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 vii

This seventh edition of Payroll Accounting: A Practical, Real-World Approach affords an 
exciting opportunity to address a widespread need among instructors for an applied 
textbook that is accessible, clear, and resolutely practical for modern payroll courses. 

Grounded in solid pedagogy and the extensive experience of our author, this text 
focuses on the hands-on tools students and instructors need for building funda-
mental learning, without overwhelming students with unnecessary theory far 
removed from practical applications.

The clear, logical, step-by-step approach—highlighting basics such as how to 
perform calculations and complete forms—guides students through exercises that 
build understanding and skills.

Supported by an online Learning Resource Center and a robust instructor support 
package, the text is designed to teach the complete payroll accounting cycle to stu-
dents with little or no prior accounting knowledge. 

Key features include:

• Useful chapter organizational items that help guide readers, such as start-of-
chapter Learning Objectives, Case Studies, and engaging in-chapter features that 
break up content and focus attention.

• Excel templates, PDFs of payroll forms, and myriad resources to provide students 
with support and direction.

• QuickBooks trial software that enables students to complete the One-Month and 
Three-Month Comprehensive Projects using computerized payroll software.

• eLab Homework Grader that allows students to work through the Practice Set 
exercises online with automatic grading and feedback.

• Progressive exercises that build simply and reinforce key concepts, including:

 – Case in Point case studies

 – Self-Assessment quizzes

 – Practice Set A and B reviews

 – Continuing Payroll Problems

 – Critical Thinking exercises

 – Comprehensive Projects

 – Fresh, engaging, and easily understood design and graphics

Preface
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 Preface  ix
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4 Payroll Accounting Chapter 1: Processing a New Employee

Aside from standard employee information such as name and address, the paystub 
also indicates the employee’s marital status and the number of exemptions 
claimed. This information is used to determine the amount of state and federal 
income tax withholding that is subtracted from gross pay (total amount earned 
by the employee). Once these and other deductions are subtracted from gross 
pay, the result is net pay (amount actually paid to the employee). Notice in the 
previous figure that the calculated net pay on the paystub equals the amount of the 
employee’s check. 

NOTE! Don’t worry if you are unsure about some of these elements at this stage. You will 

examine each in further detail in the upcoming chapters.

Summary of Tax Rates
Before moving forward with our examination of the 
various elements of the paystub, it’s necessary to iden-
tify certain assumptions made within each chapter. 
Throughout this book you will employ consistent tax rates. 
While you learn how to utilize each of these rates, you can 
return to the summary table (at left) whenever necessary.

The state income tax withholding amount varies for each 
employee based on his/her state, marital status, and 
number of exemptions. An examination of each of these 
rates is beyond the scope of this book, so we will employ 
one consistent rate of 5%.

The Social Security and Medicare tax rates listed, along 
with the Social Security wage base (over which Social 
Security tax is not levied) of $132,900, are consistent 

with rates in effect for 2019. The federal unemployment tax (FUTA) rate for 
2019 is 6%; however, it may be reduced by a maximum of 5.4%, which employers 
are permitted to deduct for paying state unemployment taxes. Therefore, in most 
instances we will utilize 0.6% (6% – 5.4%) as the FUTA tax rate, along with a FUTA 
wage base of $7,000. The state unemployment tax (SUTA) rate, which varies 
from state to state, is assumed to be 3.4%, while the SUTA wage base (which also 
varies) is assumed to be $8,500.

Case in Point 1-1 Examine the Paystub

In these examples, we further examine a number of paystub elements.

1. What is the difference between the Period Ending Date and the Pay Date?

The Period Ending date represents the final day for which the employee is being 

paid in the current paycheck. The Pay Date is the date on which the actual check 

is written.

2. Why are more allowances claimed for federal taxes (four) than for state and 
local (three)?

Tax Type Tax Rate

State income tax withholding 5%

Social Security (OASDI) tax 6.2%

Social Security wage base (threshold) $132,900

Medicare (HI) tax 1.45%

FUTA (federal unemployment) tax 0.6%

FUTA wage base (threshold) $7,000

SUTA (state unemployment) tax 3.4%

SUTA wage base (threshold) $8,500
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The Fair Labor Standards Act 5

This can be due to a number of reasons, but the most likely is that an employee 

can claim a federal allowance for him/herself, but cannot do so in New York State 

(where this individual is employed) for state and local taxes. We will examine 

allowances further in the W-4 Form section later in this chapter.

3. Why are there three different earnings categories on the paystub?

Employers offer different pay rates for different types of hours worked. For 

example, employees typically earn 1.5 times more pay for overtime hours than 

for regular hours. Therefore, hours worked are broken down by type, so that the 

correct pay rate may be applied to each.

4. Is every displayed deduction withheld from all employee paychecks?

No. Certain deductions, such as federal income tax and Medicare tax, are 

mandatory deductions (i.e., they must be withheld from all paychecks), while 

others such as 401(k) and life insurance are voluntary deductions (the employee 

can elect to have them withheld). We will examine these deductions in detail in 

Chapter 3.

The Fair Labor Standards Act
Before the paystub elements are calculated and the paycheck is distributed, an 
employer must ensure compliance with the Fair Labor Standards Act (FLSA). 
The FLSA dictates a variety of regulations that the majority of employers must 
follow. The act, originally passed into law in 1938, has been amended many 
times. Among its most influential provisions are the establishment of a federal 
minimum wage, the mandating of 1.5 times regular pay (time and a half) for 
overtime hours, and the restriction of child labor.

The Federal Minimum Wage
To comply with the FLSA, employers must be aware of 
the federal minimum wage. As of July 24, 2009, the 
United States Congress increased the federal minimum 
wage rate to $7.25. Individual states have also passed 
their own minimum wage laws. When these state- 
enacted rates conflict with the federal rate of $7.25, the 
higher wage rate takes precedence. Recent historical 
federal wage rates are as shown at left.

Exceptions to the Federal Minimum Wage
There are several exceptions to the current federal 
minimum wage rate. One is for workers with disabilities, 
who may be paid a lower minimum wage. This wage is 
a percentage of the current prevailing wage rate for a 

Historical Federal Minimum Wage Rates 

Effective Date Minimum Wage Rate

July 24, 2009 $7.25

July 24, 2008 $6.55

July 24, 2007 $5.85

September 1, 1997 $5.15

October 1, 1996 $4.75

April 1, 1991 $4.25

April 1, 1990 $3.80
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6 Payroll Accounting Chapter 1: Processing a New Employee

comparable position and is based on the productivity level of the employee with the 
disability.

Full-time students working for specific employers (colleges and universities, agricul-
ture, and retail or service stores) may be paid 85% of the current minimum wage 
rate, and are limited to a maximum of 8 hours/day, 20 hours/week while school is in 
session.

Young workers (under 20 years old) may be paid $4.25/hour for the first 90 days of 
employment, as long as they do not replace another employee. The pay reverts to 
the federal minimum after 90 days or after the employee turns 20, whichever comes 
first.

Tipped employees may be paid $2.13/hour, as long as their tips, when added to this 
amount, equal or exceed the federal minimum wage. These employees must retain 
all their tips and regularly receive at least $30 in tips per month. Any deficit (below 
the federal minimum wage rate) must be made up by the employer. Certain states 
provide greater benefits to tipped employees.

Student learners enrolled in a vocational school may be paid 75% of the federal 
minimum wage, as long as they remain in the educational program while employed. 
Employers must obtain an authorizing certificate from the U.S. Department of 
Labor to pay these reduced wages.

Who Must Pay the Federal Minimum Wage?
The federal minimum wage applies to employees of all of the following:

• Businesses with gross revenues of at least $500,000

• Federal, state, or local government agencies

• Hospitals

• Schools

Domestic workers, and a wide range of employees working for businesses engaged 
in interstate commerce, are also covered by the federal minimum wage.

TIP! The federal government allows a wide range of exemptions to the federal minimum 

wage and other provisions of the FLSA. The most notable exemptions are for 

executive, administrative, and professional employees. 

Calculating Overtime Wages
Per the FLSA, employees must be paid 1.5 times regular wages (time and a half) 
for all hours worked beyond the first 40 in any given workweek. Similar to the 
federal minimum wage, certain employees are exempted from this overtime-wage 
provision, including executive, administrative, and professional employees.

WARNING! The term overtime is often used to refer to a wide variety of working hours (such as 

hours worked on holidays, weekends, or evenings). It is important to recognize that 

the definition of overtime hours within the FLSA, and therefore the guideline that 

employers are legally required to follow, is narrowly defined as those hours worked 

beyond the first 40 during a single workweek.
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The Fair Labor Standards Act 7

To calculate overtime wages, a workweek is defined as any seven-day period desig-
nated by the employer. It must begin and end consistently each week, but it does 
not need to coincide with the standard calendar and can vary for different groups of 
employees.

Child Labor Restrictions
The FLSA dictates the type of work that may be performed by children of various 
ages. Children younger than 14 years of age may perform only specific activities, 
such as performing arts, newspaper delivery, and working for their parents’ sole 
proprietorships (certain business types are prohibited).

Children aged 14 and 15 may work in a variety of jobs outside of manufacturing and 
mining, but they are subject to extensive hour limitations. They may work for only 
three hours on a school day, 18 hours in a school week, eight hours on a nonschool 
day, and 40 hours in a nonschool week. They may work only between 7:00 a.m. and 
7:00 p.m. (or 9:00 p.m. between June 1 and Labor Day). Certain children may take 
advantage of other special programs with more relaxed requirements.

Children aged 16 and 17 may work an unlimited number of hours.

WARNING! Under no circumstances may a child 17 years of age or younger work in a job 

classified as hazardous, including coal mining, explosives manufacturing, and roofing.

Children employed in agricultural jobs are subject to less stringent requirements, 
and children employed by their parents on a farm may perform any nonhazardous 
job duties.

Case in Point 1-2 Interpret the Fair Labor Standards Act

In this example, we’ll review four independent employment circumstances and 
determine whether each employer complies with the Fair Labor Standards Act. 

1. Robert is a tax advisor for a regional accounting firm in Macon, GA. During 
one long evening at the office, he uses his annual salary to calculate how much 
he earns on an hourly basis. He discovers that he is earning $6.85/hour during 
the current year. Is Robert’s employer violating the FLSA?

No, Robert’s employer is not in violation of the FLSA. White-collar workers 

(executive, administrative, and professional employees) are exempted from the 

federal minimum wage requirements. Therefore, regardless of the number of 

hours Robert works, he is entitled only to his agreed-upon annual salary.

2. Maria is 15 years old, and she works each weekend during the school year as 
a roofer. She works seven hours each Saturday and five hours each Sunday. 
During nonschool weeks Maria works an additional eight hours per day, 
Monday through Wednesday. Is Maria’s employer violating the FLSA?

Yes. Although Maria is working fewer than the maximum number of permissible 

hours, children aged 17 and younger may not work in a variety of hazardous 

professions, including roofing. Maria’s employer is in violation of the FLSA.
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Circular E and Form SS-4 11

Line 1: Enter the full name of the individual requesting an EIN or the legal name 
of the business making the request.

Line 2: Complete this line if the request is being made by a business operating 
under a different name (a Doing Business As, or DBA, name) than is declared on 
line 1. Note that all sole proprietorships enter the business name here.

Line 3: This line is primarily used by estates and trusts, and may be left blank 
when the form is being completed for the purposes of remitting payroll.

Lines 4a and 4b: Enter the company’s mailing address.

Lines 5a and 5b: Enter the company’s physical address if different from line 4.

Line 6: Enter the county and state of the business’s physical location.

Lines 7a and 7b: Enter the name and Social Security number (SSN) of the 
responsible person (individual who exerts control over the business).

Lines 8a–8c: Complete these lines only if the business was formed as a limited 
liability company (LLC).

Line 9a: Check the box that correlates with the type of business making the 
request.

Line 9b: Complete this section only if you selected one of the corporation 
options on line 9a.

Line 10: For payroll purposes, you will typically check either Started new business 
or Hired employees, depending on the circumstance.

Line 11: Enter the starting date or date the business was acquired. If the corpo-
rate form was changed, enter the effective date of the new ownership form.

Line 12: Enter the final month of the company’s fiscal year. While this is 
commonly December, a company may end its fiscal year during any month.

Line 13: Enter an estimate of the number of each type of listed employee.

Line 14: For all businesses except those with the smallest annual payroll, do not 
check this box. When unchecked, a quarterly Form 941 will be required.

Line 15: For a new business, or for an existing business that has now hired 
employees, enter the first date on which wages are paid.

Line 16: Check the box that most closely represents the company’s line of busi-
ness. If checking Other, include a brief description.

Line 17: Provide a one- or two-sentence synopsis of the business.

Line 18: Check the appropriate box, and if a previous EIN was issued, include 
it here.

Third Party Designee: Complete this section only if you want an outside party 
(such as an outside accountant) to answer questions regarding the form on the 
company’s behalf.

Signature Line: Fully complete all components within this section.
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12 Payroll Accounting Chapter 1: Processing a New Employee

TIP! For a more thorough examination of the elements of Form SS-4 (or any other federal 

form), refer to the instructions provided by the IRS. A simple online search can quickly 

locate any desired IRS instructions. 

Case in Point 1-3 Complete Form SS-4

In this example, we’ll complete Form SS-4 for a newly formed company named 
Wood Furniture Builders, Inc., which creates custom wood furniture. It was started 
on August 26, 2019, as a sole proprietorship by its president, Samuel Williams 
(SSN 555-55-5555). His phone number is 516-555-5555, and his fax number is 
516-555-5556. The company is located at 748 Negra Arroyo Lane, Massapequa, NY 
11758 (in Nassau County), where it receives all mail. The company uses the calendar 
year as its fiscal year and expects to employ five individuals (earning an average of 
$36,500/year) in the first 24 months of operations. Payroll is to be paid biweekly on 
Fridays, with the first pay date scheduled for September 6, 2019.

1. Complete lines 1 through 7 with basic information. Leave line 3 blank, as it is not 

applicable for a new business. Leave lines 5a and 5b blank, as the mailing address 

and physical address are identical.

2. Complete lines 8 through 10 using information provided about the business entity. 

Select “No” on line 8a, as this company is a sole proprietorship and not a limited 

liability company. As a result of this selection, lines 8b and 8c are left blank. Select 

“Sole Proprietor” on line 9a, and enter the company president’s Social Security 

number beside this box. Leave line 9b blank, as this company is not a corporation. 

Select “Started new business” on line 10, and include the basic business description.

3. Lines 11 through 15 relate to the company’s start date, fiscal year, and payroll. Enter 

the business start date of 8/26/2019 on line 11 and “December” on line 12, as the 

company follows a calendar year (operations are reported annually from January 

through December). The company’s five employees don’t qualify as agricultural 

or household employees; therefore enter “5” in the “Other” category on line 13. 

Employees are projected to earn an average of $36,500 each per year, and therefore 

the company must file Form 941 quarterly. As a result, do not check the box on 

line 14. Enter the first pay date of 9/6/2019 on line 15.

4. Lines 16 through 18 provide information about the company’s current and prior 

operations. Check “Manufacturing” on line 16. Line 17 contains a more extensive 

description of the business than was written on line 10. As this is a new business, 

and therefore has not previously applied for an EIN, check “No” on this line.

5. No third-party designee is referenced, so leave this section blank. Finally, Samuel 

Williams completed all information in the final section and has signed the form.EVALUATIO
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Additional Hiring Considerations 19

   

Personal Allowances Worksheet (Keep for your records.)
A Enter “1” for yourself . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . A
B Enter “1” if you will file as married filing jointly . . . . . . . . . . . . . . . . . . . . . . . B
C Enter “1” if you will file as head of household . . . . . . . . . . . . . . . . . . . . . . . C

D Enter “1” if: { • You’re single, or married filing separately, and have only one job; or
• You’re married filing jointly, have only one job, and your spouse doesn’t work; or
• Your wages from a second job or your spouse’s wages (or the total of both) are $1,500 or less.

} D

E Child tax credit. See Pub. 972, Child Tax Credit, for more information.
• If your total income will be less than $71,201 ($103,351 if married filing jointly), enter “4” for each eligible child. 
• If your total income will be from $71,201 to $179,050 ($103,351 to $345,850 if married filing jointly), enter “2” for each 
eligible child.

• If your total income will be from $179,051 to $200,000 ($345,851 to $400,000 if married filing jointly), enter “1” for 
each eligible child.

• If your total income will be higher than $200,000 ($400,000 if married filing jointly), enter “-0-” . . . . . . . E
F Credit for other dependents. See Pub. 972, Child Tax Credit, for more information.

• If your total income will be less than $71,201 ($103,351 if married filing jointly), enter “1” for each eligible dependent. 

• If your total income will be from $71,201 to $179,050 ($103,351 to $345,850 if married filing jointly), enter “1” for every 
two dependents (for example, “-0-” for one dependent, “1” if you have two or three dependents, and “2” if you have 
four dependents).

• If your total income will be higher than $179,050 ($345,850 if married filing jointly), enter “-0-” . . . . . . . F
G Other credits. If you have other credits, see Worksheet 1-6 of Pub. 505 and enter the amount from that worksheet 

here. If you use Worksheet 1-6, enter “-0-” on lines E and F . . . . . . . . . . . . . . . . . . G
H Add lines A through G and enter the total here . . . . . . . . . . . . . . . . . . . . . .  ▶ H

For accuracy, 
complete all 
worksheets 
that apply. {

• If you plan to itemize or claim adjustments to income and want to reduce your withholding, or if you 
have a large amount of nonwage income not subject to withholding and want to increase your withholding, 
see the Deductions, Adjustments, and Additional Income Worksheet below.

• If you have more than one job at a time or are married filing jointly and you and your spouse both 
work, and the combined earnings from all jobs exceed $53,000 ($24,450 if married filing jointly), see the 
Two-Earners/Multiple Jobs Worksheet on page 4 to avoid having too little tax withheld.

• If neither of the above situations applies, stop here and enter the number from line H on line 5 of Form 
W-4 above.
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0

1

1

0

1

0
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3. Leave lines 6 and 7 (see page 18) blank, as Ryan doesn’t want additional monies 

withheld from his paycheck and is not exempt from federal income tax withholding.

4. Sign and date the form below line 7.

Additional Hiring Considerations
Before an individual can become an employee of any company, the employer must 
confirm that the prospective employee is permitted to work in the United States. 
The Immigration Reform and Control Act of 1986 (IRCA) outlines these regulations. 
All employees must complete Form I-9 (Employment Eligibility Verification) as part 
of the verification process.

The Immigration Reform and Control Act of 1986
The Immigration Reform and Control Act of 1986 (IRCA), which was passed 
on November 6, 1986, strengthened immigration law in the United States. As part 
of this legislation, employers became responsible for maintaining I-9 Forms for all 
employees. To complete these forms, employers must verify both the employee’s 
identity and employment authorization. Completion of Form I-9 by all employers is 
intended to reduce the illegal employment of foreign workers in the United States.
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24 Payroll Accounting Chapter 1: Processing a New Employee

E-Verify
Most employers are not required to use the online E-Verify system, which enables 
employers to verify employment eligibility quickly, securely, and accurately. 
However, using this free system offered by the federal government can provide  
reassurance that employees are eligible to work in the United States.

The system operates by comparing information provided by the employee with 
information contained in records from both the Social Security Administration and 
the United States Department of Homeland Security. While matching information 
typically results in an “Employment Authorized” response, any discrepancies result 
in a “Tentative Nonconfirmation (TNC).” When a TNC response is received, the 
employee is given an opportunity to resolve the discrepancy.

WARNING! Receiving a Tentative Nonconfirmation does not necessarily mean that an employee 

is unauthorized to work. A variety of reasons (such as accidentally including incorrect 

information on Form I-9) can result in a TNC for an eligible employee. The employee 

has eight workdays to take action to correct the TNC.

Case in Point 1-5 Complete Form I-9

In this example, we will complete Sections 1 and 2 of Form I-9 based on the 
information provided below:

1. Warren Franklin (SSN 901-23-4444) has requested assistance in completing the 

employee portion of Form I-9. Warren was born on April 2, 1981, is a United States 

citizen, and (although you are providing him with assistance) completes the 

employee section of Form I-9 himself on his first day of employment (7/15/2019). 

He lives at 212 Steeple Place, Madison, WI 53704.
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28 Payroll Accounting Chapter 1: Processing a New Employee

Utilizing a Payroll Service
As you’ll discover throughout this textbook, payroll can be a complicated topic. 
While it’s possible for a business to handle all of its payroll-related tasks, many 
instead choose to hire a payroll service. These services (some of the most promi-
nent include Paychex and Intuit) can calculate employee net pay; generate employee 
paychecks; complete and file all monthly, quarterly, and annual payroll tax forms; 
and provide many additional services. Given the potential penalties associated with 
mishandling payroll (which can be levied at both the federal and state levels), and 
the amount of time spent on payroll tasks, many companies decide that a payroll 
service is worth the added expense.

Employee Earnings Record
An employee earnings record should be established upon the hiring of each 
employee. This record contains both key employee information (name, Social 
Security number, marital status, etc.) and payroll information for a given year. By 
providing a summary of annual payroll figures for a single employee, the employee 
earnings record facilitates completion of a variety of payroll tax forms.

Most businesses use computerized payroll systems, which automatically generate 
these records. However, understanding the components of the employee earnings 
record, and the manner in which it is generated, is vital. Therefore, we’ll work with 
manual versions of the employee earnings record throughout multiple chapters.
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An employee earnings record displays a summary of payroll information for a single employee.
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42 Payroll Accounting Chapter 2: Calculating Employee Pay

Payroll processing can be time consuming, particularly if employees are paid on 
an hourly basis. In many instances, when employees are paid on any of the above 
schedules, they are not being paid for the most recent week(s). Therefore, it is 
common for a lag to exist between the dates during which employees earn their pay, 
and the date on which they receive a paycheck.

For example, a weekly schedule could call for employees to be paid every Friday. If 
employees earn a total of $1,000 from Monday (4/8) through Friday (4/12), they 
would not receive the $1,000 until the following Friday (4/19). The check they 
receive on Friday, 4/12, would compensate them for the time that they worked 
during the prior week (Monday, 4/1, through Friday, 4/5).

TIP! In some states laws have been enacted that require certain classes of employees 

to be paid on a specific basis. For example, New York State Labor Law Section 191 

dictates that manual workers are to be paid weekly. Employers must be careful to 

comply with all such applicable regulations.

Defining the Workweek
As mentioned in Chapter 1, a workweek, as defined in the Fair Labor Standards 
Act (FLSA), is any consecutive seven-day period. It can differ from a calendar week 
(it does not need to run from Sunday through Saturday), and can begin at any hour. 
For example, an acceptable workweek could begin at 8:00 a.m. on Tuesday and run 
through the following Tuesday at 7:59 a.m.

It is important that a business clearly define its workweek so that payroll is properly 
calculated. For example, if an employee receives overtime pay for any hours worked 
after the first 40 in a given week, there must be a clear beginning and end to the 
workweek so that overtime hours are accurately determined.

WARNING! The workweek must be consistent from one week to another. It may be altered only if 

the change is intended to be permanent, and if it is not made in order to circumvent 

overtime requirements.

Case in Point 2-1 Evaluate Pay Periods and Workweeks

In these examples, we will review a number of pay periods and determine whether 
certain specified workweeks are acceptable under the FLSA: 

1. Jason Ivory receives two paychecks every month, each of which compen-
sates him for half of the current month. What type of pay period is Jason’s 
employer utilizing?

This employer is compensating Jason on a semimonthly basis. This is the only  

pay period type under which an employee consistently receives two paychecks 

every month.
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Pay Periods and Workweeks 43

2. Lance Quigley receives 52 paychecks every year. What type of pay period is 
Lance’s employer utilizing?

This employer is compensating Lance on a weekly basis. As a result, Lance 

receives one paycheck for each of the 52 weeks in a given year. 

3. Drew Graham began working for his employer on Monday, 9/2. He receives his 
first paycheck on Wednesday, 9/11, and his second paycheck on Wednesday, 
9/25. The second paycheck was twice as large as the first, and every paycheck 
after the 9/25 check compensates Drew for the same period of time. What 
type of pay period is Drew’s employer utilizing?

This employer is compensating Drew on a biweekly basis. The 9/11 paycheck 

compensated Drew for his first week of employment (Monday, 9/2, through 

Friday, 9/6). The 9/25 paycheck compensated Drew for his second and third 

weeks of employment (Monday, 9/9, through Friday, 9/20). We know that Drew is 

not paid on a semimonthly basis because each paycheck compensates him for 

the same period of time. Because the number of days within each month differs, 

semimonthly paychecks do not all compensate employees for the same number 

of days.

4. Vincent Meacham’s employer has traditionally utilized a workweek running 
from Monday morning through Sunday evening. During the summer months, 
the company experiences an increased workload over the weekends. Vincent’s 
employer has decided to alter the workweek so that it begins on Saturday 
morning each week. The employer expects to return to the Monday through 
Sunday schedule at the end of the summer. Is Vincent’s employer in violation 
of the Fair Labor Standards Act?

Yes, the employer is in violation of the FLSA. While it is acceptable for an 

employer to change a workweek, there must be an expectation that the change is 

permanent. Temporary changes are not permissible under the FLSA.

5. Gino Lofton’s employer pays employees on a biweekly basis. As a result, the 
employer defines a workweek as the two-week period running from Monday 
through the second Sunday of the period. Is Gino’s employer in violation of 
the Fair Labor Standards Act?

Yes, the employer is in violation of the FLSA. Regardless of the pay period in 

use, a workweek must be defined as a consistent seven-day period. Defining 

a workweek like this means that, regardless of the frequency of paychecks, a 

number of payroll-related items, such as overtime hours, are determined on a 

week-by-week basis.
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48 Payroll Accounting Chapter 2: Calculating Employee Pay

Salaries and Wages
Employees are most commonly paid either wages or salaries by their employers. 

• A wage is an amount typically paid to employees on an hourly basis.

• A salary is typically an annual pay amount (monthly or semimonthly may also 
be used) agreed upon by the employer and the employee. 

NOTE! Alternative base wages may also be used, such as daily wage rates and rates based 

on employee output (such as for the number of products assembled).

Regular wages are calculated by multiplying an employee’s wage rate by the number 
of hours worked. For example, an employee earning $8.00/hour, who works 38 
hours a week, earns $304 ($8 × 38 hours). If the employee didn’t earn any other 
type of pay (such as overtime), the $304 total also represents the employee’s gross 
wages. Gross wages are earned wages that, as we will see later, are not equal to the 
amount actually paid to employees in their paychecks.

Regular earnings for salaried employees are calculated differently. For these 
employees, the employer must divide the annual salary by 52 weeks. For example, 
if an employer earns a salary of $52,000/year, then the employee’s regular weekly 
earnings are $1,000 ($52,000/52 weeks).

Weekly Regular Earnings Calculation

Wage-earning employee Regular wage rate × regular hours worked

Salaried employee Annual salary/52 weeks

Calculating Overtime Pay
As discussed previously, the Fair Labor Standards Act requires that overtime be paid 
for any hours employees work after the first 40 in a workweek. This pay must equal 
at least 1.5 times the regular wages paid to the employee (referred to as time and a 
half).

TIP! While the FLSA mandates that overtime pay cannot be below 1.5 times the regular 

wages, it is acceptable for an employer to offer overtime pay that is more than 1.5 

times regular pay.

One common misconception is that overtime must be paid to employees who 
work nights and/or weekends. The FLSA does not require that employers pay 
overtime during these work shifts, as long as the 40 hours/week threshold has 
not yet been met.

When an employee earns overtime pay, total gross wages (which include both 
regular and overtime earnings) may be calculated in two different ways:

• First method—the employer adds the regular wages to the overtime wages (over-
time wage rate × overtime hours worked).
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• Second method—the employer first determines a total for all hours worked 
based on the regular wage rate (total hours worked × regular rate). To this the 
employer adds the additional pay earned for working overtime hours ([overtime 
rate − regular rate] × overtime hours worked).

Total Gross Wages Calculation

Method 1 Regular wages + overtime wages

Method 2 Total regular wages for all hours worked +  
additional pay earned for overtime hours worked

Total gross wages are the same regardless of which method is used to calculate 
them.

TIP! In some circumstances, it’s possible for an employee to have a workweek in which 

regular hours diverge from the 40-hour standard. Assume throughout this book, 

unless otherwise noted, that all employees operate with a regular 40-hour workweek.

Case in Point 2-3  Calculate Employee Regular and Overtime 
Earnings

In these examples, we’ll review calculations for both regular and overtime earnings 
for Lucky Ties Apparel employees. We will also determine gross pay.

NOTE! For simplicity, all calculations shown throughout the textbook, both intermediate and 

final, have been rounded to two decimal places at each calculation. As you calculate 

amounts, you should round to two decimal places as well; for example, 81.574 is 

rounded to 81.57, whereas 81.575 is rounded to 81.58.

1. Paul Rogers has worked for Lucky Ties Apparel for four years. During the most 
recent year he was paid regular wages of $11.50/hour. In the most recent 
week, he worked 35 hours. Calculate his gross pay for the week.

As Paul did not work any overtime hours, his regular earnings are equal to his 

gross pay. These regular earnings are calculated as follows:

$11.50 (regular wage rate) × 35 hours (regular hours worked) = $402.50

2. Lucky Ties Apparel hired Maryanne Sherman at the beginning of the current 
year at an annual salary of $40,000. Calculate her gross pay for the most 
recent week, assuming that she’s paid on a weekly basis.

Maryanne earns the same gross pay every week, since her annual salary is evenly 

divided over all 52 weeks of each year. Her regular earnings for a single week are 

calculated as follows:

$40,000 (annual salary) / 52 weeks = $769.23
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50 Payroll Accounting Chapter 2: Calculating Employee Pay

3. Bill Novak has worked for Lucky Ties Apparel for 10 years. He currently earns 
regular wages of $14.75/hour and overtime wages of $22.50/hour. During a 
recent week, Bill worked 46 hours. Calculate his gross pay using both methods.

Bill’s gross pay is the same for both methods. Remember that the FLSA dictates 

that any hours worked beyond the first 40 in a week must be compensated at the 

overtime wage rate. Bill’s gross pay is calculated as follows:

Method 1: $14.75 (regular wage rate) ×  

40 hours (regular hours worked) = $590

$22.50 (overtime wage rate) ×  

6 hours (overtime hours worked) = $135

$590 (regular wages) +  

$135 (overtime wages) = $725 (gross pay)

Method 2: $14.75 (regular wage rate) ×  

46 hours (total hours worked) = $678.50

$22.50 (overtime rate) −  

$14.75 (regular rate) = $7.75

$7.75 (calculated above) ×  

6 hours (overtime hours worked) = $46.50

$678.50 (calculated above) +  

$46.50 (calculated above) = $725 (gross pay)

Converting to Hourly Rates
It’s common for employers to comply with the FLSA by compensating employees 
with an overtime pay rate of 1.5 times the regular rate (the minimum requirement). 
If an employee is not compensated with an hourly wage, his/her compensation 
must be converted to an hourly rate in order to calculate the applicable overtime 
earned.

As discussed previously, certain employees are exempt from the provisions of the 
FLSA, and employers are not compelled to compensate these employees at the 
standard overtime rate. While many salaried employees (such as executive, admin-
istrative, and professional employees) fit this description, others are non-exempt 
and must be compensated at the overtime rate for any overtime hours worked. The 
following conversion process may be used to calculate overtime wages for employees 
not paid on an hourly basis. EVALUATIO
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Weekly Wage Conversions
If an employee earns $820/week and works 44 hours during one week, the 
employee is owed overtime pay (for working more than 40 hours in a week). Since 
the employee is not paid on an hourly basis, how can the employer determine the 
proper amount of overtime pay? Assuming that the employer offers overtime pay at 
1.5 times regular pay, the overtime pay can be calculated by converting the weekly 
rate to an hourly rate.

Use this four-step process to make the conversion, and then calculate total 
gross pay.

Process for Determining Weekly Gross Pay Based on Weekly Wages

Step 1: Determine the hourly regular wage rate.

Step 2: Convert to an hourly overtime wage rate.

Step 3: Calculate overtime wages earned.

Step 4: Determine gross pay by adding regular earnings to overtime earnings.

Based on the above example, gross pay is calculated as follows:

Step 1: Determine the hourly regular wage rate by dividing the weekly rate by 
40 hours (total number of regular hours worked during the week). In this instance, 
$820 / 40 hours = $20.50/hour.

Step 2: Multiply the regular hourly rate by 1.5 to convert it to the overtime hourly 
rate. Here, that is $20.50 × 1.5 = $30.75/hour.

Step 3: Multiply the overtime hourly rate by the number of overtime hours worked. 
In this example, $30.75 × 4 hours = $123.

Step 4: Add the weekly wage rate to the overtime earnings. The total gross pay for 
this employee is $820 + $123 = $943.

TIP! If an employee receives a biweekly wage, you must begin the conversion process by 

dividing the biweekly wage by two (to convert it to a weekly wage). The above four-

step process may then be followed as shown.
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52 Payroll Accounting Chapter 2: Calculating Employee Pay

Annual Salary Conversions
A similar series of calculations is required when converting an annual salary to an 
hourly rate. For annual salary conversions, use a five-step process.

Conversion of Annual Salary to Weekly Gross Pay

Step 1: Determine the weekly salary.

Step 2: Determine the hourly regular wage rate.

Step 3: Convert to an hourly overtime wage rate.

Step 4: Calculate overtime wages earned.

Step 5: Determine gross pay by adding regular earnings to overtime earnings.

To put these steps in concrete terms, assume that an employee receives $58,000/
year, worked 48 hours in a recent week, and is paid 1.5 times the regular wage rate 
for overtime hours. This employee’s gross pay is calculated as follows:

Step 1: Divide the annual salary by 52 weeks to determine the weekly salary. Here, 
the weekly salary is calculated as $58,000 / 52 weeks = $1,115.38/week.

Step 2: Determine the hourly regular wage rate by dividing the weekly rate by 40 
hours (total number of regular hours worked during the week). In this instance, 
$1,115.38 / 40 hours = $27.88/hour.

Step 3: Multiply the regular hourly rate by 1.5 to convert it to the overtime hourly 
rate. Here, that is $27.88 × 1.5 = $41.82/hour.

Step 4: Multiply the overtime hourly rate by the number of overtime hours worked. 
In this example, $41.82 × 8 hours = $334.56.

Step 5: Add the weekly wage rate to the overtime earnings. The total gross pay for 
this employee is $1,115.38 + $334.56 = $1,449.94.

TIP! If an employee receives a monthly or semimonthly salary, you must begin the 

conversion process by multiplying either the monthly salary by 12 months or the 

semimonthly salary by 24 (to convert them to an annual salary). The above five-step 

process may then be followed as shown.
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Case in Point 2-4  Convert to Hourly Rates and Calculate Weekly 
Gross Pay

In these examples, we will review five independent circumstances, and determine both 
the hourly wage rates and gross pay for each employee:

1. Angelo Dorsett is a salesman for Lucky Ties Apparel. He earns regular wages of 
$700/week, does not receive commission, and worked 47 hours during the most 
recent week. Assuming that Lucky Ties Apparel pays him an overtime rate of 
1.5 times his regular rate, what should Angelo’s gross pay be for the week?

Step 1: Angelo’s hourly regular wage rate is $700 / 40 regular hours = $17.50/hour.

Step 2: Angelo’s hourly overtime wage rate is $17.50 × 1.5 = $26.25/hour.

Step 3: Angelo’s overtime wages earned are $26.25 × 7 overtime hours = $183.75/hour.

Step 4: Angelo’s gross pay for the week is $700 + $183.75 = $883.75.

2. Melissa Kubiak has worked in the warehouse of Lucky Ties Apparel for two years. 
She earns a biweekly wage of $1,200 and worked 41 hours during the most  
recent week. Assuming that Lucky Ties Apparel pays her an overtime rate of 
1.5 times her regular rate, what should Melissa’s gross pay be for the week?

Pre-Step: Melissa’s weekly salary is $1,200 / 2 weeks = $600/week.

Step 1: Melissa’s hourly regular wage rate is $600 / 40 regular hours = $15/hour.

Step 2: Melissa’s hourly overtime wage rate is $15 × 1.5 = $22.50/hour.

Step 3: Melissa’s overtime wages earned are $22.50 × 1 overtime hour = $22.50.

Step 4: Melissa’s gross pay for the week is $600 + $22.50 = $622.50.

3. Stacie Martin works in the warehouse of Lucky Ties Apparel and is paid an  
annual salary of $43,992. During the most recent week, she worked 51 hours 
and is paid overtime wages of 1.5 times her regular wage rate. What should  
Stacie’s gross pay be for the week?

Step 1: Stacie’s weekly salary is $43,992 / 52 weeks = $846/week.

Step 2: Stacie’s hourly regular wage rate is $846 / 40 regular hours = $21.15/hour.

Step 3: Stacie’s hourly overtime wage rate is $21.15 × 1.5 = $31.73/hour.

Step 4: Stacie’s overtime wages earned are $31.73 × 11 overtime hours = $349.03.

Step 5: Stacie’s gross pay for the week is $846 + $349.03 = $1,195.03.
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4. Lucy Marshall has been a member of the janitorial staff at Lucky Ties Apparel 
for six years and earns a monthly salary of $2,730. During the most recent 
week, she worked 49 hours and is paid overtime wages of 1.5 times her regular 
wage rate. What should Lucy’s gross pay be for the week?

Pre-Step: Lucy’s annual salary is $2,730 × 12 months = $32,760.

Step 1: Lucy’s weekly salary is $32,760 / 52 = $630/week.

Step 2: Lucy’s hourly regular wage rate is $630 / 40 regular hours = $15.75/hour.

Step 3: Lucy’s hourly overtime wage rate is $15.75 × 1.5 = $23.63/hour.

Step 4: Lucy’s overtime wages earned are $23.63 × 9 overtime hours = $212.67.

Step 5: Lucy’s gross pay for the week is $630 + $212.67 = $842.67.

5. Donald McHenry has been a member of the janitorial staff at Lucky Ties 
Apparel for four years and earns a semimonthly salary of $1,326. During the 
most recent week, he worked 45 hours and is paid overtime wages of 1.5 times 
his regular wage rate. What should Donald’s gross pay be for the week?

Pre-Step: Donald’s annual salary is $1,326 × 24 semimonthly periods = $31,824.

Step 1: Donald’s weekly salary is $31,824 / 52 = $612/week.

Step 2: Donald’s hourly regular wage rate is $612 / 40 regular hours = $15.30/hour.

Step 3: Donald’s hourly overtime wage rate is $15.30 × 1.5 = $22.95/hour.

Step 4: Donald’s overtime wages earned are $22.95 × 5 overtime hours = $114.75.

Step 5: Donald’s gross pay for the week is $612 + $114.75 = $726.75.
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Commissions, Bonuses, and 
Incentive Plans

Wages and salaries are not the only types of compensation an employee may 
receive. Employers can also compensate employees through commissions 
(a percentage of each sale), bonuses (either planned or unplanned additional 
amounts), and incentive plans (more pay for increased productivity).

Paying Commissions
Commissions are typically paid to employees as a percentage of sales. For example, 
if an employee sells a product for $2,000 and earns a 10% commission on every 
sale, that employee is paid a $200 ($2,000 × 10%) commission. Commissions 
can be the only form of income earned by an employee, or they can be earned in 
conjunction with a wage or salary.

Commissions are considered to be a component of an employee’s regular pay. To 
calculate the overtime pay of an employee who earns commissions, the regular 
hourly wages and the commissions must be combined to determine an overall 
hourly rate. This combined rate is then multiplied by 1.5 (or the higher applicable 
rate of compensation offered by the employer) to arrive at the overtime hourly rate.

For example, if an employee works 44 hours, earns a regular hourly wage of $10/
hour, and earns commissions of $220, a combined regular hourly wage rate (which 
takes the commission into account) must be determined. Use the following three-
step process to arrive at this figure:

Calculation of Regular Hourly Wage Rate Including Commission

Step 1: Determine total regular wages.  
($10 × 44 hours = $440)

Step 2: Add the commission to the above amount.  
($440 + $220 = $660)

Step 3: Divide the combined total by the regular hours worked.  
($660 / 44 hours = $15)

If this employer offers an overtime wage rate that is 1.5 times the regular rate, the 
overtime wage rate is $22.50 ($15 × 1.5). As the above calculation includes regular 
wages for overtime hours, we now must add the additional overtime pay to the above  
total. The additional overtime hourly wage rate is $7.50 per hour ($22.50 overtime 
wage rate minus $15 regular wage rate); therefore, additional overtime earnings are 
$30 ($7.50 per hour additional overtime hourly wage rate × 4 overtime hours). Total 

EVALUATIO
N O

NLY

Payroll Accounting, 7e © 2020 Labyrinth Learning – Not for Sale or Classroom Use

Labyrinth Learning  http://www.lablearning.com



56 Payroll Accounting Chapter 2: Calculating Employee Pay

gross wages are $690 ($660 combined regular earnings and commissions + $30 
additional overtime earnings).

NOTE! Employees of retail and service businesses who are paid commissions and who meet 

certain requirements set by the FLSA are exempt from the mandate that overtime pay 

exceed regular pay by at least 1.5 times.

Awarding Bonuses
A bonus is an amount awarded to an employee outside of regular and overtime pay. 
There are two types of bonuses: discretionary and nondiscretionary:

• A discretionary bonus is one that is unplanned and not contingent on the 
employee reaching specific goals. An example is a surprise holiday bonus given to 
employees at the end of the year.

• A nondiscretionary bonus is one that is planned and that an employer pays 
as a result of a specific metric being met. An example is a longevity bonus paid to 
an employee on his/her tenth anniversary with a company.

The distinction between these two bonus types is important, because nondiscre-
tionary bonuses are considered part of regular pay, while discretionary bonuses are 
not. Similar to commissions, nondiscretionary bonuses must be combined with 
regular hourly wages prior to determining an employee’s overtime pay.

Offering Incentive Plans
An employer may offer a variety of incentive plans to employees, which are designed 
to reward employees for their performance and/or loyalty to the company. The most 
common types of incentive plans are:

• Cash paid for reaching specified sales or production goals.

• Profit-sharing plans in which employees receive a share of profits once they 
exceed a predetermined level of productivity.

• Stock option plans in which employees who meet predetermined goals may 
purchase shares of stock with pre-tax dollars.

• Additional vacation days for employees whose tenure with the company 
surpasses preset lengths.

• Sabbaticals, common in academic institutions, that provide employees with paid 
leave after working for a predetermined number of years.

When a cash incentive is offered, it may be paid in a lump sum or as an increase in 
the hourly (or per-unit) rate paid. In the case of an increased pay rate, the increase is 
typically earned upon employee performance exceeding a preset, quantifiable level.

TIP! For the purposes of the FLSA, cash paid for reaching specified goals is considered a 

nondiscretionary bonus and therefore is a component of regular pay. This must be 

considered when calculating overtime pay.
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Case in Point 2-5  Calculate Employee Commissions, Bonuses, 
and Incentive Pay

In these examples, we’ll review four independent circumstances and will calculate 
the total earnings for each employee:

1. An employee who sells automobiles is paid $8/hour in regular wages. In 
addition, he earns another $300 for every car he sells. During the most recent 
week, he works 46 hours and sells five cars. His employer pays overtime wages 
of 1.5 times regular hourly wages.

Step 1: Total regular wages are $8 × 46 hours = $368.

Step 2:  Total combined regular earnings are $1,500 (5 cars × $300) + $368 = 

$1,868.

Step 3: The regular earnings hourly rate is $1,868 / 46 hours = $40.61/hour.

Now that the regular earnings hourly rate is determined, the overtime hourly rate 

can be calculated as follows: $40.61 × 1.5 = $60.92/hour.

The additional overtime hourly rate therefore is $60.92 – $40.61 = $20.31.

Using this additional overtime hourly rate, the additional overtime earnings are 

$20.31 × 6 hours = $121.86.

This results in total earnings of $1,868 + $121.86 = $1,989.86.

2. After his company made a particularly large sale, an employee is awarded a 
discretionary bonus of $2,000. During this same week, the employee works 42 
hours, earning regular wages of $13/hour, with overtime pay calculated as 1.5 
times the regular wage rate.

Since a discretionary bonus is not considered to be part of regular earnings, 

overtime pay is calculated using the standard 1.5 × regular hourly wages formula.

Regular pay therefore is $13 × 40 hours = $520. The overtime hourly rate is $13 × 

1.5 = $19.50/hour, which results in overtime pay of $19.50 × 2 hours = $39.

Total earnings for the week are $520 (regular earnings) + $39 (overtime earnings) 

+ $2,000 (discretionary bonus) = $2,559.
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3. An employee who earns regular wages of $9.50/hour and overtime pay of 1.5 
times his regular wage rate works 53 hours during the most recent week. As a 
result of total company sales exceeding $1,000,000 for the year, the employee 
also received a predetermined bonus of $1,500.

Because this bonus was planned and paid out once company sales reached 

$1,000,000, it’s considered to be a nondiscretionary bonus. As a result, it’s 

considered part of regular earnings. The three-step process for combining regular 

wages and commissions outlined previously may be used to combine regular 

wages and nondiscretionary bonuses as well.

Step 1: Total regular wages are $9.50 × 53 hours = $503.50.

Step 2: Total combined regular earnings are $1,500 + $503.50 = $2,003.50.

Step 3: The regular earnings hourly rate is $2,003.50 / 53 hours = $37.80/hour.

The overtime hourly rate, based on the above calculation, is $37.80 × 1.5 = 

$56.70/hour.

The additional overtime hourly rate therefore is $56.70 – $37.80 = $18.90.

Using this additional overtime hourly rate, the additional overtime earnings are 

$18.90 × 13 hours = $245.70.

Therefore, total earnings are $2,003.50 + $245.70 = $2,249.20.

4. An employee works in a factory where she earns regular wages of $8/hour, 
with overtime pay calculated as 1.5 times regular earnings. If, during any 
week, she is able to assemble more than 1,000 product units, her regular rate 
increases to $9/hour for the week. Her rate similarly increases to $10/hour 
if she assembles more than 1,200 units and $11/hour if she assembles more 
than 1,400 units. During the most recent week she worked 44 hours and 
assembled 1,352 units.

This employee has earned incentive pay, since she assembled more than 1,000 

product units. For her level of production (1,352 units), she has earned an 

increased regular wage rate of $10/hour.

Regular wages are calculated as follows: $10 × 40 hours = $400.

Her overtime hourly wage rate is $10 × 1.5 = $15/hour.

Therefore, her overtime pay is calculated as follows: $15 × 4 hours = $60.

Her total earnings for the week are $400 + $60 = $460.
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Alternative Pay Considerations
In certain instances, based on an employee’s job duties, it’s appropriate to use alter-
native methods of compensation. 

• For individuals who are their own boss (such as Certified Public Accountants who 
earn income outside of a large organization), self-employment income must 
be determined. 

• For employees who regularly receive tips from customers (such as waiters and 
waitresses), special minimum wage and overtime rules apply. 

• For employees who produce a measurable output (such as seamstresses creating 
dresses), compensation may be based on the number of units produced. This is 
referred to as a piecework system.

Self-Employment Income
Individuals who operate a sole proprietorship or partnership must account for and 
report annual self-employment income. This consists of the revenue an owner may 
claim based on the company operations, minus expenses incurred. These indi viduals 
do not have to be concerned with the minimum wage and overtime provisions of 
the FLSA; however, they still must track total income to ensure that appropriate 
taxes are paid. We’ll examine the tax implications of self-employment income in 
further detail in Chapter 5.

Tipped Employees
Employees who receive tips are covered by the FLSA and therefore must be paid 
the applicable hourly minimum wage. A tipped employee is someone who typi-
cally receives more than $30/month in tips. Employers can take advantage of a 
maximum tip credit of $5.12, which results in employees receiving an hourly wage 
of $2.13 ($7.25 minimum wage minus $5.12 tip credit). Employers who elect 
to take advantage of this tip credit must inform employees of their intention to 
do so, and must use a consistent tip credit for both regular and overtime hours. 
Additionally, if the applicable state tip credit is lower than $5.12, the employer may 
take advantage only of this lower amount.

Employers cannot use an employee’s tips for any purpose other than a tip credit 
against wages owed, or as part of a tip pool. A tip pool, in which all employee 
tips are added together (pooled) and then divided amongst employees, is permis-
sible under the FLSA. However, these employees each must receive the applicable 
hourly minimum wage, and the pool must include only employees who regularly 
receive tips.

WARNING! Regardless of whether an employer elects to utilize a tip credit, under no 

circumstance may that employer retain an employee’s tips.
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If the employee’s total hourly wage (the sum of the hourly wage received and 
employee tips) does not exceed the applicable minimum wage, the employer must 
compensate the employee for the difference. In addition, the employer must use 
the overtime factor (1.5 for time and a half) to calculate the overtime hourly rate 
for a tipped employee based on the applicable minimum wage. No tip credit may be 
factored into this calculation.

Tipped Employees Overtime Calculation

Step 1: Regular hourly rate × regular hours worked = regular earnings

Step 2: Minimum wage − regular hourly rate = hourly tip credit

Step 3: (Minimum wage × overtime factor) − hourly tip credit = overtime hourly rate

Step 4: Overtime hourly rate × overtime hours worked = overtime earnings

Step 5: Total hours worked × hourly tip credit = total tip credit

Step 6: Regular earnings + overtime earnings + total tips = total earnings

NOTE! The tip credit cannot exceed total tips received, so the employer should compare 

these figures after completing Step 5 above. If the tip credit is too high, the employer 

must reduce the tip credit such that it does not exceed total tips received. This 

reduction is calculated as current tip credit minus total tips received.

Utilizing Piecework Systems
In certain instances it’s logical to compensate employees based on their output, 
rather than on hours worked. Under this piecework system, an employee receives 
a fixed amount for each unit of output. These units can take many forms, such as 
products assembled, telemarketing phone calls made, or packages filled.

One important element that the employer must remember is that the minimum 
wage requirements of the FLSA apply to employees compensated under a piece-
work system. To confirm compliance with the FLSA, an employer must determine 
each piecework employee’s hourly rate. This may be done by dividing total weekly 
compensation by the number of hours worked.

Piecework Overtime Calculation

Step 1: Piece rate × units of output = regular earnings for all hours

Step 2: Regular earnings for all hours / total hours worked = regular hourly rate

Step 3: Regular hourly rate × additional overtime factor = additional overtime hourly rate

Step 4: Additional overtime hourly rate × overtime hours worked = additional overtime 
earnings

Step 5: Regular earnings for all hours + additional overtime earnings = total earnings

NOTE! The additional overtime factor is typically 0.5 (1.5 overtime rate minus 1.0 regular rate).
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The additional overtime hourly rate, in Step 3 above, is often also called the 
premium rate, because it represents the premium over the regular hourly rate to 
which the piecework employee is entitled for overtime hours worked. 

NOTE! An alternative to the calculation shown above is to pay an employee at least 1.5 times 

the regular piece rate for all units of output produced during overtime hours (all hours 

after the first 40). In this approach, the employer must ensure that the regular hourly 

rate exceeds the applicable minimum wage rate.

Case in Point 2-6  Calculate Earnings for Tipped and Piecework 
Employees

In these examples, we’ll examine three independent circumstances and will 
determine how total compensation is calculated for each employee.

1. Eric Parker works for a small restaurant chain as a waiter. He is paid $2.13/
hour by his employer and receives $150 in tips during a 35-hour workweek. 
What is Eric’s total compensation for the week?

Eric’s employer pays regular wages of $74.55 ($2.13 regular wage rate × 

35 regular hours worked). As a result, if the FLSA were ignored, Eric’s total 

compensation would be $224.55 ($74.55 regular wages + $150 tips). 

Because this is less than the FLSA-mandated minimum of $253.75 ($7.25 

minimum wage × 35 hours worked), the employer must compensate Eric for the 

difference. Therefore, Eric receives an additional $29.20 ($253.75 − $224.55) to 

increase his total compensation to $253.75.

2. Meredith Baer works as an automobile valet at a steak house. She is paid 
$3/hour by her employer and received $310 in tips during the most recent 
44-hour workweek. Meredith’s employer pays overtime hourly wages at a rate 
of 1.5 times regular hourly wages. What is Meredith’s total compensation for 
the week?

Using the six-step process detailed previously (in the Tipped Employees Overtime 

Calculation table on page 60), total compensation is calculated as follows:

Step 1:  Meredith’s employer pays regular earnings of $120 ($3 regular wage rate × 

40 regular hours worked). 

Step 2:  This is the result of her employer taking a tip credit of $4.25 ($7.25 

minimum wage − $3 regular wage rate). 

Step 3:  When calculating overtime compensation, this tip credit must be 

maintained at the same level. Therefore, total overtime compensation is 

based on an hourly rate of $6.63 ($7.25 minimum wage × 1.5 overtime 

factor – $4.25 tip credit).

Step 4:  This results in overtime earnings totaling $26.52 ($6.63 overtime hourly 

rate × 4 overtime hours worked). 
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Step 5:  Before total compensation is finalized, the employer must ensure that 

the total tip credit does not exceed tips received by the employee. In this 

instance, the total tip credit of $187 ($4.25 tip credit × 44 hours worked) 

does not exceed total tips received of $310, and therefore the employer 

owes no additional compensation. 

Step 6:  Total compensation is then calculated as $456.52 ($120 regular earnings + 

$26.52 overtime earnings + $310 tips).

3. Nancy Winchester assembles children’s toys and is paid $0.06 for each unit 
assembled. During the most recent week, Nancy worked 48 hours and assem-
bled 8,528 units. Nancy’s employer pays overtime hourly wages at a rate of 1.5 
times regular hourly wages. What is Nancy’s total compensation for the week?

Using the five-step process detailed previously (in the Piecework Overtime 

Calculation table on page 60), total compensation is calculated as follows:

Step 1:  Regular earnings for all hours are calculated as $0.06 (piece rate) × 8,528 

(units of output) = $511.68.

Step 2:  The regular hourly rate is then calculated as $511.68 (regular earnings) / 

48 (hours worked) = $10.66.

Step 3:  The additional overtime hourly rate is then calculated as $10.66 (regular 

hourly rate) × 0.5 (additional overtime rate) = $5.33.

Step 4:  Additional overtime earnings are calculated as $5.33 (additional overtime 

hourly rate) × 8 (overtime hours worked) = $42.64.

Step 5:  Total earnings are then calculated as $511.68 (regular earnings) + $42.64 

(additional overtime earnings) = $554.32.

4. Andrew Fitzpatrick is a telemarketer who is paid $0.32 for every telemar-
keting phone call he places. During the most recent week, Andrew worked 43 
hours and placed 1,722 calls, 124 of which were placed during the final three 
hours he worked. Andrew’s employer pays an overtime piece rate 1.5 times 
the regular rate. Using the alternative method outlined earlier, determine 
Andrew’s total compensation for the week.

During regular hours Andrew placed 1,598 (1,722 − 124) calls, and therefore 

earned $511.36 (1,598 × $0.32) in regular earnings. As the overtime hourly piece 

rate is $0.48 ($0.32 × 1.5), Andrew earns overtime pay of $59.52 (124 × $0.48). 

Therefore, total earnings are $570.88 ($511.36 + $59.52).
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Payroll Register
Unlike the employee earnings record, which displays the earnings for a single 
employee over a range of pay periods, the payroll register shows each employee’s 
pay for a single period. Ordinarily the payroll register is completed prior to the 
employee earnings record, as the payroll register summarizes all payroll data for a 
single period. This data is then taken from the payroll register and entered within 
each individual employee earnings record.

The payroll register displays both total earnings (gross pay) and each employee’s paycheck amount (net pay).

Pay Period

Pay Date

Totals:

Over�me 
Earnings

Total 
Earnings

FWT SWT
Social 

Security

Payroll Register

Employee Name
Regular 
Hours

Net Pay

Earnings

Medicare Vol.  With.

Deduc�ons
Check 

Number
Regular 

Rate
Regular 
Earnings

Over�me 
Hours

Over�me 
Rate

As discussed earlier, the net pay is calculated by subtracting all deductions from the 
gross pay (total earnings) in the payroll register. Depending on the business, other 
columns may appear in the payroll register. For example, if a business’s employees 
are unionized, the Deductions section may contain a separate column for Union Dues 
that are withheld from each employee’s gross pay. Additionally, for some employees 
not all columns are necessary. For example, a salaried executive is exempt from the 
minimum wage provision of the FLSA, and therefore no hourly rate information is 
necessary.

Note that in some instances a company will choose not to display identical columns 
within the employee earnings records and the payroll register. For example, here 
the payroll register includes a voluntary withholdings column that summarizes the 
retirement contribution, life insurance, charitable contributions, and additional with-
holding columns within the employee earnings records. Be aware of this potential 
structural difference when transferring figures from the payroll register to the 
employee earnings records.

TIP! Just as with the employee earnings record, the payroll register is typically completed 

within a computerized payroll system. However, we’ll work with manual versions of 

the payroll register throughout the textbook.EVALUATIO
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Deductions from Employee 
Earnings

Once an employee’s gross pay is calculated, certain amounts are withheld by the 
employer and are not included in the employee’s paycheck. These amounts are 
referred to as deductions. Some of these amounts must be withheld, and these are 
called mandatory deductions. Others may be requested by the employee, and 
these are referred to as voluntary deductions.

Mandatory Deductions
Employees are subject to a number of mandatory deductions that their employers 
are required to withhold from each paycheck. Among these deductions are the 
following:

• Federal income tax withholding—This tax (also called federal income tax) is 
collected by the federal government to fund a wide range of government agen-
cies. A small percentage of employees are exempt from this tax, as you will see 
later in this chapter.

• State income tax withholding—The majority of states collect this tax (also 
called state income tax) to fund state operations. As of 2019, nine states (Alaska, 
Florida, Nevada, New Hampshire, South Dakota, Tennessee, Texas, Washington, 
and Wyoming) did not collect state taxes on individual incomes.

NOTE! In 2019 New Hampshire and Tennessee did collect taxes on dividend and interest income.

• Local income tax withholding—Some municipalities, such as Manhattan in 
New York State, require that local income tax withholding (also called local income 
tax) be deducted from employee earnings to fund government operations in their 
respective municipalities.

• Social Security tax (OASDI)—This tax is withheld from employee earnings 
to fund the Social Security system, which pays benefits to retired or disabled 
workers, as well as their dependents and survivors. This tax is subject to an 
income threshold, and therefore (in 2019) was only calculated as 6.2% of the first 
$132,900 earned during the year. This will be discussed in detail in Chapter 4.

• Medicare tax (HI)—This tax (in 2019) was calculated as 1.45% of all employee 
earnings. These funds operate the Medicare federal health insurance program 
that covers individuals 65 years of age or older and certain disabled individuals. 
This will be discussed in detail in Chapter 4.

TIP! Social Security tax and Medicare tax, in conjunction, are referred to as FICA (Federal 

Insurance Contributions Act) taxes.

• State disability insurance tax—Five states (California, Hawaii, New Jersey, 
New York, and Rhode Island) and the territory of Puerto Rico require that disability 
insurance be withheld from employee pay. With these funds, the states provide 
benefits to temporarily disabled employees who are unable to work as a result of a 
non-work-related circumstance. This will be discussed in detail in Chapter 4.
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Voluntary Deductions
In addition to the items that must be withheld from an employee’s pay, there are a 
number of amounts that an employee may elect to have withheld. Common exam-
ples of these voluntary deductions, which will be examined further in Chapter 4, 
are as follows:

• Union dues—For those employees who are unionized, the associated dues may 
be withheld from their earnings and remitted directly to the union.

• Retirement plans—Employees may elect to have monies withheld for retire-
ment plans, some of which can be tax-deferred (no federal income tax is paid on 
these funds when they are withheld). These are called defined contribution plans, as 
the employee’s contribution percentage (portion of gross pay deducted) is fixed.

• Medical plans—Depending on various criteria, employees may realize a tax 
benefit from having funds withheld and directed to a medical savings plan. These 
plans differ from flexible spending accounts (discussed next) in that the funds 
roll over and can be used in subsequent years.

NOTE! Medical plans differ from health insurance premiums, which employees can elect to 

have withheld from gross earnings and which pay for (either in part or entirely) the 

employee’s health insurance coverage.

• Cafeteria plans—Offered by some employers, these plans can provide a 
variety of benefits, and designated funds are not subject to federal income 
tax withholding. One common type of cafeteria plan is a flexible spending 
account, through which employees may be reimbursed for qualified benefits 
such as dependent care and medical expenses.

Not technically a voluntary deduction for the employee to whom it is applied, a 
wage garnishment represents monies withheld from pay as a result of a court order. 
These amounts may fund a wide range of monetary obligations, including child 
support. Individual states have varying requirements regarding the reporting of 
newly hired employees, in large part to identify those employees for whom garnish-
ments should be made.

Distinguishing Between Gross Pay and Taxable Pay
As you saw in the previous chapter, gross pay encompasses all earnings of an 
employee for a given period. However, each of the above-listed taxes is not neces-
sarily calculated based on this gross pay. For example, since dependent care 
expenses and cafeteria plans are tax-deferred, the amount contributed to these 
must be subtracted from gross pay before determining federal income tax with-
holding. Additionally, 401(k) and 403(b) plans are both tax-deferred retirement 
plans that are exempt from federal income tax. Taxable pay (also called taxable 
income) represents the portion of gross pay used to calculate each of the mandatory 
deductions.

Note that taxable pay used to calculate federal income tax withholding can be 
different from taxable pay used to calculate Social Security or Medicare tax. For 
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example, deductions for a 401(k) or 403(b) retirement plan are not taxable for 
federal income tax withholding but are taxable for Social Security and Medicare 
taxes. The following chart summarizes the taxes for which different employee 
payments are either taxable (T) or nontaxable (N). Contrary to the information 
displayed below, when offered as part of a cafeteria plan, group-term life insurance 
benefits exceeding $50,000 are subject to FICA taxes, and adoption assistance 
benefits are subject to both FICA and FUTA taxes.

Federal 
Withholding Tax FICA Taxes FUTA Taxes

401(k) retirement plan N T T

403(b) retirement plan N T T

Cafeteria plan N N N

Charitable contribution T T T

Dependent care benefit N N N

Flexible spending account N N N

Medical savings plan N N N

SIMPLE IRA retirement plan N T T

Union dues T T T

Wage garnishment T T T

Depending on the regulations in place, taxable income for both state and local 
income tax withholdings can also differ from that for federal income tax with-
holding. For simplicity, we will assume throughout the text that, for every employee, 
taxable income is the same for federal, state, and local income tax withholding.

Case in Point 3-1 Determine Gross and Taxable Pay

Based on the information provided below, determine the gross pay for each 
employee. Then calculate taxable pay for federal income tax withholding, Social 
Security tax, and Medicare tax.

1. An employee works 37 regular hours during the first workweek of 2019 and 
earns $8.25/hour. He has requested that his employer withhold 8% of gross 
pay, which is to be contributed to a 401(k) plan. 

Gross pay for this employee, who did not work any overtime hours, was $305.25 

(37 hours × $8.25). 
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As 401(k) contributions are tax-deferred for the purposes of federal income tax 

withholding, this employee’s contribution must be subtracted from gross pay in 

order to determine taxable pay for federal income tax withholding. The 401(k) 

contribution is $24.42 ($305.25 × 8%); therefore, taxable pay for federal income 

tax withholding is $280.83 ($305.25 − $24.42).

For this employee, there are no amounts that must be subtracted from gross pay 

in order to arrive at taxable pay for Social Security tax or Medicare tax (401(k) 

contributions are taxable for these two taxes). Therefore, taxable pay for both 

Social Security tax and Medicare tax is $305.25.

2. An employee works 43 hours (3 of which were overtime hours) during a 
workweek in November of 2019. The employee earns $37.50/hour, with his 
employer paying 1.5 times the regular rate of pay for overtime hours. To  
date, he has earned $132,100 during the year (these earnings include hourly 
wages, as well as bonus payments, which are also subject to FICA tax). He has 
requested that his employer withhold 10% of gross pay, which is to be contri-
buted to a 403(b) plan.

Regular earnings for this employee were $1,500 (40 hours × $37.50/hour). 

The overtime rate of pay is $56.25/hour ($37.50/hour × 1.5), and the overtime 

earnings were $168.75 (3 hours × $56.25/hour). Therefore, gross pay for the week 

was $1,668.75 ($1,500 regular earnings + $168.75 overtime earnings).

Taxable earnings for federal income tax withholding must exclude the 403(b) 

contribution. This contribution was $166.88 ($1,668.75 gross pay × 10%); 

therefore, the taxable earnings for federal income tax withholding were $1,501.87 

($1,668.75 gross pay – $166.88 403(b) contribution).

The previous annual earnings of $132,100, when added to the gross pay of 

$1,668.75, total $133,768.75. As this exceeds the 2019 Social Security tax 

threshold of $132,900, only a portion of the gross pay is taxable for Social 

Security tax. The portion of gross pay that falls below the threshold totals $800 

($132,900 threshold − $132,100 previous annual earnings), and therefore this 

$800 represents the taxable pay for Social Security tax.

Medicare tax is not subject to an earnings threshold. In addition, 403(b) 

contributions are not exempt from Medicare tax. Therefore, taxable pay for 

Medicare tax is the same as the gross pay of $1,668.75.
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Federal Income Tax Withholding
The manner in which federal income tax withholding is remitted to the United 
States government is referred to as a pay-as-you-go system. Under this system, 
income tax must be paid as the income is earned.

The pay-as-you-go system was established as a result of the Current Tax 
Payment Act of 1943. This act modified the federal income tax system such that 
payments could no longer be made in the subsequent year, but instead must be 
paid in the year that the income is earned. To facilitate the collection of these taxes, 
the act stipulated that employers must withhold these taxes from employee pay 
and remit the withholdings to the federal government. Over the next few pages we 
will review two methods by which these taxes may be calculated. In Chapter 6 
we will then examine how these taxes are reported on a quarterly basis within 
Form 941 and on an annual basis within Forms W-2 and W-3.

Under limited circumstances, employees may be exempted from paying federal 
income tax withholding. Typically, an employee who qualifies for exemption did not 
owe federal income tax during the prior year and does not expect to owe it in the 
current year. In this instance, the employee must file a W-4 Form with the employer 
indicating the exempt status. These qualifying employees are often low-income 
earners who, in many instances, qualify for the Earned Income Credit, which 
reduces the tax burden on their year-end personal tax returns.

For the employer to withhold the correct amount of federal income tax for each 
non-exempt employee, a number of calculation methods may be utilized. The two 
primary methods are the wage-bracket method and the percentage method.

The Wage-Bracket Method
Under the wage-bracket method, an employee’s marital status, withholding 
allowances, and taxable pay are used to locate the correct amount of withholding on 
a federal income tax withholding table. This is one of the primary instances in which 
key information from the employee’s W-4 Form (marital status and federal with-
holding allowances) is utilized to determine applicable taxes.
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NOTE! The percentage method often yields a different withholding amount than the wage-

bracket method for the same circumstance. In spite of this difference, both methods 

are acceptable.

Seven other versions of the percentage method table are also provided in Circular E. 
These allow for the calculation of federal income tax withholding for employees paid 
on the following bases: biweekly, semimonthly, monthly, quarterly, semiannually, 
annually, and daily. 

TIP! More types of tables are provided under the percentage method than the wage-

bracket method. For this reason, the wage-bracket method cannot be used for 

employees with quarterly, semiannual, or annual pay periods. 

Case in Point 3-2 Calculate Federal Income Tax Withholding

For each of the following employees of Lucky Ties Apparel, let’s calculate the federal 
income tax withholding for the current weekly pay period. We’ll use the wage-
bracket method for the first three employees and the percentage method for the 
final two employees.

Before You Begin: Federal withholding tax tables for both the wage-bracket 
method and the percentage method can be found in Appendix A.

1. Paul Rogers (single; one federal withholding allowance) earned gross pay of 
$402.50. For each period, he makes a 401(k) contribution of 8% of gross pay.

Wage-Bracket Method:

Taxable pay for federal income tax withholding excludes the 401(k) contribution. 

This retirement plan contribution totals $32.20 ($402.50 × 8%), and therefore 

taxable pay is $370.30 ($402.50 – $32.20).

Using the Single: Weekly withholding table, this taxable pay falls in the $370 

to $381 range. The intersection of this row and the one withholding allowance 

column yields federal income tax withholding of $23.

2. Maryanne Sherman (single; two federal withholding allowances) earned gross 
pay of $769.23. She does not make any retirement plan contributions.

Wage-Bracket Method:

All of the gross pay is taxable for federal income tax withholding purposes; 

therefore, taxable pay is $769.23.

Using the Single: Weekly withholding table, this taxable pay falls in the $766 to 

$777 range. The intersection of this row and the two withholding allowances 

column yields federal income tax withholding of $61.EVALUATIO
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3. Bill Novak (married; four federal withholding allowances) earned gross pay 
of $725. For each period, he makes a flexible spending account contribution 
of 6% of gross pay.

Wage-Bracket Method:

Taxable pay for federal income tax withholding excludes the flexible spending 

account contribution. This contribution totals $43.50 ($725 × 6%), and therefore 

taxable pay is $681.50 ($725 – $43.50).

Using the Married: Weekly withholding table, this taxable pay falls in the $678 

to $689 range. The intersection of this row and the four withholding allowances 

column yields federal income tax withholding of $13.

4. Angelo Dorsett (single; two federal withholding allowances) earned gross pay 
of $883.75. For each period, he makes a dependent care flexible spending 
account contribution of 10% of gross pay.

Percentage Method:

Before undertaking the three-step process for the percentage method, taxable 

pay must first be determined. Taxable pay for federal income tax withholding 

excludes the dependent care flexible spending account contribution. This 

dependent care flexible spending account contribution totals $88.38 ($883.75 × 

10%), and therefore taxable pay is $795.37 ($883.75 – $88.38).

Step 1: Two withholding allowances × $80.80 (weekly one withholding allowance 

amount) = $161.60.

Step 2:  $795.37 (taxable pay) – $161.60 = $633.77.

Step 3:  Using the single side of the weekly table, the step 2 result falls in the $260 

to $832 range. Therefore, federal income tax withholding is calculated as  

$18.70 + (12% x [$633.77 – $260]), which equals $63.55.

5. Melissa Kubiak (married; four federal withholding allowances) earned gross 
pay of $622.50. She does not make any retirement plan contributions.

Percentage Method:

Before undertaking the three-step process for the percentage method, taxable 

pay must first be determined. All of the gross pay is taxable for federal income tax 

withholding purposes; therefore, taxable pay is $622.50.

Step 1: Four withholding allowances × $80.80 (weekly one withholding allowance 

amount) = $323.20.

Step 2:  $622.50 (taxable pay) − $323.20 = $299.30.

Step 3:  Using the married side of the weekly table, the step 2 result falls in 

the $227 to $600 range. Therefore, federal income tax withholding is 

calculated as $0 + (10% x [$299.30 − $227]), which equals $7.23.
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Other Federal Income Tax 
Withholding Considerations

An employee’s federal income tax withholding can be impacted by a number of 
other circumstances. Among the most common are the passing away or termina-
tion of an employee, and changes in the number of dependents (or other similar 
changes) that require the submission of an updated W-4 Form.

Deceased and Terminated Employees
In the event that an employee dies, it is likely that a portion of the employee’s earn-
ings will be paid by the employer after death. Any such payments are not subject 
to federal income tax withholding and should be excluded from the calculation of 
taxable pay.

When an individual’s employment ends, either voluntarily or involuntarily, that 
person is entitled to all compensation earned prior to termination. The required 
timing of this payment differs from state to state and ranges from immediately 
upon involuntary termination to the time of the subsequent pay date. These earn-
ings are subject to federal income tax withholding in the same manner as were the 
employee’s prior earnings.

Changing the W-4 Form
Employees may need to change their W-4 Forms for a variety of reasons, including 
marriage, divorce, the birth of children, or change of job status for the employee or 
his/her spouse. 

WARNING! For changes that either reduce the number of withholding allowances, or alter the 

status from married to single, the employee is required to complete a new W-4 Form 

within 10 days. No time limit exists for other changes; the employee may submit a 

new W-4 Form for other changes at his/her discretion.

When an updated W-4 Form is submitted by the employee, the employer must 
process the change (and therefore adjust the federal income tax withholding) 
no later than the start of the first payroll period that ends at least 30 days after 
submission of the new form. Although there is no limit to the number of W-4 Form 
changes that may be submitted by an employee, this time frame over which an 
employer is permitted to implement the change effectively limits the total number 
of changes that can be processed in a given year.

TIP! Accepting an updated W-4 Form is not optional for an employer. New W-4 Forms 

resulting from circumstances described earlier must be processed by the employer.
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Case in Point 3-3  Determine Timing of Employer 
Responsibilities

For each of the following circumstances, determine the date on which the 
referenced action must take place:

1. Samuel Wildhorn’s divorce was finalized on Sunday, June 9. When must he 
submit a revised W-4 Form to his employer?

When an employee’s divorce is finalized, that employee has 10 days to provide 

the employer with a revised W-4 Form. Therefore, Samuel must furnish a new W-4 

Form no later than Wednesday, June 19.

2. Maggie Yang decides on Monday, March 4, that she would like to increase her 
number of federal withholding allowances from three to five. When must she 
submit a revised W-4 Form to her employer?

In this instance, there is no time limit for submitting a new W-4 Form, as this is 

not one of the circumstances under which notification must be made within 10 

days. Maggie is free to submit the new form whenever she would like.

3. Brandon Rosenberg decides on Tuesday, October 15, that he would like to 
reduce his number of federal withholding allowances from five to three. 
He makes this change on a revised W-4 Form and submits it on Friday, 
October 18. Brandon is compensated on a semimonthly basis (at the middle 
and end of each month), and receives his paycheck five days after the end of 
each pay period. By which pay date must this change be in effect?

The next two pay periods that end after submission of the new form have 

end dates of October 31 and November 15, neither of which is 30 days after 

submission. The pay period ending on November 30 is the first pay period 

that ends at least 30 days after submission; therefore, the W-4 Form must be 

processed prior to the beginning of this pay period (which starts on November 

16). The associated pay date, which is five days after the end of the period, is 

December 5. The W-4 Form change must be in effect for this pay date.

EVALUATIO
N O

NLY

Payroll Accounting, 7e © 2020 Labyrinth Learning – Not for Sale or Classroom Use

Labyrinth Learning  http://www.lablearning.com



EVALUATIO
N O

NLY

Payroll Accounting, 7e © 2020 Labyrinth Learning – Not for Sale or Classroom Use

Labyrinth Learning  http://www.lablearning.com



98 Payroll Accounting Chapter 3: Federal and State Income Tax Withholding

Case in Point 3-4  Calculate State and Local Income Tax 
Withholding

For each of the following employees, calculate the applicable state and local income 
tax withholding.

Before You Begin: Assume a state income tax withholding rate of 5% of taxable 
earnings.

1. Julio Ordonez earned gross pay of $847, all of which is taxable for state and 
local income tax withholding. The city in which he both lives and works levies 
a tax of 2% of an employee’s gross pay.

State income tax withholding for this employee is $42.35 ($847 gross pay × 5% 

state tax rate). Local income tax withholding is $16.94 ($847 gross pay × 2% local 

tax rate).

2. Alyona Gaponovitch earned gross pay of $1,620. Of this amount, $1,598 
is taxable for state and local income tax withholding. The city in which she 
works (she lives elsewhere) levies a tax of 1.5% of an employee’s gross pay 
on residents and 0.8% of an employee’s gross pay on nonresidents.

State income tax withholding for this employee is $79.90 ($1,598 taxable pay × 

5% state tax rate). Local income tax withholding is based on a rate of 0.8%, as 

Alyona is a nonresident. Therefore, her local income tax withholding is $12.78 

($1,598 taxable pay × 0.8% local tax rate).

3. Lucy Farmington earned gross pay of $1,100. Of this amount, $1,065 is 
taxable for state and local income tax withholding. The city in which she lives 
and works levies a tax of 2.1% of an employee’s gross pay on residents and 
0.5% of an employee’s gross pay on nonresidents.

State income tax withholding for this employee is $53.25 ($1,065 taxable pay × 

5% state tax rate). Local income tax withholding is based on a rate of 2.1%, as 

Lucy is a resident. Therefore, her local income tax withholding is $22.37 ($1,065 

taxable pay × 2.1% local tax rate).

4. Gabrielle Fernandez earned weekly gross pay of $740, all of which is taxable 
for state and local income tax withholding. The city in which she lives and 
works levies a tax of $10/week on employees who work within city limits.

State income tax withholding for this employee is $37 ($740 taxable pay × 5% 

state tax rate). Local income tax withholding is unrelated to Gabrielle’s gross pay 

and is $10.
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Taxable Earnings for Social Security Tax
Similar to the taxable earnings for federal and state income tax withholding, taxable 
earnings for Social Security tax also exclude certain portions of gross pay. Among 
the amounts that must be subtracted from gross pay to arrive at taxable earnings 
for Social Security tax are those deducted for cafeteria plans (including flexible 
spending accounts, such as those for dependent care expenses). Refer to the chart 
provided in Chapter 3 for a review of those payments that are both taxable and 
nontaxable for FICA taxes (Social Security and Medicare taxes).

WARNING! Retirement plan contributions (such as those for 401(k) and 403(b) plans) are taxable 

for Social Security tax and should not be subtracted from gross pay when calculating 

taxable earnings for Social Security tax.

Calculating Social Security Tax
Here we will review how to calculate Social Security tax. In Chapter 6 we will 
examine how Social Security tax is reported on a quarterly basis within Form 941 
and on an annual basis within Forms W-2 and W-3. To calculate an employee’s 
Social Security tax, the employer must undertake a four-step process, outlined 
below:

Step 1: Determine current period taxable earnings for Social Security tax.

Step 2: Add the Step 1 result to the year-to-date taxable earnings for Social 
Security tax. 

Step 3: • If the Step 2 result exceeds the Social Security wage base, determine the 
amount by which it is higher and subtract this amount from the Step 1 
result. Your new amount (if it is positive) is used to determine Social 
Security tax in Step 4 (a negative result indicates that $0 should be used 
in Step 4).

• If the Step 2 result does not exceed the Social Security wage base, use 
the Step 1 result when determining Social Security tax in Step 4.

Step 4: Multiply the current 6.2% tax rate by the Step 3 result.
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Step 2:  When the current period taxable earnings of $769.23 are added to the 

year-to-date earnings of $135,750, the result is $136,519.23.

Step 3:  The Step 2 result exceeds the Social Security wage base by $3,619.23 

(Step 2 result of $136,519.23 minus the Social Security wage base of 

$132,900). When subtracted from the current period taxable earnings 

of $769.23, the result is –$2,850. Because the wage base was exceeded 

before adding any of the current week’s earnings, we arrive here at a 

negative result. We therefore utilize $0 in Step 4, as none of the current 

period earnings are subject to Social Security tax.

Step 4:  The Social Security tax for this employee is $0 ($0 current period taxable 

earnings × 6.2% Social Security tax rate).

3. Bill Novak earned gross pay of $725. Each period he contributes 6% of gross 
pay to a flexible spending account. His current year taxable earnings for Social 
Security tax, to date, are $128,900.

Step 1:  Here, taxable earnings for Social Security tax are less than gross pay. 

The employee contributes $43.50 ($725 gross pay × 6% rate) to a flexible 

spending account. This amount is not taxable for Social Security tax, 

and therefore taxable earnings are $681.50 ($725 gross pay – $43.50 

nontaxable portion).

Step 2:  When the current period taxable earnings of $681.50 are added to the 

year-to-date earnings of $128,900, the result is $129,581.50.

Step 3:  The Step 2 result does not exceed the Social Security wage base of 

$132,900, and therefore all of the current week’s taxable earnings of 

$681.50 (the Step 1 result) are subject to Social Security tax.

Step 4:  The Social Security tax for this employee is $42.25 ($681.50 current period 

taxable earnings × 6.2% Social Security tax rate).

4. Angelo Dorsett earned gross pay of $883.75. Each period he designates 10% 
of gross pay for a dependent care flexible spending account. His current year 
taxable earnings for Social Security tax, to date, are $132,800.

Step 1:  Here, taxable earnings for Social Security tax are less than gross pay. 

The employee designates $88.38 ($883.75 gross pay × 10% rate) for a 

dependent care flexible spending account. This amount is not taxable for 

Social Security tax, and therefore taxable earnings are $795.37 ($883.75 

gross pay – $88.38 nontaxable portion).

Step 2:  When the current period taxable earnings of $795.37 are added to the 

year-to-date earnings of $132,800, the result is $133,595.37.

Step 3:  The Step 2 result exceeds the Social Security wage base by $695.37 

(Step 2 result of $133,595.37 minus the Social Security wage base of 

$132,900). When subtracted from the current period taxable earnings of 

$795.37, the result is $100. We therefore utilize $100 in Step 4, as this 

is the only portion of current period earnings that are subject to Social 

Security tax.

Step 4:  The Social Security tax for this employee is $6.20 ($100 current period 

taxable earnings × 6.2% Social Security tax rate).
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2. Willard Poe’s filing status is single, and he has earned gross pay of $4,100. 
Each period he makes a 403(b) contribution of 10% of gross pay and contrib-
utes $200 to a cafeteria plan. His current year taxable earnings for Medicare 
tax, to date, are $207,400.

Willard’s taxable earnings for Medicare tax do not include his contribution to 

the cafeteria plan and therefore are $3,900 ($4,100 gross pay – $200 cafeteria 

plan contribution). Note that the 403(b) payment is fully taxable for Medicare 

tax. He has reached the earnings threshold of $200,000, and therefore Additional 

Medicare Tax is assessed on these earnings. The total Medicare tax rate on these 

earnings is 2.35% (1.45% standard tax rate + 0.90% additional tax rate). Therefore, 

his resulting Medicare tax is $91.65 ($3,900 taxable earnings × 2.35% total 

Medicare tax rate).

3. Yelena Phillips’ filing status is single, and she has earned gross pay of $2,000. 
Her current year taxable earnings for Medicare tax, to date, are $199,600.

Yelena reached the $200,000 earnings threshold during the current period. The 

portion of her earnings that does not exceed the threshold is $400 ($200,000 

threshold – $199,600 earnings to date), while the portion of her earnings that 

does exceed the threshold is $1,600 ($2,000 gross pay – $400 portion not 

exceeding threshold). While $400 is subject only to Medicare tax of 1.45%, $1,600 

is subject to both regular and Additional Medicare Tax (2.35% rate). Therefore, 

total Medicare tax owed is $43.40 ($400 × 1.45% + $1,600 × 2.35%).

Additional Withholding Tax 
Considerations

Aside from the mandatory deductions that you have examined thus far, there are a 
wide variety of other amounts that may be withheld from gross pay. Among these 
are state disability insurance, wage garnishments, retirement plans, cafeteria plans, 
union dues, and charitable contributions.

State Disability Insurance
Disability insurance programs provide short-term benefits to employees who are 
unable to work as a result of an off-the-job circumstance. Presently there are five 
states (California, Hawaii, New Jersey, New York, and Rhode Island), as well as the 
commonwealth of Puerto Rico, that require employers to carry disability insurance 
for their employees. Depending on each state’s regulations, employees may be 
required to contribute toward the insurance coverage through payroll withholding. 
For example, in New York State an employer may require that 0.5% of an employee’s 
earnings (not to exceed $0.60/week) be withheld for this purpose.
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Wage Garnishments
A wage garnishment is the withholding of a portion of an employee’s earnings in 
compliance with a court order or other legal proceeding. Among the most common 
reasons for the levying of a wage garnishment are child support, alimony payments, 
bankruptcy, federal or state tax payments, student loans, and creditors to whom 
amounts are owed.

Title III of the Consumer Credit Protection Act (CCPA) dictates both that employers 
may not discharge an employee as a result of a wage garnishment and that the 
amount of the garnishment may not exceed a prescribed level. Wage garnishments 
are limited to the lesser of 25% of disposable earnings (gross pay minus mandatory 
deductions) or the amount of disposable earnings that exceed 30 times the federal 
minimum wage (disposable earnings – [30 × federal minimum wage]). This limit 
may be increased in certain instances, such as garnishments for child support, bank-
ruptcy, and federal or state tax payments.

Although the CCPA does not address the order in which garnishments are satisfied, 
other federal and state laws can be examined to determine which garnishments 
to pay when an employee is subject to two or more. Typically the order in which 
multiple garnishments are satisfied is based on when each garnishment order is 
received, with the earlier garnishments receiving priority. However, this order is 
not always followed, as child support payments and federal tax levies are typi-
cally satisfied before other garnishments. Federal student loans are satisfied next, 
then state and local tax levies and student loans, and finally commercial garnish-
ments. Remember that multiple garnishments cannot result in total garnishments 
exceeding the limits prescribed within the CCPA, so it is possible for lower-priority 
garnishments to be reduced or postponed until higher-priority garnishments are 
fully satisfied.

One additional item to keep in mind is that bankruptcy proceedings will stop the 
majority of wage garnishments; however, child support payments continue concur-
rently with bankruptcy proceedings.

NOTE! If the state regulations applicable to an employee limit wage garnishments to a 

smaller amount than is permissible under federal regulations (as described above), the 

smaller state regulations take precedence.

Contributing to Retirement Plans
Depending on the circumstance, an employee may choose from a wide variety of 
retirement plans. Contributions to these plans constitute voluntary deductions 
from gross earnings. Some of the most common retirement plans, as well as the 
federal law regulating these plans, are discussed here.

401(k) Plan
A 401(k) plan (named after the associated subsection of the Internal Revenue 
Code) is a defined-contribution retirement plan under which a set amount may 
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be withheld from gross earnings each pay period. These funds are tax deferred, 
meaning that they are not subject to federal income tax withholding when earned 
but are taxed when the employee withdraws the funds subsequent to retirement.

Some employers choose to match employee contributions to a 401(k) plan. 
Additionally, an employee is permitted to contribute only up to a specified amount 
($19,000 in 2019) to the plan each year.

403(b) Plan
A 403(b) plan (named after the associated subsection of the Internal Revenue 
Code) is also referred to as a tax-sheltered annuity (TSA) plan. It is very similar to 
a 401(k) plan; however, 403(b) plans are available only to certain employees of the 
following institution types:

• public education institutions

• certain tax-exempt organizations

Ministers can also be eligible for a 403(b) plan. For all of these eligible individuals, 
the annual contribution limit in 2019 is the same $19,000 as it is for a 401(k) plan.

TIP! Both 401(k) and 403(b) plans allow for catch-up withholdings, which are additional 

annual withholdings (above the initial $19,000) based on employee age and/or years 

of service.

SIMPLE IRA Plan
A SIMPLE IRA (Individual Retirement Arrangement) is a retirement plan designed 
for employees of small businesses (fewer than 100 employees). SIMPLE stands 
for Savings Incentive Match Plan for Employees. Although these retirement plans 
are relatively easy for an employer to establish, a significant drawback is that the 
contribution limit ($13,000 in 2019) is lower than that for a 401(k) or 403(b) plan. 
Another difference is that the employer is required to contribute to a SIMPLE IRA 
plan, while employer contributions are optional for a 401(k) or 403(b) plan. The 
employee may choose to have amounts withheld from gross earnings for a SIMPLE 
IRA plan but is not required to do so. If the employee does choose to contribute, the 
deduction from gross earnings is exempt from federal income tax withholding.

Payroll Deduction IRA
A Payroll Deduction IRA is perhaps the simplest retirement plan option. For this 
reason, it is often utilized by individuals who are self-employed. Only the employee 
may contribute to a Payroll Deduction IRA, and the 2019 annual contribution is 
limited to the lesser of $6,000 ($7,000 for employees age 50 or older) or taxable 
earnings. Although contributions to Payroll Deduction IRAs are subject to federal 
income tax withholding, the employee may receive a tax deduction on his/her 
year-end tax return for contributions made during the year.

NOTE! A number of other retirement plans are often utilized, including a traditional IRA and a 

Roth IRA; however, as these do not involve deductions from employee earnings, they 

are not discussed here.
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status). These benefits are to be used to care for a qualifying individual so that the 
employee may work.

Charitable Contributions, Union Dues, and Insurance 
Premiums

Employees may choose to have charitable contributions voluntarily deducted from 
gross earnings and remitted directly to the charity by the employer. Some employers 
choose to match employee charitable contributions, thereby magnifying the impact 
of the employee’s donation. Although these amounts are subject to federal income 
tax withholding, the employee typically may claim a deduction on his/her year-end 
tax return for the contribution amount.

Many different types of employees, such as college faculty members and auto 
workers, may be eligible to join a union. These organizations negotiate a variety of 
employment terms on behalf of their members. Union dues are typically withheld 
from gross earnings as a voluntary deduction but are subject to federal income tax 
withholding. Similar to charitable contributions, union dues may be claimed as a 
deduction on the employee’s year-end tax return.

Insurance premiums, such as those for health insurance and life insurance, may also 
be withheld and remitted to the insurance company on behalf of the employee as a 
voluntary deduction. Except when it is associated with a cafeteria plan, health insur-
ance is subject to federal income tax withholding when it is paid by the employee 
through a deduction. In this instance, the amount spent may be claimed as a deduc-
tion on the employee’s year-end tax return.

Case in Point 4-3 Identify Miscellaneous Deductions

See if you can match each of the voluntary deduction types listed in the left column to 
the corresponding withholding description in the right column. Answers are below.

1. Wage garnishment

2. 401(k)

3. Charitable contribution

4. Cafeteria plan

5. Union dues

6. 403(b)

A. An employee elects to withhold amounts to fund multiple benefits on a pre-tax 
basis.

B. An amount is withheld as a result of a court order.

C. An employee working for a public university withholds funds for a retirement plan.

D. A steelworker elects to withhold funds that are remitted to an organization that 
advocates on his behalf for work-related issues. 

E. An employee chooses to withhold funds that are remitted directly to a local soup 
kitchen.

F. An employee (who is not eligible for a 403(b) plan) withholds the maximum 
permissible amount ($19,000) for a retirement plan.

The items match up as follows:

1 → B 2 → F  3 → E 
4 → A 5 → D 6 → C
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Remember the following:

• Wage garnishments are required as a result of a legal proceeding.

• The maximum 401(k) contribution is $19,000.

• Charitable contributions can be made to both large and small organizations.

• A cafeteria plan allows for the selection of multiple options.

• Union dues are paid to a union that advocates on the employee’s behalf.

• 403(b) plans are available only to certain employees (such as those who are 
employed by a public university).

Completing the Payroll Register
Once the withholding amounts identified throughout this chapter have been 
properly calculated, both the payroll register and the employee earnings records 
can be completed. The final figure in both the payroll register and the employee 
earnings records is the net pay. As you have seen, this is the amount for which each 
 employee’s paycheck is written. To facilitate the tracking of employee paychecks, the 
check number is included beside net pay for each pay period.

Recall that Lucky Ties Apparel combines the voluntary deductions on each 
employee earnings record into a single voluntary withholdings column on the payroll 
register. As a result, each voluntary withholdings figure within the payroll register 
must be broken out across multiple columns when transferred to the respective 
employee earnings records.

Case in Point 4-4 Complete a Payroll Register

In this example, we will complete a payroll register for Lucky Ties Apparel. Earlier we 
calculated the Social Security tax for four different employees of Lucky Ties Apparel. 
The below payroll register for the most recent week reflects these employees’ 
deductions. Additionally, the payroll register has been populated with information 
for four other employees (whose earnings were determined in Chapter 2).

Note that none of these remaining four employees exceed the Social Security wage 
base as of the end of the current pay period. Additionally, Medicare deductions have 
been entered for each employee. Lastly, the Voluntary Withholdings column contains 
appropriate withholdings for life insurance, charitable contributions, cafeteria plans, 
and state disability insurance (Lucky Ties Apparel conducts business in New York 
State, which allows for the withholding of disability insurance). Based on this payroll 
register, we will complete the employee earnings records for each employee.
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Federal Unemployment Tax 
(FUTA)

Federal unemployment tax (also referred to as FUTA, from the Federal 
Unemployment Tax Act) is levied on the employer, based on the taxable earnings of 
the employees. The federal government uses these taxes to provide unemployment 
compensation to individuals who are out of work.

TIP! Certain compensation, such as that paid to agricultural workers, government 

employees, and employees of religious organizations, is exempt from FUTA tax.

As of 2018 the tax is levied on only the first $7,000 of taxable wages for federal 
income tax withholding. Once an employee has earned $7,000 in a single year, no 
further FUTA tax is levied on the employer for this employee. As of 2018 the FUTA 
tax rate is 6%. However, employers may take advantage of a credit against this 6% 
rate for having paid state unemployment tax (which we will examine in detail later 
in this chapter). This credit is 5.4%, resulting in an actual FUTA tax rate of 0.6%  
(6% – 5.4%).

WARNING! The credit of 5.4% is not based on the state unemployment tax rate in an employer’s 

state (this specific rate is dictated by the federal government). The full credit may be 

used even when the state unemployment tax rate is below 5.4%.

Credit Reduction States
In some instances, states must take out loans from the federal government in order 
to provide unemployment benefits to all eligible individuals in the state. These loans 
are referred to as Title XII advances (named after Title XII of the Social Security 
Act), and they must be repaid in a timely manner.

If a state maintains an outstanding loan balance as of January 1 for two consecutive 
years and has not fully repaid the loan as of November 1 of the second year, it is 
subject to a credit reduction. Instead of a 5.4% credit, these states receive a lower 
credit, and therefore their employers must pay a higher FUTA tax rate than the 
0.6% that would otherwise be in place. These credit reductions can increase from 
one year to the next if a state remains in default for consecutive years.

 2018 Credit Reduction States

Credit Reduction; 
FUTA Rate State/Territory

2.4%; 3.0% U.S. Virgin Islands
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Here we will review how to calculate FUTA tax. In Chapter 6 we will examine 
how FUTA tax is commonly reported on an annual basis within Form 940. 
Regardless of whether or not an employer operates in a credit-reduction state, the 
same five-step process may be used to determine FUTA tax owed:

Step 1: Determine the applicable FUTA tax rate based on whether the employee 
works in a credit-reduction state.

Step 2: Determine current period taxable earnings for FUTA tax.

Step 3: Add the Step 2 result to the year-to-date taxable earnings for FUTA tax.

Step 4: • If the Step 3 result exceeds the taxable wage base, determine the 
amount by which it is higher, and subtract this amount from the Step 2 
result. Your new amount (if it is positive) is used to determine FUTA 
tax in Step 5 (a negative result here indicates that $0 should be used in 
Step 5).

• If the Step 3 result does not exceed the taxable wage base, use the 
Step 2 result when determining FUTA tax in Step 5.

Step 5: Multiply the tax rate from Step 1 by the Step 4 result.

WARNING! Employers may also be subject to a reduction of the FUTA tax credit if they do not 

remit state unemployment tax payments (SUTA tax, which will be discussed shortly) in 

a timely manner.

Making FUTA Tax Payments
FUTA tax must be remitted by the employer on a quarterly basis. One exception 
to this occurs when total FUTA tax owed by the employer is less than $500. In this 
instance, the employer may postpone payment of applicable FUTA tax either until 
the total tax owed exceeds $500 or until the end of the year. When FUTA taxes 
exceed $500 at the end of a quarter, they must be paid by the final day of the first 
month after the end of the quarter. As a result, the four payment dates for FUTA 
tax during the year are as follows:

Quarter FUTA Tax Due Date

1st quarter April 30

2nd quarter July 31

3rd quarter October 31

4th quarter January 31EVALUATIO
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If the total FUTA tax owed for the 4th quarter exceeds $500, it must be deposited 
by the due date of January 31. However, if 4th quarter FUTA tax does not exceed 
$500, the employer may mail payment with the year-end Form 940 (which will be 
examined in detail in Chapter 6).

Case in Point 5-1 Calculate FUTA Tax

For each of the following businesses, calculate the FUTA tax that is owed for the pay 
period described. Base your answers on the 2018 FUTA rate information and 2018 
credit-reduction state information provided earlier.

1. Caramia Company employs three workers in Colorado Springs, CO. As of the 
beginning of the current pay period, these employees have earned $42,500, 
$6,800, and $2,000. Calculate FUTA tax for the current pay period if these 
employees earn taxable pay of $3,140, $1,470, and $1,500, respectively.

Step 1:  Colorado is not a credit-reduction state. Therefore, Caramia Company 

is entitled to claim the entire 5.4% credit, resulting in a FUTA tax rate of 

0.6% (6% minus 5.4%).

Step 2:  Taxable earnings for the three employees are provided above as $3,140, 

$1,470, and $1,500.

Step 3:  The first employee earned $3,140 during the current period, with year-to-

date earnings of $42,500, for a total of $45,640.

The second employee earned $1,470 during the current period, with year-

to-date earnings of $6,800, for a total of $8,270.

The third employee earned $1,500 during the current period, with year-to-

date earnings of $2,000, for a total of $3,500.

Step 4:  The Step 3 result for the first employee exceeds the wage base of $7,000 

by $38,640. When subtracted from the Step 2 result of $3,140, we arrive 

at –$35,500. As this is a negative amount, none of the current year taxable 

earnings are subject to FUTA tax.

The Step 3 result for the second employee exceeds the wage base of 

$7,000 by $1,270. When subtracted from the Step 2 result of $1,470, we 

arrive at $200. This positive amount is subject to FUTA tax.

The Step 3 result for the third employee does not exceed the wage base 

of $7,000; therefore, all $1,500 of current period taxable earnings are 

subject to FUTA tax.

Step 5:  With total earnings subject to FUTA tax of $1,700 ($0 + $200 + $1,500), the 

FUTA tax owed by the employer is $10.20 ($1,700 × 0.6%).EVALUATIO
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2. Perfect Painting employs 17 workers in Des Moines, IA. For the current pay 
period, the employees earn total taxable pay of $24,500. Of this amount, only 
$3,250 is subject to FUTA tax, as this is the portion of individual employees’ 
earnings that does not exceed the $7,000 threshold. Calculate FUTA tax based 
on these earnings.

Step 1:  Iowa is not a credit-reduction state, and therefore Perfect Painting is 

entitled to the full credit of 5.4%, resulting in a FUTA tax rate of 0.6% 

(6% – 5.4%).

Step 2:  Taxable earnings are given above as $24,500.

Steps 3  and 4: Although year-to-date earnings are not provided here, the goal 

of Steps 3 and 4 is to determine the portion of current period taxable 

earnings on which FUTA tax should be calculated. This amount is given as 

$3,250.

Step 5:  With total earnings subject to FUTA tax of $3,250, the FUTA tax owed by 

the employer is $19.50 ($3,250 × 0.6%).

3. CJ Industries employs two workers in the U.S. Virgin Islands. As of the begin-
ning of the current pay period, these employees have earned, to date, $16,300 
and $4,100, respectively. Calculate FUTA tax for the current pay period if 
these employees earn taxable pay of $1,275 and $840, respectively.

Step 1:  Employers in the U.S. Virgin Islands are subject to a credit reduction, in 

which the credit is reduced by 2.4%, the FUTA tax rate for CJ Industries is 

3.0% (6.0% – 3.0%).

Step 2:  Taxable earnings are given above as $1,275 and $840.

Step 3:  The first employee earned $1,275 during the current period, with year-to-

date earnings of $16,300, for a total of $17,575.

The second employee earned $840 during the current period, with year-to-

date earnings of $4,100, for a total of $4,940.

Step 4:  The Step 3 result for the first employee exceeds the wage base of $7,000 

by $10,575. When subtracted from the Step 2 result of $1,275, we arrive 

at –$9,300. As this is a negative amount, none of the current year taxable 

earnings are subject to FUTA tax.

The Step 3 result for the second employee does not exceed the wage 

base of $7,000; therefore, all $840 of current period taxable earnings are 

subject to FUTA tax.

Step 5:  When the taxable earnings of $840 are multiplied by the applicable tax 

rate from Step 1 of 3.0% (recall that the FUTA tax rate is higher in this 

credit-reduction state), total FUTA tax owed by the employer is $25.20.EVALUATIO
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State Unemployment Tax (SUTA)
Similar to FUTA, state unemployment tax (also referred to as SUTA, from the State 
Unemployment Tax Act) is levied on the employer based on the taxable earnings 
of the employees. Unemployment programs are run through the efforts of both 
the federal and individual state governments. The majority of unemployment taxes 
are paid not to the federal government but to the states through the collection of 
SUTA tax.

NOTE! As of 2019 there are three states (Alaska, New Jersey, and Pennsylvania) that levy 

SUTA tax on the employee as well as the employer.

As with FUTA tax, there is a threshold in most states over which SUTA tax is not 
levied on taxable earnings. The SUTA tax rate applicable to an employer varies from 
state to state and in most cases is dependent on the number of employees who have 
been laid off by the employer. As an employer lays off more employees and therefore 
creates more workers who are eligible for unemployment benefits, the employer 
must contribute more to the unemployment program through higher SUTA taxes.

SUTA Experience Rating
Employers are assigned an appropriate SUTA tax rate (resulting from multiple 
factors, including employee turnover) by their state at the beginning of each year. 
These SUTA tax rates are determined by the employer’s experience rating, which 
is based on a calculation that differs from state to state. Some states will permit an 
employer to make a voluntary contribution to its unemployment tax account (a 
one-time, lump sum payment) in order to reduce its SUTA tax rate. This approach 
could yield tax savings for the employer if the lump-sum payment is ultimately less 
than the additional SUTA taxes that would have been paid at the otherwise higher 
SUTA tax rate.

The SUTA tax rates prescribed by individual states for 2019 range from a low of 0% 
to a high of 14.37%. The wage threshold over which SUTA tax is not assessed ranges 
from a low of $7,000 to a high of $49,800. As discussed in Chapter 1, unless 
noted otherwise, we assume a state unemployment tax rate of 3.4% and a threshold 
of $8,500 throughout this book.

The new employer SUTA tax rate in each state is lower than the maximum SUTA tax 
rate that may be assigned. As a result, years ago some employers that experienced 
significant employee turnover, and therefore were subject to high SUTA tax rates, 
circumvented the application of this high rate by forming new companies and trans-
ferring all employees to these new businesses. The result was that the new employer 
SUTA tax rate was applied to the employees in these newly formed businesses, in 
spite of the fact that employee turnover for this group of employees was high. To 
prevent employers from artificially avoiding high SUTA tax rates in this manner, the 
SUTA Dumping Prevention Act of 2004 was enacted by President George W. Bush. 
The act requires states to ensure that prior employee turnover impacts the SUTA tax 
rate, even when a new business is formed by an employer. 
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The majority of states allow employers to claim a credit for SUTA tax paid for an 
employee who has already worked (and been subject to SUTA tax) in a different 
state during the same year. The intent is to ensure that employers do not pay more 
than a reasonable amount of SUTA tax in a given year as a result of an employee 
working in multiple states. 

To calculate applicable SUTA tax, the following four-step process may be utilized:

Step 1: Determine current period taxable earnings for SUTA tax.

Step 2: Add the Step 1 result to the year-to-date taxable earnings for SUTA tax.

Step 3: • If the Step 2 result exceeds the taxable wage base, determine the 
amount by which it is higher, and subtract this amount from the Step 1 
result. Your new amount (if it is positive) will be used to determine 
SUTA tax in Step 4 (a negative result here indicates that $0 should be 
used in Step 4).

• If the Step 2 result does not exceed the taxable wage base, use the 
Step 1 result when determining SUTA tax in Step 4.

Step 4: Multiply the SUTA tax rate by the Step 3 result.

Case in Point 5-2 Calculate SUTA Tax

For each of the following businesses, calculate the SUTA tax for the pay period 
described. Assume a SUTA tax rate of 3.4% and a taxable earnings threshold of 
$8,500.

1. Blast, Inc., employs two workers who, as of the beginning of the current pay 
period, have earned $2,450 and $8,100. Calculate SUTA tax for the current 
pay period if these employees earn taxable pay of $725 and $640, respectively.

Step 1:  Current period taxable earnings for the two employees are given above as 

$725 and $640.

Step 2:  When current period taxable earnings are added to year-to-date taxable 

earnings, the first employee totals $3,175 ($725 + $2,450), and the second 

employee totals $8,740 ($640 + $8,100).

Step 3:  The first employee’s Step 2 total does not exceed the taxable wage base. 

Therefore, the entire current period taxable earnings of $725 are subject 

to SUTA tax.

The second employee’s Step 2 total exceeds the taxable wage base of 

$8,500 by $240. When subtracted from the Step 1 result of $640, we arrive 

at $400, which is subject to SUTA tax.

Step 4:  When total taxable earnings of $1,125 ($725 + $400) are multiplied by the 

SUTA tax rate of 3.4%, total SUTA tax owed by the employer is $38.25.
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2. Football Enterprises employs 43 workers who, for the current pay period, earn 
total taxable pay of $57,220. Of this amount, only $10,400 is subject to SUTA 
tax, as this is the portion of individual employee earnings that does not exceed 
the $8,500 threshold. Calculate SUTA tax based on these earnings.

Step 1:  Current period taxable earnings are given above as $57,220.

Steps 2  and 3: Although year-to-date earnings are not provided here, the goal 

of Steps 2 and 3 is to determine the portion of current period taxable 

earnings on which SUTA tax should be calculated. This amount is given as 

$10,400.

Step 4:  When total taxable earnings of $10,400 are multiplied by the SUTA tax rate 

of 3.4%, total SUTA tax owed by the employer is $353.60.

Matching Social Security and 
Medicare Tax

In the last chapter you learned how Social Security and Medicare taxes are with-
held from employee gross pay. In this way, employees indirectly pay both of these 
taxes to the federal government. In addition to these withholdings, as of 2019 the 
employer must then pay an equal amount of Social Security and Medicare tax. For 
example, if an employer withholds $450 in Social Security and Medicare tax from 
an employee’s earnings, the employer must then pay an additional $450 for the 
employer portion of these taxes. The resulting total tax remitted by the employer 
is $900 ($450 employee portion + $450 employer portion). In this instance, the 
employer is said to be matching the employee’s taxes.

Similar to FUTA and SUTA tax, these employer Social Security and Medicare taxes 
are an expense of the employer. As they are matched to the amounts owed by the 
employee, these taxes are based on the level of employee earnings.

WARNING! Note that although employers are typically said to be matching Social Security tax, 

the Social Security tax rate has at certain times been different for the employee and 

the employer. For example, a temporary tax cut from 2011 to 2012 dictated that the 

employee’s portion of Social Security tax was reduced to 4.2%, while the employer 

portion remained at 6.2%.

Keep in mind that while standard Medicare tax is matched by the employer, 
Additional Medicare Tax is not. Therefore, even if an employee’s earnings exceed the 
applicable Additional Medicare Tax threshold, the employer is only responsible for 
matching Medicare tax at the standard 1.45% rate for all taxable earnings.
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Case in Point 5-3  Calculate Employer Social Security and 
Medicare Tax

For the following circumstance, determine the employer’s matching Social Security 
and Medicare taxes:

1. For the most recent pay period, total Social Security and Medicare taxes with-
held from all employee earnings totaled $601.40 and $140.65,  respectively. 
Note that no single employee has, to date, exceeded his/her Additional 
Medicare Tax threshold.

Since the employer is required to match all Social Security and Medicare taxes 

withheld from employee gross pay, the employer’s Social Security and Medicare 

taxes are $601.40 and $140.65, respectively.

2. Rodney Alford files as single on his tax return and had taxable earnings for 
FICA of $2,000 during the most recent pay period. His earnings to date, prior 
to the current pay period, were $199,000.

Rodney previously exceeded the Social Security wage base of $132,900, and 

therefore neither he nor his employer is responsible for Social Security tax on 

the current period earnings. Although Rodney did exceed the Additional Medicare 

Tax threshold of $200,000 for an individual who files as single on his tax return 

($199,000 previous earnings + $2,000 current period taxable earnings = $201,000 

total year-to-date earnings), his employer must match only regular Medicare tax, 

not Additional Medicare Tax. As a result, Rodney’s employer must pay matching 

Medicare tax on the current period taxable earnings of $29 ($2,000 taxable 

earnings × 1.45% regular Medicare tax rate).
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Statutory Nonemployees
Certain workers are considered to be self-employed by virtue of their professions. 
These individuals are referred to as statutory nonemployees, and they include 
direct sellers, real-estate agents, and companion sitters (who are not employees of a 
companion sitting placement service). For direct sellers and real-estate agents to be 
treated as statutory nonemployees, they must be compensated based on sales (not 
hours worked), and they must have a written contract that dictates that they are not 
employees.

Case in Point 5-6 Calculate Self-Employment Taxes

For each of the following individuals, calculate the applicable self-employment tax. 
Assume that each individual files tax returns under married filing jointly status.

1. Samuel Henner earns net self-employment income of $97,200. He does not 
work a second job.

As Samuel’s net self-employment income has not yet exceeded the $132,900 

threshold, the entire amount is subject to self-employment tax.

When the earnings of $97,200 are multiplied by the 15.3% self-employment tax 

rate, the self-employment taxes are $14,871.60.

2. Lisa Coleman earns net self-employment income of $119,200. Aside from 
this self-employment, she works a second job from which she receives FICA 
taxable earnings of $19,400.

Lisa’s FICA taxable earnings from her second job must be considered when 

determining the portion of her earnings subject to the full 15.3% self-employment 

tax. When these FICA taxable earnings of $19,400 are subtracted from the 

$132,900 threshold, we find that $113,500 is subject to the full 15.3% tax, 

resulting in taxes on these earnings of $17,365.50.

The remaining $5,700 of self-employment income ($119,200 total self-

employment income – $113,500 determined above) is subject to only the 2.9% tax 

rate, resulting in taxes on these earnings of $165.30. Therefore, total taxes owed 

are $17,530.80 ($17,365.50 + $165.30).

3. Penelope Woods earns net self-employment income of $136,400. Aside from 
this self-employment, she works a second job from which she receives FICA 
taxable earnings of $23,900.

Penelope’s FICA taxable earnings from her second job must be considered when 

determining the portion of her earnings subject to the full 15.3% self-employment 

tax. When these FICA taxable earnings of $23,900 are subtracted from the 

$132,900 threshold, we find that $109,000 is subject to the full 15.3% tax, 

resulting in taxes on these earnings of $16,667.

The remaining $27,400 of self-employment income ($136,400 total self-

employment income – $109,000 determined above) is subject to only the 2.9% tax 

rate, resulting in taxes on these earnings of $794.60. Therefore, total taxes owed 

are $17,471.60 ($16,677 + $794.60).
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Accounting for Payroll 
(Periodic Entries)

Before You Begin: This section assumes prior knowledge of the transaction-
recording process. Consult with your instructor to determine if you are 
required to review this material.

You have learned how to record journal entries for employee payroll and employer 
payroll taxes. In each of these journal entries, multiple liability accounts were 
credited because, as of the payroll date, none of the deductions from employee pay 
or employer taxes were actually remitted to the organization to which they were 
owed. When these liabilities are paid, a different journal entry is booked to account 
for the payment.

Federal income tax withholding, Social Security tax (employee and employer 
portions), and Medicare tax (employee and employer portions) must be paid by the 
employer on either a monthly or semiweekly basis. The applicable payment incre-
ment is determined by reviewing the employer’s lookback period.

The lookback period for a given year is the previous July 1 through June 30. For 
example, the lookback period for 2019 runs from July 1, 2017, through June 30, 
2018. If an employer reports less than $50,000 in combined taxes (the three taxes 
listed above) during the lookback period, the company is a monthly depositor. 
Alternatively, if the reported taxes exceed $50,000, the employer is a semiweekly 
depositor.

Monthly depositors must submit each month’s payment by the 15th of the 
following month. Semiweekly depositors whose pay date falls from Wednesday to 
Friday must submit payment by the following Wednesday, while those whose pay 
date falls from Saturday to Tuesday must submit payment by the following Friday.

Type of Depositor Payment Dates

Monthly 15th of the following month

Semiweekly (pay date Wed–Fri) Following Wednesday

Semiweekly (pay date Sat–Tues) Following Friday

When payment is made, the journal entry appears as follows:

 

9/15 Federal Income Tax XXXXX
XXXXX
XXXXX

elbayaP
Social Security Tax elbayaP

               

Medicare Tax Payable  
XXXXXhsaC

Monthly Payment of Federal Taxes    
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The liability (payable) accounts are debited to reduce their balances. This is appro-
priate as the amounts are no longer owed. The corresponding credit is to the 
Cash account, to illustrate that the employer now has less cash than it did before. 
Since Social Security tax and Medicare tax are both matched by the employer, 
the amounts of these taxes in the journal entry will combine the employee and 
employer portions.

NOTE! State income tax payments are usually made on schedules similar to those for federal 

payments. In those cases the state payment is included as part of the earlier journal 

entry. Check your individual state’s regulations to determine the exact payment 

requirements.

Submitting Unemployment Tax Payments
While federal unemployment tax is paid on a quarterly basis, 
many small businesses are permitted to remit payment once 
at the end of each year. Employers whose FUTA tax owed does 
not exceed $500 at the end of a quarter are permitted to delay 
payment. In these instances, the employer must remit payment 
either when total FUTA tax owed exceeds $500 at the end of a 
quarter or after the 4th quarter of the year, whichever comes 
first. Stated differently, an employer must remit payment by the 
due dates listed at left only if the total FUTA tax owed exceeds 
$500 at the end of a quarter. State unemployment taxes are also 

typically remitted on a quarterly basis, with specific regulations differing from state 
to state.

For those quarters in which FUTA tax must be paid, the payment is due at a 
different time than the other federal taxes and therefore is typically paid separately. 
As such, the associated journal entry is as follows:

 

10/31 FUTA Tax XXXXXelbayaP
XXXXXhsaC

Quarterly Payment of Unemployment Taxes

SUTA tax typically follows a similar payment schedule (depending on the individual 
state’s regulations), and when paid at the same time as FUTA tax would be included 
in the above journal entry.

TIP! When a payment date for any of the previously listed taxes falls on either a weekend 

or a holiday, the employer is permitted to remit payment on the next business day. 

FUTA Tax Payment Schedule

Quarter Payment Date

1st Quarter (Jan.–Mar.) April 30

2nd Quarter (Apr.–Jun.) July 31

3rd Quarter (Jul.–Sept.) October 31

4th Quarter (Oct.–Dec.) January 31
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The top portion of the form (including Employer Identification Number, name, and address) must be 
completed in its entirety. The Trade name line is left blank unless a business has a doing business as (DBA) name 
(a name under which the company conducts its business and that differs from its legal name). The checkbox 
for the corresponding quarter should also be selected.

Part 1 of Form 941 should be completed as follows:

Line 1: Only employees who actually received compensation for the date listed here are counted when deter-
mining the number of employees to enter here.

Line 2: This box includes all compensation that would appear in box 1 of Form W-2. This includes all compen-
sation that is subject to federal income tax withholding.

Line 3: Federal income tax withholding for the quarter is entered on this line.

Line 4: Compensation is typically subject to FICA taxes; therefore, this box is rarely checked.

Line 5a: Wages subject to Social Security tax, and their associated taxes, are entered here. If, prior to the 
beginning of the quarter, all employees have exceeded the Social Security wage base ($132,900 for 2019), 
then both columns are left blank. Social Security wages in Column 1 are multiplied by 0.124 (12.4%) to arrive 
at Social Security tax in Column 2. This is double the Social Security tax rate of 6.2%, to account for both the 
employee withholding and the employer match.

Line 5b: All employee tips that are subject to Social Security tax (namely, those earned prior to each employee 
reaching the Social Security wage base) are reported in Column 1, while the associated taxes are entered in 
Column 2. 

Line 5c: All wages and tips subject to Medicare tax, and their associated taxes, are entered in Column 1. The 
employer then calculates Medicare tax and enters it in Column 2. Similar to the Social Security lines above, 
the Medicare tax rate of 1.45% is doubled (0.029, or 2.9%) to account for both the employee and employer 
portions.

Line 5d: All wages and tips subject to Additional Medicare Tax (those that exceed $200,000 for the year for a 
single employee), and their associated taxes, are entered on this line. Notice that the Additional Medicare Tax 
rate of 0.009 (0.9%) is displayed to assist in calculating the applicable Medicare tax. This figure is not doubled, 
as the employer does not match this tax.

Line 5e: This line totals all tax figures from lines 5a through 5d and therefore represents the total Social 
Security and Medicare tax for the quarter.

Line 5f: When an employer is informed by the IRS that taxes are owed on unreported employee tips, the 
associated taxes are displayed here.

Line 6: Total federal income tax withholding, Social Security tax, and Medicare tax combined are entered here.

Line 7: Cents may be added or subtracted here in order to eliminate any rounding-related differences between 
tax owed and deposits made. There is no penalty for entering these types of differences; however, the amount 
displayed should be only a few cents (either positive or negative). Although the IRS is unlikely to question 
slightly higher figures (such as $0.25 or $0.50), an amount that rounds up to a whole dollar (greater than 
$0.50) would constitute an additional amount owed to the IRS. 

Line 8: If Social Security and Medicare taxes for sick pay were withheld by a third party, these taxes are 
entered here.
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Form 941 Rounding Considerations
Recall that line 7 of Form 941 displays an adjustment for fractions of cents. Why 
does this rounding issue occur? The answer is that total taxes before adjustment 
(line 6) are calculated using total compensation for the quarter, and therefore the 
result is rounded once. However, total deposits can represent multiple pay periods, 
and therefore these deposits are rounded at the time of each payment. This differ-
ence between the number of instances of rounding can result in total taxes showing 
slight discrepancies, which may be eliminated through the use of line 7 on the form.

For example, let’s look at an employer who begins operations near the end of a 
quarter and therefore has two pay periods prior to the end of the quarter. If the 
employer has only one employee who earns $450.26 each period, then Social 
Security tax for each period is $27.92 ($450.26 taxable earnings × 6.2% Social 
Security tax rate). Total Social Security tax withheld from this employee’s earnings 
for the quarter would therefore be $55.84 ($27.92 Social Security tax × 2 pay 
periods). However, when we calculate Social Security tax on line 5a, we use $900.52 
in Column 1 ($450.26 taxable earnings × 2 pay periods) to arrive at $55.83 in 
Column 2 ($900.52 total Social Security wages × 6.2% Social Security tax rate). 
Total Social Security tax withheld of $55.84 differs from total Social Security tax 
calculated on the form of $55.83. This difference is the result of rounding and is the 
reason why line 7 on Form 941 is necessary.

Quarterly State Payroll Forms
For those states that levy a state income tax, forms must be submitted to summa-
rize the employer’s payroll activity. Similar to Form 941, these forms usually are 
submitted on a quarterly basis, and the taxes summarized in these forms typically 
must be deposited periodically during the quarter.

Case in Point 6-2 Complete Form 941

In this example, we will complete Form 941 for the 4th quarter of the year for Lucky 
Ties Apparel (Employer Identification #11-1111111). Assume that Lucky Ties Apparel 
(located at 77 Main Street, Rochester, NY 14602) chooses to complete and mail Form 
941 on the due date. The form is signed by the president of the company, Harold 
Cameron (telephone #585-555-6281). Based on the lookback period, Lucky Ties 
Apparel is a monthly depositor and has deposited all tax amounts in a timely manner. 
All eight employees worked during each of the three months, and Lucky Ties Apparel 
does not choose to allow a third party to discuss the form with the IRS. Fourth 
quarter earnings and associated taxes withheld from employee earnings are as follows:

October November December Associated Earnings

FWT (federal withholding) $1,845 $2,120 $1,942 $85,472

Social Security $1,260 $1,305 $1,215 $60,968

Medicare   $420   $445   $395 $86,897
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The earnings subject to federal income tax in box 1 were calculated as total 

compensation of $510,236, minus retirement plan contributions of $7,646, minus 

flexible spending account contributions of $6,904.56 (these two amounts are not 

subject to federal income tax withholding). 

The Social Security wages in box 3 are those on which Social Security tax is 

levied. One of the eight employees (Sherman) had earnings subject to Social 

Security tax that exceeded the Social Security wage base of $132,900; therefore, 

this threshold represents her Social Security wages. The other seven employees 

earned less than this amount; therefore, their entire compensation of $370,656 

(total employee earnings of $510,236 minus Sherman’s earnings of $139,580) 

less flexible spending account contributions of $6,904.56 (which are not subject 

to Social Security tax) represents the taxable Social Security earnings. Social 

Security wages of $496,651.44 are calculated as $132,900 + $370,656 minus 

$6,904.56. Social Security tax in box 4 is then calculated as Social Security wages 

of $496,651.44 × 6.2% (in this instance, no rounding issues exist that would result 

in this calculation being inaccurate).

Medicare wages in box 5 are calculated as total compensation of $510,236 minus 

flexible spending account contributions of $6,904.56. The resulting $503,331.44 is 

multiplied by 1.45% to arrive at $7,298.31 of Medicare taxes in box 6.

All other figures are taken from the information provided. The form is dated 

3/1/20, as this is the due date for paper filing.
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The following tables are updated annually by the IRS and are provided 

within Circular E. Refer to these 2019 tables when determining federal 

income tax withholding throughout the textbook.

A2019 Federal Tax Tables
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Table 5. Percentage Method—2019 Amount 
for One Withholding Allowance
Payroll Period One Withholding 

Allowance
Weekly . . . . . . . . . . . . . . . . . . . . . . . . . . $ 80.80
Biweekly . . . . . . . . . . . . . . . . . . . . . . . . . 161.50
Semimonthly . . . . . . . . . . . . . . . . . . . . . . 175.00
Monthly . . . . . . . . . . . . . . . . . . . . . . . . . . 350.00
Quarterly . . . . . . . . . . . . . . . . . . . . . . . . . 1,050.00
Semiannually . . . . . . . . . . . . . . . . . . . . . . 2,100.00
Annually . . . . . . . . . . . . . . . . . . . . . . . . . 4,200.00
Daily or miscellaneous (each day of the payroll 
period) . . . . . . . . . . . . . . . . . . . . . . . . . . 16.20
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The following calendar displays payroll-related due dates that affect 

the majority of employers.

BAnnual Federal Payroll 
Tax Calendar
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January

01/15 Monthly depositor payment of December federal income tax, Social Security tax, and Medicare tax

01/31 Form 941—4th quarter of prior year (additional 10 days to file if timely deposits in full payment of quarterly 
taxes were made) 

01/31 Form 940 (additional 10 days to file if all FUTA tax was deposited when due)

01/31 Deposit FUTA tax—may be included with Form 940 (filed on 1/31) if undeposited FUTA tax does not  
exceed $500

01/31 W-2 Forms must be provided to all employees

01/31 1099-MISC Forms must be provided to all independent contractors

February

02/15 Monthly depositor payment of January federal income tax, Social Security tax, and Medicare tax

March

03/01 If paper copies are being remitted, W-2 and W-3 forms are due to be sent to the Social Security 
Administration

03/01 Forms 1096 and 1099-MISC are due to be sent to the IRS

03/15 Forms 1120 and 1120S corporate tax returns

03/15 Monthly depositor payment of February federal income tax, Social Security tax, and Medicare tax

03/31 If e-filing, W-2 and W-3 Forms are due to be sent to the Social Security Administration

April

04/15 Form 1040 individual tax return

04/15 Monthly depositor payment of March federal income tax, Social Security tax, and Medicare tax

04/30 Form 941—1st quarter (additional 10 days to file if timely deposits in full payment of quarterly taxes were 
made) 

04/30 Deposit FUTA tax—only if undeposited FUTA tax exceeds $500

May

05/15 Monthly depositor payment of April federal income tax, Social Security tax, and Medicare tax

June

06/15 Monthly depositor payment of May federal income tax, Social Security tax, and Medicare tax
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July

07/15 Monthly depositor payment of June federal income tax, Social Security tax, and Medicare tax

07/31 Form 941—2nd quarter (additional 10 days to file if timely deposits in full payment of quarterly taxes were 
made) 

07/31 Deposit FUTA tax—only if undeposited FUTA tax exceeds $500

August

08/15 Monthly depositor payment of July federal income tax, Social Security tax, and Medicare tax

September

09/15 Monthly depositor payment of August federal income tax, Social Security tax, and Medicare tax

October

10/15 Monthly depositor payment of September federal income tax, Social Security tax, and Medicare tax

10/31 Form 941—3rd quarter (additional 10 days to file if timely deposits in full payment of quarterly taxes were 
made) 

10/31 Deposit FUTA tax—only if undeposited FUTA tax exceeds $500

November

11/15 Monthly depositor payment of October federal income tax, Social Security tax, and Medicare tax

December

12/15 Monthly depositor payment of November federal income tax, Social Security tax, and Medicare tax

When considering the above due dates, keep in mind the following: 

• Any due dates falling on a weekend or legal holiday are extended to the next business day.

• Semiweekly depositors must make payments either by the subsequent Wednesday (for Wednesday through 
Friday paydays) or the subsequent Friday (for Saturday through Tuesday paydays).

• Federal tax payment must be made on the following business day if the liability exceeds $100,000 (next-day 
deposit rule).
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It’s important to understand not only the federal payroll tax 

 considerations discussed throughout this book but also the state 

payroll tax requirements that apply to you. The following websites 

will enable you to further research these requirements.

CState Tax Department 
Websites
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Alabama
revenue.alabama.gov

Alaska
tax.alaska.gov

Arizona
azdor.gov

Arkansas
dfa.arkansas.gov

California
taxes.ca.gov

Colorado
colorado.gov/revenue

Connecticut
ct.gov/drs

Delaware
revenue.delaware.gov

Florida
dor.myflorida.com/dor

Georgia
dor.georgia.gov/taxes

Hawaii
tax.hawaii.gov

Idaho
tax.idaho.gov

Illinois
www.revenue.state.il.us

Indiana
in.gov/dor

Iowa
iowa.gov/tax

Kansas
ksrevenue.org

Kentucky
revenue.ky.gov

Louisiana
revenue.louisiana.gov

Maine
maine.gov/revenue

Maryland
dat.state.md.us

Massachusetts
mass.gov/dor

Michigan
michigan.gov/treasury

Minnesota
revenue.state.mn.us

Mississippi
dor.ms.gov

Missouri
dor.mo.gov

Montana
revenue.mt.gov

Nebraska
revenue.nebraska.gov

Nevada
tax.nv.gov

New Hampshire
revenue.nh.gov

New Jersey
state.nj.us/treasury /taxation

New Mexico
tax.newmexico.gov

New York
tax.ny.gov

North Carolina
ncdor.gov

North Dakota
nd.gov/tax

Ohio
tax.ohio.gov

Oklahoma
ok.gov/tax

Oregon
oregon.gov/DOR

Pennsylvania
revenue.pa.gov

Rhode Island
dor.ri.gov

South Carolina
dor.sc.gov

South Dakota
dor.sd.gov

Tennessee
tn.gov/revenue

Texas
comptroller.texas.gov

Utah
tax.utah.gov

Vermont
tax.vermont.gov

Virginia
tax.virginia.gov

Washington
dor.wa.gov

West Virginia
tax.wv.gov

Wisconsin
revenue.wi.gov

Wyoming
revenue.wyo.gov

American Samoa
americansamoa.gov 
/department-of-treasury-1

Guam
guamtax.com

Northern Mariana Islands
cnmidof.net

Puerto Rico
hacienda.gobierno.pr

U.S. Virgin Islands
ltg.gov.vi

Washington D.C.
dgs.dc.govEVALUATIO
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When examining state payroll tax issues, you may find it necessary to 

contact your state tax department. Each state’s respective tax and/or 

revenue department address is listed here for your convenience.

DState Tax/Revenue 
Department Addresses
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Alabama
Alabama Department of Revenue
50 North Ripley Street
Montgomery, AL 36104

Alaska
Department of Revenue
PO Box 110420
Juneau, AK 99811-0420

Arizona
Arizona Revenue Department
1600 West Monroe Street
Phoenix, AZ 85007-2650

Arkansas
Arkansas Department of Revenue
1509 West 7th Street
Little Rock, AR 72201

California
Employment Development 
Department
PO Box 826880
Sacramento, CA 94280-0001

Colorado
Revenue Department
1375 Sherman Street
Denver, CO 80261

Connecticut
Department of Revenue Services
450 Columbus Blvd., Suite 1
Hartford, CT 06103

Delaware
Division of Revenue
820 North French Street
Wilmington, DE 19801

Florida
Florida Department of Revenue
5050 West Tennessee Street
Tallahassee, FL 32399-0100

Georgia
Department of Revenue
1800 Century Boulevard
Atlanta, GA 30345

Hawaii
Taxation Department
75 Aupuni Street, #101
Hilo, HI 96720-4245

Idaho
Idaho State Tax Commission
PO Box 36
Boise, ID 83722-0410

Illinois
Revenue Department
101 West Jefferson Street
Springfield, IL 62702

Indiana
Revenue Department
100 North Senate Avenue
Indianapolis, IN 46204

Iowa
Department of Revenue
Hoover State Office Building – 4th Floor
1305 East Walnut
Des Moines, IA 50319

Kansas
Kansas Department of Revenue
120 SE 10th Avenue
Topeka, KS 66612-1103

Kentucky
Kentucky Department of Revenue
501 High Street
Frankfort, KY 40601-2103

Louisiana
Louisiana Department of Revenue
Baton Rouge Headquarters
617 North Third Street
Baton Rouge, LA 70802

Maine
Maine Revenue Services
51 Commerce Drive
Augusta, ME 04330

Maryland
Department of Assessments  
and Taxation
301 West Preston Street
Baltimore, MD 21201-2395

Massachusetts
Revenue Department
100 Cambridge Street
Boston, MA 02114

Michigan
Michigan Department of Treasury
3060 West Grand Boulevard
Detroit, MI 48202-6060

Minnesota
Minnesota Department of Revenue
600 North Robert Street
St. Paul, MN 55146

Mississippi
Mississippi Department of Revenue
500 Clinton Center Drive
Clinton, MS 39056

Missouri
Missouri Department of Revenue
301 West High Street
Jefferson City, MO 65101

Montana
Department of Revenue
Sam W. Mitchell Building
125 North Roberts, 3rd Floor
Helena, MT 59601

Nebraska
Nebraska Department of Revenue
301 Centennial Mall South
Lincoln, NE 68508

Nevada
Nevada Department of Taxation
1550 College Parkway, Suite 115
Carson City, NV 89706

New Hampshire
New Hampshire Department of 
Revenue Administration
109 Pleasant Street
Concord, NH 03301

New Jersey
New Jersey Division of Taxation
50 Barrack Street
Trenton, NJ 08695

New Mexico
New Mexico Taxation and Revenue 
Department
1100 South St. Francis Drive
Santa Fe, NM 87504
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New York
New York State Department of 
Taxation and Finance
WA Harriman State Campus
Albany, NY 12227

North Carolina
North Carolina Department of 
Revenue
501 North Wilmington Street
Raleigh, NC 27604

North Dakota
Office of State Tax Commissioner
600 East Boulevard Avenue
Bismarck, ND 58505-0599

Ohio
Ohio Department of Taxation
4485 Northland Ridge Boulevard
Columbus, OH 43229

Oklahoma
Oklahoma Tax Commission
2501 North Lincoln Boulevard
Oklahoma City, OK 73194

Oregon
Oregon Department of Revenue
955 Center Street Northeast
Salem, OR 97301-2555

Pennsylvania
Pennsylvania Department of Revenue
110 N. 8th Street
Philadelphia, PA 19107-2412

Rhode Island
One Capitol Hill
Providence, RI 02908

South Carolina
South Carolina Department of 
Revenue
300A Outlet Pointe Boulevard
Columbia, SC 29210

South Dakota
South Dakota Department of Revenue
445 East Capitol Avenue
Pierre, SD 57501
Tennessee
Department of Revenue
500 Deaderick Street
Nashville, TN 37242

Texas
Texas Comptroller of Public Accounts
111 East 17th Street
Austin, TX 78774

Utah
Utah State Tax Commission
210 North 1950 West
Salt Lake City, UT 84134

Vermont
Vermont Department of Taxes
133 State Street
Montpelier, VT 05633

Virginia
Virginia Department of Taxation
1957 Westmoreland Street
Richmond, VA 23230

Washington
Washington State Department of 
Revenue
PO Box 47450
Olympia, WA 98504-7450

West Virginia
West Virginia Department of Revenue
Taxpayer Services
1124 Smith Street
Charleston, WV 25301

Wisconsin
Wisconsin Department of Revenue
2135 Rimrock Road
Madison, WI 53713

Wyoming
Wyoming Department of Revenue
122 West 25th Street, 3rd Floor East
Cheyenne, WY 82002-0110

American Samoa
Executive Office Building
Pago Pago
American Samoa, 96799
Guam
Guam Department of Revenue and 
Taxation
1240 Army Drive
Barrigada, Guam 96913

Northern Mariana Islands
Division of Revenue and Taxation
PO Box 5234 CHRB
Saipan, MP 96950

Puerto Rico
Department of Treasury
Intendente Ramirez Building
10 Paseo Covadonga
San Juan, PR 00901

U.S. Virgin Islands
5049 Kongens Gade
St. Thomas, VI 00802

Washington D.C.
Office of Tax and Revenue
1101 4th Street, Southwest
Suite 270 West
Washington, DC 20024
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Self-Assessment Answer Keys

Chapter 1: Processing a New Employee

Answer Page Number

1 False Page 4

2 True Page 5

3 False Page 5

4 False Page 8

5 True Page 9

6 True Page 14

7 True Page 14

8 False Page 20

9 True Page 24

10 False Page 27

11 B Page 3

12 C Page 6

13 C Pages 5–6

14 D Page 7

15 A Page 14

16 C Pages 15–16

17 C Page 19

18 B Page 20

19 A Page 27

20 B Page 28

Chapter 2: Calculating Employee Pay

Answer Page Number

1 False Page 42

2 True Page 42

3 False Page 44

4 False Page 45

5 True Page 48

6 True Page 48

7 True Page 55

8 False Page 56

9 False Page 59

10 True Page 63

11 D Page 41

12 A Page 44

13 B Page 45

14 B Page 48

15 C Page 49

16 A Page 52

17 C Page 56

18 D Page 59

19 D Page 60

20 B Page 61
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Chapter 3: Federal and State Income 
Tax Withholding

Answer Page Number

1 False Page 85

2 True Page 85

3 True Page 87

4 True Page 89

5 False Page 89

6 False Page 92

7 True Page 93

8 False Page 97

9 True Page 97

10 False Page 99

11 B Page 85

12 D Page 89

13 D Page 91

14 C Page 91

15 D Page 91

16 B Page 91

17 C Page 92

18 A Page 95

19 C Page 97

20 A Page 97

Chapter 4: FICA Taxes 

Answer Page Number

1 False Page 117

2 True Page 117

3 False Page 118

4 True Page 118

5 False Page 121

6 False Page 123

7 True Page 124

8 False Page 125

9 True Page 125

10 False Page 128

11 A Page 117

12 A Page 118

13 B Page 118

14 C Page 121

15 D Page 121

16 D Page 125

17 B Page 125

18 B Page 123

19 A Page 125

20 D Page 128

EVALUATIO
N O

NLY

Payroll Accounting, 7e © 2020 Labyrinth Learning – Not for Sale or Classroom Use

Labyrinth Learning  http://www.lablearning.com



 Self-Assessment Answer Keys  277

Chapter 5: Federal and State 
Unemployment Taxes

Answer Page Number

1 True Page 147

2 False Page 147

3 True Page 147

4 True Page 151

5 False Page 151

6 True Page 151

7 True Page 151

8 True Page 153

9 False Page 157

10 True Page 164

11 A Page 147

12 C Page 147

13 A Pages 147–148

14 D Page 151

15 C Page 151

16 A Page 151

17 C Page 153

18 B Page 153

19 A Page 164

20 C Page 164

Chapter 6: Periodic and Year-End 
Payroll Reporting

Answer Page Number

1 True Page 179

2 False Page 180

3 True Page 182

4 False Page 183

5 False Page 183

6 False Page 194

7 True Page 194

8 True Page 202

9 False Page 208

10 True Page 208

11 C Page 179

12 C Page 180

13 D Page 182

14 B Page 182

15 D Page 194

16 B Page 194

17 A Page 202

18 C Page 202

19 D Page 202

20 B Page 210
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401(k) plan A defined-contribution retirement 
plan in which a set amount of tax-deferred funds may 
be withheld from gross earnings each pay period.

403(b) plan A retirement savings plan, similar to 
a 401(k), that is available only to certain employees 
of specific types of institutions; also referred to as a 
tax-sheltered annuity (TSA) plan.

bonuses Additional employee earnings that may 
be either planned or unplanned.

cafeteria plans Plans in which tax-free funds 
may be contributed (through voluntary withholdings 
from earnings) in order to provide a range of benefits 
to the employee.

Circular E An employer’s tax guide (also referred 
to as Publication 15), distributed by the IRS, which 
provides guidance on a variety of payroll-related 
topics.

commissions Employee earnings calculated as a 
percentage of sales.

Current Tax Payment Act of 1943 An act that 
modified the federal income tax system, directing 
that payments could no longer be made in the 
subsequent year but instead must be paid during the 
year in which the associated income is earned. This 
act resulted in employers withholding taxes from 
employees’ pay.

deductions Amounts withheld from employee 
pay that are therefore not included in employees’ 
paychecks.

dependent care benefits Benefits used to care 
for a qualifying individual that may be exempt from 
FWT, Social Security tax, and Medicare tax.

discretionary bonus An unplanned bonus  
that is not contingent on an employee reaching 
specific goals.

Electronic Federal Tax Payment System 
(EFTPS) A telephone- and Internet-based system 
that provides employers with the most convenient 
method for remitting federal tax payments.

employee earnings record A record maintained 
by the employer for each employee displaying key 
employee information and payroll figures for a  
given year.

Employee Retirement Income Security Act of 
1974 An act, passed in 1974, setting forth regula-
tions that must be followed by employers who offer 
retirement plans to their employees. Often referred 
to as ERISA.

Employer Identification Number (EIN) A 
unique number that an employer must obtain from 
the IRS prior to submitting payroll-related forms.

Equal Pay Act of 1963 (EPA) An amendment, 
passed in 1963, to the Fair Labor Standards Act 
dictating that no employer may discriminate against 
any employee by paying a lower wage than that paid 
to someone of the opposite gender for a similar job.

experience rating A calculation that differs 
from state to state and that is used to determine an 
employer’s SUTA tax rate.

Fair Labor Standards Act (FLSA) An act, 
passed into law in 1938, dictating labor conditions 
and regulations that must be followed by the majority 
of employers.

federal income tax withholding Tax withheld 
from employee earnings used to fund a range of 
government agencies and services. Also called federal 
income tax.

federal minimum wage The lowest wage that 
may be paid to employees for whom an exception (or 
a higher state minimum wage) does not apply.

Glossary
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federal unemployment tax (FUTA) A tax 
levied on employers based on the taxable earnings of 
their employees. These taxes are used by the federal 
government to provide unemployment compensation 
to individuals who are out of work.

flexible spending account A type of cafeteria 
plan in which employees may be reimbursed for 
quali fied benefits, such as dependent care expenses 
and medical expenses.

gross pay Total employee earnings prior to 
subtracting taxes and other withholding amounts.

gross wages See gross pay.

Immigration Reform and Control Act of 1986 
(IRCA) An act, passed in 1986, that strengthened 
U.S. immigration law and that led to the requirement 
that employers maintain I-9 Forms for all employees.

incentive plans Plans that tie increased employee 
earnings to increases in productivity.

independent contractors Individuals who 
perform services for an employer without qualifying 
as employees.

local income tax withholding Tax withheld 
from employee earnings (by certain local municipali-
ties), used to fund local operations. Also called local 
income tax.

lookback period A time period used by 
employers to determine the applicable payment 
increment for federal income tax, Social Security tax, 
and Medicare tax; it encompasses the previous July 1 
through June 30 for a given year.

mandatory deductions Amounts that are 
required, by either federal or state government, to be 
withheld from employee earnings.

medical plans Plans in which funds are set aside 
(through voluntary withholdings from employee 
earnings) to cover medical costs.

Medicare tax (HI) Tax withheld from employee 
earnings, used to operate the Medicare federal health 
insurance program covering individuals 65 years of 
age or older, as well as certain disabled individuals. 
Also known as hospital insurance tax.

monthly depositor An employer who must remit 
payment of federal income tax, Social Security tax, 
and Medicare tax on a monthly basis.

net pay The amount paid to an employee within 
the paycheck.

net self-employment income The income of 
a self-employed individual after certain business 
expenses have been subtracted.

next-day deposit rule A rule dictating that 
an employer must remit all owed taxes on the next 
business day if the total accumulated amount owed 
exceeds $100,000 at the end of any day.

nondiscretionary bonus A planned bonus  
paid by an employer as a result of a specific metric 
being met.

pay period A specific period during which 
employees earn their pay; common types include 
weekly, biweekly, semimonthly, and monthly.

pay-as-you-go A type of system in which income 
tax must be paid as the associated income is earned.

paycheck A typical form of payment provided to 
employees.

payroll deduction IRA A simple retirement plan 
option often used by self-employed individuals.

payroll register A record maintained by an 
employer in which all employee earnings for a single 
period are displayed.

payroll service An outside company that handles 
a variety of payroll-related tasks for an employer.

paystub A paycheck attachment displaying the 
breakdown of an employee’s earnings.

percentage method A method for determining 
an employee’s federal income tax withholding in 
which a three-step process that includes referencing 
the percentage method tables is used.

Personal Responsibility and Work 
Opportunity Reconciliation Act of 1996 
(PRWORA) An act that significantly strengthened 
the child support program throughout the United 
States and that led to the mandatory reporting of 
new employees.

piecework system An employee compensation 
system in which earnings are determined based on 
the number of units produced.

premium rate The additional pay over the regular 
hourly rate to which a piecework employee is entitled 
for overtime hours worked.
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retirement plans Plans providing funds to 
employees after retirement, which may be funded 
through voluntary withholdings from employee 
earnings.

salary An annual pay amount, typically agreed 
upon by the employer and employee.

Self-Employment Contributions Act of 
1954 An act establishing that self-employed indi-
viduals must pay self-employment taxes.

self-employment income The earnings of 
individuals who work for themselves, on which taxes 
must be paid.

semiweekly depositor An employer who must 
remit payment of federal income tax, Social Security 
tax, and Medicare tax within a few days of the pay 
date and up to twice per week.

SIMPLE IRA A retirement savings plan designed 
for employees of small businesses.

Social Security tax (OASDI) Tax withheld 
from employee earnings, used to fund the Social 
Security system, which pays benefits to retired or 
disabled workers and their dependents or survivors. 
Also known as old age, survivors, and disability 
insurance tax.

state disability insurance tax Tax withheld 
from employee earnings (by a small number of 
states/territories), used to provide benefits to tempo-
rarily disabled employees who are unable to work for 
a period of time.

state income tax withholding Tax withheld 
from employee earnings (by the majority of states), 
used to fund state operations. Also called state 
income tax.

state unemployment tax (SUTA) A tax levied 
on employers, based on the taxable earnings of 
their employees. Along with federal unemployment 
taxes, these taxes are used to operate unemployment 
programs.

statutory employees Those individuals who 
would otherwise be considered independent contrac-
tors but who meet certain requirements that dictate 
that they be categorized as employees.

statutory nonemployees Workers who are 
considered to be self-employed by virtue of their 
professions. These include direct sellers, real-estate 
agents, and companion sitters.

time card A document that tracks the hours 
worked by an employee.

tip pool An acceptable method under the Fair 
Labor Standards Act for dividing tips, in which all tips 
are added together and then divided among tipped 
employees.

Title XII advances Loans from the federal 
government to individual states that provide 
unemployment benefits to all eligible individuals 
in the state.

union dues Dues paid by unionized employees 
that may be voluntarily withheld from employee 
earnings.

voluntary deductions Amounts that an 
employee may elect to have withheld from his/her 
earnings.

wage A compensation amount paid to employees, 
typically on an hourly basis.

wage-bracket method A method for deter-
mining an employee’s federal income tax withholding  
in which federal income tax withholding tables 
are used.

wage garnishment The withholding of a portion 
of an employee’s earnings, in compliance with a court 
order or other legal proceeding.

workers’ compensation A form of insurance 
that provides financial assistance to employees 
injured during the course of their employment.

workweek Any seven-day period, designated by 
the employer, that begins and ends consistently each 
week.
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Numbered Terms
40-hours-per-week threshold for overtime pay, 48, 49–50
401(k) retirement plan, 86, 124
403(b) retirement plan, 86, 125
940, Form. See Form 940
940-V, Form. See Form 940-V
941, Form. See Form 941
941-V, Form. See Form 941-V
1096, Form. See Form 1096
1099-MISC. See Form 1099-MISC

A
accounting for payroll

employee portion, 132–133
employer portion, 155–156
periodic entries, 179–182

allowances on W-4 form, 17, 91
alternative base wages, 48
American Payroll Association, 27
annual pay rate, converting to hourly, 52–53

B
badge terminals, 46
biometric terminals, 46
bi-weekly pay rate, converting to hourly, 51
bonuses, 55, 56

C
cafeteria plans, 86
calculating employee pay

extra compensation, 55–59
pay periods, 41–43
payroll register, 63–67
salaries vs. wages, 48–50

calendar, federal payroll tax, 268–269
cash incentive payments, 56
catch-up withholdings, 125
Certified Payroll Professional (CPP), 27
child support payments, 14
Circular E, 91
commissions, 55
compensation. See also calculating employee pay; wages

bonuses, 55, 56
commissions, 55
incentive plans, 55, 56
salaries, 45, 48–50

CPP (Certified Payroll Professional), 27
Current Tax Payment Act (1943), 89

D
DBA (doing business as) name, 185
deductions, payroll

cafeteria plans, 86
defined, 85
federal income tax withholding, 85
Form W-4, 95
garnishments, 86
local income tax withholding, 85
medical plans, 86
Medicare tax, 4, 85
payroll register, 128–131
on paystub, 3
retirement plans, 86, 118, 124–126
Social Security, 4, 85, 153, 208–211
state disability insurance tax, 85
state income tax withholding, 4, 85, 97–98
union dues, 86

defined contribution retirement plan, 86, 124
disability insurance, state tax for, 85
discretionary bonus, 56–57

E
Earned Income Credit, 89
earnings, 5, 63–67. See also compensation
employee-paid taxes. See deductions, payroll
Employee Retirement Income Security Act (ERISA) 

(1974), 126
employer-paid taxes

accounting for, 155–156
making payments, 179–182
quarterly federal return (Form 941), 194
Social Security tax matching, 153
unemployment taxes, 4, 180, 194–202

Employer’s Tax Guide. See Circular E
Equal Pay Act (EPS) (1963), 44
E-Verify system, 24
exempt vs. non-exempt employee, 50

Index
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F
Fair Labor Standards Act (FLSA) (1938), 5–8, 42, 44
farming and child labor restrictions, 7
federal income tax withholding, 85
federal minimum wage, 5–6, 44–45, 59
federal payroll tax calendar, 268–269
federal taxes. See deductions, payroll; employer-paid taxes
federal tax tables, 245–246
Federal Unemployment Tax (FUTA), 4, 180, 194–202
FICA (Federal Insurance Contributions Act). See Medicare 

tax (HI); Social Security tax (OASDI)
filing status, income tax, 121
flexible spending account, 86, 126
Form 940, 194–202
Form 940-V, 194, 198
Form 941, 194
Form 941-V, 183, 188
Form 1096, 163
Form 1099-MISC, 159, 161, 162
Form SS-4, 9–13
Form SS-5, 14
Form SS-8, 157
Form W-2, 118, 121, 185, 202–207 
Form W-3, 208–211
Form W-4, 14, 16–19, 89, 90, 95
full-time students, minimum wage for, 6
Fundamental Payroll Certification (FPC), 27
FUTA (Federal Unemployment Tax), 4, 180, 194–202

G
garnishment of wages, 86, 124
gender-based wage discrimination, 44
gross pay, 4, 50–54, 86–87, 118
gross wages, 48–49

H
health insurance premiums, 86. See also Medicare tax (HI)
hiring an employee. See processing a new employee
hourly rate conversion and weekly gross pay, 50–54

I
I-9, Form. See Form I-9
Immigration Reform and Control Act (IRCA), 19
incentive plans, 55, 56
income tax withholding

federal, 85
gross vs. taxable pay, 86–88
state and local, 4, 85, 97–98

independent contractors, 156–163
insurance premiums, 86, 127
IRS Publication 15. See Circular E

J
journal entries. See accounting for payroll

L
liability accounts in payroll accounting, 132, 156, 179
local income tax withholding, 85
lookback period, 179

M
mandatory deductions, payroll

federal income tax withholding, 85
gross pay and taxable pay, 86
journal entry to account for, 132, 132–133
local income tax withholding, 85
Medicare, 4, 85
Social Security, 4, 85, 153, 208–211
state disability insurance, 85, 123
state income tax withholding, 4, 85, 97–98

medical plans, savings, 86
Medicare tax (HI), 4, 85
minimum wage, 5–6, 44–45, 59
monthly depositor, employer as, 179
monthly pay rate, converting to hourly, 53

N
net pay, 4, 63, 128
net self-employment income, 164
next-day deposit rule, 183
non-discretionary bonus, 56, 56–57
non-exempt vs. exempt employee, 50

O
OASDI (old age, survivors, and disability insurance). 

See Social Security tax (OASDI)
output-based wages, 48, 59, 60–61, 62–63
overtime wages, 6, 42, 48–50, 55, 60

P
Patient Protection and Affordable Care Act (2010), 121
pay-as-you-go, federal tax payment system, 89
paycheck, 3. See also deductions, payroll
payroll certifications, 27
Payroll Deduction IRA, 125
payroll register, 63–67, 128–131
payroll service, outside, 28
paystub, overview. See also deductions, payroll
percentage method, federal income tax withholding, 

92–94
period ending date, paystub, 5
periodic entries, accounting for payroll, 179–182
Personal Responsibility and Work Opportunity Act of 

1996 (PRWORA), 14
piecework, payment system, 48, 59, 60–61, 62–63
processing a new employee

Form W-4, 16–19
paystub, 3–5
PRWORA consideration, 14

profit-sharing plans, 56
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Q
quarterly payments for taxes, 194

R
reporting. See accounting for payroll; entries beginning 

with Form
retirement plans, deductions, 86, 118, 124–126

S
sabbaticals, 56
salary, 45, 48–50
Schedule A, Form 940, 198–199
self-employment income, 59
semi-monthly pay rate, converting to hourly, 53
semiweekly depositor, employer as, 179
SIMPLE IRA, 125
social security number, 14–16
Social Security wage base, 4
Social Security tax (OASDI), 4, 85, 117–120, 153, 208
SS-4, Form. See Form SS-4
SS-5, Form. See Form SS-5 
SS-8, Form. See Form SS-8
state disability insurance tax, 85
state income tax withholding, 4, 85, 97–98
state taxes

child support laws, 14
income tax payment schedule for employer, 180
minimum wages, 45
quarterly payroll forms, 190–191
remittance of, 183, 193
tax websites, 272

state unemployment tax (SUTA), 4, 151–153, 180
statutory employee, 204 
stock option plans, 56
student learners in vocational school, minimum wage 

for, 5–6
SUTA Dumping Prevention Act (2004), 151
SUTA wage base, 4

T
taxable vs. gross pay, 86–88, 118
tax-deferred investment deductions, 86, 124
tax rates, summary table, 4
tax-sheltered annuity (TSA) Plan. See 403(b) retirement 

plan
tax tables, federal, 245–246
tax websites, state, 272
third-party sick pay, 205
time and a half pay. See overtime wages

tip credit, 59–60
tipped employees, 6, 61–62
tip pool, 59
transmittal of wage and tax statements, 208–211

U
unemployment taxes, 4, 180, 194–202
union dues, 86, 127

V
vacation days, 56
voluntary deductions, payroll

cafeteria plans, 86
identifying, 127–128
insurance premiums, 86
journal entry to account for, 132–133
medical plans, 86
retirement plans, 86, 118, 124–126
union dues, 86, 127

W
W-2, Form. See Form W-2
W-3, Form. See Form W-3
W-4, Form. See Form W-4
wage and tax statement. See Form W-2
wage-bracket method, federal income tax withholding, 

93–94
wage garnishment, 86
wages

defined, 48
gross, 48–49
minimum wage, 5–6, 44–45, 59
output-based (piecework), 48, 59, 60–61, 62–63
overtime, 6, 42, 48–50, 55, 60
Social Security wage base, 4
SUTA wage base, 4
vs. salaries, 48–50

weekly pay rate, converting to hourly, 50–51
withholdings, tax. See deductions, payroll
workweek, calculating, 7

Y
young workers, minimum wage for, 6
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