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Why did they take money from my paycheck?



 Gross Earnings = the salary you are paid

 Net Earnings = your “take home pay” after all 
deductions

 Nearly all employees have payroll taxes withheld from 
their paychecks
 Social Security
 Medicare
 Federal Income Taxes

Employment Taxes



What is FICA?
 Under the Federal Insurance Contributions Act 

(FICA) 12.4% of earned income up to an annual 
limit must be paid into Social Security, and an 
additional 2.9% must be paid into Medicare.

 Social Security pays benefits for retired workers, the 
disabled and dependents of both

 Medicare provides medical benefits for workers age 
65 and older, spouses, retired workers



 Social Security Tax (deducts 6.2% of wages/salary)

 Medicare Tax (deducts 1.45% of wages/salary)

 The 6.2 % and the 1.45% “deductions” are sent to the 
Internal Revenue Service and reported to the Social 
Security Administration

 The employer matches the 6.2% and the 1.45 % from your 
paycheck and sends them to the Internal Revenue Service 
also

Social Security & Medicare



Federal Income Tax Withholdings 
(FITW) for employees

 Federal Income Taxes (Deductions based on IRS Form W-4 
entries)

Pays tax due on income received

 The employee determines how much Federal Income 
Taxes will be withheld from their paycheck

 Employee fills out an IRS Form W-4



The W-4



When to complete IRS Form W-4

• When Starting a new job

• Your situation changes (have 2 jobs, etc)

• Marital status changes

• Number of your Dependents change



Example:

Demetrius White (123-45-6789)
• Age 18
• Lives at home with his parents
• Single
• Address:

1234 Anywhere Lane
Jacksonville, FL 32205

Clara Scott (987-65-4321)
• Age 27
• Single 
• Mother of 2 children
• Address:

6789 Purple Road
Jacksonville, FL 32218

Complete the W-4s for the following two people:



 Demetrius earns $8.00 per hour and works 30 hours per week.  
His total weekly pay (Gross Pay) before taxes is $240 (8.00*30).

 Deductions:
 Social Security (6.2% of gross pay) = $14.88
 Medicare (1.45% of gross pay) = $3.48
 Total Payroll Tax (FICA) deductions = $18.36

 Demetrius indicated he is a single person on his IRS Form W-4.  
His parents can claim him as a dependent on their 1040.  He 
chose “1” allowance on the IRS Form W-4.

 The employer will consult an IRS table to determine the amount of 
FITW to withhold in addition to the payroll taxes 

How withholdings work



IRS Employer Withholding Table

One withholding 
allowance = 
$76.90



1. Total wage payment (Gross Earnings): $240.00 
2. One withholding allowance $76.90   
3. Allowances claimed on Form W-4 1
4. Multiply line 2 by line 3   $76.90
5. Amount subject to withholding (subtract line 4 from 

line 1)     
$163.10

6. Tax to be withheld on $163.10 from Table 1—single 
person, weekly pay period

$11.91

Calculate Demetrius’ Withholding



Demetrius’ “net” paycheck
 He earned $240 for the week

 His deductions were:
 $18.36 for payroll taxes (FICA)
 $11.91 for FITW (From IRS table)

 Total deductions are $30.27

Net Pay is $209.73



Sample Pay Stub



Year End
 The employer will issue an IRS Form W-2 detailing all of the pay and all of the 

deductions for him for the year.

 Demetrius will report the yearly W-2 wages and FITW on a US Federal Income 
Tax Form 1040-EZ

 The 1040 EZ will walk him through the steps to determine if his FITW was 
enough to pay the taxes due on his total wages for the entire year

 Too much FITW withheld each paycheck will generate a refund to Demetrius

 Too little FITW withheld each paycheck will cause Demetrius to have a 
balance due that will have to be paid out of his pocket.  

It is important to fill out the W-4 correctly.



Non-Employees
 Individuals who perform a service for pay can be considered an 

independent contractor or self employed.  Generally, these 
individuals use their own tools, set there own time and decide how 
a job will be performed.

 Yard maintenance is a good example
 They bring their own tools
 Pick the day and time they will stop by
 Determine if they will edge first or mow first



Difference between Employee and
Independent Contractor/Self Employed

• Independent contractors don’t have taxes withheld from payments 
of service

• Independent contractors must also pay taxes timely throughout the 
year

• Independent contractors pay double what employees pay for 
payroll taxes
• They pay 12.4% in Social Security and Medicare instead of 6.2%
• They pay 2.9% in Medicare instead of 1.45%
• They keep all of the profits of the business.
• They work their own schedule
• They have the satisfaction of owning their own business



Year End

 The payers will report all of the income paid on an IRS Form 
1099-MISC and send to the independent contractor

 The independent contractor will report the income on an 
annual tax return, IRS 1040

 The 1040 will walk the taxpayer though the steps to 
determine if there is a balance due or a refund due



In either case 
(Employee or Independent Contractor)

 Each pays Social Security Taxes on earned income

 Each pays Medicare Taxes on earned income

 An employer withholds, partially matches and remits to the IRS

 An Independent contractor has the sole responsibility of paying all 
of the taxes timely throughout the year

 Both report the earned income on a year-end tax return

 Both determine whether enough taxes were paid during the year



VITA: FREE 
Volunteer Income Tax Assistance

 Montgomery MD partners offer 30+ free tax sites to help you 
file your taxes, with IRS certified volunteers

 Most services are from late January through April 15th

 To learn more, call 311, or go to 
www.montgomerycountymd.gov/cashback

 For free filing software, go to: www.myfreetaxes.com

 For free financial education, go to www.mdcashacademy.org


