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B #57
What steps should be followed to reconcile the payroll cash account?

A. Add interest and cleared checks, and subtract charges and deposits.
B. Add charges and cleared checks, and subtract interest and deposits.
C. Add charges and deposits, and subtract interest and cleared checks.
D. Add deposits and interest, and subtract charges and cleared checks.

Ef#: D
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Reconciling the payroll cash account is an essential internal control that ensures the company ' s ledger matches the bank ' s records.
The correct mathematical formula starts with the beginning bank balance, to which the employer must add all deposits and any
interest earned during the period (Option C). From this subtotal, the employer subtracts all bank charges and the total of all cleared
checks and electronic disbursements. The resulting " adjusted bank balance " should then be compared to the general ledger ' s
ending cash balance. Any remaining difference typically consists of " outstanding checks " (checks issued but not yet cleared). This
process identifies bank errors, unauthorized transactions, or internal clerical mistakes.

Frequent cash account reconciliation protects the organization from fraud and ensures that financial statements accurately reflect the
amount of cash available to meet future payroll and tax obligations.

HM #58
An employee terminated in December and repaid an overpayment in February of the following year.

The entries to FICA and FITW liability accounts are:

A. Debit FITW; no entry to FICA
B. Debit FITW; debit FICA

C. Credit FICA; no entry to FITW
D. Credit FITW; credit FICA

EfE: C

A -

‘When anoverpayment is repaid in a different tax year, IRS rules restrict how it can be corrected:

* Federal Income Tax Withholding (FITW):Employerscannotadjust FITW from the prior year. Since it was already reported and
deposited to the IRS, no refind or correction is allowed in the next year. So, no entry to FITWis made.

* FICA Taxes (Social Security & Medicare):Enployerscanrecover both the employee and employer portions of FICA in the
current year, if the overpayment is repaid. Therefore, the employer cancredit the FICA labilityfor the amount recovered.

B #59
Which of'the following is a reasonable approach when discussing an employee's poor performance?

A. Assign additional responsibilities

B. Raise the issues during the next departmental meeting
C. Provide exanmples of the performance issues

D. Delegate the discussion to one of the employee's peers

EfE: C

E Y #60
An exanmple of a statutory nonemployee is a:

A. qualified real estate agent.
B. full-time life insurance agent.
C. health care specialist.

D. public service worker.

IEf#E: A

AR :

The IRS classifies certain categories of workers as " statutory nonemployees " who are treated as self employed for all federal tax
purposes-including Social Security, Medicare, FUTA, and Federal Income Tax-if they meet specific criteria. The two primary
categories of statutory nonenployees are qualified real estate agents and direct sellers. To qualify, substantially all of their
compensation must be directly related to sales or other output rather than the number of hours worked, and they must perform
services under a written contract stating they will not be treated as employees for federal tax purposes. This differs from " statutory
employees, " such as full-time life insurance agents (Option C), who are treated as employees for Social Security and Medicare
purposes but as independent contractors for most other federal tax rules.

Understanding these classifications is vital for correct tax withholding and reporting on Form 1099-NEC versus Form W-2.



ER #61
‘Which of'the following would qualify as a nontaxable fringe benefit?

A. A payroll manager being sent to a payroll tax seminar

B. Twenty-five dollar cash redeemable gift certificates given to employees

C. Anenployee ' s non-working spouse traveling with the employee on company business
D. An employee winning $1,000.00 for a safety suggestion

EfE: A

TR

A nontaxable fringe benefit is an item provided by an employer that is excluded from an employee ' s gross income under the Internal
Revenue Code. A payroll tax seminar (Option A) is considered a working condition fringe benefit because the training is directly
related to the employee's job and helps them maintain the skills necessary for their role. If the employee had paid for it thenselves, it
would have been a deductible business expense. In contrast, cash-equivalent gift certificates (Option B) are always taxable
regardless of the amount. Safety awards (Option C) are taxable if they exceed certain limits or are not part of a qualified plan.
Spouse travel (Option D) is generally taxable unless there is a bona fide business purpose for the spouse ' s presence, which is rarely
the case for a non-working spouse.
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