Budgeting & First Paycheck Unit — Vocabulary Sheet

How to use this sheet

This sheet collects every term defined in the Budgeting & First Paycheck Unit. Students can use it as a
reference during the unit and keep it as a study aid for the post-quiz.

Terms

Allowance. Money a family member regularly gives (often to a child or teen) — counts as income for
budgeting purposes.

Biweekly. Paid every two weeks (26 pay periods per year). Most U.S. private-sector workers paid hourly
are on a biweekly schedule.

Budget. A plan for how you will use your money over a set period of time. Lists income (money coming
in) and expenses (money going out).

Deduction. Money taken out of gross pay before the worker is paid. Includes required taxes (federal
income tax withholding, Social Security, Medicare, state income tax in most states) and any elected pre-
tax benefits (health insurance, retirement contributions).

Direct deposit. A payment method where net pay is sent electronically to the worker's bank account on
payday.

Discretionary spending. Spending on wants — things you choose to buy that are not required. Variable by
definition.

Earned income. Income from working — wages, salary, tips, commissions, self-employment.

Emergency fund. Savings set aside specifically for unplanned expenses (car repair, medical, replacing
something that broke). Many personal-finance educators recommend a starter emergency fund of $500-
$1,000 before any other savings goal.

Expense. Money going out — what you pay for things you buy or owe. Tracked in a budget as a category
(need-fixed, need-variable, want-fixed, want-variable).

Federal income tax. A tax on income paid to the U.S. federal government. The amount withheld from
each paycheck is an approximate estimate based on the worker's W-4. The actual tax owed is reconciled
when the worker files an annual return. (Source: IRS Publication 15-T, general framework.)

FICA (Federal Insurance Contributions Act). The federal law that funds Social Security and Medicare. For
most workers, FICA totals 7.65% of gross pay (Social Security 6.2% + Medicare 1.45%). The employer
matches each part separately.

Fixed expense. An expense with a predictable amount and predictable timing — for example, rent, a
phone plan, a streaming subscription. "Fixed" means predictable within the budget month, not
unchangeable forever.

50/30/20 rule. A budgeting guideline: 50% of net pay to needs, 30% to wants, 20% to savings. Popularized
by Senator Elizabeth Warren and Amelia Warren Tyagi in All Your Worth: The Ultimate Lifetime Money
Plan (2005). It is a guideline, not a law. The split can be adjusted up or down to match real income.



Gross pay. Total earnings from a job before any deductions are taken out. Wages x hours worked for
hourly workers; salary divided by pay periods for salaried workers.

Income. Money coming in. Sources include earned income (a job), gifts, allowance, interest, and
government payments. Most personal budgets are built around earned income.

Medicare. A federal health-insurance program for older adults and certain other groups, funded by FICA-
HI tax — 1.45% of gross pay, paid by the worker. The employer matches at 1.45%. (Source: IRS Publication
15.)

Need. An expense you cannot reasonably go without — food, basic housing, basic transportation, basic
clothing, utilities, basic communication (phone for safety). Some categories are obvious; others (like
"phone plan" or "internet") are need-vs-want debates worth having.

Net pay (take-home). The amount that actually arrives in the worker's bank account or on the paycheck
after all deductions are subtracted from gross pay. This is the number a worker should budget against —
NOT gross pay.

Pay period. The length of time covered by one paycheck. Common U.S. periods: weekly (52 per year),
biweekly (26 per year), semimonthly (24 per year, typically 1st and 15th), monthly (12 per year).

Pay stub. The document (paper or digital) that lists gross pay, every deduction, and net pay for one pay
period. Required to be provided to the worker in most U.S. states.

Paycheck. The combined event of a worker being paid for a pay period — includes the deposit (or check)
and the pay stub.

SMART goal. A goal that is Specific, Measurable, Achievable, Relevant, and Time-bound. Framework
popularized in management literature in the 1980s (one early reference: George T. Doran, 1981). Used
widely in personal-finance goal-setting because vague goals like "save more money" don't stick — specific,
time-bound goals do.

Social Security. A federal program providing retirement, disability, and survivor benefits, funded by
FICA-OASDI tax — 6.2% of gross pay, paid by the worker. The employer matches at 6.2% separately. There
is an annual wage base (cap) above which Social Security tax stops; not relevant for most part-time
workers. (Source: Social Security Administration, IRS Publication 15.)

Spending log. A record of every dollar spent over a period of time (typically one week or one month),
used to compare actual spending to a budget plan. The gap between the plan and the log is the most
useful single budgeting insight.

State income tax. A tax on income paid to a state government. Varies by state — some states have no state
income tax. Where it applies, it is withheld from each paycheck in the same way federal income tax is.

Take-home pay. Another name for net pay. The amount left after all deductions.

Variable expense. An expense whose amount changes month to month — for example, groceries, gas for
the car, electricity (usage-based), eating out, going out.

W-4 form. The IRS form a worker fills out when starting a new job. It tells the employer how much federal
income tax to withhold from each paycheck. Workers can update their W-4 at any time. (Source: IRS.)

Want. An expense that is nice to have but not required — entertainment, dining out, fashion-driven
purchases, hobbies. Most personal-finance budgets explicitly leave room for wants; a budget with zero
wants is usually unsustainable.



Withholding. Money the employer takes out of gross pay and sends to the federal (and state) government
on the worker's behalf. Federal income tax, Social Security, Medicare, and state income tax are all
withheld this way. Withholding is an estimate, reconciled at tax time.



