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Division - Getting It Done



 
Generic Procedure for Entering Payroll Provided by a Payroll Service
 
Position:  Controller  
If you use a Payroll Service, and the NET AMOUNT is taken out of your checking account, use SECTION A

If you use a Payroll Service and the INDIVIDUAL CHECKS are taken out of your checking account, use SECTION B
SECTION A
Before you start, make certain that you have the correct expense accounts set up in your chart of accounts.  You will need…
· Checking Account for Payroll

· 1-1110  Cash – General Checking OR

· 1-1120  Cash – Payroll 

· Wages and Salaries Accounts…examples are…
· 5-1010  Direct Cost of Labor

· 6-1010  Owner’s Salaries

· 6-1015  Admin Wages
· Employer’s Portion of Expenses…examples are…
· 6-1030  FICA (Social Security and Medicare)

· 6-1035  FUTA/SUTA (Federal and State Unemployment)
· Payroll Service Expense…examples are…
· 6-6015  Accounting and Audit

When you receive your payroll from your payroll service…

(I have used ADP as my sample payroll service – each will vary slightly.)
· Locate the Payroll Register (A)
· For each employee, code the gross wages to the corresponding wage or salary account (i.e. 5-1010, 6-1015) (1)
· Make certain that the total coded equals the Gross Earnings Total on the Payroll Register

· Locate the Payroll Summary (B) and code as follows…
· Taxes – Employer This Pay
· Federal Deposit is coded to FICA (6-1030) (2)
· Taxes – Total Taxes 

· Comp and Unemployment are coded to FUTA (Federal Unemployment Tax) and SUTA (State Unemployment Tax) (6-1035) (3)
· Cash Flow Summary

· ADP Invoice is coded to Accounting and Audit (6-6015) (4)
· Cash Requirements is coded to Payroll Checking (1-1120) (5)
After coding is complete, make a journal entry as follows…
· DEBIT the gross wages for each employee (1)
· DEBIT the employer’s portion of FICA (2)
· DEBIT the employer’s portion of FUTA/SUTA (3)
· DEBIT the payroll service invoice (4)
· CREDIT the payroll account for the cash requirement (5)
Enclosed is an example of a Payroll Register, Payroll Summary and the Journal Entry from ADP.
SECTION B
Before you start, make certain that you have the correct expense accounts set up in your chart of accounts.  You will need…
· Checking Account for Payroll

· 1-1110  Cash – General Checking OR

· 1-1120  Cash – Payroll 

· 1-1125  Cash – Payroll Clearing Account

· Wages and Salaries Accounts…examples are…

· 5-1010  Direct Cost of Labor

· 6-1010  Owner’s Salaries

· 6-1015  Admin Wages
· Employer’s Portion of Expenses…examples are…

· 6-1030  FICA (Social Security and Medicare)

· 6-1035  FUTA/SUTA (Federal and State Unemployment)
· Payroll Service Expense…examples are…

· 6-6015  Accounting and Audit

When you receive your payroll from your payroll service…

· Locate the Payroll Register 
· For each employee, code the gross wages to the corresponding wage or salary account (i.e. 5-1010, 6-1015) 
· Make certain that the total coded equals the Gross Earnings Total on the Payroll Register

· Locate the Payroll Summary and code as follows…

· Taxes – Employer FICA

· Federal Deposit is coded to FICA (6-1030) 

· Taxes – Employer FUTA and SUTA

· State and Federal Unemployment are coded to FUTA (Federal Unemployment Tax) and SUTA (State Unemployment Tax) (6-1035) 

· Cash Flow Summary

· Payroll Service Invoice is coded to Accounting and Audit (6-6015) 

· Cash Requirements is coded to Payroll Clearing (1-1125) 

After coding is complete, make a journal entry as follows…

· DEBIT the gross wages for each employee (1)
· DEBIT the employer’s portion of FICA (2)
· DEBIT the employer’s portion of FUTA/SUTA (3)
· DEBIT the payroll service invoice (4)
· CREDIT the payroll clearing account for the cash requirement (5)
Enter each individual check for the NET AMOUNT using your check writing feature in your accounting software.  Code each check to the Payroll Clearing Account.  (This way the check will actually DEBIT the Payroll Clearing Account and CREDIT the actual Payroll Checking Account.  Check your GL detail or Detailed Trial Balance for the accuracy of your entries!)
When you have finished, the Payroll Clearing Account should always have a ZERO balance.

To customize this procedure for your specific needs, please contact us at Bare Bones Biz – 417.877.629.7647.
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