
Life Skills: Understanding Paychecks 

 
Objective: 
To introduce students to the concepts associated with payroll deductions. 
 
Time: 
15-20 minutes  
 
Materials: 
Copies of the Paycheck Worksheet for each student 
Blackboard or dry erase board (optional) 
 
Procedure: 
Hand out the Paycheck Worksheet to each student.  Explain that today you will 

be learning more about paychecks and the different things that may be deducted 

from a paycheck. Introduce the idea that you don’t actually take home the full 

amount of money you earn each pay period. 

Explain that the worksheet shows two different employees who work at a bank.  

John is a bank teller and Maria is a bank manager.  Explain that you are going to 

work through the different things that come out of each of their paychecks to 

show how much of what they earn they get to take home. Introduce the following 

concepts for each category.  Explain that there are lots of other things that might 

get deducted from a paycheck, but these are some of the most common. 

Earnings 

Maria is a salaried employee.  Many supervisors, managers, and some office 

based jobs are often considered salary.  This means that Maria earns the same 

amount each week even if she works more than the usual 40 hours per week.  

John is considered an hourly employee.  His earnings are based on how many 

hours he works each week and he turns in a time sheet each week to show when 

he worked.  Maria earns $1,000 per week ($52,000 each year because there are 

52 weeks in a year) and John worked 35 hours this week and makes $10 per 

hour, so he earned $350 this week. 

Federal Income Taxes 

Most people have to pay federal income taxes on their earnings.  Some people 

who earned very little may not have to pay anything.  If you earn more money, 

the percentage of your earnings you have to pay in income taxes goes up the 



more money you earn.  This money is used by the U.S. government to pay for 

different programs and services. 

FICA Taxes 

FICA (named for the Federal Insurance Contributions Act) are taxes that most 

people have to pay on their earnings.  6.2% of your earnings are taxed for Social 

Security, which is a plan that pays you a monthly income when you retire, and 

1.45% is taxed to pay for Medicare, which provides health insurance when you 

retire or if you are not able to work.  Your employer also pays these same 

amounts based on what you earned, but the employer part of your FICA tax is 

not deducted from your paycheck unless you are self-employed.  These tax rates 

are set by the federal government and sometimes change. 

State and Local Payroll Taxes 

Many states and towns also charge some form of payroll tax on earnings.  As of 

December of 2019, the Pennsylvania income tax rate is 3.07%.  The town or 

area you live in and the town or area where you work may also charge a payroll 

tax.  This may be a percentage or a specific amount that everyone pays.  Most 

municipalities (a town or place) in PA charge 1-5% in income taxes.  Some 

municipalities also charge a payroll tax on people who work there.  This is 

sometimes a percentage and sometimes a flat amount.  In this example, Maria 

and John pay a percentage based on where they live, and everyone that works in 

the town where the bank is located pays $52 per year ($1 per week) in taxes to 

that town. 

Unemployment Taxes 

Some states have an unemployment program where employees and employers 

pay taxes based on earnings and then offer benefits that are paid if you lose your 

job for a reason that is not your fault (like the employer closes) until you can find 

a new job.  In Pennsylvania, employees pay a small percentage as a tax and 

employers pay a larger tax that is not deducted from the employee. 

Medical Insurance and Other Benefits 

Some employers offer benefits like health insurance (which pays some of your 

bills if you are sick), life insurance (which pays money to your family when you 

die), pensions (money for retirement) or other benefits.  In some cases, 

employees contribute a set amount out of their paychecks to help pay for these 

benefits.  Maria and John both have health insurance through their employer and 

pay a contribution out of each paycheck. 



How much is my paycheck? 

 Maria John 

Earnings 
Maria is considered a 
salaried employee and 
John is an hourly employee 

$1,000.00 per week 
$350.00 this week 

($10 per hour for 35 hours) 

Federal Payroll Tax 
Paid to the Internal 
Revenue Service (IRS) 

$106.51 $19.81 

FICA Taxes 
6.2% Social Security 
1.45% Medicare 

$62.00 Social Security 
$14.50 Medicare 

$21.70 Social Security 
$5.08 Medicare 

State Tax 
PA is 3.07% 

$30.70 $10.75 

Local Taxes 
2% where they live 
$52 per year ($1/week) 
where they work 

$20.00 
$1.00 

$7.00 
$1.00 

Unemployment (State) 
Maria and John pay 0.06% 

$0.60 $0.21 

Health Insurance 
Maria and John pay 
$25/week 

$25.00 $25.00 

Take-home pay $739.69 $259.45 

 




