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Hey! How’s it going? Ummm, quick question: Can I borrow a few bucks? Just a couple hundred, a few thousand max?

I don’t need it all at once. Just a little each month and I promise I’ll pay you back in one lump sum. Oooh, but sorry, I won’t be able to pay you interest, is that OK?

If you answered "no" to the above proposition, we are on the same page. And yet most of us are essentially handing out interest-free loans on a regular basis. 

It has long been said the only two certainties in life are death and taxes, and every year it feels like a small piece of us dies when we have to go through the dreaded process of filing with the IRS. After this painful
ordeal some of us are rewarded with a nice little refund. Free money! Sweet! What’s not to like about that? But is it really free money or have you simply been putting more than your fair share into the kitty
each month without really noticing? 

If you're getting a refund that means you're over-withholding. If you owe money then you're under-withholding. Both are bad, however, you could argue there are pros to go alongside the cons. You may
intentionally be doing one or the other. That said, your outcome might very well be unintentional.

Your employer takes money out of your paycheck each month and sends it to the IRS on your behalf. How much they take out depends largely on the number of allowances you select on your W-4. (You signed
this when you first started your job, therefore, if you’ve been there awhile, it could be several years since you’ve seen one). The more the allowances you select, the less money comes out of your paycheck.
Consequently, if you select "0" allowances, you will have the maximum amount withheld and you will most likely receive a big fat check from the IRS come spring. You are required to update your W-4 if your
allowances decrease (i.e. you get divorced), however, increasing your allowances is optional because, simply put, there is no penalty for sending too much money to the Department of the Treasury.

Alternately, if you max out your allowances, your monthly take-home pay will be greater but come filing time you might need to fork over some dough. This really sucks when your friends, having recently
received their refund checks in the mail, are at happy hour ordering fancy drinks and updating Facebook to dish about their new refund-funded iPad. At least in my personal experience it sucked. I felt like I had
done something seriously wrong. I worked hard the past year! Where was my refund? Momma needs a new pair of shoes! Then I realized it's possible a refund isn’t something to get excited about. It isn’t a
bonus or a reward. It's your money. It always has been. It’s just that the IRS is getting around to returning to you, the rightful owner, months later with no interest.

What reasons could you have for wanting (dare I say celebrating) a refund? That’s personal, but I can think of a couple:

Perhaps you want to play it safe. By having excess withheld you practically eliminate the chance of being stuck with a bill or fine.1.
Maybe saving and/or budgeting are challenging for you and if the IRS has it tucked away securely in their vault then you can’t spend it on clothes, booze, books, or whatever your guilty pleasure may
be.

2.

Last, but certainly not least, irrational thought has prevailed! When I pay cash I tend to shove the change in the pocket of whatever I’m wearing and a week later when I find a fiver I had forgotten
about in my jeans I get really excited. Deep down I understand that five bucks has been mine all week but, still, I love the thrill.

3.

Let’s break it down.

There may be penalties for under-withholding. Our system is pay-as-you-go, meaning exactly what it sounds like. The IRS isn’t an agency of creditors; they don’t really want you indebted to them. Use
the calculator on the IRS.gov website to determine the proper amount your employer should withhold from your pay. Know that you can adjust your allowances throughout the year—several times a
year if need be. I can’t promise HR will love you, but it can be done.

1.

According to the IRS Publication 919, you should check your withholding if you are faced with a balance you cannot comfortably pay. Things come up and shit happens. Something could have
occurred in your life that changed your financial/tax/employment status, and we don’t always prepare for such things. But if nothing happened last year and you just don’t have the cash, or if you find

2.

A-Line Magazine | TAX REFUND 101 http://a-linemagazine.com/articles/2012/03/21/tax_refund_101

1 of 2 8/21/2012 4:26 PM



 

©2011–2012 A-Line Magazine (http://a-linemagazine.com/)

yourself in this predicament annually, then clearly this plan of not having enough tax withheld isn’t working and its time to reassess the situation. There is no shame in keeping it real.
If you think of your refund check as a treat and you look forward to getting the money and using it to buy yourself something nice, well then who am I to judge? If the rush or warm fuzzy feeling exceeds
the opportunity cost, then knock yourself out. That said, if you owe money on your credit cards and you are paying interest on that balance then perhaps you shouldn’t be in the business of lending
money. Sure, you could be investing that extra take-home pay, but you’d be hard pressed to find something that yields anything close to what you are paying the nice folks at Visa or MasterCard.

3.

It can be difficult justifying paying someone to do something we can do for ourselves, but sometimes it does makes sense to ask, maybe even pay, for help. I own scissors, a comb, and a mirror, but you won’t
catch me cutting my own hair. Don’t be afraid to enlist the services of a professional—it might end up saving you money in the long run.

Taxes are a serious and tricky business, and I am not providing tax advice. I merely hope to give you something to think about. I recommend you consult with a professional on any and all matters related to
taxes. 

Consider yourself disclosed.

Meredith Amann hails from Cincinnati and obtained her B.A in Psychology from Miami University in Oxford, Ohio. Her background includes more than six years of finance expertise working for
Private Wealth Management in San Francisco and Philadelphia, primarily with high net-worth individuals, families, and foundations. 
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