s  e a r n  a  s m a l l  h o u r l y  b a s e  r a t e  a n d  k e e p  t h e i r

t i p s .  

B o n u s e s  –  B o n u s e s  a r e  a  l u m p  s u m  n o n - r e c u r r i n g  a m o u n t  o f  p a y .

W o r k e r s  m a y  a l s o  r e c e i v e  h o l i d a y  b o n u s e s  o r  h a v e  t h e  a b i l i t y  t o  e a r n

b o n u s e s  b y  r e a c h i n g  s a l e s  o r  p e r f o r m a n c e  g o a l s  t h a t  t r i g g e r  t h e  b o n u s

a w a r d .  
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LEARNING OBJECTIVES
S t u d e n t s  a n a l y z e  t a x  s y s t e m s  t o

l e a r n  h o w  i n s t i t u t i o n s  c o l l e c t  a n d

d i s t r i b u t e  t a x  d o l l a r s .

S t u d e n t s  c o m p l e t e  a  v a r i e t y  o f  t a x

f o r m s .

S t u d e n t s  c a l c u l a t e  t a x  l i a b i l i t y  f o r

a  v a r i e t y  o f  s c e n a r i o s .



BUDGET BUILDING BASICS

M o s t  l a r g e  e m p l o y e r s  n o w  p a y  s o l e l y  t h r o u g h  d i r e c t  d e p o s i t .  Y o u

p r o v i d e  y o u r  b a n k  a c c o u n t  r o u t i n g  i n f o r m a t i o n  t o  y o u r  e m p l o y e r  a n d

y o u r  e a r n i n g s  a r e  e l e c t r o n i c a l l y  d e p o s i t e d  i n  y o u r  b a n k  a c c o u n t .

H o w e v e r ,  i n  s o m e  c a s e s  y o u  c a n  e l e c t  h o w  t o  g e t  p a i d .  S o m e  o f  y o u

m a y  o p t  t o  r e c e i v e  p a y m e n t  w i t h  a  c h e c k  o r  p a y r o l l  c a r d .  I n  v e r y  r a r e

c i r c u m s t a n c e s  y o u  m a y  e v e n  b e  p a i d  i n  c a s h .  C a s h  i s  u s e d  p r i m a r i l y

w h e n  t h e  e m p l o y m e n t  a r r a n g e m e n t  i s  v e r y  s h o r t  t e r m ,  s u c h  a s  a  f e w

h o u r s  o r  a  d a y .  P a y m e n t  m e t h o d s  v a r y  b y  e m p l o y e r  b u t  o v e r  8 0 %  o f

e m p l o y e r s  n o w  u s e  d i r e c t  d e p o s i t .  D i r e c t  d e p o s i t  s a v e s  t i m e  a n d

m o n e y  f o r  t h e  e m p l o y e r  s i n c e  t h e y  n o  l o n g e r  h a v e  t o  p r i n t  a n d  m a i l

p a p e r  c h e c k s .  I t  a l s o  s a v e s  e m p l o y e e s  t i m e  s i n c e  t h e y  d o  n o t  h a v e  t o

p h y s i c a l l y  d e p o s i t  t h e i r  c h e c k s .  

Y o u r  p a y  s t u b  w i l l  h a v e  a n  a m o u n t  l a b e l e d  “ G r o s s  p a y . ”  G r o s s  p a y  i s

t h e  a m o u n t  y o u  e a r n e d  b e f o r e  a n y  d e d u c t i o n s  w e r e  t a k e n  o u t  o f  y o u r

p a y .  F o r  e x a m p l e ,  i f  y o u  m a k e  $ 1 5  p e r  h o u r  a n d  y o u  w o r k e d  4 0  h o u r s

t h a t  w e e k  y o u r  g r o s s  p a y  w o u l d  b e  $ 6 0 0 .  Y o u  c a n  c o m p u t e  t h i s

a m o u n t  b y  m u l t i p l y i n g  y o u r  h o u r l y  r a t e  $ 1 5  x  4 0  h o u r s  =  $ 6 0 0 .  

Y o u r  “ N e t  p a y ”  i s  t h e  a m o u n t  y o u  a c t u a l l y  r e c e i v e  a f t e r  d e d u c t i o n s

w e r e  t a k e n  o u t  o f  y o u r  g r o s s  p a y .  S o m e t i m e s  y o u  h e a r  t h i s  r e f e r r e d  t o

a s  t a k e - h o m e  p a y .  A s  y o u  c a n  s e e ,  F I C A ,  f e d e r a l  t a x e s ,  s t a t e  t a x e s ,

a n d  o t h e r  d e d u c t i o n s  c a n  r e a l l y  r e d u c e  t h e  a m o u n t  o f  m o n e y  y o u

a c t u a l l y  g e t  d e p o s i t e d  i n t o  y o u r  b a n k  a c c o u n t .

W e  w i l l  l o o k  a t  s o m e  o f  t h e s e  d e d u c t i o n s  f r o m  g r o s s  p a y  i n  t h e  n e x t

s e c t i o n .  

O v e r t i m e  p a y  –  I n  m o s t  c a s e s  h o u r l y  e m p l o y e e s  t h a t  w o r k  o v e r  4 0

h o u r s  a  w e e k  m u s t  b e  p a i d  o v e r t i m e  p a y .  O v e r t i m e  p a y  i s  u s u a l l y

1 5 0 %  o f  t h e  c u r r e n t  h o u r l y  r a t e .  F o r  e x a m p l e ,  s o m e o n e  m a k i n g  $ 1 2  a n

h o u r  t h a t  w o r k s  4 5  h o u r s  i n  o n e  w e e k  m u s t  b e  p a i d  $ 1 8  a n  h o u r  f o r

t h e  l a s t  f i v e  h o u r s  w o r k e d .  I n  s o m e  c a s e  c o m p e n s a t o r y  t i m e  m a y  b e

e a r n e d  i n s t e a d  o f  c a s h  o v e r t i m e .  

R e g a r d l e s s  o f  h o w  y o u  e a r n  y o u r  m o n e y  y o u  w i l l  n o t i c e  a  d i f f e r e n c e

b e t w e e n  t h e  a m o u n t  o f  m o n e y  y o u  e a r n  ( g r o s s  p a y )  a n d  t h e  a m o u n t  o f

m o n e y  y o u  b r i n g  h o m e .  L e t ’ s  l o o k  a t  w h y  w e  s e e  t h i s  d i f f e r e n c e  i n  o u r

p a y c h e c k s .  
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S t u d e n t s  m u s t  l e a r n  t h e  d i f f e r e n c e

b e t w e e n  t h e i r  g r o s s  a n d  n e t  p a y

w h e n  p l a n n i n g  b u d g e t s  a n d  s h o r t

a n d  l o n g  t e r m  s a v i n g s  g o a l s .  

F o r  m o r e  a c t i v i t i e s  f o c u s e d  o n  n e t

v s .  g r o s s  i n c o m e  &  f o r  p r a c t i c e

b u d g e t  s c e n a r i o s ,  c h e c k  o u t  o u r

A C R E  c u r r i c u l u m  o n  B u d g e t

B u i l d i n g  B a s i c s .

HOW ARE YOU PAID?

GROSS VS NET PAY

NOTES:



A s k  y o u r  s t u d e n t s  t o  c o m p a r e

s o m e  s t a t e  l e v e l  t a x e s  f r o m

A r k a n s a s  a n d  i t ' s  b o a r d e r

s t a t e s  ( L A ,  O K ,  T N ,  e t c . )  H o w

a r e  t h e  t a x  r a t e s  i n  t h e s e  s t a t e s

s i m i l a r  o r  d i f f e r e n t  t o  o n e

a n o t h e r ?  D o  y o u  t h i n k  s t a t e  &

l o c a l  t a x e s  a r e  a  b i g  f a c t o r

i n d i v i d u a l s  c o n s i d e r  w h e n

d e c i d i n g  w h e r e  t h e y  w a n t  t o

l i v e ?  W h y  o r  w h y  n o t ?

COMPARING TAXES
STATE TO STATE:
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TAXES OVERVIEW

NOTES:

P a y r o l l  t a x e s  –  P a y r o l l  t a x e s  a r e  d e d u c t e d  f r o m  y o u r  p a y c h e c k

a n d  r e m i t t e d  o n  y o u r  b e h a l f  t o  t h e  a p p r o p r i a t e  s t a t e  o r  f e d e r a l

a g e n c y .  T h e  t h r e e  m a n d a t o r y  p a y r o l l  t a x e s  t h a t  m o s t  p e o p l e  p a y

a r e  s t a t e  i n c o m e  t a x e s ,  f e d e r a l  i n c o m e  t a x e s ,  a n d  F I C A .  F I C A

i n c l u d e s  t a x e s  p a i d  t o  c o v e r  S o c i a l  S e c u r i t y  a n d  M e d i c a r e .

F e d e r a l  i n c o m e  t a x e s  –  F e d e r a l  i n c o m e  t a x e s  a r e  a s s e s s e d  o n

t a x a b l e  i n c o m e .  W e  w i l l  c o v e r  h o w  t o  c o m p u t e  t a x a b l e  i n c o m e

l a t e r  i n  t h i s  m o d u l e .  T h e  U . S .  t a x  s y s t e m  i s  a  p r o g r e s s i v e  t a x

s y s t e m  s o  t h e r e  a r e  c u r r e n t l y  s e v e n  f e d e r a l  i n c o m e  t a x  b r a c k e t s

w i t h  s u c c e s s i v e l y  h i g h e r  t a x  r a t e s  a p p l i e d  t o  h i g h e r  l e v e l s  o f

i n c o m e .  F e d e r a l  t a x e s  a r e  u s e d  t o  p a y  f o r  n u m e r o u s  g o v e r n m e n t

s e r v i c e s  i n c l u d i n g  h e a l t h  p r o g r a m s ,  t h e  m i l i t a r y ,  t o  p a y  i n t e r e s t

o n  t h e  n a t i o n a l  d e b t ,  f o o d  a s s i s t a n c e ,  e d u c a t i o n  p r o g r a m s ,

h o u s i n g  a s s i s t a n c e ,  a n d  n u m e r o u s  o t h e r  g o v e r n m e n t  p r o g r a m s .

T h e  c u r r e n t  t a x  r a t e s  r a n g e  f r o m  1 0 %  t o  3 7 %  d e p e n d i n g  o n  y o u r

i n c o m e  l e v e l .

S t a t e  i n c o m e  t a x e s  –  N o t  a l l  s t a t e s  l e v y  s t a t e  i n c o m e  t a x e s .  F o r

e x a m p l e ,  c i t i z e n s  o f  T e x a s  a n d  F l o r i d a  d o  n o t  p a y  s t a t e  i n c o m e

t a x e s .  S t a t e  i n c o m e  t a x e s  a r e  u s e d  t o  f u n d  s t a t e  g o v e r n m e n t  a n d

s t a t e  s e r v i c e s .  M o s t  s t a t e s  u s e  s t a t e  t a x e s  t o  f u n d  l a w

e n f o r c e m e n t  a g e n c i e s ,  e d u c a t i o n ,  p r i s o n  a n d  c o r r e c t i o n s  s y s t e m s ,

r o a d  b u i l d i n g  a n d  m a i n t e n a n c e ,  p r o v i d e  h e a l t h  c o v e r a g e  t o  l o w -

i n c o m e  f a m i l i e s ,  a n d  o t h e r  s o c i a l  b e n e f i t s  d e e m e d  n e c e s s a r y  b y

t h e  s t a t e ’ s  l a w m a k e r s .  S t a t e s  t h a t  d o  n o t  h a v e  s t a t e  i n c o m e  t a x e s

f u n d  t h e s e  p r o g r a m s  o u t  o f  p r o p e r t y  t a x e s  a n d  s a l e s  t a x e s .

T a x e s  a r e  r e q u i r e d  b y  l a w  a t  t h e  f e d e r a l  a n d  s t a t e  l e v e l s  a n d  t a x

r a t e s  v a r y  g r e a t l y  f r o m  s t a t e  t o  s t a t e .  M a n y  i n d i v i d u a l s  g r u m b l e

a b o u t  t a x e s ,  e i t h e r  t h a t  t h e y  a r e  r e q u i r e d  t o  p a y  t o o  m u c h ,  w h a t  t a x

d o l l a r s  a r e  s p e n t  o n  a r e  i n e f f i c i e n t ,  o r  t h a t  t h e  t a x  s y s t e m  i s  o v e r l y

c o m p l e x  a n d  c o m p l i c a t e d .  S p e c i f i c a l l y  d e f i n e d ,  t a x e s  a r e  a

m a n d a t o r y  c o n t r i b u t i o n  t o  l o c a l ,  s t a t e ,  o r  f e d e r a l  r e v e n u e s .  T a x

r e v e n u e s  a r e  u s e d  t o  f u n d  g o v e r n m e n t  p r o g r a m s  w e  n e e d  o r  w a n t .

T h e s e  c o n t r i b u t i o n s  a r e  c o l l e c t e d  i n  v a r i o u s  w a y s  t h a t  c a n  i n c l u d e

a d d i n g  t h e  t a x  t o  t h e  c o s t  o f  g o o d s  a n d  s e r v i c e s ,  e m p l o y e r

d e d u c t i o n s  f r o m  y o u r  p a y r o l l  c h e c k ,  a n d  r e m i s s i o n s  t o  t h e  s t a t e  a n d

f e d e r a l  g o v e r n m e n t  w h e n  y o u  f i l e  y o u r  a n n u a l  t a x  r e t u r n  o r  p a y  y o u r

p r o p e r t y  t a x e s .  N o w  l e t ’ s  l o o k  a t  t h e  p a y r o l l  t a x e s  w e  p a y  a n d  t h e i r

p u r p o s e s .  T h e n  w e  w i l l  c o v e r  s o m e  o t h e r  c o m m o n  v o l u n t a r y  p a y r o l l

d e d u c t i o n s .  



S o ,  h o w  m u c h  w i l l  y o u  r e c e i v e  i n  S o c i a l  S e c u r i t y  w h e n  y o u  r e t i r e ?  T h e

a m o u n t  y o u  r e c e i v e  i s  b a s e d  o n  h o w  m u c h  y o u  p a y  i n  o v e r  y o u r

e a r n i n g  y e a r s .  T h e  S o c i a l  S e c u r i t y  s y s t e m  h a s  a n  e a s y  e s t i m a t o r  y o u

c a n  u s e  t o  d e t e r m i n e  y o u r  e x p e c t e d  i n c o m e .  P l a y  a r o u n d  w i t h  i t  a n d

s e e  h o w  m u c h  y o u  m i g h t  r e c e i v e  p e r  m o n t h .  O f  c o u r s e ,  t h i s  a s s u m e s

t h e  s y s t e m  w i l l  n o t  b e  m o d i f i e d .  T h e  w e b s i t e  i s

h t t p s : / / w w w . s s a . g o v / c g i - b i n / b e n e f i t 6 . c g i

CHECKING YOUR
PAYSTUBS
W i t h  t h e  i n c r e a s e  i n

a u t o m a t i o n  a n d  d i g i t a l

b a n k i n g ,  m a n y  p e o p l e  h a v e

s t o p p e d  r e g u l a r l y  c h e c k i n g

t h e i r  p a y s t u b s ,  i n s t e a d

c h e c k i n g  t h e i r  b a n k

a c c o u n t s  f o r  a  d i r e c t

d e p o s i t .

E n c o u r a g e  y o u r  s t u d e n t s  t o

a l w a y s  t a k e  a  l o o k  a t  t h e i r

p a y s t u b .  T h i s  l e s s o n

p r o v i d e s  s e v e r a l  e x a m p l e

p a y s t u b s  s o  s t u d e n t s  k n o w

w h e r e  t o  f i n d  k e y

i n f o r m a t i o n ,  l i k e  t h e

d e t a i l e d  b r e a k d o w n  o f  t h e i r

c o m p e n s a t i o n  a s  w e l l  a s  t a x

p a y m e n t s ,  h e a l t h  i n s u r a n c e

c o n t r i b u t i o n s ,  a n d  o t h e r

a m o u n t s  b e i n g  a d j u s t e d

b e f o r e  m o n e y  i s  d i r e c t

d e p o s i t e d  i n t o  a  b a n k

a c c o u n t .
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F I C A  t a x e s –  F I C A ,  a n  a c r o n y m  f o r  t h e  F e d e r a l  I n s u r a n c e

C o n t r i b u t i o n s  A c t ,  i s  u s e d  t o  f u n d  r e t i r e m e n t  a n d  h e a l t h  c a r e  c o s t s

o f  m o s t  A m e r i c a n s .  F I C A  i s  a  p a y r o l l  t a x  a n d  i s  d e d u c t e d  f r o m  y o u r

p a y c h e c k  e a c h  p a y  p e r i o d .  T h i s  F I C A  a m o u n t  i s  t h e n  m a t c h e d  b y

y o u r  e m p l o y e r  a n d  r e m i t t e d  t o  t h e  U . S .  g o v e r n m e n t .  C u r r e n t l y

F I C A  w i t h h o l d i n g s  a r e  7 . 6 5 %  o f  y o u r  g r o s s  o r  t o t a l  i n c o m e .  T h i s

7 . 6 5 %  i s  c o m p r i s e d  o f  6 . 2 %  t h a t  g o e s  t o  f u n d  S o c i a l  S e c u r i t y  a n d

a n o t h e r  1 . 4 5 %  t h a t  f u n d s  M e d i c a r e .  Y o u r  e m p l o y e r  m a t c h e s  t h e

7 . 6 5 %  a n d  t h e r e f o r e  s e n d s  1 5 . 3 %  ( i . e . ,  2  x  7 . 6 5 %  =  1 5 . 3 % )  o f  y o u r

t o t a l  i n c o m e  t o  t h e  f e d e r a l  g o v e r n m e n t .  T h e  S o c i a l  S e c u r i t y

c o m p o n e n t  ( 6 . 2 % )  i s  c a p p e d  a n d  w i l l  n o t  b e  d e d u c t e d  f r o m  y o u r

p a y c h e c k  i f  y o u  e a r n  e n o u g h  m o n e y  t o  r e a c h  t h e  c a p .  F o r  2 0 2 2  t h e

c a p  i s  $ 1 4 7 , 0 0 0 .  H o w e v e r ,  t h i s  c a p  i s  i n d e x e d  t o  i n f l a t i o n  a n d

i n c r e a s e s  e v e r y  y e a r  a c c o r d i n g l y .  T h e  M e d i c a r e  p o r t i o n  ( 1 . 4 5 % )  i s

n o t  c a p p e d  a n d  w i l l  b e  w i t h h e l d  o n  e v e r y  d o l l a r  y o u  e a r n .

APPLYING THE CONCEPT

EXAMPLE PAYSTUB

NOTES: Jenny Everyman
123 Main St. Anytown, US

Pay Period:
01/01/2023 - 01/15/2023

Earnings:Earnings:

Hours:       Rate:     This Period:     YTD:

Required Deductions:Required Deductions:

Federal Income Tax

Medicare/Medicaid

Social Security Tax

State Tax

Other Deductions:Other Deductions:

Health Insurance

401K 

80 11.00 880.00 880.00

Gross PayGross Pay 880.00880.00

Net PayNet Pay

Total DeductionsTotal Deductions

$64.00

$12.76

$44.00

$54.56

$17.60

$14.00

$206.92

$673.08

https://www.ssa.gov/cgi-bin/benefit6.cgi


H e a l t h  i n s u r a n c e  p r e m i u m s  -  M a n y  p e o p l e  p a y  a t  l e a s t  a  p o r t i o n  o f

t h e i r  h e a l t h  i n s u r a n c e  p r e m i u m s .  I t  i s  c o m m o n  f o r  a n  e m p l o y e r  t o  p a y

a  p o r t i o n ,  o r  e v e n  a l l ,  o f  t h e  h e a l t h  i n s u r a n c e  p r e m i u m s  f o r  a n

e m p l o y e e .  H o w e v e r ,  m a n y  e m p l o y e e s  r e q u i r e  f a m i l y  c o v e r a g e  f o r  t h e i r

s p o u s e  a n d  c h i l d r e n  a n d  t h i s  a m o u n t  i s  t y p i c a l l y  p a i d  b y  t h e  e m p l o y e e .

H e a l t h  i n s u r a n c e  p r e m i u m s  p a i d  t h r o u g h  y o u r  e m p l o y e r  a r e  a l s o

d e d u c t e d  f r o m  y o u r  g r o s s  p a y  a n d  w i l l  r e d u c e  y o u r  t a k e - h o m e  p a y .

T h i s  a m o u n t  c a n  v a r y  s i g n i f i c a n t l y  d e p e n d i n g  o n  t h e  e m p l o y e r .

L i f e  i n s u r a n c e  p r e m i u m s  –  A n o t h e r  b e n e f i t  t h a t  e m p l o y e r s  m a y

f u r n i s h  f o r  t h e i r  e m p l o y e e s  i s  l i f e  i n s u r a n c e .  L i f e  i n s u r a n c e  p o l i c i e s

p a y  t h e  d e s i g n a t e d  b e n e f i c i a r y  i n  t h e  e v e n t  t h e  c o v e r e d  i n d i v i d u a l

d i e s .  W e  b u y  l i f e  i n s u r a n c e  t o  k e e p  o u r  l o v e d  o n e s  f r o m  u n d u e

f i n a n c i a l  h a r d s h i p  t h a t  c a n  o c c u r  w h e n  w e  p a s s  o n .  A  c o m m o n

e m p l o y e r  p r o v i d e d  l i f e  i n s u r a n c e  p o l i c y  w o u l d  b e  1  x  t h e  p e r s o n ’ s

s a l a r y .  S o ,  s o m e o n e  m a k i n g  $ 5 0 , 0 0 0  a  y e a r  w o u l d  b e  p r o v i d e d  w i t h

$ 5 0 , 0 0 0  i n  l i f e  i n s u r a n c e  c o v e r a g e .  H o w e v e r ,  i t  i s  u s u a l l y  p o s s i b l e  f o r

t h e  e m p l o y e e  t o  b u y  a d d i t i o n a l  i n c r e m e n t s  o f  t h e i r  s a l a r y .  Y o u  m i g h t

b e  a b l e  t o  b u y  a n o t h e r  3 x  y o u r  s a l a r y  i n  l i f e  i n s u r a n c e  w h i c h  w o u l d

b r i n g  t h e  t o t a l  l i f e  i n s u r a n c e  a m o u n t  u p  t o  $ 2 0 0 , 0 0 0  i n  t h i s  e x a m p l e .

T h e  e m p l o y e e  w o u l d  b e  r e s p o n s i b l e  f o r  p a y i n g  t h e  p r e m i u m s  o n  t h e

a m o u n t  n o t  c o v e r e d  b y  t h e  e m p l o y e r .  T h i s  a m o u n t  w o u l d  b e  d e d u c t e d

f r o m  y o u r  g r o s s  p a y .  

R e t i r e m e n t  c o n t r i b u t i o n s  -  S o m e  i n d i v i d u a l s  a l s o  c o n t r i b u t e  t o  t h e i r

r e t i r e m e n t  a c c o u n t s  t h r o u g h  p a y r o l l  d e d u c t i o n s .  F o r  e x a m p l e ,  a n

e m p l o y e r  m i g h t  o f f e r  e m p l o y e e s  a  4 0 1 k  r e t i r e m e n t  a c c o u n t .  I n  m a n y

c a s e s  t h e  e m p l o y e r  w i l l  c o n t r i b u t e  m o n e y  t o  t h e  e m p l o y e e ’ s

r e t i r e m e n t  a c c o u n t  a n  e m p l o y m e n t  b e n e f i t .  H o w e v e r ,  t h e  e m p l o y e e

c a n  a l s o  m a k e  c o n t r i b u t i o n s  u p  t o  a  l i m i t  d e t e r m i n e d  b y  t h e  I n t e r n a l

R e v e n u e  S e r v i c e  ( I R S ) .  A s  o f  A p r i l  2 0 2 2 ,  t h e  a n n u a l  c o n t r i b u t i o n

a m o u n t  a n  e m p l o y e e  c a n  c o n t r i b u t e  i s  $ 2 0 , 5 0 0 .  R e t i r e m e n t

c o n t r i b u t i o n s  a r e  t a k e n  o u t  b e f o r e  t a x e s  a r e  c o m p u t e d  s o  t h e y  r e d u c e

y o u r  o v e r a l l  t a x  l i a b i l i t y .  

H e a l t h  S a v i n g s  A c c o u n t s  ( H S A )  –  A n  H S A  i s  a  t a x - f r e e  s a v i n g s  a c c o u n t

t h a t  c a n  b e  u s e d  t o  p a y  m e d i c a l  e x p e n s e s  n o t  c o v e r e d  b y  y o u r  h i g h -

d e d u c t i b l e  i n s u r a n c e  p l a n .  Y o u  c a n  u s e  t h e  H S A  t o  p a y  f o r  d e d u c t i b l e s

a n d  c o p a y s  w h e n  y o u  u s e  a  d o c t o r  o r  p h a r m a c y .  F u n d s  i n  t h i s  a c c o u n t

c a n  b e  r o l l e d  o v e r  f r o m  o n e  y e a r  t o  t h e  n e x t .  C o n t r i b u t i o n s  t o  y o u r

H S A  a c c o u n t  a r e  a l s o  d e d u c t e d  f r o m  y o u r  p a y c h e c k .  

F l e x i b l e  S a v i n g s  A c c o u n t s  –  A  F S A  i s  a  t a x - f r e e  a c c o u n t  t h a t  c a n  b e

u s e d  t o  p a y  m e d i c a l  e x p e n s e s  n o t  c o v e r e d  b y  y o u r  i n s u r a n c e  p l a n .  Y o u

c a n  u s e  t h e  F S A  t o  p a y  f o r  d e d u c t i b l e s  a n d  c o p a y s  w h e n  y o u  u s e  a

d o c t o r  o r  p h a r m a c y .  T h e  F S A  d i f f e r s  f r o m  t h e  H S A  s i n c e  i t  c a n  b e  u s e d

w i t h  n o n - h i g h - d e d u c t i b l e  i n s u r a n c e  p l a n s .  T h e  F S A  h a s  a  “ u s e - o r - l o s e -

i t ”  w h e r e b y  a n y  f u n d s  r e m a i n i n g  i n  t h e  a c c o u n t  a t  t h e  e n d  o f  t h e  y e a r

a r e  l o s t  t o  t h e  e m p l o y e e .  C o n t r i b u t i o n s  t o  y o u r  F S A  a c c o u n t  a r e  a l s o

d e d u c t e d  f r o m  y o u r  p a y c h e c k .  E m p l o y e e s  w i t h  a n  o p t i o n  c a n  o n l y  p i c k

o n e  o r  t h e  o t h e r  ( H S A  o r  F S A ) .  

O n e  k e y  s t r a t e g y  i n  b u i l d i n g  w e a l t h

i s  t h i n k i n g  a b o u t  r i s k  w h e n  p l a n n i n g

f o r  t h e  f u t u r e .  W h a t  i f  I  o r  a  l o v e d

o n e  g e t s  s i c k ?  H o w  d o  I  p l a n  f o r

w h e n  I  c a n ' t  o r  d o n ' t  w a n t  t o  w o r k

a n y  m o r e ?  O f t e n ,  i n s u r a n c e  p a c k a g e s

a n d  s a v i n g s  p l a n s  c a n  b e  d e d u c t e d

d i r e c t l y  f r o m  a  p a y c h e c k  B E F O R E

g o i n g  i n t o  a  b a n k  a c c o u n t .  I n  t h i s

w a y ,  s t u d e n t s  " P a y  t h e m s e l v e s  f i r s t "

b y  i n v e s t i n g  m o n e y  e a r n e d  w i s e l y .

S e e  m o r e  b u i l d i n g  w e a l t h  a c t i v i t i e s

i n  A C R E ' s  B u i l d i n g  W e a l t h

c u r r i c u l u m .

BUILDING WEALTH
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NOTES:

VOLUNTARY PAYROLL DEDUCTIONS



COMPLETING WORK
RELATED FORMS

V i s i o n  i n s u r a n c e

D e n t a l  i n s u r a n c e

O p t i o n a l  i n s u r a n c e  c o v e r a g e s  s u c h  a s  c a n c e r  p o l i c i e s ,  o r  h e a r t

h e a l t h  p o l i c i e s

D i s a b i l i t y  i n s u r a n c e

C h a r i t a b l e  d o n a t i o n s

U n i o n  d u e s  –  S o m e  e m p l o y e e s  a r e  r e q u i r e d  t o  j o i n  a  l a b o r  u n i o n .  I n

o t h e r  c a s e s ,  u n i o n  m e m b e r s h i p  m a y  b e  o p t i o n a l .  L a b o r  u n i o n s

r e p r e s e n t  t h e  e m p l o y e e s  a s  a  g r o u p  a n d  e n g a g e  i n  c o l l e c t i v e

b a r g a i n i n g  w i t h  e m p l o y e r s  t o  s e c u r e  b e t t e r  p a y ,  b e n e f i t s ,  a n d  w o r k i n g

c o n d i t i o n s  f o r  t h e  e m p l o y e e s .  U n i o n  m e m b e r s  m u s t  p a y  u n i o n  d u e s

( i . e .  m e m b e r s h i p  f e e s )  t o  s u p p o r t  t h e  u n i o n .  T h e s e  u n i o n  d u e s  a r e

d e d u c t e d  f r o m  y o u r  p a y c h e c k .  

O t h e r  p o s s i b l e  o p t i o n a l  d e d u c t i o n s  –  E m p l o y e e s  o f t e n  h a v e  t h e  a b i l i t y

t o  b u y  n u m e r o u s  o t h e r  i n s u r a n c e  c o v e r a g e s  t h r o u g h  t h e i r  e m p l o y e r .

T h e s e  i n c l u d e  b u t  a r e  n o t  l i m i t e d  t o :

A s  y o u  c a n  s e e  d e d u c t i o n s  c a n  t a k e  a  b i g  b i t e  o u t  o f  y o u r  p a y c h e c k .

H o w e v e r ,  n o t i c e  t h a t  s o m e  d e d u c t i o n s  c a n  r e d u c e  y o u r  o v e r a l l  t a x

l i a b i l i t y .  I n  t h e  n e x t  s e c t i o n  w e  w i l l  s h o w  y o u  h o w  t o  c o m p u t e  y o u r

t a x  l i a b i l i t y  a n d  f i l e  y o u r  t a x e s .  

T e m p l a t e  v e r s i o n s  o f  m o s t

w o r k  r e l a t e d  f o r m s  a r e

a v a i l a b l e  o n  t h e  I R S  w e b s i t e .

Y o u  c a n  u s e  t h e s e  t o  g u i d e

y o u r  s t u d e n t s  t h r o u g h  e a c h

f o r m  s t e p  b y  s t e p  o r  p r i n t  o u t

c o p i e s  f o r  y o u r  s t u d e n t s  t o

a n n o t a t e .  
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W h e n  y o u  b e g i n  e m p l o y m e n t  t h e r e  a r e  a  n u m b e r  o f  f o r m s  y o u  w i l l

n e e d  t o  f i l l  o u t  t h a t  t e l l  t h e  e m p l o y e r  h o w  m u c h  t o  w i t h h o l d  f r o m  y o u r

g r o s s  p a y .  T h e s e  f o r m s  i n c l u d e :  

I 9  –  t h e  I 9  f o r m  i s  a l s o  k n o w n  a s  t h e  E m p l o y m e n t  E l i g i b i l i t y

V e r i f i c a t i o n  f o r m  t h a t  e m p l o y e e s  a r e  r e q u i r e d  b y  t h e  D e p a r t m e n t  o f

H o m e l a n d  S e c u r i t y  t o  f i l l  o u t  s h o w i n g  t h e y  a r e  U . S .  c i t i z e n s  o r  f o r e i g n

n a t i o n a l s  t h a t  c a n  l e g a l l y  w o r k  i n  t h e  U n i t e d  S t a t e s .  Y o u  m u s t  p r o v i d e

d o c u m e n t a t i o n  t h a t  s u p p o r t s  y o u r  e m p l o y m e n t  s t a t u s .

h t t p s : / / w w w . u s c i s . g o v / s i t e s / d e f a u l t / f i l e s / d o c u m e n t / f o r m s / i - 9 - p a p e r -

v e r s i o n . p d f

 W 4  –  t h e  W 4  f o r m  i s  t h e  E m p l o y e e ’ s  W i t h h o l d i n g  C e r t i f i c a t e  r e q u i r e d

b y  t h e  I n t e r n a l  R e v e n u e  S e r v i c e  ( I R S ) .  T h e  I R S  s t a t e s  t h e  p u r p o s e  o f

t h e  W 4  f o r m  i s :  “ C o m p l e t e  F o r m  W - 4  s o  t h a t  y o u r  e m p l o y e r  c a n

w i t h h o l d  t h e  c o r r e c t  f e d e r a l  i n c o m e  t a x  f r o m  y o u r  p a y .  I f  t o o  l i t t l e  i s

w i t h h e l d ,  y o u  w i l l  g e n e r a l l y  o w e  t a x  w h e n  y o u  f i l e  y o u r  t a x  r e t u r n  a n d

m a y  o w e  a  p e n a l t y .  I f  t o o  m u c h  i s  w i t h h e l d ,  y o u  w i l l  g e n e r a l l y  b e  d u e  a

r e f u n d . ”

h t t p s : / / w w w . i r s . g o v / p u b / i r s - p d f / f w 4 . p d f

NOTES:

WORK-RELATED FORMS 

https://www.uscis.gov/sites/default/files/document/forms/i-9-paper-version.pdf
https://www.irs.gov/pub/irs-pdf/fw4.pdf


W h a t  d i d  B e n j a m i n  F r a n k l i n  m e a n

w h e n  h e  s a i d :

“Our new Const i tut ion is
now establ ished,  everything
seems to  promise i t  will  be
durable;  but,  in  th is  world,
nothing is  certain  except
death and taxes.”  

QUOTE TO CONSIDER:
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NOTES:

W h e n  y o u r  e m p l o y e r  w i t h h o l d s  m o n e y  f r o m  y o u r  c h e c k  i t  m e a n s  t h e y

r e d u c e  t h e  a m o u n t  o f  y o u r  c h e c k  t h a t  y o u  r e c e i v e  a n d  u s e  t h a t  m o n e y

f o r  t h e  s t a t e d  p u r p o s e .  F o r  e x a m p l e ,  y o u  m i g h t  s e e  $ 1 2 . 4 5  w a s

w i t h h e l d  f o r  s t a t e  t a x e s .  Y o u r  e m p l o y e r  w i l l  s e n d  t h a t  m o n e y  t o  t h e

s t a t e  t o  p a y  y o u r  e s t i m a t e d  s t a t e  i n c o m e  t a x e s  o n  t h a t  a m o u n t  o f

e a r n i n g s .  

Y o u r  e m p l o y e r  w i l l  u s e  t h e  W 4  f o r m  t h a t  y o u  f i l l e d  o u t  t o  e s t i m a t e

h o w  m u c h  m o n e y  t o  w i t h h o l d  f r o m  y o u r  c h e c k  e a c h  p a y  p e r i o d .  W h e n

y o u  f i l e  y o u r  t a x e s  a t  t h e  e n d  o f  t h e  f i s c a l  y e a r  y o u  m a y  g e t  s o m e  o f

t h i s  m o n e y  b a c k  i n  t h e  f o r m  o f  a  t a x  r e f u n d .

M e d i c a l  f o r m s  –  e m p l o y e e s  m a y  f i l l  o u t  m e d i c a l  f o r m s  f o r  m a n y

r e a s o n s .  S o m e  e m p l o y e r s  r e q u i r e  p o t e n t i a l  e m p l o y e e s  t o  f i l l  o u t

m e d i c a l  f o r m s  t o  e v a l u a t e  a n  a p p l i c a n t ' s  h e a l t h  a n d  a b i l i t i e s  b e f o r e

t h e y  s t a r t  a  j o b .  T h i s  i s  c o m m o n  i n  j o b s  r e q u i r i n g  h i g h e r  l e v e l s  o f

p h y s i c a l  f i t n e s s .  O t h e r  m e d i c a l  f o r m s  a r e  u s e d  t o  i n f o r m  t h e  h e a l t h

i n s u r a n c e  c a r r i e r  o f  m e d i c a l  h i s t o r y  a n d  e x i s t i n g  m e d i c a l  c o n d i t i o n s .  

L i f e  i n s u r a n c e  f o r m s  –  i f  y o u r  e m p l o y e r  p r o v i d e s  l i f e  i n s u r a n c e ,  o r

a l l o w s  y o u  t o  p u r c h a s e  l i f e  i n s u r a n c e  t h r o u g h  p a y r o l l  d e d u c t i o n s ,  y o u

w i l l  n e e d  t o  f i l l  o u t  a  f o r m  i d e n t i f y i n g  y o u r  b e n e f i c i a r i e s .  Y o u r

b e n e f i c i a r i e s ,  c o m m o n l y  y o u r  s p o u s e  a n d  c h i l d r e n ,  a r e  t h e  i n d i v i d u a l s

d e s i g n a t e d  t o  r e c e i v e  t h e  l i f e  i n s u r a n c e  p r o c e e d s  i f  y o u  d i e .  

R e t i r e m e n t  c o n t r i b u t i o n  f o r m s  –  m a n y  e m p l o y e r s  p r o v i d e  s o m e  t y p e

o f  r e t i r e m e n t  b e n e f i t  s u c h  a s  a  4 0 3 b  p l a n ,  4 0 1 k  p l a n ,  o r  a  d e f i n e d

b e n e f i t  p l a n .  I n  m o s t  c a s e s  y o u  w i l l  m a k e  p r e - t a x  c o n t r i b u t i o n s  t o  o n e

o f  t h e s e  p l a n s  a n d  y o u r  e m p l o y e r  w i l l  m a k e  c o n t r i b u t i o n s  o n  y o u r

b e h a l f .  S o m e  o f  t h e s e  p l a n s  w i l l  g i v e  y o u  t h e  a b i l i t y  t o  s e l e c t  y o u r

i n v e s t m e n t s .  Y o u  w i l l  f i l l  o u t  c o n t r i b u t i o n  f o r m s  t h a t  s h o w  w h e r e

y o u r  f u n d s  s h o u l d  b e  i n v e s t e d .  Y o u  w i l l  a l s o  n e e d  t o  d e s i g n a t e  o n e  o r

m o r e  b e n e f i c i a r i e s  f o r  y o u r  r e t i r e m e n t  a c c o u n t  i n  c a s e  y o u  d i e .  

TAX SYSTEMS
O n e  o f  o u r  n a t i o n ’ s  f o u n d i n g  f a t h e r s  u n d e r s t o o d  t h a t  t a x e s  w e r e

n e c e s s a r y  t o  f u n d  g o v e r n m e n t  s e r v i c e s .  O t h e r  t h i n g s  m i g h t  b e

t e m p o r a r y  b u t  t a x e s  a r e  a  c e r t a i n t y !  H o w e v e r ,  t h e r e  a r e  d i f f e r e n c e s

i n  t a x  s y s t e m s  t h a t  d e t e r m i n e  h o w  m u c h  y o u  w i l l  p a y  i n  t a x e s .  L e t ’ s

l o o k  b r i e f l y  a t  t h e  t h r e e  p o s s i b l e  t a x  s y s t e m s .  

P r o g r e s s i v e  t a x  s y s t e m  –  T h e  U . S .  f e d e r a l  t a x  s y s t e m  i s  a  p r o g r e s s i v e

t a x  s y s t e m .  P r o g r e s s i v e  t a x  s y s t e m s  c h a r g e  h i g h e r  t a x  r a t e s  o n

s u c c e s s i v e l y  h i g h e r  a m o u n t s  o f  i n c o m e .  T h e  r a t i o n a l e  f o r  p r o g r e s s i v e

t a x  s y s t e m s  i s  t h a t  p e o p l e  w h o  m a k e  m o r e  m o n e y  c a n  a f f o r d  t o  p a y

m o r e  i n  t a x e s  a n d  t h e r e f o r e  p a y  f o r  a  l a r g e r  s h a r e  o f  g o v e r n m e n t

s p e n d i n g .  M o s t  t a x  s y s t e m s  a r e  p r o g r e s s i v e  t a x  s y s t e m s .
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R e g r e s s i v e  t a x  s y s t e m  –  R e g r e s s i v e  t a x  s y s t e m s  c h a r g e  l o w e r  t a x

r a t e s  a s  a  p e r s o n ’ s  t a x a b l e  i n c o m e  r i s e s .  M o s t  i n c o m e  t a x  s y s t e m s  a r e

n o t  r e g r e s s i v e  b u t  w e  a l l  p a y  r e g r e s s i v e  t a x e s .  S a l e s  t a x e s  a r e

r e g r e s s i v e  s i n c e  l o w e r  i n c o m e  p e o p l e  w i l l  p a y  a  l a r g e r  p e r c e n t a g e  o f

t h e i r  o v e r a l l  i n c o m e  i n  t h e  f o r m  o f  s a l e s  t a x  r e l a t i v e  t o  s o m e o n e  w h o

i s  i n  a  h i g h e r  i n c o m e  t a x  b r a c k e t .  S o m e  s t a t e s  a n d  n a t i o n s  h a v e  a n

o v e r a l l  r e g r e s s i v e  s y s t e m  w h e n  y o u  c o m b i n e  s a l e s  t a x e s ,  i n c o m e

t a x e s ,  p r o p e r t y  t a x e s ,  a n d  o t h e r  t a x e s .  U s i n g  t h a t  m e t r i c  y o u  w i l l  s e e

t h a t  w e a l t h i e r  t a x p a y e r s  p a y  l e s s  o f  t h e i r  t o t a l  i n c o m e  i n  t a x e s .  Y o u r  s t u d e n t s  h a v e  p r o b a b l y

h e a r d  f r i e n d s ,  f a m i l y

m e m b e r s ,  p o l i t i c i a n s ,  a n d

t h e  n e w s  m e d i a  d i s c u s s i n g

t a x  s y s t e m s  a n d  t h e  b e s t

w a y s  f o r  c o l l e c t i n g  t a x

r e v e n u e .  U s i n g  t h e  t h r e e  t a x

s y s t e m s  d i s c u s s e d  h e r e ,

h a v e  a  d i s c u s s i o n  w i t h

s t u d e n t s  a b o u t  e f f e c t i v e

t a x a t i o n .  W h i c h  s y s t e m s  d o

t h e y  d e e m  t h e  m o s t  o r  l e a s t

" f a i r ? "  S t u d e n t s  c a n

r e s e a r c h  a n d  c o m p a r e  t a x

m o d e l s  a c r o s s  c o u n t r i e s ,  a n d

a c c o u n t  f o r  f a c t o r s  l i k e

p o p u l a t i o n  s i z e ,  n a t u r a l

r e s o u r c e s ,  &  t h e  s i z e  o f  t h e

l a b o r  f o r c e .  A  r e s e a r c h

p r o j e c t  t e m p l a t e  f o r  t h i s

a c t i v i t y  i s  a v a i l a b l e  i n  t h e

r e s o u r c e s  a t  t h e  e n d  o f  t h e

u n i t .
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F l a t  t a x  s y s t e m  –  A  f l a t  t a x  s y s t e m  i s  o n e  w h e r e  e v e r y o n e  p a y s  t h e

s a m e  p e r c e n t a g e  t a x  o n  i n c o m e ,  r e g a r d l e s s  o f  w h e t h e r  t h e y  a r e  l o w

i n c o m e  o r  h i g h  i n c o m e .  G r e e n l a n d  h a s  a  f l a t  t a x  r a t e  o f  4 5 % .  E v e r y o n e

p a y s  4 5  c e n t s  o f  e v e r y  d o l l a r  o f  i n c o m e  t o  t h e  g o v e r n m e n t .  T h i s  i s

a l s o  o n e  o f  t h e  h i g h e s t  t a x  r a t e s  i n  t h e  w o r l d .  O t h e r  n a t i o n s  s u c h  a s

M o n g o l i a  a n d  K a z a k h s t a n  h a v e  m u c h  l o w e r  f l a t  t a x  r a t e s  o f  1 0 % .  I n

t h e  U . S .  ,  p u b l i s h i n g  e x e c u t i v e  S t e v e  F o r b e s  r a n  f o r  p r e s i d e n t  i n  1 9 9 6

u s i n g  a  f l a t  t a x  p l a t f o r m .  H e  p r o p o s e d  a  f l a t  t a x  o f  1 7 %  o n  a l l  i n c o m e

r e g a r d l e s s  o f  w h e t h e r  y o u  w e r e  r i c h  o r  p o o r .   

C o n t r i b u t i o n s  t o  H S A s  a n d  F S A s

S t u d e n t  l o a n  i n t e r e s t  p a i d

C o n t r i b u t i o n s  t o  r e t i r e m e n t  a c c o u n t s  

E d u c a t o r  e x p e n s e s

A l i m o n y  p a y m e n t s

O t h e r  s p e c i a l  s i t u a t i o n s

T h e  g o v e r n m e n t  r e q u i r e s  t h a t  w e  p a y  t a x e s  o n  “ t a x a b l e  i n c o m e ”  a n d

n o t  “ g r o s s  i n c o m e . ”  T o  d e t e r m i n e  o u r  t a x a b l e  i n c o m e ,  w e  b e g i n  w i t h

g r o s s  i n c o m e  a n d  r e d u c e  i t  b y  a n y  l e g a l l y  a l l o w a b l e  d e d u c t i o n s .  T h e

f o l l o w i n g  I R S  w e b s i t e  c o v e r s  d e d u c t i o n s  a n d  c r e d i t s  a v a i l a b l e  i n  t h e

2 0 2 2  t a x  y e a r .  h t t p s : / / w w w . i r s . g o v / c r e d i t s - d e d u c t i o n s - f o r - i n d i v i d u a l s

G r o s s  i n c o m e  i n c l u d e s  w a g e s ,  s a l a r i e s ,  b o n u s e s ,  t i p s ,  i n v e s t m e n t

i n c o m e ,  a n d  i n c o m e  f r o m  m o s t  s o u r c e s  i n c l u d i n g  c a n c e l l e d  d e b t  a n d

g o v e r n m e n t  b e n e f i t s .

A f t e r  c o m p u t i n g  o u r  g r o s s  i n c o m e ,  w e  c a n  r e d u c e  i t  b y  t h e  f o l l o w i n g :

A d j u s t e d  G r o s s  I n c o m e  ( A G I )  –  A f t e r  s u b t r a c t i n g  t h e  a l l o w a b l e

a m o u n t s  j u s t  m e n t i o n e d  y o u  r e a c h  a  n u m b e r  k n o w n  a s  a d j u s t e d  g r o s s

i n c o m e  o r  A G I .  

T a x a b l e  I n c o m e  –  T a x a b l e  i n c o m e  i s  d e t e r m i n e d  b y  s u b t r a c t i n g  e i t h e r

t h e  s t a n d a r d  d e d u c t i o n  o r  y o u r  t o t a l  i t e m i z e d  d e d u c t i o n s  f r o m  A G I .

T a x p a y e r s  a r e  a l l o w e d  t o  u s e  t h e  l a r g e r  a m o u n t .  I n  m o s t  c a s e s  i t  w i l l

b e  t h e  s t a n d a r d  d e d u c t i o n .  T h e  a m o u n t  o f  t h e  s t a n d a r d  d e d u c t i o n

d e p e n d s  o n  y o u r  f i l i n g  s t a t u s  a n d  t h e  t a x  y e a r .  T h e  t w o  m o s t  c o m m o n

f i l i n g  s t a t u s e s  a r e  s i n g l e ,  a n d  m a r r i e d  f i l i n g  j o i n t l y .  F o r  t h e  t a x  y e a r

2 0 2 1  t h e  s t a n d a r d  d e d u c t i o n  f o r  a  s i n g l e  t a x p a y e r  w a s  $ 1 2 , 5 5 0 .

COMPUTING YOUR TAX LIABILITY

NOTES:

https://www.irs.gov/credits-deductions-for-individuals


L e s s  t h a n  1 2 %  o f  U . S .  t a x p a y e r s

o p t e d  t o  i t e m i z e  d e d u c t i o n s  i n

2 0 2 0 ,  e v e n  t h o u g h  i t e m i z i n g  a l l o w s

o n e  t o  d e d u c t  a  v a r i e t y  o f  e x p e n s e s .

W h y  d o  y o u  t h i n k  t h a t  i s ?

QUESTION FOR DISCUSSION:
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NOTES:
M o r t g a g e  i n t e r e s t

C h a r i t a b l e  c o n t r i b u t i o n s

U n r e i m b u r s e d  m e d i c a l  a n d  d e n t a l  e x p e n s e s

L o n g - t e r m  c a r e  p r e m i u m s

P e r s o n a l  p r o p e r t y  t a x e s  p a i d

S t a t e  a n d  l o c a l  t a x e s  p a i d

U n r e i m b u r s e d  j o b - r e l a t e d  e x p e n s e s

O t h e r  m i s c e l l a n e o u s  d e d u c t i o n s  d e f i n e d  b y  t h e  I R S

T h e  s t a n d a r d  d e d u c t i o n  f o r  t h e  f i l i n g  s t a t u s  “ m a r r i e d  f i l i n g  j o i n t l y ”  i s

e x a c t l y  t w i c e  t h a t  a m o u n t  o r  $ 2 5 , 1 0 0 .  T h e  o t h e r  t a x  f i l i n g  s t a t u s e s

a r e  m a r r i e d  f i l i n g  s e p a r a t e l y ,  q u a l i f y i n g  w i d o w ( e r ) ,  a n d  h e a d  o f

h o u s e h o l d .  T h e  I R S  h a s  s t r i c t  d e f i n i t i o n s  f o r  w h i c h  f i l i n g  s t a t u s  y o u

m u s t  u s e .  H o w e v e r ,  m a r r i e d  c o u p l e s  c a n  e l e c t  t o  f i l e  “ m a r r i e d  f i l i n g

j o i n t l y ”  o r  “ m a r r i e d  f i l i n g  s e p a r a t e l y , ”  d e p e n d i n g  o n  w h i c h  s t a t u s

r e d u c e s  t h e i r  t a x  l i a b i l i t y  t h e  m o s t .

S o m e  t a x p a y e r s  m a y  e l e c t  t o  i t e m i z e  t h e i r  d e d u c t i o n s  i f  t h a t  a m o u n t

i s  l a r g e r  t h a n  t h e  s t a n d a r d  d e d u c t i o n .  T a x p a y e r s  t h a t  i t e m i z e  c a n

t o t a l  t h e i r  d e d u c t i o n s  f r o m  t h e  f o l l o w i n g  s o u r c e s :

I f  t h e  t o t a l  o f  t h e  i t e m i z e d  d e d u c t i o n s  e x c e e d s  t h e  s t a n d a r d

d e d u c t i o n  t h e n  t h e  t a x p a y e r  w i l l  u s e  t h e  i t e m i z e d  t o t a l  d e d u c t i o n .

H o w e v e r ,  s i n c e  t h e  T a x  C u t s  a n d  J o b s  A c t  o f  2 0 1 7  s i g n i f i c a n t l y

i n c r e a s e d  t h e  s t a n d a r d  d e d u c t i o n  m o s t  p e o p l e  a r e  b e t t e r  o f f  t a k i n g

t h e  s t a n d a r d  d e d u c t i o n  i n s t e a d  o f  i t e m i z i n g .  L e s s  t h a n  1 2 %  o f  U . S .

t a x p a y e r s  o p t e d  t o  i t e m i z e  d e d u c t i o n s  i n  2 0 2 0 .  

T a x  L i a b i l i t y  –  A f t e r  t a k i n g  t h e  d e d u c t i o n  t h a t  r e s u l t s  i n  t h e  l o w e s t

t a x a b l e  i n c o m e  y o u  c a n  n o w  d e t e r m i n e  h o w  m u c h  t a x  y o u  o w e .  T h e

f o l l o w i n g  t a x  t a b l e  s h o w s  t h e  t a x  r a t e s  t h a t  a p p l y  t o  v a r i o u s  l e v e l s  o f

i n c o m e .  T h e  U . S .  t a x  s y s t e m  i s  k n o w n  a s  a  p r o g r e s s i v e  t a x  s y s t e m

w h i c h  m e a n s  t h a t  t a x p a y e r s  p a y  a  l a r g e r  f r a c t i o n  o f  t h e i r  t a x a b l e

i n c o m e  i n  t a x e s  a s  t h e i r  i n c o m e  i n c r e a s e s .  

O n c e  y o u  d e t e r m i n e  y o u r  t a x a b l e  i n c o m e  a n d  f i l i n g  s t a t u s  y o u  c a n

c o m p u t e  y o u r  t a x  l i a b i l i t y .  N o t e  i n  t h e  f o l l o w i n g  t a b l e  t h a t  h i g h e r

l e v e l s  o f  i n c o m e  a r e  t a x e d  a t  h i g h e r  t a x  r a t e s  w h i c h  m a k e s  t h e  U . S .

t a x  s y s t e m  p r o g r e s s i v e .  

L e t ’ s  w o r k  a n  e x a m p l e  f o r  a  s i n g l e  t a x p a y e r  u s i n g  t h e  f o l l o w i n g  2 0 2 2

t a x  t a b l e s  a n d  a  t a x a b l e  i n c o m e  o f  $ 3 2 , 1 1 1 .  

T h e  f i r s t  $ 1 0 , 2 7 5  w i l l  b e  t a x e d  a t  a  1 0 %  r a t e  a n d  r e s u l t  a  t a x  l i a b i l i t y

o f  $ 1 , 0 2 7 . 5 0 .  T h e  r e m a i n i n g  $ 2 2 , 1 6 1  ( e . g . ,  $ 3 2 , 1 1 1  -  $ 1 0 , 2 7 5  =

$ 2 1 , 8 3 6 )  o f  i n c o m e  w i l l  b e  t a x e d  a t  a  h i g h e r  r a t e  o f  1 2 % .  S o ,  t h e  t o t a l

t a x  l i a b i l i t y  i n  t h i s  e x a m p l e  i s :

$ 1 0 , 2 7 5  x  1 0 %               =  $  1 , 0 2 7 . 5 0

$ 2 1 , 8 3 6  x  1 2 %               =  $  2 , 6 2 0 . 3 2

             T o t a l  t a x e s       =  $ 3 , 6 4 7 . 8 2



TAX BRACKET
SCENARIOS
I n  a n  a c t i v i t y  i n c l u d e d  i n  t h e

r e s o u r c e s  s e c t i o n  o f  t h i s

d o c u m e n t ,  y o u ' l l  f i n d  a n

a c t i v i t y  t h a t  a s k s  s t u d e n t s  t o

c a l c u l a t e  a n  i n d i v i d u a l ' s  t a x

l i a b i l i t y  a t  a  v a r i e t y  o f

i n c o m e  l e v e l s .  T h i s  a c t i v i t y

w i l l  g e t  s t u d e n t s  c o m f o r t a b l e

n a v i g a t i n g  t a x  b r a c k e t s .
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O n c e  y o u  d e t e r m i n e  y o u r  t a x  l i a b i l i t y  y o u  c a n  c o m p a r e  i t  t o  y o u r  W - 2

f o r m  p r o v i d e d  b y  y o u r  e m p l o y e r .  I n  t h i s  e x a m p l e ,  i f  y o u r  e m p l o y e r

w i t h h e l d  m o r e  t h a t  $ 3 , 6 4 7 . 8 2  f r o m  y o u r  p a y c h e c k  y o u  w i l l  g e t  a  t a x

r e f u n d  e q u a l  t o  t h e  d i f f e r e n c e .  

2022 FEDERAL TAX BRACKETS

CHECK YOUR WORK!

TAX CREDITS
T a x  c r e d i t s  d i f f e r  f r o m  t a x  d e d u c t i o n s .  T a x  d e d u c t i o n  l o w e r  y o u r

t a x a b l e  i n c o m e  w h i l e  t a x  c r e d i t s  r e d u c e  y o u r  t a x  l i a b i l i t y  o n  a  d o l l a r -

f o r - d o l l a r  b a s i s .  F o r  e x a m p l e ,  i f  y o u r  t a x  l i a b i l i t y  w a s  $ 4 , 2 0 0  a n d  y o u

h a v e  a  t a x  c r e d i t  o f  $ 1 , 0 0 0  t h e n  y o u  w i l l  o n l y  p a y  t h e  d i f f e r e n c e ,  o r

$ 3 , 2 0 0 .  T h e  m o s t  c o m m o n  t a x  c r e d i t s  a r e :  

E a r n e d  i n c o m e  t a x  c r e d i t  –  t h i s  t a x  c r e d i t  i s  a v a i l a b l e  f o r  l o w  i n c o m e

h o u s e h o l d s .  I n  2 0 2 2 ,  t h i s  c r e d i t  r a n g e d  f r o m  $ 5 6 0  t o  $ 6 , 9 3 5

d e p e n d i n g  o n  y o u r  m a r i t a l  s t a t u s ,  t h e  n u m b e r  o f  c h i l d r e n  y o u  h a v e ,

a n d  y o u r  i n c o m e .  Y o u  c o u l d  o n l y  c l a i m  t h e  E I C  i f  y o u r  A G I  w a s  b e l o w

$ 5 9 , 1 8 7  i n  2 0 2 2  i f  y o u  w e r e  m a r r i e d  a n d  f i l i n g  j o i n t l y  w i t h  t h r e e  o r

m o r e  c h i l d r e n .  T h e  a m o u n t  i s  l o w e r  f o r  o t h e r  f i l i n g  s t a t u s e s  a n d

h o u s e h o l d s  w i t h  f e w e r  c h i l d r e n .  A s  w i t h  m o s t  o t h e r  t a x  i t e m s ,  t h e

n u m b e r s  a r e  i n d e x e d  t o  i n f l a t i o n  s o  t h e y  c h a n g e  e v e r y  y e a r .  

VIDEO: HOW TAX
BRACKETS WORK
T h e  v i d e o  l i n k e d  h e r e

p r o v i d e s  a n  a d d i t i o n a l

v i s u a l  e x a m p l e  o f  h o w  t a x

b r a c k e t s  w o r k :

h t t p s : / / w w w . y o u t u b e . c o m /

w a t c h ? v = V J h s j U P D u l w

NOTES:

https://www.youtube.com/watch?v=VJhsjUPDulw


H a v e  a  d i s c u s s i o n  a b o u t  t h e  t y p e s  o f

t a x e s  y o u r  s t u d e n t s  p a y .  S o m e

s t u d e n t s  t h i n k  t h a t  i f  t h e y  d o n ' t

h a v e  a  j o b ,  t h e y  a r e n ' t  t a x  p a y e r s .

R e m i n d  s t u d e n t s  t h a t  t h e y  a r e  a

p a r t  o f  t h e  e c o n o m y  - -  e v e r y  t i m e

t h e y  m a k e  a  p u r c h a s e ,  t h e y  a r e

p a y i n g  t a x e s .  I f  t h e y  h a v e  a  c a r  a n d

p a y  f o r  f u e l ,  t h e y  a r e  p a y i n g  f u e l

t a x e s .  Y o u n g  a d u l t s  c o n t r i b u t e  t o

o u r  t a x  s y s t e m s  i n  a  v a r i e t y  o f  w a y s .  

CLASS CONVERSATION:
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NOTES:
C h i l d  a n d  d e p e n d e n t  c a r e  t a x  c r e d i t

A m e r i c a n  o p p o r t u n i t y  t a x  c r e d i t

A d o p t i o n  c r e d i t

S a v e r ’ s  c r e d i t

R e s i d e n t i a l  e n e r g y  c r e d i t

L i f e t i m e  l e a r n i n g  c r e d i t  –  t h i s  t a x  c r e d i t  a l l o w s  y o u  t o  c l a i m  a  c r e d i t

o f  2 0 %  o f  t h e  f i r s t  $ 1 0 , 0 0 0  y o u  s p e n d  o n  t u i t i o n  a n d  f e e s .  T h i s  c r e d i t

i s  c a p p e d  a t  $ 2 , 0 0 0  p e r  y e a r .  I n c o m e  l i m i t s  a l s o  a p p l y  s o  h i g h e r

i n c o m e  i n d i v i d u a l s  w i l l  n o t  b e  a b l e  t o  c l a i m  t h i s  c r e d i t .  T h e  i n c o m e

l i m i t s  c h a n g e  e v e r y  y e a r .  

C h i l d  t a x  c r e d i t  –  f o r  2 0 2 2  t a x  y e a r  y o u  c a n  g e t  u p  t o  $ 3 , 6 0 0  p e r  c h i l d

t a x  c r e d i t  f o r  e a c h  c h i l d  u n d e r  t h e  a g e  o f  s i x .  T h e  c r e d i t  f a l l s  t o

$ 3 , 0 0 0  f o r  c h i l d r e n  b e t w e e n  t h e  a g e s  o f  s i x  a n d  1 7 .  T h i s  c r e d i t  p h a s e s

o u t  a t  h i g h e r  l e v e l s  o f  i n c o m e .  F o r  e x a m p l e ,  i f  y o u  w e r e  m a r r i e d  f i l i n g

j o i n t l y  t h e  m a x i m u m  y o u  c a n  m a k e  a n d  s t i l l  r e c e i v e  t h i s  c r e d i t  i s

$ 1 5 0 , 0 0 0 .  A f t e r  y o u  r e a c h  t h a t  i n c o m e  t h r e s h o l d  y o u  w i l l  l o s e  $ 5 0  f o r

e a c h  $ 1 , 0 0 0  y o u  m a k e  a b o v e  t h a t  l e v e l .  H o w e v e r ,  i t  w i l l  n o t  f a l l  b e l o w

$ 2 , 0 0 0  p e r  c h i l d  u n l e s s  y o u r  i n c o m e  e x c e e d s  $ 4 0 0 , 0 0 0  f o r  m a r r i e d

f i l i n g  j o i n t l y .  

O t h e r  t a x  c r e d i t s  i n c l u d e :

S t u d e n t  l o a n  i n t e r e s t  d e d u c t i o n  –  t h i s  d e d u c t i o n  c a n  b e  t a k e n  e v e n  i f

y o u  t a k e  t h e  s t a n d a r d  d e d u c t i o n .  Y o u  d o  n o t  h a v e  t o  i t e m i z e  t o

r e c e i v e  i t .  T h i s  d e d u c t i o n  b e g i n s  p h a s i n g  o u t  a t  M o d i f i e d  A G I s  o f

$ 7 5 , 0 0 0  f o r  t a x p a y e r s  f i l i n g  s i n g l e  a n d  $ 1 5 0 , 0 0 0  f o r  m a r r i e d  f i l i n g

j o i n t l y .  

OTHER TAXES
S a l e s  t a x e s  –  S a l e s  t a x e s  a r e  t a x e s  a s s e s s e d  w h e n  y o u  b u y  a  p r o d u c t

o r  s e r v i c e .  T h e  s e l l e r  c o l l e c t s  t h e  s a l e s  t a x  a n d  r e m i t s  i t  t o  t h e  s t a t e

g o v e r n m e n t .  S a l e s  t a x e s  c a n  v a r y  q u i t e  a  b i t  f r o m  s t a t e  t o  s t a t e  a n d

a l s o  w i t h i n  a  s t a t e .  T h e  c u r r e n t  A r k a n s a s  s t a t e  s a l e s  t a x  i s  6 . 5 %  w h i c h

i s  t h e  5 t h  h i g h e s t  s t a t e  s a l e s  t a x  r a t e  i n  t h e  n a t i o n .  H o w e v e r ,  e a c h

m u n i c i p a l i t y  o r  c i t y  c a n  a s s e s s  a  l o c a l  s a l e s  t a x  t h a t  i s  a d d e d  t o  t h e

a m o u n t  c o l l e c t e d  b y  v e n d o r s .  F o r  t h i s  r e a s o n ,  A r k a n s a s  h a s  3 9 7

d i f f e r e n t  s a l e s  t a x  j u r i s d i c t i o n s  w i t h  s a l e s  t a x  r a t e s  r a n g i n g  f r o m

6 . 5 %  t o  1 2 . 6 2 5 !  T h e  s a l e s  t a x  y o u  p a y  d e p e n d s  o n  t h e  l o c a t i o n  o f  i t e m

p u r c h a s e d .  I f  y o u  b u y  $ 1 0 0  w o r t h  o f  p r o d u c t s  ( n o n - g r o c e r y  i t e m s )  i n

t h e  c i t y  o f  G i l l h a m ,  A r k a n s a s  y o u  w i l l  a l s o  p a y  1 2 . 6 3 5 %  i n  s a l e s  t a x .

Y o u r  t o t a l  b i l l  w i l l  b e  $ 1 1 2 . 6 3 .  T h e  a v e r a g e  s a l e s  t a x  c o l l e c t e d  i n

A r k a n s a s  a t  t h e  p o i n t  o f  s a l e  i s  9 . 1 3 3 % .  



TAXATION AT THE
STATE LEVEL: ZOOMING
IN ON ARKANSAS

W h i l e  t h e  t a x e s  w e ' v e

b e e n  F e d e r a l  t a x e s ,

s t a t e s  h a v e  t h e i r  o w n  t a x

p o l i c i e s  f o r  c o l l e c t i n g

a n d  s p e n d i n g  r e v e n u e .

E v e n  s o m e  c i t i e s  h a v e

l o c a l  t a x  o r d i n a n c e s .

H a v e  s t u d e n t s  r e v i e w

s o m e  A r k a n s a s  t a x

i n f o r m a t i o n  a v a i l a b l e

f r o m  t h e  A r k a n s a s

D e p a r t m e n t  o f  F i n a n c e

a n d  A d m i n i s t r a t i o n :

h t t p s : / / w w w . d f a . a r k a n s a s

. g o v / e x c i s e - t a x / s a l e s -

a n d - u s e - t a x / l o c a l - s a l e s -

a n d - u s e - t a x -

i n f o r m a t i o n / t a x -

c o l l e c t i o n - d a t a / s t a t e -

t a x - c o l l e c t i o n s

Page 12

P r o p e r t y  t a x e s  –  M a n y  s t a t e s ,  i n c l u d i n g  A r k a n s a s ,  a s s e s s  t a x e s  o n  r e a l

e s t a t e .  T h e  t a x  r a t e  t h a t  i s  a p p l i e d  t o  r e a l  e s t a t e  i s  c a l l e d  m i l l a g e  a n d

i t  d i f f e r s  b a s e d  o n  s c h o o l  z o n e s  s i n c e  t h i s  t a x  l a r g e l y  g o e s  t o  p a y  f o r

k - 1 2  e d u c a t i o n .  T h i s  t a x  r a t e  i s  a p p l i e d  t o  t h e  a s s e s s e d  v a l u e  o f  t h e

r e a l  e s t a t e .  T h e  a s s e s s e d  v a l u e  o f  t h e  r e a l  e s t a t e  i s  2 0 %  o f  t h e

p r o p e r t y ’ s  m a r k e t  v a l u e .

T h e  a v e r a g e  m i l l a g e  r a t e  i n  A r k a n s a s  i s  . 5 7 %  s o  s o m e o n e  w i t h  a  h o m e

w i t h  a n  a s s e s s e d  v a l u e  o f  $ 2 0 0 , 0 0 0  w o u l d  p a y  $ 1 , 1 4 0  i n  r e a l  p r o p e r t y

t a x e s  ( $ 2 0 0 , 0 0 0  x  . 0 0 5 7  =  $ 1 , 1 4 0 ) .  T h e  f o l l o w i n g  c a l c u l a t o r  c a n  h e l p

y o u  e s t i m a t e  t h e  p r o p e r t y  t a x e s  f o r  v a r i o u s  t o w n s  i n  A r k a n s a s .

h t t p s : / / s m a r t a s s e t . c o m / t a x e s / a r k a n s a s - p r o p e r t y - t a x - c a l c u l a t o r

P e r s o n a l  p r o p e r t y  t a x e s  –  A r k a n s a s  r e s i d e n t s  a l s o  p a y  p e r s o n a l

p r o p e r t y  t a x e s .  E a c h  y e a r  t h e y  w i l l  b e  r e q u i r e d  t o  a s s e s s  t h e i r

" p e r s o n a l  p r o p e r t y , "  i n c l u d e s  a u t o m o b i l e s ,  b o a t s ,  A T V s ,  R V s ,

l i v e s t o c k ,  m o t o r c y c l e s ,  t r a i l e r s ,  a n d  a i r p l a n e s .  Y o u  m u s t  c o n t a c t  t h e

c o u n t y  t a x  a s s e s s o r  b e t w e e n  J a n u a r y  1  a n d  M a y  3 1 s t  a n d  l e t  t h e m

k n o w  w h a t  y o u  o w n .  Y o u  m a y  a d d  v e h i c l e s  o r  d e l e t e  v e h i c l e s  f r o m  t h e

t a x  r e c o r d  a t  t h i s  t i m e .  Y o u r  p e r s o n a l  p r o p e r t y  t a x e s  w i l l  a l s o  b e

b a s e d  o n  2 0 %  o f  t h e  a s s e t ’ s  m a r k e t  v a l u e .  Y o u  w i l l  r e c e i v e  a  b i l l  i n  t h e

m a i l  r e q u e s t i n g  p a y m e n t .  

C a p i t a l  g a i n s  t a x e s  –  I n v e s t o r s  p a y  c a p i t a l  g a i n s  t a x e s  o n  a n y  a s s e t

t h e y  s e l l  t h a t  i s  h e l d  f o r  l o n g e r  t h a n  o n e  y e a r .  A  c a p i t a l  g a i n  o c c u r s

w h e n  y o u  s e l l  a n  a s s e t ,  s u c h  a s  s t o c k s  o r  r e a l  e s t a t e ,  f o r  m o r e  t h a n

w h a t  y o u  p a i d  f o r  t h e  a s s e t .  T h e  c a p i t a l  g a i n s  t a x  r a t e  i s  o n l y  a p p l i e d

t o  t h e  a m o u n t  o f  t h e  i n c r e a s e .  F o r  e x a m p l e ,  a s s u m e  y o u  b o u g h t  1 0 0

s h a r e s  o f  A p p l e  i n  2 0 1 2  f o r  $ 1 2  a  s h a r e  a n d  s o l d  i t  l a s t  w e e k  f o r  $ 1 5 0

a  s h a r e .  Y o u  w o u l d  p a y  c a p i t a l  g a i n s  o n  t h e  a m o u n t  o f  t h e  i n c r e a s e .

S o ,  t h e  c a p i t a l  g a i n  i s  1 0 0  s h a r e s  x  ( $ 1 5 0  -  $ 1 2 )  =  1 0 0  x  $ 1 3 8  =

$ 1 3 , 8 0 0  w h i c h  i s  t h e  t o t a l  i n c r e a s e  i n  v a l u e  o f  y o u r  i n v e s t m e n t .  L o n g -

t e r m  c a p i t a l  g a i n s  e a r n e d  o n  a s s e t s  h e l d  f o r  m o r e  t h a n  o n e  y e a r  a r e

t a x e d  a t  a  l o w e r  r a t e  t h a n  o r d i n a r y  i n c o m e .  T h e  c u r r e n t  m a x i m u m

c a p i t a l  g a i n s  t a x  r a t e  i s  2 0 %  w h i l e  t h e  h i g h e s t  t a x  r a t e  p a i d  o n

o r d i n a r y  i n c o m e  i s  3 7 % .  T h e  l o w e r  c a p i t a l  g a i n s  t a x  r a t e  e n c o u r a g e s

i n v e s t o r s  t o  b u y  a s s e t s  a n d  h o l d  t h e m  l o n g e r  t h a n  o n e  y e a r  s o  t h e i r

t a x  r a t e  o n  g a i n s  w i l l  b e  l o w e r .  I n t e r e s t  i n c o m e  d e r i v e d  f r o m  s a v i n g s

a c c o u n t s  i s  t a x e d  a s  o r d i n a r y  i n c o m e .  N o t i c e  t h a t  t h i s  d i f f e r e n c e  i n

t a x  t r e a t m e n t  d i s c o u r a g e s  s a v i n g  a n d  e n c o u r a g e s  l o n g - t e r m  i n v e s t i n g .

T a x  F r e e d o m  D a y  –  T a x  F r e e d o m  D a y  u s u a l l y  f a l l s  n e a r  A p r i l  1 6 .  T h i s

d a y  r e p r e s e n t s  t h e  a v e r a g e  l e n g t h  o f  t i m e  A m e r i c a n s  o v e r a l l  m u s t

w o r k  t o  p a y  t h e  n a t i o n ’ s  t a x  b u r d e n .  A s  t a x e s  i n c r e a s e  t h i s  d a t e  w i l l

m o v e  d e e p e r  i n t o  t h e  y e a r .  

T a x  F r e e  W e e k e n d  –  S o m e  i n t e r e s t i n g  a r t i c l e s  o n  t h e  c o s t  o f  t h e

p r o g r a m ,  e f f e c t i v e n e s s ,  w h o  i s  i m p a c t e d ,  w h a t  a r e  t h e  u n i n t e n d e d

c o n s e q u e n c e s ?

NOTES:

https://www.dfa.arkansas.gov/excise-tax/sales-and-use-tax/local-sales-and-use-tax-information/tax-collection-data/state-tax-collections
https://smartasset.com/taxes/arkansas-property-tax-calculator


F o r  a d d i t i o n a l  h a n d s  o n  a c t i v i t i e s

a n d  s i m u l a t i o n s ,  c h e c k  o u t  t h i s  u n i t

f r o m  t h e  F o u n d a t i o n  f o r  T e a c h i n g

E c o n o m i c s  o n  " W h e r e  d o e s  o u r

m o n e y  g o ? "

h t t p s : / / w w w . f t e . o r g / t e a c h e r s / t e a c h

e r - r e s o u r c e s / l e s s o n - p l a n s / m a k i n g -

s e n s e - o f - t h e - f e d e r a l - b u d g e t - d e b t -

d e f i c i t s / l e s s o n - 2 - w h e r e - d o e s - o u r -

m o n e y - g o /

ADDITIONAL ACTIVITY
OPTIONS:
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NOTES:

HOW TAXES AFFECT YOUR
FINANCIAL PLAN
T a x e s  r e d u c e  t h e  a m o u n t  o f  m o n e y  y o u  h a v e  a v a i l a b l e  t o  s p e n d .

H o w e v e r ,  t h e  g o v e r n m e n t  h a s  s e v e r a l  p r o v i s i o n s  i n  t h e  t a x  c o d e

d e s i g n e d  t o  e n c o u r a g e  y o u  t o  s a v e  f o r  r e t i r e m e n t  a n d  e d u c a t i o n .

T a k i n g  a d v a n t a g e  o f  t h e s e  t a x  b r e a k s  a l l o w s  y o u  t o  a c c u m u l a t e  w e a l t h

m u c h  f a s t e r .  R e v i e w  y o u r  m a t e r i a l s  o n  t a x  a d v a n t a g e d  r e t i r e m e n t

p l a n s  s u c h  a s  4 0 1 ( k )  p l a n s  a n d  I R A s .  

https://www.fte.org/teachers/teacher-resources/lesson-plans/making-sense-of-the-federal-budget-debt-deficits/lesson-2-where-does-our-money-go/


PACING GUIDE
ACTIVITY ONE: COMPUTING TAX LIABILITY (45 MINUTES)

Students are asked to compute the tax liability for a single taxpayer at various income levels using 2022 Tax Information.
Students practice examining tax brackets and determining taxable amounts of income at different rates.

ACTIVITY TWO: MARK UP THE TEXT - SEVEN TYPES OF TAXES (30 MINUTES)

Students use a Mark-Up-The-Text guide to close read the article on the seven types of taxes. After reading, allow students
to share relevant information they learned and have a discussion about how taxes are collected. Ask students which taxes
they believe are most/least effective.

ACTIVITY THREE: DATA ANALYSIS - ARKANSAS TAXATION & SPENDING (60 MINUTES)

Students analyze three economic data tables on Arkansas tax expenditures. They will review areas the state spends tax
revenue on and how tax allocations have changed over time. Students then answer questions corresponding to the data
provided.

ACTIVITY FOUR: TAXATION ACROSS THE GLOBE (RESEARCH PROJECT)

For this research project, students are asked to select and research a specific country, locating economic data about that
country's demographics, tax system, and key expenditures. They will create a presentation using PowerPoint, Google
Slides, Posterboard, or another display option, and present their research to their peers. After all students present,
students are asked to look over all of the presentations and compare and contrast the countries tax systems.

ACTIVITY FIVE: COMPLETING TAX FORMS (45 MINUTES)

These blank templates can be easily copied for students to practice filling out a variety of tax forms. Teachers can also
guide students through filling out each of the forms using generic information for income, family size, etc. 
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https://www.alvordschools.org/site/handlers/filedownload.ashx?moduleinstanceid=15788&dataid=25357&FileName=marking_the_text.pdf


COMPUTING TAX LIABILITY (TEACHER VERSION)

Page 15

Scenario 1: $44,216 in taxable income

The first $10,275 will be taxed at a 10% rate and result a tax liability of $1,027.50. The next
increment of income which is $31,500 ($41,775 - $10,275 = $31,500) will be taxed at a higher rate of
12% which will add $3,780 to this individual’s tax liability. The final increment of income that has not
been taxed is equal to $2,441 ($44,216 - $41,775 = $2,441) and it will be taxed at a rate of 22%. So,

the total tax liability in this example is:
 

 $10,275 x 10%         = $ 1,027.50
 

 $31,500 x 12%  = $ 3,780.00
 

 $2,441  x 22%  = $537.02
 

      Total taxes        = $5,344.52

Learning Objective: Compute the tax liability for a single taxpayer at various income levels using 2022 Tax Information. 
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Scenario 2: $81,289 in taxable income
 

The first $10,275 will be taxed at a 10% rate and result a tax liability of $1,027.50. The next
increment of income which is $31,500 ($41,775 - $10,275 = $31,500) will be taxed at a higher rate of
12% which will add $3,780 to this individual’s tax liability. The final increment of income that has not
been taxed is equal to $39,514 ($81,289 - $41,775 = $39,514) and it will be taxed at a rate of 22% .

So, the total tax liability in this example is:
 

 $10,275 x 10%         = $ 1,027.50
 

 $31,500 x 12%         = $ 3,780.00
 

 $39,514  x 22%         = $8,693.08
 

             Total taxes        = $13,500.58

Scenario 3: $121,452 in taxable income

The first $10,275 will be taxed at a 10% rate and result a tax liability of $1,027.50. The next
increment of income which is $31,500 ($41,775 - $10,275 = $31,500) will be taxed at a higher rate of
12% which will add $3,780 to this individual’s tax liability. The next increment of income that has not

been taxed is equal to $47,300 ($89,075 - $41,775 = $47,300). This increment of income will be
taxed at a rate of 22% which creates another $10,406 in tax liability. The final increment of income

that has not been taxed is equal to $32,377 ($121,452 - $89,075 = $32,377). This amount will be
taxed at a rate of 24%. So, the total tax liability in this example is:

 
 $10,275 x 10%         = $ 1,027.50

 
 $31,500 x 12%         = $ 3,780.00

 
 $47,300 x 22%         = $10,406.00

 
 $32,377 x 24%          = $7,770.48

 
             Total taxes        = $22,983.98
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COMPUTING TAX LIABILITY
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Scenario 1: $44,216 in taxable income

Learning Objective: Compute the tax liability for a single taxpayer at various income levels using 2022 Tax Information. 
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Scenario 2: $81,289 in taxable income

Scenario 3: $121,452 in taxable income



Seven Ways Americans Pay Taxes
Alexander Hess for USA Today
January 24, 2014

As Americans across the country rang in the new year,

many were unaware that, at midnight, more than 50

different tax breaks expired. According to the Tax

Foundation, among them were credits for everything from

building motorsports facilities, producing biofuels,

conducting business research and development, and even

training a mine rescue team.

Clearly, the U.S. tax system can be very complex.

Understanding the basics, especially the different types of

taxes you may face, can be a valuable tool in financial

planning.

Not all taxes are paid at the same time. Some, for example, are deducted from your paycheck. "Generally,

three types of taxes will show up on a worker's pay stub: federal income taxes, payroll taxes (Social

Security and Medicare), and state income taxes," Andrew Lundeen, manager of federal projects at the Tax

Foundation, told 24/7 Wall St.

Other taxes, however, are levied at the register. State and local governments collect sales taxes on

individual goods and services. Similarly, governments charge excise taxes on specific items, including

gasoline and cigarettes.

Not all authorities levy the same types of taxes. Income taxes serve as the largest source of revenue for

the federal government, accounting for over 40% of yearly tax revenue. And according to projections from

the Congressional Budget Office, income taxes, as well as social insurance taxes, should continue to

account for the bulk of the U.S. government's tax revenue going forward.
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NAME:                                          DATE:                                 CLASS PERIOD:

MARK UP THE TEXT: SEVEN TYPES OF TAXES
Close read and mark up the following article.  Number each paragraph. Circle key terms, authors, or any numbers in the article.

Highlight or underline the author's key claims or other interesting pieces of information.

At the state level, the picture is a bit more mixed. Different states use different tax structures to raise

money for the various services they provide. While some states rely heavily on income taxes, others

depend primarily on sales or property taxes. A few states, including Florida and Texas, have no personal

income tax. Others "follow a structure similar to the federal [tax] code, but with different brackets and

much lower rates," explained Lundeen.

https://www.usatoday.com/story/money/personalfinance/2014/01/04/taxes-americans-pay/4307825/


Seven Ways Americans Pay Taxes
Alexander Hess for USA Today
January 24, 2014

Here are seven ways Americans pay taxes.

1.Income Taxes: Income taxes can be charged at the federal, state and local levels. At the federal level, the
amount paid depends on a number of factors, including income and marital status. Lundeen noted the U.S. has a
progressive tax system, consisting of seven tax brackets. He added, "for each additional dollar in a new bracket,
you pay that bracket's tax rate." 

There are also a number of credits. For one, the Earned Income Tax Credit (EITC) gives a tax credit to low and
moderate earners. State income tax structures vary considerably. Some states, such as Florida, do not levy an
income tax at all. A few states use a single income tax rate, while many states apply different tax rates
depending on income.

2.  Sales Taxes: Sales taxes are taxes on goods and services purchased. These are usually calculated as a
percentage of the price paid. Sales taxes vary by state, and even by municipality. In some states, there are no
sales taxes at either the state or local level. Other states and local authorities can charge a hefty amount. In
Tennessee, for example, consumers can pay as much as 9.44% in sales taxes when combining state and local
taxes, according to the Tax Foundation. 

In 12 states, sales taxes are higher than 8%. Sales taxes are often considered to be regressive, meaning lower-
income individuals and households spend a greater proportion of their earnings to pay the tax, compared to
higher income residents.

3.Excise Taxes: Excise taxes are similar to broad sales taxes, except they are charged on specific goods. States
typically tax certain purchases, including gas, cigarettes, beer and liquor. Excise taxes are frequently levied on
so-called "sin products," and often are intended not only to help raise money, but also to deter unhealthy
behaviors. The federal government also collects such taxes, including 18.4 cents per gallon on gasoline and 24.4
cents per gallon on diesel fuel, as well as a 10% charge for tanning services. Excise taxes are often combined
with sales taxes on a single purchase. According to Lundeen, in many cases a sales tax is paid on top of an excise
tax.
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Counties, cities, and other local areas often levy taxes to raise

money as well. Property taxes, Lundeen noted, "are generally

charged at the local level in order to pay for services such as

schools, police and fire departments, and parks." Similarly,

localities often charge an additional sales tax.

Not all taxes apply to everyone. The federal estate tax, often

the subject of controversy, applies only after death and only if

the estate is worth $5.34 million or more. Also, you may be able

to avoid paying a number of excise taxes if you do not smoke,

drink, or gamble. However, some excise taxes may be harder to

avoid, including those levied on cell phone services, hotel stays,

and gasoline purchases, according to Lundeen.

https://www.usatoday.com/story/money/personalfinance/2014/01/04/taxes-americans-pay/4307825/


4.Payroll Taxes: Both employees and employers have to pay the Social Security tax, one of two payroll taxes.
For the Social Security tax, employees pay 6.2% of their wages, and employers match that for a total
contribution of 12.4%. In 2013, the maximum earnings subject to the tax were $117,000. In 2011 and 2012, the
amount employees had to contribute briefly declined to 4.2% of wages, as part of a payroll tax holiday designed
to encourage people to spend more and boost the U.S. economy. 

A similar tax also exists for Medicare. Both employees and employers are required to contribute 1.45% of
wages, or 2.9% in total, to fund the program. Unlike Social Security, there is no maximum taxable wage. In fact,
since last year, workers who earned more than $200,000 had to contribute an extra 0.9% of their wages to the
program.

5.Property Taxes: Property taxes are usually imposed to fund local services. According to the Tax Foundation's
Lundeen, these taxes are based on the property's market value, and are most often levied on real estate, but
can also apply to other property, such as cars. In many instances, these taxes are deductible. However,
according to the IRS, property taxes on real estate are only deductible if they are used to promote the "general
public welfare," but not if they are used "for local benefits and improvements that increase the value of the
property." Many homeowners also qualify for a mortgage interest deduction.

6.Estate Taxes: The IRS defines an estate tax as "a tax on your right to transfer property at your death." The
estate tax is controversial, as it is seen by some as a penalty for dying. Cash, securities, insurance, real estate,
and business interests are among the items considered part of an estate. However, for individuals, only estates
exceeding $5.34 million are taxed by the federal government. Most Americans, therefore, are exempt from
paying the federal estate tax. The highest estate tax rate charged at the federal level is 40%.

Estate taxes are also often levied at the state level. While states frequently use lower rates, they also often
have lower exemptions than the federal government's $5.34 million cutoff. Some states have an inheritance
tax, where the rate you pay depends on your relation to the deceased.

7.Gift Taxes: The gift tax is similar to the estate tax, in that it is a tax on transferring wealth. One important
difference is that gift taxes involve two living people, Lundeen added. The federal government also has a far
lower exemption level for the gift tax than it does for the estate tax. All gifts over $14,000 are taxable, with the
tax to be paid by the recipient. The highest gift tax rate is 40% of the taxable gift amount. This tax applies not
only to cash, but also to gifts like company shares or cars. Last year, Minnesota became the second state to
implement its own gift tax, following Connecticut.

Seven Ways Americans Pay Taxes
Alexander Hess for USA Today
January 24, 2014
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https://www.usatoday.com/story/money/personalfinance/2014/01/04/taxes-americans-pay/4307825/


These tables can be located in The Citizen's Guide to Understanding Arkansas
Economic Data from the Arkansas Center for Research in Economics.

Figure One:
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DATA ANALYSIS: ARKANSAS TAX EXPENDITURES
Analyze the following figures displaying how the state of Arkansas allocates its tax revenues. Then answer the corresponding

questions using complete sentences.

https://uca.edu/acre/files/2019/02/Citizens-Guide-Web-FINAL-7.pdf


Figure Two:
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Figure Three:



Question 1: 

What area of spending does Arkansas spend the most money on? The least?

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________
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Question 2: 

How has spending in Arkansas changed over time? Note a few specific years and expenditure changes.

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

Question 3: 

Where you surprised by how tax expenditures are allocated? Are there areas where you think the state

should spend more or less? 

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

Question 4 (Research!): 

If one wanted to make a change to how Arkansas spends its tax revenues, what would they have to do?

Who is responsible for determining how state tax revenues are spent?

 __________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________

__________________________________________________________________________________________________________________



Select a country from the following list:

Australia

China

India 

Ireland

Japan 

Demark

Norway

Sweden
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NAME:                                          DATE:                                 CLASS PERIOD:

RESEARCH PROJECT
Select a country from the list  to research.  Using PowerPoint, Google Slides, Posterboard, or another display option, create a

presentation that includes a variety of information about how that country collects and spends tax revenue Be prepared to present
your research to your peers. 

Population Size

Languages Spoken

The location (what continent it's on)?

Highlight major landmarks, rivers, lakes, & capital city

What countries share boarders with this one?

What is the average age of the labor force?

What kind of tax plan does the country have? 

How are taxes paid? By individuals, businesses, etc?

How is tax revenue allocated & spent? What are the main areas of government

expenditures.

While creating your presentation, make sure to include the following information:

Russia

Jamaica

Canada

Finland

United Kingdom

Germany



Document One: W-4 Form
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COMPLETING TAX FORMS
Learning Objective: Review common tax forms and learn what information is required for employment and tax payments.



Document Two: I-9 Form
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