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Account Analysis for Accrued Payroll Taxes Account Exhibit 12–3

accrued payroll liabilities using substantive analytical procedures. For example, the auditor can 
compare the prior year’s balance in each accrual with the current year’s balance after considering 
changing conditions.

For accrued payroll liability accounts for which the control risk is high or whose amounts are 
material, the auditor can obtain a detailed account analysis schedule. For example, Exhibit 12–3 
shows an account analysis schedule for EarthWear’s accrued payroll taxes. The credits to the account 
represent the recognition of payroll tax expense at the end of each pay period. These amounts can be 
traced to the various payroll tax returns or other documentation filed by the entity and should agree 
with the amount of payroll tax expense included in the income statement. The debits to the account 
represent payments made to the relevant tax collection body, for example the municipal treasurer. 
These payments can be verified by tracing the amounts to the cash disbursements journal.

F = Footed.

ϕ = Traced to prior years’ working papers.

L = Agreed to general ledger.

� = Traced three weeks’ (14/2, 25/4 and 5/9) payroll expense accruals to weekly payroll records.

£ = Traced three payments of payroll taxes to the cash disbursements journal.

λ = Recomputed amount of unpaid payroll taxes for two weeks at the end of December 2013.

EARTHWEAR CLOTHIERS
Analysis of Accrued Payroll Taxes

31/12/13

N25
DLJ

4/2/14

Beginning balance €9,450ϕ

Disbursements for payment of 
payroll taxes €253,275£

Weekly accruals for payroll 
tax expense 253,540�

Ending balance €9,715λL
F

An interesting aspect of this type of accrual account is that it periodically ‘clears out’ the accrued 
amount. For example, if the entity has to make payments for payroll taxes to the government on the 
fifteenth of each month, the accrued payroll taxes account will have a zero balance after the payment. 
Thus, at the end of any month, the accrued payroll taxes account should contain only an accrual for 
payroll taxes since the last payment (approximately two weeks). In many organizations, these costs are 
broken down into the various types of payroll taxes.

Cut-off 
The auditor also wants to determine whether all payroll-related liabilities are recorded in the proper 
period. An examination of supporting documentation for the accruals provides evidence on the proper 
period for recording the expense or liability. For example, an examination of the entity’s life insurance 
premium invoices should allow the auditor to determine if a proper accrual for life insurance costs has 
been made in the current period.

Existence and Valuation 
The existence and valuation assertions can generally be tested at the same time. The auditor’s concerns 
are whether the recorded liabilities are valid obligations of the entity and whether they are included in 
the financial statements at the appropriate amount. To verify the existence and valuation of an accrued 
payroll liability, the auditor can generally vouch the amounts included on the account analysis working 
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