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Summary 

This article explains how to enter payroll that was processed by a third party into QuickBooks. 

(This is also referred to as entering manual payroll.) 

Details 

Overview 

Payroll can be entered into QuickBooks Online (QBO) in several ways. The most common way is 

with a journal entry. If you previously used an outside payroll provider (such as ADP or 

Paychex), you would use the information on the payroll summary report that is furnished by the 

provider to create the journal entry. Once you create your journal entry, you can then set this 

up to be a recurring entry (memorized transaction) and change the numbers each payroll for 

ease of entry.  

Example 1: Using a payroll service that does not import into QBO 

DD Payroll 

Let's say Fred's Remodeling Company has five employees who get paid every Friday by direct 

deposit (DD). Fred uses Paychex and calls in how many hours each employee has worked for the 

week. The paychecks and payroll reports are delivered to Fred on Friday morning. Here is a 

breakdown of one payroll: 

 George Wallboard worked 40 hours @ $20.00 per hour. Gross pay is $800.00 

 Gilda Sinkster worked 35 hours @ $25.00 per hour. Gross pay is $875.00 

 Waldo Paintdude worked 30 hours @ $21.00 per hour. Gross pay is $630.00 

 Melvin Wallway worked 25 hours @ $30.00 per hour. Gross pay is $750.00 

 Hazel Siding worked 40 hours @ $25.00 per hour. Gross pay is $1,000.00 

Journal entry 

This would make the total gross pay for the five employees $4055.00. Here is an example of 

entering this payroll into QBO with a journal entry: 



 

 

Note that in this example, the checking account is credited $4,580.52 and there are no payroll 

liability accounts used. This is because Paychex takes all of the money out of Fred's account and 

pays the taxes on their behalf. Fred is not paying the federal or state taxes directly; Paychex 

does it. You may have also noted that the federal and state employee withholding taxes are not 

in the journal entry. This is because federal and state withholding comes out of the employee's 

gross pay and goes directly to the government. The employer is only a middleman in deducting 

the money and giving it to the government. This is not an expense to the employer, just a pain 

in the neck. 

 

Employer expenses 

To be an employer and pay employees W-2 income there is an expense to the employer. Here 

are some of the employer costs (expenses) to do payroll: 

 

 FICA (AKA Social Security or Federal Insurance Contributions Act): The employee has 4.2% 

of gross wages withheld. The employer rate of 6.2% is an expense to the employer. This tax 

stops for both the employee and employer after the gross wages reach $110,100. 

 Medicare: The employee has 1.45% of gross wages withheld. The employer matches that 

amount. The match of 1.45% is an expense to the employer. There is no maximum limit for 

Medicare. 

 FUTA: This is only an employer expense at 0.6% of the gross wages. This tax stops after the 

gross wages reach $7,000, for a maximum FUTA amount of $42. (In some cases the rate 

would be 6.0% of the employee is not subject to SUI.) 

 State employer taxes: There vary from state to state and are expenses to the employer. 

 

These tax expenses to the employer are commonly referred to as "payroll burden". In the 

example above the cost to the employer is $525.52, which includes the fee from Paychex. The 

$4,580.52 that is taken out of the employer's bank account by Paychex includes the employees' 

state and federal withholding (this is an expense to the employees who can't see in the 

breakdown), plus the employer's payroll burden and the fee for Paychex to have processed the 

payroll. 



 

Note that this is a very basic example, since there is no health insurance, 401k plans, or other 

items that can affect "booking" a payroll. 

 

Manual payroll 

If instead the employees are getting manual paychecks, then you'd want to match the journal 

entry to accommodate the individual checks clearing the bank. The five checks would be entered 

in the Write Checks screen for the net amount and coded to the Payroll Clearing account. The 

Payroll Clearing account is just a holding place until the journal entry is done to zero out the 

account. Now, when the bank reconciliation is done the individual check will show for easier 

reconciliation. Below is a journal entry that would be used if the five employees were getting 

manual checks, not DD: 

 

 

 

Note that the Payroll Clearing account is credited for the total of the net checks. This will zero 

out the account from having entered each check in the Write Checks screen for the net amount. 

 

Journal entry adjustments 

Each payroll service company varies on how the money is deducted from the employer's 

checking account. The best thing to do is adjust the journal entry to match the bank deductions 

for reconciliation purposes. For instance, in the DD example above, we will debit a lump sum the 

first time, and then individual amounts for each DD check. This might mean that there are 

several lines on the journal entry coded to the bank account, but the total amount does not 

change. 

 

Employer pays taxes directly 

If the employer is responsible for paying the payroll taxes directly to the IRS and state agencies, 

this is where a payroll tax liability account comes into play. Instead of Paychex taking the money 



out of the bank account, the taxes payable would be credited to an other current liability account 

and would sit there until the checks to the Fed and State are written. Here is what the journal 

entry would look like in this circumstance: 

 

 

 

Now there is $1,398.98 existing in the liability account waiting to be paid. When the checks to 

pay the taxes are written, they would zero out this liability account for this payroll. 

Example 2: Using the Write Checks screen for an on-the-spot paycheck 

 

Final paycheck 

Let's say you, as the employer, need to give someone a final paycheck. You call up Paychex and 

get the withholding amounts, and give them the check number you used for the paycheck. To 

issue a "pay stub" type check for the employee, the entry screen might look like this:  

 

 

Note that the same account was used for all lines, so the net amount of $1,030.90 is in the 

Payroll Clearing account. We'll do a journal entry to account for this shortly. This is how the 

check will print out: 



 

 

Journal entry 

Now perform a journal entry to clear out the Payroll Clearing account and also account for the 

payroll taxes: 

 

What this journal entry does is expense the gross wages and the employer's portion of the 

payroll taxes. It also clears out the Payroll Clearing account back to zero. And, it takes care of 

the payroll taxes, both the employee's withholding and the employer's portion which was 

deducted by Paychex. Paychex will now pay all of the taxes to the Fed and State. The net check 

of $1,030.90 was paid from the employers account so only the taxes are deducted by Paychex. 

We do the same thing when someone calls in and wants to know how to record a manual check 

for IFSP or Assisted payroll (our full service payroll tax software). 

 

Since Paychex has deducted the money from the checking account for the taxes, there is no 

payroll tax liability to record. 

  



Employer pays taxes directly 

If the employer was going to pay the taxes directly, then a payroll tax liability account would be 

used in place of the checking account entry. Then, when the checks are written to the Fed and 

State for these taxes, the liability would be zeroed out. 

 

(Note that no payroll fee from Paychex was included in this example.) 

 

If you are going to continue to process payroll in this fashion, please use the recurring journal 

entry and set up a reminder. By doing this once you set this up, your work will be much quicker 

each payroll period. 

 


