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d

ss earnings Total

due an employee for
| deductions

gross pay or gro
amount of earnings
work performed betore payro

are withheld.

net pay, net earnings, or
take-home pay The actual amount of
the employee’'s paycheck after all payroll

deductions have been withheld.

0-1

distributed over periodic payments without

regard to the number of hours worked.

Recause payroll is freque

salary A fixed gross amount of pay equally

ense, efficient payroll prep.
s in any business operation
fons. it is important for bus;

-,

y s |
y important function
e their payroll funct
involved.

ntly a compall
ng are extremel
puteriz

s and procedures
mployees for services rendered to the company over

ble for withholding certain taxes and other
ng those taxes with the Internal Revenue
Other deductions, such as mnsurance pre-

the employer to the appropriate place.
total amount of earnings due

record keep!

ration and |
most businesses com

Although today

’

resp
addition, the company 15 responsl

deductions from an employee's paycheck and degositi
Service (IRS) through suthorized financial institutions.
butions, are also disbursed by

miums and charitable contrl
In business, the term gross pay or gross earnings means the |
efore payroll deductions are withheld. The net pay, net

an employee for work performed b |
he employee’'s paycheck after all payrol

earnings, or take-home pay s the actual amount of t
deductions have been withheld. This concept 18 easily visualized by the formula

Employers ar€
a period of time. In

}

al deductions
{

J

L
1

-

f

Net pay = Gross pay — Tot

*é
nt: the computd: |
her deductions:
uirements.

« math involved in payroll manageme

alculation of withholding taxes and ot
regulations, and record keeping req

}

I

This chapter deals with the busines

tion of employee gross earnings; the €
and the associated governmental deposits,

HE BASIS OF WE
ONTHLY PAY PE

Employee compensation takes on many forms in the business world. Employees
managerial, administrative, or professional positions are paid a salary. A salary
gross amount of pay equally distributed over periodic payments without reg
of hours worked. Salaries are usually expressed as an annual, or yearly, amo

a corporate accountant might receive an annual salary of $50,000.
Although salaries may be stated as annual amounts, they are usu

employees on a more timely basis. A once-a-year paycheck would be a rea

Employees are most commonly paid in one of the following ways:

] trick ¢

Lv.e Bty 52 paychecks per year Annual salary = 52
SIWE:ekly 26 paychecks per year Annual salary = 26
ﬂjmnr:r,tcmﬂ'tZy 24 paychecks per year Annual salary = 24
onthty |2 paychecks per year Annual salary = 12

PRORATING ANNUA
g SALAR
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What | :
e :r l; tl:e weekly, blwef-zkly. semimonthly, and monthly amoun
porate accountant with an annual salary of $50,0007

“1n lieu of a bonus, here are
some Instant Winner lottery
scratch-off cards.™

) SOLUTIONSTRATEGY

The amount of gross pa o
SS pay per pertod 1s d . o ala
pay periods per year. etermined by dividing the annual 52

ry by

50.000
53— 3961.54

50.000
26

50,000
34

Weekly pay =

Biweekly pay = = %1 923 OR

Semimonthly pay =

50.000
12

Monthly pay =
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; cutive of a laree manar. . .
An e\ey | Laree Lm.ml..ururmg Compg
the weekly. biw cehly |

acn*zmmnthly. and mopt

Ny earns 3 Er0SS annu: ]
gros; al salary of $43 50 S
hly Pay tor this Cmployee? s

CRECR YOU o
WEEL OUR ANSWERg WITH THESOLUTIONS ON p
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compensate employ-
Act of 1938, a federa]

. Fair Labor Standards

eek 1s 40 hours and overtime, amounting to at least |1 hourly wage or hourly rate 1.

. < amount an emp| '
for all hours worked over 40 hours per week. Paying an worked TPoyee Is pad for each hour
S known as time-and-a-half

ve taken overtime a ste
half for all hours over 8

‘mployee 13]}_- times the hourly rate j

Many companies ha
‘Mployees at time-and-a-
Another common payroll
for holidays; midnight shi

p farther than required by compensating  OVertime According to federal law, the

; amount an employee 1s paid for each hour
hours per day ms‘tead of flO hours per week. worked over 40 hours per week
benefit is when companies pay double time, twice the hourly rate.

fts, and weekend hours.

putﬁ'
jon

S

Minimum Wage Laws in the United States as of January 1, 2010
Y U. S. Department of Labor — Wage and Hour Division (WHD)
IR |

I
s higher than the federa

rate
- States with minimum wage the federal

e as
ates 5am
‘ States with minimum wager inimum wa
eci i
‘ American Samoa has o faw
o wage 1a
T ‘ States with no minimum

fgderi'

an tha

%L&rt ‘ States with minimum rates owe” t:::a
Meny °f Labo, www dol gGth_d/minwagwame

ge rates
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Euir Labor Standards Act became law. The e
federal minimum wage for the firdt e i“d~
. N 1 I

ated to rise in three $0.7( i ”“fcmend
&

In May 2007, an ameadment 1o the
ment provided for a three-stage increase to the
decade. The $3.15 an-hour mimmum WIge was mand

to0 $7.25 an hour in July 2009,
According 1o the Depatm as of January 2010, 14 states and Wshing,
A

D.C.. had minhnus
MU WASe rafes (oW er than

ent of Labor,
wage rates higher than
the federal ctandard.

he federal minimum wage. Frve states had mip;, -

STEP 1. Calculate an employee's regular gross pay for working 40 hours or less.
Sediabimates . 5 Y : Regular pay = Hourly rate X Regular hours worked
Bpyroll is a very important businqe S
'!f.pdg:nﬂiﬁ' "ty'.,,E m';'“‘fees rgus:cbe:;; STEP 2. Calculate an employee’s overtime pay by chain multiplying the hourly rate by |
4 f;lwdg':mﬁ b:;;z;, aer: e e | the overtime factor by the number of overtime hours.
rtinigg Overtime pay = Hourly rate X Overtime factor X Overtime hours worked
. e SR~ SN STEP 3. Calculate total gross pay.
1 Ty ':‘l-'::'?' - ' _ A T -
"“éﬁi';""e:;.onnel oF Humaﬁ ReSOUVCES. Total gross pay = Regular pay + Overtime pay
! R ,J.i' IR - 4  Biiegeiih. . b sl ; | .
R 2 ) ;‘!' X | '- SENG P AL - : ' "
i evolved that sped lize in doingEE '

B ayroll. When & business hires an’
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hecker on an assembly line. If he
| gross pay for working 46 hours

Karen Sullivan earns $8 per hour as a C
rate is time-and-a-half, what is her tota

' SOLUTIONSTRATEGY

To find Karen’s total gross pay, compute her regular pay plus
Regular pay = Hourly rate X Regular hours worked
| Regular pay = 8 X 40 = $320
Overtime pay = Hourly rate X Overtime factor X Overtime ho

overtime pay-.

urs worked

Overtime pay = 8 X 1.5 X 6 = $72
J Total gross pay = Regular pay + Overtime pay
Total gross pay = 320 + 72 = $392

|

f {
| Rick Morton works as a delivery truck driver for $10.50 per hour with rime-and-a-half tor overtimé;
and double time on Sundays. What was his total gross pay last week if he worked 4 hout®

| Monday through Saturday in addition to a four-hour shift on Sunday?

:gi;CULﬂTING GROSS PAY BY STRAIGHT
DIFFERENTIAL PIECEWORK SCHEDULES

piecework Pay rate schedyle

based on an
employee’s ~
not hours worked. YEES production output,

A piecew
e s th;ﬂt(hpay rate schedule is based not on time but on productio
e more units the worker produces, the more moOney




SEVION L E MPLOYER & GROSS EARNINGS AND INCENTIVE PAY PLANS

straiqht
Of oulpa

lal piecework plan gives workers 3
;l,m‘;!h* HCCnine to increase oy per unit increases as output goes up.

PEEs Lo L, ey £ . o _

o ,:1 :ll:}[:l:,.. 4 ;ll‘d(l) ih; piecew 15 per unit, whereas a differ ential  jncentive method of compensation than
~ SHUPay $3.05 for the first 50 units produced, $3.45 for units 51-100 ight pi |

| , ~- y D3, —1UU, and $3.90  straight piecew k |

fOr any units aver 100 ghtp Ork, where pay per unit

Increases as output goes up.

straight piecework plan Pay per unj
output regardliess of output quantity.

by the rate per unit.
Output quantity X Rate per unit

- .-..a h 'I "
: v H r
o Ly o i "
q r-ul' B ll' 2
. rﬂl -"-._
Wy r _Jﬁh _‘.-.l.".u_ ‘s
1 ]
R W

L

L]

- — e

. Barb gets paid at 3 straight piecework |
al gross pay last week if she produced

SOLUTIONSTRATEGY

Total gross pay = Output quantity X Rate per unit
Total gross pay = 1,655 x 35 = $579.25

T e B e ey e L

GED]‘ge L(}pe

Z Works at a tire manufacturing plant. He is on 4 straight piecework rate of $0.41 per
tire, W
' al

Was George’s total gross pay last week if he produced 950 tires?

"ECK YOUR ANSWER WITH THE SOLUTION ON PAGE 298

XHMPL 4 CALCULATING DIFFERENTIAL

PIECEWORK PAY |

Paula D

Uke
Qn the d

¢ oosembled 190 watches last week. Calculate her total gross pay based
off

°Wing differential piecework schedule.

M Watches Assembled

]
1
|
;
;

Rate per Watch
l 1-100 $2.45
: 10i-150 $2.75
. Over 150 X6

dd

Pau y
a ‘i} tot‘r ; . * N - '- lhc :ly hchedulc
n the tota) 4 gross carnmgs, we calculate her earnings at each level o p
¢

\
e ang : M this tase, she will be paid for all of level 1. 100 watches; for all of level 2.
o 40 Waiches at level 3 (190 — 150 = 4()).




Level pay = Output X Rate per piece

Level 1 = 100 X 2.45 = $245

Level 2 = 50 X 2.75 = $137.50

Level 3 =40 X 3.10 = $124

Total gross pay = Level 1 + Level 2 + Level 3
Total gross pay = 245 + 137.50 + 124 = $506.50

TRYITEXERCISE4

You are the payroll manager for Trendy Toys, Inc., a manufacturer of small plastic
s. Your production workers are on a differential piecework schedule as follows,

toy

PYJ€ !\l \;*L\)"'“

- K ,,.,_'
W %’&@f‘#&w &"‘ ..,, ARCERR +-

: ' irtr-fighe o Pay Level Toys Produced Rate per Toy
average salaries than p-rivate- actorp - s
workers in more than 80 percent ofi 1 1-300 $0.
occupations that exist in both sect % ’ 101500 $0.79
Overall, federal workers earned an 3 '.“ ,‘

average salary of $67,691 in 2008 - ; 3 501-750 $0.86

; ;:‘::pawnh 560 046 in the prwate - x Over 750 $0.94

¥ . 2010 |

' m p‘l:;v:;ek. Marc‘ B f;;;:';,, Calculate last week’s total gross pay for the following employees.
Name Toys Produced Total Gross Pay
C. Gomez 515
L. Clifford 199
M. Maken 448
B. Nathan 804

CHECK YOUR ANSWERS WITH THE SOLUTIONS ON PAGE 298

CALCULATING GROSS PAY BY STRAIGHT AND
'E'Sl INCREMENTAL COMMISSION, SALARY PLUS
COMMISSION, AND DRAWING ACCOUNTS

STRAIGHT AND INCREMENTAL COMMISSION

commission Percentage method of Commission is a method of compensation primarily used to pay employees who sell a com
compensation primarily used to pay pany’s goods or services. Straight commission is based on a single specified pc—:-n::enldgie . ;
employees who sell a company’s goods and  the gales volume attained. For example, Delta Distributors pays its sales staff a wmmmll
PEIVICES of 8% on all sales. Incremental commission is much like the differential piecework r.,lq.
straight commission Commission based  whereby higher levels of sales earn increasing rates of commission. An example would bfm,
on a SpECiﬂ?d percentage of the sales commission on all sales up to $70.000, 6% on sales greater than $70.000 and up to $1 20
volume attained by an employee. and 7% commission on any sales greater than $120,000.

incremental commission Greater
incentive method of compensation than
straight commission whereby higher

levels of sales earn increasing rates of !? SFEEEPS TO CALCULATE GROSS PAY BY COMMISSION

commission.

Straight Commission:

. STEP 1. Multiply the total sales by the commission rate.

Total gross pay = Total sales X Commission rate

Im:remental Commission:
STEP 1. Muluply the total sales at each level by the commission rate er that kvﬂl-
STEP 2. Find the total gross pay by adding the total from cach level.. . __ 3

- g 7




Total gross pay = 13,500 X .06 = $6.810

TRYITEXERCISES

Ale?a Walsh s.ell.*s for Supreme Designs, a manufacturer of women’s clothing. Alexa is paid a
straight commission of 2.4%. If her sales volume last month was $233,760, what was her total

gross pay’!

PLEB CALCULATING INCREMENTAL | .
COMMISSION . oo statine S engne ai

' "-. T 1
,s ﬂm £

€At

Vista Electronics pays its sales representatives on the following incremental

commission schedule.
Commission Rate (%)

Sales Volume

Level i
1 $1-$50,000 4 }:i h JE S ‘l / U
50,001-%$150,000 5 ) _ : e .
’ : override commissions. This is a smalf’ o
3 Qves $130,000 =t commission on the total sales nfthe
manager’s sales force. ey

Example: Jim and Df&fﬁ seﬂ for*‘

Apex Electronics. They each receiv .
15% commission on their sales. .tohﬂ,

. L“TIONSTRATEGY their sales manager, receives a 3% -

3 for each level and then add the totals override on their total sales. If Jim
chedule, we find the pay 1o sells $20,000 and Diane sells $30, 000

Using an incremental commission s
the sales rep will be paid for all of level 1, $50,000; for all of level i R s m-mminlon

What was the total gross pay for a sales rep who sold $162,400 last month?

[ !
from each level. In this problem,
f 2. $100.00: and for $12,400 of level 3 ($162,400 — $130, 000 = $12,400). each person receive?
o Level pay = Sales per level X Commission rate * Haw 520,000 x '5* "‘ 23_09‘?’
:; | el 1 oay = 50.000 X .04 = $2,000 . Dlann. 530000 lt 15‘)&11 $4 500
vel 1 p | ¢ John: “$50,000 % 3%'51500

0 Level 2 pay = 100,000 X 05 = $5,000

Level 3 pay = 12,400 X 065 = $806
Total gross pay = Level 1 + Level 2 + Level 3
Total gross pay = 2.000 + 5,000 + 806 = 57‘309

TEXERCISEG

Mike Lamb sells copiers for Royal Business Products. He is on an incremental commission sched-
ule of 1.7% of sales up to $100,000 and 2.5% on sales greater than $100,000. What was Mike's

total gross pay last month if his sales volume was $184,6007

CHECK YOUR ANSWER WITH THE SOLUTION ON PAGE 298.
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SALARY PLUS 1.0 - ¢ SO

and increient

hereby the employce s paid & guar;zm
alculate the total gross pay,

al commission pay schedules is the salary piys
teed salary plus a commission on sale
find the amount of commission apd

A variation of stras ¢ht

commission W
over a specified amount. Toc

add it to the salary.

salary plus commission A quaranteed

salary plus a commission on sales Over @
specified amount.

e of $1,500 per month salary plus a 3% commis-
00. If she sold $60,000 last month, what was her

DQ - Karie Jabe works on a pay schedul
' el ' ter than $40,0

w8 | sion on all sales grea

. SENN.

- total gross pay?

" "3 &The unemployment rate in Februa |
B h_gzo'mmong people withi@bachelor'sy
%, degree or higher wa$ 5 percenials
% according tothe Bureaunf Lak

'r

.I.‘ h y

L T K 3 . r. -

T T ™ > -
f"* n .‘.‘H"-J-h

B Siatistics. | Sed |
) “+Among people whose educatioStausy

 topped short of a high schoo{Jiiss

|

SOLUTIONSTRATEGY

To solve for Karie's total gross pay, add her monthly salary 1o her co

-k ":--“F'
Coadk . . -
J-'.-ﬂ d_.

mmission for the month.

Commission = Commission rate X Sales subject to CcOmMMmission
- .. {iplom, the rate was 15.6 percerfi : 1'11. ‘ Commission = 3%(60,000 — 40,000)
o t® -_i gm Week, Mﬂﬂllﬁ -1 & Commission = .03 X 20,000 = $600
e Bottom Line.” page S5 N Total gross pay = Salary + Commission
Total gross pay = 1,500 + 600 = $2,100

) TRYITEXERCISE?

Ed Diamond is a sales representative for Jersey Shore Supply, Inc. He is paid a salary of $1,400 per

| month plus a commission of 4% on all sales greater than $20,000. If he sold $45,000 last month.
what was his total gross earnings?

.riE

CHECK YOUR ANSWER WITH THE SOLUTION ON PAGE 298

DRAW AGAINST COMMISSION

- - - - [ : E
In certain industries a_nd' at certain times of the year, sales fluctuate significantly. TO p,-gwd
salespeople on commission with at least some incom

account i1s used. A drawing acc :
g or / a : ount, or draw aqga
E?I:;lerrllzﬁ:jogt;ocr;?ﬁsg fpald Thadvance advance of sales and later deducted from -
rom the
o o Ber the §alesperson does not earn enough c
CaImes over to the next period.

drawing account, or draw against

[ - i i'
the commissions earned. If a period goes g Janct
ommission to cover the draw. the Unpald o

To find the amount of comm

iﬁﬂi(’}n D: . ¢ of he ga
and subtract $1,5(x) owed to Bill, find the total amount of commission

» the amount of piq draw against

COmMmMmISsion.
X i sales x Cammission rate
OMmission = 58 000 x 8% = $4.640

Commission owed = Commissi

Commission = Total

. on = Amount of
Commission Owed = 4,640 — 1 500 = $3.140 draw
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TRYITEXERCISES

| Hi‘“ ini 11\:‘\\-\1"&\1 HC“\ !}nr (‘at
|2 S2.000 drawang accou

20000 dunny the

alina Designs. Inc. He iy on a 3.5%
N1t he iy paid the draw at the beginning of
month. how much commission is owed to

straight commission with
the month and then sells
Howard?

STEsY TV ANSWER WITH THE SOLUTION ON PAGE 298

m @ B REVIEW EXERCISES

Calculate the gross earnings per pay period for the following pay schedules.

Annual Salary Monthly Semimonthly Biweekly Weekly
ks $15.000 $1.250.00 $625.00 $576.92 $288.46
Z $44.200
3 $100,000
4. $21.,600 $1.800.00 $900.00 $830.77 $415.38

. $1,450.00
6. $875.00
T $335.00

8. Mary Jo Prenaris is an office manager with gross earnings of $1,600 semimonthly. If
her company switches pay schedules from semimonthly to biweekly, what are Mary Jo’s

new gross earnings’

MOONLIGHTING AMERICANS, 2009

Mea and Women witl Secogd Jobs ol

9. Deb O’Connell is an accounting professional earning a salary of $58,000
' at her firm. What is her equivalent weekly gross pay?

: sistant. At the Men Women
10, Jennifer Brunner works 40 hours per week as a chef"s as‘ J Men el

11. Alan Kimball earns $22.34 per hour as a specialty chef at. Le Bistro
Restaurant. If he worked 53 hours last week and was paid time-and-a- -

was his gross pay’? A 3 B2 ”
half for weekly hours over 40, what g pay . | | i i

Match 2010 x

12 Paul Curcio earns $8.25 per hour for regular time up to 40 hours, time-—and-a-half tor mf_er-
time. and double time for the midnight shift. Last week Paul worked 58 hours, including

6 on the midnight shift. What are his gross earnings?




CHRAPTER 9 & PAYROLL

As the payroll manager for Stargate Industries, your '_cask Is to completea the
following weekly payroll record. The company pays overtime for all hours WOrkeq

over 40 at the rate of time-and-a-half. Round to the nearest cent when Necessary ’

Hourly Total Overtime Regular Overtime 74,
Employeek. M T W T F S§ S  Rate Hours Hours Pay Pay Pay
13. Peters 78 5 8 8 0 0 $870 36 0 $313.20 0__ 8313
~= 0
}
14. Sands 6 5 9 8 10 7 0 $9.50 o !
1S. Warner 8 6 Il 7 12 0 4  $725 o :
16. Lee 9 7 7T 7 9 0 8 $14.75 ’

I7. Larry Jefferson gets paid a straight piecework rate of $3.15 for each alternator he assembjes
for Allied Mechanical Corp. If he assembled 226 units last week, what was his gross pay?

You are the payroll manager for Euro Couture, a manufacturer of women’s |

apparel. Your workers are paid per garment sewn on a differential piecework
schedule as follows.

Pay Level Garments Produced Rate per Garment
] 1-50 $3.60
2 51-100 $4.25
3 101-150 $4.50
4 Over 150 $5.10

Calculate last week’s total gross pay for each of the following employees.

@p!oxeem Qapmenm Produced Total Gross Pay
18. Goodrich, P. F B ;&13300 -
19. Walker, A. 33 o
20. Fox, B. 174

21. Katrina Byrd assembles motor mounts for C-2(7 executive planes. Her company 1

established a differential piecework scale as an incentive to increase production dui
to backlogged orders. The pay scale is $11.50 for the first 40 mounts, $12.35 for [hts
next 30 mounts, $13.00 for the next 20 mounts, and $13.40 for all remaining mou"

. , l
assembled during the week. Katrina assembled 96 mounts last week. What was her 0%~
gross pay?

S TN, I, e

w

a5
der I ¢
[W'-"[e

22. Bob Farrell works for a company that manufactures small appliances. Bob is pat
for each toaster, $4.60 for each microwave oven, and $1.55 for each food ble?

assembles. If he produced 56 toasters, 31 microwave ovens, and 79 blenders, Wh?
his total weekly gross earnings?

o
. PANTAM
23. What is the tota] gross pay for ! '

a salesperson on a straight commission of 4.7%
her sales volume is $123,2007
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[ ] c

h 0 s paid 2.6% on
SR9 400, what was her total commission?

sales volume was

| -
v

_ Dm:}:: SChl‘:]d'tH"lS a buyer for Oceans of Notions
a 4% commission on sales over $45.000. 1f | *
her total gross pay? |

" $l1c s paid a weekly salary of $885 plus
er sales were $62,000 last week, what was

. Themas Rendell's company pays him a straight 6% commission with a $1,350 drawing
account each month. If his sales last month totaled $152,480, how much commission is

owed to Thomas?

7. Katie Jergens works for Dynamt
per week plus a commission of 7% of her sales.
each. 26 skirts at $24.75 each, and 17 jackets at

earnings for the week?

)

= JF“Y King is a server in a restaurant that
Ups of 18% of his total gross food orders.
orders of $2,766.50. What was his total

2%

‘ :II" N effort to keep low-wage
Wumber of states have amend
Adjusted with inflation. As of Octob
I50uri, Montana, Nevada, Ohio, O

Mip; . :
‘Mum wage to inflation.

Yo

u ' - -

fEszadm the accountant for Delic10us:

Wetkurams in Florida. Each restaurant €
at the current federal minimuit wage,

pays a salary of $
Last week he worked 6
aross pay for the week”

a company that oW

$51.50 each. What were her total gross

22 per day. He also averages
days and had total food

th the cost of living,

e minimum wage (o
Colorado, Florida,
n—had tied their

states—Arizona,
. and Washingto

s a chain of 18 fast-food

rs, each averaging 2() hours per

Delicious?

“H
0
W many hours at minimum WS
‘ eekly “minimum
b. A the curre $7.25 per hou! what 1§ the amount of the WEekLy
ent rate of $7.25 pet ’
pc nf think the best way for you to build the highest

Wage™ " ¥
&¢ Portion of the fﬁ'Staurﬂnt 5 p:]ym

level of characier is to work for me for the next 10
4 years at minimum wage."
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