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

 •  identify accounting concepts and practices related to payroll accounts, taxes, and reports. 

 •  analyze payroll transactions. 

 •  journalize and post payroll transactions. 

 •  prepare selected payroll tax reports. 

 

 

II.  Materials: 

 Textbook 

 Workbook 

 Transparencies 

 

 

III.  Anticipatory Set: 

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

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

employer payroll taxes.  In addition, various quarterly and annual payroll tax reports are required to report the 

payment of payroll taxes. 

 

 

IV.  Learning Activities: 
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RECORDING A PAYROLL 

Analyzing payment of a payroll         (pg. 351) 

 The column totals of a payroll register provide the debit and credit amounts needed to journalize a  

  payroll. 

  The Total Earnings column total is the salary expense for the period. 

   Salary Expense Debited 

 

  The Federal Income Tax column total is the amount withheld from employee earnings for  

    federal income tax and is a liability until paid to the federal government. 

   Employee Income Tax Payable  Credited 

 

  The FICA Tax column total is the amount withheld from employee earnings for FICA tax and  

    is a liability until paid to the government. 

   FICA Tax Payable  Credited 

 

  The Health Insurance column total is the amount withheld from employee earnings for health  

    insurance and is a liability until the premiums are paid to the insurance company. 

   Health Insurance Premiums Payable  Credited 

 

  The Other column totals is the amount withheld, in this case, for Savings Bonds and United  

    Way contributions and are liabilities until paid. 

   U.S. Savings Bonds Payable   Credited 

   United Way Donations Payable   Credited 

 

  The Net Pay column total is the amount paid to the employees. 

   Cash   Credited 
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Journalizing payment of a payroll        (pg. 353) 

  Account Title      General   Cash  

 Salary Expense        C287 Debit     Credit 

  Employee Income Tax Payable    Credit 

  FICA Tax Payable      Credit 

  Health Insurance Premiums Payable    Credit 

  U.S. Savings Bonds Payable     Credit 

  United Way Donations Payable    Credit 

 

Posting the journal entry for payment of a payroll     (pgs. 353-354) 

 Amounts recorded in the General columns are posted individually to general ledger accounts. 

 The credit to Cash will be posted at the end of the period as part of the total. 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the answers to questions 1 - 4, & 5, pg. 369. 

   •  do Problem 15-1, pg. 370. 

   •  read pages 354 - 360. 

 

 

 

 

RECORDING EMPLOYER PAYROLL TAXES 

 Employers must pay to the government the taxes (Federal income tax and FICA) withheld from   

  employee earnings.  In addition, employers must pay several of their own payroll taxes. 

 

 Employer payroll taxes are business expenses. 
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Calculating employer payroll taxes 

 Most employers must pay three separate payroll taxes on employee earnings: 

  1)  Employer FICA tax 

  2)  Federal unemployment tax 

  3)  State unemployment tax 

 Employer payroll taxes expense is based on a percentage of employee earnings. 

 

 Employer FICA tax 

  A business owes the same amount of FICA taxes as the amount withheld from their employees. 

  Congress sets the FICA tax rate for employees and employers.  The employer tax rate is the  

    same as the employee FICA tax rate (8%). 

   When 8% is multiplied times the total earnings, there can be several cents difference in  

    amount paid by employees.  To avoid rounding discrepancies, copy the same  

    amount employees pay. 

  The FICA tax is the only payroll tax paid by both the employees and the employer. 

 

 Federal Unemployment tax 

  Employers are required to pay taxes for unemployment compensation.  These tax funds are used  

   to pay workers benefits for limited period of unemployment and to administer the   

   unemployment compensation program. 

 

  All of the federal unemployment tax is paid by the employer. 

 

  Federal unemployment tax rate for most businesses is 0.8% of total earnings of each   

    employee up to a tax base of $7000 during a calendar year. 

   Once an employee earns $7000, Federal Unemployment Tax is not paid for that   

    employee for the remainder of the year. 

 

  Total earnings subject to the federal unemployment tax is referred to as unemployment taxable  

   earnings. 
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  Taxable earnings chart - explain.   (Illustration 1`5-4, pg. 356) 

   The total earnings for the pay period are entered in the Unemployment Taxable Earnings  

    column for employees whose accumulated earnings are less than $7000.  The sum 

    of the Unemployment Taxable Earnings Column is the amount used to calculate  

    federal unemployment tax. 

 

  Unemployment Taxable Earnings x Federal Unemployment Tax Rate = Federal Unempl.Tax 

    $1138        x   0.8%    =  $9.10 

 

 

 State Unemployment tax         (pg. 357) 

  Most states require that employers pay unemployment tax of 5.4% on the first $7000 earned by  

   each employee. 

  The unemployment taxable earnings used to calculate the federal unemployment tax are also  

   used to calculate the state unemployment tax. 

 

  Unemployment Taxable Earnings x State Unemployment Tax Rate = Federal Unempl.Tax 

    $1138        x   5.4%    =  $61.45 

 

Do Drill 15-D2, pg. 370 textbook, 196 workbook. 

 

 

Journalizing employer payroll taxes        (pg. 357) 

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

   journalized even though the payroll taxes are paid to the government at a later date. 

  The salary expense and the employer payroll taxes expense are, therefore, both recorded in the  

   same accounting period. 

 

 The source document for journalizing employer payroll taxes is a memorandum. 
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   Account Title    Doc. No.   General  

 Payroll Taxes Expense    M54   Debit 

  FICA Tax Payable         Credit 

  Unemployment Tax Payable - Federal      Credit 

  Unemployment Tax Payable - State       Credit 

 

 

Posting an employer payroll taxes entry       (pgs. 358-359) 

 Amounts recorded in the General columns are posted individually to general ledger accounts. 

 The FICA Tax Payable account has two credits.  The first credit is the FICA tax withheld from   

  employee earnings for the period.  The second credit is the employer liability for FICA tax. 

 

Summary of amounts posted to the general ledger      (pg. 360) 

 Both the employees and employer owe payroll taxes. 

 Employees - Federal Income Tax and FICA tax. 

 Employer - FICA tax, Federal and State Unemployment tax. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the answers to questions 5 - 9, pg. 369. 

   •  answer Case 1, pg. 369. 

   •  do Problem 15-2 and 16-4, pgs. 370. 

   •  read pgs. 360 -368. 
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REPORTING WITHHOLDING AND PAYROLL TAXES 

 Each employer is required by law to periodically report the payroll taxes withheld from employee  

  salaries and the employer payroll taxes due the government. 

 

Employer quarterly federal tax return        (pg. 361) 

 Each employer must file a quarterly federal tax return showing the federal income tax and FICA taxes  

  due the government. 

 

 Form 941, Employer’s Quarterly Federal Tax Return is filed before the last day of the month  

   following the end of a calendar quarter. 

  The information needed to prepare this form is obtained from employee earnings records. 

   Total earnings for the quarter of all employees is entered on Line 2 and Line 6a. 

   Income tax withheld (total of the quarter federal income tax withheld from employees)  

    is entered on Line 3. 

   The social security (FICA) tax due is calculated:   (pg. 360) 

    Total earnings  x  FICA Tax Rate  =  Social Security (FICA) Tax 

     The 16% tax rate is the sum of the employee 8% and the employer  

      8% FICA tax rate. 

    Entered on Line 6 and 7. 

   The business is required to pay the federal government the sum of the FICA tax and  

     federal income tax withheld. 

    Federal Income Tax Withheld  +  FICA Tax  =  Total Payment 

    Entered on Line 14. 

   The lower section of Form 941 lists the amounts and dates when payroll taxes were  

     withheld from employees and are due from the employer. 

    Federal Income Tax Withheld  +  Employee FICA Tax  +  Employer FICA Tax  = 

            Federal Tax Liability 
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Employer annual report to employees of taxes withheld 

 Each employer who withholds income tax and FICA tax from employee earnings must furnish each  

  employee with an annual report of these withholdings. 

  

 Form W-2, Wage and Tax Statement       (pg. 363) 

  Shows total year’s earnings and the amounts withheld for taxes for an employee. 

  The amounts are obtained from the employee earnings records. 

  Employers are required to furnish a W-2 to each employee by January 31 of the next year. 

  If an employee ends employment before December 31, the 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 for each employee. 

   Copy B is attached to the personal federal income tax return. 

   Businesses in states with state income tax must prepare additional copies of the W-2. 

 

 

Employer annual reporting of payroll taxes 

 Form W-3, Transmittal of Income and Tax Statements    (pg. 364) 

  Reports the previous year’s earnings and payroll taxes withheld for all employees. 

  Sent to the Social Security Administration by February 28 each year. 

   Copy A of each employee W-2 is attached. 

 Employers must also report to the federal and state governments a summary of all earnings paid to  

   employees during the year. 

 

 

 

PAYING WITHHOLDING AND PAYROLL TAXES 

 At least quarterly, employers must pay to the federal government the federal income taxes and FICA  

  taxes withheld from employee earnings; as well as the amount of employer FICA taxes. 
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Paying the liability for employee income tax and FICA tax    (pg. 365) 

 Employee withheld income tax, employee FICA tax, and employer FICA tax are paid to banks   

  authorized by the IRS to accept these payments or to a Federal Reserve bank. 

 

 Form 8109, Federal Tax Deposit Coupon      (pg. 365) 

  Shows the amount and purpose of the tax payment. 

 

 Employee income tax and FICA tax are paid in one payment.  A deposit coupon, Form 8109,   

   accompanies the payment. 

  The type of tax, federal income and FICA taxes, are identified by marking the 941 code. 

 

  Account Title     General   Cash 

 Employee Income Tax Payable C305   Debit      Credit 

 FICA Tax Payable      Debit 

 

 

Paying the liability for federal unemployment tax      (pg. 366) 

 Federal unemployment tax is usually paid after the end of each quarter by sending a check to a   

   designated bank accompanied by the Form 8109, Federal Tax Deposit Coupon. 

  The type of tax, federal unemployment tax, is identified by marking the 940 code. 

 

  Account Title      General  Cash 

 Unemployment Tax Payable-Federal  C318   Debit     Credit 

 

 

Paying the liability for state unemployment tax      (pg. 367) 

 In general, employers are required to pay the state unemployment tax during the month following each  

  calendar quarter. 

 

  Account Title      General  Cash 

 Unemployment Tax Payable-State C319  Debit     Credit 
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SUMMARY OF PAYROLL ACCOUNTING, TAXES, AND REPORTS 

 Page 368. 

  Payroll Register provides the amounts required to journalize the payroll. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  the answers to questions 10 - 17, pg. 369. 

   •  do Problem 15-3 & 15-4, pgs. 371 - 372. 

 

 

 

Assignment: 

  Be sure you know and understand: 

   •  do Professional Business Ethics, pg. 358. 

   •  do Case 2, pg. 369. 

   •  do Problem 15-M, pgs. 372 - 373. 

    Went over April transactions in class. 

    Graded May transactions only (71 pts.). 

 

 

 

V.  Closure: 

 To review for test do Study Guide 15 and Problem 15-M. 

 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 15-M, and Chapter 15 test. 


