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Paying Taxes:
Simplify the annual event
Who pays taxes? How do you file a return?  If you have an income or buy 
anything, you’ll pay taxes, regardless of your age. Being organized can make the 
process easier and maybe save you some money.

What Taxes?
The largest chunk of tax money goes to the federal government 
to fund programs such as the military, retirement security, space 
exploration, aid to foreign countries, and disaster recovery. 
When you see news reports about arguments in Congress over 
the budget, they’re arguing about how to spend your tax 
dollars. States, cities, and other entities also assess taxes for 
various purposes.

Federal Income Tax Money you earn is taxable, including 
wages, tips, interest earned by bank accounts, and pro�ts from 
the sale of property, like cars or stocks. Every year, the Internal 
Revenue Service (IRS) sets a taxable minimum income. If you 
earn more than that, it’s taxed—even income from self-
employment like babysitting or mowing lawns.

The IRS is the agency within the U.S. Treasury Department 
that administers tax laws and provides forms and advice. The 
IRS also has the power to ensure that people pay what they owe. 
It can assess penalties; charge interest on unpaid tax; con�scate 
wages, bank accounts, or property; and even imprison debtors 
for nonpayment. It’s to your advantage to learn how to be a 
responsible taxpayer.

Other Taxes States, cities, and some school districts assess 
income taxes to pay for schools, �re protection, police, 
highways, and similar services. You’ll �le tax forms (returns) for 
those at the same time as you �le your federal return. In most 
states, sales tax is added to the price of products sold in the 
state, including items bought online. Some states also assess this 
tax for online purchases when the seller does not have a “brick 
and mortar” store in that state. Then there are use (excise) taxes 
on things like gasoline, guns, gambling, tobacco, alcohol, and 
airline tickets. Finally, property owners pay taxes based on the 
value of their house or other real estate.
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Typical Payroll Deductions

Take-home pay 
$1,636

Federal taxes 
$107

Medicare
$29

Social Security 
$124

State and
city taxes

$104

Withholding If you haven’t received your �rst paycheck yet, 
it will be an eye-opener. Employers are required by law to 
deduct—or “withhold”—a certain percentage of wages for 
taxes and other payments. These are listed on your pay stubs 
and include:
· Federal taxes: Your employer will withhold a part of your pay 

based on a table from the IRS. The more you earn, the higher 
the amount withheld.

· State and city taxes: The amount varies from state to state and 
from city to city. If you live in one city and work in another, 
your employer will withhold the tax for the city where you 
work. You may have to pay a separate income tax to the city 
where you live.

· Social Security: The Social Security system provides a 
 ohw snezitic delbasid dna seeriter rof ten ytefas laicnanif 
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Your employer matches your contribution.
· Medicare:  stifeneb  ytiruceS laicoS seviecer ohw enoyrevE 
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(Other Medicare bene�ts must be purchased after you reach 
age 65.) Your employer matches this contribution as well.

· Optional withholdings: You may decide to have your 
 teg thgim uoy ,elpmaxe roF .yenom erom tcuded reyolpme 

health insurance through your work. (See Insurance Matters 
Skill.) Many employers also offer automatic savings plans 
and match a part of your contributions. (See Saving and 
Investing Skill.)
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Paperwork
Four kinds of paperwork are used in the tax process: a form you 
fill out when you’re hired by a company (W-4), documentation 
of your income (W-2), your tax return, and records you’ll need 
to complete the return.

W-4 Form When you start a job, you get a W-4 form on which 
you tell the employer how much money to withhold for federal 
income taxes. You choose the number of exemptions by asking 
yourself: Do I want to have the government keep the money 
for a year to make sure I don’t spend it before tax time? Or, 
would I rather invest the money and make the payment in 
April? If more money is withheld than you owe, you’ll get a 
refund, which makes tax season more pleasant. But your money 
is with the government instead of earning interest in a bank 
account or investment. 

W-2 Form Every January, your employer(s) will send you a 
W-2 form listing your wages and withholdings for the previous 
year. If you don’t receive yours by mid-February, call the 
employer. You’ll attach this form to your tax return to prove your 
income. 

Tax Return Every year, you’ll complete a paper or online 
form telling the IRS how much tax you still owe or how much 
you believe should be refunded to you. If your income is below 
a certain level set annually by the IRS, you don’t have to file a 
return, but you should anyway. It’s the only way to get your 
refund. These guidelines may make it easier:
· Forms: The IRS will mail you a form and instructions. Free 

forms are also available at post offices, banks, libraries, and on 
the IRS Web site at www.irs.gov. Be sure your name and Social 
Security number are correct.

· Deadline: File any time between January 1 and April 15. If you 
file after April 15, you’ll be charged a penalty and, if money is 
owed, interest on the amount owed. 

INCOME TAX TERMS

Earned income: Wages, tips, and taxable scholarship and fellowship 
grants. You’ll need to total these amounts to calculate your taxes.

Unearned income: Interest (from bank accounts, stocks, etc.) and 
dividends or capital gains from stocks.

Gross income: The total of earned and unearned income.

Adjusted gross income: Gross income minus deductions. This is the 
fi gure used to calculate the amount of your federal income tax.

Rock ‘n’ roll legend Jerry Lee 
Lewis’s personal property 
was confi scated by the 
IRS twice for nonpayment 
of taxes. IRS agents took 
his cars, furniture, and 
piano and showed up at 
his concerts to collect 
gate receipts. Similar tax 
problems have sidetracked 
the fi nances of rapper 
M.C. Hammer and country 
singer Willie Nelson, among 
others.
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· Deductions: The amount you pay is a percentage of your 
 income minus any eligible deductions. These are expenses 
that meet IRS guidelines, like donations to charity and 
interest on college loans. 

· Preparing your return: Whether you’re filing a paper or 
 electronic return, you’ll have to decide several things:

 1. What status to file under. For now, select “single.”
 2.  Whether you want to take the standard deduction or list 

(itemize) your eligible deductions separately. If you 
choose the standard deduction, you can use a simple 
1040EZ form. Or, you can try to lower the amount you 
owe by itemizing deductions on a 1040 form. (More 
complicated taxes use other forms.) With this form, you 
may need help from a tax preparer, because tax 
regulations are complicated and change frequently. The 
IRS offers free advice by phone at 800-829-1040 or on its 
Web site. Some nonprofit organizations also offer free 
services to low-income taxpayers.

Your Records You have two choices for tax recordkeeping: 
you can wait until tax time and search for documentation, or 
start a file in January and keep handy the papers you’ll need to 
file a return the next year. Here’s what tax experts recommend 
keeping for four to seven years:

Test Your Financial Fitness

1. Stating Who is responsible for paying income taxes?

2. Explaining What are the financial benefits of charitable giving in 
terms of tax deductions?

3. Defining What is “adjusted gross income”?

4. Locating How can you find out how much money was withheld from 
your pay?

5. Listing List three forms you need to file your income tax.

TAX RECORDS

· Pay stubs and W-2 forms

· Bank statements

· Receipts for major purchases and charitable donations

· Records of insurance and medical payments 

· Proof of any theft losses: value, date missing, proof of ownership
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