
Chapter 13: Accounting for Payroll and Payroll Taxes: Chapter Overview  

Chapter Overview  

Learning Objectives 

After studying Chapter 13, in addition to defining key terms, you will be able to: 

 LO1 Analyze a payroll transaction. 

 LO2 Journalize a payroll including employee payroll taxes. 

 LO3 Calculate and record employer payroll taxes. 

 LO4 Prepare selected payroll tax reports. 

 LO5 Pay and record withholding and payroll taxes. 

  

Accounting for Payroll and Payroll Taxes: Accounting in the Real World: 

Google 

 To stay competitive, technology companies must continually reinvent themselves. They must 

introduce a steady stream of new products along with applications for those products. Since 

its inception in 1996, Google has revolutionized how people surf the Internet. In its rise to 

dominance, Google acquired over 50 businesses, capturing a multitude of products and the 

creative talents that developed them. Its most notable acquisitions are YouTube and 

DoubleClick. 

To retain a creative workforce, companies must provide a supportive work environment that 

encourages and rewards creativity. Google has the financial strength to offer many innovative 

benefits designed to make its employees' lives healthier, less complicated, and more fun. 

Beyond comprehensive health and retirement benefits, employees earn up to 25 vacation 

days per year. They can attend financial planning classes and receive reimbursement for 

furthering their college education. 

Google is family friendly. New mothers receive up to 18 weeks of paid maternity leave. 

Fathers also receive up to seven weeks of parental leave. New parents are reimbursed up to 

$500 for take-out meals during the first three months the new baby is home. Google also 
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provides financial assistance to pay legal and other fees for the adoption of a child. 

Employees at Google's Mountain View, California, headquarters can ride to work in a shuttle 

that serves the San Francisco area. Once at work, employees can: 

• Eat a free lunch or dinner cooked by gourmet chefs. 

• Visit a doctor or receive a massage. 

• Have their laundry dry cleaned or a bicycle repaired. 

• Exercise in the gym or on the volleyball court. 

Critical Thinking 

1.     Google has offices all over the world. Identify three services you would suggest 

any company offer that would uniquely serve employees living in your city or state. 

2. In what accounts should Google record the expense of these employee benefits? 

  

Accounting for Payroll and Payroll Taxes: Key Terms 

• salary expense 

• federal unemployment tax 

• state unemployment tax 

• deposit 

• lookback period 

 
 

Chapter 13: Accounting for Payroll and Payroll Taxes: Lesson 13-1: Recording a Payroll  

  

Different Forms of Payroll Information 

Analyzing Payment of Payroll LO1 

Journalizing Payment of a Payroll LO2 

End of Lesson Review 

  



• LO1 Analyze a payroll transaction. 

• LO2 Journalize a payroll including employee payroll taxes. 

Different Forms of Payroll Information 

Payroll information for each pay period is recorded in a payroll register. Each pay period, 

payroll information is also recorded on employees' earnings records. Separate payroll 

accounts for each employee are not kept in the general ledger. Instead, accounts that 

summarize total earnings and deductions for all employees are kept in the general ledger. 

The total of gross earnings for all employees earning hourly wages, salaries, and 

commissions is called salary expense . 

The payroll register and employee earnings records provide all the payroll information needed 

to prepare payroll and payroll tax reports. Journal entries are made to record the payment of 

the payroll and employer payroll taxes. In addition, various quarterly and annual payroll tax 

reports are required to report the payment of payroll taxes. 

 

 

   

Similar to a special journal, the column totals of a payroll register provide the debit and credit 

amounts needed to journalize a payroll. Data from the payroll register for ThreeGreen's 

semimonthly pay period ended December 15 are summarized in the T accounts below. 
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The sum of the Total Earnings column, $8,076.75, is the salary expense for the period. Salary 

Expense is debited for this amount. The total of each Deductions column (except for the Total 

column) is credited to a liability account. For example, federal income taxes of $494.00 were 

withheld from the employees' gross wages. The amount withheld is a liability of the business 

until the taxes are sent to the federal government. Therefore, Employee Income Tax Payable 

is credited for $494.00 to record this liability. Each of the other Deductions column totals is 

credited to a related liability account. 

The Net Pay column total, $6,269.87, is the net amount paid to employees. So, Cash is 

credited for $6,269.87. A check for the total net pay amount, $6,269.87, is drawn on 

ThreeGreen's general checking account and is deposited in a separate payroll checking 

account. Individual payroll checks are then written on the payroll checking account. 

 Total Earnings is the debit amount for Salary Expense. Net Pay is the credit amount for cash. 

The totals of the Earnings Regular, Earnings Overtime, and Deductions Total columns are not 

used to journalize the payroll. 



Journalizing Payment of a Payroll LO2 

  

ThreeGreen journalized the company's payroll for the semimonthly period ended December 

15, 20--. 

December 15. Paid cash for semimonthly payroll, $6,269.87 (total payroll, $8,076.75, less 

deductions: employee income tax, $494.00; social security tax, $500.77; Medicare tax, 

$117.11; health insurance premiums, $230.00; retirement contributions, $465.00). Check No. 

732. 

Amounts recorded in the General columns of a cash payments journal are posted individually 

to general ledger accounts. The credit to Cash, $6,269.87, is not posted separately to the 

Cash account. The amount is included in the journal's Cash Credit column total that is posted 

at the end of the month. The same procedures are followed to post this journal entry to the 

appropriate accounts as were described in Chapter 9. 

 Journalizing Payment of a Payroll 

1 Write the date, 15, in the Date column. 

2 Write the title of the account debited, Salary Expense, in the Account Title column. 

3 Write the check number, 732, in the Ck. No. column. 



4 Write the total earnings for the pay period to Salary Expense, $8,076.75, in the 

General Debit column. 

5 On the same line, write the total amount paid to employees, $6,269.87, in the Cash 

Credit column. 

6 On the next five lines, write the titles of the accounts relating to each payroll 

deduction: Employee Income Tax Payable, Social Security Tax Payable, Medicare Tax 

Payable, Health Insurance Premiums Payable, and Retirement Contributions Payable 

in the Account Title column. 

7 On the same five lines, write the payroll deduction amounts for the corresponding 

liability accounts, $494.00, $500.77, $117.11, $230.00, and $465.00 in the General 

Credit column. 

End of Lesson Review 

• LO1 Analyze a payroll transaction. 

• LO2 Journalize a payroll including employee payroll taxes. 

Term Review 

• salary expense 

Audit Your Understanding 

1. What account title is used to journalize the Total Earnings column of the payroll 

register? 

2. What account title is used to journalize the Federal Income Tax column of the payroll 

register? 

3. What account title is used to journalize the Social Security Tax column of the payroll 

register? 

4. What account title is used to journalize the Medicare Tax column of the payroll register? 

Work Together 13-1 



Recording a payroll 

Lakeland Company's payroll register has the following totals for the semimonthly pay period, 

May 1–15, of the current year. T accounts and a cash payments journal page are provided in 

the Working Papers. Your instructor will guide you through the following examples. 

Total 

Earnings 

Federal Income Tax 

Withheld 

Social Security Tax 

Withheld 

Medicare 

Withheld 

$13,800.00 $925.00 $855.60 $200.10 

 

3. Use the T accounts provided to analyze Lakeland's May 1–15 payroll. 

4. Journalize the payment of Lakeland's May 1–15 payroll on page 6 of the cash payments 

journal. The payroll was paid by Check No. 564 on May 15 of the current year. 

On Your Own 13-1 

Recording a Payroll 

Houston Company's payroll register has the following totals for the semimonthly pay period, 

June 16–30, of the current year. T accounts and a cash payments journal page are provided 

in the Working Papers. Work this problem independently. 

Total 

Earnings 

Federal Income Tax 

Withheld 

Social Security Tax 

Withheld 

Medicare 

Withheld 

$15,640.00 $1,015.00 $969.68 $226.78 

 

• Use the T accounts provided to analyze Houston's June 16–30 payroll. 

Journalize the payment of Houston's June 16–30 payroll on page 8 of a cash payments 

journal. The payroll was paid by Check No. 776 on June 30 of the current year. 

 

Chapter 13: Accounting for Payroll and Payroll Taxes: Ethics in Action: Age Discrimination?  

Ethics in Action: Age Discrimination?  

 



Marist Industries maintains its own exercise facility for employees and their families. To show 

its commitment to employee health, the company hired Thom Dyer, an Olympic hopeful in 

weight lifting, as the facility manager. The company gave Thom a $20,000 budget to upgrade 

the exercise equipment. He used all the money to buy free weights, the equipment of choice 

for serious weightlifters. 

To make room for the new weights, Thom removed several stationary bikes. Mary Ester, a 

55-year-old manager, complained to Thom that he was “pushing out” the older employees. 

She told him that free weights would only be used by “younger” employees. In response, 

Thom explained his belief that weight training was the most effective exercise for people of all 

ages. Not satisfied with his answer, Mary filed an employment discrimination complaint 

against Thom. 

Instructions 

Determine whether Thom acted ethically when he modified the mix of exercise equipment. 

Use the Employee Handbook for the Emerson Business Ethics Program as a guide. To 

access the handbook, enter its title in your Internet browser's search engine. 

 

Chapter 13: Accounting for Payroll and Payroll Taxes: Lesson 13-2: Recording Employer 

Payroll Taxes  

Lesson 13-2: Recording Employer Payroll Taxes  

• LO3 Calculate and record employer payroll taxes. 

Employer Payroll Taxes 

Employers must pay to the government the taxes withheld from employee earnings. 

ThreeGreen has withheld federal income tax, social security tax, and Medicare tax from 

employee wages and salaries. The amounts withheld are liabilities to the business until they 

are actually paid to the government. 

In addition, employers must pay several of their own payroll taxes. Employer payroll taxes are 



business expenses and are recorded in the Payroll Tax Expense account. 

Most employers must pay four separate payroll taxes. These taxes are (1) social security tax, 

(2) Medicare tax, (3) federal unemployment tax, and (4) state unemployment tax. 

Employer Social Security and Medicare Taxes 

Social security and Medicare taxes are the only payroll taxes paid by both employees and 

employers. ThreeGreen withheld $500.77 in social security tax and $117.11 in Medicare tax 

from employee wages for the pay period ended December 15. The business owes the same 

amount of social security and Medicare taxes as the amount withheld from employees. 

ThreeGreen's social security and Medicare taxes for the pay period ended December 15 are 

also $500.77 and $117.11, respectively. 

Congress sets the social security and Medicare tax rates for employees and employers. 

Congress often changes the tax rates and tax base. The social security tax rate used in this 

text is 6.2% of earnings up to the tax base—a maximum of $106,800.00 each calendar year. 

Medicare does not have a tax base. Therefore, Medicare tax is calculated on total employee 

earnings. The Medicare tax rate used in this text is 1.45% of total employee earnings. 

Federal Unemployment Tax 

The Federal Unemployment Tax Act (FUTA) created a national program to provide cash 

payments to employees who lose their jobs through no fault of their own. Federal 

unemployment insurance laws require that employers pay taxes to fund unemployment 

benefits. These taxes are used to pay workers' benefits for limited periods of unemployment 

and to administer the unemployment benefit program. A federal tax paid by employers to 

administer the unemployment program is called federal unemployment tax , commonly 

referred to as FUTA. The tax rate and tax base for FUTA taxes are referred to as the FUTA 

tax rate and FUTA tax base. 

State Unemployment Tax 

Unemployment benefits are paid by state unemployment programs. A state tax paid by 

employers that is used to pay benefits to unemployed workers is called state unemployment 
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tax , commonly referred to as SUTA. The Social Security Act specifies certain standards for 

unemployment benefit laws. Therefore, state unemployment laws differ very little. However, 

each employer must know the requirements of the state in which it operates. 

The tax rate for SUTA taxes is referred to as the SUTA tax rate. The SUTA 

tax uses the FUTA tax base. 

  

   Social security tax and Medicare tax are the only payroll taxes paid by both 

the employer and employee. A business pays the same amount of social security tax and 

Medicare tax as the amount withheld from employees. 

 

    Employers must pay four taxes on employee earnings—social security tax, 

Medicare tax, FUTA tax, and SUTA tax. 

 

  

Calculating Unemployment Taxes LO3 

  

 



The FUTA tax rate is 6.2% of the FUTA tax base; currently, the first $7,000.00 earned by 

each employee. Earnings subject to unemployment taxes are referred to as FUTA earnings. 

Employers can generally deduct from federal unemployment payments the amounts they pay 

to state unemployment programs. But the deduction cannot be more than 5.4% of FUTA 

earnings. The effective FUTA tax rate in most states is, therefore, 0.8% on the first $7,000.00 

earned by each employee (federal, 6.2% – deductible for state, 5.4% = 0.8%). 

The amount of FUTA earnings for ThreeGreen's pay period ended December 15, 20--, is 

shown in the illustration. 

Calculating FUTA Earnings 

1 From each employee's earnings record, enter total earnings prior to the current pay period. 

John P. Butler's prior earnings as of November 30, $27,195.00, are recorded in the first 

column. 

2 Enter the amount of earnings needed for each employee to reach the $7,000.00 FUTA tax 

base. Subtract the prior total earnings, column 2, from $7,000.00. Enter zero if the amount is 

less than zero. Mr. Butler's amount ($7,000.00 – $27,195.00) is negative; therefore, $0.00 is 

entered in column 3. 

3 Enter the current pay period earnings in column 4. Mr. Butler's earnings for the December 

15 pay period are $1,466.25. 

4 Enter in column 5 the lesser of the amounts in columns 3 and 4, then total column 5. 

• If the earnings for the current pay period (column 4) are less than or equal to the earnings 

needed to reach the FUTA tax base, then all current earnings are FUTA earnings. 

Enter the current earnings amount in column 5. Anthony R. Feng and Ann C. Lendsey 

have earnings that match this test. 

• If the earnings for the current pay period are greater than the amount in column 3, then 

FUTA earnings are the amount in column 3. For Cary B. Wells, the earnings for the 

current pay period, $1,444.00, are greater than the $510.00 of earnings needed to 



reach the $7,000.00 FUTA tax base. Therefore, $510.00 is entered for Mr. Wells' FUTA 

earnings. 

• Total the FUTA Earnings column. This total amount, $2,244.00, is used to calculate the 

unemployment taxes. 

  

   Earnings are subject to FUTA taxes until an employee's accumulated 

earnings reach the FUTA tax base. 

 

Journalizing Employer Payroll Taxes 

  

 

 

 

Employer payroll taxes are paid to the government at later dates than when they are 

journalized. However, the liabilities are incurred when salaries are paid. Therefore, the 

transaction to record employer payroll taxes expense is journalized on the same date the 

payroll is journalized. The salary expense and the employer payroll taxes expense are both 

recorded in the same accounting period. 

December 15. Recorded employer payroll taxes expense, $757.01, for the semimonthly pay 

period ended December 15. Taxes owed are: social security tax, $500.77; Medicare tax, 

$117.11; federal unemployment tax, $17.95; state unemployment tax, $121.18. Memorandum 

No. 44. 



  

 

Payroll Taxes Expense is debited 

for $757.01 to show the increase in 

the balance of this expense 

account. Four liability accounts are 

credited to show the increase in 

payroll tax liabilities. Amounts 

recorded in the general journal are 

posted individually to general ledger 

accounts. The same procedures are 

followed to post this journal entry to 

the appropriate accounts as were 

described in Chapter 12. 

The December 15 transactions in 

Social Security Tax Payable and 

Medicare Tax Payable, shown in 

the T accounts in gray, are the 

amounts withheld from employees' 

wages. These amounts were 

posted from the payment of the payroll in the cash payments journal. 

 

Journalizing Employer Payroll Taxes 

1 Write the date, 15, in the Date column. 

2 Write the title of the expense account debited, Payroll Taxes Expense, in the Account Title 

column. 

3 Write the memorandum number, M44, in the Doc. No. column. 



4 Write the debit amount, $757.01, in the Debit column. 

5 Write the titles of the liability accounts credited, Social Security Tax Payable, Medicare Tax 

Payable, Unemployment Tax Payable—Federal, and Unemployment Tax Payable—State, on 

the next four lines of the Account Title column, indented about one centimeter. 

6 Write the credit amounts, $500.77, $117.11, $17.95, and $121.18, respectively, in the Credit 

column. 

  

    

 

 

   

End of Lesson Review 

• LO3 Calculate and record employer payroll taxes. 

Terms Review 

• federal unemployment tax 

• state unemployment tax 

Audit Your Understanding 

1. What is the tax rate ThreeGreen must pay on employees for each of the following 

taxes: social security, Medicare, federal unemployment, and state unemployment? 

2. What is the amount of each employee's earnings that is subject to federal and state 

unemployment taxes at ThreeGreen? 

Work Together 13-2 



Recording employer payroll taxes 

Payroll information taken from employee earnings records is given below. A form and general 

journal page are provided in the Working Papers. Your instructor will guide you through the 

following examples. 

Employee 

Name 

Accumulated Earnings, 

April 30 

Total Earnings for May 1–15 Pay 

Period 

Ellis, Nick C. $6,100.00 $   762.50 

Jennings, 

Evan P. 

  7,980.00   1,040.00 

Powers, 

Virginia A. 

  4,380.00     527.00 

Wolfe, Kerry 

T. 

  6,850.00     849.50 

 

1. Calculate the FUTA taxes. Unemployment taxes are owed on the first $7,000.00 of 

earnings for each employee. 

2. Calculate the amount of employer payroll taxes owed for the May 1–15 pay period. Use 

the employer payroll tax rates shown in this chapter. 

3. Journalize the employer's payroll taxes for the May 1–15 pay period on May 15 of the 

current year. Use general journal page 10 and Memorandum No. 46. 

On Your Own 13-2 

Recording employer payroll taxes 

Payroll information taken from employee earnings records is given below. A form and general 

journal page are provided in the Working Papers. Work this problem independently. 

Employee Accumulated Earnings, Total Earnings for June 1–15 Pay 



Name May 31 Period 

Holt, 

Stephanie L. 

$6,380.00 $653.00 

Klein, Jacob 

S. 

  3,840.00   521.00 

Singh, Irene 

M. 

  7,290.00   736.50 

Tate, Joyce 

B. 

  6,270.00   614.00 

 

1. Calculate the FUTA taxes. Unemployment taxes are owed on the first $7,000.00 of earnings 

for each employee. 

2. Calculate the amount of employer payroll taxes owed for the June 1–15 pay period. Use the 

employer payroll tax rates shown in this chapter. 

Journalize the employer's payroll taxes for the June 1–15 pay period on June 15 of the 

current year. Use general journal page 12 and Memorandum No. 97. 

 

Chapter 13: Accounting for Payroll and Payroll Taxes: Careers in Accounting  

Careers in Accounting  

 

Tuan Nguyen 

CONTROLLER 

Do you want to be in charge of an entire accounting department? Do you like managing 

people? Do you like having authority and making decisions? If so, you may want to consider 

the top position. The chief accountant in an organization, having responsibility for both 

financial and managerial accounting activities, is called a controller or sometimes a 

comptroller. 



Depending on the size and type of company, the controller is the highest or second highest 

accounting position. Tuan Nguyen is the controller for Asian Pacific Imports. He is in charge 

of the entire range of accounting functions for his company. Recently, Tuan was involved in 

setting up and managing a new automated accounting system. It is his responsibility to: 

• Manage the company's accounting system. 

• Produce annual and interim financial statements. 

• Work with external auditors. 

• Establish internal control policies. 

• Interact with other managers to understand the kind of data they need to make decisions. 

• Explain accounting rules to non-accounting personnel. 

• Manage accounting department employees. 

• Develop new reports for internal use. 

• Supervise the preparation of tax returns and reports. 

Salary Range: $100,000 to more than $250,000. 

Qualifications: The position of controller requires a thorough understanding of GAAP and 

automated accounting systems. Excellent oral and written communication skills and effective 

presentation skills are essential. Like all managers, this person must be able to direct, 

motivate, and evaluate employees and respect confidentiality. Excellent math skills are 

needed to be able to analyze financial statements and understand tax rules and reporting 

deadlines. Most companies require ten or more years of experience in the field. A four-year 

college degree is required with a masters degree preferred. A Certified Public Accountant 

(CPA) certification is usually required. 

Occupational Outlook: The growth for controller positions is expected to be average (between 

7% and 13%) for the period from 2008 to 2018. 

Activity 

Contact two companies in your community or region and ask if you can interview the 

controller. Some questions you might ask are: What was his/her education and experience 

when he/she was hired as controller? To what position in the company does he/she report? 



What are some of his/her biggest challenges? What does he/she enjoy most about the job? 

Write a summary of your findings. 

Sources: www.onetcenter.org , www.salary.com/Controller-salary.html . 

 

Chapter 13:Accounting for Payroll and Payroll Taxes: Lesson 13-3: Reporting Withholding 

and Payroll Taxes  

Lesson 13-3: Reporting Withholding and Payroll Taxes  

• LO4 Prepare selected payroll tax reports. 

Employer Annual Report to Employees of Taxes Withheld LO4 

  

 

 

An employer who withholds taxes from employee earnings must furnish each employee with 

an annual report of these withholdings. The report shows total year's earnings and the 

amounts withheld for taxes for an employee. These amounts are obtained from the employee 

earnings records. The report is prepared on the Internal Revenue Service Form W-2, Wage 

http://www.onetcenter.org/
http://www.salary.com/Controller-salary.html


and Tax Statement. 

Employers must furnish Form W-2 to each employee by January 31 of the next year. If 

requested by the employee, Form W-2 must be furnished within 30 days of the last date of 

employment. 

Four copies (A to D) of Form W-2 are prepared. The employer sends Copy A to the Social 

Security Administration and keeps Copy D for the business's records. Copies B and C are 

given to the employee. The employee attaches Copy B to a personal federal income tax 

return and keeps Copy C for a personal record. Businesses in states with state income tax 

must prepare an additional copy to be attached to the employee's state tax return. 

  

   Some federal tax forms can be printed from copies available on the 

Internet. Other tax forms, such as the W-2 and W-3, are designed to be 

machine readable and must be obtained directly from the Internal 

Revenue Service. 

 

Employer's Quarterly Federal Tax Return 



  

 

   



 

 

Preparing Employer's Quarterly Federal Tax Return 

Each employer is required by law to periodically report to the government the payroll taxes 

withheld from employee salaries, and to report the employer payroll taxes due. Some reports 

are submitted quarterly and others, annually. 

Each employer must file Form 941, Employer's Quarterly Federal Tax Return, showing the 

federal income tax, social security tax, and Medicare taxes owed to the government. The form 

must be filed before the last day of the month following the end of a calendar quarter. 

ThreeGreen's Form 941 for the quarter ended December 31 is shown on the previous page. 

The information needed to prepare Form 941 is obtained from employee earnings records. 

 

Preparing an Employer's Quarterly Federal Tax Return 

1 Enter the company name, address, employer identification number, and the date the quarter 

ended in the heading section of Form 941. 

2 Enter the number of employees, 6, on line 1. 

3 Enter total quarterly earnings, $49,752.40, on lines 2, 5a, and 5c. This amount is the sum of 



the fourth quarter total earnings of all employees. 

4 Enter the income tax withheld, $3,043.00, on line 3. This amount is the total of the fourth 

quarter federal income tax withheld from all employees. 

5 Calculate and enter the quarterly employee and employer social security taxes, $6,169.30, 

and Medicare taxes, $1,442.82, in column 2 on lines 5a and 5c, respectively. The 12.4% tax 

rate is the sum of the employee 6.2% and the employer 6.2% social security tax rates. The 

2.9% tax rate is the sum of the employee 1.45% and the employer 1.45% Medicare tax rates. 

6 Enter the total social security and Medicare taxes, $7,612.12 ($6,169.30 + $1,442.82), on 

line 5d. 

7 Enter the total payroll taxes, $10,655.12 ($3,043.00 + $7,612.12), on line 6e. Since 

ThreeGreen has no adjustments to its taxes, the total is also entered on lines 8 and 10. 

8 Enter the two-letter state abbreviation, PA, on line 16. 

9 ThreeGreen deposits tax withholdings every month. Check the box next to the statement “

You were a monthly schedule depositor for the entire quarter.” 

10 Enter the monthly deposits, $3,591.74 + $3,569.18 + $3,494.20, in the boxes provided in 

line 17. 

11. Enter the sum of the monthly totals, $10,655.12 ($3,591.74 + $3,569.18 + $3,494.20), on 

lines 11 and 13 and in the box under the monthly deposits. 

Employer Annual Reporting of Payroll Taxes 

  



 

 

Form W-3, Transmittal of Wage and Tax Statements, is sent to the Social Security 

Administration by February 28 each year. Form W-3 reports the prior year's earnings and 

payroll taxes withheld for all employees. Attached to Form W-3 is Copy A of each employee's 

Form W-2. Employers with more than 250 employees must send the information to the 

Internal Revenue Service in computer files rather than the actual Forms W-2 and W-3. 

At the end of a calendar year, employers must also report to the federal and state 

governments a summary of all earnings paid to employees during the 12 months. 

End of Lesson Review 



• LO4 Prepare selected payroll tax reports. 

Audit Your Understanding 

1. When must employers furnish a W-2 statement to their employees? 

2. What taxes are included in the quarterly federal tax return filed by the employer? 

Work Together 13-3 

Reporting withholding and payroll taxes 

A Form 941, Employer's Quarterly Federal Tax Return, is given in the Working Papers. Your 

instructor will guide you through the following example. The following data are for Concept 

Designs. 

Date 

Paid 

Total 

Earnings 

Federal 

Income Tax 

Withheld 

Employee Social 

Security Tax 

Withheld 

Employee 

Medicare Tax 

Withheld 

Jan. 

31 

$11,640.00 $698.00 $721.68 $168.78 

Feb. 

28 

  11,900.00   718.00   737.80   172.55 

Mar. 

31 

  12,100.00   728.00   750.20   175.45 

 

a. Company address: 12043 Washington Street, Naperville, Illinois 60540-4158 

b. Employer identification number: 70-8418625 

c. Number of employees: 8 

Prepare a Form 941 for Concept Designs for the first quarter of the current year. 



On Your Own 13-3 

Reporting withholding and payroll taxes 

A Form 941, Employer's Quarterly Federal Tax Return, is given in the Working Papers. Work 

this problem independently. The following data are for Concept Designs. The company 

address, employer identification number, and number of employees are the same as in Work 

Together 13-3. 

Date 

Paid 

Total 

Earnings 

Federal 

Income Tax 

Withheld 

Employee Social 

Security Tax 

Withheld 

Employee 

Medicare Tax 

Withheld 

Apr. 

30 

$11,820.00 $712.00 $732.84 $171.39 

May 

31 

  12,280.00   738.00   761.36   178.06 

Jun. 

30 

  11,920.00   724.00   739.04   172.84 

 

Prepare a Form 941 for Concept Designs for the second quarter of the current year. 

 

Chapter 13: Accounting for Payroll and Payroll Taxes: Why Accounting?: Hybrid Crops  

Why Accounting?: Hybrid Crops  

 

If you are connected with agriculture, the terms “high yield” and “disease resistant” sound like 

money in your pocket. Yield is the amount of product the farmer can produce per acre. The 

higher the yield, the more product the farmer has available to sell. A plant that is resistant to 

disease will also increase the yield. However, high-yield and disease-resistant crops may 

actually decrease the net revenue to the farmer. 

  



   One way to increase both yield and disease resistance is to 

alter the seeds used for planting. Hybrid seeds and plants are those in which cross-pollination 

has been artificially structured to encourage different outcomes such as high yield and/or 

disease resistance. 

 

Critical Thinking 

•     Search the Internet to find crops other than corn for which hybrid seeds are used. 

List three such crops. 

If genetically modified corn increases worldwide production by 10%, what effect could this 

have on the price per bushel of corn? 

 

Chapter 13: Accounting for Payroll and Payroll Taxes: Lesson 13-4: Paying Withholding and 

Payroll Taxes  

Lesson 13-4: Paying Withholding and Payroll Taxes  

  

Paying the Liability for Employee Income Tax, Social Security Tax, and Medicare Tax LO5 

Making Federal Tax Deposits 

Journalizing Payment of Liability for Employee Income Tax, Social Security Tax, and 

Medicare Tax 

Paying the Liability for Federal Unemployment Tax 

Journalizing Payment of Liability for Federal Unemployment Tax 

Journalizing Payment of Liability for State Unemployment Tax 

End of Lesson Review 

  

• LO5 Pay and record withholding and payroll taxes. 



Paying the Liability for Employee Income Tax, Social Security Tax, and 

Medicare Tax LO5 

Employers must pay to the federal, state, and local governments all payroll taxes withheld 

from employee earnings as well as the employer payroll taxes. The payment of payroll taxes 

to the government is referred to as a deposit . Two amounts determine how often deposits are 

made to the federal government: (1) the amount of payroll taxes collected during the current 

deposit period and (2) the amount of payroll taxes owed during a prior 12-month period. The 

12-month period that ends on June 30 of the prior year that is used to determine how 

frequently a business must deposit payroll taxes is called the lookback period . The Internal 

Revenue Service provides businesses with the following flowchart to assist them in 

determining when to make tax deposits. 

 Making Federal Tax Deposits 

New employers are monthly schedule depositors for the first calendar year of business. After 

a lookback period is established, the business must evaluate whether a change in its deposit 

period is required. 

ThreeGreen is classified as a monthly depositor. So, every month the payroll taxes must be 

paid by the 15th day of the following month. The payment includes all the federal income, 

social security, and Medicare taxes that ThreeGreen withheld from employee salaries. 

ThreeGreen must also pay the employer share of the social security and Medicare taxes. 

Federal tax deposits must be paid using electronic fund transfer. Businesses are encouraged 

to make deposits using the Electronic Federal Tax Payment System (EFTPS). Either by 

computer or telephone, the business can have the deposit transferred directly from its bank 

account to the government. 

A business may choose to have a tax professional, financial institution, or other third party 

deposit its taxes electronically. ThreeGreen prepares a check to its bank for the amount for 

December, $3,494.20. The bank uses its electronic fund transfer system to deposit the taxes 

javascript:void(0);
javascript:void(0);


for ThreeGreen. 

Tax rules change periodically. Always check the most current tax information before 

calculating any tax amount and the tax deposit requirements. 

    Employee payroll taxes are paid by employees through payroll withholdings. Employers 

must pay their own payroll taxes. 

Journalizing Payment of Liability for Employee Income Tax, Social Security  

January 15. Paid cash for liability for employee income tax, $998.00; social security tax, 

$2,023.06; and Medicare tax, $473.14; total, $3,494.20. Check No. 748. 

 The January 15 balance of each liability account is a result of payroll transactions recorded in 

December. The transactions in Employee Income Tax Payable are the amounts withheld on 

the December 15 and December 31 payrolls. There are two transactions recorded in Social 

Security Tax Payable and Medicare Tax Payable for each payroll. The first transaction is the 

amount withheld from the December 15 payroll recorded on a cash payments journal. The 

second December 15 transaction represents the employer's share of payroll taxes recorded 

on a general journal. The two December 31 transactions represent the employee and 

employer payroll taxes for the December 31 payroll. 

The debit to each liability account reduces the balance to zero. The balance of Cash is 

decreased by a credit for the total payment, $3,494.20. 

Journalizing a Payment of Liability for Employee Income Tax, Social Security Tax, and 

Medicare Tax 

1 Write the date, 15, in the Date column. 

2 Write the titles of the three accounts debited, Employee Income Tax Payable, Social 

Security Tax Payable, and Medicare Tax Payable, in the Account Title column. 

3 Write the check number, 748, in the Ck. No. column. 



4 Write the three debit amounts, $998.00, $2,023.06, and $473.14, in the General Debit 

column. 

5 Write the amount of the credit to Cash, $3,494.20, in the Cash Credit column. 

Paying the Liability for Federal Unemployment Tax 

FUTA taxes are paid by the end of the month following each quarter if the liability amount is 

more than $500.00. However, all unemployment tax liabilities outstanding at the end of a 

calendar year must be paid. FUTA tax is paid to the federal government using electronic 

funds transfer or the Electronic Federal Tax Payment System. The deposit for FUTA tax is 

similar to the deposit required for income tax, social security tax, and Medicare tax. 

The total of FUTA taxes paid during a calendar year is reported on Form 940. ThreeGreen's 

FUTA tax liability for the entire year is $297.02. Therefore, ThreeGreen was not required to 

make any quarterly tax deposits. 

    The Internal Revenue Service encourages all businesses to deposit federal payroll taxes 

using the Electronic Federal Tax Payment System. 

Journalizing Payment of Liability for Federal Unemployment Tax 

 January 31. Paid cash for federal unemployment (FUTA) tax liability for quarter ended 

December 31, $297.02. Check No. 749. 

For each payroll period, a credit entry was recorded to Unemployment Tax Payable—Federal. 

The T account shows the entries for the December pay periods. The account balance on 

December 31, $297.02, is the total FUTA tax liability for the year. The balance of the liability 

account is reduced to zero by this transaction. 

 Journalizing a Payment of Liability for Federal Unemployment Tax 

1 Write the date, 31, in the Date column. 



2 Write the title of the account debited, Unemployment Tax Payable—Federal, in the Account 

Title column. 

3 Write the check number, 749, in the Ck. No. column. 

4 Write the debit amount, $297.02, in the General Debit column. 

5 Write the amount of the credit to Cash, $297.02, in the Cash Credit column. 

Journalizing Payment of Liability for State Unemployment Tax 

 January 31. Paid cash for state unemployment (SUTA) tax liability for quarter ended 

December 31, $147.42. Check No. 750. 

The T account shows the entries to Unemployment Tax Payable—State for the two 

December pay periods. The balance of the liability account is reduced to zero by this 

transaction. 

State requirements for reporting and paying SUTA taxes vary. Employers are generally 

required to pay the SUTA tax during the month following each calendar quarter. The steps for 

recording the transactions are the same as for FUTA tax. 

End of Lesson Review 

• LO5 Pay and record withholding and payroll taxes. 

Terms Review 

• deposit 

• lookback period 

Audit Your Understanding 

1. For a monthly schedule depositor, when are payroll taxes paid to the federal 

government? 



2. By what method are businesses encouraged to deposit federal payroll taxes? 

Work Together 13-4 

Paying withholding and payroll taxes 

A cash payments journal page is given in the Working Papers. Your instructor will guide you 

through the following examples. The following payroll data are for Tessler Electric for the 

monthly pay period ended March 31 of the current year. 

Date 

Paid 

Federal Income 

Tax Withheld 

Employee Social Security 

Tax Withheld 

Employee Medicare 

Tax Withheld 

Mar. 

31 

$1,320.00 $1,331.76 $311.46 

 

Credit balances on March 31 for the unemployment tax accounts are as follows: 

Unemployment Tax Payable—Federal, $515.52; Unemployment Tax Payable—State, 

$1,159.92. 

5. Prepare a journal entry for payment of the withheld taxes. Tessler Electric is a monthly 

schedule depositor. Journalize Check No. 495 on cash payments journal page 14 using 

the date the taxes are due to the federal government. 

6. Prepare journal entries for payment of the FUTA and SUTA tax liabilities. Assume both 

checks were prepared on the due date for the federal tax deposit. Check Nos. 522 and 

523. 

On Your Own 13-4 

Paying withholding and payroll taxes 

A cash payments journal page is given in the Working Papers. Work this problem 

independently. The following payroll data are for Sunburst Stores for the monthly pay period 

ended June 30 of the current year. 

Date Federal Income Employee Social Security Employee Medicare 



Paid Tax Withheld Tax Withheld Tax Withheld 

June 

30 

$1,035.00 $1,021.76 $238.96 

 

Credit balances on June 30 for the unemployment tax accounts are as follows: 

Unemployment Tax Payable—Federal, $532.83; Unemployment Tax Payable—State, 

$533.95. 

• Prepare a journal entry for payment of the withheld taxes. Sunburst Stores is a monthly 

schedule depositor. Journalize Check No. 878 on cash payments journal page 19 using 

the date the taxes are due to the federal government. 

Prepare journal entries for payment of the FUTA and SUTA tax liabilities. Assume both 

checks were prepared on the due date for the federal tax deposit. Check Nos. 903 and 904. 

 

Chapter 13: Accounting for Payroll and Payroll Taxes: Financial Literacy: Wage Garnishment  

Financial Literacy: Wage Garnishment  

 

Employers are required by law to withhold deductions from employees' wages. Examples 

include federal income tax, social security and Medicare taxes, and, in some cases, state and 

local income taxes. Employers may also withhold deductions that an employee has agreed to 

for such things as insurance, savings, meals, union dues, uniforms, and charitable 

contributions. 

Many employers and employees may encounter another legal deduction from an employee's 

paycheck. Wage garnishment is a process that requires an employer to withhold a portion of 

an employee's paycheck to pay a court-ordered debt settlement. Common settlements 

include child support and damages awarded to an individual or a business. Generally, the 

employer sends the garnisheed amount to the court. The court then pays the employee's 

creditor. All states permit wage garnishment, but limitations and types of wage garnishment 

vary by state. 



Someone considering a loan or credit purchase that they can't afford should think twice. 

Garnishment may add to financial hardship. Even worse, it will result in one's employer 

learning that he or she is not very responsible about money. 

Activities 

• Explain the purpose of wage garnishment. 

• Explain why wage garnishment is not a voluntary deduction. 

Research the types of wage garnishments that are permissible in your state. Compare your 

findings to the garnishment laws of two other states of your choice. 

 

Chapter 13:Accounting for Payroll and Payroll Taxes: Think Like an Accountant: Accountant 

Billing Rates  

Think Like an Accountant: Accountant Billing Rates  

Public accounting firms earn revenue by selling the services of staff accountants to clients. 

Each accountant's time is charged to the client at an hourly billing rate. Billing rates are based 

on the accountant's annual salary, employer payroll taxes, employee benefits, office 

expenses, and profit. 

Morse and Poole, CPAs, is preparing for its annual recruiting drive for new staff accountants. 

As the firm's recruiting director, Barbara Edmonds evaluates and recommends competitive 

employment offers for the partners to consider. She believes the firm must offer today's 

college graduates more than a good salary. Some job candidates want wellness benefits to 

pay for preventive health care, including fitness center fees. Other individuals want paid time 

off to serve their community. 

To prepare for the annual partners' meeting, Ms. Edmonds has decided to “run the numbers” 

on three alternative employment offers: 

• Individuals who value preventive health care would be offered a $50,000 annual salary. 

Those employees would also receive a $2,500 wellness benefit. 

• Individuals who want extra time to serve the community would be offered a $48,000 salary. 



Those employees would receive 15 days of paid time off for community service. 

• Individuals who value preventive health care and community service would be offered a 

$46,000 salary. They would also receive a $2,500 wellness benefit and ten days off for 

community service. 

This year, in addition to the above compensation, the firm will offer first-year staff three weeks 

of paid vacation, five days of sick leave, and free health insurance. 

Staff accountants are expected to bill 80% of their available hours. To pay for office expenses 

and earn a profit, the firm charges an hourly billing rate of about 220% of each accountant's 

hourly payroll expense. 

Open the Spreadsheet TLA_CH13 

    Follow the steps on the Instructions tab. The worksheet on the Analysis tab 

contains payroll expense and billing rates for the prior year. Complete the analysis to 

determine the billing rate that would result from each offer. Answer these questions: 

 

7. How could the offers be changed to make the billing rates similar? 

8. The firm will use the same billing rate for all first-year staff, regardless of the offer selected 

by individual accountants. What would you recommend for a new billing rate? 

Can you think of a fourth alternative the firm should consider? What salary and benefits would 

be included? 

 

Chapter 13: Accounting for Payroll and Payroll Taxes: End of Chapter Review  

End of Chapter Review  

Accounting for Payroll and Payroll Taxes: A Look at Accounting Software 

Accounting for Payroll and Payroll Taxes: Chapter Summary 

Accounting for Payroll and Payroll Taxes: Explore Accounting 

Accounting for Payroll and Payroll Taxes: Apply Your Understanding: Application Problem 

Accounting for Payroll and Payroll Taxes: Apply Your Understanding: Mastery Problem 



Accounting for Payroll and Payroll Taxes: Apply Your Understanding: Challenge Problem 

Accounting for Payroll and Payroll Taxes: 21st Century Skills 

Accounting for Payroll and Payroll Taxes: Auditing for Errors 

Accounting for Payroll and Payroll Taxes: Analyzing Nike's Financial Statements 

Accounting for Payroll and Payroll Taxes: Reinforcement Activity 2—Part A 

Accounting for Payroll and Payroll Taxes: A Look at Accounting Software 

Using the Payroll Report to Check Payroll Entries 

Accounting for payroll is one of the most complicated functions for accountants. As you have 

learned in the past two chapters, salaries, wages, and commissions need to be calculated. 

Vacation and sick leave need to be monitored. Employee benefits need to be taken into 

account. Then deductions need to be calculated. In addition to federal and state income 

taxes, tax deductions may also be required for local taxing authorities. These may include 

cities, counties, and school districts. Some taxes have limiting tax bases; others do not. In all 

payroll calculations, there is no room for error. Payroll information needs to be kept highly 

confidential. 

Finally, employer taxes and taxes withheld from employees need to be reported to taxing 

authorities, each with its own regulations, rate schedules, deadlines, and forms. Is it any 

wonder that payroll accounting was one of the first business activities to be computerized and 

among the first to be contracted out? Today, many small businesses contract with other 

businesses that specialize in payroll accounting to process their payroll. 



  

 

  1 This payroll report is an example of what would have printed out after all the entries for the 

payroll period had been made in the Enter Payroll window, shown in the Using Accounting 

Software illustration in Chapter 12. 

2 The header row lists the names of all employees. 

3 Similar to the payroll register shown on page 379, except for its vertical structure, the report 

shows the earnings, taxes, deductions, and net pay for each employee. Most accounting 

software reports can be customized by the user. On this report, for example, employee hours 

have been added and taxes have been subtotaled. 

4 Unlike the payroll register, this report also shows the employer expense for each employee. 

5 Totals for each row are shown in the last column on the right. 



Accounting for Payroll and Payroll Taxes: Chapter Summary 

Employee payroll taxes are withheld from employees' earnings. Each tax creates a liability 

when payment of the payroll is recorded in the cash payments journal. These taxes are a 

liability until paid to the federal and state governments. 

Employer payroll taxes are an expense of the business. Payroll Taxes Expense is debited, 

and various liability accounts are credited by a journal entry recorded in the general journal. 

These taxes are also a liability of the business until paid to the federal and state governments. 

The following table identifies who pays each payroll tax and how the tax is calculated. Only 

social security and Medicare taxes are paid by both employees and employers. 

A business must understand the laws that govern how and when payroll tax liabilities are 

paid. Employee income, social security, and Medicare taxes are paid to the government by 

making a tax deposit using an electronic funds transfer or using the Electronic Federal Tax 

Payment System. Monthly schedule depositors must make the deposit by the 15th day of the 

subsequent month. 

Each quarter, the business submits Form 941, Employer's Quarterly Federal Tax Return, 

before the last day of the next month. The form reports employee earnings and tax deposits 

for the quarter. 

FUTA taxes are paid by the end of the month following each quarter if the liability amount is 

more than $500.00. Tax payments to state governments are usually paid each month. The 

reporting and deposit requirements vary by state. 

Tax Employee Payroll Taxes Employer Payroll 

Taxes 

Federal 

Income 

(Employee) 

Different rates based on employee's 

earnings, withholding allowances, 

and marital status 

— 



Social Security 6.2% of earnings up to $106,800.00 6.2% of each 

employee's earnings 

up to $106,800.00 

Medicare 1.45% of earnings 1.45% of earnings 

Federal 

Unemployment 

(FUTA) 

— 0.8% of each 

employee's earnings 

up to $7,000.00 

State 

Unemployment 

(SUTA) 

— 5.4% of each 

employee's earnings 

up to $7,000.00 

 

 

Accounting for Payroll and Payroll Taxes: Explore Accounting 

 Income for Financial Reporting versus Income for Tax Reporting 

Financial statements should provide important information that is accurate, reliable, 

comparable, and consistent. For over 100 years, the accounting profession has been the 

leader in developing a standard set of accounting principles and concepts. These guidelines 

are known as Generally Accepted Accounting Principles (GAAP). Businesses whose stock is 

traded on stock exchanges must use GAAP. Most privately owned businesses also use 

GAAP in preparing their financial statements and determining their net income. 

The Internal Revenue Service (IRS) is responsible for collecting money to operate the federal 

government. Federal income taxes are calculated as a percentage of business or individual 

income. The Internal Revenue Code, written and passed by Congress, provides the rules that 

govern the reporting of taxable revenue and expenses. 

The objectives of the accounting profession and business community, however, are not 

necessarily the same as those of the federal government and the IRS. The accounting 



profession and business community want financial statements to be accurate, reliable, 

comparable, and consistent. The concepts cited throughout the textbook, such as Business 

Entity, Adequate Disclosure, Going Concern, and Historical Cost, are the basic principles on 

which more specific GAAP rules have been developed. 

Congress has two primary objectives when writing tax law. The most obvious objective is to 

generate funds to operate the government. A more subtle objective is to modify the behavior 

of businesses and taxpayers. For example, during an economic recession Congress often 

provides small businesses with tax incentives to hire new workers. 

Tax law often differs from GAAP. For example, a GAAP concept, Matching Expenses with 

Revenue, requires that the cost of business equipment be expensed over the usable life of 

the equipment. However, to encourage businesses to replace equipment more rapidly, the 

Internal Revenue Code may permit the cost of equipment to be expensed more rapidly. So, in 

a certain year, the expense for allocating the cost of equipment would be greater for tax 

purposes than for financial reporting purposes. Most businesses follow GAAP in preparing 

their financial statements but must follow the Internal Revenue Code in preparing their tax 

returns. As a result, net income on financial statements generally differs from the income 

reported on tax returns. 

Instructions 

Examine at least two company annual reports. Study the financial statements and the notes 

connected with those statements. Is there any information indicating a difference between net 

income reported on the financial statements and the income reported for tax purposes? What 

are they, if any? 

Accounting for Payroll and Payroll Taxes: Apply Your Understanding: 

Application Problem 

INSTRUCTIONS: Download problem instructions for Excel, QuickBooks, and Peachtree from 

the textbook companion website at www.C21accounting.com . 

13-1 Application Problem: Recording a Payroll LO2 

http://www.c21accounting.com/


James Company's payroll register has the following totals for two semimonthly pay periods, 

August 1–15 and August 16–31 of the current year. 

Period 
Total 

Earnings 

Deductions 

Net Pay 
Federal 

Income 

Tax 

Social 

Security 

Tax 

Medicare 

Tax 

Health 

Insurance 

Retirement 

Contributions 

August 

1-15 

$7,280.00 $492.00 $451.36 $105.56 $390.00 $450.00 $5,391.08 

August 

16-31 

$7,490.00 $518.00 $464.38 $108.61 $390.00 $450.00 $5,559.01 

 

Instructions: 

Journalize payment of the two payrolls on page 10 of the cash payments journal given in the 

Working Papers. The first payroll was paid by Check No. 692 on August 15 of the current 

year. The second payroll was paid by Check No. 708 on August 31 of the current year. 

•     Go to www.cengage.com/login 

• Click on AA Online to access. 

• Go to the online assignment and follow the instructions. 

13-2 Application Problem: Recording Employer Payroll Taxes LO3 

Use Malone's selected payroll information for the two semimonthly pay periods, April 1–15 

and April 16–30 of the current year. Forms and a general journal are given in the Working 

Papers. 

Employee 

Name 

Accumulated Earnings, 

March 31 

Total Earnings for April 1–15 

Pay Period 

Total Earnings for April 16–30 

Pay Period 

Campos, 

Regina P. 

$4,980.00 $  830.00 $  850.00 

Duran, 

Erica A. 

5,490.00     915.00     895.00 

Glover, 7,080.00   1,180.00  1,180.00 

http://www.cengage.com/login


Brandon T. 

Norton, 

Authur S. 

5,340.00     890.00     795.00 

Rivas, 

Pearl S. 

6,900.00  1,150.00  1,060.00 

 

Employer payroll tax rates are as follows: social security, 6.2%; Medicare, 1.45%; FUTA, 

0.8%; SUTA, 5.4%. Unemployment taxes are owed on the first $7,000.00 of earnings for each 

employee. 

Instructions: 

1. Calculate the amount of FUTA earnings for the April 1–15 pay period. 

2. Calculate the employer payroll tax amounts for the April 1–15 pay period.  Back to  

3.   Journalize the employer payroll taxes on page 5 of a general journal. Use the date of 

April 15 of the current year. The source document is Memorandum No. 87. 

4. Calculate the employer payroll taxes for the April 16–30 pay period. Calculate April 15 

accumulated earnings by adding total earnings for the April 1–15 pay period to the 

March 31 accumulated earnings. 

5. Journalize the employer payroll taxes on page 5 of a general journal. Use the date of 

April 30 of the current year. The source document is Memorandum No. 95. 

13-3 Application Problem: Reporting Withholding and Payroll Taxes LO4 

The following payroll data are for Lance Clothiers for the second quarter of the current year. 

Date 

Paid 

Total 

Earnings 

Federal Income Tax 

Withheld 

Employee Social Security Tax 

Withheld 

Employee Medicare Tax 

Withheld 

Apr. 

30 

$ 

9,525.00 

$580.00 $590.55 $138.11 

May 

31 

  9,996.00   625.00   619.75   144.94 

Jun. 

30 

10,439.00   646.00   647.22   151.37 



 

Additional data: 

a. Company address: 154 N. Morgan Street, Tampa, FL 33601-2500 

b. Employer identification number: 70-7154845 

c. Number of employees: 5 

d. Federal tax payments have been made on May 15, June 15, and July 15. 

Instructions: 

Prepare the Form 941, Employer's Quarterly Federal Tax Return, given in the Working 

Papers. 

13-4 Application Problem: Paying Withholding and Payroll Taxes LO5 

•     Journalize and post payroll transactions to the cash disbursements 

journal. 

• Print the cash disbursements journal and the general ledger trial balance. 

3.     Journalize and post payroll transactions in the Write Checks window. 

4. Print the check detail and the trial balance. 

1.     Enter Excel formulas to solve for unemployment taxable earnings. 

2. Print the worksheet. 

1.     Go to www.cengage.com/login 

2. Click on AA Online to access. 

3. Go to the online assignment and follow the instructions. 

The following payroll data are for Webster Company for the first quarter of the current year. 

Period Total Earnings Federal Income Tax Withheld 

http://www.cengage.com/login


March $21,640.00 $1,395.00 

First 

Quarter 

  63,180.00 — 

 

In addition, total earnings are subject to 6.2% employee and 6.2% employer social security 

tax, plus 1.45% employee and 1.45% employer Medicare tax. The FUTA tax rate is 0.8%, and 

the state SUTA tax rate is 5.4% of total earnings. No total earnings have exceeded the tax 

base for calculating unemployment taxes. 

Instructions: 

1. Calculate the appropriate liability amount of social security and Medicare taxes for March. 

Journalize the payment of the withheld taxes on page 6 of the cash payments journal 

given in the Working Papers. The taxes were paid by Check No. 789 on April 15 of the 

current year. 

2. Calculate the appropriate FUTA tax liability for the first quarter. Journalize payment of this 

liability in the cash payments journal. The tax was paid by Check No. 822 on April 30 of 

the current year. 

3. Calculate the appropriate SUTA tax liability for the first quarter. Journalize payment of this 

liability in the cash payments journal. The tax was paid by Check No. 823 on April 30 of 

the current year. 

Accounting for Payroll and Payroll Taxes: Apply Your Understanding: 

Mastery Problem 

13-M Mastery Problem: Journalizing Payroll Transactions LO2, 3, 5 

Keller Systems, Inc., completed payroll transactions during the period January 1 to February 

15 of the current year. Payroll tax rates are as follows: social security, 6.2%; Medicare, 

1.45%; FUTA, 0.8%; SUTA, 5.4%. No total earnings have exceeded the tax base for 

calculating unemployment taxes. Keller Systems is a monthly schedule depositor for payroll 

taxes. 



Instructions: 

1. Journalize the following transactions on page 14 of the cash payments journal and page 13 

of the general journal given in the Working Papers. Source documents are abbreviated as 

follows: check, C, and memorandum, M. 

Transactions: 

Jan. 15. Paid cash for December's payroll tax liability. Withheld taxes from December 

payrolls: employee income tax, $790.00; social security tax, $778.72; and Medicare tax, 

$182.12. C621. 

15. Paid cash for semimonthly payroll. Total earnings, $6,420.00; withholdings: employee 

income tax, $410.00; health insurance premiums, $360.00 (calculate the social security and 

Medicare deductions). C622. 

15. Recorded employer payroll taxes expense for the January 15 payroll. M64. 

15. Paid cash for employees' health insurance premiums, $720.00. C623. 

31. Paid cash for semimonthly payroll. Gross wages, $6,810.00; withholdings: employee 

income tax, $445.00; health insurance premiums, $360.00. C661. 

31. Recorded employer payroll taxes expense for the January 31 payroll. M65. 

31. Paid cash for FUTA tax liability for quarter ended December 31, $43.20. C662. 

31. Paid cash for SUTA tax liability for quarter ended December 31, $291.60. C663. 

Feb. 15. Paid cash for the January liability for employee income tax, social security tax, and 

Medicare tax, C687. 

15. Paid cash for semimonthly payroll. Gross wages, $6,280.00; withholdings: employee 

income tax, $398.00; health insurance premiums, $360.00. C688. 

15. Recorded employer payroll taxes expense. M66. 



2. Prove and rule the cash payments journal. 

1.     Journalize and post payroll transactions to the cash disbursements 

journal. 

2. Journalize and post payroll transactions to the general journal. 

3. Print the cash disbursements journal, general journal, and general ledger trial balance. 

1.     Journalize and post payroll transactions in the Write Checks window. 

2. Journalize and post payroll transactions to the journal. 

3. Print the check detail, journal, and the trial balance. 

1.     Enter Excel formulas to complete the payroll register. 

2. Print the worksheet. 

Accounting for Payroll and Payroll Taxes: Apply Your Understanding: 

Challenge Problem 

13-C Challenge Problem: Projecting Employee Expense LO3 

Heath Company is searching for a new chief executive officer. The company believes it will be 

able to hire a qualified individual for a $95,000.00 annual salary. The company pays $150.00 

of each employee's $400.00 monthly insurance premium. 

Instructions: 

1. Determine the total annual salary and payroll tax expense for the employee, assuming the 

company does not have an IRS-approved health care plan. 

2. What would be the total annual salary and payroll tax expense for the employee, assuming 

the company receives IRS approval for its health care plan? Remember, contributions 

to an approved health care plan reduce the amount of wages subject to social security, 

Medicare, and federal income taxes. 

3. Does the company have an incentive to seek IRS approval for its health care plan? 

Accounting for Payroll and Payroll Taxes: 21st Century Skills 



 Adding Up the Benefits 

Theme: Financial, Economic, Business, and Entrepreneurial Literacy 

Skills: Creativity and Innovation, Critical Thinking and Problem Solving, Communication and 

Collaboration, ICT Literacy 

Today's generation of workers, known as Gen Y, changes jobs more often than previous 

generations. In the past, it was not uncommon for an employee to stay with a company for an 

entire career spanning 30 or more years. 

High employee turnover is costly. It can influence a company's financial health. In order to 

reduce employee turnover, companies have become more employee friendly. Benefits such 

as sick leave, paid vacation, and health insurance are becoming more flexible. Free day care, 

wardrobe assistance, eight-week sabbaticals, and on-site dog parks are just a few examples 

of the generous benefits companies are offering to lure and keep employees. 

For the 13th year, software company SAS was named one of Fortune Magazine's 100 Best 

Companies To Work For. While some companies have reduced benefits, SAS has chosen to 

be different. Founder and CEO Jim Goodnight looks for benefits that might increase 

productivity or foster creativity. Offering on-site health care and free M&Ms has proven to be a 

winner. At a company where employees are encouraged to balance their work and personal 

life, SAS has one of industry's lowest turnover rates, and it has been extremely profitable. 

Application 

1. With a partner, brainstorm at least ten benefits that you feel would make you a more loyal 

and productive employee. 

2. Using the Internet or personal interviews, research the benefits offered by two companies in 

your community or nearest city. Draw a Venn diagram on a poster to compare/contrast 

your findings. 

3. If you had the option of receiving 20% additional salary or an eight-week paid sabbatical, 

which would you choose, and why? Explain your answer in one to two paragraphs. 

  



Accounting for Payroll and Payroll Taxes: Auditing for Errors 

In April, the liability for FUTA and SUTA taxes for Riverside Corporation is recorded at about 

the same amount as for previous months. Philip Jenkins suggests that it usually begins to 

decrease in April. You have been asked to investigate the payroll data to discover whether 

there is a problem. 

Review and Answer 

1. Why would the liability for unemployment tax begin to decline in April? 

2. If there is an error in the unemployment liability amounts, what is the likely cause? 

3. Examine the information below and on a separate sheet of paper write the correct amounts 

for the unemployment tax liabilities. 

Accumulated Earnings, January–

March 

April Total 

Earnings 

FUTA 

Tax 

SUTA 

Tax 

$3,680.00 $1,270.00 $10.16 $ 68.58 

  6,250.00   2,160.00   17.28   116.64 

  5,370.00   1,620.00   12.96     87.48 

  6,730.00   2,080.00   16.64   112.32 

  4,980.00   1,680.00   13.44     90.72 

 

Accounting for Payroll and Payroll Taxes: Analyzing Nike's Financial 

Statements 

The list of personalities that endorse Nike products is dominated by famous athletes, many of 

whom are destined for their respective sport's hall of fame. Nike typically signs these stars to 

multiyear endorsement contracts that include signing bonuses—prepayments made at the 

signing of the contract. 

Instructions 



Use the Demand Creation Expense section in Note 1 of Nike's financial statements in 

Appendix B, page B-10, to answer the following questions. 

1. How does Nike expense endorsement payments? 

2. How are signing bonuses accounted for? 

Accounting for Payroll and Payroll Taxes: Reinforcement Activity 2—Part A 

 An Accounting Cycle for a Corporation: Journalizing and Posting Transactions 

 Reinforcement Activity 2 reinforces learning from Part 2, Chapters 9 through 17. Activities 

cover a complete accounting cycle for a merchandising business organized as a corporation. 

Reinforcement Activity 2 is a single problem divided into two parts. Part A includes learning 

from Chapters 9 through 13. Part B includes learning from Chapters 14 through 17. 

The accounting work of a single merchandising business for the last month of a yearly fiscal 

period is used in this reinforcement activity. The records kept and reports prepared, however, 

illustrate the application of accounting concepts for all merchandising businesses. 

Gulf Uniform Supply, Inc. (GUS) 

Gulf Uniform Supply, Inc. (GUS), a merchandising business, is organized as a corporation. 

The business sells a complete line of uniforms for a variety of businesses and organizations, 

including schools, medical offices, and retail stores. GUS is located in an open-area shopping 

center and is open for business Monday through Saturday. A monthly rent is paid for its store 

space in the shopping center. GUS accepts credit sales for approved customers and credit 

cards from individual customers. 

Chart of Accounts 

GUS uses the chart of accounts shown on the next page. 

Journals and Ledgers 

The journals and ledgers used by GUS are listed below. Models of the journals and ledgers 

are shown in the textbook chapters indicated. 



Journal and Ledgers Chapter 

Purchases journal 9 

Cash payments journal 9 

Accounts payable ledger 9 and 

11 

Sales journal 10 

Cash receipts journal 10 

Accounts receivable 

ledger 

10 and 

11 

General journal 11 

 

  

Chart of Accounts 

General Ledger 

Balance Sheet Accounts 

• (1000) ASSETS 

• 1100 Current Assets 

• 1110 Cash 

• 1120 Petty Cash 

• 1130 Accounts Receivable 

• 1135 Allowance for Uncollectible 

Accounts 

• 1140 Merchandise Inventory 

• 1145 Supplies—Office 

• 1150 Supplies—Store 

• 1160 Prepaid Insurance 

• 1170 Notes Receivable 

• 1175 Interest Receivable 

• 1200 Plant Assets 

• 1205 Office Equipment 

• 1210 Accumulated Depreciation—

Office Equipment 

• 1215 Store Equipment 

• 1220 Accumulated Depreciation—

Store Equipment 

• (2000) LIABILITIES 

• 2110 Accounts Payable 

• 2120 Sales Tax Payable 

• 2130 Employee Income Tax Payable 

• 2135 Social Security Tax Payable 

• 2140 Medicare Tax Payable 

• 2145 Health Insurance Premiums 

Payable 

• 2150 Retirement Benefits Payable 



• 2160 Unemployment Tax Payable—

Federal 

• 2165 Unemployment Tax Payable—

State 

• 2170 Federal Income Tax Payable 

• 2180 Dividends Payable 

• (3000) OWNER'S EQUITY 

• 3110 Capital Stock 

• 3120 Retained Earnings 

• 3130 Dividends 

• 3140 Income Summary 

• Income Statement Accounts 

• (4000) OPERATING REVENUE 

• 4110 Sales 

• 4120 Sales Discount 

• 4130 Sales Returns and Allowances 

• (5000) COST OF MERCHANDISE 

• 5110 Purchases 

• 5120 Purchases Discount 

• 5130 Purchases Returns and 

Allowances 

• (6000) OPERATING EXPENSES 

• 6105 Advertising Expense 

• 6110 Cash Short and Over 

• 6115 Credit Card Fee Expense 

• 6120 Depreciation Expense—Office 

Equipment 

• 6125 Depreciation Expense—Store 

Equipment 

• 6130 Insurance Expense 

• 6135 Miscellaneous Expense 

• 6140 Payroll Taxes Expense 

• 6145 Rent Expense 

• 6150 Salary Expense 

• 6155 Supplies Expense—Office 

• 6160 Supplies Expense—Store 

• 6165 Uncollectible Accounts 

Expense 

• 6170 Utilities Expense 

• (6200) INCOME TAX EXPENSE 

• 6205 Federal Income Tax Expense 

• (7000) OTHER REVENUE 

• 7110 Interest Income 

• Subsidiary Ledgers 

• Accounts Receivable Ledger 

• 110 Batesville Manufacturing 

• 120 Chandler City Schools 

• 130 Hubbard Medical Clinic 

• 140 Musheer Orthopedics 

• 150 Pacific Stores 

• 160 Western Theaters 

• Accounts Payable Ledger 

• 210 Alpha Supply 

• 220 Distinctive Garments 

• 230 Klein Industries 

• 240 Medical Clothiers 

• 250 Singh Imports 

• 260 Trevino Company 

Recording Transactions 



The December 1 account balances for the general and subsidiary ledgers are given in the 

Working Papers. 

Instructions 

1. Journalize the following transactions completed during December of the current year. GUS 

offers sales terms of 2/10, n/30. The sales tax rate is 6%. Post the following transactions 

when journalized: (1) transactions impacting the accounts receivable or accounts payable 

subsidiary ledgers, (2) transactions recorded in the general journal, and (3) cash payments 

entered in a general amount column of the cash payments journal. Source documents are 

abbreviated as follows: check, C; memorandum, M; purchase invoice, P; receipt, R; sales 

invoice, S; terminal summary, TS; debit memorandum, DM; credit memorandum, CM. 

Dec. 1. Paid cash to Riverside Properties for rent, $1,600.00. C456. 

2. Paid cash to City Office Source for office supplies, $216.00. C457. 

2. The board of directors declared a dividend of $0.50 per share; capital stock issued is 6,000 

shares. M56. 

3. Received cash on account from Chandler City Schools, covering S392 for $814.80, less 

2% sales discount. R402. 

3. Sold merchandise on account to Pacific Stores, $4,795.00, plus sales tax. S395. 

4. Paid cash to Downtown Hardware for miscellaneous expense, $85.00. C458. 

6. Recorded cash and credit card sales, $5,845.00, plus sales tax, $315.63; total, $6,160.63. 

TS45. 

7. Bought $225.00 of office supplies and $312.00 of store supplies from Alpha Supply on 

account, $537.00. M57. 

8. Paid cash on account to Singh Imports, covering P243 for $1,589.00, less 2% discount. 

C459. 



8. Sold merchandise on account to Batesville Manufacturing, $1,208.00, plus sales tax. S396. 

8. Purchased merchandise on account from Trevino Company, $4,000.00, less a 40% trade 

discount. P245. 

10. Paid cash to Cantrell Energy for electric bill, $482.50. C460. 

10. Purchased merchandise on account from Singh Imports, $3,925.00. P246. 

11. Received a $3,000.00 check from Pacific Stores. The check pays $3,061.22 of the Dec. 3 

sale on account, S395, less 2% discount. R403. 

11. Paid cash on account to Klein Industries, $2,618.00, covering P240. C461. 

13. Paid cash to City Office Source for store supplies, $235.00. C462. 

13. Recorded cash and credit card sales, $7,125.00, plus sales tax, $384.75; total, $7,509.75. 

TS46. 

13. Purchased merchandise on account from Klein Industries, $4,958.00. P247. 

14. Sold merchandise on account to Chandler City Schools, $5,580.00. Chandler City 

Schools is exempt from sales tax. S397. 

14. Paid cash to Innovative Communications for advertising, $325.00. C463. 

14. Returned $410.00 of merchandise to Klein Industries from P247. DM14. 

14. Received cash on account from Musheer Orthopedics, $831.50, covering S385. R404. 

15. Paid cash on account to Alpha Supply, $942.00, covering P241. C464. 

15. Paid cash for liability for employee income tax, $471.00, social security tax, $899.00, and 

Medicare tax, $210.25; total, $1,580.25. C465. 

15. Paid cash for semimonthly payroll, $2,670.10 (total payroll, $3,528.00, less deductions: 



employee income tax, $228.00; social security tax, $218.74; Medicare tax, $51.16; health 

insurance premiums, $240.00; retirement benefits, $120.00). C466. 

15. Recorded employer payroll taxes, $309.89, for the semimonthly pay period ended 

December 15. Taxes owed are: social security tax, $218.74; Medicare tax, $51.16; federal 

unemployment tax, $5.16; and state unemployment tax, $34.83. M58. 

Dec. 16. Discovered that a sale on account to Musheer Orthopedic for $627.50 was 

incorrectly charged to the account of Hubbard Medical Clinic. M59. 

18. Sold merchandise on account to Pacific Stores, $3,640.00, plus sales tax. S398. 

20. Recorded cash and credit card sales, $6,890.00, plus sales tax, $367.93; total, $7,257.93. 

TS47. 

22. Received cash on account from Hubbard Medical Clinic, covering S390 for $1,057.50. 

R405. 

23. Paid cash on account to Medical Clothiers, $548.00, covering P239. C467. 

24. Granted credit to Pacific Stores for merchandise returned, $128.00, plus sales tax, $7.68, 

from S395; total, $135.68. CM25. 

27. Recorded cash and credit card sales, $6,295.00, plus sales tax, $347.48; total, $6,642.48. 

TS48. 

28. Gulf Uniform Supply's bank charges a fee for handling the collection of credit card sales 

deposited during the month. The credit card fee is deducted from its bank account. The 

amount is then shown on the bank statement. The credit card fee is recorded in the cash 

payments journal as a reduction in cash. Recorded credit card fee expense, $442.00. M60. 

(Debit Credit Card Fee Expense; credit Cash.) 

29. Paid cash for dividend declared December 2. C468. 

29. Purchased merchandise on account from Distinctive Garments, $3,528.00. P248. 



2. Prove and total page 23 of the cash payments journal. Post the totals of the special 

columns to the general ledger. 

3. Journalize the following transactions, applying the same posting procedures used above. 

Dec. 31. Paid cash to replenish the petty cash fund, $90.30: office supplies, $42.50; store 

supplies, $16.40; advertising, $25.00; miscellaneous, $5.40; cash short, $1.00. C469. 

31. Paid cash for semimonthly payroll, $2,745.07 (total payroll, $3,620.00, less deductions: 

employee income tax, $238.00; social security tax, $224.44; Medicare tax, $52.49; health 

insurance premiums, $240.00; retirement benefits, $120.00). C470. 

31. Recorded employer payroll taxes, $318.78, for the semimonthly pay period ended 

December 31. Taxes owed are: social security tax, $224.44: Medicare tax, $52.49; federal 

unemployment tax, $5.40; and state unemployment tax, $36.45. M61. 

31. Recorded cash and credit card sales, $3,920.00, plus sales tax, $216.38; total, $4,136.38. 

TS49. 

4. Prove and rule the sales journal. Post the totals of the special columns. 

5. Total and rule the purchases journal. Post the total. 

6. Prove the equality of debits and credits for the cash receipts journal and the cash payments 

journals. 

7. Prove cash. The balance on the next unused check stub is $49,743.48. 

8. Rule the cash receipts journal. Post the totals of the special columns. 

9. Rule the cash payments journals. Post the totals of the special columns of page 24 of the 

cash payments journal. 

10. Prepare a schedule of accounts receivable and a schedule of accounts payable. Prove 

the accuracy of the subsidiary ledgers by comparing the schedule totals with the balances of 



the controlling accounts in the general ledger. If the totals are not the same, find and correct 

the errors. 

The ledgers used in Reinforcement Activity 2—Part A are needed to complete Reinforcement 

Activity 2—Part B. 

 

 


