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Today’s Objective

1. Who and Why We Pay Taxes

2. Transaction-Based Taxes

3. Ownership-Based Taxes 

4. Income-Based Taxes

5. The 1040
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Scared                                          Frustrated

Angry                                               Give up!

Empty pockets!

Taxes
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People
Companies

Estates
Trusts

Who Pays Taxes?
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Senior citizens         Schools

Military              Police               Criminal 
Justice

Roads     Healthcare

Why Do We Pay Taxes?
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Income

Social 
Security

Medicare

Property Estate

Sales

Types of Taxes
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Transaction-Based Taxes

1. Sales tax…but the buyer pays

2. Flat 6% state sales tax; local municipalities 
may levy an additional 1-2%

3. Exemptions for:
a. Clothing

b. Grocery store food

c. Drugs/medical supplies

d. Caskets, burial vaults, and grave markers

e. Flags
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Ownership-Based Taxes

Property
(State/Local)

Estate
(Federal)

Inheritance
(State)

• Real estate
• Vehicles (not PA)
• Paid annually

• Everything you own less debts 
• over $11,200,000 (2018)

0% -Spouses
4.5% - Direct descendants

12% - Siblings
15% - Other heirs
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Income-Based Taxes

Earned
Wages, tips, bonuses

Social Security benefits

Pension

Hobbies

Unearned
Interest, dividends, and 

capital gains 

Rental property

Public assistance

Scholarships
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LIHEAP Bribes
Military 
Pension Lottery

Social Security Wages Scholarships Debt Forgiven

401(k)
Distribution Hobbies Unemployment Cash Gifts

Life Insurance Child Support

Prohibited self-
employment 

activities
TANF

Veteran’s 
Disability
Benefits

Non-cash

Gifts

Worker’s 
Compensation

Non-cash
Prizes

To Tax or Not to Tax? (Federal)       
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Payroll Taxes

1. Social Security tax
a. 6.2% flat tax assessed on wages
b. Not assessed on pre-tax healthcare deductions  

and de minimis items 
c. Everyone with earned income up to $128,400
d. Determines future benefits

2. Medicare tax
a. 1.45% flat tax on wages; assessed on everyone 

with no earnings limit
b. Not assessed on pre-tax healthcare deductions  

and de minimis items 
c. Pays for current Medicare program
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State and Local 

1. Pennsylvania
a. 3.07% flat tax assessed on all income

b. Employers withhold from wages

c. Few deductions from income

d. Tax forgiveness for low income filers 

2. Local
a. Flat tax on earnings; 

b. Rate depends on locality, i.e., Philadelphia (3.8907%), 
Pittsburgh (3%), Harrisburg (2%), Erie (1.18%)

c. Employers withhold from wages
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Federal – Progressive Tax
Sample Tier and Rate Schedule

Taxpayer 1 

$25,000
Taxpayer 2 

$50,000
Taxpayer 3 

$85,000

$0 - $10,000 10%

$10,001 - $40,000 12%

$40,001 - $80,000 22%

$80,001 - $160,000 24%

$25,000 x 12% = 

$3,000
$50,000 x 22% = 

$11,000

$85,000 x 24% = 

$20,400

*Tiers are simplified for illustrative purposes only and do not reflect actual numbers by which to 

calculate your taxes. See www.irs.gov for current tax information.
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$0 $20,000 $40,000 $60,000 $80,000 $100,000

Schedule

$25,000

$50,000

$85,000

10%

12%

22%

24%

$10,000 
@22% 

$2,200 

$10,000 
@10% 

$1,000 

Progressive Tax Calculation

$2,800 (11.2%)

10%10% 12%12% 22%22%

$15,000 
@12%  

$1,800 

$6,800 (13.6%)

$40,000 @22%

$8,800 $3,600 $14,600 (17.2%)

24%24%

$1,000 

$1,000 

$30,000 @12% 

$3,600 

$5,000 
@24%  

$1,200

$5,000 
@24%  

$1,200
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The 1040 – Year End “Resolution”
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1040 Forms

1040EZ 1040A 1040

• Single or joint
• No dependents
• Wages, interest, 

unemployment
• Earned Income Credit 

only

1040EZ plus:
• Dependents
• Retirement income
• Dividends/capital gains
• Social Security benefits
• Adjustments
• Standard deduction only
• Credits: child, child care, 

education, retirement 
savings

1040A plus:
• Business income
• Farm, rental real estate
• Self-employment tax items
• Itemized deductions
• Alternative minimum and 
• other taxes
• Other tax credits
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Filing Status

1. Single
2. Married, filing jointly
3. Married, filing separately
4. Qualifying widow(er)
5. Head of Household

• Family status
• Determines tax tiers
• Sets standard deduction
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Total Income Adjustments Deductions
Taxable 
Income

TaxCreditsOther TaxesTotal Tax

Withholding
Refundable 

Credits

The Process

Net 
Result

Refund

Payment 
Due

- - =

-+=

-
=-

www.buildingyourfinancialhouse.org (2017)

Total Income Adjustments Deductions
Taxable 
Income

Taxable Income

Earnings
Investment

Business
Retirement

Social Security

Educator expenses
IRA contributions

Health Savings Account
Self-employment (health 

& retirement)
Higher education

Student loan interest

Greater of:
Standard or

Itemized

- - =
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The Process

Taxable 
Income

Total 
Income

______ X 100 = % of income 

ACTUALLY 
subject to tax
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- - =Total Income Adjustments Deductions
Taxable 
Income

TaxCreditsOther TaxesTotal Tax

Total Tax

Tax tables

-
Child tax credit

Child/dependent care
Retirement savings
Higher education

+
Health care 

Self-employment
Credit repayments

=
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- - =Total Income Adjustments Deductions
Taxable 
Income

TaxCreditsOther TaxesTotal Tax

Net Result

-+=

Withholding
Refundable 

Credits
Net 

Result
Refund

Payment 
Due

-
=- _

+
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Overpayments

_

# of pay periods per year

Total TaxWithholding

_____________ =
$ extra 

withholding
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Adjust Withholding

www.irs.gov
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Recap

1. Who and Why We Pay Taxes

2. Sales Tax

3. Property, estate, and inheritance taxes 

4. Payroll, state, and local income taxes

5. Federal income taxes and the 1040 form

PENNSYLVANIA HOUSING FINANCE AGENCY

Thank You!

Holly Chase, CFP®

hchase@phfa.org

717.780.3852

Making Cents - February 28, 2018


