

AOF Financial Planning
Lesson 20 Tax-Reduction Strategies
AOF Financial Planning
Lesson 20
Tax-Reduction Strategies
Teacher Resources
	Resource
	Description

	Teacher Resource 20.1
	Presentation and Notes: Income Tax Basics (includes separate PowerPoint file)

	Teacher Resource 20.2
	Assessment Criteria: Tax-Reduction Recommendations
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Teacher Resource 20.1
Presentation Notes: Income Tax Basics
Before you show this presentation, use the text accompanying each slide to develop presentation notes. Writing the notes yourself enables you to approach the subject matter in a way that is comfortable to you and engaging for your students. Make this presentation as interactive as possible by stopping frequently to ask questions and encourage class discussion.  
	[image: C:\Users\Mika\Documents\Pearson\2015\March\9\FinancialPlanning_Lesson20_Presentation_ROOT_030815\Slide1.JPG]
This presentation covers the basics of taxation, especially income taxes. It explains the different kinds of taxes we pay and what they are used for. While the federal income tax code is very complex, this presentation provides a basic overview of how income taxes are figured on a tax form. 
Ben Franklin once said that nothing is certain except death and taxes. Financial planners help clients prepare for both of these inevitabilities! One important role of a financial planner is to help people make financial decisions that reduce the amount of tax they need to pay each year. In order to make these recommendations, it is important that they know how the tax rules work.

	Presentation notes
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Throughout our day, we are paying taxes. In fact, every time we go to a restaurant, fill up a car with gas, or fly on an airplane we pay taxes
Income taxes, which are due on April 15 each year, are just one kind of tax. 
Most taxes are figured as a percentage of a price paid or of an income earned. For example, when you buy a car from a dealer, you might pay an additional 8% of the car’s cost in taxes. The dealer, on the other hand, pays a percentage of his or her profit on the sale of the car in corporate tax. So that one transaction may result in multiple taxes.

	Presentation notes
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Why do we pay taxes? In general, taxes are used to pay for a variety of government services that benefit the public good. In fact, a portion of our federal, state, and local governments operate on tax dollars! Other sources of income include fees and fines, returns on investments, and money borrowed through government bonds and other sources. 
In the United States, we have not always paid taxes. In fact, our Revolutionary War started in part as a protest against unfair taxation! Even to this day there are many who argue that we pay too much in taxes.
Taxes differ in many countries and even in many states. Some countries have taxes that are much higher than ours, and others have taxes that are much lower. 
While the federal tax code applies to everyone in the United States, each state, each county, and each city has its own tax codes. Some states, like Florida, have no state tax, while others, like California, have state taxes on income that are about 8%.

	Presentation notes
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When completing an income tax form, one of the first steps is to calculate gross income, which includes wages, income from rental property, returns on investments, and capital gains from making a profit on the sale of an asset such as property or stock.
But income tax is not figured on gross income. First, deductions are subtracted. There are many types of deductions, such as business expenses, losses on investments, qualified higher education expenses, charitable donations, interest on mortgages or equity lines of credit, and tax advice.
Then exemptions are subtracted. For each person filing, and for dependents (children or others who depend on the wage earners and have little or no income of their own), a certain amount ($3,950 in 2014) that is exempt from taxes can be deducted. 
The income left over after the subtraction of deductions and exemptions is called taxable income. Tax on the taxable income is figured using a tax table. The table lists what the tax would be for each income. In the United States, our taxes are progressive, which means the tax rate rises as income goes up. But the rate doesn’t rise steadily—it jumps, or “brackets”—so that you might pay a certain rate at one tax bracket, but if you earned 10 dollars more, your rate might jump up to another tax bracket.

	Presentation notes
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Because taxes are based as a percentage of income, the more taxable income you have, the more money that is taxed. Also, our tax system is progressive, which means that tax rates are tiered upwards, and the more one makes, the more likely he or she is to be in a higher tier.
Part of the reasoning behind a progressive tax system is that the more one makes, the more likely he or she is to have discretionary income (income not committed to paying for life’s necessities) and that this type of income should be taxed at a higher rate.
Because of this progressive tax system, people with large taxable incomes often benefit greatly from following tax-reduction strategies, while people with lower incomes may see a lesser impact on the taxes they pay.
There has been a long debate in this country about the fairness of our tax codes, and during each presidential political campaign the issue of taxes is highly visible.

	Presentation notes
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While deductions and exemptions are subtracted from gross income, tax credits are even more powerful, because they are deducted directly from taxes.
Once you figure your taxes from the tax table, you subtract any credits for which you are eligible. Tax credits include the Earned Income Tax Credit and the Child Tax Credit. With these credits it is not uncommon for people to pay no taxes or even to receive money back from the government. 
According to the most recent IRS data, the top 50% of all taxpayers paid 97% of all federal taxes and the bottom 50% paid 3%. Additionally, the top 1% paid 35% and the top 5% paid 57% of all income taxes. 47% of all wage earners paid no federal income taxes. 
These tax credits are considered a tool to fight poverty and are usually only available for people with low income levels.
It is important that a financial planner or tax preparer inform clients if they are eligible for any of the available tax credits.

	Presentation notes
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The US tax code is over 50,000 pages in length and contains detailed rules for exemptions, deductions, and tax credits. Having a handle on tax regulations is important for reducing the tax burden. In fact, there is a whole profession of tax preparers whose job is to help people complete their tax forms and identify all possible exemptions, deductions, and tax credits.
One tax-deductible expense is the money spent on any books or materials necessary to learn about taxes, as well as the fees of tax preparers.
The savings gained by understanding the tax code can be substantial, especially for individuals with high income or several sources of income, who are paying a significant amount of taxes.

	Presentation notes
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The best time to reduce taxes is usually not when you’re filling out tax forms. Advanced planning can help reduce taxes significantly.
In the activities that follow, you’ll learn about key strategies financial planners recommend to clients so that on tax day, April 15, they only have to pay their fair share.

	Presentation notes


Teacher Resource 20.2
Assessment Criteria: Tax-Reduction Recommendations

Student Name:______________________________________________________________
Date:_______________________________________________________________________
Using the following criteria, assess whether the student met each one.
	
	
	Met
	Partially Met
	Didn’t Meet

	Each recommendation is supported by a clear and coherent explanation of why it is an appropriate strategy.
	
	□
	□
	□

	Each recommendation includes one additional question that would be useful when providing tax-reduction recommendations.
	
	□
	□
	□

	There are at least three accurate and appropriate recommendations to help Lazlo move to a lower tax bracket.
	
	□
	□
	□

	There are at least three accurate and appropriate recommendations for Antonia to reduce her tax load, especially as she finds a new job.
	
	□
	□
	□

	There are at least three accurate and appropriate recommendations to help John and Cecilia reduce their taxes and save for retirement.
	
	□
	□
	□

	The recommendations are neat and legible and use proper spelling, grammar, and punctuation.
	
	□
	□
	□



Additional Comments:
_____________________________________________________________________________
_____________________________________________________________________________
_____________________________________________________________________________
_____________________________________________________________________________
 
 Teacher Resource 20.3
Key Vocabulary: Tax-Reduction Strategies
	Term
	Definition

	capital gains tax
	Tax on the profit made by selling an asset that has increased in value, such as stocks or property.

	deduction
	An item that is subtracted from gross income on a tax return. There are many deductions, the most common of which include business expenses, charitable donations, medical expenses, property taxes, interest on mortgages or equity lines of credit, and tax advice.

	discretionary income
	Income that is available after all necessities (food, shelter, etc.) have been paid for.

	fuel tax
	A tax imposed on the sale of fuel. 

	gross income
	The total income of an individual or couple filing jointly or separately, including all wages, rental income, and interest on investments (except tax-deferred investments). 

	income tax
	A tax imposed by the federal government on any money earned during a fiscal year. 

	inheritance tax
	A tax imposed on the transfer of property from a deceased person.

	progressive taxes
	A form of taxation where people who earn more are charged a higher percentage of their income than people with lower incomes.

	property tax
	A tax paid by owners of property, based on the estimate of the property’s value.

	taxable income
	Income after all deductions and exemptions have been subtracted. Using a tax table, taxes are figured based on the taxable income.

	tax brackets
	The divisions at which tax rates change in a progressive tax system. Income past a certain point will be taxed at a higher rate.

	tax credits
	Amounts subtracted directly from the taxes due, not from income as deductions are. There are many types of tax credits, including the Earned Income Tax Credit and the Child Tax Credit.
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