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Taxes are inevitable, but if you're educated, you can soften their impact. Learn about tax and monetary organization, income tax and other topics in the Tax Channel. Paying a federal income tax now seems so routine that it's hard to imagine a time when income tax was controversial. The federal income tax as we know it is actually just over a hundred years old. According to the Center on Budget and
Policy Priorities, individual income taxes were $46% of federal tax revenue in 2014. That's a lot of money. How does income tax work? Every spring, employers file W-2 forms on behalf of their employees and Americans filling out federal tax returns on forms with opaque names like 1040 and 1099. Tax returns are the forms you submit to the Tax Ation Act that determine your tax liability. If you're employed,
your employer withholds some income tax payments from your paychecks. When you start a job, use IRS Form W-4 to specify how your employer should withhold taxes from your salary. The federal income tax system in this country is progressive. Progressive in tax lingo means that people with more money pay a higher share in taxes. Tax etas have tax brackets related to income. The more you do, the
higher the tax bracket and the greater the percentage of your income that is taxed. People with very low incomes or no income don't pay federal income tax at all. You don't take your tax bracket and spend that percentage on your entire income, though. That's because federal income taxes are marginal. When people refer to the tax bracket, they actually refer to the top marginal tax bracket where they fall. If
you qualify in the first bracket, your income will be taxed at that rate up to a certain income threshold. If you have income beyond what would put you in the first bracket, the additional income is taxed at the second marginal tax bracket rate, and so on. Filing your federal income tax correctly can be daunting, but income tax calculators and interactive software (such as TurboTax or H&amp;amp;amp; R Block)
is demystifying the process. Are you planning on sending your kids to college? You must have your tax return available to fill out the free application for federal student aid (FAFSA). Short history of U.S. federal income tax A&E mentioned, the federal income tax was not always part of American life. Abraham Lincoln instituted a precursor to income tax to help fund the war effort during the Civil War. That tax
was repealed in 1872, though. 1894 saw the establishment of a new income tax, but the Supreme Court ruled it unconstitutional in 1895 because the tax was direct and not distributed to the states on the basis of the population. So, in 1909, President Taft (bet you haven't thought of him for a while) proposed a constitutional amendment that would give the government the power to collect direct income tax
without spreading the tax burden across the state according to the population. It took until 1913, but on 16. 16. and the first Form 1040 was born. The Income Act of 1918 created a progressive income tax rate structure with rates as high as 77%. Serious. Since the federal income tax came into being, it has been a source of political controversy - groaning from taxpayers. Taxable incomeThere is taxable
income and there is non-taxable income. What is non-taxable income, you ask? Child support, life insurance income received after the insured dies, cash discounts and welfare benefits are all examples of non-taxable income. Your social security income may be taxed or not, depending on whether you have other income on the page and where you live. It should be clear that your taxable income can be
quite different from your actual income, depending on your circumstances. Taxable income forms the basis for your owed taxes. If you are self-employed your income tax situation is a little more complicated. Taxable income for the self-employed takes into account the fact that you have not had an employer withholding your income tax for you. In addition, you have to pay Social Security and Medicare taxes
yourself, without an employer chipping in and withholding some of your salary to cover your tax bill. If you work for someone else, you share the burden of Social Security and Medicare taxes with your employer. If you are self-employed, you shoulder the burden all on your own. The good news is that you can claim a deduction for part of that tax burden. If you expect to pay taxes of $1,000 or more when
you fill out your return, you should pay the estimated tax during the year via form 1040-ES. It may sound like a pain, but it will save you from getting a giant bill come April.Related article: Save for retirement, Save on TaxesBottom LinePaying income tax isn't exactly fun, but that money funds many important things that we all depend on. If you fill out your tax return, you need to scratch your head, consider
refering the services to an accountant or some tax preparation software. If you're lucky enough to get a tax refund at the end of the process, you have a plan for what you want to do with that money. Pay off old debts? Bulk up your emergency fund? Both good options. Tips for surviving the tax season plan going forward. Many financial advisers offer tax planning, which can help you minimize your income
tax and make smart choices to reduce taxes down the road. A matching tool like SmartAssets SmartAdvisor can help you find a person to work with to meet your needs. First, you will answer a number of questions about your situation and goals. Then the program will limit your options from thousands of advisers to up to three registered investment advisers to suit your needs. You can then read their
profiles to learn more about them, interview them on the phone or in person, and who you want to work with in the future. This allows you to find a good fit while the program does a lot of the hard work for you. Find out if you get a refund or or owes the state money so that you can plan your household budget accordingly. SmartAsset's tax return calculator can help you figure this out. Photo credit: ©
iStock/Pgiam, © iStock/VICTOR PELAEZ TORRES, © iStock/iStockFinlandPage 2 Do you know enough about financial management to take care of all your investments on your own? Or do you need the help of an experienced expert? That question comes up for millions of Americans every year. If any of these describe you, you can benefit from professional financial advice:1. You're retiring soon –
Maximizing retirement income requires smart decisions around complex topics like Social Security, 401 (k) and IRA withdrawals.2. You manage your own investments - Individual investors should check their strategies with objective third parties. You can overlook opportunities in your portfolio.3. You have children – Whether you're saving for college or planning your inheritance, there are several ways to
ensure your kids are taken care of.4. You inherited money – Have you noticed lottery winners often declare bankruptcy? It can be difficult to deal with sudden increases in wealth.5. You have a financial adviser – Depending on how you chose your advisor, it might be a better one for you. Family referrals are convenient, but do not always produce results.6. You get divorced – Untangling finances in a divorce
can be messy. Impartial advice is key.7. You want to build wealth - If you're still decades from retirement, good decisions today can add thousands to your retirement accounts. See Your 3 financial adviser battlesFind the right financial adviser who suits your needs, doesn't have to be difficult. SmartAsset's free tool matches you with the best trusted financial advisers in your 5-minute range. Each advisor
has been investigated by SmartAsset and is legally bound to act in your best interests. If you're ready to be matched with local advisors who will help you achieve your financial goals, get started now. Investopedia uses cookies to provide you with a good user experience. By using Investopedia you agree to our use of cookies. States collect income tax to pay for services such as education, medical care
and public infrastructure. A large part of each state's income comes from personal income tax as well as vat and business tax assessments. However, some states do not impose a state income tax; Instead, these states charge more in other taxes, such as sales and capital gains. You might consider a move to one of these non-income states if you cringe on income tax from your paycheck each month. But
keep in mind that you're likely to pay more in sales and property taxes. Here's all the information you need about which states don't have income taxes. Related: How much is taken out of paycheck in each state states without income tax The following states do not levy income tax on their - instead they generate money in other ways to pay for state services. You may need to a higher tax in other areas, but
it can be cheaper than the amount of tax you pay now. Here are seven states without state income tax: Alaska Florida Nevada South Dakota Texas Washington Wyoming See how those states make up for that lack of income tax - and then decide if it's worth a move. See: Here's how much Americans pay in taxes in each state of Alaska Alaska doesn't have a personal income tax or sales tax. Most of the
revenue comes from exports of oil via the Trans-Alaska Pipeline System. When oil prices are high and stable, Alaska receives a surplus of revenue, which it invests in the Alaska Permanent Fund. The fund consists of a diversified portfolio and its citizens share in their earnings each year by completing a proof of residence application. However, with oil prices falling in recent years, there has been talk of
introducing a state income tax. Florida Hot weather all year round, growing job prospects and no state income tax make Florida a popular state. Although the state does not have income tax, it requires a higher than average tax rate of 6 percent. All you need to know: Florida State Taxes Nevada Nevada also makes up for not collecting the state's income by charging a higher-than-average tax rate of 6.85
percent, on March 13, 2017. In addition, Nevada plans to increase the tax rate in 2017. Nevada's sales tax rate is not a bargain for locals, but because the state relies on tourism dollars, the rate keeps it solvent. All you need to know: Nevada State Taxes South Dakota South Dakota is a sparsely populated state - it was ranked 46th in the country in 2017. If you live here, you don't pay income tax and you
pay a low VAT rate of 4.5 percent. However, the job outlook is not good in South Dakota, and the minimum wage is low $8.65, which increased by just a penny in 2017. Related: State Minimum Wage Increases across America for 2017 Texas Texas residents pay no income tax but must handle a 6.4 percent tax rate and property taxes that are among the highest in the country. In addition, Texas' minimum
wage is just $7.25 for 2017, so wages don't provide much purchasing power even with the income tax break. Washington Without income tax to rely on, the state of Washington requires a higher sales tax to bring in revenue. At 6.5 percent, the state tax rate is among the highest in the country in 2017. Washington, however, enjoys an $11-per-hour minimum wage, which is the third highest in the U.S.
Wyoming Wyoming, which does not have a personal income tax or a business income tax, making it a business-friendly state. In addition, VAT is a reasonable 4 per cent for 2017. Wyoming is a major energy producer and collects oil production taxes to compensate for the lack of state income tax. The next state to become tax-free In 2016, Tennessee Gov. John Kasich signed the bill. Bill Haslam a bill to
reduce the Hall tax - which taxes state residents on interest and dividends - incrementally from 6 in 2016 with 1 1 every year until it is eliminated completely in the tax year 2022. That year, Tennessee will officially become the eighth state that has no income tax. Read: How to Avoid Paying Taxes Legally The pros and cons of tax-free states living in a tax-free state may be attractive to many Americans
residing in a state with high income taxes. Nothing, however, is free - states still need to collect enough revenue to fund services and infrastructure. If you don't pay income tax, you're likely to pay more in other areas like sales or property taxes. In addition, low wages and few job prospects can make it unaffordable to live in a tax-free state without income, even with this generous tax break. Next: IRS Tax
Tables 2020: What you need to know Laira Martin contributed to this article. Article.
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