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Questions # 1:

Under the Trust Fund Recovery Penalty, an employer may be assessed a penalty for willfully:

Options:

O A.

filing an incorrect Form W-2.

O B.

failing to withhold and deposit taxes.

O C.

failing to use EFTPS to make tax payments.
O D.

making tax deposits 5 days after the due date.

Answer

B
Explanation

The Trust Fund Recovery Penalty (TFRP), governed by Internal Revenue Code Section
6672, is a powerful enforcement tool used by the IRS to ensure that " trust fund taxes "
—the federal income tax and the employee ' s share of Social Security and Medicare
taxes—are collected and paid. These taxes are called trust fund taxes because the
employer holds them in trust for the government until they are remitted. The penalty can
be assessed against any " responsible person " (such as a corporate officer or employee
with check-signing authority) who willfully fails to collect, account for, and pay over these
taxes. " Willful " means the person was aware of the outstanding taxes and either
intentionally disregarded the law or was plainly indifferent to its requirements. Unlike
other business debts, this 100% penalty can be assessed personally against individuals
and is generally not dischargeable in bankruptcy.

Questions # 2:

A payroll system RFP includes all of the following elements EXCEPT:
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Options:

O A.

reporting requirements.

O B.

level of system and implementation support.

O C.

number of state and local reporting jurisdictions.
O D.

communication to employees regarding the new system selected.

Answer

D
Explanation

A Request for Proposal (RFP) is a formal document used to solicit bids from potential
vendors when selecting a new payroll system. The RFP ' s primary purpose is to define the
organization ' s functional and technical requirements so that vendors can propose
specific solutions. Key elements include detailed reporting requirements (Option A), the
required level of system and implementation support (Option B), and the complexity of the
organization’s tax profile, such as the number of state and local jurisdictions (Option C).
However, " communication to employees regarding the new system selected " (Option D)
is an internal project management task that occurs after the selection process is
complete. Employee communication is part of the implementation and change
management phase rather than the vendor selection phase. Including internal
communication strategies in the RFP would be irrelevant for evaluating a vendor ' s
software capabilities.

Questions # 3:

An employer that falls victim to a phishing scheme should review which of the
following documents?

Options:

O A.
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Form 1042

O B.

Form 668-D

O C.

IRS Publication 15-B

O D.

IRS Publication 5027

Answer
D
Explanation

Comprehensive and Detailed in Depth Explanation:

IRS Publication 5027 provides guidance on phishing, identity theft , and actions
employers or individuals should take in response to fraudulent schemes.

Other options:

Form 1042: Related to withholding on foreign persons.
Form 668-D: Used to release a levy.

Pub 15-B: Addresses fringe benefits—not cybersecurity.

[] Only Publication 5027 addresses employer phishing response.

[References:, IRS Publication 5027 - Identity Theft Information for Taxpayers, APA Payroll
Source - Data Privacy and Security, ]

Questions # 4:

Proper documentation enhances Payroll Department performance in all the following ways
EXCEPT by:
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Options:

O A.

simplifying training.

O B.

improving uniformity.

O C.

reducing internal conflict.
O D.

providing reference tools.

Answer

C
Explanation

Maintaining thorough documentation, such as procedure manuals and policy guides, is a
core best practice that improves the operational efficiency of a Payroll Department.
Documentation simplifies the training process for new staff by providing a clear roadmap
of tasks (Option A), improves uniformity by ensuring all team members follow the same
standardized workflows (Option B), and serves as an essential reference tool for
troubleshooting and audits (Option D). However, while clear documentation clarifies roles
and expectations, it does not inherently " reduce internal conflict " (Option C). Internal
conflicts are often the result of interpersonal dynamics, management styles, or
organizational stress, which technical documentation alone cannot resolve. Effective
conflict resolution requires active leadership and communication skills rather than
technical manuals. While documentation can reduce confusion about processes, it is not a
direct solution for personal or professional discord within the team.

Questions # 5:

All of the following information is required to be reported on Form 1094-C EXCEPT:

Options:

O A.

Contact person
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O B.

Employer name

O C.

Social Security number
O D.

Total number of Forms 1095-C filed

Answer
C
Explanation
Comprehensive and Detailed In-Depth Explanation:
Form 1094-C is the transmittal form for Form 1095-C (used for ACA reporting). It
requires:
Employer’'s name
EIN
Contact person info

Total Forms 1095-C filed

SSN is not required on 1094-C — it is reported on the 1095-C form instead.

[References:, IRS Instructions for Forms 1094-C and 1095-C, The Payroll Source, Chapter
6: Health Care Reporting, ]

Questions # 6:

During the year, three employees earned the following FICA-eligible wages:

Employee 1: $210,000.00
Employee 2: $30,500.00

Employee 3: $60,000.00
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What is the employer ' s Medicare contribution?

Options:
O A.
$3,756.95
O B.
$4,357.25
O C.
$4,447.25
O D.

$7,061.75

Answer

B
Explanation

Comprehensive and Detailed in Depth Explanation:

00 The employer ' s Medicare contribution is calculated at 1.45% of all Medicare-
eligible wages — there is no wage base limit for Medicare (unlike Social Security,
which caps at $160,200 in 2023 and $168,600 in 2024).

NOTE: The Additional Medicare Tax of 0.9% only applies to employees earning
over $200,000, and only on the portion above that threshold — it is not paid by
employers.

Step-by-Step Calculation:

7?77 Employee 1:

Total wages: $210,000.00

Employer Medicare: $210,000 x 1.45% = $3,045.00

7?7?77 Employee 2:

Wages: $30,500.00
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Employer Medicare: $30,500 x 1.45% = $442.25
7?77 Employee 3:

Wages: $60,000.00

Employer Medicare: $60,000 x 1.45% = $870.00

Total Medicare Contribution by Employer:
$3,045.00 + $442.25 + $870.00 = $4,357.25
[] Therefore, the correct answer is: B - $4,357.25

Incorrect Option Breakdown:

A ($3,756.95): Doesn’t account for all three employees.

C ($4,447.25): Possibly includes 0.9% Additional Medicare Tax — which is not paid
by the employer .

D ($7,061.75): Too high — may include both employer and employee sides.

[References:, IRS Publication 15 (Circular E) - Employer's Tax Guide, APA Payroll Source -
Chapter on Employment Taxes and FICA, , ]

Questions # 7:

An employee has total YTD wages of $250,000.00. On December 21, a final payment for the
year was issued in the amount of $10,000.00. Calculate the total employer FICA liability for the
final wage payment.

Options:
O A.
$765.00
O B.
$290.00

O C.

$235.00
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O D.

$145.00

Answer

D
Explanation

The employer’s FICA liability consists of two parts: Social Security tax (6.2%) and Medicare
tax (1.45%). Social Security tax is only withheld and matched by the employer until the
employee ' s year-to-date (YTD) wages reach the annual wage base limit (e.g., $168,600
for 2024). In this scenario, the employee’s YTD wages are already $250,000.00, which is
well above the limit. Therefore, no Social Security tax applies to the final $10,000
payment. However, there is no wage base limit for Medicare tax. The employer must
match the 1.45% Medicare tax on all wages paid. Calculation: $\$10,000 \times 1.45\% =
\$145.00%. Note that while the employee may owe the 0.9% Additional Medicare Tax
because their wages exceed $200,000, the employer does not match this additional tax.
Thus, the total employer liability is $145.00.

Questions # 8:

Failure to remit Section 457(b) retirement plan contributions withheld from employee
paychecks would affect all portions of the balance sheet EXCEPT:

Options:

O A.

Current assets

O B.

Deferred assets
O C.

Current liabilities
O D.

Long-term liabilities
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Answer

B

Explanation

Comprehensive and Detailed In-Depth Explanation:

Section 457(b) plan contributions:

Are withheld from pay
Should be listed as a current liability until paid

Do not affect deferred assets , which are long-term accounting items

[References:, The Payroll Source, Chapter 4: Accounting for Payroll, IRS 457(b) Plan
Guidelines, ]

Questions # 9:

Performing a gap analysis during a system implementation requires prioritization of the
following categories EXCEPT:

Options:

O A.

future planned vendor enhancements.
O B.

items handled by an outside interface.
O C.

file security permissions.

O D.

delivered functionality.

Answer

C
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Explanation

A gap analysis is performed during the implementation planning phase to identify the
differences between the current payroll processes and the capabilities of the new system.
During this process, project teams must prioritize how " gaps " will be addressed. This
includes evaluating " delivered functionality " (Option D) to see if it meets existing needs,
considering " future planned vendor enhancements " (Option A) that might resolve a
current gap later, and identifying " items handled by an outside interface " (Option B),
such as benefit providers or GL systems. Prioritizing these areas helps determine whether
a process must be changed, or if a system customization is required. However, " file
security permissions " (Option C) are a standard system configuration task rather than a
component of the gap analysis. While security is vital, it does not represent a " gap " in
process vs. functionality that requires strategic prioritization during the analysis phase.

Questions # 10:

Which of the following security measures is LEAST effective when maintaining payroll systems
' confidential records?

Options:

O A.

Storing backups on-site

O B.

Developing regular audit trails

O C.

Using multi-factor authentication
O D.

Updating antivirus software on a regular basis

Answer

A
Explanation

Payroll data security is paramount due to the high volume of Personally Identifiable
Information (PIl) like Social Security numbers and bank account details. While all listed
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options provide some level of security, storing backups on-site (Option A) is the least
effective measure for disaster recovery. If a physical disaster such as a fire or flood occurs
at the primary facility, on-site backups would likely be destroyed along with the main
system. Modern best practices and the Payroll Source recommend off-site or cloud-based
encrypted storage for backups to ensure business continuity. Conversely, audit trails
(Option B) track who accessed or changed data, multi-factor authentication (Option C)
prevents unauthorized access even with compromised passwords, and antivirus software
(Option D) protects against malware, making them highly effective defensive layers in a
payroll environment.

Questions # 11:

Which of the following items represents the results of operations of an entity for a reporting
period?

Options:

O A.

Accounting system
O B.

Bank reconciliation
O C.

Balance sheet

O D.

Income statement

Answer

D
Explanation

The income statement, also referred to as the profit and loss (P & L) statement, is the
primary financial report that summarizes a company ' s revenues and expenses over a
specific period. It directly represents the " results of operations " by showing whether the
entity earned a profit or incurred a loss during that time. This differs from the balance
sheet, which is a " snapshot " of the company ' s financial position (assets, liabilities, and
equity) at a specific point in time. For payroll professionals, the income statement is where
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labor costs—including gross wages, employer-paid taxes, and benefit expenses—are
recorded as operating expenses. Ensuring that payroll journal entries are posted
accurately to the correct expense accounts is vital for management to evaluate the
company ' s profitability and labor efficiency.

Questions # 12:

All state and local government employees are subject to both Social Security and
Medicare withholding under Section:

Options:
O A.
125
O B.
218
O C.
403
O D.

457

Answer

B
Explanation

Section 218 Agreements cover the voluntary inclusion of state and local
government employees in Social Security and Medicare. Not all such employees are
automatically covered unless a 218 Agreement exists.

Questions # 13:

What is the relationship, if any, between FUTA and SUTA?
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Options:

O A.

FUTA supports SUTA funding.

O B.

FUTA is supported by SUTA funding.

O C.

SUTA payments have no effect on FUTA.
O D.

SUTA rates are determined by FUTA liabilities.

Answer

B
Explanation

The federal unemployment tax (FUTA) and state unemployment taxes (SUTA) work in
tandem to fund the nation ' s unemployment insurance program. While FUTA generally
covers the administrative costs of the program at both the federal and state levels, SUTA
funds the actual benefits paid out to unemployed workers. A crucial relationship between
the two is the FUTA tax credit system. Although the standard FUTA tax rate is 6.0%,
employers who pay their state unemployment taxes on time and in full are eligible for a
credit of up to 5.4% against their federal liability. This reduces the effective FUTA rate to
0.6%. In this sense, the federal system is supported by the existence of state-level SUTA
funding. If an employer fails to pay SUTA or if a state has outstanding federal loans (credit
reduction), the FUTA liability increases, demonstrating the interdependency of the two
systems.

Questions # 14:

All of the following benefits result from outsourcing the payroll process to a service provider
EXCEPT:

Options:

O A.

updates for tax laws and tax rates are provided.
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O B.

lower hardware expense for payroll processing.
O C.

new services can be added.

O D.

lower variable costs.

Answer

D
Explanation

Outsourcing payroll to a service provider (PSP) or professional employer organization
(PEO) offers significant administrative and technical advantages for a company. Service
providers maintain sophisticated systems that are automatically updated with current
federal, state, and local tax laws and rates, relieving the employer of the burden of
manual tax research and configuration. Additionally, outsourcing reduces fixed hardware
and software expenses, as the infrastructure is managed by the provider. New services,
such as integrated benefits administration or HR portals, can also be added easily.
However, outsourcing does not typically result in lower variable costs; in fact, variable
costs—which are the fees paid per check or per employee—often increase because they
replace fixed internal costs with per-transaction service fees. Payroll departments must
weigh these increased per-check costs against the saved time and reduced risk of non-
compliance.

Questions # 15:

All of the following credit transactions will not cause an out-of-balance issue for payroll
transactions processed on Tuesday, but posted prior to the Friday check date EXCEPT:
Options:

O A.

cash account

O B.

wages payable
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O C.
state tax withheld
O D.

Medicare taxes payable

Answer

A
Explanation

Comprehensive and Detailed in-Depth Explanation:

Most liability accounts (e.g., taxes payable, wages payable) allow for accrual entries and
will balance once funds are disbursed. Cash accounts , however, require accurate
timing between disbursement and journal posting. Posting payroll before the cash
actually clears can cause reconciliation issues.

[References:, The Payroll Source, Chapter 4: Payroll Accounting Fundamentals, GAAP
Journal Entry Guidelines, ]

Questions # 16:

To maintain confidentiality of employee data, all of the following practices must be
in place EXCEPT:

Options:

O A.

Record retention

O B.

File organization

O C.

Release authorization
O D.

Document destruction
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Answer

A

Explanation

Comprehensive and Detailed in Depth Explanation:

Maintaining confidentiality involves:

Organized file systems (B[] )
Authorization protocols for data release (C[])
Secure destruction of sensitive documents (D [])
Record retention (A) relates to data preservation , not protection or confidentiality.

In fact, retaining records too long without secure storage can increase the risk of
data breaches.

[] Therefore, Answer A is correct

[References:, APA Payroll Source - Recordkeeping and Data Privacy, HIPAA & Data
Security Guidelines, , , , ]

Questions # 17:

Which of the following data elements is NOT required as part of the payroll master file for an
employee?

Options:

O A.

FLSA status

O B.

Service date

O C.

Tax filing status

O D.
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Employment eligibility

Answer

D
Explanation

An employee master file is the central repository for all data needed to process payroll
and maintain tax compliance. It must include the employee ' s FLSA status (Option A) to
determine overtime eligibility, the service or hire date (Option B) for benefits and
seniority, and the tax filing status (Option C) from Form W-4 for correct withholding. While
employment eligibility (Option D) is a mandatory legal requirement for all workers, the
actual verification documentation (Form 1-9) is generally maintained in a separate, secure
file rather than as a primary data element within the payroll master file. This separation is
often recommended to comply with Immigration and Customs Enforcement (ICE) and
USCIS guidelines, which suggest keeping I-9 records distinct from general personnel files
to streamline audits and protect employee privacy. Payroll systems typically focus on the
transactional data needed to calculate gross-to-net pay, leaving legal eligibility
documentation to specialized HR systems.

Questions # 18:

Form I-9 MUST be completed:

Options:

O A.

before employee begins work.

O B.

within three business days of employee ' s date of hire.
O C.

only if the employee is a U.S. citizen.

O D.

only if the employee is not a U.S. citizen.
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Answer

B
Explanation

The Immigration Reform and Control Act (IRCA) mandates that all U.S. employers verify
the identity and employment eligibility of every employee hired after November 6, 1986.
This process is documented using Form 1-9, which consists of two main sections that must
be completed according to strict federal timelines. The employee is required to complete
Section 1 of the form no later than their first day of employment. The employer must then
physically examine the original documents provided by the employee to confirm their
identity and authorization to work, completing Section 2 within three business days of the
hire date. This verification requirement applies universally to all employees, including U.S.
citizens and non-citizens alike, ensuring a legal workforce. Failure to comply with these
record-keeping duties can result in significant civil penalties during audits by Immigration
and Customs Enforcement (ICE).

Questions # 109:

All of the following security measures are related to personnel security EXCEPT:

Options:

O A.

background checks.

O B.

segregation of job duties.
O C.

multi-factor authentication.
O D.

rotation of job assignments.

Answer

C
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Explanation

Personnel security refers to the management and oversight of the people who have
access to sensitive data and systems. Common measures include conducting background
checks during the hiring process (Option A), implementing segregation of job duties to
prevent any one person from controlling a full transaction (Option B), and rotating job
assignments to discourage internal fraud (Option D). However, multi-factor authentication
(MFA) is a technical or system security measure rather than a personnel measure. MFA
requires a user to provide two or more verification factors to gain access to a resource,
protecting against unauthorized access if a password is stolen. While MFA is a critical layer
of defense, it is classified under technical access controls rather than the administrative
management of personnel risks.

Questions # 20:

An employee has total YTD supplemental wages in the amount of $1,000,000.00 and receives
a $55,000.00 net bonus. The employee lives and works in a state that has a 5% supplemental
withholding rate. Calculate the gross amount of the employee’s bonus.

Options:
O A.
$77,848.55
O B.
$97,259.06
O C.
$98,831.99
O D.

$111,223.46

Answer

C
Explanation

When an employer wants an employee to receive a specific " net " amount, they must
perform a gross-up calculation . Because the employee ' s YTD supplemental wages
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have already reached $1,000,000, any additional supplemental wages must be withheld at
the mandatory flat rate (currently 37% for amounts exceeding $1 million). Calculation:

Identify Tax Rates: FIT (37%), Social Security (0% if over wage base), Medicare
(1.45% + 0.9% additional tax = 2.35%), State Tax (5.0%).

Total Tax %: 37% + 2.35% + 5.0% = 44.35%.

Net %: 100% - 44.35% = 55.65% (or 0.5565).

Gross Amount: $55,000 / 0.5565 = $98,831.99 . Using the correct supplemental
tax rate is critical; failure to use the 37% rate once the $1 million threshold is
crossed can result in significant under-withholding penalties for the employer.

Questions # 21:

Under an employee leasing arrangement, the customer of the leasing company is directly
responsible for:

Options:

O A.

supervision.

O B.

compensation.

O C.

hiring.

O D.

employee benefits.

Answer

A
Explanation

Employee leasing, typically managed through a Professional Employer Organization (PEO),
is a " co-employment " model where the PEO and the client company share
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responsibilities. The PEO (the leasing company) generally assumes responsibility for
administrative tasks such as processing compensation, maintaining employee benefits,
and handling the legal paperwork of hiring. However, the customer (the client company)
remains directly responsible for the daily supervision of the employees ' work and the
operational output of the business. This allows the client company to focus on its core
business activities while leveraging the PEO ' s expertise in payroll and compliance. For
tax purposes, the PEO is often treated as the employer of record, but the client company
retains control over how and when the work is performed.

Questions # 22:

Which of the following earnings are NOT included in supplemental wages?

Options:

O A.

Accrued vacation payout

O B.

Concurrent severance pay

O C.

Hours paid at minimum wage
O D.

Hours constituting overtime pay

Answer

C
Explanation

The IRS defines supplemental wages as compensation paid to an employee that is not
regular wages. Regular wages are payments made for a specific payroll period at an
hourly rate or salary. Hours paid at minimum wage (Option C) represent the base regular
earnings for work performed and do not qualify as supplemental. In contrast,
supplemental wages include items such as bonuses, commissions, overtime pay (Option
D), severance pay (Option B), and payouts for accrued vacation or sick leave (Option A).
This distinction is critical for federal income tax withholding because employers have the
option to use a flat supplemental withholding rate (currently 22%) on these amounts if
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they have already withheld income tax from the employee ' s regular wages. Correctly
identifying supplemental pay ensures compliance with IRS Publication 15 and prevents the
under-withholding of taxes on non-regular compensation.

Questions # 23:

All of the following employees may be exempt from the social security tax EXCEPT those
employed by:

Options:

O A.

local governments.

O B.

private employers.

O C.

state governments.

O D.

public school districts.

Answer

B
Explanation

Social Security tax is a mandatory federal tax for almost all workers in the United States,
but specific historical exemptions exist within the public sector. Employees of state
governments, local governments, and public school districts may be exempt if their
employer has not entered into a Section 218 Agreement with the Social Security
Administration. These workers are often covered by separate state or local retirement
systems instead. However, employees of private employers (Option B) are almost
universally subject to Social Security tax withholding and employer matching. The only
rare exceptions in the private sector involve specific religious groups that have received
IRS approval for exemption or certain non-resident aliens on specific student visas.
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Questions # 24:

What is the MAXIMUM amount that can be collected from a previous employee for continuation
of coverage of health insurance under COBRA?

Options:

O A.

95% of the actual cost of premium

O B.

100% of the actual cost of premium

O C.

100% of the amount actually charged to active employees
O D.

102% of the actual cost of premium

Answer

D
Explanation

The Consolidated Omnibus Budget Reconciliation Act (COBRA) provides individuals who
lose their health insurance due to a qualifying event—such as termination or reduction in
hours—the right to continue their group health coverage for a limited period. While
employers are not required to pay for this coverage, they must allow the individual to pay
for it themselves. Under federal law, the maximum premium that an employer can charge
a qualified beneficiary is 102% of the total actual cost of the plan for similarly situated
active employees. This 102% includes both the portion previously paid by the employer
and the portion paid by the employee, plus a 2% administrative fee to cover the employer
' s costs of managing the COBRA benefit. If the individual qualifies for an extension due to
disability, the premium can be increased further after the initial 18 months of coverage.

Questions # 25:

A credit balance in a tax liability account at quarter end means that:
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Options:

O A.

A refund is due from the IRS

O B.

All tax withholding was not remitted
O C.

An estimated tax deposit was made
O D.

The employer is a monthly depositor

Answer

C
Explanation

A credit balance usually indicates that a deposit was made in advance or an
overpayment occurred. It does not mean a refund is due yet, but that funds are sitting in
the liability account until reconciled.

Questions # 26:

Which of the following actions is NOT a guideline for providing effective feedback?

Options:

O A.

Listen actively
O B.

Address timely
O C.

Focus on behavior
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O D.

Discuss with peers

Answer

D
Explanation

Comprehensive and Detailed in-Depth Explanation:

Effective feedback should be timely, behavior-focused, and involve active listening.
Discussing the feedback with peers (D) is not a standard guideline for providing effective
feedback, as it may breach confidentiality and is not directly part of the feedback process.
Therefore, the correct answer is D. Discuss with peers.

[References:, The Payroll Source, Chapter 7: Management and Administration, , ]

Questions # 27:

If an employer pays $320.00 per month for an employee ' s parking on or near the employer '
s premises, what amount, if any, is included in the employee ' s income?

Options:

O A.

$0.00

O B.

$5.00

O C.

$20.00

O D.

$320.00

Answer

C

Page 26 of 29



Explanation

Comprehensive and Detailed In-Depth Explanation:

The IRS allows an exclusion for qualified parking up to $300/month (2024 limit).
Anything above is taxable .

$320.00 — $300.00 = $20.00 taxable income

[References:, IRS Publication 15-B, The Payroll Source, Chapter 3: Taxable and Nontaxable
Compensation, ]

Questions # 28:

All of the following data should be included in the master file of an exempt employee EXCEPT:

Options:

O A.

Hire date

O B.

Payment date
O C.

Work schedule
O D.

Total compensation

Answer

B

Explanation

Comprehensive and Detailed In-Depth Explanation:

The employee master file contains static, identifying, and payroll-related data, such as:
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Hire date

Total compensation

Work schedule (to determine salaried classifications or FLSA status)
Payment date is a transactional record , not a fixed data element stored in the master
file.

[References:, The Payroll Source, Chapter 5: Payroll Records and File Structures, ]
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