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INTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTION    
    
In most local units of administration (LUAs), employee salaries and benefits constitute the 
single largest cost.  Therefore proper control of the payroll function should be established 
and maintained. Payroll administration can be defined as the initiation, coordination, and 
administration of all the operations and tasks relating to and necessary for the efficient and 
accurate operation of the payroll function.  This would include, but not be limited to, placing 
the employee on the payroll, timekeeping, verifying and validating the payroll, making and 
recording the necessary deductions to an employee's pay, issuing the paycheck in a timely 
manner and the recording and accounting for all of these transactions.  A quality payroll 
system should provide the basis for: 
 

• Accurate work and time reporting;  
• Accurate and timely issuance of payroll checks; 
• Distribution of salary costs to the appropriate Quality Basic Education Act (QBE) 

program and 
• Accurate and timely tax and benefit reporting. 

  
General payroll and benefit accounting has changed over the years.   Income deferral 
options and various additional payroll deductions are the primary changes.  Finally as 
accounting systems have become more sophisticated, the distribution of salaries and wages 
to multiple accounts has become prevalent, particularly as it relates to QBE and the 
assignment of teaching professionals.  It is rare for an LUA to have one teacher assigned to 
one classroom at one location.  With the flexibility LUAs now have to enhance the 
educational experience of their students, more LUAs are expanding their use of the human 
resources.  For example, you may have a certified employee that is assigned as an Academic 
Coach that targets students in middle and high school.  The accounting for that employee 
could span several QBE programmatic codes and multiple school codes.  The split-funding of 
employees’ salaries can be a cumbersome accounting exercise without an automated 
system to account for the activity using the appropriate account codes.   
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The purpose of this chapter is to review the payroll process and determine which basic 
accounting entries are required to record the payroll.  Please note that many times, the 
accounting of payroll is much more complex. 
    
TIMEKEEPINGTIMEKEEPINGTIMEKEEPINGTIMEKEEPING    
    
In many LUAs, the time sheet is the basis for the payroll.  Generally each employee is 
responsible for maintaining an accurate account of hours worked on a time sheet.  The time 
sheet provides the payroll department with the number of hours worked and also aids with 
the distribution of payroll costs to appropriate cost centers (i.e., the various expenditure 
accounts). Time sheets will vary in format but usually include the following information: 
 

• Employee name and number 
• Pay period 
• Dates worked 
• Number of hours worked 
• Account distribution (what subject taught, location, etc.) 
• Signatures of employee and supervisor 

 
Most school locations utilize a substitute tracking system in which a substitute signs in and 
the employee that the substitute is replacing is tracked as well.  This allows the LUA to 
match leave records of employees with substitute’s schedules. 
 
PAYROLL JOURNALPAYROLL JOURNALPAYROLL JOURNALPAYROLL JOURNAL    
    
Often, a special journal for payroll is used to record all of the information pertaining to 
salaries and wages and payroll deductions for each employee.  The data included on the 
payroll journal originates either from period employee time sheets or from the personnel 
department (usually at the beginning of the fiscal year) for salaried employees (i.e., an 
employee such as a teacher who receives an annual salary prorated equally over the fiscal 
year).  Information usually included in a payroll journal is as follows: 
 

• Name of employee (i.e., the payee). 
 
• QBE expenditure classifications(s) for the adjusted gross payroll. 
 
• Gross amount of payroll. 
 
• Adjustments to gross (e.g., additions such as stipends or deductions for leave without 

pay). 
 
• Adjusted gross payroll (i.e., gross payroll less adjustments to gross). 
 
• Social Security tax computed on adjusted gross payroll up to a maximum dollar amount 

that is adjusted upward periodically.  See Internal Revenue Service Publication 15 for 
the annual social security wage limits.  
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• Medicare tax computed on adjusted gross payroll. 
 
• Federal income tax computed on adjusted gross payroll less any tax-deferred amounts 

and tax-exempt deductions.  
 
• State of Georgia income tax computed on adjusted gross payroll usually less any tax 

deferred amounts and tax-exempt deductions. 
 
• Tax-deferred amounts for the employee.  This amount usually is deducted from 

adjusted gross payroll prior to the computation of state and federal income tax, but 
usually is subject to FICA and Medicare. 

 
• Georgia Teachers Retirement System (i.e., the amount of employee contributions to 

retirement plans).  
 
• State Health Benefit Plan (i.e., the amount of employee's share of employee insurance 

premiums). 
 
• Miscellaneous deductions (e.g., credit union dues, charitable contributions, cafeteria 

plan, tax liens, child support). 
 
• Total deductions from adjusted gross payroll. 
 
• Net payroll (i.e., the adjusted gross payroll less total deductions). 
 
• Check number of employee payroll check. 

 
A sample payroll journal follows.   Some of its more important aspects are explained below.   
 
    Exhibit IExhibit IExhibit IExhibit I----11111111----1111    
    Sample Payroll JournalSample Payroll JournalSample Payroll JournalSample Payroll Journal    
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Gross PayrollGross PayrollGross PayrollGross Payroll    
    
The gross payroll of an employee is determined by contractual agreement (i.e., for those 
employees retained under contract) or by time sheets (i.e., for those employees paid on a 
period basis such as hourly or weekly).  The gross salary for employees under contract is 
derived by dividing the contract amount by the number of pay periods within the contract.  
Hourly employees' gross payroll is computed by multiplying the hourly rate by the number of 
hours worked. 
 
However calculated, gross payroll should be entered in the payroll register with an 
appropriate QBE program classification.  For employees whose duties are related directly to 
more than one cost center, a proration of that salary is necessary.  When the base salary is 
prorated, the distribution usually is based upon the estimated amount of time used in 
performing each duty. 
 
There are instances where an employee's normal gross payroll is reduced.  An employee 
may be granted leave without pay.  These reductions are entered in the adjustment column 
on the payroll journal and the reason for the reduction is indicated.  The amount in the 
adjusted gross payroll column is subtracted from the gross payroll resulting in the adjusted 
gross payroll. 
 
Payroll DeductionsPayroll DeductionsPayroll DeductionsPayroll Deductions    
    
Payroll deductions may be either required or voluntary on behalf of the employee.  Federal 
and state income taxes are required deductions while voluntary deductions might include 
such items as insurance premiums or deferred compensation. 
 
When an employee is hired, an Internal Revenue Service (IRS) form W-4, Employee's 
Withholding Allowance Certificate, must be completed by the employee.  This form provides 
the information needed to compute the federal income tax deduction and includes the 
number of personal exemptions the employee is claiming.  Very specific instructions 
accompany the form.  This information is used by the LUA to compute the payroll deduction 
for federal income tax.  A similar form is provided by the State of Georgia (G-4). 
 
The tax law allows some payroll deductions to be deducted and the costs paid from gross 
payroll using pre-tax dollars.  In other words, the taxable amount for federal income tax is 
reduced by the amount of payroll deductions.  These deductions might include medical and 
dental insurance premiums and dependent care expenses.   
 
Written authorization always should be obtained from the employee for voluntary deductions 
or for changes in deductions to prevent any misunderstanding at a later date. 
    
Net PayrollNet PayrollNet PayrollNet Payroll    
    
The net amount of payroll due each employee is determined by subtracting total deductions 
from the adjusted gross pay.  This amount is entered in the net pay column.  Often  
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employees have an option to be paid electronically or by check.  If an employee is paid by  
check, the number should be entered in the payroll register for reference. 
 
SUMMARIZING THE PAYROLL JOURNALSUMMARIZING THE PAYROLL JOURNALSUMMARIZING THE PAYROLL JOURNALSUMMARIZING THE PAYROLL JOURNAL    
    
After all entries for a single payroll period are recorded in the payroll journal, the adjusted 
gross column should be summarized by QBE expenditure classification.  The accounting 
system has the capability of summarizing salaries by QBE expenditure classification and 
location.  Any deductions to be matched by the LUA also should be summarized consistent 
with the QBE expenditure classification (e.g., by the salary expenditure classification).  Any 
deductions which are not matched only need to be totaled.   
 
RECORDING THE PAYROLLRECORDING THE PAYROLLRECORDING THE PAYROLLRECORDING THE PAYROLL    
    
After the payroll journal is summarized, the total data must be posted to the general ledger.  
Most LUAs post the data directly from the payroll journal to the general ledger and the 
subsidiary expenditure ledger.  The computerized journal entry to record the payroll is as 
follows: 
 
Description     Account No.  DR     CR     
 
Expenditure control 0602  $24,648 
 

Social Security Taxes Payable 0477    $ 1,866 
 

Federal Income Tax Payable 0471    $ 4,897 
 

Georgia Income Tax Payable 0472     $ 1,275 
 

Teacher Retirement Payable 0473     $    786 
 

Other Payroll Withholdings Payable 0479     $  3,500 
 

Cash in Bank 0101    $12,324 
 
Explanation - Entries equaling the adjusted gross payroll will be charged to each specific 
QBE expenditure classification.  Payroll deductions are reported as liabilities until paid by the 
LUA. 
 
The information required for the expenditure ledger comes from the payroll register 
summary, as do the payroll deductions and withholdings.  Individual payroll deductions and 
withholdings usually are accounted for with separate balance sheet liability accounts. 
As indicated above, the posting of the various accounts occurs automatically using the 
computerized accounting payroll system.  However, the system usually can generate a report 
which provides how the adjusted gross salary was distributed as well as the distribution of  
the payroll deductions and the amount of cash disbursed.  A sample payroll distribution 
report is shown below: 
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    Exhibit IExhibit IExhibit IExhibit I----11111111----2222    
    Sample Payroll DistributionSample Payroll DistributionSample Payroll DistributionSample Payroll Distribution    

    

    
    
LUA's Share of Employee Benefits  LUA's Share of Employee Benefits  LUA's Share of Employee Benefits  LUA's Share of Employee Benefits      
    
FICA and Medicare are the most common benefits that must be matched by LUA's.  The 
LUA's share of FICA and/or Medicare should be charged to the QBE expenditure 
classification associated with the salary to which it applies, using the 200 object 
classification.  A sample journal entry to record the LUA's share of social security follows: 

 
Description Account No. DR  CR   

 
Expenditure control    0602  $1,866 

 
Social Security Taxes payable  0477    $ 1,866 

 
Explanation - the appropriate expenditure subsidiary account also would be charged.  
As indicated in Appendix C, the  Georgia Department of Education (GaDOE) only 
requires the reporting of a single object classification, 200.  However, LUA's may wish 
to categorize this object by type of benefit (e.g., FICA, Medicare, insurance, 
retirement). 

 
Other benefits of employees also may be matched by the LUA.  The same general procedure 
for recording the matching benefits is used.  The inclusion in the payroll journal summary of 
any benefits that are to be paid by the LUA, regardless of the basis on which they are 
computed, serves as a reminder that a general journal entry is required for the LUA's 
matching portion.  The liabilities for the deductions withheld from employees' paychecks 
must be remitted to the appropriate agencies by the LUA (i.e., the employer) on a timely 
basis.  If they are all paid at the same time, the general journal entry to liquidate the 
liabilities is as follows: 
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Description Account No.  DR          CR      
 

Social Security Taxes Payable       0477  $1,866 
 

Cash in bank    0101               $1,866 
 
EMPLOYEE EARNINGS RECORDEMPLOYEE EARNINGS RECORDEMPLOYEE EARNINGS RECORDEMPLOYEE EARNINGS RECORD    
 
An employee earnings record is required to report income for state and federal income tax 
purposes and other purposes.  Generally the record includes personal data for the employee 
and includes the details of each payroll period for the specific employee.  A sample 
employee earnings record follows: 
 
    Exhibit IExhibit IExhibit IExhibit I----11111111----3333    
    Sample Employees Earnings RecordSample Employees Earnings RecordSample Employees Earnings RecordSample Employees Earnings Record    
    

    
 
 
The employee earnings record usually is arranged to correspond to the format of the payroll 
journal.  Usually, the individual earnings record provides spaces for recording all of the 
information needed to calculate the gross payroll for the employee. Usually totals are 
computed at the end of each calendar quarter, at the end of the calendar year and at the 
end of the fiscal year.  Calendar quarter and year-end totals are required for reporting 
taxable gross payroll, tax withholdings and/or FICA/Medicare information to the federal 
government and the State of Georgia.  Fiscal year totals are required in connection with the 
annual audit to prove the accuracy of the amounts paid as compared with salary contracts 
as applicable. 
 
Normally the employee's earnings record is posted automatically in a computer payroll 
system.   
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SUMMARYSUMMARYSUMMARYSUMMARY    
 

1. In some LUAs, the timesheet may be the basis for determining the amount of the 
payroll (i.e., the source document). 

 
2. In most LUAs a special journal is used to record the payroll (e.g., the payroll journal). 

 
3. The adjusted gross payroll is the amount charged to the QBE expenditure accounts on 

the operating statement.   
 

4. Payroll deductions are reported as liabilities on the balance sheet until paid.   
 

5. When an employee is hired, IRS Form W-4, Employee's Withholding Allowance 
Certificate must be completed by the employee and it indicates the number of 
allowances (i.e., exemptions) the employee is claiming.  In addition, the State of 
Georgia requires Form  
G-4, State of Georgia Employee’s Withholding Allowance Certificate. 

 
6. Most computer payroll systems provide the capability of LUAs to charge an employee's 

salary to more than one expenditure account.  With QBE classification, this feature is 
essential. 

 
7. Some of the employees' payroll deductions must be matched by contributions from the 

LUA (e.g., FICA and Medicare).   
 

8. An employee's earnings records provide a payroll for each employee indicating the 
gross payroll, payroll deductions withheld and net payroll.  This record is used to 
prepare the required federal Form W-2, Wage and Tax Statement.  

 


