
Unit	2:	
Understanding	Taxes	

	

Personal	Financial	Literacy	



Objectives	

•  Define	gross	and	net	income.		
•  List	items	deducted	by	law	from	a	paycheck.		
•  List	items	deducted	by	request	from	a	
paycheck.		

•  State	the	purposes	of	income	taxes.		
•  Discuss	the	consequences	of	failing	to	pay	
taxes.		



Why	Pay	Taxes?	

•  Congress	-	levied	taxes	on	
Americans	since	1789	

•  Taxes	pay	for	
–  	emergency	services		
– schools	
–  roads	
– Government	services	
–  libraries	
– parks	



Income	Taxes	

•  Taxes	based	on	the	ability	to	pay	or	benefits	
received	

•  Progressive	-	Example:	income	taxes;	based	
on	ability	to	pay.	Larger	incomes	pay	larger	tax	

•  Regressive	-	Examples:	sales	tax,	tolls;	
benefits-received	tax;	everyone	pays	the	same	
if	they	buy	the	same.		



Federal,	State	Local	Taxes	

•  Federal	taxes	
– From	income	tax,	payroll	deductions	
– Pay	for	national	defense,	roads,	bridges,	federal	
aid	programs	

•  State	taxes		
– From	income	taxes;	states	also	charge	a	sales	tax	
– Support	education,	prisons,	employee	pensions,		
public	assistance	programs	



Local	Government	

•  Local	governments	add	a	sales	tax	rate	onto	
state	tax	rate	

•  Also	receive	money	from	property	taxes	
•  Local	taxes	fund	education,	public	safety,	
roads,	public	libraries,	and	animal	shelters	

















The	Oklahoma	Tax	Dollar	2010-2011	(fiscal	year)	
2011	Oklahoma	Tax	Commission	Annual	Report	(http://

www.tax.ok.gov/annrpts.html)	

Tax	Dollars	Came	From	 Allocations	of	Tax	Dollars	



Your	Income	

•  Gross	income	-	amount	of	money	you	earn	in	
a	pay	period	

•  What	you	take	home:		
	Gross	income	—	deductions	=	Net	income	



W-4	Form	
•  Form	W-4	–	tells	employer	how	much	to	
withhold	from	paychecks	for	federal	taxes	



Deductions	

•  Social	Security	tax	(Old	Age,	Survivors	and	
Disability	Insurance	–	OASDI)	

•  Medicare	tax	(Hospital	Insurance	–	HI)	
•  State	tax	



Social	Security	Retirement	

•  Full	retirement	age	-	67	if	born	after	1959.	
Reduced	benefits	as	early	as	62.	

•  Age	62	–	benefits	reduced	30%;	Age	63	–25%;	
Age	64	–20%;	Age	65	-	13.3%;	Age	66	-	6.7%		

•  Benefits	increase	each	year	you	wait	after	age	
67,	until	age	70,	to	draw	Social	Security.	



Optional	Deductions	

•  Flexible	spending	account	
– Used	for	specific	health	care	or	childcare		
– Made	with	pre-tax	dollars	
–  reduces	taxable	income	

•  Insurance	
•	Retirement	plans,	pensions,	annuities		
•	Charities	
•  Union	Dues	
	



W-2	Form	

•  Wage	and	Tax	Statement	by	January	31st		
•  Shows	income	was	earned	in	previous	year	
and	how	much	was	withheld	or	deducted		



Sample	W-2	



Federal	Tax	Forms	
•  1040EZ	–	Easiest	form	to	complete.	Can	be	used	by	a	person	to	file	as	

single	or	married	filing	jointly,	taxable	income	is	$100,000	or	less,	all	
income	comes	from	wages,	salary,	tips,	interest	income	of	less	than	
$1,500,	unemployment	compensation,	etc.	
	

•  1040A	(short	form)	-	Longer	than	1040EZ	but	shorter	then	1040.		Form	
1040A	can	be	used	to	file	as	head	of	household	instead	of	just	single	and	
you	can	claim	dependents	and	take	tax	credits	for	child	and	dependent	
care,	retirement	savings,	earned	income,	premium	tax	and	education.	
	

•  1040	(long	form)	–	Anyone	can	use	Form	1040,	regardless	of	whether	they	
qualify	to	use	the	1040EZ	or	1040A.		If	you	are	self-employed,	itemize	your	
deductions,	owe	household	employment	tax	or	have	$100,000	or	more	in	
taxable	income	you	must	file	form	1040	according	to	the	IRS.	

		





Filing	Taxes	

•  Paying	taxes	late	=	fine	or	
penalty		

•  IRS	or	State	can	take	
income	and	property	for	
tax	payment	

•  File,	even	if	you	can’t	pay!	



Unit	Review	
1.  Explain	the	purpose	of	taxes.		
2.  What	is	the	difference	between	gross	income	and	

net	income?	
3.  How	does	an	employer	know	how	much	federal	tax	

to	deduct	from	a	paycheck?	
4.  Discuss	progressive	and	regressive	taxes,	giving	

examples	of	each.	
5.  Compare	and	contrast	the	two	types	of	deductions	

from	paychecks.	
		



Unit	Review	-	Continued	
6.  Give	examples	of	withholding.		
7.  What	are	two	important	dates	related	to	income	tax	

filing?	(April	15	–	tax	return		and	October	15	-	
extensions)	

8.  What	government	agencies	oversee	federal	and	state	
taxes	in	Oklahoma?	–	IRS	and	Oklahoma	Tax	
Commission	

9.  Describe	the	three	types	of	federal	tax	forms	and	the	
requirements	to	use	each.	

10.  	Where	can	federal	tax	forms	be	found?	

11.  	What	happens	when	someone	is	late	or	refuses	to	
file	income	taxes?	




