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Section 4E.  
Objective: 

Be able to calculate income taxes owed for any of the scenarios discussed in the text.   
On the test, you will be given all the information about rates for 2009 as you are given in the text:  amount of personal exemption, standard deduction, marginal tax rates, tax credit per child, percent rates for FICA tax, and percent rates for dividends and capital gains.    You will not have a spreadsheet, and, again, you will mostly only be required to show what you will calculate – that is, show your work as in the examples – and either not give the final numerical answer at the end or else, if you are expected to give it, it will be worth very little of the credit the calculation is very long (as the marginal tax calculations are.)

Class Activities:    

1. With a partner, read Example 1 and write a note here about which part of the overview flowchart on page 267 that it describes.

2. With a partner, read from the top of page 268 through Example 2 and write a note here about which part of the overview flowchart on page 267 that it describes.  

3. What is a progressive income tax?  With a partner, read about that on p. 268 under Tax Rates.  Discuss with your partner whether you think this is a good way to tax.  (There isn’t a right or wrong answer here – I’m just trying to keep you interested!)     Together read Example 3, part a on the next page.   Make sure that both of you understand exactly what is being done at each stage here and why the “work” is written as it is.  The main part of your solutions to these problems is this work – NOT the final answer.   

4. With a partner, read the statements of all three parts of Example 3.  Then look at the following page in “Time to Think.”   Review the solutions to see how much tax each paid.   Discuss again, with your partner, whether you think this is a good way to tax.

5. Discuss with your partner the difference between tax credits and deductions (p. 270, end)   
 In the mid-1990’s the Hope Tax Credit for certain college students was passed, where the first $1000 of college expenses was a tax credit, for the first two years of college.   Do you think those college students liked that being a tax credit, or would it have been better as a deduction?  Why?   

6. When you pay your income taxes, you also have to pay your FICA tax (p. 272).   With your partner, discuss Example 7.   Would you be able to write out all the work as shown?   If not, what do you need to write on your notes to help you know how to do that?

7. What are dividends and capital gains?   (p. 273)  With your partner, discuss why you think they are taxed differently than regular income?   (p. 273 )

8. Discuss with a partner.   Why do people want to have some tax-deferred income?  ( p. 274)  What good does it do?   Won’t they just have to pay taxes on it eventually?  Work through Example 9 together.

9. Discuss with your partner – in the time left in class, which of these types of problems would you like to practice before you go home?   Find  that example and look at the exercises identified in red print at the end of that example.   Work through the first of those exercises together.  

Additional comments about testing, spreadsheets, etc.: 
a. All calculations in the homework and on Test 1 will be based on 2009 rates, as given in the text.  A spreadsheet is provided be provided (with 2009 values) to help make the calculations from the marginal tax rates less tedious.   It is based on the information in Table 4.9 (p. 269) without the footnotes.   This is available from today’s entry on the Detailed course calendar.
b. As part of the spreadsheet portion of the course, you will be provided information about the values for a different year (probably 2012) and you will be expected to adapt the spreadsheet and use it for calculations of taxes based on that.     As part of the final exam in the course, you will be expected, during the test, to modify the spreadsheet for 2009 taxes to a different year, whose values I will give you.   

