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DESCRIPTION
There are situations where third party organizations including health insurance companies
cover the wages of employees for the duration of their sick leave and the payments are
required by law to be entered or accounted for in your system to update your Employee’s
Federal, State, and Local withholding records. This document guides you how to record
these transactions in the AccountMate Payroll module.
SOLUTION
For illustration purposes, assume the following scenario:
Employee EBB1, a salaried employee of National Office Supply, Inc., files a two-month
disability/sick leave from July 1 through August 31, 2021. Employee EBB1 normally receives
his salary ($5,000.00 per month) twice a month, specifically on the 10th and 22nd day of
the month. Being insured with CA Insurance Company, Employee EBB1 will receive from the
former an amount equivalent to his two-month compensation ($10,000.00). Since the CA
Insurance Company is not Employee EBB1’s direct employer, the former is not responsible
for withholding the latter’s Federal, State, and Local tax dues. It is National Office Supply,
Inc.’s responsibility to record the appropriate tax amounts due for tax reporting purposes.
Assume further that employee EBB1 reports back to work on September 1, 2021.
Perform the following procedures to record the above transaction:
1. To avoid a situation where the employee tax liability is greater than the earnings, split
the payroll application into four separate pay periods:
• September 10
• September 22
• October 10
• October 22

2. Apply payroll for employee EBB1 for the pay period ending September 10, 2021.
a. Access the Apply Payroll/Payment function and select the Manual Apply method.
Since Employee EBB1 is earning $5,000 each month, his gross earnings will be
$2,500 for the pay period. AccountMate will initially calculate the withholding taxes
and deductions based on this amount.

Figure 1-1. Apply Payroll Payment – Regular Pay
Note: Screenshots used in this document are from AccountMate 12.1 for SQL/Express.
Your screen may vary if you are using a different AccountMate version.
b. Apply an additional compensation equivalent to one pay period ($2,500.00), which is
the amount received by Employee EBB1 from his insurance company. This is to
update the withholding taxes for the periods for which Employee EBB1 took his
disability/sick leave. In the Amount field, enter 2,500 for “OTHERTAX” (Other
Taxable) earning code. If you want a specific earning code for this type of
transaction, create an earning code record and add it to the employee record; then,
enter the $2,500 for that earning code when you apply payroll. AccountMate will add
$2,500 to the total earnings for the pay period; thus, the Total Wages will be
$5,000.

Figure 1-2. Apply Payroll Payment – Other Taxable
c. The deductions and withholding taxes calculation are based on Total Wages. This will
account for the deductions and withholding taxes due from Employee EBB1 for one
period that he had been on leave from work.
To offset the amount that the insurance company paid to the employee, and to
exclude it from the amount that will be printed on the payroll check, treat $2,500 as
a prepayment and enter 2,500 in the Prepaid field (see Figure 1-3).
Note: The prepaid amount will be deducted from the Net Amount. The total check
amount that employee EBB1 will receive for September 10 is the total wages for the
pay period less the pre-payment from CA Insurance Company, less the deductions
and taxes for two pay periods. Instead of receiving $1,558.54 (see Figure 1-1),
Employee EBB1 will receive a net check amount of $278.55 (see Figure 1-3).
3. Print a check for the applied payroll transaction.
4. Repeat the procedures outlined in steps 2 and 3 for each payroll cut-off date, specifically
September 22, October 10, and October 22.

Figure 1-3. Apply Payroll Payment – Prepaid Amount

Effects on Tax Calculation
The procedures described above may result in an overstatement of the employee
withholding taxes. Since AccountMate performs the calculations based upon the $5,000
salary for a single pay period, the base amount is higher, which in turn results in a higher
tax amount. The following options are applicable in this situation:
•

You may leave the calculation as is because the Federal and State Tax Agencies will
consider the employee withholding tax overstatement as overpayment and will refund
the employee at the end of the year; OR

•

Correct the discrepancy by manually amending the withholding taxes in the Apply
Payroll/Payment function ► Tax Withholdings tab. To do this, manually calculate
the taxes based upon the $2,500 total earnings; then, multiply the amounts by 2 and
change the previously calculated amounts.

Effects on Accounting Entries
During payroll application for employee EBB1, AccountMate will generate the following
journal entries pertaining to the prepayment:
Wages Exp. – Administrative Staff*
Accrued Payroll

2,500.00 (DR)
2,500.00 (CR)

* Wage/Service Expense GL Account ID assigned to the “OTHERTAX” earning code.
Refer to Figure 1-4 for the complete set of accounting entries.

Figure 1-4. GL Entries (Apply Payroll/Payment)

When the payroll check is printed, AccountMate will generate the following journal entries
pertaining to the prepayment:
Accrued Payroll
Misc. Prepaid Expenses*

2,500.00 (DR)
2,500.00 (CR)

* GL Account ID assigned in the PR Module Setup ► GL Accounts tab ► Prepaid
Payroll field
Refer to Figure 1-5 for the complete set of accounting entries.
Since the transaction is actually not a prepayment (i.e., the company did not pay the
employee in advance; rather, a third party pays the employee), the Miscellaneous Prepaid
Expenses GL Account ID is now understated by $2,500 and the Wages Exp. – Administrative
Staff GL Account ID is overstated by the same amount due to the additional wages. In this
case, we suggest that you record in the General Ledger module the following adjusting
entries to correct the account balances.
Misc. Prepaid Expenses
Wages Exp - Administrative Staff

2,500.00 (DR)
2,500.00 (CR)

Figure 1-5. GL Entries (Print Check)

The law requires that you record third party payroll payments received by your employees
for tax reporting purposes. Knowing how to record this transaction in AccountMate helps
ensure accuracy of the employee withholding tax and helps you meet the tax reporting
requirements.
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