Notes for Accounting

Chapter 10

Week 17
Assignments:

	Date
	Classwork
	Homework

	Monday

2/11
	Go over Section 10-1 notes
	Exercises: 10.1, 10.2 (part a only), 10.6, 10.7

Problems: 10.1A (parts 1 &2 only) (due Tuesday)

Ethics Reflection (due Thursday)

	Tuesday

2/12
	Go over Section 10-2 notes


	Exercises: 10.3, 10.4, 10.5

Problems: 10.4A (due Thursday)

	Thursday

2/14
	Business Preparation Assignment
	

	Friday

2/15
	Quiz
	Read Chapter 7 (pages 189 – 206)


Section 10-1: Employer Taxes & Workers’ Compensation
Objectives:

· Calculate and record employer payroll taxes

· Calculate and journalize workers’ compensation insurance premiums

Vocabulary:

· Unemployment Taxes – taxes that fund benefits for unemployed workers

· Workers’ Compensation – contributions that provide benefits to workers who were injured or fell ill on the job 

Concepts:

· Four payroll taxes are levied against employers:

· Social Security

· 12.4%, half is paid by employees through withholding

· capped at $102,000 per employee

· recorded on tax forms 941, W-2, W-3

· Medicare

· 2.9%, half is paid by employees through withholding

· no cap

· recorded on tax forms 941, W-2, W-3

· Federal Unemployment Tax (FUTA)

· .8% if paid state unemployment tax, 6.2% if didn’t pay state unemployment tax

· paid only by employer

· capped at $7,000 per employee

· recorded on tax form 940

· State Unemployment Tax (SUTA)

· rates vary depending on the company’s “benefit ratio” (claims against employer to the amount of wages paid out); the higher the benefit ratio, the higher the tax rate class. (See attached template sheet for tax rate table)

· paid only by employer

· capped at $8,000 per employee

· recorded on tax form C101

· In addition to the payroll taxes, employers must also carry workers’ compensation insurance. This protects employees from work-related illnesses and injuries. At the beginning of each year, a business must estimate its payroll for that year. The insurance premium is based on that estimation (debit Prepaid Insurance, credit Cash). If the estimation was more than what was paid, a refund is issued at the end of the year (debit Insurance Expense, credit Insurance Payable, credit Prepaid Insurance). If the estimation was less than what was paid, the business must pay the difference (debit Insurance Expense, debit Refund Receivable, credit Prepaid Insurance). The rate for this insurance depends on the company’s history and the risk of its industry. Average Vermont tax rates are listed below:

· Very Low-Risk (e.g. clerical) – .5%

· Low-Risk (e.g. (retail sales) – 1%

· Medium-Risk (e.g. manufacturing) – 4%

· High-Risk (e.g. carpentry) – 10%

· Very High-Risk (e.g. construction, roofing) – 15%

· Tax forms and any unpaid taxes are due on the following schedule:

	Quarter
	Ending
	Due Date

	Jan.–Feb.–Mar.
	Mar. 31
	Apr. 30

	Apr.–May–June
	June 30
	July 31

	July–Aug.–Sept.
	Sept. 30
	Oct. 31

	Oct.–Nov.–Dec.
	Dec. 31
	Jan. 31


Examples:

· Fill out the 941 tax form (attached) for Jimmy Dean’s company. Assume he paid out $42,500 in taxable wages and withheld $6653.25 in federal income tax.

· Fill out the 940 and C101 (UI Contributions section only) forms for Jimmy Dean’s company. Only $37,250 was taxable for federal unemployment tax purposes, and $40,000 was taxable for state unemployment tax purposes. Jimmy Dean’s company is rated Class 5. Assume there are no adjustments and the payments were equally distributed.

· Look at the W-2 and W-3 forms. What do you think they’re used for?

	


· Jimmy Dean is considered a Medium-Risk company and estimates the annual payroll for the upcoming year is $170,000. Calculate his Workers’ Compensation Insurance premium for the year. Journalize the transaction.

	General Journal
	Page #_____

	Date
	Description
	Doc. No.
	Post. Ref.
	General

	
	
	
	
	Debit
	Credit

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


· At the end of the year, it turned out that Jimmy paid his employees a total of $160,000 instead of the estimated $170,000. Calculate the refund he should receive. Journalize the transaction.

	General Journal
	Page #_____

	Date
	Description
	Doc. No.
	Post. Ref.
	General

	
	
	
	
	Debit
	Credit

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Other Notes:

Section 10-2: Tax Payments
Objectives:

· Record tax payments

· Journalize payments

Vocabulary: 

· Deposit – payment of an employer’s payroll and unemployment taxes; payments are either deposited at a Federal Reserve Bank (or other authorized bank) or paid through an electronic fund transfer

· Lookback Period – the period from July 1 two years previous to June 30 one year previous (e.g. the lookback period for 2008 would be from July 1, 2006 to June 30, 2007)

Concepts:

· There are two types of taxes – employee taxes and employer taxes. As you know, employees pay federal, state, and local income taxes as well as FICA taxes (and any other voluntary deductions). To the employer, these are considered Wages/Salary Expenses. As you learned in the last section, employers also have taxes to pay. They must match the amount of FICA taxes paid by employees. In addition, the employer must also pay unemployment taxes. These are considered Payroll Tax Expenses. 

· In the previous chapter, you journalized employees’ taxes as a debit to Wages Expense (equal to the gross pay), a credit to each of the tax payable deduction accounts, and a credit to Wages Payable (equal to the net pay). 

· Since tax money is often withheld by an employer days or even weeks before it is due for payment to the government, this money is considered a liability until it is paid. In this chapter, you will journalize employer’s taxes as a debit to Payroll Tax Expense (equal to 6.2% for Social Security, 1.45% for Medicare, and the amounts owed for Federal and State Unemployment taxes) and credits to Social Security, Medicare, FUTA, and SUTA Tax Payable accounts.
· Eventually the employer’s tax bill will have to be paid. When it is paid depends on how much is owed. In general, the more that is collected, the sooner it must be deposited.

· If you owe less than $500 for one quarter, you may wait to pay it until the next quarter. [This applies to income taxes and unemployment.]

· If you paid less than $50,000 during the “lookback period,” you must follow the monthly deposit schedule (deposits for a month must be made by the 15th of the following month). [This applies only to income taxes.]

· If you paid more than $50,000 during the “lookback period,” you must follow the semiweekly deposit schedule (deposits for the first half the week must be deposited by Friday; deposits for the last half of the week must be deposited by the following Wednesday). [This applies only to income taxes.]

· If you owe more than $100,000, you must make a deposit the next business day. [This applies only to income taxes.]

· As you might expect, paying the tax bills requires a debit to the tax payable account and a credit to the cash account.

· To deposit any owed federal taxes (including income taxes, FICA taxes, and unemployment), fill out an 8109 form and bring the payment to a Federal Reserve Bank (or arrange to have the funds transferred electronically).

Examples:

· Journalize the transaction from the 941, 940, and C101 forms from the previous section.

	General Journal
	Page #_____

	Date
	Description
	Doc. No.
	Post. Ref.
	General

	
	
	
	
	Debit
	Credit

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


· Fill out the 8109 form for a tax deposit (Federal Income Tax – $1,345, Social Security – $535, Medicare – $124) for the second quarter. Journalize this transaction.

	General Journal
	Page #_____

	Date
	Description
	Doc. No.
	Post. Ref.
	General

	
	
	
	
	Debit
	Credit

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Other Notes:

