
FEDERAL INCOME TAX
the basic formula for

The Federal government taxes 
salaries, wages, investments, and 
other types of income.

exclusions are types of income 
that are not taxed, such as 
municipal bond interest.

Personal exemptions are individual 
tax benefits for each taxpayer and 
dependent.

Deductions can be standard or 
itemized to encourage behavior such 
as charitable contributions.

There is no single “tax rate”.
The US utilizes a progressive tax 
rate system meaning that Taxable 
Income is divided into segments and 
each segment is taxed at a different 
rate. The rate increases for each 
income segment.

INCOME
- EXCLUSIONS
=  ADJUSTED GROSS 
    INCOME (AGI)

Credits directly reduce tax liability 
(taxes owed) and are related to a 
specific taxpayer circumstance, 
expenditure, or income level.

One example is the child tax credit.

AGI 
- EXEMPTIONS
- DEDUCTIONS
= TAXABLE INCOME

TAXABLE INCOME
x TAX RATES
=  TAX LIABILITY
tax liability
- credits
= TAXES PAID
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