Ch.12 Accounting for Payroll:
Employer Taxes and Reports

o Calculate Employer’s Payroll Taxes

o Record Employer’s Payroll Taxes

o Forms 8109 & 941

o Form 940

o Forms W-2 & W-3

o Account For Workers” Compensation Insurance



Employer's Payroll Taxes

- All employers are required to pay certain taxes to
federal and state authorities on behalf of employees.

- The three basic payroll taxes paid by most employers
are:

<+ FICA (both OASDI and HI)
<+ Federal unemployment taxes

<+ State unemployment taxes



Payroll Tax Expense

Since payroll taxes are a necessary part of operating a
business, they are recorded in the Payroll Tax Expense
account, an operating expense account.

Payroll Tax Expense

Debit Credit
Expense accounts + -
are increased on Employer’s matching Balance of the account
the debit side. portion of FICA taxes closed to Income
Federal unemployment | Summary at the end of
taxes the accounting period.

State unemployment
taxes




FICA Tax

- A matching tax paid equally by the employer and the
employee

- The OASDI tax rate: 6.2% on the first $113,700 of
annual earnings

- The HI tax rate: 1.45% on unlimited annual earnings

- Assume an employee earns $3,500 during the current
pay period. What would the OASDI and HI taxes be?

OASDI $3,500 x 0.062 = $217.00
HI $3,500 x 0.0145 = 50.75
Total FICA tax $267.75




Federal Unemployment Tax (FUTA)

- Requires the payment of taxes to provide benefits for
workers during periods of temporary unemployment

- Unlike FICA, paid only by the employer; cannot be
withheld from the pay of employees

- FUTA tax rate: 6.2% on the first $7,000 of wages paid to
each employee during the calendar year

d The employer may take a credit of up to 5.4% for
timely contributions to state unemployment funds

d This leaves an effective FUTA rate of only 0.8%
(6.2% — 5.4%)



State Unemployment Tax (SUTA)

- The State Unemployment Tax Act (SUTA) law requires
employers to pay unemployment taxes (for the benefit
of employees) to the states in which they conduct
business.

- The taxable base for SUTA taxes varies from state to
state.

- Most states have a merit-rating system that provides a
lower rate as an incentive for employers to stabilize
employment.



Partial Payroll Register Showing Taxable Earnings
for FUTA, SUTA, and FICA

Amount of earnings this pay period
subject to FUTA and SUTA taxes

Northwest Comyfany
Payroll Register for Week Engfd November 18, 20X3
Earnings Taxable Earnings
Mame Status Cumullnﬁva Tot.
T | e Regular Overtime Total e SASDI O o
1| Adams, William M-2 ([102]1|0|0|00| 40|| 1|2| 1|5/ 00 — 1|2|1{5]00 — — 1|12|1(5/00| 1
2 || Champion, Maureen 5-1 6|5|0(0]|00| 40 24D|CID — 2(4/0|00 2(4/0|00 2/ 40[00( |2(4/0/00| =z
3| Jackson, Joy M-0 (| 17]2(1(/0]00| 45 3210|000 6(0|00 3| 8/0|00 — 38 0[00 3(8/0|00( =2
4| Kemp, Mary S-0 69| 0(0|00| 40 80900 o 809|100 100|000 8 0900 B(O9|00( a
s || Morgan, Sam M-2 || 17|7|2/0|00| 40 QECIlDD — 3(6/0|00 — 3/6/0|00( |3|6(0|00| s
& || Sheppard, Anne S-1 || 39|6|0/0/00| 44| |4/00/00 6/0{00|| |4/6/0|00 — 4/6/0|00| |4/6/0|00| s
7 Totals 3|3/ 4{4|00 120'0(] 3|4/ 64|00 3(4/0|00 2249'(}0 3|4|6/4/00| 7
- I f ! —
FUTA taxes: $340 x .008 = $2.72
SUTA taxes: $340 x .027 = $9.18
Y
| OASDI taxes: $2,249 x .062 = $130.44 € | Hitaxes: $3464 x 0145 =$50.23 |




Review Quiz 12-1

Assuming the current FICA rates, a FUTA rate of 0.8%,
and a SUTA rate of 2.7%, calculate the employer’s

payroll taxes for the following payroll.

Earnings
Year-to- This
Employee Date Period
King $14,500  $396.00
Maris 6,750 318.00
Mimms 33,000 675.00
Todd 5,400 215.50
Wade 6,900 200.00

Totals

FICA

OASDI
$24.55
19.72

41.85
13.36

12.40
$111.88

HI

$5.74
4.61

9.79
13.12

2.90
$26.16

FUTA

$2.00

0
1.72

.80
$4.52

SUTA
$6.75

5.82
2.70

$15.27 |SHSH6S
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Recording Employers’ Payroll Taxes

- The employer’s payroll taxes are debited to an expense
account entitle Payroll Tax Expense.

- The journal entry for payroll taxes should be prepared
separately from the journal entry for salaries expense.

20X3

+ expense —> 1 Nov. 18 Payroll Tax Expense 20157

+ liability — 2 FICA Tax Payable—OASDI 13944
+ liability —> 3 FICA Tax Payable—HI 5023
+ liability —> 4 FUTA Tax Payable 272
+ liability —> s SUTA Tax Payable 918

6 Recorded employer’s payroll taxes.
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FICA Tax Payable—OASDI Account

- The employer must match the OASDI taxes paid by the
employees.

- The same account is used to record both the employees’ and
the employer’s share.

a Credited to record OASDI taxes imposed on the

employer
O Debited when the taxes are sent in
FICA Tax Payable—OASDI FICA Tax Payable—HI
Debit Credit Debit Credit
— - o +

Payment of OASDI OASDI taxes: Payment of HI Hl taxes:
taxes previously (1) withheld from taxes previously (1) withheld from
withheld from employees withheld from employees
employees or and employees or and
imposed on the (2) imposed on the  imposed on the (2) imposed on the
employer employer employer employer
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FUTA Tax Payable Account

- A current liability account used to record the
employer’s obligation for federal unemployment taxes

- Credited when taxes are imposed on the employer
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Debited when the taxes are sent in

FUTA Tax Payable

Debit

Payment of FUTA
taxes

Credit
+

FUTA taxes
imposed on the
employer



SUTA Tax Payable Account

- A current liability account used to record the
employer’s obligation for state unemployment taxes

- Credited when taxes are imposed on the employer

- Debited when the taxes are sent in

SUTA Tax Payable
Debit Credit
- +
Payment of SUTA SUTA taxes

taxes imposed on the
employer
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Review Quiz 12-2

Using the payroll information in Review Quiz 12.1,
make the general journal entry needed to record the
employer’s payroll taxes (Nov. 18).

FICA
OASDI HI FUTA SUTA Total

Totals $111.88 $26.16 $4.52 $15.27 $157.83

20X3
1 Nov. 18 Payroll Tax Expense 157 83 1
2 FICA Tax Payable—OASDI 11188 2
3 FICA Tax Payable—HI 26 16 3
4 FUTA Tax Payable 452 4
5 SUTA Tax Payable 1527 5
6 Recorded employer’s payroll taxes. 6



Filing Reports and Making Payroll Tax Payments

- Employers must complete on a timely basis

- To file tax reports, employers must have an Employer
Identification Number (EIN)

a A nine-digit number issued by the IRS

d To a business what a Social Security Number (SSN)
is to an individual

- Three areas:
a FICA taxes and federal income taxes
A Federal unemployment taxes

O State unemployment taxes
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FICA and Federal Income Taxes

- Form 941, Employer’s Quarterly Federal Tax Return
ad A quarterly report

d Summarizes FICA taxes (employer and employee
shares) and federal income taxes withheld during
the quarter

- If employer’s total tax liability is less than $2,500,
payment may be sent with Form 941

- If employer’s total taxes exceed $2,500

d Not permitted to send payment directly to the IRS
at the end of the quarter

O Taxes must be deposited by electronic funds
15 transfer or in a Federal Reserve bank



When to Deposit Taxes

- Employers can electronically deposit FICA taxes and
federal income taxes withheld from employees by

d Using the Electronic Federal Tax Payment System
(EFTPS)

a Mailing or delivering a check to a Federal Reserve
bank

- There are two deposit schedules — monthly or semiweekly
— for determining when taxes must be deposited.

- Determining which schedule to use is based on the
employer’s total tax liability reported during a 12-month
lookback period.

- The lookback period for any year is the 12-month period
beginning on July 1 two years prior to the current year, and

6 ending on June 30, one year prior to the current year.
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Mon’rhly Deposit Schedule

An employer is a monthly depositor for the current year if the
total taxes (FICA and withheld federal income taxes) for the
lookback period were $50,000 or less.

- Under the monthly deposit schedule, taxes must be deposited by

- the 15th day of the following month.



Semiweekly Deposit Schedule

- If an employer’s total taxes during the lookback period

were more than $50,000, the semiweekly deposit
schedule is required.

- Under the semiweekly deposit schedule, taxes on

payroll payments made on Wednesday, Thursday or
Friday must be deposited by the following Wednesday.

- Taxes on payroll payments made on Saturday, Sunday,

18

Monday or Tuesday must be deposited by the following
Friday.



Semiweekly Deposit Schedule

If the payday falls on: Then deposit taxes by the
following:
Wednesday, Thursday or Friday Wednesday
Saturday, Sunday, Monday or Friday
Tuesday

The $100,000 Next-Day Deposit Rule

- If an employer accumulates a tax liability of $100,000 or more on
any day during a deposit period, the taxes must be deposited the

next business day.

- The monthly and semiweekly deposit schedules don’t apply

- Must deposit the taxes the next business day
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Accounting for Taxes Deposited

When any deposit of taxes is made, the employer
should complete and submit to the bank a Form 8109,

Federal Tax Deposit Coupon.

AMOUMNT OF EEI:F::LCI“-I.IFIE o NOT type, plaass ::___: E'“TIT: | —"::r;lE ,;:;i:.-—_;_-l; _;J_-';I: 'F E'H.II:I::;
9 F T2 L Quarter
¢ «1120| (7 < 1022 Qe
EMPLOYER IDENTIFICATION NUMBER sl 7 213 5 4’ 6 7 /7 apas |7 a000T @ﬁqq-far?m
ESAFIR FIRRAET
SATE STame Mams iﬂfmm A usi &7 a0 | asmrr [l 7 Q'fal:.l'tal
screcs 212 Bullard Avenie ﬁ 7 acr| 7 anu
Caty _AHLES ¢/ 4840 8k \
State _/ zip_OF003
remonane numper | 609 ) 5S¢ - §5cE FOR BANK LISE IN MICR ENCODING

Federal Tax Deposit Coupon
Form 8100 (P, 12-2000X)
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Recording Payment of Employee’'s Income Taxes
and FICA Taxes

20X3
- liability ===p 1 Apr. 14 Federal Income Tax Payable 8/5/3|75
- liability == > FICA Tax Payable—OASDI 61224
- liability == FICA Tax Payable—HI 14319
- asset == 4 Cash 1600 18
5 Deposited taxes for first quarter.

Note:
Please take a look at Form 941 in your textbook as your reference.
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Steps to Determine Tax Deposit Schedule for
FICA and Withheld Federal Income Taxes

1. ldentify the lookback period for the current year.
2. Add the total taxes reported on line 8 of Forms 941 filed during the lookback period.
3. Determine if you are a monthly or semiweekly schedule depositor:

IF the total taxes reported on

Forms 941 during the look

period were: THEN you are a:

$50,000 or less Monthly schedule depositor

More than $50,000 Semiweekly schedule
depositor

If you accumulate $100,000 or more in taxes during any deposit period, a deposit is required the
next business (banking) day.
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Federal Unemployment Taxes

- When the FUTA tax liability exceeds $500, a deposit must be
made by the last day of the month following the end of the
quarter.

- If the FUTA tax liability is $500 or less at the end of a quarter,
the balance may be rolled over to the next quarter and
subsequent quarters until the liability exceeds S500 — or until
January 31 of the following year, whichever comes first.

- If the FUTA liability is $500 or less at the end of the fourth quarter,
the employer must pay the tax when Form 940 is filed.

- Every employer that incurs a FUTA tax liability must file Form 940
with the IRS.
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Form 940

- Employer’s Annual Federal Unemployment Tax Return

« Must be filed by the employer on January 31, following the end of
the year

- Summarizes the quarterly FUTA deposits made during the
preceding year

Note:
Please take a look at Form 940 in your textbook as your reference.

State Unemployment Taxes

- Each state provides its own special forms and specifies how state
unemployment taxes are paid.

« Generally, the amount of state unemployment taxes imposed on
employers must be remitted to the proper state office by the end
of the month following the close of the calendar quarter in which

wages and salaries were earned by employees.
24



Form W-2: Wage and Tax Statement

By January 31 of each year, employers are required to furnish copies of
Form W-2 to each person who was employed in any part of the previous
year. The employer is also required to send a copy of each employee’s
Form W-2 directly to the Social Security Administration.

ccced

void ||

a Employss’s social sacurity number

422-22-6222

For Ofificial Use Only *
OMB Mo, 1545-0008

b Emiployer idantification numbear (EIM)

1 ‘Wages, tips, other compansation

2 Federal income tax withiald

15-7235467 $19,562.00 $468.00

¢ Empiloysr's name, address, and ZIF code 3 Social security wages 4 Social security tax withhsid
Northwest Company $19,562.00 $1,212.84
212 Bullard Ave. 5 Modicars wages and tips 6 Moadicars tax withnald
Ames, NJ 07003 $19,562.00 $283.65

T Social security tips

8 Allocated tips

Control number

2 Advance BIC paymant

10 Dapandant cars Danafits

e Employes’s first name and initial Last mame Suff. |11 Nongualified plans JE:- S8 instructions for Dox 12

Sam Morgan

{3 Staustory Retirzment Third-party 12k
1244 Oak Street o= P ﬁ“ ¢
Ames, NJ 07003 >

14 Ciner ':‘!21:

12d
¥

Employes’s address and ZIF cods

Staln Employar's state (D numbar

28677

16 State wages, tips, eic.

51956200

17 State income tax

18 Local wagss, tips, etc.

18 Local incomsa {ax

20 Local#y nama




Form W-3: Transmittal of Wage and Tax Statements

- Employers must file Form W-3 with the Social Security Administration by
the last day of February following each year.

- Summarizes the earnings and tax deductions of all employees of the
firm for the previous year.

DO NOT STAPLE

8 Control numiber Far Official Use Only =
33333 DR Mo 1550008
b A4 Wirary il fdd 1 Winges Doa ofer oo persaior T Foderal inoorme e withhed
Kind 0 U LI $128,300.00 $14,245 00
:‘w T ﬂ m E;'m 3 Govisl securmy wagse 4 Gocisl securty o witkesld
O 0O 0O 0 $122,600.00 $7,601.20
@ Total rumber of Fomms W3 d Eshishmart murmibor § Madicars wages and Bpe § hiadican tar wEhrold
¢ s $128.300.00 $1,860.35
& Erpasyer datsogon rumber (RN T Goclal mecurty tpe B Amscgpad Bps
157235467
1 Empioyers rams B Acvance BIC paymants 10 Depsrdant cans banefiy
Northwest Company
“SandraSmith |1 nesguaimes piaes 12 Cevermed cornparmarce
| 212 Bullard Avenue
Ames, NJ 07003 13 For S party sk pay e oy

14 Incoma tax withraed by payer of thirg Dty ok pay
-1 lrmm"lnddr!imipm
h Ctrer EIN usssd This yoar

18 Sums Empleyar's stats 1D mumbar 18 Sasts wenges, 154, S, 1T Snste incsems e
MJ | 28677 $128,300.00 54.460.00
10 Local waged, 5pa, o8 1 Local Rtdms bEx
Giortact parsan Talephang rsmbor For (icial Liss Oniy
[ E09 ) 5555558
Ermanl saiciress Fam nusmibes
i 1

Lindes P of parury, | Seclans Sl | P Solimined this foflu and SCOOrMSanying Soousmenis, &nd, b0 e Daat of My dowisdge Snd Dolel,
thay arp ing, camoct. ot oompEto

s »_ SOMANA SMEEH e s OUOEY owns 1-17-X4
rom W=-3 Transmittal of Wage and Tax Statements c0X3 gy~
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Workers' Compensation Insurance

- To provide protection for employees who suffer a job-related
illness or injury

- Required by most states
- The entire cost usually paid by the employer

- The cost depends on
3 The number of employees a company has
3 The company’s accident history

3 Risk factors associated with the job
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Accounting for Workers' Compensation Insurance

- Assume Gilbert Company estimates its total payroll for the year to
be $500,000.

- Gilbert’s premium rate for workers’ compensation insurance is
0.2%.

- The following entry is prepared at the beginning of the year based
on estimated total payroll and the premium rate assigned to the
company.

Jan. 1  Workers’ Comp. Insurance Expense 1,000
Cash 1,000

- At year-end, Gilbert’s actual payroll for the year was $525,000.The
following adjusting entry would be prepared on December 31.

Dec. 31 Workers’ Comp. Insurance Expense 50

Workers’ Comp. Insurance Payable 50
28



