ACCT 100 – Prof. Johnson
LECTURE NOTES

Chapter 10: Payroll Computations, Records, and Payment
Chapter 10: an overview

The primary learning objectives for Chapter 10 are:

· Learn the components of gross pay

· Calculate gross pay

· Learn the various payroll deductions, including employee payroll taxes

· Calculate payroll deductions

· Calculate net pay

· Record the payroll in a journal entry

We will not cover preparation of the payroll register. Most businesses now “outsource” payroll preparation to companies that specialize in payroll preparation electronically. I have not assigned any homework problems that require preparing a register. You should read those pages, however, to familiarize yourself with the concepts behind the payroll register. 

Gross pay

Gross pay can include several types of compensation, including, but not limited to: 

· Salary (same pay each pay period)

· Wages (a pay rate per hour worked)

· Overtime (paid at time and one-half the regular wage rate, for hours worked in excess of 40/week; or, in some instances, double-time for holidays/Sundays)
· Commissions, for salespersons

· Bonuses

· Tips, for waiters/waitresses or other personal service providers

In most of our exercises and problems we will focus on wage earners.

Example: Mr. Evans earns $20 per hour. He is paid weekly. During the week ended January 31, he worked 44 hours. What is his gross pay?

Answer: $920, computed as follows:

Regular pay: 40 hours @ $20 per hour

$800.00

Overtime pay: 4 hours @ $30* per hour

  120.00


Gross pay




$920.00
* The overtime pay rate was computed as: $20 regular pay * 1.5 = $30 per hour

Let’s see a guided example to get practice concerning gross pay.
http://www.viddler.com/embed/a1f8279a/?f=1&autoplay=0&player=simple&disablebranding=0



Deductions

As any of us who have worked is well aware, we do not take home what we earn. This is due to payroll deductions. These deductions fall into three categories: (1) Federal and state income taxes; (2) Employee FICA (social security and Medicare) taxes; and (3) voluntary deductions, including those for savings plans, health insurance, union dues, and charitable giving. These are withheld from our paycheck by the employer. To the employer, then, these monies withheld from employee paychecks are classified as liabilities, as they must be paid by the employer to various governmental and other entities at a future date.

Example: Mr. Evans earned total pay of $920.00 (see above) during the week ended January 31. His various taxes and voluntary deductions for that pay period were:

· Social Security, 6.2% 

· Medicare, 1.45%

· Federal income taxes withheld, $100.00
· Health insurance premiums, $50.00

· Charitable contributions, $25.00

Assuming all wages were subject to the Social Security tax, what were the total deductions from Mr. Evans’ paycheck?

Answer:  $245.38, calculated as follows:

Social Security: 6.2% (or .062) * $920.00 = $57.04


Medicare: 1.45% (or .0145) * $920.00      =   13.34


Federal income taxes


           100.00


Health insurance premiums


 50.00


Charitable contributions


 25.00


Total deductions

         $245.38
Net Pay
Net pay is simply gross pay less total deductions. This is our “take-home” pay. It is the amount on our paycheck. Remember, the employer has withheld several items from our paycheck and must remit those items to the various governmental and other entities at a later date.
Example: Mr. Evans earned $920.00 during the pay period ended January 31, and had $245.38 withheld from his check (see examples above). What is his net pay?

Answer: $674.62, computed as follows:


Gross pay




$920.00


Less total deductions



  245.38


Net pay



$674.62
Journalizing the Payroll

Now that we have computed Mr. Evans’ net pay, we must record it in the accounting records using a journal entry. For simplicity sake, let us assume (1) he is our only employee, and (2) he is paid his net pay on January 31, the end of that payroll period. Using numbers calculated in previous examples, the journal entry to record his pay would be as follows:

Date

Description




Debit

Credit

Jan. 31

Wages and Salaries Expense


920.00



Employee Income Tax Payable


100.00




Social Security Tax Payable



 57.04




Medicare Tax Payable




 13.34




Health Insurance Premiums Payable


 50.00




Charitable Contributions Payable


 25.00




Cash





           674.62

Note that we:

· debited Wages and Salaries Expense for the gross pay; 

· credited liability accounts for each employee deduction; and, 

· credited Cash for the net pay. 

What if Mr. Evans had been paid in February for amounts he earned through January 31? This is a common practice among many employers, and is due to the time needed to process the payroll. In this case, the above entry would still have been recorded on January 31, except that Wages Payable would be credited for $674.62 instead of Cash.

Here is a guided example on journalizing payroll transactions.

http://www.viddler.com/embed/69a1854f/?f=1&autoplay=0&player=simple&disablebranding=0
The Social Security Tax Ceiling
The Social Security tax stops once an employee has cumulative year-to-date earnings of $117,000 in 2014. How would this affect our calculations of the social security tax?

Example: Ms. Ching had cumulative year-to-date earnings of $116,200 through October 31, 2014. During November, Ms. Ching earned gross pay of $7,800. What is her Social Security tax withholding for November? The Social Security tax rate is 6.2%.

Social Security “ceiling” (assume 2014 limit)

$117,000
Ms. Ching’s cumulative year-to-earnings through October
  116,200
November pay taxable for Social Security tax

        800

* Social Security tax rate




     * 6.2%
Social Security tax for November



    $49.60
What is her Social Security tax withholding for December 2014? $0. She passed the $114,000 ceiling in November 2014.
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