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What you think is your tax rate may not actually BE your tax rate. For instance, if you report
just over $182,000 in adjusted gross income, the tax table says you’re in the 32% tax bracket.
But you aren’t going to be paying anywhere near 32% of your reported income to Uncle Sam.

There is often a big difference between your effective tax rate and your marginal tax rate. The
marginal rate is the amount of tax that applies to each of your income above certain thresholds,
while the effective tax rate is the share of your total annual income that you will need to pay in
taxes.

To calculate the difference, imagine that you, a single filer, have earned exactly $182,101 in
taxable income for the tax year 2023, and you see from the tax tables that this would put you one
dollar into the 32% rate. But if you took the $13,850 standard deduction, that brings the amount
down to $168,251. The first $11,000 of that is taxed at a 0% rate; the next $33,725 is taxed at a
12% rate ($4,047 in taxes), the next $50,650 will be taxed at a 22% rate ($11,143 in taxes), and
the remaining $73,276 is taxed at the 24% rate ($17,586.24 in taxes). Uncle Sam has received a
check for $32,776.24, which is about 18% of the taxable income you earned. Not 32%.

The easy way to calculate your effective tax rate is to divide your tax bill by your total income.
You might still grumble about your greedy Uncle Sam, but you might also feel better that your
actual tax rate is lower than the published ones on the tax tables.
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If you have any questions about this article or want to discuss your family finances, investment
portfolio, or financial planning advice, please call on me anytime at my number (215) 325-1595
or you can click here to schedule a meeting.

Please feel free to forward this article and offer to anyone you know who might have financial
questions or need some unbiased advice. Most financial advice is sales advice. In stark contrast,
we are fee-only (non-commissioned) fiduciary advisors. We just provide truthful, unbiased

advice to our clients.
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