
What’s In My Paycheck?
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Examples and Practice
Read the two scenarios below and construct a spreadsheet that helps you 
answer the questions that follow.

 

 

Create a spreadsheet that will calculate:
What is the weekly pay for Job 1? 

 
What is the hourly wage for Job 1 including overtime hours? 

 
What is the weekly pay for Job 2? 

 

Besides base pay, another important part of the compensation package is 
whether or not additional earning opportunities are available. These are often 
presented to employees as a bonus or a commission. In both cases, this is 
money that is offered to the employee in addition to the base pay. Sometimes 
known as variable pay, the employee usually has to earn a bonus or 
commission based on achieving a pre-determined objective set by the 
employer. Typical objectives would be achieving a certain amount of sales, 
reducing expenses by a certain amount, boosting departmental productivity, 
and so on. Bonuses are typically paid as a flat sum whereas commissions are 
usually a percentage amount. Below are two examples of how a bonus or 
commission might be presented to an employee.

Your boss offers you monthly bonus of $200 if you obtain five new 
 customers each month

Your boss offers you a 3% commission for every dollar’s worth of 
 product you sell. 

Examples and Practice
Compare the two jobs by calculating:

 
  money for the year?

 
  that equate to throughout the year?

  these is a better paying job? Why?

Try It!

Try It!

bonus
a sum of money given to an 

employee (usually one that is 
paid a salary) in addition to 

the employee’s usual wages; 
usually based on business or 
employee performance, not 

guaranteed

commission
a fee paid to an employee or 

agent for providing a service, 
such as a sale

variable pay
compensation that must be 

earned (such as commission) 
each time in order to be paid 

to the employee 

compensation package: 
all of the wages (salary, bonus, commission) and benefits provided by an 

employer  

wages:  
money paid or received for work or services completed, usually by the 

hour, day, or week 

salary: 
wages an employee receives from the employer on a regular basis, 

usually weekly, bi-weekly or monthly.
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 is the primary means that most employers use to assist employees 
with the cost of medical, dental, and vision care. Employers often pay part or 
all of an employee’s insurance premium as a benefit of employment. The 
employer will sometimes even cover part of the cost of insurance for 
employees’ family members. This means that through the employer, the 
employee can gain medical, dental, life, vision and/or disability insurance at a 
reduced cost or even at no cost. When considering a job, the amount of money 
an employer will pay for insurance premiums and the types of insurance 
offered should be carefully considered.

Examples and Practice
Read the two scenarios below and answer the questions that follow.

The employer will pay half of the monthly insurance premiums for 
your medical, dental and vision insurance. The total cost for these each 
month is $470. You get disability insurance at no cost and an amount of 
life insurance equal to one year’s salary at no cost. 

The employer will pay 75% of the $500 monthly insurance 
premiums for your medical and dental insurance. You can purchase vision 
insurance for $5 per month. Your disability insurance costs $35 per month 
and the employer provides an amount of life insurance equal to the value 
of 1½ times your salary at no cost. 

Compare the two jobs by calculating:

  dental and vision insurance and all the other benefits listed?

  medical, dental and vision insurance and all the other benefits listed?

Another important factor to consider when reviewing a job offer is paid time 
. Paid time off can be used for many things: vacation, attending to 

personal business, etc. Employers may offer paid time off as set holidays such 
as Thanksgiving or as vacation where employees are paid their usual pay for 
work even though they are not performing any work for the employer. Sick 
leave is also offered by many employers, so that if an employee is ill or 
temporarily disabled, days may be taken off from work. Some employers offer 
full or partial payment for a certain number of sick days, while others allow 
employees to take sick days without pay. 

 is another popular benefit that some employers offer. By issuing 
stocks, bonds or cash, the employer shares some of the company’s profits with 
employees. Most of the time, this is not a guaranteed benefit. The company 
must reach a certain profit level before profits are shared with employees.

insurance
promised payment for 

specific, potential and/or 
future losses in exchange for a 

periodic payment

time not worked by an 
employee for which the 
regular rate, a fixed or a 

prorated amount of pay, is 
accrued and paid to the 

employee

sick leave

work for an employee 
temporarily unable to perform 

duties due to illness or 
disability

profit sharing
a program in which the 

employer shares some of its 
profits with employees 

through stocks, bonds or cash

Try It!

insurance: 
promised payment for specific, 
potential and/or future losses in 
exchange for a periodic payment 

paid time off (PTO): 
time not worked by an employee 
for which the regular rate, a fixed 

or a prorated amount of pay, is 
accrued and paid to the employee  

sick leave: 
work for an employee temporarily 

unable to perform duties due to 
illness or disability 

profit sharing: 
a program in which the employer 

shares some of its profits with 
employees through stocks, bonds 

or cash

gross pay: 
regular pay, overtime pay, and other taxable 

earnings paid to an employee during a pay period 
before any obligations, such as taxes, are deducted  

income taxes: 
percentage of your income paid to the government 

each year  

withholding: 
part of an employee’s wages or salary that is 

withheld by the employer as partial payment of 
the employee’s income taxes 

FICA: 
stands for Federal Insurance Contributions Act, a 

federal payroll tax paid by employers and 
employees to fund government programs that 

provide benefits to retirees  

dependent: 
someone (such as a child under 18) who relies on 

an adult for support 

net pay: 
remaining amount of pay after taxes, retirement 

contributions and other deductions are made

Form W-4 (2016)
Purpose. Complete Form W-4 so that your employer 
can withhold the correct federal income tax from your 
pay. Consider completing a new Form W-4 each year 
and when your personal or financial situation changes.
Exemption from withholding. If you are exempt, 
complete only lines 1, 2, 3, 4, and 7 and sign the form 
to validate it. Your exemption for 2016 expires 
February 15, 2017. See Pub. 505, Tax Withholding 
and Estimated Tax.
Note: If another person can claim you as a dependent 
on his or her tax return, you cannot claim exemption 
from withholding if your income exceeds $1,050 and 
includes more than $350 of unearned income (for 
example, interest and dividends).

Exceptions. An employee may be able to claim 
exemption from withholding even if the employee is a 
dependent, if the employee:
• Is age 65 or older,

• Is blind, or

• Will claim adjustments to income; tax credits; or 
itemized deductions, on his or her tax return.

The exceptions do not apply to supplemental wages 
greater than $1,000,000.
Basic instructions. If you are not exempt, complete 
the Personal Allowances Worksheet below. The 
worksheets on page 2 further adjust your 
withholding allowances based on itemized 
deductions, certain credits, adjustments to income, 
or two-earners/multiple jobs situations. 

Complete all worksheets that apply. However, you 
may claim fewer (or zero) allowances. For regular 
wages, withholding must be based on allowances 
you claimed and may not be a flat amount or 
percentage of wages.
Head of household. Generally, you can claim head 
of household filing status on your tax return only if 
you are unmarried and pay more than 50% of the 
costs of keeping up a home for yourself and your 
dependent(s) or other qualifying individuals. See 
Pub. 501, Exemptions, Standard Deduction, and 
Filing Information, for information.
Tax credits. You can take projected tax credits into account 
in figuring your allowable number of withholding allowances. 
Credits for child or dependent care expenses and the child 
tax credit may be claimed using the Personal Allowances 
Worksheet below. See Pub. 505 for information on 
converting your other credits into withholding allowances.

Nonwage income. If you have a large amount of 
nonwage income, such as interest or dividends, 
consider making estimated tax payments using Form 
1040-ES, Estimated Tax for Individuals. Otherwise, you 
may owe additional tax. If you have pension or annuity 
income, see Pub. 505 to find out if you should adjust 
your withholding on Form W-4 or W-4P.
Two earners or multiple jobs. If you have a 
working spouse or more than one job, figure the 
total number of allowances you are entitled to claim 
on all jobs using worksheets from only one Form 
W-4. Your withholding usually will be most accurate 
when all allowances are claimed on the Form W-4 
for the highest paying job and zero allowances are 
claimed on the others. See Pub. 505 for details.
Nonresident alien. If you are a nonresident alien, 
see Notice 1392, Supplemental Form W-4 
Instructions for Nonresident Aliens, before 
completing this form.
Check your withholding. After your Form W-4 takes 
effect, use Pub. 505 to see how the amount you are 
having withheld compares to your projected total tax 
for 2016. See Pub. 505, especially if your earnings 
exceed $130,000 (Single) or $180,000 (Married).
Future developments. Information about any future 
developments affecting Form W-4 (such as legislation 
enacted after we release it) will be posted at www.irs.gov/w4.

Personal Allowances Worksheet (Keep for your records.)
A Enter “1” for yourself if no one else can claim you as a dependent . . . . . . . . . . . . . . . . . . A

B Enter “1” if: { • You are single and have only one job; or
• You are married, have only one job, and your spouse does not work; or                                   . . .
• Your wages from a second job or your spouse’s wages (or the total of both) are $1,500 or less.

} B

C Enter “1” for your spouse. But, you may choose to enter “-0-” if you are married and have either a working spouse or more 
than one job. (Entering “-0-” may help you avoid having too little tax withheld.) . . . . . . . . . . . . . . C

D Enter number of dependents (other than your spouse or yourself) you will claim on your tax return . . . . . . . . D
E Enter “1” if you will file as head of household on your tax return (see conditions under Head of household above) . . E
F Enter “1” if you have at least $2,000 of child or dependent care expenses for which you plan to claim a credit . . . F

(Note: Do not include child support payments. See Pub. 503, Child and Dependent Care Expenses, for details.) 
G Child Tax Credit (including additional child tax credit). See Pub. 972, Child Tax Credit, for more information.

• If your total income will be less than $70,000 ($100,000 if married), enter “2” for each eligible child; then less “1” if you                      
have two to four eligible children or less “2” if you have five or more eligible children. 
• If your total income will be between $70,000 and $84,000 ($100,000 and $119,000 if married), enter “1” for each eligible child . . G

H Add lines A through G and enter total here. (Note: This may be different from the number of exemptions you claim on your tax return.)  H

For accuracy, 
complete all 
worksheets 
that apply. { • If you plan to itemize or claim adjustments to income and want to reduce your withholding, see the Deductions 

   and Adjustments Worksheet on page 2.  
• If you are single and have more than one job or are married and you and your spouse both work and the combined 
   earnings from all jobs exceed $50,000 ($20,000 if married), see the Two-Earners/Multiple Jobs Worksheet on page 2  
   to avoid having too little tax withheld.
• If neither of the above situations applies, stop here and enter the number from line H on line 5 of Form W-4 below.

Separate here and give Form W-4 to your employer. Keep the top part for your records.

Form   W-4
Department of the Treasury  
Internal Revenue Service 

Employee's Withholding Allowance Certificate
  Whether you are entitled to claim a certain number of allowances or exemption from withholding is 

subject to review by the IRS. Your employer may be required to send a copy of this form to the IRS. 

OMB No. 1545-0074

2016
1        Your first name and middle initial Last name

Home address (number and street or rural route)

City or town, state, and ZIP code

2     Your social security number

3 Single Married Married, but withhold at higher Single rate.

Note:  If married, but legally separated, or spouse is a nonresident alien, check the “Single” box.

4 If your last name differs from that shown on your social security card, 

check here. You must call 1-800-772-1213 for a replacement card.  

5 Total number of allowances you are claiming (from line H above or from the applicable worksheet on page 2) 5
6 Additional amount, if any, you want withheld from each paycheck . . . . . . . . . . . . . . 6 $
7 I claim exemption from withholding for 2016, and I certify that I meet both of the following conditions for exemption.

• Last year I had a right to a refund of all federal income tax withheld because I had no tax liability, and
• This year I expect a refund of all federal income tax withheld because I expect to have no tax liability.
If you meet both conditions, write “Exempt” here . . . . . . . . . . . . . . .   7

Under penalties of perjury, I declare that I have examined this certificate and, to the best of my knowledge and belief, it is true, correct, and complete.

Employee’s signature  
(This form is not valid unless you sign it.)  Date 

8        Employer’s name and address (Employer: Complete lines 8 and 10 only if sending to the IRS.) 9  Office code (optional) 10     Employer identification number (EIN)

For Privacy Act and Paperwork Reduction Act Notice, see page 2. Cat. No. 10220Q Form W-4 (2016) 

W4: 
a form that the employee fills out to let the 

employer know his or her tax situation, 
allowing the employer to figure out the correct 

amount of tax to withhold from the 
employee’s paycheck
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At the end of the calendar year, when income taxes are due, employees get 
credit for all of the money they have had withheld from their paychecks. This is 
reported to the employee and the IRS on a form called a W-2. If too much tax 
has been withheld, then the employee will get a tax refund from the 
government. If not enough tax has been withheld, the employee will have to 
pay additional taxes to the government. By selecting the proper number of 
dependents and withholdings, employees increase their chances of paying the 
correct amount in taxes so that only a refund or minimal payment is due.

A sample W-2 form with an explanation of the information that will be 
included on the form can be found on page 26.
 
Costs of Changing Careers

career change. While this 
can be very fulfilling emotionally, it can be financially costly. When an 
employee moves from one profession to another, there are sometimes 
expenses incurred for additional education and training. Since the employee is 
new to the occupation, they may have to start at an entry level job as they 
begin climbing their new career ladder. This could be a cut in base pay, 
benefits, and paid time off. 

Wages     Deductions

Description Hours Rate Amount Amount Description Amount Amount

Regular 40.00 10.00 400.00 400.00 Federal Withholdings 37.29 37.29
Overtime 1.00 15.00 15.00 15.00 Social Security Tax 24.83 24.83
Holiday    0.00 Medicare 5.81 5.81
Tuition    37.43 37.43 Tax 8.26 8.26
     NY State 5.11 5.11
     Income Tax 0.61 0.61
     NYC Income Tax

     Other
     401(k)  27.15 27.15
     Life Insurance 2.00 2.00
     Loan 30.00 30.00

     HMO  20.00 20.00

   452.43 452.43  193.06 193.06

   335.85 335.85 

      259.38 259.38

ABC Corp.
450 Chamber Street
Somewhere, USA 00010

Employee Name: Mary Smith
Social Security #: 999-99-9999

W-2
a form that the employer 

sends to the employee and 
the IRS that reports the 

employee’s annual wages and 
the amount of taxes withheld 

during the year 

career change
moving from one profession 

to another
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When it comes to withholding taxes, the amount of money withheld for 
income taxes varies from person to person, depending on earnings. , an 
abbreviation representing the Federal Insurance Contributions Act, is paid by 
every employee to fund programs such as Social Security and Medicare. This 
amounts to 7.65% of the amount of money earned each pay period. In 
addition, the employer also pays FICA taxes for each employee. Employers also 
pay FUTA (Federal Unemployment Tax Act) taxes, which is used to fund state 
workforce agencies. 

The number of dependents that the employee chooses when completing the 
 form can determine the amount of taxes deducted from each paycheck. 

The W-4 form helps the employer figure out the amount of taxes to withhold. 
For example, if you are a single person with no dependents, then you will 
generally claim one allowance (for yourself ) on the W-4 form. This means you 
will have a higher amount in taxes withheld from your paycheck than another 
person with the exact same job and salary who has a spouse and 3 children as 
dependents. That person can select 5 withholding allowances, thus reducing 

at http://www.irs.gov/ to see how the form is completed.

Examples and Practice
Look at the sample pay stub on the next page.

 times her hourly rate for overtime. She also gets holiday pay and 
 reimbursement for tuition as benefits.

 local taxes.

 listed under the “Other” category on the right side.

 withholdings and deductions impact the amount of pay the employee 
 takes home for the week.

 calculated? 

 much will be withheld for this employee’s annual federal taxes?  

Try It!

stands for Federal Insurance 
Contributions Act, a federal 

payroll tax paid by employers 
and employees to fund 

government programs that 
provide benefits to retirees

dependent
someone (such as a child 

under 18) who relies on an 
adult for support 

a form that the employee  fills 
out to let the employer know 

his or her tax situation, 
allowing the employer to 

figure out the correct amount 
of tax to withhold from the 

employee’s paycheck
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