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In this lesson, we will help Luis to:

Understand why income taxes are deducted from a paycheck and what they
are used for.

Learn what FICA taxes are for.

Realize why a new employee fills out a W-4 form.

Calculate take-home pay by subtracting deductions from gross pay.

TAXES: A TOOL OF GOVERNMENT

When Luis began to investigate the matter, he learned that the taxes collected
by the federal government every year are used for many purposes, the largest
of which are the nation’s defense, the funding of the Social Security system
and Medicare, and interest on the national debt. Federal taxes also support a
variety of other activities including national parks, airport construction,
agriculture, nutritional programs, school lunch programs, and libraries.

Luis’s taxes—and yours, too, of course—are used to support not only federal
activities, but also activities of state and local governments. In our society,
government performs several broad functions,
many of which significantly affect the general
economy. These include the upkeep and funding
of national parks and public highways, the
redistribution of income to care for the needy,
regulation of certain industries such as
communications, and the establishment and
preservation of the legal framework for the
protection of the rights of citizens.

Luis knows that parks, highways, schools,
and the police department are supported by
taxes. He does not know how the government
redistributes income so that some citizens pay
for government benefits to other citizens. Taxes
are the government’s major means of making
these transfer payments to support federal
programs such as Social Security, programs for
disabled veterans, disaster relief, and various
welfare services.

Luis knows that, as a citizen, he is entitled to
suggest changes in the way his taxes are spent.
The legislators representing him are the people
who can actually make the changes in the tax
laws. In doing so, they must take into account
the effect that new tax legislation will have on
workers, consumers, business and industry, and
the economy in general. This may sound easy,
but it is not. Legislators realize that no one likes
tax increases, and so they avoid raising taxes if
they possibly can.

CHAPTER 1 PERSONAL EARNING POWER
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FORMS

When Luis began his job at the supermarket, he was asked to fill out a Form
W-4, Employee’s Withholding Allowance Certificate. The information that he
put on this form determined the amount that his employer deducts from Luis’s
paycheck for income taxes. The amount depends on Luis’s income level, his
marital status, and the number of withholding allowances that he claims.

Form

Internal

Department of the Treasury

OMB No. 1545-0010

W-4 19——

Employee’s Withholding Allowance Certificate

Revenue Service » For Privacy Act and Paperwork Reduction Act Notice, see reverse.

1

Type or print your first name and middle initial

Luis Estevez

Last name 2 Your social security number

125-45-6789

Home address (number and street or rural route) 3 g Single [ Married ] Married, but withhold at higher Single rate.
456 ﬁ&& ar Street Note: /f married, but legally separated, or soouse is a nonresident alien, check the Single box.

City or town, state, and ZIP code 4

Inland, In. 12345

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

. 0

here and call 1-800-772-1213 for more information -

Total number of allowances you are claiming (from line G above or from the worksheets on page 2 if they apply) .

Additional amount, if any, you want withheld from each paycheck . .

| claim exemption from withholding for 1993 and | certify that | meet ALL of the 3__925@ oo:a:_o:m *Q mxma_u:oz

® Last year | had a right to a refund of ALL Federal income tax withheld because | had NO tax liability; AND
© This year | expect a refund of ALL Federal income tax withheld because | expect to have NO tax liability; AND

e This year if my income exceeds $600 and includes nonwage income, another person cannot claim me as a dependent.
If you meet all of the above conditions, enter “EXEMPT” here . . - RS

Under

penalties of perjury, | certify that | am entitled to the number of withholding allowances claimed on this certificate or entitled to claim exempt status.

’s signature P> Date > , 19

Employer’s name and address (Employer: Complete 8 and 10 only if sending to the IRS) 9 Office code

(optional)

10 Employer identification number

Cat. No. 10220Q

His employer does not have to withhold any tax from Luis’s income if he did
not have any income-tax liability (that is, did not owe any taxes) last year and if
he does not expect to have any tax liability this year. Students often qualify for
this no-withholding status because they have only part-time or summer jobs.

ING YOUR PAYCHECK

When he got his first job, Luis really looked mowéma to his first paycheck. He
knew that his income from this job would be the first step toward financial

Evans Foods
1000 Center Street

Pay Statement

Inland, IN 12345
Check No. Name Social Security Number
3708 Luis Estevez 123-45-6789
Pay Date Pay Period Type
07/10/-- 07/03/-- - 07/09/-- Salary
Gross Federal FICA State Other Net Pay
Pay Inc. Tax Inc. Tax

$95.00

$1.00

$7.27

$86.73

38
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SHARPEN YOUR SKILLS

e SKILL 1

To find the amount to withhold for federal income tax, use a table like the
one shown for a single person with weekly wages.

SINGLE Persons—WEEKLY Payroll Period

(For Wages Paid in 19--)

If the wages are— And the number of withholding allowances claimed is—

At [oast w.h_ﬂ wﬂmm 0 1 2 3 4 5
The amount of income tax to be withheld is—

$0 $50 $0 $0 $0 $0. $0 $0
50 55 1 0 0 0 0 0
55 60 1 0 0 0 0 0
60 65 2 0 0 0 0 0
65 70 3 0 0 0 0 0
70 75 4 0 0 0 0 -0
75 80 4 0 0 0 0 0
80 85 5 0 0 0 0 0
85 90 6 0 0 0 0 0
a0 95 7 0 0 0 0 0
95 100 7/ 1 0 0 0 0
100 105 8 1 0 0 0 0
105 110 9 2 0 0 0 0

To find FICA taxes (Social Security and Medicare), use the following.

If annual income is less than $57,600, then the deduction for FICA
taxes is 7.65% of gross pay.

EXAMPLE 1 Luis’s salary for this week is $95. Luis entered one withholding
allowance on his W-4 form.
QUESTIONS 1. How much will be withheld for income tax?
2. How much will be deducted for Social Security and Medicare?
3. How much is Luis’s take-home pay?
SOLUTIONS
1. Find the amount to withhold on the table shown above. Notice that
Luis’s wages, $95.00, are on the eleventh line, “at least 95, but less than
100.” Read across to the withholding allowance column headed 1. The

number in that column is the dollar amount to be withheld. The amount
withheld for income tax from Luis’s check will be $1.

CHAPTER 1 PERSONAL EARNING POWER
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deduction
disability insurance
FICA deduction
form W-4

gross pay

health insurance
income security
Medicare
retirement benefits
Social Security
survivors insurance
take-home pay

TRY YOUR SKILLS

Use the income tax withholding table in the Reference Section to find the
take-home pay for the given wages and withholding allowances. Assume that
each person is married. For the FICA deduction, find 7.65% of gross pay.
Use the formula for take-home pay

T=g—Ww+/f)

where g is the gross pay, w is the amount withheld for taxes, and fis the
deduction for FICA.

Monthly Withholding Monthly Withholding
Salary Allowances Salary Allowances
1 $2400 0 2. $ 700.00 3
3. 3400 5 4. 4380.00 1
5. 1280 5 6. 4600.00 1
7 2000 3 8. 2208.33 5
9 \ 2550 4 10. 1666.67 0

11.-20. Create a computer spreadsheet to calculate the take-home pay for the
people in Exercises 1-10. Use formulas for the columns for the FICA
deduction and take-home pay.

EXERCISE YOUR SKILLS

1. Why is it difficult to make changes in tax policies?
2. Why did the federal government start the Social Security system?

3. The Social Security taxes that you are paying now are being transferred
to current beneficiaries. Who will pay for the benefits that you will
receive in the future?

4. Why do you suppose that the Social Security system, unlike private
insurance, is not voluntary for the majority of workers?

5. The provisions for retirement benefits under the Social Security system
eliminate or alleviate certain risks for its recipients. What are some of
these risks?

Use the income tax withholding table in the Reference Section to find the
take-home pay for the given wages and withholding allowances. Assume that
each person is married. For the FICA deduction, take 7.65% of gross pay.
Use the formula for take-home pay

Tr=g—Ww+f)

where g is the gross pay, w is the amount withheld for taxes, and fis the
deduction for FICA (Social Security and Medicare).

CHAPTER 1 PERSONAL EARNING POWER
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CHAPTER 1 REVIEW

1. If your company requires a lot of overtime, would you prefer to work for an
hourly rate or for a monthly salary. Why?

2. 'Why would you not trust the advice of a salesperson whom you knew
was getting push money?

3. Why is your take-home pay less than your gross earnings?

4. Why would you expect a person with little education, job training, or

both to have more difficulty getting a job than a person with a college
degree and work experience?

Find the total weekly pay based on an overtime rate of 1+ times the regular
hourly rate for all working time over 20 hours.

Number of Hours Wages/Hour Bonuses
5. 42.0 $ 6.50 $10.00
6. 35.5 18.75 20.00
7. 40.0 21.50 41.00

Find the total number of hours you would work during the week if you
worked on the following time schedule.

8. Saturday 3-8 P.M. Sunday 3-8 .M. Monday 4-11 p.M.
Tuesday off Wednesday 4—8 p.M. Thursday 6-10 p.M.

9. Assume that you work on the schedule in Exercise 8. Find your total
weekly salary if you make $5.25 per hour and an overtime rate of 1%
times your regular hourly rate for any time over 20 hours.

10. Find the total annual cost to an employer for a new employee hired at
$30,000 per year. The annual insurance premiums are $900 for health
insurance and $120 for life insurance. The FICA taxes are 7.65% of
gross pay.

11. Find the total annual cost to an employer to hire a lab technician at
$44,000 per year. Health insurance is $260 per month. Retirement is 3%
of gross pay and the FICA taxes are 7.65% of gross pay.

Find the amount of total sales and total commissions made on the basis of the
given information.

Number Commission
of ltems Unit Price Rate Total Sales Commission
12. 25 $ 108.92 15%
13. 3 3405.00 8.2%
14. 42 23.50 6.3%
15. 150 19.50 7%

CHAPTER 1 REVIEW
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CHAPTER 1

1. If you work 60 hours each week, would you make more money working
for $6 an hour or for $1200 a month?

2. How does your take-home pay differ from your gross earnings?

3. Which of the two following employment positions provides more money
in salary and fringe benefits?

Atwood Electronics Technology, Inc.
Salary $38,500 $36,000
Medical insurance $85/month $115/month
Retirement benefits 3% of gross pay 3.5% of gross pay
Expense account $450/month $130/month

4. If your pay is $500 per week plus a 12% commission, what is your
week’s pay during a week in which your total sales are $2723?

5. Your graduated commission pays 3% for sales up to $8500 and 5% on
sales over $8500. Find your pay for total sales of $12,000.
Find the total weekly pay based on an overtime rate of 15 times the regular
hourly rate for all working time over 20 hours.
6. You work 43 hours at $4.75 per hour and receive $19.50 in tips.
7. You work 37 hours at $4.60 per hour and receive $28.00 in tips.
Assume that 40 hours = 1 workweek, 52 weeks = 1 year, and 12 months =

1 year. Find the hourly, weekly, monthly and yearly salaries for the following
pay rates.

8. $6392 per month 9. $1276.80 per week 10. $31.70 per hour

Find the total sales and total earnings based on the information shown.

11. You sell 17 sewing kits at $35 each. Your piece rate is $4 per kit.

12. You sell 78 VCRs at $383.60 each. Your commission rate is 10%.

13. You sell 5 virtual-reality consoles at $2050 each. Your commission rate
is 10%.

Use the tax tables in the Reference Section to complete the following chart
for each single person making the monthly salaries given.

Monthly Withhelding Income Tax FICA Take-Home
Salary Allowances Withholding Withholding Pay
$3456 3

2880 4
4000 1

CHAPTER 1 TEST
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- PROJECT 1-1: College Information

Obtain information from colleges you might wish to attend.
1. Call or write three colleges for a copy of their college catalog.

2. Make a chart comparing costs of tuition; room and board; transportation
to school; personal expenses; and so on. Note: Transportation to school
may or may not be important depending upon how many times during
each year you return home.

3. List the field(s) of study you are considering.
4. List the degrees or majors offered by each school.

5. Bring in three college catalogs. Turn in your cost comparison chart. Turn
in a list of majors and degrees offered.

6. Write about which college you think you would like to attend and
explain why.

Extension

Interview people who have attended college. Write a one-page report on their
experiences.

~ PROJECT 1-2: Gareer Interview

- e

S e

1. Make arrangements for an interview with someone who has a job in a
career field or occupational area that interests you.

2. Prepare for the interview by making a list of questions that you would
like answered. The following list of job topics should help you prepare
questions for the interview.

Place of work and daily tasks Hours worked
Working environment Education required
Appearance needed for job Experience needed
Special talents needed Strength needed
Hazards at work Time pressures on job
Entry-level earnings Top-level earnings
Type of work—easy/hard Future of job potential
Fringe benefits of job Security of job

Work as part of a team Work individually

3. Complete the interview. Write a report that summarizes what you have
learned. Include specific questions and answers from your interview.

48 CHAPTER 1 PROJECTS



