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Decoding Income Taxes: How Your Income is Taxed and 
Understanding Tax Brackets 
Open-Ended Response Answer Key 

1. Possible Answer: The government uses a progressive tax system 
to ensure that those with higher incomes pay a larger portion of 
their earnings in taxes. It helps redistribute wealth and funds 
important government programs. Individuals with higher 
incomes pay higher tax rates on their additional earnings, while 
those with lower incomes pay lower rates. 

2. Possible Answer: Understanding your effective tax rate is 
essential for making informed financial decisions. It helps you 
assess your overall tax burden, plan for taxes, and consider 
strategies to reduce your tax liability. This knowledge can impact 
budgeting, investment choices, and retirement planning. 

3. Possible Answer: One example of a tax credit is the Child Tax 
Credit. It benefits taxpayers by providing a dollar-for-dollar 
reduction in their tax liability for each eligible child. For instance, 
if a taxpayer owes $2,000 in taxes and has one eligible child, the 
Child Tax Credit can reduce their tax liability by $1,000, resulting 
in a lower overall tax bill. 

4. Possible Answer: Deductions reduce taxable income and, in 
turn, the amount of income tax owed. For example, the 
deduction for student loan interest allows individuals to subtract 
the interest paid on their qualified student loans from their 
taxable income. This lowers their taxable income and, 
subsequently, their tax liability. 

 

 

 

 

 

 


