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Chapter
1 Why Are Taxes So
Confusing?

I am frequently asked if a teenager
owes taxes. The simple answer is “Yes, any American earning income,
regardless of their age, owes tax.” Unfortunately, the United
States federal government's income tax system is complex and so,
naturally, there is no simple answer to the question:
do teenagers owe taxes?

The difficult question to answer is how much
the teenager owes in taxes, because there are several types of
taxes a teenager might pay and several exceptions to the tax laws.
Additionally, there are many ways that a teenager can make money
today.


	
They can have a part-time job or even several
jobs.



	
They can be self-employed like my daughter
who taught piano lessons.



	
They can be what the United States Internal
Revenue Service (IRS) calls a “household employee,” doing
babysitting or mowing grass.



	
Sometimes they are not employees but
independent contractors like my web site designer.



	
Some teenagers have “unearned income” from
savings accounts or investments in their name.





Types of Income a Teenager Can Earn

Here are some guidelines based on types of
income, types of tax, and the tax code for 2011 to help determine
if a teenager may owe taxes.


	
If a teenager has EARNED income over $5,800
(in 2011), he owes federal income tax. Earned income is money from
a job where the worker gets a W-2 (as an employee) or 1099MISC (as
an independent contractor) or from being self-employed. The dollar
threshold of $5,800 is usually adjusted annually. Chapters 3-6
cover taxes on EARNED income.



	
If a student has UNEARNED income over $950
(in 2011), he will owe federal income tax. Unearned income is
income from investments such as interest on a savings account,
dividends from stock and mutual funds owned in a custodial account,
and capital gains distributions from a mutual fund. The dollar
threshold of $900 was last adjusted (increased) by $50 in 2008.
Chapter 7 will cover unearned income and the infamous “kiddie
tax.”



	
If a student has SELF-EMPLOYMENT income over
$400, he owes self-employment tax. Self-employment income is the
profit from a business. Self-employment tax is the same as Social
Security (FICA) and Medicare for self-employed people. The dollar
threshold of $400 has not been adjusted in decades. Chapters 4 and
5 cover self-employment as a independent contractor or business
owner.





Visit: http://www.smashwords.com/books/view/120608
to purchase this book to continue reading. Show the author you
appreciate their work!
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