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Instructions for taking this course  
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and where they are stored. 
• Itemize the key steps involved in payroll activities. 
• Cite the actions taken to maintain control over the payroll function, and note the 

types of controls that can be used. 
• Identify the more common payroll measurements, and note how they can be cal-

culated and why they are used. 
• Note the responsibilities of the parties to an outsourcing arrangement, and the 

negotiation points for this arrangement. 
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Preface 
The payroll department has one of the most difficult jobs in business – it must comply with a maze of 
payroll regulations, volumes of paperwork, and an array of disjointed systems to somehow pay employees 
the correct amounts, remit taxes to the government on time, and issue accurate and timely reports to the 
government and management. 

Payroll Management makes the payroll department’s job easier by clearly defining the most efficient 
and effective means for running the department, while also addressing the following topics: 

• Whether an individual is an employee 
• How to track employee time worked 
• How to calculate all types of employee earnings 
• How to process tax withholdings and other deductions 
• How and when to remit taxes to the government 
• How to select the best method for paying employees 
• How to complete and submit government forms 
• How to set up a payroll recordkeeping system 
• Which procedures, forms, and controls to install for payroll processes 
• How to measure the performance of the department 

 
An appendix contains the due dates for key filings and remittances to the federal government. 

Payroll Management is designed for both professional accountants and students, since both can benefit 
from its detailed descriptions of payroll systems, controls, procedures, and regulations. 

Payroll Management provides the basis for operating a payroll department. It is also updated annually 
to incorporate the latest payroll regulations. As such, it may earn a place on your book shelf as a reference 
tool for years to come. 
 

Centennial, Colorado 
December, 2015 

  



vi 

Course Information ..................................................................................... ii 
Learning Objectives: .................................................................................. iii 
Preface ........................................................................................................ v 
Chapter 1  Payroll Management .................................................................. 1 

Learning Objectives .............................................................................................................. 1 
Introduction ......................................................................................................................... 1 
Payroll Cycle Duration ........................................................................................................... 1 
Streamlined Timekeeping ...................................................................................................... 3 
Electronic Payments .............................................................................................................. 4 
Employee Self-Service ........................................................................................................... 4 
Manager Self-Service ............................................................................................................ 5 
Transaction Error Analysis ..................................................................................................... 5 
Staff Training Program .......................................................................................................... 6 
The Payroll Calendar ............................................................................................................. 7 
Information Confidentiality .................................................................................................... 8 
Summary ............................................................................................................................ 8 
Review Questions ................................................................................................................. 9 

Chapter 2 Definition of an Employee ......................................................... 10 
Learning Objectives .............................................................................................................10 
Introduction ........................................................................................................................10 
The Employee Defined ..........................................................................................................10 
Employee Withholding Liability ..............................................................................................11 
The Independent Contractor Designation ................................................................................11 
The W-2 Contractor .............................................................................................................13 
The Salesperson Designation.................................................................................................13 
Employees of Exempt Organizations .......................................................................................13 
Ministers.............................................................................................................................14 
Employee Scenarios .............................................................................................................14 
People in Business for Themselves .........................................................................................14 
Family Employees ................................................................................................................14 
Working off the Books ..........................................................................................................15 
Intern Rules ........................................................................................................................16 
Summary ...........................................................................................................................16 
Review Questions ................................................................................................................17 

Chapter 3 Employee Time Tracking ........................................................... 18 
Learning Objectives .............................................................................................................18 
Introduction ........................................................................................................................18 
Time Tracking Scope ............................................................................................................18 
Employee Exclusions ............................................................................................................19 
Data Collection Scope ..........................................................................................................20 
Handwritten Time Sheets ......................................................................................................21 
Time Cards .........................................................................................................................22 
Computerized Time Clocks ....................................................................................................23 
Biometric Time Clocks ..........................................................................................................24 
Web-Based Time Tracking ....................................................................................................24 
Smart Phone Time Tracking ..................................................................................................25 
Time Keeping Methods Usage Grid .........................................................................................26 
Automated Time Tracking Reminders .....................................................................................27 
Summary ...........................................................................................................................27 
Review Questions ................................................................................................................28 

Chapter 4  Employee Compensation .......................................................... 29 
Learning Objectives .............................................................................................................29 
Introduction ........................................................................................................................29 
The Difference between Salaries and Wages ...........................................................................29 
The Work Week ...................................................................................................................30 
Compensation Definition .......................................................................................................31 
Supplemental Wages ............................................................................................................31 



vii 
 

Commission Calculations ......................................................................................................32 
Commissions Based on Cash Receipts ....................................................................................34 
Final Commission Calculations ...............................................................................................34 
Employee Business Expense Reimbursements .........................................................................35 
Golden Parachute Payments ..................................................................................................35 
Hourly Rate Plan ..................................................................................................................36 
Idle Time ............................................................................................................................37 
Overtime Pay ......................................................................................................................37 
Payments in Kind .................................................................................................................38 
Piece Rate Pay ....................................................................................................................38 
Salaries Paid for Partial Periods .............................................................................................39 
Sick Pay .............................................................................................................................39 
Tips ...................................................................................................................................40 
Vacation Pay .......................................................................................................................41 
The Minimum Wage .............................................................................................................42 
Summary ...........................................................................................................................43 
Review Questions ................................................................................................................44 

Chapter 5 Employee Benefits .................................................................... 45 
Learning Objectives .............................................................................................................45 
Introduction ........................................................................................................................45 
The Provider and Recipient of Benefits ....................................................................................45 
Adoption Assistance .............................................................................................................45 
Athletic Facilities ..................................................................................................................46 
Cell Phones Provided by Employer .........................................................................................46 
De Minimis Benefits .............................................................................................................46 
Disability Insurance .............................................................................................................47 
Educational Assistance .........................................................................................................47 
Employee Discounts .............................................................................................................48 
Flexible Spending Accounts ...................................................................................................48 
Health Savings Account ........................................................................................................52 
Leaves of Absence ...............................................................................................................53 
Life Insurance .....................................................................................................................54 
Lodging on Business Premises ...............................................................................................55 
Meals .................................................................................................................................56 
Medical Insurance ................................................................................................................57 
Medical Insurance - COBRA ...................................................................................................59 
Moving Expense Reimbursement ...........................................................................................60 
No-Additional-Cost Services ..................................................................................................60 
Pension Plans ......................................................................................................................61 

Defined Contribution Plan .................................................................................................................................. 62 
Defined Benefit Plan ........................................................................................................................................... 63 
Personal Retirement Account.............................................................................................................................. 64 

Retirement Planning Services ................................................................................................65 
Stock Options ......................................................................................................................65 
Stock Purchase Plans ...........................................................................................................66 
Transportation Benefits ........................................................................................................67 
Tuition Reduction .................................................................................................................67 
Vacation Benefit Reporting ....................................................................................................68 
Workers’ Compensation Insurance .........................................................................................68 
Working Condition Benefits ...................................................................................................69 

Vehicles .............................................................................................................................................................. 70 
Education ............................................................................................................................................................ 70 
Outplacement Services........................................................................................................................................ 71 

How to Value Benefits ..........................................................................................................71 
Cents per Mile ..................................................................................................................................................... 71 
Commuting ......................................................................................................................................................... 72 
Lease Value......................................................................................................................................................... 72 
Unsafe Conditions Commuting ........................................................................................................................... 74 



viii 
 

Rules for Withholding, Depositing, and Reporting Benefits ........................................................75 
Benefit Authorization Form ...................................................................................................76 
Taxability of Benefits ............................................................................................................77 
Summary ...........................................................................................................................78 
Review Questions ................................................................................................................79 

Chapter 6 Payroll Deductions .................................................................... 80 
Learning Objectives .............................................................................................................80 
Introduction ........................................................................................................................80 
Deductions for the Corporate Benefits Package ........................................................................80 
Deductions for Payments to Third Parties ................................................................................83 

Charitable Contributions ..................................................................................................................................... 83 
Garnishments Overview ...................................................................................................................................... 83 
Child Support Garnishment ................................................................................................................................ 84 
Student Loan Garnishment ................................................................................................................................. 85 
Tax Garnishment ................................................................................................................................................. 85 
Union Dues ......................................................................................................................................................... 86 

Deductions for Financing Repayments ....................................................................................87 
The Reduction of Deductions .................................................................................................87 
Garnishment Processing .......................................................................................................88 
Deduction Management by Employees ....................................................................................89 
Summary ...........................................................................................................................89 
Review Questions ................................................................................................................90 

Chapter 7 Payroll Taxes ............................................................................ 91 
Learning Objectives .............................................................................................................91 
Introduction ........................................................................................................................91 
Income Tax Withholding .......................................................................................................91 
Social Security Tax ..............................................................................................................94 
Medicare Tax.......................................................................................................................96 
Calculating Withholdings .......................................................................................................96 

Wage Bracket Method ........................................................................................................................................ 97 
Percentage Method ............................................................................................................................................. 98 
Annualized Wages Method ................................................................................................................................. 99 
Average Estimated Wages Method ................................................................................................................... 102 
Cumulative Wages Method ............................................................................................................................... 102 
Part-Year Employment Method ........................................................................................................................ 103 
Other Methods .................................................................................................................................................. 103 

Earnings Not Subject to Payroll Taxes .................................................................................. 103 
Underwithheld Taxes .......................................................................................................... 104 
Overwithheld Taxes ........................................................................................................... 105 
Employee Taxes Paid by the Employer.................................................................................. 105 
The Earned Income Credit .................................................................................................. 106 
Tax Deductions for the Self-Employed Person ........................................................................ 107 
The Common Paymaster Rule .............................................................................................. 107 
Payroll Taxes for a Successor Employer ................................................................................ 109 
Payroll Taxes for Part-Time Employees ................................................................................. 109 
State Payroll Taxes ............................................................................................................ 109 
Totalization Agreements ..................................................................................................... 110 
Summary ......................................................................................................................... 110 
Review Questions .............................................................................................................. 111 

Chapter 8 Tax Remittances ..................................................................... 112 
Learning Objectives ........................................................................................................... 112 
Introduction ...................................................................................................................... 112 
Types of Tax Deposit Schedules........................................................................................... 112 
Monthly Deposit Schedule ................................................................................................... 113 
Semiweekly Deposit Schedule ............................................................................................. 113 
Federal Unemployment Deposit Schedule ............................................................................. 114 
$100,000 Next-Day Deposit Rule ......................................................................................... 114 



ix 
 

Accuracy of Deposits Rule ................................................................................................... 115 
Deposits not on Business Days ............................................................................................ 115 
Remittance Method ............................................................................................................ 116 
The Form 941 Quarterly Federal Tax Return .......................................................................... 117 
Form 941 Discrepancies ..................................................................................................... 121 
Prior Period Adjustments .................................................................................................... 122 
Federal Tax Deposit Penalties .............................................................................................. 123 
Trust Fund Recovery Penalty ............................................................................................... 124 
State Tax Remittances ....................................................................................................... 124 
Local Tax Remittances ........................................................................................................ 125 
Summary ......................................................................................................................... 125 
Review Questions .............................................................................................................. 126 

Chapter 9 Unemployment Taxes ............................................................. 127 
Learning Objectives ........................................................................................................... 127 
Introduction ...................................................................................................................... 127 
Responsibility for Unemployment Tax Payments .................................................................... 127 
FUTA Tax Calculation ......................................................................................................... 128 
FUTA Tax Deposits ............................................................................................................. 128 
FUTA Tax Payment Timing .................................................................................................. 128 
FUTA Tax Reporting ........................................................................................................... 129 
State Unemployment Taxes ................................................................................................ 129 
Unemployment Benefit Claims ............................................................................................. 133 
Calculation of the State Unemployment Tax Rate ................................................................... 134 
Voluntary Unemployment Contributions ................................................................................ 135 
Transferring an Unemployment Experience Rating ................................................................. 136 
Summary ......................................................................................................................... 136 
Review Questions .............................................................................................................. 138 

Chapter 10 Payments to Employees ........................................................ 139 
Learning Objectives ........................................................................................................... 139 
Introduction ...................................................................................................................... 139 
Payments with Cash ........................................................................................................... 139 
Payments by Check ............................................................................................................ 141 
Payments by Direct Deposit ................................................................................................ 142 
Payments by Pay Card........................................................................................................ 143 
Flexible Spending Account Debit Cards ................................................................................. 144 
Unclaimed Wages .............................................................................................................. 144 
Summary ......................................................................................................................... 145 
Review Questions .............................................................................................................. 146 

Chapter 11 Accounting for Payroll........................................................... 147 
Learning Objectives ........................................................................................................... 147 
Introduction ...................................................................................................................... 147 
The Accounting Journal Entry .............................................................................................. 147 
The Chart of Accounts ........................................................................................................ 148 
The General Ledger ............................................................................................................ 150 
The Payroll Journal ............................................................................................................ 150 
Where to Record Payroll Transactions ................................................................................... 150 
Types of Payroll Journal Entries ........................................................................................... 151 
Primary Payroll Journal Entry .............................................................................................. 152 
Accrued Wages .................................................................................................................. 153 
Accrued Bonuses ............................................................................................................... 153 
Accrued Commissions......................................................................................................... 154 
Benefit Payments............................................................................................................... 155 
Accrued Benefits ................................................................................................................ 156 
Stock Subscriptions............................................................................................................ 156 
Manual Paycheck Entry ....................................................................................................... 157 
Employee Advances ........................................................................................................... 157 
Accrued Vacation Pay ......................................................................................................... 158 
Tax Deposits ..................................................................................................................... 159 



x 
 

Payroll Information in the Financial Statements - Wages......................................................... 160 
Payroll Information in the Financial Statements – Payroll Taxes ............................................... 160 
Summary ......................................................................................................................... 160 
Review Questions .............................................................................................................. 162 

Chapter 12 Payroll Reports ..................................................................... 163 
Learning Objectives ........................................................................................................... 163 
Introduction ...................................................................................................................... 163 
Payroll Register ................................................................................................................. 163 
Internal Management Reports ............................................................................................. 165 
Form W-2 ......................................................................................................................... 166 
Form W-3 ......................................................................................................................... 169 
Corrections to Forms W-2 and W-3 ...................................................................................... 171 
Form 1099-MISC ............................................................................................................... 172 
New Hire Reporting ............................................................................................................ 175 
Summary ......................................................................................................................... 176 
Review Questions .............................................................................................................. 177 

Chapter 13 Payroll Recordkeeping .......................................................... 178 
Learning Objectives ........................................................................................................... 178 
Introduction ...................................................................................................................... 178 
The Employment Application ............................................................................................... 178 
The Employer Identification Number .................................................................................... 179 
The Social Security Number ................................................................................................ 179 
Employment Eligibility Verification ....................................................................................... 181 
The Withholding Allowance ................................................................................................. 181 
The Personnel File.............................................................................................................. 186 
Mandated Document Retention ............................................................................................ 187 
Summary ......................................................................................................................... 187 
Review Questions .............................................................................................................. 189 

Chapter 14 Payroll Procedures ................................................................ 190 
Learning Objectives ........................................................................................................... 190 
Introduction ...................................................................................................................... 190 
Forms: The Timecard ......................................................................................................... 190 
Forms: The Paycheck and Remittance Advice ........................................................................ 193 
Procedure: Add an Employee .............................................................................................. 194 
Procedure: Timecard Data Collection .................................................................................... 194 
Procedure: Commission Calculation ...................................................................................... 195 
Procedure: Process Payroll .................................................................................................. 195 
Procedure: Issue Payments to Employees ............................................................................. 196 
Summary ......................................................................................................................... 197 
Review Questions .............................................................................................................. 198 

Chapter 15 Payroll Controls .................................................................... 199 
Learning Objectives ........................................................................................................... 199 
Introduction ...................................................................................................................... 199 
General Controls ................................................................................................................ 199 
Payroll Calculation Controls ................................................................................................. 201 
Cash Payment Controls ...................................................................................................... 201 
Check Payment Controls ..................................................................................................... 202 
Direct Deposit Controls ....................................................................................................... 203 
Self-Service Controls .......................................................................................................... 204 
Garnishment Controls ........................................................................................................ 204 
Employee Advances Controls ............................................................................................... 204 
Vacation Pay Controls ........................................................................................................ 205 
Summary ......................................................................................................................... 205 
Review Questions .............................................................................................................. 207 

Chapter 16 Payroll Measurements........................................................... 208 
Learning Objectives ........................................................................................................... 208 
Introduction ...................................................................................................................... 208 
Payroll Entries to Headcount Ratio ....................................................................................... 208 



xi 
 

Payroll Transaction Error Rate ............................................................................................. 209 
Form W-2c to Form W-2 Ratio ............................................................................................. 210 
Proportion of Manual Checks ............................................................................................... 211 
Outsourced Payroll Cost per Employee ................................................................................. 211 
Annualized Compensation per Employee ............................................................................... 212 
Net Benefits Cost per Employee ........................................................................................... 212 
Sales per Person ................................................................................................................ 214 
Profit per Employee ........................................................................................................... 214 
Employee Turnover ............................................................................................................ 215 
Summary ......................................................................................................................... 216 
Review Questions .............................................................................................................. 217 

Chapter 17 The Outsourcing Option ........................................................ 218 
Learning Objectives ........................................................................................................... 218 
Introduction ...................................................................................................................... 218 
Overview of Payroll Outsourcing .......................................................................................... 218 
Reasons to Outsource Payroll .............................................................................................. 219 
Reasons not to Outsource Payroll ......................................................................................... 220 
The Outsourced Payroll Contract .......................................................................................... 220 
The Transition to Payroll Outsourcing ................................................................................... 220 
Managing Outsourced Payroll .............................................................................................. 221 
Measuring Outsourced Payroll ............................................................................................. 221 
Terminating an Outsourcing Arrangement ............................................................................. 222 
Summary ......................................................................................................................... 222 
Review Questions .............................................................................................................. 223 

Appendix A Federal Payroll Tax Calendar ................................................ 224 
Answers to Chapter Questions ................................................................ 227 
Glossary .................................................................................................. 242 
Index ...................................................................................................... 246 
 


	Course Information
	Learning Objectives:
	About the Author

	Preface
	Table of Contents

