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ACCOUNTING LIFEPAC 9

PAYROLL ACCOUNTING, TAXES & REPORTS

OVERVIEW

In LIFEPAC 8 you learned about various types of payroll deductions, calculating employee
earnings and keeping payroll records. This LIFEPAC® is designed to help you understand how to ana-

lyze, journalize and post payroll transactions. It also discusses the responsibilities of the employer to

accurately report and pay the federal and state payroll taxes withheld from his employees’ wages.

Recording the payment of the payroll involves maintaining payroll records and then recording the

payroll expenses and liabilities for each pay period. The bookkeeper must also determine the

employer’s payroll tax liability and complete federal and state payroll tax reports.
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OBJECTIVES

When you have completed this LIFEPAC you will be able to:

1.

NS gk W
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Recognize the accounting concepts and practices related to payroll accounts, taxes,
and reports.

Analyze payroll transactions.
Journalize the payroll transactions.
Post the payroll transactions.
Describe the employer payroll taxes.
Record the employer payroll taxes.

Prepare payroll tax reports.
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VOCABULARY

Employee Earnings Record — a form used to summarize payroll deductions and payments

made to each individual employee.

Federal Unemployment Tax Act (FUTA) — a federal tax used for administration of state
and federal unemployment programs.



Federal Insurance Contribution Act (FICA) - a law requiring employers and employees to
pay taxes to the federal government to support the Social Security programs; the term
“FICA” is also used to refer to the taxes themselves.

Merit Rating — a rating used to adjust an employer’s state unemployment tax liability based
upon a record of steady employment.

Pay Period — a period covered by a salary payment.
Payroll — all salaries and wages paid to employees.

Payroll Deductions — required and voluntary deductions from gross earnings to determine
net pay.

Payroll Register — an accounting form that summarizes payroll information for all employees
during a specific pay period.

Salary - a specified amount paid to an employee per month or per year.
State Unemployment Tax — a tax imposed by a state to pay benefits to the unemployed.

Wages — payment based on an hourly rate or a piecework basis.
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SECTION I. ANALYZING & RECORDING PAYROLL TRANSACTIONS

Payroll Records

Employers are required by law to keep payroll records on their employees for a period of at least
four years. These payroll records should include: (1) the salary or wage amounts paid; (2) the
amounts deducted from the employees’ earnings; (3) the expenses involved with the payroll; and (4)
the payroll taxes paid by the employer and the employees to the government. The payroll register
that you studied in LIFEPAC 8 summarizes this payroll data for the employees of a business by
itemizing their total earnings and payroll deductions.

The totals of the columns in the payroll register are also the basis for the journal entries to
record the payroll. The information obtained from the register is not posted directly to the general
ledger accounts, however. The payroll entry must first be recorded in the general journal and then
posted to the general ledger accounts.

The additional employer’s tax liabilities are also recorded in the journal. The general ledger is
used to summarize total earnings and deductions for all employees. The individual employee earn-
ings record provides a summary of each employee’s earnings and deductions per pay period. Thus
the payroll register and employee earnings records provide all the payroll information needed to
prepare a payroll and payroll tax reports.

On certain dates, the employer must send the amounts withheld from employees’ earnings for
taxes (mandatory deductions) to the federal and state governments. Other deductions such as union
dues, group health insurance and savings plans (voluntary deductions) must also be paid to their
respective agencies or organizations. Until these amounts are paid, they represent liabilities.



Analyzing the Payroll Entry

The debit and credit amounts to record the payment of payroll in the journal are obtained from
the column totals of the payroll register.

PAYROLL REGISTER for the Semimonthly Payroll Period Ended _-Lecember 3/, 20—

EMPLOYEE DATA EARNINGS DEDUCTIONS NET PAY
I:-t' (g % FEDERAL TOTAL

NO. NAME E E E REGULAR | OVERTIME TOTAL INCOME TAX FICA MEDICARE DEDUCTIONS AMOUNT
3 | Jomes, TNikdred L/ 800 |00, 800100 87100 49160 /1160, /48|20] &5/ |80
/| King, Mary A/ 750 |00 50|00] 800|00 87100 49160 /1160, /48|20] &5/ |80
2 | ZLowe, Noward m| 2 250 |00 250|00 0|00 /5150 3|63 /19/3] 23087
Y | Martin, Jehn |/ 695 |00 695100 46100 43109 /0|08 99|/7| 59583
5 | Teas, Elton 4|0 /85 |00 /85100 /1100 /147 2|68 25|15 /59|85
JSotals 2680 |00 2730|100  23/|00 /69|28 39|59  “439|85| 2290|/5

1 2 3 4 5

1. Wages and salaries are a business expense. The account that reflects this expense is Salary
Expense, which has a debit balance; therefore, Salary Expense will be debited.
What does this total represent? The salary expense for the pay period
Which account is affected? Salary Expense
What journal entry is made? Debit Salary Expense for $2,730.00
2. The $231.00 for federal income tax withheld becomes a liability to the business until the

taxes are deposited with the federal government. Record the liability by crediting Employee
Income Tax Payable. Liabilities increase on the credit side.

What does this total represent? The amount owed to the government for income tax
for the pay period
Which account is affected? Employee Income Tax Payable
What journal entry is made? Credit Employee Income Tax Payable for $231.00
3. The FICA tax total of $169.26 also represents a liability for the pay period. (NOTE: Some
businesses show a combined withholding amount for FICA and Medicare. Others list them

separately because both taxes have different bases. They are both reported, along with
income tax withheld, on the same Form 941 — Employer’s Quarterly Federal Tax Return.)

What does this total represent? The amount owed to the government for employees’
FICA tax for the pay period

Which account is affected? FICA Tax Payable

What journal entry is made? Credit FICA Tax Payable for $169.26
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4. The total deduction of $39.59 for Medicare tax is a liability until the tax is deposited at the

end of the quarter. Record the liability by crediting Medicare Tax Payable.

What does this total represent?
Which account is affected?

What journal entry is made?

The total employees’ Medicare tax for the pay period

Medicare Tax Payable

Credit Medicare Tax Payable for $39.59

5. The business draws a check (which becomes the source document for the journal entry to
record payroll) for the net pay total of $2,290.15 from the general checking account. This
amount is then deposited in a special payroll account from which individual payroll checks
are written. Since Cash is an asset account with a debit balance, the account decreases on
the credit side.

What does this total represent?

Which account is affected?

What journal entry is made?

The amount actually paid to the employees for the
pay period

Cash

Credit Cash for $2,290.15

The T accounts below illustrate at a glance how these various accounts are affected. They also
show the equality of the debit and credit amounts in this transaction.

Salary Expense

2730.00
Empl FICA .
IncomemTI‘,a.;c)yIfsyable Tax Payable Medicare Tax Payable Cash
231.00 169.26 39.59 2290.15
+ + +
Journalizing the Payroll Entry
The journal entry to record the payroll for this pay period is shown below:
JOURNAL Page 2
. . Doc |Post. General General
2gt_e Account Title and Explanation No. | Ref. Debit Credit
Lec. |3/ dalary Expense 2730| OO0
Emplorge Imncome Lax Pay 23/ |00
FLCA Tarx FPayable /16926
Tedicare Lax Payable 39|59
Cash. CE 120 2290\ 15

Remember that Salary Expense is always debited with the amount of total earnings and Cash
is always credited with the amount of net pay.
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Posting the Payroll Entry

After the payroll has been journalized, the entry must be posted. (NOTE: Since the December
31 payroll is the second payroll for the month, the accounts will have previous balances.)

Account Title: CaAﬁ/ Account No. / /O
Date Explanation oSt Debit Credit .Balance -
P Ref. Debit Credit
Lec. |18 v 5000| OO
3/ Q2 2290 | 15 2709 85
Account Title: Ch/rmp/&y/yz& Imcome Lax Pa/ya%f@ Account No. 2 /0O
Date Explanation PROSt' Debit Credit _Balance -
o ef. Debit Credit
Lec. |15 v 23/ 100
3/ QZ 23/ 00 442 100
Account Title: Z£LCA Lax /Da/%a/gvf@ Account No. 220
Date Explanation PROSt' Debit Credit _Balance -
o ef. Debit Credit
Lec. |15 v 338 |52
3/ ,QZ 169 | 26 507 \/8
Account Title: 772@6{/0661/2,& ;ZZZ/)O /Da/%a/g\[@ Account No. 230
. Post. . . Balance
Dat Expl t Debit Credit
2g_e xplanation Ref. ebi redi Debit Crodit
Lec. |15 (74 /9118
3/ Q2 39| 59 11877
Account Title: )sfa/ﬂcw/% W Account No. 5/0
. Post. . . Balance
Dat Expl t Debit Credit
2g_e xplanation Ref. ebi redi Debit Crodit
Lec. |3/ QZ 2730100 2730100




: Complete the following activity.

-
-
1.1 Use the information on the payroll register below to journalize the payroll transactions
for the pay period ending January 15 of the current year, Ck 132.
PAYROLL REGISTER for the Semimonthly Payroll Period Ended _January /5, 20—
EMPLOYEE DATA EARNINGS DEDUCTIONS NET PAY
NO NAME E(é) s REGULAR | OVERTIME | TOTAL | '—ocRaAL FicA | meoicare | TOTAL | amount
: g E, E INCOME TAX DEDUCTIONS

3 Bates, M | 3 700 |00 700 |00 14100 43|40 /0| /5] 8755 4632 |45
/ Clark, Chris L/ /00 |00 /00|00 0|00 6120 /45| 7165 92135
2 ,Qamu Naray mi 3 700 |00 50|00 750|00 20|00 46|50 /0|88 7738 672|862
4 | Qomes, TNikdred AN S00 |00 S00 |00 &7 |00 49|60 /160 /48120 85/ |80
9 | King, Mary AN S00 |00 S00 |00 87|00 49|60 /160 /48120 85/ |80
6 | Lowe, Noward m| 2 250 |00 250|00 0|00 /5|50 3|63 /9|13 230|87
8 | Martim, Qobm ml /| &95|o00 s95lod  wslod 43|09 0losl 99|17 595|583
/ Thess, Eltam £L| 0 /85 |00 /85|00 /2100 /147 2168 26|15 /58|85
5 | 20brinibi, Carsl £L| /| soolool 22|50 s22|500  solod 38|80 qlog /07163 54|87
Jotals 4830 |00 72|50 4902|150 3246|00 303|946 yaanie /01|08 420/ |44

JOURNAL Page 3

. . Doc |Post. General General
Dat A nt Title and Explanation . .
ate ceou 2 Gl 2Bl No. | Ref. Debit Credit




1.2

- : Complete the following activity.

From the journal entry on the previous page, post the payroll transactions for the pay
period ending January 15 of the current year.

Account Title: chﬁ/

Account No. / /O

Date Explanation SER Debit Credit .Balance .
20— Ref. Debit Credit
Jam. | / v /871 OO0 78711 00

Account Title: 877’%)/&9/%2@ b@/nco/m,@ @/X/ /Da/%axgvf@

Account No. 2 /0O

. Post. . . Balance

Date Explanation Debit Credit

e 5 Ref. Debit Credit
Account Title: ;Z;,QC@ @ﬂ(/ /Od/%d/&[@ Account No. 220

Date Explanation e Debit Credit .Balance -

Cl Ref. Debit Credit
Account Title: Mca/w/ ;ZZZA(/ /Da/%a/&&/ Account No. 230

Date Explanation PROSt' Debit Credit .Balance -

o ef. Debit Credit
Account Title: )éfdxgd/)/% &Xﬁzﬂ’w& Account No. 5/0

Date Explanation _—— Debit Credit _Balance -

P Ref. Debit Credit




Review the material in this section in preparation for the Self Test. The Self Test will
check your mastery of this particular section. The items missed on this Self Test will
indicate specific areas where restudy is needed for mastery.

| &

SELF TEST 1

Match the following accounting terms with their definitions (each answer, 2 points).

1.01 a period covered by a salary or wage pay- a. salary
ment
b. wage
1.02 payment based on an hourly rate or a piece- &

work basis .
c. employee earnings record

1.03 required and voluntary amounts taken from

gross earnings to determine net pay d. payroll register
1.04 all salaries and wages paid to employees . FICA
1.05 a tax used for administration of state and

federal unemployment programs f. journalizing
1.06 a tax used to support social security pro- g FUTA

grams
1.07 a form used to summarize payroll deductions h. payroll

and payments made to each individual

employee i. pay period

1.08 an accounting form that summarizes payroll j. payroll deductions

information for all employees during a spe-
cific pay period k. withholding allowance

1.09 a specified amount paid to an employee per
month or per year

Answer the following questions (each answer, 5 points).
1.010 What is included in the payroll records employers are required to keep for four years?

a.

b.

C.

d.

1.011 Why do the amounts withheld from employees’ earnings become liabilities to the employer?




PAYROLL REGISTER for the Semimonthly Payroll Period Ended _-Lecember. 3/, 20—

EMPLOYEE DATA EARNINGS DEDUCTIONS NET PAY
Eg % FEDERAL TOTAL

NO. NAME EE E REGULAR | OVERTIME TOTAL INCOME TAX FICA MEDICARE DEDUCTIONS AMOUNT
3 ,Qa/nw TNildred AL/ 800 |00 800 |00 87|00 49160 11160 /#8120  &5/|80
/| King, Tary AN 750 |00 50|00| 800|009 87|00 49160 11160 /%8120 85/180
2 | Lowe, Noward T2 250 |00 250|00 0|09 /15150 3|63 /9]/13| 230|87
4 | TMarkin, Jehn AN 695 |00 695100 46100 43|09 /0|08 99|/7| 59583
5 | Tess, Elon L]0 /85 |00 /85100 /1100 /147 2|68 2515 /59|85
Sotals 2680 |00 2730|109 23100 169|284 39|59 43985 2290]|/5
1.012| 1.013] 1.014] 1.015 1.016

Analyze the transactions to journalize the payroll entry from the payroll register shown
above (each answer, 3 points).

1.012 a. What does this total represent?

b. Which account is affected?

c. What journal entry is made?

1.013 a. What does this total represent?

b. Which account is affected?

c¢. What journal entry is made?

1.014 a. What does this total represent?

b. Which account is affected?

c. What journal entry is made?

1.015 a. What does this total represent?

b. Which account is affected?

c. What journal entry is made?

1.016 a. What does this total represent?

b. Which account is affected?

c. What journal entry is made?
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