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Understanding how federal tax withholding impacts an employee’s paycheck is
crucial for both employees and employers. When an employee earns a gross pay
of $720 for a pay period and claims one withholding allowance on their Form
W-4, it influences the amount of federal income tax deducted from their
paycheck. This article provides an in-depth overview of what this means, how
withholding allowances work, and how to calculate net pay after taxes.

What Is Gross Pay?

Definition of Gross Pay

Gross pay refers to the total amount an employee earns before any deductions
are made. This includes wages, salaries, bonuses, and any other compensation
owed for the pay period. In this scenario, the employee’s gross pay is $720
for the period.

Importance of Gross Pay

Gross pay serves as the basis for calculating various deductions such as
federal income tax, Social Security, Medicare, and other voluntary or
mandatory contributions. It also determines eligibility for benefits,
overtime calculations, and other employment rights.

Understanding Federal Income Tax Withholding

What Is Tax Withholding?

Tax withholding is the process by which employers deduct a portion of an
employee’s paycheck to prepay federal income taxes. The withheld amount is
then remitted to the IRS on behalf of the employee.

Role of Form W-4 in Withholding

Employees complete Form W-4 to inform their employer of their filing status,
the number of withholding allowances claimed, and any additional withholding



amounts. These factors influence the amount of tax withheld from each
paycheck.

Effect of Withholding Allowances

Withholding allowances reduce the amount of tax withheld from each paycheck.
The more allowances claimed, the less tax is deducted, increasing take-home
pay. Conversely, claiming fewer allowances results in higher withholding and
lower net pay.

Calculating Federal Income Tax Withholding for
an Employee Claiming One Allowance

Step-by-Step Process

Calculating the precise withholding depends on the IRS withholding tables,
which are updated annually. The general process involves:

1. Identify the gross pay for the period — in this case, $720.

2. Determine the employee’s filing status — e.g., Single, Married Filing
Jointly, etc.

3. Use the IRS Publication 15-T withholding tables applicable to the pay
period (weekly, biweekly, etc.).

4. Adjust calculations based on the number of allowances claimed.

For simplicity, we’ll consider a common scenario: a single employee paid
weekly, claiming one allowance.

Approximate Federal Tax Withheld

Based on IRS 2023 guidelines and withholding tables, a weekly gross pay of
$720 with one allowance might result in approximately $60 to $80 being
withheld for federal income tax. This is an estimate and actual amounts can
vary depending on the specific IRS tables and any additional withholding
instructions.

Other Deductions and Contributions

Besides federal income tax, the employee’s paycheck typically includes other
deductions:



Social Security and Medicare

- Social Security Tax: 6.2% of gross wages up to the wage base limit.
- Medicare Tax: 1.45% of gross wages; additional 0.9% may apply for higher
income levels.

Voluntary Deductions

- Retirement plan contributions (e.g., 401(k))
- Health insurance premiums
- Other benefits or union dues

Calculating Net Pay

Sample Calculation

Assuming the following deductions:

- Gross Pay: $720

- Federal Income Tax (approximate): $70
- Social Security (6.2%): $44.64

- Medicare (1.45%): $10.44

Total Deductions: $70 + $44.64 + $10.44 = $125.08
Net Pay: $720 - $125.08 = $594.92

This means the employee would take home approximately $595 for that pay
period, after taxes and other standard deductions.

Impact of Claiming One Federal Allowance

Advantages

- Increased take-home pay due to lower withholding
- Suitable for employees with other sources of income or deductions

Disadvantages

- Less tax withheld throughout the year
- Potential for owing taxes at the end of the year if withholding is
insufficient



Considerations

Employees should evaluate their financial situation and tax obligations to
determine the appropriate number of allowances to claim. Over-claiming
allowances can lead to a tax bill at year’s end, while under-claiming may
cause excessive withholding.

Adjusting Withholdings and Planning

Using the IRS Tax Withholding Estimator

The IRS provides an online tool to help employees estimate their tax
liability and adjust their W-4 allowances accordingly. This helps avoid
surprises during tax season.

Updating Form W-4

Employees can submit a new Form W-4 at any time if they wish to change their
allowances or additional withholding amounts. This flexibility allows for
better alignment with their financial goals.

Additional Tips for Employees

e Review your pay stub regularly to understand how much tax is being
withheld.

Use IRS resources or consult a tax professional for personalized advice.

Consider year-end tax planning to avoid owing taxes or receiving a large
refund.

Be aware of changes in tax laws that may impact withholding
calculations.

Conclusion

Understanding how federal withholding works, especially when claiming
allowances, is essential for employees to manage their finances effectively.
Claiming one allowance on a $720 gross pay period typically results in
moderate tax withholding, balancing between adequate tax prepayment and
maximizing take-home pay. Employees should periodically review their
withholding status and consult IRS tools or professionals to ensure they are
on track with their tax obligations. Proper planning can help avoid surprises



at tax time and ensure that employees retain control over their financial
health throughout the year.

Frequently Asked Questions

What is the gross pay amount for the employee's pay
period?

The employee's gross pay for the period is $720.

How does claiming one federal allowance affect the
employee's tax withholding?

Claiming one federal allowance typically reduces the amount of federal income
tax withheld from the employee's paycheck.

What is the impact of claiming one allowance on the
employee's net pay?

Claiming one allowance generally increases the employee's net pay because
less tax is withheld from each paycheck.

If the employee's gross pay 1is $720 and they claim
one allowance, how do I estimate their federal tax
withholding?

You can estimate the withholding using the IRS withholding tables or the IRS
Tax Withholding Estimator, inputting the gross pay, filing status, and number
of allowances claimed.

What other deductions might affect the employee's
net pay besides federal withholding?

Other deductions can include state taxes, Social Security, Medicare, health
insurance premiums, retirement contributions, and any other voluntary or
mandatory deductions.

Additional Resources

An Employee's Gross Pay For A Period Is $720. The Employee Takes
Onewithholding For A Federal Allowance

Understanding how federal income tax withholding works is an essential aspect



of paycheck management, especially for employees seeking to maximize their
take-home pay while remaining compliant with tax laws. In this article, we
explore a scenario where an employee earns a gross pay of $720 for a specific
pay period and claims one federal withholding allowance. We will delve into
the intricacies of payroll calculations, the impact of federal allowances,
and how these factors influence the net pay received by the employee.

Overview of Gross Pay and Federal Allowances

Before examining the specifics of this case, it's important to clarify the
basic concepts involved:

- Gross Pay: The total earnings an employee receives before any deductions,
including taxes, insurance, or retirement contributions.

- Federal Allowances: Number of allowances claimed on the IRS Form W-4, which
influences the amount of federal income tax withheld from each paycheck. More
allowances generally lead to less withholding.

In our scenario, the employee's gross pay for the period is $720, and they
claim one federal allowance, which affects the amount of federal tax
deducted.

Understanding Gross Pay and Its Significance
What Is Gross Pay?
Gross pay is the foundation of payroll calculations. It includes:

- Basic salary or wages
- Overtime pay

- Bonuses or commissions
- Other compensation

In this case, the employee's gross pay for the pay period is $720, which
could represent a standard weekly, biweekly, or monthly figure depending on
the pay schedule.

Why Is Gross Pay Important?

- It determines eligibility for various benefits and deductions.

- It forms the basis for calculating taxes, retirement contributions, and
other withholdings.

- It impacts the employee's net pay-the amount they actually take home.

Implications of a $720 Gross Pay
For many employees, understanding how much of this gross pay will be withheld

for taxes and other deductions is crucial for budgeting. Proper withholding
ensures the employee neither owes a large sum at tax time nor gives the



government an interest-free loan through excessive withholding.

The Role of Federal Allowances in Tax Withholding

What Is a Federal Allowance?

A federal allowance is a claim made on IRS Form W-4 that determines how much
federal income tax is withheld from an employee's paycheck. When filling out
the W-4, employees can claim allowances based on their personal
circumstances:

- Number of dependents

- Filing status

- Anticipated deductions and credits

How Do Allowances Affect Withholding?

- More allowances claimed - Less tax withheld
- Fewer allowances claimed - More tax withheld

Claiming one allowance indicates the employee expects to have fewer
deductions and credits than someone claiming multiple allowances, resulting
in a higher withholding rate than claiming zero.

Changes and Considerations

- The IRS updated Form W-4 in 2020 to eliminate the concept of "allowances"
and focus on more precise withholding calculations, but many employees and
employers still refer to allowances for simplicity.

- Employees should review their W-4 regularly, especially after major life
events, to ensure appropriate withholding.

Calculating Federal Income Tax Withholding for the Pay Period
Step 1: Determine the Employee's Filing Status and Allowances

Assuming the employee is single and claims one allowance, these details
influence withholding calculations.

Step 2: Find the Appropriate Tax Table or Formula

Employers typically use IRS Publication 15-T, which provides tax tables and
formulas for different pay periods and allowances.

Step 3: Calculate the Withholding

While exact figures depend on the specific IRS tables, the general process



involves:

- Calculating the taxable wages for the pay period.

- Applying the withholding rate based on the employee's allowances and filing
status.

- Computing the dollar amount to be withheld.

Example Simplified Calculation
Suppose the employee is single, claims one allowance, and is paid weekly:

- Gross pay per period: $720
- Using IRS Publication 15-T, the approximate federal withholding might be
around 10-12% for this income bracket, depending on the allowances.

If we assume a 10% withholding rate:
- Federal tax withheld = $720 x 10% = $72

Note: The actual amount may vary based on the latest tax tables and specific
circumstances.

Impact of Claiming One Federal Allowance
How Does Claiming One Allowance Change the Withholding?

- It reduces the amount of tax withheld compared to claiming zero allowances.
- The employee's net pay increases, providing more immediate cash flow.

- However, it might lead to a smaller tax refund or a tax bill at year-end if
too little tax is withheld.

Balancing Withholding and Tax Liability
Employees should aim to:

- Claim allowances that reflect their actual tax situation.

- Use IRS withholding calculators or consult with tax professionals for
accuracy.

- Adjust allowances if they experience changes in income, dependents, or
deductions.

Potential Risks

- Claiming too many allowances may result in under-withholding, leading to
owing taxes at the end of the year.

- Claiming too few allowances results in over-withholding, giving the
government an interest-free loan but increasing take-home pay in the short
term.



Calculating Take-Home Pay in This Scenario

Given the assumptions:

- Gross pay: $720

- Federal withholding: approximately $72 (assuming 10%)

- Other deductions: Social Security (6.2%), Medicare (1.45%), and possibly
state taxes (varies)

Estimating Other Deductions

- Social Security: $720 x 6.2% = $44.64
- Medicare: $720 x 1.45% = $10.44

Total Estimated Deductions

- Federal tax: $72

- Social Security: ~$44.64

- Medicare: ~$10.44

Total deductions = $72 + $44.64 + $10.44 = $127.08

Net Pay Calculation

- Gross pay: $720
- Total deductions: ~$127.08

Net pay = $720 - $127.08 = $592.92
Final Take-Home Pay

Approximately $593, depending on exact withholding rates and any additional
deductions or contributions.

How Employees Can Manage Their Withholding

Review and Update W-4 Form Regularly

- Changes in personal circumstances: marriage, divorce, dependents

- Significant income changes or additional jobs

- Major deductions or credits anticipated

Use IRS Tools

- IRS Tax Withholding Estimator: a free online tool to help employees

determine appropriate withholding allowances.
- Consult with a tax professional for personalized advice.



Monitor Paychecks

- Compare actual withholdings against expected tax liability.
- Adjust allowances if discrepancies are identified to avoid surprises at tax
time.

Conclusion

Understanding the relationship between gross pay, federal allowances, and tax
withholding is crucial for employees aiming to optimize their take-home pay
without incurring penalties or surprises. In the scenario where an employee
earns $720 per period and claims one allowance, the amount of federal income
tax withheld will be less than if they claimed zero allowances, resulting in
a higher net pay.

However, employees must strike a balance-claiming too many allowances can
lead to underpayment of taxes, while claiming too few results in higher-than-
necessary withholding. Regular review and adjustment of withholding
allowances, guided by IRS resources or professional advice, can help
employees manage their finances effectively.

By understanding these principles, employees can better control their
financial planning, ensuring that their paycheck aligns with their tax
obligations and personal financial goals.
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