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JOURNAL ENTRIES TO RECORD A PROMISSORY NOTE

The following transactions occurred between Spoke Company (the seller) and Bryden Company (the buyer).

Apr.
19
Spoke Co. sold $80,000 in merchandise to Bryden Co. on account, with terms n/30.

May
19
Spoke Co. granted Bryden Co. a 90-day extension on the account receivable. Bryden Co. signed an $80,000, 10%, 90-day note as evidence of the time extension.

Aug.
17
Bryden Co. paid Spoke Co. the amount due on the note.

1.
Prepare the journal entries used by Spoke Company to record the sale and the note receivable. Assume that the cost of the merchandise sold to Bryden Company was $50,000.

2.
Prepare the journal entries used by Bryden Company to record the purchase and the note payable.
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CALCULATION OF NET PAY

Blake Edwards is single. He claims one withholding allowance. During the week of July 21, he worked 46 hours. Blake is in a non-exempt position. His regular wage rate is $19 per hour. Prior to the week of July 21, Blake has earned $26,100. In addition to social security, Medicare and federal income taxes, withholdings from Blake's check are state and local taxes, $48; United Way contributions, $5; and health insurance contributions, $20. Calculate Blake's net pay.
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PAYROLL REGISTER AND
JOURNAL ENTRIES

On a blank sheet of paper, draw a payroll register, similar to the one in Exhibit 5 in the text. Your register will need the following sections:

1.
EARNINGS—to record gross pay. Include the following four columns: Total Hours Worked, Regular Wages, Overtime Wages, and Total Wages.

2.
DEDUCTIONS—include the following five columns: Social Security Tax, Medicare Tax, Federal Income Tax, State Income Tax, and Total Deductions.

3.
NET PAY

Use your register to record payroll information for the week of December 20, using the following data. All employees are eligible for overtime compensation at 1-1/2 times their regular pay rate. All employees have federal income taxes withheld at the single rate and claim one withholding allowance. All are office employees.


Earnings


Prior to
Hours
Wage
State


December 20
Worked

Rate

Taxes
J. Smith

$69,000
40
$31/hour
$62

S. Bratton

$
6,800
45
$20/hour
$45

D. Houston

$44,000
43
$22/hour
$50

After computing the net and gross pay for each employee, prepare the journal entries to record the employee paychecks and the employer's payroll taxes. Assume that the state unemployment compensation tax rate is 5.4% on the first $7,000 of each employee’s earnings during a calendar year.
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INTERNAL CONTROLS—PAYROLL

1.
Companies frequently use a special payroll account to write all payroll checks. On payday, a sum of money equal to the total net pay is transferred from the regular bank account to the special account. This eases the bank reconciliation process because the balance in the payroll account will be zero if all employee paychecks are cashed.

2.
An appropriate manager should approve the payroll and authorize the transfer of funds from the regular account to the payroll account.

3.
If a check-signing machine is used to sign payroll checks, the machine and the blank checks should be locked up when not in use.

(Continued)
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INTERNAL CONTROLS PAYROLL

(Concluded)

4.
All additions, deletions, or changes in pay rates of employees should be authorized before being entered into the payroll system.

5.
Time clocks should be used to record the employee's time on the job. The time clock area should be monitored periodically to ensure that one employee is not clocking in or out for others.

6.
Employees should be required to present identification to obtain their paychecks. Or, as an alternative, a periodic audit should be conducted to ensure that all paychecks are going to valid employees.

7.
Any changes to a computerized payroll system should be made by someone outside the payroll department and should be authorized by management.
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WRITING EXERCISE

1.
How might the owner of a construction company determine whether a supervisor who distributes payroll and has authority to hire and fire employees has fictitious employees on the payroll and is cashing the related payroll checks?

2.
Why is it desirable to have at least two officials approve pay rate changes?
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