
Budgeting 103
Understanding Types of Income



• In order to become wealthy, most people think you have to get a high-
paying job. In actuality, the wealthiest individuals actually receive their 
income by doing absolutely nothing.


• We’ll explore the three income types: earned income, capital gains 
income and passive income.



Earned Income

• Earned income is any income you had to work for. It is the income that is 
likely a result of the time you spent somewhere.


• In the tax world, earned income is any income that is listed on your W2 at 
the end of the year. There is federal income tax and state income tax in 
most states. Out of all the incomes you can receive, earned income is 
taxed the highest.



Earned Income

• Earned income can also be considered the income you receive on your 
1099 if you are a contractor but that gets into more of the tax details 
which we cover in future courses.



Capital Gains Income

• Capital gains income is when you’ve flipped something for a profit. 
The most common examples are selling stocks or real estate for more 
than what you paid for it.


• For the most part, this is considered passive income because you did 
not have to trade your time to receive it. However, you do have to 
make an investment with your money to get started


• The amount you are taxed depends on your income as well as how 
long you held the asset before you sold it. There are long and short 
term capital gains taxes but we will touch on those more in future 
courses.



Passive Income

• Passive income is exactly how it sounds - you passively receive money 
without having to do anything. There are several ways to earn money 
passively such as dividend-paying stocks or rental properties.


• However, just like capital gains income, passive income requires an 
investment with your money in order to get started.



Next Steps
1) Research different assets that will create passive income.

2) Begin a savings plan to purchase the asset that you’re interested in or set the 

funds aside if you already have the full amount.

3) Purchase the asset (assuming you have done your research and due diligence).



Be sure to check out our other courses!


