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Deductions from Gross Pay 
by Vella Coffman  

 

Objectives and Goals 

 Find federal withholding tax deductions 

 Calculate Social Security and Medicare tax deductions 

 Calculate total deductions and net pay 

Key Terms for Deductions from Gross Pay 

City Income Tax 

Tax owed to the City where an employee has legal residence based on the employees 

income. 

Deduction 

Amounts taken out of gross pay. 

Federal Income Tax 

Tax owed to the Federal Government based on the employees income. 

FICA 

Federal Insurance Contributions Act. Is a withholding (deduction) for both the Social 

Security and Medicare programs. 

Net Pay 

Amount paid to employee after payroll taxes and other deductions are taken out of gross 

pay. 

Payroll Taxes 

Amount of taxes withheld by a business based on the employees total earnings. 

State Income Tax 

Tax owed to the State where an employee has legal residence based on the employees 

income. 

Voluntary Deductions 

An employee may have items deducted from gross pay for things such as medical 

insurance payments, extra income tax withholding, charitable contributions, etc. 

W-4 

W-4 form is the Employee's Withholding Allowance Certificate. This document is legally 

required to be filled out by the employee and turned in to the employer. It identifies the 

employee and the number of withholding allowances the employee is eligible for. 

Wage-Bracket Method 

Employers use a Wage-Bracket Withholding Table to determine how much withholding 

tax to take out of the employees gross pay. There are separate table for single and married 

taxpayers. 

Withholding 

Amount of money withheld, or deducted from gross pay. 

Withholding Allowance 
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Allowance given to employee for each person legally supported by the employee, 

including the employee. Each allowance reduces the amount of the withholding tax 

withheld from gross pay. 

Withholding Tax 

Also known as Income Tax Withholding. Amount withheld from every pay check and is 

applied to the employee's federal income tax. 

 

What are Deductions? 
 

Activity Overview / Details 

Deductions reduce the amount of money a person gets to take home, called take home pay or net 

pay. 

There are 3 categories of deductions: 

1. Income Tax Withholdings for federal, state, and city. 

2. Employee FICA tax withholding.   

3. Voluntary 

Type 1 - Income Tax Withholdings:  this is money an employer legally has to withhold (take 

out, deduct) from an employee's earnings and is sent to the city, state, and federal 

governments.  This money is applied toward the amount of money an employee will owe the 

government agency when income taxes are filed. 

What are income taxes?  Every year anyone who has earned money needs to file income taxes 

by April 15th.  Income earned is reported on special forms through the IRS (Internal Revenue 

Service) by everyone in the United States who has earned money.  Based on the taxable income 

on the form, a person is to pay the government a certain amount of money know as Income 

Taxes.  Based on the IRS forms states and cities also charge income taxes to the employee.  

The government wants to make sure it gets the Income Tax it is owed which is why employers 

are required to withhold (deduct) a certain amount of money from everyone's paycheck.  The 

amount withheld is based on 4 things: 

1. Total earnings 

2. Marital Status 

3. Number of withholding allowances claimed (W-4 form) 

4. Length of the pay period. 

What is a withholding allowance?  Each employee has to fill out a W-4 form when they are 

hired.  The form allows them to claim withholding allowances, Every allowance a person claims 

on their W-4 makes the amount of money withheld for income taxes a smaller amount. This may 
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be good or bad.  It is bad if you know you will not owe a lot in income taxes at the end of the 

year, or if you are able to save enough money throughout the year to pay your total income tax 

bill.  It is good if you will owe a lot in income taxes and are not able to save enough money to 

pay your income tax bill.  If you can not pay your income tax bill when it is due, then you are 

changed penalty fees by the government, meaning you will have to pay them more money than 

you originally owed in income taxes. 

Look at and read the W-4 Form found in Materials/Resources.  Read through the form and the 

different paragraphs explaining withholding allowances and what you can count as a withholding 

allowance.  (The uploaded form is for 2011.  This form was obtained from the Internal Revenue 

Service (IRS) website; IRS.Gov.) 

After the employer has received the employee's W-4 then income tax withholding can be 

calculated using tables found in Circular E which is provided to employers by the IRS.  You will 

find a copy of the Circular E in the Materials/Resources section.  Circular E explains all the rules 

and regulations related to Income Tax Withholdings; how much to withhold, when the employer 

needs to send it in, how often the employer needs to send it in, etc.  

How to Calculate Income Tax Withholding: A table from the Circular E is used to find out 

how much is to be withheld for the pay period for Income Tax Withholding. Open the Sample 

W-4 Filled Out and the Circular E or the Wage Bracket Table 2011 documents found in the 

Materials/Resources section.  Find the table on page 37 in the Circular E doc OR use the Wage 

Bracket Table 2011.  Look up on the table how much withholdings should be taken out of John 

Doe's wages each weekly pay period.  His gross earnings are $1,000 per week.  (Remember, he 

is claiming 0 allowances even though he could claim 7, he is married, and is also asking for more 

to be withheld.) How much is to be withheld according to the table? ($112)  Add the additional 

amount he has requested to be withheld.  What is the total Income Tax Withholding that will be 

withheld from his pay check?  ($112 + 37.50 = $149.50 each week) 

Type 2 - FICA Tax Withholding:  Federal Insurance Contributions Act (FICA) requires 

employers to withhold Social Security and Medicare, known as FICA Taxes, from an employee's 

pay check.  These taxes are computed using the employee's gross pay for the pay period 

multiplied by a specific percentage.  Social Security is computed at 6.2% and Medicare is 

computed at 1.45%.  Social Security provides pensions and disability benefits.  Medicare 

provides health insurance.  Social Security tax is figured on the 1st $106,800 an employee 

earns.  Anything over $106,800 is not charged a social security tax.  This means to compute this 

tax you need to know how much a person has earned to date.   

Calculate how much FICA is withheld for John Doe for wages of $1,000 per week. (Social 

Security; $1,000 x 0.062 = $62.  Medicare; $1,000 x 0.0145 = $14.50.  Total is $62 + 14.50 = 

$76.50)  What will be his total earnings be on December 31st? (Calculate using 52 weeks in the 

year, and ignore that Dec 31st might end during a week.  $1,000 x 52 = $52,000) Will any of his 

wages be exempt from the Social Security tax? (No) 
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Type 3 - Voluntary Deductions:  Income Tax and FICA Tax withholdings are mandatory; the 

law requires the employer to take them out of your wages.  Voluntary deductions are what you 

decide you want taken out of your pay check. These deductions are a flat fee (a set amount) that 

is taken out of each pay check.  You are the one who decides how much is taken out and what it 

is taken out for.  They may be for things such as: 

1. Health Insurance 

2. U.S. Savings Bond purchases 

3. Direct deposit into a credit union or savings account 

4. Pension plan payments 

5. Charitable Contributions 

6. Union Dues 

Calculating Net Pay: Net pay is what the person gets to take home to use as they want or need 

to.  A person should plan on paying certain bills first before spending their money on other 

things.  A person should always make sure they have enough money to pay for housing (rent or a 

mortgage payment), food, and utilities (water, gas, electricity, phone, garbage service, 

etc.).  Once these bills are paid then the person can use their money on things like going to the 

movies, eating out, buying new clothes, etc. 

To calculate Net Pay, you start with a person's gross pay, subtract all deductions which are 

Federal Income Tax Withholding, Social Security Tax Withholding, Medicare Tax Withholding, 

and Voluntary Deductions. 

Calculate John Does take home pay for a week. He has the following voluntary deductions taken 

out each week: health insurance, $100; Pension plan $25; savings account $25.  Figure out his 

total voluntary deductions. ($150) 

Answer: Gross Pay  $1,000 - Federal Income Tax $149.50 - Social Security $62.00 - Medicare 

$14.50 - voluntary deductions $150 = Take home pay is $624 

Materials / Resources 

 W-4 2011 [ Download ] Found this form on the IRS.gov web site. 

 Circular E [ Download ]  

http://creativecommons.org/licenses/by-nc-sa/3.0/
http://www.cteonline.org/cognoti/co.nn?id=290515&uid=&go=http%3A%2F%2Fcontent.cteonline.org%2Fresources%2Fdocuments%2Ff7%2Ff7b5838a%2Ff7b5838aa012c46a2efa40f9ee8bdef691fd6034%2FW4Form.pdf%3Ff%3DW4_2011.pdf
http://www.cteonline.org/cognoti/co.nn?id=290516&uid=&go=http%3A%2F%2Fcontent.cteonline.org%2Fresources%2Fdocuments%2F00%2F0051aac8%2F0051aac89b858793bdbd1787d9841d37df6babe6%2FCircularE.pdf%3Ff%3DCircular_E.pdf
http://www.cteonline.org/cognoti/co.nn?id=290515&uid=&go=http%3A%2F%2Fcontent.cteonline.org%2Fresources%2Fdocuments%2Ff7%2Ff7b5838a%2Ff7b5838aa012c46a2efa40f9ee8bdef691fd6034%2FW4Form.pdf%3Ff%3DW4_Form.pdf
http://www.cteonline.org/cognoti/co.nn?id=290516&uid=&go=http%3A%2F%2Fcontent.cteonline.org%2Fresources%2Fdocuments%2F00%2F0051aac8%2F0051aac89b858793bdbd1787d9841d37df6babe6%2FCircularE.pdf%3Ff%3DCircular_E.pdf


 
Source URL: http://www.cteonline.org/portal/default/Curriculum/Viewer/Curriculum?action=2&view=viewer&cmobjid=231366 
Saylor URL: http://www.saylor.org/courses/prdv201/ 

 
Attributed to: Butte County Office of Education www.saylor.org 
 Page 5 of 5 

 Sample W-4 Filled Out [ Download ] This sample is on a 2005 form, but will work 

for our purposes. The explanations on page 1 of the form are worded differently in the 

2011 version. 

 Wage Bracket Table 2011 [ Download ]  
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