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Photo	courtesy:	skynesher/iStock	Taxes	may	not	be	the	most	exciting	financial	issue,	but	they	are	definitely	important.	In	the	United	States,	federal	and	state	governments	need	money	to	provide	certain	services	and	benefits	that	we	would	not	otherwise	have	access	to,	from	social	security	payments	to	local	environmental	projects.	The	way	these
governments	get	that	funding	is	largely	by	collecting	taxes	on	working	adults	and	on	various	corporate	entities.	If	you	earn	money	every	year,	whether	this	is	from	working	at	your	job	or	another	source,	you	will	need	to	pay	income	taxes	on	those	funds.	But	federal	and	state	tax	systems	can	seem	complicated,	and	you	may	be	curious	about	what	they
are,	how	they	work	and	what	they	mean	for	your	personal	finances.	Fortunately,	income	taxes	are	relatively	straightforward	once	you	have	a	thorough	understanding	of	the	basics.	Photo	courtesy:	sinologia/Getty	Images	To	better	understand	income	taxes,	let’s	get	back	to	basics.	Income	is	any	money	paid,	usually	on	a	regular	basis,	in	exchange	for
work	you’ve	done	or	investments	you’ve	made.	Taxes	are	mandatory	monetary	taxes	a	government	collects	from	individuals	to	finance	government	spending	initiatives.	Put	them	together,	and	you	get	income	taxes:	a	percentage	of	the	money	you	earn	that	you	pay	to	the	government	on	an	annual	basis.	Income	is	divided	into	two	categories:	earned
income	and	unregistered	income.	Accumulated	income	is	income	you	get	in	exchange	for	work	you	do.	It	includes	money	like	your	salary	or	salary	and	advice.	Unearned	income	is	money	you	receive	without	working	for	it	or	performing	a	service	for	it.	Examples	of	unrecorded	income	include	interest	from	bank	accounts,	dividends,	investment
earnings,	inherited	money	and	alimony	payments	made	to	you.	You	pay	taxes	on	both	types	of	income	if	you	receive	them,	but	their	tax	rates	differ.	State	and	federal	governments	use	the	money	they	raise	in	income	taxes	to	fund	all	the	services	needed	to	keep	their	jurisdictions	operating	and	citizens	safe.	At	the	state	level,	this	could	include
municipal	services	such	as	schools,	fire	departments,	ambulances,	and	police	departments.	Road	work	and	public	parks	are	other	examples	of	services	that	state	governments	finance	through	income	taxes.	At	the	federal	level,	income	taxes	support	the	military	and	the	operation	of	federal	agencies	and	their	divisions.	Income	taxes	also	provide	funds
for	a	variety	of	government	programs,	such	as	Social	Security,	WIC,	and	Medicare.	Photo	Courtesy:	damircudic/Getty	Images	Individuals	and	businesses	pay	income	taxes.	When	you	earn	income,	you	are	required	to	pay	a	certain	percentage	of	it	to	the	government	through	the	Internal	Revenue	(IRS)	–	the	federal	agency	that	collects	taxes	and
enforces	tax	laws.	The	percentage	is	based	on	your	family’s	financial	situation	and	the	amount	of	money	you	earn	over	a	certain	period	of	time.	In	the	case	of	income	taxes,	which	Each	year,	the	IRS	publishes	tax	bands	that	determine	how	much	of	your	income	you	owe	in	federal	taxes.	The	tax	bands	are	divided	by	state	of	deposit.	Married	people,
single	people	and	heads	of	household	all	have	their	own	tax	tables.	Tax	bands	are	a	progressive	system,	which	means	that	the	lower	a	person’s	income,	the	lower	his	tax	rate	and	each	band	has	a	range	of	values.Most	people	don’t	have	a	single	income	tax	rate.	That’s	because	different	income	brackets	have	different	tax	rates,	and	you	only	pay	one	tax
on	the	amount	of	your	income	that	falls	into	that	bracket.	Here’s	an	example	to	illustrate	how	it	works.	Imagine	there	are	three	tax	bands,	each	with	its	own	rate	(keep	in	mind	that	these	numbers	do	not	represent	the	actual	federal	rates	and	are	greatly	simplified):	$0	Â¢$20,000	in	income	has	a	5%	tax	rate	$20.001	Â¢$60,000	in	income	has	aâ	Â	Â¢	Â
Â	Â	Â	Â	Â	Â	Â	Â	Â	Â	Â	Â	Â	Â	10%	tax	rate	$60.001	and	above	has	a	15%	tax	rate	Based	on	this	example,	if	you	earned	15,000	in	a	year,	you	will	only	pay	5%	of	income	tax.	If	you	earn	$30,000,	you’ll	pay	5%	tax	on	your	earnings	up	to	$20,000	and	10%	tax	on	$9,999,	which	is	the	difference	between	$30,000	and	$20.001.	If	you’ve	earned	$80,000,	you’ll
pay	5%	income	tax	on	your	earnings	up	to	$20,000,	10%	income	tax	on	the	$39,999	you’ve	earned	falling	in	the	$20,001-60,000	range,	and	15%	on	the	$19,999	you’ve	earned	over	$60,000.Many	people	think	about	state	taxes	and	federal	governments	that	record	as	income	taxes	“this”	is	because	the	annual	tax	deposit	due	April	15	of	each	year	is
called	an	income	tax	return.	But	taxpayers	pay	income	taxes	more	than	once	a	year,	and	some	types	of	people	earn	tax	files	more	times	a	year.	Work	income	is	taxed	on	every	salary.	The	self-employed	pay	taxes	both	quarterly	and	annually.	Companies	pay	income	taxes	annually.	Ã	̈	Photo	Courtesy:	Nitat	Termmee/Getty	Images	Regarding	work	income,
as	we	said,	part	of	every	salary	received	during	the	year	goes	toward	income	taxes.	The	amount	deducted	from	your	cheque	before	it	is	paid	is	called	a	withholding	and	is	intended	to	cover	income	taxes	incrementally	over	the	course	of	the	year,	so	you	don’t	have	to	pay	a	lump	sum	when	your	tax	deposit	expires.	Generally,	companies	apply	these
income	tax	deductions	for	their	employees,	and	self-employed	entrepreneurs	are	responsible	for	paying	income	taxes	because	they	are	considered	to	be	their	employers	for	tax	purposes.	The	amounts	of	these	deductions	are	based	on	a	combination	of	the	law,	the	W-4	form	submitted	to	your	employer	and	any	other	State	withholding	tax	applicable.
The	W-4	and	similar	state	forms	are	called	forms	of	withholding	tax	because	they	determine	the	amount	of	income	tax	will	be	withheld	from	each	salary.	The	selections	you	make	when	you	fill	out	the	form	determine	your	deposit	status	(e.g.	joint	marital	deposit,	separate	marital	deposit,	single	or	For	a	number	of	reasons,	some	people	choose	to
withhold	more	income	tax	per	salary	than	is	necessary.	Income	taxes	paid	after	the	end	of	the	calendar	year	are	a	reconciliation	between	you	and	the	state	or	federal	government.	This	is	when	you	pay	taxes	based	on	your	actual	earnings,	your	deposit	status,	and	the	number	of	dependants,	even	if	you	have	chosen	to	report	different	information	about
the	withholding	forms.	If	you	have	extra	money	withheld	beyond	what	you	actually	owe,	the	IRS	will	refund	it	to	you.	If	you	don’t	have	enough	money	withheld,	maybe	because	you	wanted	bigger	checks	during	the	year,	you	might	be	indebted	with	IRS	money	at	the	time	of	deposit.	Photo	Courtesy:	Kemal	Yildirim/iStock	With	a	few	exceptions,	the
process	of	filing	and	paying	state	and	federal	income	taxes	works	the	same	way.	The	difference	is	who	pays	and	how	much	they	pay.	The	federal	government	levies	an	income	tax	on	all	people	earning	income	across	the	country,	and	uses	the	same	standardized	tax	bracket	system,	which	can	change	every	year,	for	all	taxpayers.	On	the	contrary,
Member	States	do	not	always	levy	income	taxes	and	do	not	always	use	brackets.	Some	states	have	a	flat	rate	of	income	tax,	so	all	taxpayers	pay	the	same	rate	regardless	of	how	much	they	earn.	Other	states	don’t	have	income	taxes	at	all.	Photo	Courtesy:	Paul	Giamou/Getty	Images	If	you	are	a	working	American	citizen,	you	will	most	likely	have	to	pay
taxes.	And	if	you’re	reading	this	article,	you’re	probably	curious	to	know	exactly	what	you’re	paying	for.	We’ll	explain	everything	you	need	to	know	about	paying	taxes.	Why	are	they	important?	What	are	you	paying	for?	How	are	they	used?	How	do	you	calculate	your	taxes?	We	will	explore	all	this	and	much	more.	Are	you	ready?	Let’s	go.	Let’s	go.
Photo	Courtesy:	Peter	Dazeley/Getty	Images	The	government	uses	taxes	to	fund	essential	community	projects.	For	example,	taxes	directly	contribute	to	our	health	care,	education	and	governance.	Taxes	are	essential	to	fund	various	medical	research,	as	well	as	health	care	and	social	security.	At	the	same	time,	the	public	education	system	is	heavily
dependent	on	your	taxes,	as	you	help	improve	the	lives	of	the	less	fortunate.	Fees	also	go	for	city	maintenance,	for	example,	road	improvement,	lighting,	and	more.	In	short,	taxes	have	a	direct	impact	on	economic	and	social	well-being.	Photo	Courtesy:	Steven	Heap/EyeEm	/	Getty	Images	Before	we	go	into	more	detail	about	how	much	you	will	pay
your	taxes,	let’s	take	a	closer	look	at	what	a	tax	is.	Officially	defining	a	tax	is	an	essential	burden	on	a	government	organization.	This	fee	is	used	finance	various	projects	as	well	as	public	expenditure.	Every	U.S.	citizen	who	works	is	required	to	pay	taxes	â	failure	to	pay	is	a	criminal	offense.	The	amount	of	tax	you	pay	will	depend	on	your	annual	annual
although	you	can	also	find	other	types	of	taxes	such	as	property	taxes,	sales	taxes,	property	taxes,	inheritance	taxes,	and	many	more.	Photo	Courtesy:	Andersen	Ross	Photography	Inc/Getty	Images	People	are	taxed	according	to	the	law	of	the	country	in	which	they	are	considered	to	be	resident.	For	the	United	States,	being	taxed	is	essential	if	you	are
receiving	an	income.	Every	year,	working	adults	declare	their	income	to	the	IRS	on	a	day	known	as	“tax	day.”	This	is	done	with	tax	forms,	which	people	must	send	to	the	IRS.	In	these	forms,	you	can	also	note	the	expenses	that	allow	you	to	lower	the	amount	of	tax”.The	rules	for	tax	deductions	vary	and	need	to	be	thoroughly	reviewed	to	avoid	further
IRS	investigations.	Getting	taxed	is	usually	unavoidable	as	your	employer	will	let	the	IRS	know	how	much	you’ve	been	paid.	If	you	report	a	wrong	figure,	IRS	will	be	able	to	find	it	out	by	comparing	the	figure	provided	by	your	employer.	Photo	Courtesy:	Thana	Prasongsin/Getty	Images	We’ve	already	looked	briefly	at	where	the	taxes	are	going,	so	let’s
try	to	understand	exactly	where	the	US	taxpayer’s	money	went	in	2018.	Total	government	spending	was	noted	as	$4.22	trillion.	Here’s	how	they	spent	tax	money	in	2018:	Social	Security:	$987.8	billion	or	23.4%	of	total	federal	spending	National	Defense:	$631.2	billion	or	15%	of	total	spending	Medicare:	$588.7	billion	or	14%	of	total	spending
Healthcare:	$551.2	billion	or	13.1%	of	total	spending	Social	Security	Programs:	$495.3	billion	or	11.8%	of	total	expenditure	Interest	on	debt	International	affairs:	$49	billion	or	1.2%	of	total	expenditure	Administration	of	justice:	$60.4	billion	or	1.4%	of	total	expenditure	Community	and	regional	development:	$42.2	billion	or	1%	of	total	expenditure
Natural	resources	and	environment:	$39.1	billion	or	0.9%	of	total	expenditure	Science	Space	and	Technology:	$31.5	billion	or	0.8%	of	Total	Spending	Public	Administration:	$23.9	billion	or	0.6%	of	Total	Spending	Agriculture:	$21.8	billion	or	0.5%	of	Total	Spending	Energy:	$2.2	billion	or	0.05%	of	Total	Spending	Ã	̈	Photo	Courtesy:	Constantine
Johnny/Getty	Images	The	Limits	are	defined	as	the	range	determining	the	amount	of	tax	payable.	This	depends	on	your	deposit	status	and	your	taxable	income.	It	is	important	to	note	that	the	tax	bracket	will	not	be	the	only	determining	factor	in	determining	the	amount	of	tax	due.	For	example,	if	your	income	increases,	you	will	be	charged	different
rates.	For	fiscal	year	2020,	the	tax	bands	have	been	indicated	as	10%,	12%,	22%,	24%,	32%,	35%	and	37%.	Photo	Courtesy:	Emilija	Manevska/Getty	Images	Once	you	know	which	tax	bracket	you	belong	to,	it	is	time	to	calculate	taxes.	The	first	thing	you	should	do	is	calculate	your	actual	tax	rate.	This	is	your	income	after	removing	the	standard
deduction.	In	2020,	the	standard	deduction	amounted	to	12,400	dollars	for	a	family	nucleus,	24,800	dollars	for	a	family	nucleus	and	18,650	dollars	for	the	householder.	TheStep	is	looking	at	your	expenses.	If	they	are	more	than	the	standard	deduction,	you	can	enter	these	deductions	to	maximize	benefits.	You	can	do	this	for	various	medical	expenses,
mortgage	interest,	business	expenses,	and	much	more.	Since	tax	calculation	is	a	complicated	process,	it	is	best	to	use	specific	tax	calculation	tools	that	can	make	filing	easier.	TurboTax	remains	a	popular	choice	when	it	comes	to	accurately	calculating	taxes.	However,	you	can	also	find	a	lot	of	free	tax	calculators	to	get	an	estimate.	Photo	Courtesy:
Ronnie	Kaufman/Getty	Images	Capital	gains	are	typically	associated	with	equities	and	must	be	claimed	on	income	taxes.	They	are	divided	into	short-term	or	long-term	earnings.	Short-term	capital	gains	are	the	result	of	selling	an	asset	that	the	taxpayer	has	owned	for	a	year	or	less.	These	taxes	are	paid	at	the	rate	of	your	regular	income.	Meanwhile,
long-term	capital	gains	refer	to	assets	held	for	more	than	one	year.	The	long-term	capital	increase	rates	are	equal	to	0,%	15,%	and	20,%	Keeping	your	assets	for	more	than	a	year,	you	can	expect	to	pay	the	lower	tax	than	you	want	for	short-term	capital	gains.	Photo	courtesy:	Kiyoshi	Hijiki/Getty	Images	We’ve	already	looked	at	how	your	taxes
contribute	to	society,	so	let’s	look	at	what	taxes	charge	for	your	personal	benefits.	Paying	taxes	can	help	with	your	loan	approval,	especially	when	it	comes	to	home	loans.	Many	loan	companies	require	you	to	send	your	income	tax	return	(ITR)	and	without	it,	your	loan	application	can	be	rejected.	Also,	if	you	are	applying	for	a	U.S.	visa,	you	will	have	to
pay	the	fees	for	at	least	2-3	years	before	you	can	get	your	visa	application	approved.	The	ITR	receipt	also	serves	as	your	proof	of	income	â	if	you	are	self-employed,	this	makes	it	easier	to	handle	any	financial	transaction.	Payment	fees	are	an	essential	duty	of	every	working	American.	It	is	extremely	important	to	make	sure	that	tax	calculations	are	done
correctly	to	avoid	any	IRS	investigation.
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