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Chapter 7
Federal Income
Tax

7.1 Our Tax System

7.2 Filing Tax Returns

Consider THIS

When Jacob started his after-school part-time job last year, he filled out a
Form W-4 declaring zero exemptions. At the end of the year, his employer sent
him a Form W-2 listing the amounts that were withheld for taxes. Jacob must
now prepare his first tax return, so he downloads a copy of Form 1040EZ and
its instructions from the IRS web site.

“This is great,” says Jacob, as he completes the rough draft of his tax
return. “I’m looking at a refund. I had a lot more withheld than I’ll owe in
taxes. Next year, I think I’ll plan a little better. It’s nice to have a refund, but it
would be better to have the right amount withheld so I have full use of my
money throughout the year. I could have earned interest on that money if
I had put it in a savings account.”
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7.1

Our Tax System

G
O
A
L
S

n Explain the purpose of taxes and
describe the different types of
taxes.

n Describe the U.S. tax system and
explain how it works. T

E
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S

n revenue, p. 136
n progressive taxes,
p. 136

n regressive taxes, p. 136
n proportional taxes,
p. 136

n tax brackets, p. 137
n voluntary compliance,
p. 138

n tax evasion, p. 138
n audit, p. 138

TYPES OF TAXES

In a free enterprise system such as ours, the government collects money from
citizens and businesses in the form of taxes. These incoming funds to the
government are called revenue. The government spends the revenues received
according to priorities set by Congress. The largest source of government
revenue is income taxes. Other taxes providing government revenue include
Social Security taxes, unemployment insurance taxes, inheritance and estate
taxes, excise taxes, import duties, and property taxes.
A commonly accepted principle of tax fairness is that individuals with high

incomes should pay more taxes than people with low incomes. This theory is
called the ability-to-pay principle.
Progressive taxes take a larger share of income as the amount of income

grows. Federal income taxes are progressive. For example, someone with low
income may pay 15 percent of income as taxes, while someone with higher
income may pay 28 percent.
Regressive taxes take a smaller share of income as the amount of income

grows. Sales taxes are regressive, because people with lower incomes pay a
larger percentage of their income for sales taxes than do people with higher
incomes. For example, your state may charge a 5 percent sales tax. If you buy
an item worth $10, your tax would be 50 cents ($10 � 0.05 ¼ $0.50), and
you would pay $10.50 for the item. For someone who earns $50 a week, this
50 cents represents 1 percent of income ($0.50/$50 ¼ .01 ¼ 1%). For
someone who earns $100 a week, this 50 cents represents only half a percent
of income ($0.50/$100 ¼ .005 ¼ .5%). Because the price of a product is the
same regardless of income, the sales tax paid is also the same and is a bigger
burden on the lower-income person.
Almost all consumption taxes (taxes on goods and services) are regressive.

Another type of tax on consumption is an excise tax. Excise taxes are sales taxes
imposed on specific goods and services, such as gasoline, cigarettes, alcoholic
beverages, air travel, and telephone service.
Proportional taxes, or flat taxes, are taxes for which the rate stays the same,

regardless of income. Property taxes are proportional. For example, all people
owning property in the same community pay the same tax rate, whether their
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property is worth $50,000 or $500,000. Everyone owning a house that has the
same assessed value would pay the same tax, regardless of income. However,
since lower-income people are likely to own property with a lower value, they
will pay proportionally less in property taxes than higher-income people.
On a local level, taxes provide services such as education, parks, roads, and

police, fire, and health departments. On a national level, they provide salaries
for Congress and funds for national defense, highways, wildlife refuges, wel-
fare, foreign aid, and other services. Most of the services (local, state, and
national) are provided for the general welfare of all citizens.

THE TAX SYSTEM

Our tax system is complex. Both businesses and individuals pay income taxes
and must file income tax returns each year. The basic components that allow
the tax system to operate are the IRS, the country’s power to tax income, and
each taxpayer’s willingness to pay his or her fair share.

THE IRS
The Internal Revenue Service is an agency of the Department of the Treasury.

It has headquarters in Washington, D.C., and seven regional offices
throughout the country. The main functions of the IRS are to collect income
taxes and to enforce tax laws.
The IRS also provides services to taxpayers. In local offices, IRS employees

assist taxpayers in finding information and forms. The IRS prints pamphlets to
aid taxpayers in preparing their returns. It also furnishes tax information and
instruction booklets free to schools and colleges.
The IRS maintains a web site at www.irs.gov,
where citizens can get tax information, download
tax forms, and even file their taxes electronically.

THE POWER TO TAX
The power to levy taxes rests with Congress. The

Constitution provides that “all bills for raising
revenue shall originate in the House of Repre-
sentatives.” Proposals to increase or decrease taxes
may come from the President, the Department of
the Treasury, or a member of Congress repre-
senting the interests of a geographic area. The
House Ways and Means Committee studies the
proposals and makes recommendations to the full
House. Revenue bills must pass a vote in both the
House and the Senate and then be signed by the
President before they become law.

PAYING YOUR FAIR SHARE
Our income tax system is graduated. This means

that tax rates increase as taxable income increases.
Tax rates apply to income ranges, or tax brackets.
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Do you think the U.S. tax system is fair? Why or why not?
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Currently, there are six tax brackets, ranging from 10 percent at the low end to
35 percent at the high end. For example, in a recent year, if you had taxable
income of $30,000, you would have been in the 15 percent tax bracket.
Congress increases the tax rates when needed to bring in more money to
balance its budget. When the government spends more than it receives in
revenue, it has a deficit, or shortage. It must then borrow money to pay its
expenses.
Our income tax system is based on voluntary compliance, which means that

all citizens are expected to prepare and file tax returns of their own accord
without force. Responsibility for filing a tax return and paying taxes due rests
with the individual. Failure to do so can result in a penalty: interest charges on
the taxes owed plus a possible fine. Willful failure to pay taxes is called tax
evasion, which is a serious crime punishable by a fine, imprisonment, or both.

AN IRS AUDIT
Every year, the IRS calls millions of taxpayers for an audit, which is an

examination of their tax returns. Taxpayers being audited have three choices:

n They can represent themselves.
n They can give someone the power to take their place, as long as the
designated person is a lawyer, certified public accountant, a member of
the immediate family, or an enrolled agent (someone who is licensed to
prepare tax returns).

n They can bring someone (tax preparer, attorney, or other representative)
for support during the session.

Most audit sessions involve nothing more than confirming supporting doc-
umentation. Therefore, most taxpayers can go alone unless the matter is
unusually complicated. There are three types of audits:

n In an office audit, the taxpayer sits down with the auditor to answer
questions and produce records.

n In a correspondence audit, the IRS sends a letter, asking the taxpayer to
respond to specific questions or produce evidence of deductions or other
entries on the tax return.

n A field audit is similar to an office audit, except that an IRS agent or local
representative visits the taxpayer’s home or business to examine records or
assets, verify information, and ask specific questions.

  VIEW  Points
A significant portion of local
public school budgets is typi-
cally based upon taxes paid

by property owners who live
within school districts. Elderly

people, who often have fixed and
limited incomes, may feel that they should

not have to fund schools since they no longer
have school-age children.

THINK CRIT ICALLY

How do you feel about this point of view?
Should elderly property owners be given a tax
break or even be exempt from taxes that fund
school districts?
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ISSUES IN YOUR WORLD

SURVIVING AN AUDIT
Every year, the IRS audits millions of American taxpayers. You may be one of them if
you make math errors on your tax form or report income that does not match the
income on your Form W-2. To avoid the audit, here are some helpful tips:

n Check your math. Make sure all your additions and subtractions are correct.
Many audits result from simple math errors.

n Fill out the form neatly. A neat form is easy to read and provokes fewer questions.
n Use a tax software program. Tax software will output a neat form and help

prevent math errors. It will also help you take advantage of all the credits and
deductions you deserve.

n Keep good records. Keep receipts for all deductions and credits you claim on your
tax return.

n File on time. File your tax return by April 15 to avoid penalties and interest.

Once you receive the audit notice, remember:

n You have 30 days in which to respond. Get advice and help if needed, and
respond to the notice within the time limit.

n You can have a representative with you or in your place, such as a CPA, enrolled
agent, or attorney.

n Bring all of your receipts, forms, instructions, and other documentation with you
to prove your case.

n Learn more about audits and how to prepare for them from Publication 556
(available at www.irs.gov) and from other print and online resources.

n The IRS can make mistakes too. You have rights as a taxpayer (see Publication 1),
and in many cases, the Tax Court rules in favor of the taxpayer.

n Don’t sign forms that take away your rights. Before you sign anything, be sure to
get advice from a tax professional.

n Stay calm and collected. Behave responsibly, return calls, ask questions, give
reasonable explanations, and listen carefully.

After the audit is complete, you can appeal the auditor’s decision if you feel you have
good cause.

THINK CRIT ICALLY

1. Do you know someone who has been audited by the IRS? Ask that person to
share general information about the process. As an alternative, use the Internet
to research the audit process. Share what you learned with the class.

2. What can you do to avoid an IRS audit?
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7.1

Assessment

KEY TERMS REVIEW
Match the terms with the definitions.

1. Flat taxes for which the tax rate
remains the same regardless of income

2. Taxes that take a smaller share of
incomeas the amount of incomegrows

3. Willful failure to pay taxes

4. Incoming funds

5. An examination of your tax return
and records by the IRS

6. Income tax ranges from 10 to
35 percent based on income

7. A system in which all citizens are
expected to prepare and file income tax returns of their own accord
without force

8. Taxes that take a larger share of income as the amount of income grows

CHECK YOUR UNDERSTANDING
9. List three types of taxes levied in the United States. Give examples.

10. What is the IRS and what is it empowered (by Congress) to do?

APPLY YOUR KNOWLEDGE
11. List the types of taxes you and your family pay in a year’s time and provide

specific examples. Include items such as income tax, sales tax, gasoline
tax, excise tax, etc. Categorize those taxes by their type—are they
progressive, proportional, or regressive?

THINK CRIT ICALLY

12. Some people believe that there are too many taxes and that tax rates are
too high. They refuse to pay income taxes to the federal government
because they disagree with how the government spends the money. Do
you agree with these arguments? Why or why not?

13. The IRS is empowered by the U.S. Congress to collect taxes from individuals
and businesses. Some people feel that the IRS is too powerful and is abusive
in its practices. Do you agree? Explain your answer. Why do taxpayers often
hire a lawyer as a form of protection when dealing with the IRS?

a. audit

b. progressive taxes

c. proportional taxes

d. regressive taxes

e. revenue

f. tax brackets

g. tax evasion

h. voluntary compliance
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7.2

Filing Tax Returns
G
O
A
L
S

n Define basic tax terminology.
n Prepare tax forms 1040EZ and
1040A.

T
E
R
M

S

n filing status, p. 141
n exemption, p. 141
n dependent, p. 142
n gross income, p. 142
n adjusted gross income,
p. 143

n itemized deductions,
p. 143

n standard deduction, p. 143
n taxable income, p. 143
n tax credit, p. 144

TAX TERMINOLOGY

You should prepare your tax forms with the idea of paying your fair share
while taking advantage of the tax breaks legally available to you. Let’s look at
some basic tax terminology.

FILING STATUS
Filing status describes your tax-filing group, which is based on your marital

status as of the last day of the tax year. You must mark one of the following as
your filing status on your tax form:

n Single person (not married)
n Married person filing a joint return
(even though only one spouse may
have earned income)

n Married person filing a separate return
n “Head of household” (you may qualify
as a head of household whether you are
married or single if you meet certain
conditions in providing a home for
people dependent on you)

n Qualifying widow(er)

The tax instruction booklet contains a more
detailed description of these classifications.

EXEMPTIONS
When figuring taxes, an exemption is an

amount you may subtract from your
income for each person who depends on
your income to live. Each exemption
reduces your taxable income and thus
your total tax. As a taxpayer you are
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Why is marital status important when filing taxes?
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automatically allowed one exemption for yourself unless someone else (such as
a parent) claims you as a dependent on his or her return. If you are filing a
joint return, you can take an exemption for your spouse.
You are also allowed exemptions for your dependents. A dependent is a

person who lives with you and for whom you pay more than half his or her
living expenses. Dependents can include children, a spouse, elderly parents, or
disabled relatives living with and depending on the taxpayer.

GROSS INCOME
Gross income is all the taxable income you receive. Earned income refers to

money you earned from working. Unearned income refers to money you
received from passive activity (other than working). Some forms of income are
not taxable and are not reported for tax purposes. The most common types of
each form of income are listed below.

Earned Income Unearned Income Non-Taxable Income

Wages Interest Child support

Salaries Dividends Gifts

Tips Alimony Inheritances

Unemployment compensation Life insurance benefits

Workers’ compensation benefits Veteran’s benefits

Scholarships and grants are a form of unearned income. They may be taxable
for amounts used for expenses other than tuition and books. Employer-paid
tuition is often taxable.
You are also taxed on other forms of income, including winnings from

gambling, bartering income, pensions and annuities, Social Security benefits,
income from self-employment, rental income, royalties, estate and trust
income, and income on sale of property.

Wages, Salaries, and Tips

This category on your Form W-2 includes all income you receive through
employment. If you receive tips on your job, you must report your tips to your
employer. These earnings must be reported as income and are included with
your wages on Form W-2.

Interest Income

Interest income includes all taxable interest from banks, savings and loan
associations, credit unions, series HH savings bonds, and so on. You should
receive a Form 1099-INT for each investment that earned interest during
the year. This form reports the amount of interest you earned from that
investment.

Dividend Income

Dividends are money, stock, or other property that corporations pay to
stockholders in return for their investment. You will receive a Form 1099-DIV
for each stock investment, listing the dividend income. According to the Jobs
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and Growth Tax Relief Reconciliation Act of 2003, these dividends may be
subject to a maximum 15 percent tax rate.

Unemployment Compensation

If you receive any unemployment compensation during the year, you will
receive a Form 1099-G, which shows the total you received. You must enter
this amount as income on the tax return.

Social Security Benefits

If you receive Social Security payments during the year, 85 percent of this
money is taxable if your total income exceeds $25,000 for single taxpayers
and $32,000 for married taxpayers filing jointly. You would receive a Form
SSA-1099, listing the total paid for the year.

Alimony and Child Support

Money paid to support a former spouse is called alimony. It is taxable for the
person receiving it and deductible for the person paying it. Money paid to a
former spouse for support of dependent children is called child support. This
income is not taxable for the person receiving it, nor is it deductible for the
person paying it.

ADJUSTED GROSS INCOME
The law allows you to subtract some types of spending from gross income.

You can “adjust” your income by subtracting such things as contributions to
individual retirement accounts (IRAs), student loan interest, and tuition and
fees. These adjustments are subtracted from gross income to determine
adjusted gross income. These adjustments reduce income that is subject
to tax. Note that these adjustments are not available on Form 1040EZ.

TAXABLE INCOME
In Chapter 6, you learned that deductions are amounts subtracted from your

gross pay to arrive at your take-home pay. On tax returns, itemized deduc-
tions are expenses you can subtract from adjusted gross income to determine
your taxable income. Since your tax is based on your taxable income, anything
that reduces taxable income also reduces your tax.
To itemize deductions, you must use Schedule A and Form 1040. Common

expenses you may deduct are medical and dental expenses beyond a specified
percentage of your income, state and local income taxes, property taxes, home
mortgage interest, gifts to charity, losses from theft or property damage, and
moving expenses.
If you do not have many deductions, your tax may be less if you take the

standard deduction. This is a stated amount that you may subtract from
adjusted gross income instead of itemizing your deductions. This amount
changes each year.
After subtracting your standard deduction (or itemized deductions), you need

to compute exemptions. You may deduct a stated amount for each exemption to
arrive at your taxable income, which is the income on which you will pay tax.
You can then determine your tax by looking up your taxable income in a tax
table. The Math Minute feature shows formulas for computing income tax.
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TAX CREDITS
After determining the tax you owe from the tax table, you may deduct any

tax credits for which you qualify. A tax credit is an amount subtracted
directly from the tax owed. It is different from a deduction. A deduction is
subtracted from adjusted gross income. It reduces your tax by reducing the
amount of income on which the tax is figured. A tax credit, on the other
hand, reduces the tax itself. For example, if the tax table shows that your
total tax is $1,000 and you can claim a tax credit of $100, then your tax
drops to $900.
The government allows tax credits for certain education expenses, child-care

expenses, and other reasons from time to time. The IRS publishes instructions
outlining the requirements to qualify for each type of tax credit.

PREPARING YOUR INCOME TAX RETURN

Once you have gathered your income and expense records, you can make a
rough draft of your tax return. The tax booklet that accompanies the printed
forms contains the instructions for completing the forms. A simple 1040EZ tax

  MATH  Minute
CALCULATING INCOME TAX

Gross Income
� Adjustments

Adjusted Gross Income
� Standard Deduction or Itemized Deductions
� Exemptions

Taxable Income

Look up taxable income in tax table to determine tax.

Tax
� Credits
� Payments Made (taxes withheld from paycheck)

Tax Owed or Refund Due

Use the formulas above and the tax table in Figure 7.6 on page 155 to
calculate your income tax. Assume you are single, have gross income of
$12,000, have adjustments of $500, take the standard deduction of
$5,350, claim one exemption of $3,400, have $0 tax credits, and had
federal withholdings from your paycheck during the year of $500.

Solution:

$12,000 Gross Income � $500 Adjustments ¼ $11,500 Adjusted Gross
Income; $11,500 � $5,350 Standard Deduction � $3,400 Exemption ¼
$2,750 Taxable Income. Tax from Tax Table (Figure 7.6) ¼ $276 � $0
Credits � $500 Payments Made ¼ $224 Refund Due
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return may require only 15 minutes to prepare. The long Form 1040 may
require most of a day after you have gathered all information. In addition to a
federal tax return, you may have to file state and local income tax returns.

WHO MUST FILE?
You must file a tax return if you earned enough income to owe taxes. In a

recent year, a single person under the age of 65 whose income exceeded $8,750
likely owed taxes and had to file a return. If you did not earn enough to owe
taxes but taxes were withheld from your paychecks, you should file a return to
claim a refund. You can check the IRS web site to see if you must file.

WHEN TO FILE?
You must file no later than April 15 of the year after you earned income. If

April 15 falls on a weekend or holiday, your tax return is due on the next
weekday. If you file late, you will have to pay penalties and interest charges.

WHICH FORM TO USE?
All taxpayers must use one of three basic forms (1040, 1040A, or 1040EZ) when

filing their return. There are many other supporting forms that may be required to
support line items on the basic form. In all, there are nearly 400 federal tax forms.
For your first tax return, you will probably use either Form 1040EZ or Form
1040A. Which form you choose will depend on the type and amount of your
income, the number of your deductions, and your tax situation.
In general, if your deductions add up to more than the standard deduction,

your total tax will be lower if you use Form 1040 and itemize your deduc-
tions. Taxpayers who earn more than $100,000 in taxable income must use
Form 1040. Those with taxable income less than $100,000 may use any of
the three forms. If you have no deductions or credits, less than $1,500 in
interest income, and no dependents, you should use Form 1040EZ, which is
the easiest form. However, if you qualify for any credits and deductions listed
on Form 1040A, use that form. If you have enough deductions to benefit
from itemizing, use Form 1040.

WHERE TO BEGIN?
During the year, save all receipts and proofs of payment for your itemized

deductions. You will need these receipts to prove the accuracy of your tax
return if you are audited. Save all employee withholding records, such as your
paycheck stubs. By January 31 you should receive a Form W-2 from each of
your employers. Compare it with your records to check for accuracy. Any
discrepancies between the Form W-2 and your records should be reported
immediately to the employer and corrected.
Gather all other necessary information, including instruction booklets and

last year’s tax return as a model for preparing this year’s return. Once you have
gathered all your information, prepare both the short and the long form to see
if you can save money by itemizing deductions.
Even if you hire a professional tax preparer, you are responsible for supplying

accurate and complete information. Hiring a tax preparer will not guarantee
that you are paying the correct amount. You must check the form before you
sign it. If you discover an error after the return has been filed, you may file an
amended return (Form 1040X) to make corrections.
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Save copies of your tax returns, together with all supporting evidence (receipts)
and Forms W-2 and other forms such as Form 1099, for six years.

FILING ELECTRONICALLY
You can choose to file your return electronically through the IRS e-file

program. Instructions for electronic filing appear on the IRS web site at www
.irs.gov/efile. E-filing is free if your income is under $54,000. The web site also
allows you to pay taxes online using a debit or credit card. If the government
owes you a refund, you can have the refund transferred to your bank account
electronically. If you file online, be sure to print a copy of the tax return for
your records.

TAX PREPARATION SOFTWARE
Most professional tax preparers use a tax preparation computer program. You

can use tax preparation software to do your own taxes if you like. Good
software provides all the necessary forms and leads you through the process of
filling out the forms. Most tax software also provides tips and additional
information to help you identify all the deductions and credits you are allowed.
Search the Internet to find information about different brands of tax software.
Software producers usually provide a feature tour at their web site.

FORM 1040EZ
You may use Form 1040EZ if you are single or married filing jointly and claim

no dependents. Your taxable income must be less than $100,000. Line-by-line
instructions for filling out Form 1040EZ are given on the back of the form.
Highlights of the instructions are described in the following paragraphs.
Figure 7.1 shows Form W-2 for Roberto Flores. Figure 7.2 shows his com-

pleted Form 1040EZ tax return. Roberto is single and claims one exemption.
His wages are found on the W-2. Follow along on Roberto’s Form 1040EZ as
you read the instructions.

Step 1: Name, Address, and Social Security Number

Fill in your name, address, and Social Security number. If you receive a tax
forms booklet in the mail, it will include a self-adhesive label that you can

place in this section of the form.
Check the “Yes” box if you want $3 to
go to the Presidential Election Cam-
paign Fund. This is a fund established
by Congress so that taxpayers can share
in the costs of election campaigns. The
$3 contribution will not increase your
tax or reduce your refund.

Step 2: Report Income

n First, enter your total wages, salaries,
and tips, as shown on your W-2
form(s). On Roberto’s Form W-2,
you can see that he earned $14,720.
He entered this amount on line 1.

Each year, the number of available tax preparation soft-
ware programs seems to increase. It can be difficult to
decide which program will best meet your income tax
preparation needs. To make your decision easier, access
www.cengage.com/school/pfinance/mypf and click on
the link for Chapter 7. Which tax preparation program
received the highest rating? What are five features you
should look for when choosing a tax program?

www.cengage.com/school/pfinance/mypf
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n Second, enter interest earned on savings accounts and any unemployment
compensation you may have received. Roberto Flores recorded the $234
of interest he earned on his savings. Add these income figures to the
earnings shown in line 1. The result is your adjusted gross income, line 4.

n Next, check if you are claimed as a dependent on another person’s tax
return. If not, you can enter the amount shown on line 5. This is both
the standard deduction and your exemption added together ($5,350 þ
$3,400 ¼ $8,750).

Step 3: Compute Tax

On line 7, enter the total federal tax withheld, as shown on the W-2 form(s).
This is the amount of tax you have already paid. To figure tax owed, look up
your taxable income from line 6 in the tax table that comes with your return.
It will look similar to the one in Figure 7.3. In the tax table in Figure 7.3,
Roberto found that his taxable income of $6,204 fell within the range of
$6,200–$6,250. In that row, he located his total tax liability of $623 in the
“Single” column and recorded it on line 10.

Step 4: Refund or Amount Owed

If the amount of federal taxes withheld (the amount you already paid) is
larger than your total tax (from the tax table), you will receive a refund. If you
owe more tax than was withheld, you must pay the difference. Write your
check to the United States Treasury and enclose it with your return.
When Roberto subtracted his total tax of $623 from his taxes withheld of

$1,501, the difference was $878, which he recorded on line 11a. He decided
to have his refund deposited electronically into his checking account. He
entered the routing number (the first 9 numbers printed on the bottom of his
checks) and account number (the last 7 numbers on the bottom of his checks)
in the Refund section of his tax form and checked the box for account type:
Checking.

FIGURE 7.1 W-2 for Roberto Flores

1

Retirement
plan

Third-party 
sick pay

Statutory
employee

6

2

Employer’s name, address, and ZIP code

Allocated tips7

Advance EIC payment

8

109

Wages, tips, other compensation Federal income tax withheld

Social security tax withheldSocial security wages

12a11

Employer’s state ID number

43

Employer identification number (EIN)

Medicare wages and tips

Social security tips

13

5

Control number

Nonqualified plansEmployee’s first name and initial

Medicare tax withheld

15

14

1716

Other

18

Employee’s address and ZIP code

State income taxState State wages, tips, etc. Locality name

Department of the Treasury—Internal Revenue Service

Form

Dependent care benefits

b

c

d

e

f

W-2 Wage and Tax
Statement 20

OMB No. 1545-0008

Last name
C
o
d
e

12b
C
o
d
e

12c
C
o
d
e

19Local wages, tips, etc. 20Local income tax

12d
C
o
d
e

Suff.

Employee’s social security numbera
22222

93-899348488

Blanton School District T-31
23855 SW 85th
Portland, OR 97215-4562

Roberto J. Flores
285 SW 28th Street, #8
Portland, OR 97214-4562

999-00-3894

$14,720.00

$14,720.00

$14,720.00

$14,720.002384762OR $946.00

$213.44

$912.64

$1,501.00

Chapter 7 Federal Income Tax 147

Copyright 2010 Cengage Learning, Inc. All Rights Reserved. May not be copied, scanned, or duplicated, in whole or in part.



*Gajender* D:/Temp_Dailyproduction/Ryan_120640/z_production/z_3B2_3D_files/ryan_0538449373_ch07.3d, 22/12/08/19:49:20, 19:49, page: 148

FIGURE 7.2 1040EZ Tax Return for Roberto Flores

If someone can claim you (or your spouse if a joint return) as a dependent, check the
applicable box(es) below and enter the amount from the worksheet on back.

Check here if you, or your spouse if a joint return, want $3 to go to this fund �

Taxable interest. If the total is over $1,500, you cannot use Form 1040EZ.

Department of the Treasury—Internal Revenue Service 
Form Income Tax Return for Single and

Joint Filers With No Dependents1040EZ 20–– OMB No. 1545-0074

Presidential
Election
Campaign 
(page 9)

Wages, salaries, and tips. This should be shown in box 1 of your Form(s) W-2.
Attach your Form(s) W-2.

1
1

Attach
Form(s) W-2
here.

2 2

Add lines 1, 2, and 3. This is your adjusted gross income.

If no one can claim you (or your spouse if a joint return), enter $8,750 if single; 
$17,500 if married filing jointly. See back for explanation.

5

5

Subtract line 5 from line 4. If line 5 is larger than line 4, enter -0-.
This is your taxable income. �

6
6

Payments
and tax

Earned income credit (EIC).
7 7

Tax. Use the amount on line 6 above to find your tax in the tax table on pages
18–26 of the booklet. Then, enter the tax from the table on this line. 10

Refund 11a
11a

If line 10 is larger than line 9, subtract line 9 from line 10. This is
the amount you owe. For details on how to pay, see page 16. �

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 32.

Income

Cat. No. 11329W

44

12
12

Add lines 7 and 8a. These are your total payments. �

8a 8a
Federal income tax withheld from box 2 of your Form(s) W-2.

Unemployment compensation and Alaska Permanent Fund dividends (see page 10).3 3

Amount
you owe

b Routing number

Account number

c Type: Checking

You Spouse

Have it directly
deposited! See
page 15 and fill
in 11b, 11c,
and 11d or
Form 8888. d�

�

Form (20—)1040EZ 

SpouseYou

Savings

Under penalties of perjury, I declare that I have examined this return, and to the best of my knowledge and belief, it is true, correct, and
accurately lists all amounts and sources of income I received during the tax year. Declaration of preparer (other than the taxpayer) is based
on all information of which the preparer has any knowledge.

Sign
here

DateYour signature

Keep a copy
for your
records.

DateSpouse’s signature. If a joint return, both must sign.

Preparer’s SSN or PTINDatePreparer’s
signature

Check if
self-employed

Paid
preparer’s
use only

Firm’s name (or
yours if self-employed),
address, and ZIP code

EIN

Phone no.

�
�

�

Your occupation
Joint return?
See page 6.

Daytime phone number

( )

Spouse’s occupation

( )

Designee’s
name �

Do you want to allow another person to discuss this return with the IRS (see page 16)?Third party
designee Phone

no. � ( )

Yes. Complete the following. No

Personal identification
number (PIN) �

Your social security numberLast nameYour first name and initial

L
A
B
E
L

H
E
R
E

Spouse’s social security numberLast nameIf a joint return, spouse’s first name and initial

Home address (number and street). If you have a P.O. box, see page 9. Apt. no.

City, town or post office, state, and ZIP code. If you have a foreign address, see page 9.

�

Label
(See page 8.)
Use the IRS
label.
Otherwise,
please print
or type.

�

If line 9 is larger than line 10, subtract line 10 from line 9. This is your refund. 
If Form 8888 is attached, check here �

Nontaxable combat pay election.b 8b

Checking a box below will not
change your tax or refund.

� �You must enter
your SSN(s) above.

Enclose, but
do not attach,
any payment.

9 9

10

Roberto J.

285 SW 28th Street

Portland, OR 97214-4562

14,720  00

234  00

14,954  00

8,750  00

6,204  00
1,501  00

1,501  00

623  00

878  00

503 555-0052

0 0 1 0 7 3 2 6 4

4 1 1 2 0 3 6

3/15/20–– mechanicRoberto J. Flores

0

0

✓

✓

Flores 999 00 3894
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FIGURE 7.3 Part of 1040EZ Tax Table

Example. Mr. Brown is single. His taxable income on20–– Tax Table line 6 of Form 1040EZ is $26,250. First, he finds the
$26,250-26,300 income line. Next, he finds the
“Single” column and reads down the column. The
amount shown where the income line and filing status
column meet is $3,550. This is the tax amount he
should enter on line 10 of Form 1040EZ.

26,250
26,300
26,350
26,400

26,200
26,250
26,300
26,350

3,543
3,550
3,558
3,565

At
least

But
less
than

Single

3,151
3,159
3,166
3,174

Married
filing
jointly

Your tax is—

 If Form 1040EZ,
line 6, is –

If Form 1040EZ,
line 6, is –

 If Form 1040EZ,
line 6, is –

If Form 1040EZ,
line 6, is –

And you are –And you are –And you are –And you are –

At But Single Married At But Single Married At But Single Married At But Single Married
least less filing least less filing least less filing least less filing

than jointly than jointly than jointly than jointly

Your tax is –Your tax is –Your tax is –Your tax is –

0 5 0 0 1,500 1,525 151 151 6,0003,000
5 15 1 1 1,525 1,550 154 154

3,000 3,050 303 303 6,000 6,050 603 60315 25 2 2 1,550 1,575 156 156
3,050 3,100 308 308 6,050 6,100 608 60825 50 4 4 1,575 1,600 159 159
3,100 3,150 313 313 6,100 6,150 613 61350 75 6 6 1,600 1,625 161 161 3,150 3,200 318 318 6,150 6,200 618 61875 100 9 9 1,625 1,650 164 164
3,200 3,250 323 323 6,200 6,250 623 623100 125 11 11 1,650 1,675 166 166
3,250 3,300 328 328 6,250 6,300 628 628125 150 14 14 1,675 1,700 169 169
3,300 3,350 333 333 6,300 6,350 633 633150 175 16 16 1,700 1,725 171 171 3,350 3,400 338 338 6,350 6,400 638 638175 200 19 19 1,725 1,750 174 174 3,400 3,450 343 343 6,400 6,450 643 643200 225 21 21 1,750 1,775 176 176 3,450 3,500 348 348 6,450 6,500 648 648225 250 24 24 1,775 1,800 179 179 3,500 3,550 353 353 6,500 6,550 653 653250 275 26 26 3,550 3,600 358 358 6,550 6,600 658 6581,800 1,825 181 181275 300 29 29

1,825 1,850 184 184 3,600 3,650 363 363 6,600 6,650 663 663300 325 31 31 1,850 1,875 186 186 3,650 3,700 368 368 6,650 6,700 668 668325 350 34 34 1,875 1,900 189 189 3,700 3,750 373 373 6,700 6,750 673 673350 375 36 36 3,750 3,800 378 378 6,750 6,800 678 678375 400 39 39 1,900 1,925 191 191
3,800 3,850 383 383 6,800 6,850 683 6831,925 1,950 194 194400 425 41 41 3,850 3,900 388 388 6,850 6,900 688 6881,950 1,975 196 196425 450 44 44 3,900 3,950 393 393 6,900 6,950 693 6931,975 2,000 199 199450 475 46 46 3,950 4,000 398 398 6,950 7,000 698 698475 500 49 49 2,000 4,000500 525 51 51 7,000

525 550 54 54 2,000 2,025 201 201
4,000 4,050 403 403 7,000 7,050 703 703550 575 56 56 2,025 2,050 204 204
4,050 4,100 408 408 7,050 7,100 708 708575 600 59 59 2,050 2,075 206 206
4,100 4,150 413 413 7,100 7,150 713 7132,075 2,100 209 209600 625 61 61 4,150 4,200 418 418 7,150 7,200 718 718625 650 64 64 2,100 2,125 211 211 4,200 4,250 423 423 7,200 7,250 723 723650 675 66 66 2,125 2,150 214 214 4,250 4,300 428 428 7,250 7,300 728 728675 700 69 69 2,150 2,175 216 216 4,300 4,350 433 433 7,300 7,350 733 7332,175 2,200 219 219700 725 71 71 4,350 4,400 438 438 7,350 7,400 738 738725 750 74 74 2,200 2,225 221 221 4,400 4,450 443 443 7,400 7,450 743 743750 775 76 76 2,225 2,250 224 224 4,450 4,500 448 448 7,450 7,500 748 748775 800 79 79 2,250 2,275 226 226 4,500 4,550 453 453 7,500 7,550 753 7532,275 2,300 229 229800 825 81 81 4,550 4,600 458 458 7,550 7,600 758 758

825 850 84 84 2,300 2,325 231 231 4,600 4,650 463 463 7,600 7,650 763 763850 875 86 86 2,325 2,350 234 234 4,650 4,700 468 468 7,650 7,700 768 768875 900 89 89 2,350 2,375 236 236 4,700 4,750 473 473 7,700 7,750 773 773
2,375 2,400 239 239900 925 91 91 4,750 4,800 478 478 7,750 7,800 778 778

925 950 94 94 4,800 4,850 483 483 7,800 7,850 783 7832,400 2,425 241 241950 975 96 96 4,850 4,900 488 488 7,850 7,900 790 7882,425 2,450 244 244975 1,000 99 99 4,900 4,950 493 493 7,900 7,950 798 7932,450 2,475 246 246
4,950 5,000 498 498 7,950 8,000 805 7982,475 2,500 249 2491,000

2,500 2,525 251 251 5,000 8,0001,000 1,025 101 101 2,525 2,550 254 254
1,025 1,050 104 104 2,550 2,575 256 256 5,000 5,050 503 503 8,000 8,050 813 8031,050 1,075 106 106 2,575 2,600 259 259 5,050 5,100 508 508 8,050 8,100 820 8081,075 1,100 109 109 5,100 5,150 513 513 8,100 8,150 828 8132,600 2,625 261 261 5,150 5,200 518 518 8,150 8,200 835 8181,100 1,125 111 111 2,625 2,650 264 264
1,125 1,150 114 114 2,650 2,675 266 266 5,200 5,250 523 523 8,200 8,250 843 823
1,150 1,175 116 116 2,675 2,700 269 269 5,250 5,300 528 528 8,250 8,300 850 828
1,175 1,200 119 119 5,300 5,350 533 533 8,300 8,350 858 8332,700 2,725 271 271 5,350 5,400 538 538 8,350 8,400 865 8381,200 1,225 121 121 2,725 2,750 274 274

5,400 5,450 543 5431,225 1,250 124 124 8,400 8,450 873 8432,750 2,775 276 276
5,450 5,500 548 5481,250 1,275 126 126 8,450 8,500 880 8482,775 2,800 279 279
5,500 5,550 553 5531,275 1,300 129 129 8,500 8,550 888 8532,800 2,825 281 281 5,550 5,600 558 558 8,550 8,600 895 8581,300 1,325 131 131 2,825 2,850 284 284 5,600 5,650 563 5631,325 1,350 134 134 8,600 8,650 903 8632,850 2,875 286 286 5,650 5,700 568 5681,350 1,375 136 136 8,650 8,700 910 8682,875 2,900 289 289 5,700 5,750 573 5731,375 1,400 139 139 8,700 8,750 918 8732,900 2,925 291 291 5,750 5,800 578 578 8,750 8,800 925 8781,400 1,425 141 141 2,925 2,950 294 294 5,800 5,850 583 583 8,800 8,850 933 8831,425 1,450 144 144 2,950 2,975 296 296 5,850 5,900 588 588 8,850 8,900 940 8881,450 1,475 146 146 2,975 3,000 299 299 5,900 5,950 593 593 8,900 8,950 948 8931,475 1,500 149 149
5,950 6,000 598 598 8,950 9,000 955 898
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Step 5: Sign the Return

Sign and date your tax return. Make sure your W-2 form(s) and check (if
applicable) are included with the completed return, and mail them to the
regional IRS office designated for your area.

FORM 1040A
Individuals who earn less than $100,000 in taxable income can also use Form

1040A.With Form 1040A, you can takemore deductions than with the 1040EZ.
It is a two-page form. Figure 7.4 shows Forms W-2 for Melissa B. and Michael J.
Anderson. Figure 7.5 on pages 152–153 shows their joint return using Form
1040A. Follow along on the form as you read the instructions that follow.

FIGURE 7.4 Forms W-2 for Melissa Anderson and Michael
Anderson

1

Retirement
plan

Third-party 
sick pay

Statutory
employee

6

2
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Advance EIC payment

8

109

Wages, tips, other compensation Federal income tax withheld
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12a11

Employer’s state ID number
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Social security tips

13

5
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Medicare tax withheld

15

14

1716

Other

18

Employee’s address and ZIP code

State income taxState State wages, tips, etc. Locality name

Department of the Treasury—Internal Revenue Service

Form

Dependent care benefits

b

c

d

e

f

W-2 Wage and Tax
Statement 20

OMB No. 1545-0008

Last name
C
o
d
e

12b
C
o
d
e

12c
C
o
d
e

19Local wages, tips, etc. 20Local income tax

12d
C
o
d
e

Suff.

Employee’s social security numbera
22222

92-186848

A&W Welding Supply
85 West Bensington Blvd.
Chicago, IL 60615-2358

Melissa B. Anderson
312 East 34th Street
Chicago, IL 60604-5214

999-00-3214

$18,072.40

$18,072.40

$18,072.40

$18,072.4033-261IL $820.00

$262.05

$1,120.49

$611.00

1

Retirement
plan

Third-party 
sick pay

Statutory
employee

6

2

Employer’s name, address, and ZIP code

Allocated tips7

Advance EIC payment

8

109

Wages, tips, other compensation Federal income tax withheld

Social security tax withheldSocial security wages

12a11

Employer’s state ID number

43

Employer identification number (EIN)

Medicare wages and tips

Social security tips

13

5

Control number

Nonqualified plansEmployee’s first name and initial

Medicare tax withheld

15

14

1716

Other

18

Employee’s address and ZIP code

State income taxState State wages, tips, etc. Locality name

Department of the Treasury—Internal Revenue Service

Form

Dependent care benefits

b

c

d

e

f

W-2 Wage and Tax
Statement 20

OMB No. 1545-0008

Last name
C
o
d
e

12b
C
o
d
e

12c
C
o
d
e

19Local wages, tips, etc. 20Local income tax

12d
C
o
d
e

Suff.

Employee’s social security numbera
22222

91-4813141

A Art Studios
48 East 11th Avenue
Des Plaines, IL 60601-3132

Michael J. Anderson
312 East 34th Street
Chicago, IL 60604-5214

999-00-6128

$11,028.60

$11,028.60

$11,028.60

$11,028.60226421IL $706.00

$159.91

$683.77

$591.00
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Step 1: Name and Address

Write the name, address, and
Social Security number for each
person filing the return. If you
receive a tax forms booklet in
the mail, it will include a self-
adhesive label that you can place
in this section of the form so
long as the information on the
label still applies.
Michael and Melissa are filing a

joint return. Each person filing
can elect to give or not give to
the Presidential Election Cam-
paign Fund.

Step 2: Filing Status

In this section, select your tax
filing status. If married filing
separately, you must fill in your
spouse’s name and Social Secu-
rity number. If filing as head of
household, insert names of any
qualifying children who are not
your dependents.

Step 3: Exemptions

In the Exemptions section, claim yourself and your spouse if you are filing
jointly, and enter the names and Social Security numbers of your dependents.
Total your exemptions on line 6d.

Step 4: Income

On line 7, enter wages, salaries, tips, and other income as shown on your
Form W-2. The Andersons, filing jointly, entered the total earnings from their
two Forms W-2.
On lines 8 and 9, report taxable interest and dividend income. If you received

over $1,500 in interest, you must complete Schedule 1. The same is true of
dividend income.
If you received any tax-exempt interest, list it on line 8b, even though you

would not have to pay tax on it. The rest of the Income section of Form
1040A requires you to report the taxable amount of any money received from
IRAs, pensions, unemployment compensation, and Social Security benefits.
After listing income received from all sources, you would add them to

determine total income for line 15 of Form 1040A.

Step 5: Adjusted Gross Income

You can deduct educator expenses, contributions to an individual retirement
account (IRA), student loan interest, and tuition fees in this section of the form.
You would then subtract the total adjustments from gross income (line 20) to
determine your adjusted gross income (line 21).

©
Ph

ot
od

is
c/
G
et
ty

Im
ag

es

Why would a taxpayer elect to use Form 1040?
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FIGURE 7.5 Joint Tax Return

Head of household (with qualifying person). (See page 16.) 
If the qualifying person is a child but not your dependent, 
enter this child’s name here. �Married filing separately. Enter spouse’s SSN above and

full name here. �

Department of the Treasury—Internal Revenue ServiceForm

U.S. Individual Income Tax Return1040A 20—
OMB No. 1545-0074

Your social security number

Last nameYour first name and initialLabel
L
A
B
E
L

H
E
R
E

(See page 15.)

Spouse’s social security numberLast nameIf a joint return, spouse’s first name and initial

Use the
IRS label. Home address (number and street). If you have a P.O. box, see page 15. Apt. no.

City, town or post office, state, and ZIP code. If you have a foreign address, see page 15.

Filing
status

Boxes
checked on
6a and 6b

Yourself. If someone can claim you as a dependent, do not check
box 6a.

6aExemptions

Spouseb No. of children
on 6c who:(4) if qualifying

child for child
tax credit (see

page 18)

(2) Dependent’s social
security number

c
● lived with
you

● did not live
with you due
to divorce or
separation
(see page 19)

If more than six
dependents,
see page 18.

Dependents
on 6c not
entered above

d
Add numbers
on lines
above � Total number of exemptions claimed.

Wages, salaries, tips, etc. Attach Form(s) W-2.7 7

Taxable interest. Attach Schedule 1 if required.8a 8a
8bTax-exempt interest. Do not include on line 8a.b

Attach
Form(s) W-2
here. Also
attach
Form(s)
1099-R if tax
was withheld.

Ordinary dividends. Attach Schedule 1 if required.9a 9a

IRA
distributions.

11a Taxable amount
(see page 22).

11b

Enclose, but do
not attach, any
payment.

11a 11b
Taxable amount
(see page 23).

12b12a Pensions and
annuities. 12b12a

13 Unemployment compensation and Alaska Permanent Fund dividends. 13
14a Taxable amount

(see page 25).
Social security
benefits.

14b
14b14a

Add lines 7 through 14b (far right column). This is your total income. �15 15

IRA deduction (see page 27).17 17
Student loan interest deduction (see page 29).

Income

18

Add lines 16 through 19. These are your total adjustments. 20

Subtract line 20 from line 15. This is your adjusted gross income. �

18

21

Dependents:

�
Check only
one box.

If you did not
get a W-2, see
page 21.

Form 1040A (20—)

IRS Use Only—Do not write or staple in this space.

(3) Dependent’s
relationship to

you(1) First name Last name

20

21

Adjusted
gross 
income

Cat. No. 11327A

Otherwise,
please print
or type.

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 74.

Capital gain distributions (see page 22). 1010

Tuition and fees deduction. Attach Form 8917. 1919

1 Single
Married filing jointly (even if only one had income)2

3
Qualifying widow(er) with dependent child (see page 17)

4

5

Educator expenses (see page 25).16 16

9bQualified dividends (see page 22).b

Presidential
Election Campaign � Check here if you, or your spouse if filing jointly, want $3 to go to this fund (see page 15) �

Checking a box below will not
change your tax or refund.

SpouseYou

� �You must enter
your SSN(s) above.

Melissa B. 999     00    3214

999     00    6128

Anderson

Michael J.

312 East 34th Street

Chicago, IL 60604-5214

2

2

4

29,101 00

284 00

168 00

29,553 00

500 00
500 00

1,000 00

28,553 00

William Anderson
Diane Anderson

999
999

00
00

2915
4814

Son
Daughter

Anderson

✓

✓

✓
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FIGURE 7.5 Joint Tax Return (Concluded)

If you have
a qualifying
child, attach
Schedule
EIC.

Single or
Married filing
separately,
$5,350 30

22Enter the amount from line 21 (adjusted gross income).22

Total boxes
checked �

BlindYou were born before January 2, 1943,Check
if:

23a
23aBlindSpouse was born before January 2, 1943,

b
23b

If you are married filing separately and your spouse itemizes
deductions, see page 30 and check here �

Tax,
credits,
and
payments

24 24
Subtract line 24 from line 22. If line 24 is more than line 22, enter -0-.25 25

26 If line 22 is $117,300 or less, multiply $3,400 by the total number of exemptions
claimed on line 6d. If line 22 is over $117,300, see the worksheet on page 32. 26
Subtract line 26 from line 25. If line 26 is more than line 25, enter -0-.
This is your taxable income. �

27
27

Tax, including any alternative minimum tax (see page 30).28 28

Education credits. Attach Form 8863.31 31

35
36

Subtract line 34 from line 28. If line 34 is more than line 28, enter -0-.
36

37
Advance earned income credit payments from Form(s) W-2, box 9.

37Add lines 35 and 36. This is your total tax. �

Federal income tax withheld from Forms W-2 and 1099.
39

38
2007 estimated tax payments and amount
applied from 2006 return. 39

Add lines 38, 39, 40a, and 41. These are your total payments. � 42
If line 42 is more than line 37, subtract line 37 from line 42.
This is the amount you overpaid.

43

44a

Refund

Amount of line 43 you want applied to your
2008 estimated tax.

45
45

Amount you owe. Subtract line 42 from line 37. For details on how
to pay, see page 53. �

46
46

47 47Estimated tax penalty (see page 53).

Under penalties of perjury, I declare that I have examined this return and accompanying schedules and statements, and to the best of my
knowledge and belief, they are true, correct, and accurately list all amounts and sources of income I received during the tax year. Declaration
of preparer (other than the taxpayer) is based on all information of which the preparer has any knowledge.

� �

Enter your standard deduction (see left margin).

Form 1040A (20—)

43
Amount of line 43 you want refunded to you. If Form 8888 is attached, check here �44a

38

Credit for child and dependent care expenses.
Attach Schedule 2.

29
29

33
33

32
32

Credit for the elderly or the disabled. Attach
Schedule 3.

30

35
Add lines 29 through 33. These are your total credits.

40a

42

Routing
number

Account
number

Checking Savings
� b c

� d

Amount
you owe

Direct
deposit?
See page 52
and fill in
44b, 44c,
and 44d or
Form 8888.

�

Earned income credit (EIC). 40a

Page 2

Form 1040A (20—)

Sign
here

DateYour signature

Keep a copy
for your
records.

DateSpouse’s signature. If a joint return, both must sign.

Preparer’s SSN or PTINDatePreparer’s
signature

Check if
self-employed

Paid
preparer’s
use only

Firm’s name (or
yours if self-employed),
address, and ZIP code

EIN

Phone no.

�
�

�

Your occupation
Joint return?
See page 15.

Daytime phone number

( )

Spouse’s occupation

( )

Head of
household, 
$7,850

Married filing
jointly or
Qualifying
widow(er),
$10,700

Standard
Deduction
for—

● People who
checked any
box on line
23a or 23b or
who can be
claimed as a
dependent,
see page 30.

● All others:

Designee’s
name �

Do you want to allow another person to discuss this return with the IRS (see page 54)?Third party
designee Phone

no. � ( )

Yes. Complete the following. No

Personal identification
number (PIN) �

34 34

Type:

b Nontaxable combat pay election. 40b

Child tax credit (see page 35). Attach
Form 8901 if required.

Additional child tax credit. Attach Form 8812.41 41

Retirement savings contributions credit. Attach 
Form 8880.

28,553 00

10,700 00
17,853 00

13,600 00

4,253 00

0

0
428 00

428 00

1,202 00

1,202 00

774 00
774

student/clerk

student/cashier

4/15/20––

4/15/20––Melissa B. Anderson

Michael J. Anderson

00

312 555-2211

428 00
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Step 6: Taxable Income

Next you would compute your taxable income. First, copy your adjusted
gross income from the bottom of the first page to line 22 at the top of the
second page. Then enter the standard deduction stated on the form for your
filing status. In Figure 7.5, the Andersons entered $10,700 because they are
married filing jointly.
Subtract the standard deduction from adjusted gross income, and enter the

result on line 25. Then multiply the number of exemptions claimed by the
amount allowed for each exemption. Line 26 of the form shows the amount
per exemption for this tax year as $3,400 (it changes yearly). On the first page
of their form, the Andersons had claimed four exemptions, so they multiplied
$3,400 by 4 to arrive at their $13,600 deduction. Subtract the result from
adjusted gross income to determine taxable income for line 27.

Step 7: Tax, Credits, and Payments

Find your tax by looking up your taxable income in the tax table in your
instruction booklet. Figure 7.6 shows a recent tax table for use with Form 1040A.
With a taxable income of $4,253, this amount falls in the $4,250–$4,300 range.
Reading across to the “Married filing jointly” column, their tax is $428. This
amount is entered on line 28.
You may qualify for other credits; if so, enter the amounts on lines 29–33 as

appropriate and record the total on line 34. Subtract total credits from the tax
on line 28 and enter the difference on line 35. On line 36 enter the amount of
any advance earned income credit payments indicated on Form W-2 and add it
to line 35 to obtain the amount of total tax on line 37. The Andersons do not
claim any of the credits listed on lines 29–33, so they enter a zero on lines 34

and 36 and enter $428 on lines 35 and 37. This is
their total income tax.
Finally, enter the amount of federal income tax

withheld, as shown on Form W-2. The Ander-
sons had $1,202 ($611 þ $591) withheld during
the year and entered this amount on line 42. If
they had qualified for the earned income credit
(EIC), they would have entered it on line 40a and
included it as part of the total payments made on
line 42.

Step 8: Refund or Amount Owed

If the total payments on line 42 exceed the total tax
shown in line 37, the difference is your refund. If
your total tax is greater than payments, you owe
taxes. Record the amount you owe on line 46 and
enclose a check for that amount. The Andersons
show a $774 refund on lines 43 and 44a.

Step 9: Signature

Both spouses must sign and date a joint return,
even if only one had income. Anyone who is paid to
prepare a tax return must sign and date the return as
well.

©
Ph

ot
od

is
c/
G
et
ty

Im
ag

es

What determines the number of exemptions you can claim?
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FIGURE 7.6 Part of 1040A Tax Table

Example. Mr. and Mrs. Green are filing a joint return.20— Their taxable income on Form 1040A, line 27, is
$23,300. First, they find the $23,300–23,350 taxableTax Table
income line. Next, they find the column for married
filing jointly and read down the column. The amount
shown where the taxable income line and filing status
column meet is $2,716. This is the tax amount they
should enter on Form 1040A, line 28.

At
least

But
less
than

Single Married
filing
jointly

*

Married
filing
sepa-
rately

Head
of a
house-
hold

Your tax is—
23,200
23,250
23,300
23,350

3,093
3,100
3,108
3,115

Sample Table

23,250
23,300
23,350
23,400

2,701
2,709
2,716
2,724

3,093
3,100
3,108
3,115

2,924
2,931
2,939
2,946

If line 27If line 27If line 27
(taxable And you are — (taxable And you are — (taxable And you are —

income) is—income) is— income) is—

At But Single Married Married Head At But Single Married Married Head At But Single Married Married Head
least less filing filing of a least less filing filing of a least less filing filing of a

than jointly sepa- house- than jointly sepa- house- than jointly sepa- house-
dlohyletar*dlohyletar*dlohyletar*

Your tax is—Your tax is—Your tax is—

0 5 0 0 0 0 1,300 1,325 131 131 131 131 2,700 2,725 271 271 271 271
5 15 1 1 1 1 1,325 1,350 134 134 134 134 2,725 2,750 274 274 274 274

15 25 2 2 2 2 1,350 1,375 136 136 136 136 2,750 2,775 276 276 276 276
25 50 4 4 4 4 1,375 1,400 139 139 139 139 2,775 2,800 279 279 279 279
50 75 6 6 6 6 1,400 1,425 141 141 141 141 2,800 2,825 281 281 281 281
75 100 9 9 9 9 1,425 1,450 144 144 144 144 2,825 2,850 284 284 284 284

1,450 1,475 146 146 146 146100 125 11 11 11 11 2,850 2,875 286 286 286 286
1,475 1,500 149 149 149 149125 150 14 14 14 14 2,875 2,900 289 289 289 289

150 175 16 16 16 16 1,500 1,525 151 151 151 151 2,900 2,925 291 291 291 291
175 200 19 19 19 19 1,525 1,550 154 154 154 154 2,925 2,950 294 294 294 294

1,550 1,575 156 156 156 156200 225 21 21 21 21 2,950 2,975 296 296 296 296
1,575 1,600 159 159 159 159225 250 24 24 24 24 2,975 3,000 299 299 299 299

250 275 26 26 26 26 1,600 1,625 161 161 161 161
275 300 29 29 29 29 1,625 1,650 164 164 164 164 3,000

1,650 1,675 166 166 166 166300 325 31 31 31 31 3,000 3,050 303 303 303 3031,675 1,700 169 169 169 169325 350 34 34 34 34 3,050 3,100 308 308 308 3081,700 1,725 171 171 171 171350 375 36 36 36 36 3,100 3,150 313 313 313 3131,725 1,750 174 174 174 174375 400 39 39 39 39 3,150 3,200 318 318 318 3181,750 1,775 176 176 176 176400 425 41 41 41 41 1,775 1,800 179 179 179 179 3,200 3,250 323 323 323 323425 450 44 44 44 44 3,250 3,300 328 328 328 3281,800 1,825 181 181 181 181450 475 46 46 46 46 3,300 3,350 333 333 333 3331,825 1,850 184 184 184 184475 500 49 49 49 49 3,350 3,400 338 338 338 3381,850 1,875 186 186 186 186
500 525 51 51 51 51 1,875 1,900 189 189 189 189 3,400 3,450 343 343 343 343525 550 54 54 54 54 3,450 3,500 348 348 348 3481,900 1,925 191 191 191 191550 575 56 56 56 56 3,500 3,550 353 353 353 3531,925 1,950 194 194 194 194575 600 59 59 59 59 3,550 3,600 358 358 358 3581,950 1,975 196 196 196 196
600 625 61 61 61 61 1,975 2,000 199 199 199 199 3,600 3,650 363 363 363 363
625 650 64 64 64 64 3,650 3,700 368 368 368 368
650 675 66 66 66 66 2,000 3,700 3,750 373 373 373 373
675 700 69 69 69 69 3,750 3,800 378 378 378 378

2,000 2,025 201 201 201 201700 725 71 71 71 71 3,800 3,850 383 383 383 3832,025 2,050 204 204 204 204725 750 74 74 74 74 3,850 3,900 388 388 388 3882,050 2,075 206 206 206 206750 775 76 76 76 76 3,900 3,950 393 393 393 3932,075 2,100 209 209 209 209775 800 79 79 79 79 3,950 4,000 398 398 398 3982,100 2,125 211 211 211 211800 825 81 81 81 81 2,125 2,150 214 214 214 214825 850 84 84 84 84 4,0002,150 2,175 216 216 216 216850 875 86 86 86 86 2,175 2,200 219 219 219 219 4,000 4,050 403 403 403 403875 900 89 89 89 89
2,200 2,225 221 221 221 221 4,050 4,100 408 408 408 408900 925 91 91 91 91 2,225 2,250 224 224 224 224 4,100 4,150 413 413 413 413925 950 94 94 94 94 2,250 2,275 226 226 226 226 4,150 4,200 418 418 418 418950 975 96 96 96 96 2,275 2,300 229 229 229 229 4,200 4,250 423 423 423 423975 1,000 99 99 99 99 2,300 2,325 231 231 231 231 4,250 4,300 428 428 428 428
2,325 2,350 234 234 234 234 4,300 4,350 433 433 433 4331,000 2,350 2,375 236 236 236 236 4,350 4,400 438 438 438 438
2,375 2,400 239 239 239 2391,000 1,025 101 101 101 101 4,400 4,450 443 443 443 4432,400 2,425 241 241 241 2411,025 1,050 104 104 104 104 4,450 4,500 448 448 448 4482,425 2,450 244 244 244 2441,050 1,075 106 106 106 106 4,500 4,550 453 453 453 4532,450 2,475 246 246 246 2461,075 1,100 109 109 109 109 4,550 4,600 458 458 458 4582,475 2,500 249 249 249 2491,100 1,125 111 111 111 111 4,600 4,650 463 463 463 4632,500 2,525 251 251 251 2511,125 1,150 114 114 114 114 4,650 4,700 468 468 468 4682,525 2,550 254 254 254 2541,150 1,175 116 116 116 116 4,700 4,750 473 473 473 4732,550 2,575 256 256 256 2561,175 1,200 119 119 119 119 4,750 4,800 478 478 478 4782,575 2,600 259 259 259 259

1,200 1,225 121 121 121 121 4,800 4,850 483 483 483 4832,600 2,625 261 261 261 2611,225 1,250 124 124 124 124 4,850 4,900 488 488 488 4882,625 2,650 264 264 264 2641,250 1,275 126 126 126 126 4,900 4,950 493 493 493 4932,650 2,675 266 266 266 2661,275 1,300 129 129 129 129 4,950 5,000 498 498 498 4982,675 2,700 269 269 269 269
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Planning a Career in... Tax Collection

Tax examiners, collectors, and reve-
nue agents work for federal, state,
and local governments. They review
tax returns to determine the accu-
racy of the math as well as the
credits and deductions claimed. They
also identify tax debt and collect
taxes owed. Some deal with indi-
vidual taxpayers, and others work
with profit and nonprofit
organizations.

Wherever money is collected
on behalf of government units, there
are revenue agents and officers
sending out reports, calling, and
communicating findings. For each
case, careful records are kept and
shared among the federal, state, and
local governments.

Sometimes travel is needed,
but a significant amount of time is
spent in offices doing detailed work.
Stress results from working under
tight deadlines as well as confront-
ing delinquent and often hostile
taxpayers.

Employment Outlook
l Little or no change in employ-

ment growth is expected.
l Competition will be higher for

positions with the IRS.

Job Titles
l Tax examiner
l Tax collector
l Revenue agent

Needed Skills
l A bachelor’s degree is

preferred.

l Specialized experience is
desirable.

l Excellent analytical and com-
munication skills are needed.

What's it like to work in. . .
Tax Collection
Alice enjoys analyzing and verifying
information contained in tax returns.
She compares tax returns with
records from other sources such as
employers and banks. When there is
a discrepancy, she may tag the files
for a full audit; in other cases, she is
able to determine accuracy with a
phone call or a written letter.

The government building where
she works is old and historic, but
comfortable. Her office is among
many others in the Department of
Revenue for the state where she lives.

Today is like most others—it
involves detailed work that requires
concentration, patience, and orga-
nization. Her filing system allows her
to retrieve information quickly,
compare data, produce communi-
cation, and follow-up with action
when needed.

Alice had to pass a strict back-
ground check because she works
with confidential information. She is
trustworthy, honest, and dedicated
to enforcing the tax code.

What About You?
Do you like analyzing data and
adhering to procedures? How do
your skills and aptitudes match up
with those required in the tax collec-
tion field?
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7.2

Assessment

KEY TERMS REVIEW
Match the terms with the definitions.

1. All taxable income you receive,
including wages, salaries, and tips

2. Expenses listed on Schedule A that
you can subtract from adjusted gross
income to determine taxable income

3. A stated amount you can subtract
from adjusted gross income if you
do not itemize deductions

4. Your tax-filing group based on your
marital status

5. Gross income less adjustments

6. An amount you may subtract from
your income for each person who
depends on your income to live

7. The amount on which you will pay income tax

8. An amount subtracted directly from the tax owed

9. A person who lives with you and for whom you pay more than half of
his or her living expenses

CHECK YOUR UNDERSTANDING
10. How is gross income different from taxable income?

11. How are tax deductions different from tax credits?

12. What is the difference between Form 1040EZ and Form 1040A?

APPLY YOUR KNOWLEDGE
13. Explain the differences between Form 1040A and Form 1040. Describe

circumstances when each should be used.

THINK CRIT ICALLY

14. Is it a good idea to prepare your taxes twice—once using Form 1040 and
then again using one of the other tax return forms—so that you can
compare the results? Explain your answer.

15. Making simple mathematical errors on your tax form could result in your
tax return being targeted for an audit. Use of tax preparation software
helps prevent this type of error. Do you think hiring a professional tax
preparer would reduce the chances of being audited? Why or why not?

a. adjusted gross
income

b. dependent

c. exemption

d. filing status

e. gross income

f. itemized deductions

g. standard deduction

h. tax credit

i. taxable income
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7

Chapter Assessment

SUMMARY

7.1
n The government collects money, or revenue, from citizens and businesses

to spend as specified by Congress.

n As income grows, progressive taxes take a larger share of income and
regressive taxes take a smaller share.

n Proportional or flat taxes take the same percentage regardless of income.

n The IRS is the government agency in charge of collecting taxes, enforcing
tax laws, and supplying information to help taxpayers prepare their tax
returns.

n The income tax system is graduated. Different tax rates apply to different
income ranges, or tax brackets.

n Our income tax system is based on voluntary compliance.

n Willful failure to pay taxes is called tax evasion and is a serious crime
punishable by a fine, imprisonment, or both.

n Every year the IRS calls millions of taxpayers for an audit.

7.2
n You may claim an exemption for each of your dependents.

n Gross income consists of taxable income received from all sources.

n Gross income less certain allowable adjustments is called adjusted gross
income.

n To determine taxable income, subtract adjustments, deductions, and
exemptions from gross income.

n Tax deductions reduce taxable income, while tax credits are subtracted
directly from taxes owed.

n You may take a standard deduction or itemize deductions on Schedule A if
they will exceed the standard deduction.

n File the short form, 1040EZ, if your income is less than $100,000 and you
have no dependents.

n File Form 1040A if you do not have enough deductions to itemize and
have less than $100,000 of income.

n If the amount of taxes withheld from your paychecks exceeds your total
tax, you will receive a refund. If the amount withheld is less than your
total tax, you must pay the difference when you file your tax return.
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APPLY WHAT YOU KNOW

1. How do new tax laws get passed?

2. Why are regressive taxes considered unfair to lower-income people?

3. How does your filing status affect the amount of taxes you will pay?

4. How does the number of exemptions claimed affect the amount of taxes
you will pay?

5. What are deductible expenses?

6. Which would reduce your income tax more—a $300 tax deduction or a
$300 tax credit? Explain.

7. Search the Internet for a tax calculator. Some calculators figure the
income taxes you would pay if our country had a flat tax. Others calculate
taxes based on today’s system and rates. If you have a job, enter numbers
based on your earnings. Estimate any numbers you don’t have. Then
enter different income levels to see how the tax changes as income rises.
Based on these calculations, summarize what you learned about the tax
system in one or two paragraphs.

8. What must you do if you are married and wish to deduct charitable
contributions on your tax return?

9. Visit www.irs.gov, follow the link to Forms and Publications, and down-
load this year’s Form 1040EZ and instruction booklet. Fill out the form
using estimates if you don’t know the real amounts for yourself. Use the
tax tables in the booklet to find your tax obligation based on your
estimates.

MAKE ACADEMIC CONNECTIONS

10. Research Visit the IRS web site at www.irs.gov and explore the resources
available. Learn how to file taxes electronically using the web site as a
tool. Write a one-page report describing what you learned.

11. International Studies Use the Internet to research taxes assessed in
foreign countries, including one country in Europe and one country on
another continent. What benefits do taxpayers receive in exchange for
their taxes? Compare and contrast your findings with U.S. taxes and
benefits.

12. History Do a report on the history of taxes in this country or in another
country. Describe the kinds of taxes, including when they were first
introduced and for what purpose.

13. Government Compare your state’s tax system with that of other states.
Which states are considered the worst (in terms of high taxes)? Which
states are considered the best (in terms of low taxes)? Prepare a report of
your findings.
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SOLVE PROBLEMS AND

EXPLORE ISSUES

14. Acquire a copy of Form 1040EZ. Prepare a tax return for Tomeka Hunt.
Use the tax table in Figure 7.3 and the following information:

n Tomeka M. Hunt (Social Security number 999-00-9892)
n 54 Center Street
n San Francisco, CA 96214-3627

Tomeka is a part-time engineer. She wants $3 to go to the Presidential
Election Campaign Fund. She is single and claims only herself as an
exemption. Tomeka’s salary is $16,200, plus interest of $155. No one else
claims her as a dependent, and she had $1,660 in federal taxes withheld.

15. Using Form 1040A and the tax table in Figure 7.6, calculate the total tax
for Mack R. Rueoff, a part-time auto mechanic. Mack’s gross income is
$13,255. He has a $1,000 IRA deduction, claims the standard deduction,
and had $350 in federal taxes withheld. He is single and is entitled to
one exemption. Based on this information, how much does Mack owe
or how much is his refund?

16. Using Form 1040A and the tax table in Figure 7.6, calculate the total
tax for Yi Chang, a part-time teacher. Yi’s wages total $12,201. He
received $190 of taxable interest income, made an IRA contribution
of $500, claims the standard deduction, and had $520 in federal taxes
withheld from his wages. He is married filing separately and claims
only himself as an exemption. How much does Yi owe in taxes, or
how much is his refund?

EXTEND YOUR LEARNING

17. Legal Issues Voluntary compliance is an important part of our tax
system. When everyone contributes their fair share, the country is able
to meet its obligations to its citizens. Willful refusal to file a tax return or
pay taxes is a federal crime. However, many people called tax protestors
believe that the U.S. Constitution does not require them to pay federal
income taxes and that payment of the tax is voluntary. Look up “tax
protestors” in Wikipedia online. Write a paper about tax resisters and
those who refuse to pay taxes. Is their argument rational? On what is
it based? What would happen if all people took the same approach and
refused to pay federal and/or state income taxes? Do you believe the
claims that more than 40 percent of all Americans pay no federal income
tax? What is the attitude of the U.S. government toward these protes-
tors? What is your position on this issue?

For related activities and links, go to www.cengage.com/school/pfinance/mypf
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