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Pay and Taxes (3.3) 
 
 
 

 
 
 

 
In this section we will answer: 

 
• Why don’t I get all of my pay? 
 
 
 
• How are payroll taxes calculated? 
 
 
 
 
• Do I have any control over the amount of my net pay? 
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Check it Out   

 
Directions: Use the information provided to calculate Kevin’s net pay.  
 
Kevin earns $6.50 an hour and worked 60 hours last month. During the month he 
received $148 in tips. He also used his employee food discount and chose to have 
the cost of his meals deducted from his paycheck. 
  
If Kevin had $21 deducted last month for meals, what was his net pay?  
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Salary and Beyond 
 
If your job pays $8 an hour and you work 20 hours, your paycheck will be $160, right?  
 
Wrong!  
 
Earning money makes you responsible for paying taxes on that income. Luckily, 
employers make that easy to do by withholding money from your paycheck and sending 
it to the government for you throughout the year. Otherwise, you’d face paying a large 
lump sum every April when your income taxes are due.  
 
Your pay stub shows all the deductions your employer makes from your income, 
including the taxes in the chart below:  
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all, the total amount of federal and state taxes you’ll pay each year depends on these 
conditions:  

• The current income tax rates  
• Your gross income  
• Your filing status (such as single or married)  
• The number of dependents (children, for example) you have  
• Employee benefit programs you participate in that reduce or defer taxes  
• Specific deductions you record on your IRS Form 1040 tax return  

 
1. The dollar amount the employer withholds from your pay depends on your income, 

current tax rates, and what you enter on IRS Form W-4 Employee’s Withholding 
Allowance Certificate when you start your job.  

 
You will need to complete a new Form W-4 when you get married or divorced, add or 
drop a second job, have a child, or experience a big change in earnings.  
Ideally, the total amount your employer withholds during the year will equal what you 
owe on your annual tax return.  
 
If not enough money is withheld, you’ll have to pay the difference to the IRS at 
tax time. If too much is withheld, you’ll receive a refund at tax time—but when that 
happens it means you’ve basically loaned the government your overpayment interest-
free over the course of a year.  
 
Tax Tips for Teens  

• You must pay taxes on all income earned over a certain threshold, even if 
you’re a full-time student.  

• The threshold depends on your age and whether a parent or guardian claims 
you as a dependent on his or her tax return.  

• All tips earned must be reported as taxable income.  
• Even if you’re not required to file a tax return, you should do so if you qualify 

for a tax refund.  
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Activity 3.7 Get the W – 4 Right  
 
Directions:  
 
When you begin a new job, you will complete Form W-4 so that your employer can 
withhold the correct federal income tax from your pay. Use the form below to practice 
filling out a form based on your current situation.  
 
You can download a copy of the full IRS Form W-4 from www.irs.gov for additional 
instructions to fill out the withholding allowance information.  
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All about income 
 
Now that you understand more about taxes, let’s look at how they affect your paycheck.  
 
When an employer says a job will pay an hourly wage of $8 or an annual salary of 
$25,000, he’s talking about gross pay—the total amount of income you earn in a pay 
period. If this job is your only income source, your gross pay equals your gross income.  
 
But your employer deducts payroll taxes and may deduct other items from your pay, 
such as health insurance premiums and union dues. As a strategy to manage your 
money, you may have the option to request automatic payroll deductions for regular 
payments such as:  
 

• Depositing 10 percent of each paycheck into your savings account  
• Donating $20 per paycheck to the United Way  
• Contributing to your retirement fund  

 
After subtracting the deductions, the amount left is your net pay. The cost of your 
deductions will lower your net pay, but handling these payments as you are paid can 
help you stick to a regular saving and spending plan.  
 
Evaluating Salary 

 
When you’re comparing job offers, you’ll mainly be focusing on the gross pay. But you 
can get a clearer picture of a job’s pay potential by finding out about five income 
influencers:  
 
• Overtime pay. In a job that qualifies for overtime pay, you’re entitled to make 150 

percent of your normal hourly rate for each hour worked beyond 40 in a work week. 
If you regularly earn $8 an hour, your hourly overtime rate is $12.  

• Commission. Sales jobs often include commission compensation, which means 
you’re paid based 
on a percentage of the cost of the products you sell. So, someone earning a 10 
percent commission would get $50 on a $500 sale.  

• Tips. Many who work in the hospitality and service industries receive tips that 
increase their earnings. Be aware that employers can pay less than the regular 
minimum wage to workers who typically receive tips on the job, as Kevin does at the 
restaurant.  

• Bonuses. Many sales and non-sales jobs pay bonuses when you or the company 
as a whole performs exceptionally well.  

• Performance reviews. Your supervisor should rate your performance—giving you 
the chance to earn a raise—at least once per year. Some firms will schedule your 
first review after your first three to six months on the job.  
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•  Opportunities for promotion. High-performing workers can move up the ladder 
quickly, with good pay hikes along the way.  

 
 
 
 
Task: Figure the Net Pay 
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