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Federal Income Tax​ in U.S.A
Q 1: Explain the difference between a tax credit and a tax deduction. Which would help a 28% tax bracket taxpayer most, a $2,000 deduction or a $400 credit? A 15 percent tax bracket taxpayer?
Both tax credit and tax liability reduce the income tax liability that one is supposed to incur or pay to the Federal Government. However, this does not mean that these two are the same. They are different despite both of them being capable of reducing the amount of income tax liability in the United States of America (US Tax Center at IRS, 2018). The main difference between tax credit and tax deductions is that tax credits reduce the tax liability of a taxpayer dollar for dollar or by the same amount (US Tax Center at IRS, 2018). Meaning that a one dollar tax credit reduces tax liability by a dollar. For example, a tax credit of $500 reduces the tax liability of a taxpayer by $500. This means that a tax credit of $500 saves the taxpayer $500. On the other hand, tax deductions lower the taxable income and are consequently equated to the percentage of the tax bracket of the taxpayer (US Tax Center at IRS, 2018). This means that the tax reductions reduce the taxable income of the taxpayer by the percentage of the marginal tax bracket of the taxpayer (Bourassa & Yin, 2008). For example, if a taxpayer is in the 20% tax bracket, a tax reduction of $500 dollars reduces his or her taxable income by $100 (This is because 20% of $500 is $100).
Since tax credit reduces the tax liability itself dollar for dollar, it is subtracted directly from the tax amount owed to the IRS. Tax deductions, on the other hand, are subtracted from the gross income of the taxpayer and that is why deductions reduce the taxable amount of the taxpayer (Bourassa & Yin, 2008).
For a 28% tax bracket taxpayer, $2,000 deductions will save him (0.28x$2,000=$560). This means that the 28% tax bracket taxpayer with $2,000 deductions will save $560. On the other hand, a $400 tax credit will save $400 because tax credits reduce amount owed dollar for dollar. Therefore, for a 28% tax bracket taxpayer, the $2,000 tax deduction would help most.
For a 15% tax bracket taxpayer, $2,000 deductions will save (0.15x$2,000=$300). This means that for this taxpayer, a $2,000 tax deduction will save $300. On the other hand, a tax credit of $400 will save $400. Therefore, for a 15% tax bracket taxpayer, a tax credit of $400 would help most.
Q 6: What criteria must be met for personal property taxes to qualify as an itemized deduction?
For personal property taxes to qualify for the itemized deduction, the tax must be charged to the taxpayer annually and must have been paid during the tax year (Internal Revenue Service Website, 2018). Furthermore, that tax must be based on the value of the personal property for which the tax is charged. Even if the tax is being collected quarterly or twice a year, it must be charged annually to the taxpayer and it must have been paid on an annual basis by the taxpayer to qualify for personal tax itemized deduction (Internal Revenue Service Website, 2018). Therefore, it is important to understand that the personal tax cannot be eligible for itemized deduction if it is not charged annually and if it is not based on the value of the personal property. It must be exclusively based on the value of the personal property owned.
Q16: What happens to any unused charitable contributions?
Any unused charitable contributions are carried over to the next year if the deductions exceed 50% of the adjustable gross income. According to the Internal Revenue Service, Publication 526 (2017), in the event that the charitable contributions exceed 50% of the adjustable gross income, the unused charitable contributions are carried forward to the next year where the limits to which the contributions are appended apply for the years they are carried to. For example, if the limit was 50%, for the year from which the charitable contributions are being carried forward, the limit will remain 50% for the year to which the contributions are carried to. However, the unused contributions cannot be carried forward beyond 5 years. Only special organizations contributions qualify for an extension of carrying forward for 15 years. The unused contributions are carried forward to the next year and the limit applies until they are all used up.
Q 16: What is the purpose of the foreign tax credit?
Foreign tax credits occur when an American pays income tax imposed on him legally in a foreign country to the foreign government and claims such tax as a tax credit against his or her US federal income tax (Perez, 2018). Therefore, the main purpose of the foreign tax credit is to avoid or reduce the tax impact on income earned caused by double taxation from both the US federal government and the foreign government of the country to which the American pays income tax (Perez, 2018). This tax credit, therefore, serves the purpose of avoiding suffering tax impacts twice which might reduce the amount the taxpayer remains with after taxes.
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