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Preface

Today’s payroll accountant has become a major player on a company’s management team. Management’s need for timely
and accurate payroll cost data as a part of the total planning step has moved payroll from a disbursement and recording
function to an integral part of the management process.

At the federal, state, and local levels, frequent changes are made in the laws that affect the paying of employees, and
the payments made to and the forms sent to the taxing authorities. Consequently, the job of a payroll accountant requires
constant updating so that the payroll system remains accurate, reliable, and timely. Payroll Accounting has established a
record of being the most thorough book on the market. Each edition has been updated with the most current informa-
tion available.

In this text, students are exposed to the tax rules, tax rates, and the tax reports that form the core of a payroll accoun-
tant’s responsibilities. Besides numerous examples, diagrams, and completed forms that smooth the learning process, the
Payroll Project at the end of the book (Chapter 7) helps students apply knowledge acquired in previous chapters to prac-
tical payroll situations. This project is, in many respects, a culmination of the information presented in Payroll Accounting.

The 2000 edition of Payroll Accounting continues to provide the most user-friendly payroll accounting coverage in the
marketplace. A number of features in this textbook

are specifically directed to the students during their
learning cycle, as illustrated here.

Chapter 2 Computing and Paying Wages and Salaries

Learning objectives are enumerated at the begin- B o e e i o
s ployees the day off on holidays, nor to e them vacations. If the empl
ning of each chapter and the numbers repeated sl o el S o e Al

half. Thus, holidays, like Sundays, are treated the same as any other day

next to the start Of thC applicable text coverage. Whether { is granted or overtime rates are paid depends on the employ-

ment agreement

DETERMINING EMPLOYEE’S WORK TINV

To avoid paying for time not actually spent on the job and to eliminate paymen! LEARNING
for unnecessary overtime work, employers must know what types of employee -
activities cour vorking time under t Generally, the hours counted as OBJECTIVE

include all the time that ¢ vees actually work or must be on
duty. A distinction must be made between an employee’s principal activities
and the preliminary and postliminary activities

Principal Activities

The principal activities of employees include those tasks employees must per-
form and include any work of consequence performed for the employer. Princi-
pal activities include those indispensable to the performance of productive
work and those that are an integral part of a principal activity

Y
L}

non

Payday
- Employees are paid biweekly on Friday. The first payday in the fourth quarter is Friday
c ¢ cel port is not finished u Monday following

cach week, the first pay (C Sctobey 9 will e for che o wree S¢
October 3, The company, in effect, holds bac
s The «

and Seprembe
policy applics 1o a will cover the days worked
in the weeks ending Oc

Payroll Taxes—Contributions and Withholdings

Pay-points are used thl’Oughout \ ::.m.n taxes are levied upon the Glo-Brite [int Company and its employees as shown in
. < gure 7-3,

Chapter 7 to bring attention to
areas where students com- federal. state, and city raxes during this quarter. The deposit
monIy make mistakes. tules that affect the company appe gure 7-4 (page 7-00)

Group Insurance

20

siting Taxes

The company mist

The company carrics group life insuranc
and one-half times the annual salary or w

a -
Bo?nts

Deduct insurance promiums
only on the last payday of aach
month,
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Chepter 3 Socisl Security Taxes

Payments for
that an employer pays for an employee’s education, such s uition, fees, and payments for
ook, supplies. and equipment. Alw. educational assisance includes the con of employer.
provided courses of instrucrion (books. supplies, and equipment). Educational assistance ex-
chudes payment for tools or supplics that employees keep afier they complete 4 course of
instruction, P for job-related cdh 1 exp re ot subject 1o FICA taxcs if the
education maintains or improves skills required by the individials employment, Payments
for non-job-relared educational expenses up 1o $5.250 are also exempr from FICA taxes

SELF STUDY QUIZ 3-2. Which of the followsng are subject o FICA tax (inddicate Yes r No | /

Over the years. roughly 0% of
ol wages Kave been subject 1o
the FICA tax (6ASOI porvon)
However, in recont yewrs. st
Has ropped 10 85% a5 9061
Honal workets earn mors than
the taxablo wage base

1. ASIS gift certificate for & local grocery store given to employees as a Christmas it

2 Sales represontatives using thew company cars for parsonsl use on weeknights
and weekends

3. Employer’s contributions to a Simphtied Employes Pension Plan for s employees

4 Auwition reimbursement plan that pays twition far smployses successfully
completing jobrelated courses.

5. Severance pay made to an employee discharged for theft

Taxable Wage Base

The emplayer must consider the axable wage base when computing the OASDI portion of
the FICA tax. The bw cxempts wages that exceed this base during the calendar year
(576200 estimated for 2000). The actual OASD] raaable wage base is not released unol
November of the pror year. Once the OASDH raxable wage base has been reached. all pay

ments made to the employe duiring the remainder of the year are not taxsble. The wage 3-9
base applics 1o smounts puaid employees in # calendar year and ot to the time when the =
services were performed by the cmployes. The HI portion of dhe FICA tax docs e have 3 _
ceiling: thus. emplayers compute this tax an the toral wages and salaries paid during the e
vear. Ax social security henefies increase each vear based on changes in the Conumer Price =
Index. the taxable wage base is increased 100 N

Renes Rley recerves pay on January 3. 2000 for work done duning the tast woek of Decorver  NEETREAREE

1999 The wages would ba taxed as incoma in the calendar year 2000, using 2000 fax rates.

Tax Rates.
and employees tor old-age, survivors, and disability msurance (OASDI benefirs and for
hospiral insurance (H1) benefies. The 2000 tax rates for both the emplover and the em-
playee portions of the g fallow:

The Social Security Act. as smended, imposes 3 separate tax on employers

Rare Wage Base
OASDI 620% $76.200 (eseimared)
HI 145 None

Determining OASDI Tax:
18
< OASD Winge Base: then
555,400

Comulacive Wages 4
52400 -

Current Wage Paymen
$4.000

Compure the OASDI tax o the entire wage payment. (3,000 % 12 = S186.00)

e

It
Cumulative Wages + Current Wage Vavment > OANDI Wage Base. then
574,000 ‘ 3,000 ~ §77.000
Chacter 4 Income Tax Withhoiding
KEY TERMS

Annualizing wages (p. 4-15)

Backup withholding (5 4-26)
Diefined cantribution plan (p. 4-5)
Eamed income credit (KIC) ((p 4-16)
Information returns (. 4-23)
Percentage method (p. 4-11)
Personal allowance (p. 4-7)

Quanterly uveraging (p. 4-13)

Reciprocal agreement (p. 4-28)
Special withholding allowance (5. 4
Standard deduction (. 411

QUESTIONS FOR REVIEW

NOTE: Use Tax Tables A und B ar the back ot this textbook
and the s regulations presened in this chaprer to answer
all questions and solve all problems.

=

Commencing in June, Stade Exon is cligible to receive
munthly payments from 4 pension find. What proce
dure should Exon follow if he docs nor wish 10 have
federal income taxes withheld from his periodic pen
ston payments?

Rhonda Gramm s single. and her wages are paid
weekly What s the amoum of Gramm’s ane with
halding llowance? Howanl Heinz. married. clsims
twa withholding allowances. and his wages are paid
semimonthly. What s the toral amount of his with
holding allowance?

1. T what eatent are cash tips treated as remunetation
subject to federal incame ax withholding?

Under what conditions must » large food establish
ment allocate tips to it tpped employees!

For each of the following kinds of wage payments, in
dicate whether or not the wages are cxempr from the
withholding of federal income tases

. Thice weeks' vacation pay

b, Weekly advance 10 4 sales representative for travel

10, Max Lichcrman. 4 murried employes. fails 10 furnish

his employer with a withbolding allowance cr
His weekly wages amount o $445. Under the per
centage method. will any portion of his wages be xob
ject 1o withholding? I so. wdicare what portion

11, The Baucus Company has just completed the process

ate

ing; expenses w be incurred
© Weekly wages paid the housekeeper in o college
frurermity

Maunthly salary recaived by Rev. Cole Carpenter.

« Payments umder a workers compensation faw fur

ing of is yearend payroll and distribured all the

weekly paychecks The payrull deparmen

computing the amount of the anmal bay

given each worker, What methods may be used b
’ b £

sickness or injury
What is 2 personal allowance? Whas was the amount of
a personal allowance for 19992
O July 15, William Mitchell amended his Form W-4

Date

net

Please remember thar URLs are subject o change.

——
—

activities

IRS Publication 334 Tax Guide for Business is avail
able on-line. Find out what important changes were
The IRS provides much useful information on their made in 1999,
site. See if you can sign up for their Digital Mailing
List. It provides important upcoming tax dares, recently
added tax forms, and special IRS announcements,

A ——

prodfforms_pubs/pubs/p334toc hm

Bt/ fwwwirs.sistres, gov/

prodrhelp/newmail/maillist he!

/

Self-study quizzes appear throughout each chap-
ter and test the understanding of major concepts.

Use of marginal icons (“On the Net,” “News
Alert,” “IRS Connection,” and “On the Job”)
have integrated the real world uses of this facts-
intensive area of study. “On the Net” icons allow
optional integration of Internet research sites for
students, like the example that follows:

ne

http://www.dol.gov/dol/esa/
U.S. Department of Labor
Employment Standards
Administration homepage. This
site contains various codes
sections, such as affirmative
action and workers compensa-
tion. To find the most useful
information, choose the ESA
Program that interests you, and
then choose the “Statutory and
Regulatory” option.

The icons in the chapter highlight the most current
forms, instructions, and wage and tax laws available.

Thorough end-of-chapter materials include
review questions, discussion questions, practical
problems, and case problems.

activities

Net activities are included at the end of each
chapter. Students will gain valuable knowledge
on how to use the Internet to research payroll-
related information.




The Continuing Payroll Problem found at the end
of each chapter solidifies students” understanding
of chapter concepts and enables them to prepare a
payroll using a step-by-step approach.

Preface

~

CONTINUING PAYROLL PROBLEM

Refer 10 the partially complered payroll register that you
worked on at the end of Chapter 4. You will now com-
pute the emploers liability for unemployment taxes
(FUTA and SUTA] for the pay of January 14. Thee
computations will be used at the end of Chapter 6 in
recording the payroll tax entries
To compute the emplovers liability for uncmphy

ment axes. proceed as follows:

1. Enter cach emplogee’s gross eamings in the Taxable
Eamings—FUTA and SUTA columns.

2 Towl the Taxsble Eaming—FUTA and SUTA
columns.

1. At the bottom of your payroll register, compute the
following for the total payroll:
a hu FUTA tax. Since this is the first pay period

he year, none of the employees are neat the
s’ 000 ceiling: thercfore, each employee’s gross
carnings is subject to the FUTA rax.

b SUTA tax. Since the Steimer Company is a new
employer, Pennsylvania has assigned the com-
pany 3 contribution rate of 3,5% on the first
$8,000 of cach employee’s carnings.

NOTE Ratam youw partaby compirted payred regiter for ke ot the and ol
Chapter b

CASE PROBLEM

o]

Reducing a High Unemployment Tax Rate.
Over the past rwo years. Kermit Stone. the controller of
Hilton Company. has been concerned that the company
has been paving 4 large amount of maney for state un-
employment faxes. On reviewing the “unemployment
Hle™ with the head accountant. Deborah Murtha, he
learms thar the companys tax rate i near the wop of the
range of the state’s experience rating system.

After calling the loca) unemployment office. Stone
realizes that the tmover of employees ar Hil
Company has had an adverse effect on the company’s
tax rates. In addition, after consulting with Murtha. he
discovers that the eligibility teports thar come from the
state unemployment office are st signed and sent back

The eligibiliny reports are notices that an ex:
employee has filed a claim for unemplovment benefits
By signing these reports “blindly,” the company. in ef-
fect. tells the state that the employes s eligible for the
bencfits. Any bencfits paid are charged by the stare
against Hiltun Company's account

Stone is convineed that the rates the company is
paving ate too high. and he feels that part of the reason
is the “blind” signing of the eligibilits reports. Besides
this, he wanders what ather steps the company can take

10 lower its contribusions rate and vaxes.
Submit recommendations thar might help Stone
reduce the “unfair” burden that the unemployment

o the state without any review.

net ...

Please remember thar URLs are subject to change.

compensation taxes are leveling on Hilion Company.

1 Asa pavroll practitioncr. you will need the latest pay
oll information. Cheek oue this site and find all the
federal rates. then oy 0 find the fink w0 your state's
taxation depariment

hutp/wwespayroll-taxes.com/

The final payroll project can be completed manu-
ally (Chapter 7) or by using the computer
(Appendix A). Payroll disks, now in Windows, are T st sty 5 i ol

Step 6 Generate and post the journal entry for the emplayers payeoll taxes.

free with the purchase of the text. Inspector disks, T i v sh et e ot f R Willomt o e vl o
Step 8 Display the journal report for 11707/

5 o1 . " through 11713/ —
which facilitate grading of the payroll project, are Srh DN | o kbt
free to instructors.

Appendix A Computerized Payroll Accounting

name of XXX11-13 fswhere XXX are your inieiahs. and 1113 tepresents month
11 day 13)
Step 1z Proceed to the Novernber 20 payroll. If nevessary, endl your payroll session

NOVEMBER 20 PAYROLL

The seep-by-step instuctions far completing the November 20 payroll (for the period end
ing November 14) follow.

Step 11 Answer the questions for the November 20 payroll on the Student Project Audit
Tt a5 you complere provessing for the pay perior
Sep 2 1f you quit the safrware afier pros

g the previous pay period, perform che fol

lowwing stepx
4. Start up the Payroll Accounting sofiwarc.
b Load your file contaming the s pay period data (XXX11-13)

Step 3 Eniter and post the following ransactions.
November 16: deposited with the Ciry Bank. the amount of FICA taxes and
federal income taves for the October payrolls
Hint: Display the general ledger report to obrain these amounts from the FICA
Tares Payable—OASDI, FICA Tares Payable—HL, and the Employees FIT A.
Fayable account balances
Nowernber 16: deposited the City of Philadelphia cimplayees withheld income
1a ($1.321.64) with the Deparsment of Revenue for the Ocsober payrols (xec
the Employees CTT Payable sccount balance in the general ledger teport).
November 18: deposited the Pennsylvania state income taxes withheld fram
the November 6 and 13 (Ruth V. Williams) payrolls.

Step4: Enter the followitrg emplover maintenance
Add new employee: Fmployee number 200 WOODS, Beth Annc: sm‘
Franklin Courr. Philadelphia. PA 19105-0915; social sccurity number, 72
1587: single. walaricd. $1.200.00, number of pay periods per year. X
holding allowances. 1 Account No. 52 (Office Salaries).

Step 5: Enter the following payeoll vransactions. (O deduct Group Ins—do deduct
Union Dues for the appropriate employees.) Verify that Group Insurance is de-
usctest and that Union Dues are deducted for the appropriate emplayees

?UHU’&

EMPLOYEES TO BE PAID THIS PAY PERIOD:

Employee  Employee Salary! Overtime ~ Ovemiime ~ Grouwp  Union
Number Name Reg Hr. @ Time @ Double Ins. Dues
100 Bonno, Anthany Victor 51650 K00
1o Ferguson, fames Claude $26.40
120 Furd, Catherine Lowise $10.50
130 Mann, Dewey Wikkon $15.90
140 ONill, Joseph Tvler 27.00
150 Russcll. Virginia Aloie $8.10
(oss o 2 hours)
160 Ryan, Nomun Allen B0 S$16.80 $8.00
70 Sokoneski, Thamas James te salary £24.00
180 Student (yout name) e salary 56,30

2 0 0 0D|€<
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GOALS OF PAYROLL ACCOUNTING

1.

To develop an understanding of the personnel and payroll records that provide the
information required under the numerous laws affecting the operations of a payroll
system.

To describe the payroll-record life of employees from their initial applications for
employment to their applications for their first social security benefit checks.

To introduce the various aspects of the Fair Labor Standards Act and the other laws
that affect payroll operations and employment practices.

To describe the basic payroll accounting systems and procedures used in computing
wages and salaries and the timekeeping methods used to record time worked.

To explain the various phases of the Social Security Act, the federal income tax with-
holding law, and other laws relating to the payment of wages and salaries.

To provide practice in all payroll operations, the preparation of payroll registers, the
recording of accounting entries involving payroll, and the preparation of payroll tax
returns required of businesses.

To complete a payroll project manually or with a microcomputer. Students can use the
diskette package to update employee files, to complete payroll reports, and to display
quarterly reports and W-2 forms.
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Chapter 3 FICA Taxable Wages

In this textbook an estimated taxable base of $76,200 for the year 2000 was used for the
OASDI part of FICA taxes. As we go to press the actual raxable base for the year 2000 has
not been released.
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LEARNING OBJECTIVES

After studying this chapter, you should be able to: 1. Identify the various laws that affect employers in their payroll
operations.

2. Explain the record keeping requirements of these laws.
- Explain the importance of a thorough recordkeeping system.

4. Describe the employment procedures generally followed in a
Human Resources Department.

5. Recognize the various personnel records used by businesses a:1.]
know the type of information shown on each form.

6. Describe the procedures employed in typical payroll accounting
system.

7. Identify the payroll register and the employee’s earnings record.
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Payroll Accounting

Payroll professionals are responsible for issuing over four billion paychecks each year to over
a hundred million people in the workforce of the United States. The processing of payrolls
allows no margin for error. Employees, employers, and government agencies monitor the
work performed by payroll professionals. A payroll accounting system is the only operation
in a business that is almost completely governed by various federal, state, and local laws and
regulations. Rules establish who is an employee, what is time worked, when overtime is to
be paid, what deductions are made, when to pay an employee, and when taxes are paid. Lack
of compliance with these laws and regulations can result in both fines and back-pay awards.

With each new year, payroll administrators must keep abreast of the changes in legisla-
tion that affect their firms’ payroll recordkeeping. An understanding of the various laws af-
fecting payroll operations helps you know the required payroll and personnel records and
procedures. This chapter briefly examines the various laws that affect employers in their pay-
roll operations and the payroll and personnel records that they use to meet the requirements
of the laws. First, however, let’s take a brief look at payroll accounting as a profession.

THE PAYROLL PROFESSION

With the increased responsibilities of payroll specialists, the profession has seen a significant
increase in salary compensation. In a survey done by the job placement agency, Accountants
on Call, the 1998 salary range for payroll clerks was $20,000 to $30,000, while payroll man-
agers earned between $30,000 and $57,000. Typically, an entry-level payroll clerk collects,
reviews, approves, and records time records. Also, the clerk updates attendance records, in-
cluding vacation, sick, and personal days. Once a payroll is processed, the clerk reviews the
information to ensure the accuracy of each employee’s paycheck. Subsequent job responsi-
bilities will include entering the following information into the payroll system:

Time-worked data.

Pay rate changes.

Tax rate changes.

Employee authorized payroll deductions.
New employee information.

Marital and employee allowance changes.

QaeWON=

Providing information to the Finance Department concerning the amounts to be paid
for taxes, health insurance premiums, retirement plans, etc., may also be part of the evolv-
ing duties of the advancing payroll professional. One of the final stages involves the com-
pletion of payroll tax returns, employee information returns, federal and state census
returns, and fringe benefit and welfare plan returns.

Payroll professionals must keep abreast of the changes in their field so that they can re-
main technically proficient. This need has spurred the development of an association of pay-
roll practitioners—the American Payroll Association (APA). Membership in the association
is open to anyone interested in or engaged in the support of payroll accounting. The APA
offers professional training seminars and various publications to its members. In addition,
each year the APA administers an examination for the payroll accountant and awards a cer-
tificate to those who pass the exam (Certified Payroll Professional). This testing and certifi-
cation process has helped the payroll profession to gain recognition in the business
community. The APA has also established guidelines for the conduct of the payroll profes-
sional. This “Code of Ethics,” shown in Figure 1-1, sets the direction for the profession.!

One of a number of publications designed to provide current information to the prac-
titioner is published by the Research Institute of America, Inc. This biweekly issue is enti-
tled Payroll Guide, and it is a comprehensive review of changes in regulations affecting
payroll reporting.?

1 For more information on the organization, write to: American Payroll Association, New York Educa-
tional Division, 30 E. 33rd Street, New York, NY 10016-5386; Tel: 212-686-2030

2 Payroll Guide is published by the Research Institute of America Group, 90 Fifth Avenue, New York, NY
10011; Tel: 1-800-431-9025.
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APA Code of Ethics

1. To be mindful of the personal aspect of the payroll relationship between employer and
employee, and to ensure that harmony is maintained through constant concern for the
Payroll Professional’s fellow employees.

2. To strive for perfect accuracy and timeliness of all payroll activities.

3. To keep abreast of the state of the payroll art with regard to developments in payroll
technologies.

4. To be current with legislative developments, actions on the part of regulatory bodies,
and the like, in so far as they affect payroll.

5. To maintain the absolute confidentiality of the payroll, within the procedures of the
employer.

6. Torefrain from using Association activities for one’s personal self-interest or financial gain.

7. To take as one’s commitment the enhancement of one’s professional abilities through
the resources of the American Payroll Association.

8. To support one’s fellow Payroll Professionals, both within and outside one’s organization.

FAIR LABOR STANDARDS ACT

In the processing of payrolls, the first step is to determine gross pay. The Fair Labor
Standards Act (FLSA) of 1938 affects this calculation. Commonly referred to as the Federal
Wage and Hour Law, this law sets up minimum wage (currently $5.15 per hour) and over-
time pay requirements. Other provisions of this law concern equal pay for equal work re-
gardless of sex, restrictions upon the employment of child labor, public service contracts,
and wage garnishment. These basic provisions apply to employers engaged in interstate
commerce or in the production of goods and services for interstate commerce and to em-
ployees in certain enterprises which are so engaged, unless specifically exempted. The FLSA
also imposes recordkeeping requirements on employers but prescribes no specific form of
record. Figure 1-2 shows the basic requirements imposed on the employer concerning pay-
roll and personnel records.

All employers must keep records explaining the basis of wage differentials paid to em-
ployees of opposite sex for equal work performed in the same establishment. Such records
include those relating to job evaluations, job descriptions, merit systems, seniority systems,
and union contracts. The employer also must display a poster, available from the regional
office of the Wage and Hour Division, that informs employees of their minimum wage,
equal pay, overtime pay, and wage-collection rights, as well as child-labor restrictions.
Chapter 2 presents a detailed discussion of this act and the standards established.

STATE MINIMUM WAGE AND
MAXIMUM HOURS LAWS

Most states have established minimum wage rates for covered employees, either by legisla-
tion or by administrative order of the legislature whereby minimum wage rates are fixed for
specific industries. As noted earlier, the Fair Labor Standards Act, a federal law, also applies
minimum wage and maximum hour provisions to employers. Where both federal and state
regulations cover the same employee, the higher of the two rates prevails. For example, the
minimum hourly wage in Alaska is $5.65, or 50¢ greater than the federal minimum wage.
All workers covered by that state’s legislation would receive the higher state rate.

Payroll managers must be familiar with the administrative orders of their particular
state, since the wage orders not only set minimum wages but also contain provisions affect-
ing pay periods, pay for call-in time and waiting time, rest and meal periods, absences, meals
and lodging, tips, uniforms, and other matters dealing with wages and hours. The state wage
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Summary of Information Required by Major Federal Payroll Laws

Fair Labor Social Income Tax Unemployment
Item Standards Act  Security Withholding Tax
Name Yes Yes Yes Yes
Address Yes Yes Yes Yes
Sex Yes
% Date of birth Yes
g Social Security Number Yes Yes Yes Yes
§ Withholding allowances claimed R Bial Yes
¥ Occupation Yes Yes Yes Yes
Period employed s Yes Yes Yes
State where services rendered T Yes Ao Yes
Day and time of day when workweek begins Yes
Regular hourly rate of pay Yes
Basis of wage payments; e.g., $5.15 per hour; $41.20 per day Yes
Hours worked each day Yes
E Hours worked each week Yes
,_C_’ Daily or weekly straight-time pay, exclusive of overtime pay Yes
E Amount and nature of exempt pay Yes
g Weekly overtime pay Yes
“E-' Total additions to or deductions from wages Yes
Total remuneration for payroll period Yes Yes Yes
Total remuneration for calendar year g Yes e Yes
Date of payment Yes Yes Yes Yes
Payroll period Yes Yes Yes Yes
Employee’s wages subject to tax for payroll period KB Yes Yes
Employee's wages subject to tax for calendar year AR Yes s Yes
2 Taxable remuneration—if different from
L;( total remuneration, reason for difference SiEs Yes Yes Yes
g Tax deductions from employee's wages Tk Yes Yes Yes
Date tax collected if other than date of payment LA, Yes Yes
Tax paid by employer but not deducted
from employee's wages scaiaha Yes Yes Yes
—  Specific form of records No No No No
é No. of years records must be kept 2-3 4 4 4




