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I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to payroll records. 

 •  identify accounting concepts and practices related to payroll records. 

 •  figure employee earnings and deductions. 

 •  complete payroll records. 

 •  prepare payroll checks. 

 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

 

III.  Anticipatory Set: 

 Employees are an essential element of the business world.  Most businesses cannot operate successfully  

  without competent employees.  Employees provide services to a business in exchange for  

  money.  Employers are required by federal, state, and local laws to keep accurate records of the  

  money paid to employees and of other payments related to employee services. 

 

 Ask students if they work. 

 

IV.  Learning Activities: 
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 Financial records must be maintained for the business and for each employee. 

 

  Salary - the money paid for employee services. 

  Pay Period - the period covered by a salary payment. 

   •  weekly, every two weeks, twice a month, once a month 

  Payroll - the total amount earned by all employees for a pay period. 

   Payroll is reduced by state and federal taxes and other deductions, such as health   

    insurance, to determine the amount paid to all employees. 

 Special payroll records support the recording of payroll transactions in a journal.  The business also uses 

  these records to inform employees of their annual earnings and to prepare payroll reports for the  

  government. 

 

 

 

PAYROLL TIME CARDS 

 A payroll system must include an accurate record of the time each employee has worked.  Employee  

  time records are frequently kept on time cards, which are used as the basic source of information  

  to prepare a payroll. 

 Some businesses use a time clock to record the daily arrival and departure times of its employees.  

 

 

 Analyzing a payroll time card        (pg. 327) 

  •  employee number 

  •  employee name 

  •  sections: 

   *  Morning - In and Out column 

   *  Afternoon - In and Out column 

   *  Overtime - In and Out column 

   *  Hours - Regular and Overtime 

  •  Hours, Rate, and Amount for Regular, Overtime, and Total Hours across bottom 
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 Calculating hours worked 

  The first task in preparing a payroll is to figure the number of hours worked by each employee. 

  Four steps: 

   1)  Figure the number of regular hours for each day and enter the amounts in the Hours  

     Regular column. 

    Times are rounded to the nearest quarter hour to figure the hours worked.  Pg. 328 

   2)  Figure the number of overtime hours for each day and enter the amounts in the Hours  

    Overtime column. Pg. 329 

   3)  Add the hours worked in the Hours Regular and Overtime columns.  Enter the totals  

    in the spaces provided at the bottom of the time card. Pg. 327 

   4)  Add the Hours column to figure the total hours.  Enter the total in the Hours column at 

    the bottom of the time card. Pg. 327 

 

 Calculating employee total earnings 

  Once the total regular and overtime hours are determined, employee earnings can be calculated. 

  Total earnings - the total pay due for a pay period before deductions. 

   •  Gross pay or Gross earnings. 

 

  Four steps: 

   1)  Enter the rate for regular time in the Rate column.  Figure the regular earnings by  

    multiplying regular hours times the regular rate. Pg. 329 

   2)  Enter the rate for overtime in the Rate column. 

    Overtime rate is 1.5 time the regular rate. Pg. 330 

   3)  Figure the overtime earnings by multiplying overtime hours time the overtime rate. 

     Pg. 330 

   4)  Add the Amount column to figure the total earnings. Pg. 330 

 

  Ask working students how they record and figure their hours worked. 
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  Taxes and other deductions must be subtracted from total earnings to determine an employees  

   net pay. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the meaning of terms 1 - 4, pg. 345. 

   •  the answers to questions 1 - 3, pg. 345. 

   •  answer Case 1, pg. 345. 

   •  do Drill 15-D1, pg. 346. 

   •  do Problem 14-1, pg. 346. 

   •  read pages 330 - 334. 

 

 

 

PAYROLL TAXES 

 Payroll Taxes - taxes based on the payroll of a business. 

 Businesses are required by law to withhold certain payroll taxes from employee salaries each pay  

  period. 

 Periodically, businesses must pay government agencies all payroll taxes withheld from employee  

  salaries as well as the employer payroll taxes. 

 Payroll taxes withheld represent a liability for the business until payment is made. 

 Local and state governments that assess payroll taxes designate how, when, and where a business will  

  pay the liability for employee taxes withheld. 

 

 

 Employee income tax 

  A business must withhold federal income taxes from employee total earnings. 

  Businesses in many states also are required to withhold state, city, or county income taxes from  

   employee earnings. 
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  Form W-4, Employee’s Withholding Allowance Certificate - the form used to determine the  

    amount of income tax withheld.  Pg. 331 

   The amount of income tax withheld is based on employee marital status and withholding  

    allowances. 

 

   Marital status - a married employee will have less income tax withheld than a single  

    employee with the same total earnings. 

   Withholding allowance - a deduction from total earnings for each person legally   

     supported by a taxpayer. 

    The larger the number of the withholding allowances claimed, the smaller the  

     income tax withheld from employee earnings. 

 

 

 Employee and employer social security tax 

  The federal social security law includes three programs: 

   1)  Old-age, survivors, and disability insurance benefits for qualified employees and their 

    spouses, widows or widowers, dependent children, and parents. 

   2)  Payments to senior citizens for the cost of certain hospital and related services. 

    Medicare - the federal health insurance program for people who have reached  

     retirement age. 

   3)  Grants to states that provide benefits for persons temporarily unemployed and for  

    certain relief and welfare purposes. 

 

 

  FICA tax (Federal Insurance Contributions Act) - Social Security tax. 

   A federal tax paid by employees and employers for old-age, survivors, disability, and  

    hospitalization insurance. 

   Employers must pay the same amount of FICA tax as they withhold from their   

    employee’s earnings. 
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  Federal unemployment tax - a federal tax used for state and federal administrative expenses  

    of the unemployment program. 

   Paid entirely by employers. 

 

 

  State unemployment tax - a state tax used to pay benefits to unemployed workers. 

   Usually paid by employers. 

   Used to pay employees who have been laid off. 

 

 

  Retention of Records  

   Employers are required to retain all payroll records showing payments and deductions. 

   Social security tax payment and deduction records must be retained for four years. 

   State unemployment tax record payments vary from state to state. 

 

 

 

PAYROLL REGISTER 

 Payroll Register - a business form used to record payroll information.   (pg. 334) 

  Summarizes the total earnings and payroll withholdings of all employees. 

   •  regular, overtime, and total earnings from time cards are recorded. 

   •  amounts deducted for payroll taxes, health insurance, and charitable contribution are  

    calculated and recorded. 

   •  total amount to be paid to each employee and the check number of each payroll check  

    is recorded. 

 

 

 Recording earnings in a payroll register      (pg. 334) 

  Employee number, name, marital status, number of withholding allowances, regular, overtime  

   and total earnings are recorded. 
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 Recording deductions in a payroll register      (pg. 334) 

  The deductions section of a payroll register is used to record the payroll taxes and other   

   deductions withheld from employee earnings.  It may include deductions for retirement  

   plans. 

  Five steps are followed to figure and record deductions: 

   1)  The Federal Income Tax column is used to record the amount of federal income tax  

     withheld from employee earnings. 

    Determined from tables furnished by the federal government. (pg. 336-337) 

    Drill 14-D2, pg. 346. 

   2)  The FICA Tax column is used to record the amount deducted for social security tax. 

    Calculated by multiplying total earnings by the tax rate.  (pg. 336) 

    Congress has limited the amount of FICA tax that each individual must pay. 

     Tax base - the maximum amount of earnings on which a tax is calculated. 

    If accumulated earnings exceed the tax base, no FICA tax is owed.         (Pg. 337) 

   3)  The Health Insurance column is used to record health insurance premiums. 

    Premiums are set by the insurance company and are usually based on the   

     employee marital status and whether coverage is for an individual or a  

     family. 

   4)  The Other column is used to record voluntary deductions requested by an employee. 

    Entries are identified by code letters: 

     •  B - U.S. Savings Bonds 

     •  UW - United Way 

   5)  The Total column is used to record total deductions.   (pg. 338) 

 

 

 Calculating net pay in a payroll register 

  Net Pay - the total earnings paid to an employee after payroll taxes and other deductions. 

   Calculated by subtracting total deductions from total earnings.  (pg. 338) 

   The Net Pay column is used to record the amount. 
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 Completing the payroll register 

  After the net pay has been recorded for each employee, each amount column is totaled. 

  A separate total is shown for each different type of deduction in the Other column. 

  The totals of columns 1 and 2 should equal the total of column 3.  The totals of columns 4, 5,  

   6, and 7 should equal the total of column 8.  The totals of columns 8 and 9 should equal  

   the total of column 3. 

  Accuracy is verified by subtracting the Total Deductions column total from the Total Earnings  

   column total. (pg. 339)  The result is compared to the Net Pay column and the payroll  

   register is proved if both figures are the same. 

  After the payroll register is proved, a double rule is drawn below the totals across all amount  

   columns. 

 

 

 

PAYROLL CHECKS 

 A check for the total net pay is written on the business’ general checking account to the payroll account  

  and deposited in the payroll checking account.     Pg. 339. 

 Checks written to the employees are then written from this payroll account.  Pg. 340. 

 

 The information used to prepare payroll checks is taken from a payroll register. 

 A special payroll check form is used that has a detachable stub for recording earnings and amounts  

  deducted.  Employees keep the stubs for a record of deductions and cash received. 

 

 Payroll bank account 

 A separate checking account for payroll checks helps to protect and control payroll payments. 

  the exact amount needed to pay the payroll is deposited in the special payroll account.  If   

  amounts on checks are altered or unauthorized payroll checks are prepared, the amount in the  

  special payroll account would be insufficient to cover all the checks.  The bank and business  

  would be alerted to an unauthorized payroll check.  Also, any balance in this account will  

  correspond to the sum of outstanding payroll checks. 
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 Automatic check deposit - depositing payroll checks directly to an employee’s checking or savings  

  account in a specific bank.  The employer sends the check to the employee’s bank for deposit. 

 

 

 Electronic Funds Transfer (EFT) - a computerized cash payments that uses electronic impulses to  

  transfer funds.  The bank’s computer deducts the amount of net pay from the business’ bank  

   account and adds the amount to each employee bank account. 

  Payroll must still be calculated, but individual checks are not written and do not have to be  

    distributed.  Each employee receives a statement of earnings and deductions. 

 

Assignment: 

  Be sure you know and understand: 

   •  accounting terms 5-13, pg. 345. 

   •  the answers to questions 4-16, pg. 345. 

   •  do Case 2, pg. 345. 

   •  do Drill 15-D2, pg. 346. 

   •  complete Form W-4 using personal data. 

   •  do Problem 14-2. pg. 347. 

   •  read pgs. 341-344. 

 

 

 

EMPLOYEE EARNINGS RECORDS 

 Employee earnings record - a business form used to record details affecting payments made to an  

   employee. 

  Recorded each pay period. 

  Includes earnings. deductions, net pay, and accumulated earnings for the calendar year. 

  Enables the business to complete required tax forms at the end of the year. 
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 Recording information in an employee earnings record 

  One record per employee is used for each quarter in the calendar year. 

  After a payroll register has been prepared, the payroll data for each employee are recorded in  

   each employee earnings record. 

  Quarterly totals are used in the preparation of payroll reports required by the government. 

  Accumulated earnings are also used to determine if the employee has earned more than the FICA 

    tax base. 

 

 

 Analyzing an employee earnings record      (pg. 342) 

  Explain the record. 

  Amount columns of an employee earnings record are the same as amount columns of a payroll  

   register. 

  Accumulated (year-to-date) earnings are the total earnings of the employee, not the net earnings. 

   Total earnings for a pay period are added to the accumulated earnings in the previous  

    line. 

  Quarterly totals are verified and proved using the same steps used to verify and prove payroll  

    register totals. 

   The totals of columns 1 and 2 should equal the total of column 3.  The totals of columns  

    4, 5, 6, and 7 should equal the total of column 8.  The totals of columns 8 and 9  

    should equal the total of column 3. 

   Accuracy is verified by subtracting the Total Deductions column total from the Total  

    Earnings column total. (pg. 342)  The result is compared to the Net Pay  

    column and the earnings record is proved if both figures are the same. 

 

 

PROCESSING A PAYROLL USING A PEGBOARD     (pg. 343-344) 

 Have students read on own. 

 

SUMMARY OF PREPARING PAYROLL RECORDS     (pg. 344) 
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Assignment: 

  Be sure you know and understand: 

   •  accounting terms 15-16, pg. 345. 

   •  the answers to questions 17-18, pg. 345. 

   •  do Problems 14-3 and 14-M, pgs. 347-348. 

 

 

  Careers in Accounting pg. 328. 

  Multicultural Awareness pg. 332. 

  Spreadsheet Option  pg. 333. 

 

 

 

 

V.  Closure: 

 To review for test do Study Guide 14 and Problem 14-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 14-M, and Chapter 14 test. 


