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Tax Fundamentals: From Calculation to
Outcome – Why Your Tax Result May Feel
Off
 

Todd  A.  Herman,  CFP®  –  Financial  Advisor  |  Financial  Planning
Specialist

Our last discussion on how deductions and credits shape the outcome focused on the
factors that may change results within a tax calculation. But for many individuals,
that clarity does not always carry through to the final step. By the time the return is
complete, the number people focus on, whether they receive a refund or owe money,
can feel disconnected from everything that came before.
That question surfaced in a recent conversation with a client reviewing her return. After walking through her income,
deductions, and credits, she paused at the final page.

“I thought I understood how this worked,” she said. “But I still don’t understand why I owe this much. Didn’t I already pay
my taxes throughout the year?”

It is a common point of confusion. By the time a return is filed, two separate processes have already occurred. One
determines how much tax is owed. The other determines how much has already been paid.

The difference between those two numbers is what appears at the end of the return. Yet that number is often interpreted
as the outcome itself.

This discussion is most relevant for individuals who are beginning to manage their own finances or seeking to better
understand how tax brackets and tax payments interact, and why the final result on a return can feel inconsistent with
expectations.

HOW TAX IS CALCULATED: A LAYERED SYSTEM
After income is identified and deductions are applied, the remaining amount – taxable income – is used to calculate the
tax itself (refer to our 2026 AGI/MAGI Summary Guide).

For most individuals, this calculation applies to ordinary income and follows a progressive structure. Income is divided
into ranges, or tax brackets, with each range taxed at a different rate.
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This distinction is often described in terms of marginal and effective tax rates. The marginal rate applies to the next dollar
earned, while the effective rate reflects the average rate paid across all taxable income.

Rather than applying a single rate to all income, the system taxes income incrementally. Reaching a higher bracket does
not mean all income is taxed at that rate. Only the portion within that range is affected, while the rest continues to be
taxed at lower rates.

Other types of income may follow different rate structures, but the concept of layering still applies when understanding
how income moves through the system.

HOW TAXES ARE PAID: A SEPARATE PROCESS
While the calculation determines how much tax is owed, payments toward that tax typically occur throughout the year.

For many individuals, this happens through withholding from wages. Each paycheck includes an estimate of taxes owed,
which is sent to the IRS on the individual’s behalf. Others may make estimated payments based on income that is not
subject to withholding, such as self-employment income or investment earnings.

These payments are not exact. They are designed to approximate the eventual tax liability based on available information
at the time (refer to our guide to help assess whether you need to start making estimated federal income tax payments).

The system accounts for that uncertainty. Under safe harbor rules, individuals may avoid penalties if they pay a sufficient
portion of their tax liability throughout the year, even if the final amount owed differs at filing. In practice, the goal is not
exact precision, but reasonable alignment between payments and the underlying calculation.

By the end of the year, the total amount paid may be higher or lower than the calculated tax. The return reconciles that
difference.

WHEN CONFUSION OFTEN BEGINS
The final number on a tax return, either a refund or an amount owed, represents the difference between two separate
figures:

The total tax liability, determined through the calculation•

The total payments made throughout the year•

A refund means more was paid than required. A balance due means less was paid than required.

What creates confusion is that this number becomes the focal point, even though it is not the tax outcome itself. It
reflects how closely payments matched the calculation.

Two individuals with identical income and identical tax liability may still have very different results at filing if their
withholding or estimated payments differed throughout the year.

In that sense, the final number reflects alignment, not performance.
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PLANNING IMPLICATIONS: INTERPRETING THE OUTCOME WITH
DISCIPLINE
For the client sitting across the table, this distinction reframed the conversation.

What initially appeared to be an unexpected result was, in practice, a difference between what was owed and what had
already been prepaid. The tax itself had been calculated consistently. The variation came from how closely her
withholding matched that calculation.

From a planning perspective, this shifts the focus away from the final number and toward what that number represents.

A refund is not a benefit in itself, just as a balance due is not necessarily a negative outcome. Both are indicators of how
payments aligned with the underlying tax liability.

Over time, reviewing withholding or estimated payments can reduce variability in outcomes. However, the more
meaningful planning opportunities tend to occur earlier in the process, in how income is earned, how deductions and
credits apply, and how financial decisions are timed.

Viewed comparatively, tax brackets are often treated as the primary driver of outcomes. In practice, they are the
framework through which income is taxed. The more meaningful differences tend to arise from how income is
structured, adjusted, and recognized over time.

Understanding the difference between how taxes are calculated and how they are paid shifts the focus away from a
single number at filing and toward the broader structure that produced it.

As income, timing, and financial decisions evolve, maintaining that perspective supports more consistent interpretation
and a more disciplined approach to long-term planning.

IMPORTANT DISCLOSURES:
Please remember that past performance is no guarantee of future results.  Different types of investments involve varying degrees of risk, and there can be no assurance that
the future performance of any specific investment, investment strategy, or product (including the investments and/or investment strategies recommended or undertaken by
Grimes & Company Wealth Management, LLC (d/b/a Grimes & Company), or any non-investment related content, made reference to directly or indirectly in this blog will be
profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various factors,
including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.  Moreover, you should not assume
that any discussion or information contained in this blog serves as the receipt of, or as a substitute for, personalized investment advice from Grimes. To the extent that a
reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the
professional advisor of his/her choosing. No amount of prior experience or success should be construed that a certain level of results or satisfaction will be achieved if
Grimes is engaged, or continues to be engaged, to provide investment advisory services. Grimes is neither a law firm nor a certified public accounting firm and no portion of
the blog content should be construed as legal or accounting advice. A copy of the Grimes’ current written disclosure Brochure discussing our advisory services and fees is
available for review upon request or at https://www.grimesco.com/form-crs-adv/. Please Note: Grimes does not make any representations or warranties as to the accuracy,
timeliness, suitability, completeness, or relevance of any information prepared by any unaffiliated third party, whether linked to Grimes’ web site or blog or incorporated
herein, and takes no responsibility for any such content. All such information is provided solely for convenience purposes only and all users thereof should be guided
accordingly. Please Remember: If you are a Grimes client, please contact Grimes, in writing, if there are any changes in your personal/financial situation or investment
objectives for the purpose of reviewing/evaluating/revising our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable
restrictions to our investment advisory services.  Unless, and until, you notify us, in writing, to the contrary, we shall continue to provide services as we do currently. Please
Also Remember to advise us if you have not been receiving account statements (at least quarterly) from the account custodian./
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