Payroll Accounting

Payroll accounting includes the computation of gross wages (hours worked times hourly pay rate) and other compensation such as salaries, employee commissions, and bonuses. Payroll accounting also involves payroll withholdings, such as Social Security and Medicare taxes, federal and state income tax withholding, and voluntary withholdings. Voluntary withholdings include union dues, health insurance premiums, United Way contributions, and contributions to savings and retirement plans. 

In addition to the computation of the gross wages and salaries, payroll accounting is involved with the calculation and reporting of other payroll related expenses. These additional employer expenses include the matching of Social Security and Medicare taxes, federal and state unemployment taxes, worker compensation insurance, paid holidays, paid vacation days, pension costs, health insurance premiums, and so on. These expenses can amount to an additional 40% of the employees' wages and salaries. 

Because of accrual accounting and the matching principle, it is reasonable that companies should recognize the expense and liability of payroll related costs when they are earned by the employees—not when the company pays the costs. For example, the cost of providing agreed upon vacations should be reported as an additional labor cost and a liability when the employee is earning the vacation. Retirement pay and company-paid health insurance during employees' retirement years should also be recorded as an additional cost of labor and as a liability when the employees are working and earning these benefits. 

The payroll taxes withheld from employees' pay and the payroll taxes that are an additional cost of the employer are reported as current liabilities until they are remitted to the federal and state governments and other parties. 


Payroll Accounting Questions

1)  ________ salary or wages is the amount an employee earns before deductions are made for payroll taxes and other items. 

2)  This represents both Social Security and Medicare taxes. (acronym) 

3)  A person providing services to a company who is not deemed to be an employee of the company is referred to as an _____________________ contractor. 

4)  The additional 50% that employers pay when employees work more than 40 hours in one week is known as the overtime ______________. 

5)  Health insurance benefits provided to retirees are part of _______-retirement benefits. 

6)  Accruing vacation expense when it is earned by an employee instead of recording the expense when the vacation is taken is an application of the _______________ principle. 

7)  A person paid in this manner will receive 26 paychecks per year. 

8)  The employer must remit ______ times the amount required to be withheld from employees for Social Security and Medicare taxes. 

9)  The tax withheld from employees and not matched by the employer is the federal ___________ tax. 

10)  The amount a person "clears" on their paycheck is the employee's ______ pay.
