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Answers to questions from the How to Avoid 10 Payroll Mistakes That Cost Businesses 
Money online seminar 

 
 
How can a payroll system help with my tax responsibilities? 
 
Business owners may often find it difficult to maneuver through the rules and regulations that determine 
how much should be paid in payroll taxes and to whom. 
 
Payroll systems can help with the following: 
 

Federal Tax Liability 
Examples of federal taxes include:  

 Federal income tax 

 Employee social security 

 Medicare 

Payroll systems can help ensure that deposits are made when due, on a quarterly, monthly, 
semiweekly, or next day basis depending on the amount of tax liability. They may also help 
employers mandated for EFTPS (Electronic Federal Tax Payment System) make their payments 
electronically, and file Form 941, Employer's Quarterly Federal Tax Return, quarterly to reconcile 
taxes calculated versus taxes paid. Smaller employers may have the option of filing one annual Form 
944 in lieu of four quarterly Forms 941. 

Federal Unemployment Taxes (FUTA) 

The Federal Unemployment Tax Act (FUTA) established the employer tax that finances the federal 
unemployment program. Payroll systems can help each covered employer file the mandatory Form 
940, Employer’s Annual Federal Unemployment (FUTA) Tax Return, annually to report taxable wages 
paid during the year and reconcile quarterly FUTA tax deposits. 

State and Local Income Taxes 

The variety of state and local taxes precludes a detailed description here. In general, every employer 
who pays employee wages is required to withhold income taxes from each payment of taxable 
wages, if required by the state or local taxing agencies. Not all states have withholding and many 
states do not have local taxing jurisdictions that affect payroll. Payroll systems may help you file and 
remit certain state and local income taxes. View your state’s tax rate. 

State Unemployment Insurance (SUI) 

Certain payroll systems can help you handle your SUI responsibilities. All states require employers to 
pay a state unemployment insurance tax. Although SUI is basically an employer tax, a few states 
have an employee tax as well. SUI is closely tied to the federal unemployment insurance program 
FUTA, which is collected from employers; however, compensation benefits are paid from the state 
fund. If the state fund is depleted, the state may borrow from the federal government. View SUI tax 
rates. 

Disability 

http://www.paychex.com/resources/employers/statetax/
http://www.paychex.com/resources/employers/suitaxrates.aspx
http://www.paychex.com/resources/employers/suitaxrates.aspx
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The primary purpose of disability taxes is to provide benefit payments to employees absent from their 
jobs because of illness, accident, or disease not related to their employment. Disability taxes provide 
the fund from which this type of insurance is paid. Plans vary by state, with employers paying the full 
amount in some states, and employers and workers sharing the cost in others. 

Food and Beverage Establishments 

Federal and state laws define the responsibilities of the employer and employee and the taxability of 
different forms of compensation, including tips and gratuities, banquet tips, service charges, meals, 
and lodging. The employer is required to withhold FICA, federal, state, and local taxes, and pay FICA, 
federal, and state unemployment insurance on any compensation deemed taxable. Payroll systems 
can assist you with these taxes. 

 
Should I use a payroll service or do payroll in-house? 
 
Small-business owners have three basic options for processing payroll: the “do-it-yourself” method, 
bookkeeping software, and outsourcing to a professional payroll provider. What makes outsourcing the 
better choice? 

 

Over 85 percent of CPAs recommend that small businesses use professional payroll providers. In 
addition to removing the payroll burden from business owners and employees, professional payroll 
providers can provide both obvious and hidden advantages. On the downside, some business owners 
may perceive that payroll providers are costly and intrusive, but a closer look could dispel those concerns.  

 

Small-business owners who outsource their payroll immediately gain time that they can apply to their long 
list of daily tasks. They use it to give more attention to key clients or customers, to get started on new 
projects, to reenergize their competitive efforts, or to simply reclaim some time for relaxation.  

 

Using software to process payroll does not eliminate some of the other problems associated with manual 
calculation. Still present are concerns about the time needed to gather the required information and 
ensure error-free data entry, the safety and security of payroll data on the company’s computers or 
network, and using a system that can adjust as the company’s needs change. 



12/19/12 
 

 
Outsourcing delivers the talents of professionals who are expert in the nuances of payroll, payroll taxes, 
and reporting and remitting to the appropriate government agencies.  

 

Professional payroll providers make the process easy. Employers only need to communicate to their 
customer service representative once each pay period. With employee pay levels and deductions set up 
in the system, calculations are handled automatically and all current rules and regulations are applied.  

 

Harried business owners or managers who calculate their own payroll can spend considerable time 
searching for keying errors. With a professional provider, trained customer service representatives handle 
the process, and records are available for review online or on paper.  

 

For business owners who prefer software, online solutions may offer hidden advantages they are not 
aware of. These offer many of the same features as software but offset some of the disadvantages. For 
example, online payroll typically requires no software to install, and upgrades apply to all users at the 
same time.  

 

There is also a convenience factor in allowing key individuals such as accounting professionals and tax-
preparers access the company’s online payroll account for their work. It reduces or eliminates locating, 
faxing, or mailing documentation. It also saves time and allows third-party advisors to access or import 
information so it can be managed faster and more accurately.  

 

Online payroll solutions provide a safe haven for company payroll data through multiple, backup server 
locations. As long as each user safeguards their password, the data will be locally secure as well.  

 

Data security from a national, publicly traded payroll company provides the kind of scheduled, redundant 
backup that is beyond the capabilities or initiative of many businesses. The large-scale security budgets 
of professional payroll outsourcers enable them to invest in state-of-the-art solutions for storing and 
protecting sensitive data. Their reputations are on the line, and their clients enjoy the resulting benefit that 
brings peace of mind.  

 

Any decision on a business process should include at least an informal time and cost analysis. At 
minimum, a cost comparison to outsourcing should include the time it takes business owners or 
managers to calculate payroll each pay period, the time needed to prepare and remit payroll taxes to 
government agencies, and the time required to generate reports for in-house and accountant use. An 
extended examination should include the time and expense involved with associated tasks. For example, 
what does check stock cost? How much time does it require to print, sign, and distribute checks or pay 
stubs? How much time is spent researching answers to employee questions about pay when payroll 
reports have not been run? How much would the business suffer if a fine were imposed for a delinquent 
payroll tax payment?  
 
Business owners may be surprised at just how affordable a full-service provider can be, especially when 
evaluated on a per-payroll-period or monthly basis. For example, the cost may be comparable to the 
monthly expenditure for a mobile phone. 
 
 
How do I handle payroll for an owner-only business? 
 
For a detailed answer that’s relevant to your unique business situation, please contact your local Paychex 
representative at 800-322-7292 or have them call you. 
 

https://www.paychex.com/secure/payroll-taxes/payroll-services/payroll-quote.aspx
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Where can I learn more about how federal and state regulations affect my business? 
 
Paychex BuildMyBiz® includes over 125 articles on compliance related topics such as employment law, 
FMLA, child labor laws, COBRA administration, state unemployment insurance (SUI), health care reform, 
and much more. Additional information can be found on government sites, such as the U.S. Department 
of Labor and the U.S. Small Business Administration. 
 
 
How can I find funding for my business? 
 
Paychex BuildMyBiz® includes a blueprint on 10 questions to ask before seeking business funding, with 
information on government and non-government loans, venture capital, lending risk, and more. Additional 
information on business loans may be found on the U.S. Small Business Administration website. 
 
 
What is the difference between accounting software and a payroll system? 
 

For computer-savvy managers who like to enter data and watch the numbers flow, bookkeeping software 
is an option to consider. This tool streamlines and partly automates their payroll each pay period. In 
addition, it can help integrate payroll with the rest of the company’s financials, and program aids typically 
help novice users navigate their way through the process of setting up employees in the system, entering 
their wage levels and hours, and accurately calculating the required payrolls. Most programs contain 
forms for reporting employment taxes to federal and state government agencies.  

 

This do-it-yourself method must also be used with some caution and an understanding of its limitations. 
Like the in-house method, relying on software doesn’t guarantee that the latest government rules and 
regulations are in place when needed. The onus for compliance remains with the business owner, not the 
software producer. Outdated tax rates aren’t the only potential problem. There’s a familiar refrain among 
computer programmers— “Garbage in, garbage out”—which simply means that incorrect input by 
computer operators inevitably yields an incorrect result.  
 
Using software to process payroll does not eliminate some of the other problems associated with manual 
calculation. Still present are concerns about the time needed to gather the required information and 
ensure error-free data entry, the safety and security of payroll data on the company’s computers or 
network, and using a system that can adjust as the company’s needs change. 
 
 
How do I set up payroll processing for the first time? 
 
For a detailed answer that’s relevant to your unique business situation, please contact your local Paychex 
representative at 800-322-7292 or have them call you. 
 
Where can I learn how much I should be paying my employees? 
 
The Checks and Balances of Paychecks, an article from Paychex BuildMyBiz®, includes information on 
wages, overtime, and other payroll basics. There are also companies, such as Salary.com, that allow you 
to benchmark wages for a variety of positions in your local area. 
 
 
Does overtime need to be paid to health care employees, such as home care providers? 
 
For a detailed answer that’s relevant to your unique business situation, please contact your local Paychex 
representative at 800-322-7292 or have them call you. 
 

http://buildmybiz.com/material_category/compliance/
http://www.dol.gov/
http://www.dol.gov/
http://www.sba.gov/
http://buildmybiz.com/blueprint/find-funding/
http://www.sba.gov/
https://www.paychex.com/secure/payroll-taxes/payroll-services/payroll-quote.aspx
http://buildmybiz.com/material/paycheck-checks-and-balances/
http://www.salary.com/
https://www.paychex.com/secure/payroll-taxes/payroll-services/payroll-quote.aspx
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What is the Trust Fund Recovery Penalty (TFRP)? 
 
According to the IRS, TFRP refer to an employer holding an employee’s money in trust until you make a 
federal tax deposit in that amount. The penalty may come into play if these unpaid trust fund taxes cannot 
be immediately collected by the IRS. For more information, visit the IRS website. 
 
 
Is there a requirement for overtime vs. comp time? 
 
Employees covered by the Fair Labor Standards Act (FLSA) must receive overtime pay for hours worked 
in excess of 40 in a workweek of at least one and one-half times their regular rates of pay. The use of 
comp time instead of overtime is limited by Section 7(o) of the FLSA to a public agency that is a state, a 
political subdivision of a state, or an interstate governmental agency. Generally, private employers are not 
eligible to use comp time in place of overtime. 
 
 
What are Form 1099s? 
 
1099 Forms are used to report non employee compensation. There are 17 different 1099s. All wage 
payments to employees must be reported on Form W-2. 
 
 
What are the penalties for a 1099 employee not paying quarterly taxes? 
 
For a detailed answer that’s relevant to your unique business situation, please contact your local Paychex 
representative at 800-322-7292 or have them call you. 
 
 
Do I need to pay workers’ comp insurance or any other payroll related taxes if I file only 1099 
forms? 
 
If these individuals are treated as employees, you may need to obtain workers’ compensation insurance 
as required by your state. Paychex would suggest consulting with your CPA or attorney to determine the 
employment status of these individuals. 
 
 
What are some ways to stay on top of regulatory changes? What compliance agencies should I be 
concerned with if doing payroll in Massachusetts? 
 
The two most prominent agencies to be concerned with if an employer is doing business in 
Massachusetts are the Department of Revenue for Withholding Taxes and the Division of Unemployment 
Assistance for Unemployment Insurance Taxes. The best resources for Massachusetts related changes 
and information are the agency websites. Both agencies can be accessed using the following links… 
 
Department of Revenue- http://www.mass.gov/dor/  
Division of Unemployment Insurance- http://www.mass.gov/lwd/   
 
 
I've never hired anyone before. What do I need to do? 
 
Employees do need to be reported as new hires but the requirements can vary from State to State. 
Reference the link below and select your appropriate State to see your specific requirements. 
http://www.acf.hhs.gov/programs/css/resource/state-new-hire-reporting-websites.  
 
 

http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed/Employment-Taxes-and-the-Trust-Fund-Recovery-Penalty-(TFRP)
https://www.paychex.com/secure/payroll-taxes/payroll-services/payroll-quote.aspx
http://www.mass.gov/dor/
http://www.mass.gov/lwd/
http://www.acf.hhs.gov/programs/css/resource/state-new-hire-reporting-websites
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Indiana is a fire at will state. However, what other agency regulations need to be considered in 
regards to risk management when firing? 
 
Several federal and state laws may restrict an employer's ability to fire an at-will employee. Certain laws 
make it illegal for employers to discriminate against certain individuals. Other laws that make it illegal for 
an employer to retaliate against employees who exercise rights who take steps to ensure laws are 
enforced. In Indiana there may also be limits based on public policy or implied contract. Employers may 
wish to contact an employment attorney before terminating employees. 
 
 
What is the difference between workers’ compensation and disability insurance? 
 
Workers’ compensation insurance is purchased by the employer and provides coverage for an employee 
who suffered an injury or illness resulting from job-related duties. Coverage includes medical and 
rehabilitation costs and lost wages for employees injured on the job. Each state mandates that employers 
maintain this insurance as required. It should be noted that each state has its own laws pertaining to 
workers’ compensation insurance, and there may be variances from state to state. 
 
Disability insurance provides a cash benefit to individuals when they are disabled by an off the job injury 
or illness. Employers may purchase group policies to provide this protection to their employees. Only five 
states mandate that employers purchase this type of insurance: California, Hawaii, New Jersey, New York 
and Rhode Island. Individuals may purchase policies on their own to provide coverage for themselves or 
to supplement any coverage offered by their employers. 
 
 
What payroll regulations do I need to comply with? 
 
Business must comply with federal, state and in some cases local wage and hour laws. Information 
regarding the Fair Labor Standards Act can be found at the federal Department of Labor website 
(www.dol.gov). 
 
 
How would you define workers’ compensation classification codes? 
 
Classification codes are assigned to job duties based on how “risky” a particular job is. For example, a 
truck driver will have a higher classification code than a librarian. These classifications are one of the 
factors used to calculate premium. 
 
 
Where can I find tips for hiring my first employee, and are there special rules for seasonal 
employees? 
 
The Small Business Administration web site offers tips for new businesses including a page titled "Hire 
Your First Employee" (http://www.sba.gov/content/10-steps-hiring-your-first-employee). The Fair Labor 
Standards Act (FLSA) does not define full-time employment, part-time employment or seasonal 
employment. This is a matter generally to be determined by the employer. Whether an employee is 
considered seasonal does not change the application of the FLSA, but may affect the application of other 
laws. 
 
 
Are part-time employees who are paid hourly wages entitled to any benefits? 
 
For a detailed answer that’s relevant to your unique business situation, please contact your local Paychex 
representative at 800-322-7292 or have them call you. 
 
 

http://www.dol.gov/
https://www.paychex.com/secure/payroll-taxes/payroll-services/payroll-quote.aspx
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What is certified payroll and how is it different from regular payroll? 
 
The United States Department of Labor, "Davis-Bacon and Related Acts" is a good source for this 
information: http://www.dol.gov/whd/govcontracts/dbra.htm.  
 
 
Are there specific tax and labor laws for businesses that offer staffing services? 
 
Many states have specific laws and regulations for staffing services, employee leasing companies and 
professional employer organizations (PEOs).” Although there are trade associations, such as NAPEO 
(National Association of Professional Employer Organizations) and (FAPEO) Florida Association of 
Professional Employer Organizations, which offer its members Federal and State government affairs, 
regulations and reference materials in relation to PEOs, it is recommended that all business owners 
engage a CPA and tax attorney to ensure they appropriately comply with all agency guidelines. 
 
 
How can I start an HSA for employee? 
 
An HSA is a tax-sheltered savings account that is usually set up as individual account, maintained by the 
employee (similar to an IRA for retirement). Employers may work with an outside service provider or 
financial institution to provide these plans to their employees. Information regarding HSAs may be found 
in IRS Publication 969 on t he IRS website at: http://www.irs.gov/pub/irs-pdf/p969.pdf.  
You should contact your tax or legal advisor regarding offering these plans. 
 
 
What is the best template or check off form I can create to make sure I have everything needed for 
California and federal payroll compliance? 
 
An employer may develop a form/template/checklist that lists all applicable federal state and local laws, 
wage and hour, and payroll tax laws that are relevant to ensure that they are complying. Please refer to 
the CA employment Development Department Website at: http://www.edd.ca.gov/Payroll_Taxes/. 
 
 
How does a new business owner know if they are in compliance with labor laws; is there a 
resource to go to find out what these laws are? Also, can someone ever be a 1099 "employee?” 
 
Small Business may wish to visit the Small Business Administration website to get information on federal 
employment laws. Paychex also has an Employment Law Summaries section of the BuildMyBiz website 
(http://buildmybiz.com/material/employment-law-summaries/). There may be state laws as well. Generally 
businesses hire an employee to handle HR and employment law compliance or outsource this function to 
a third party. 
 
 
Where can I find information about what taxes I owe? 
 
For information on federal taxes, please visit the small business section of the IRS website at 
http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed. For information on state business 
taxes, please visit your state’s official website. 
 
 
Where can I find general information on starting a business? 
 
Paychex BuildMyBiz® at http://buildmybiz.com includes hundreds of searchable articles, news, and blog 
posts regarding the information you need to start, grow, and manage a small business. 
 
 

http://www.dol.gov/whd/govcontracts/dbra.htm
http://www.irs.gov/pub/irs-pdf/p969.pdf
http://www.edd.ca.gov/Payroll_Taxes/
http://buildmybiz.com/material/employment-law-summaries/
http://www.irs.gov/Businesses/Small-Businesses-&-Self-Employed
http://buildmybiz.com/
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Is there an easy way to handle garnishments? 
 
When one of your employees is ordered by a court or IRS levy to have their wages garnished, those 
payments must be handled as part of your payroll process. 
 
Complicating matters, the regulations surrounding garnishment payments vary by state. For example, the 
federal government allows a maximum of 25 percent of an employee’s wages to be garnished, while 
some states enforce lower amounts, and others limit what debts can be considered for garnishment. 
 
To ensure that you’re processing garnishments within the law, you may want to work with a payroll 
provider that handles these cases as a matter of course. 
 
 
What is a Professional Employer Organization (PEO)? 
 
Outsourcing your human resources to a Professional Employer Organization (PEO) is a popular way for 
small and mid-sized businesses to manage the risks associated with human resources, benefits, and 
safety regulations. 
 
Thousands of businesses across the country have begun a strong trend toward the PEO due to its single-
source convenience and expertise in assisting with certain HR related items, employee benefits, payroll, 
and workers’ compensation.  
 
A PEO provides the services and support needed to: 
 

 access broad benefit options; 

 take care of benefits administration and compliance; 

 establish support systems without having to invest in technology; 

 assist with the employee lifecycle, from hiring and onboarding, to training, employee retention, 
and separation procedures. 

 
You’re still the boss in charge of the day-to-day operations of your business. Your employees report to 
you as normal. Essentially, with a PEO you get to focus on running your business instead of dealing with 
all the hassles regarding certain human resource related functions. 
 
 
Is fuel purchased for a company car considered a fringe benefit? If the company car is under my 
name, can I reimburse myself for the payments? 
 
For a detailed answer that’s relevant to your unique business situation, please contact your local Paychex 
representative at 800-322-7292 or have them call you. 
 
 
What are common payroll mistakes I should avoid? 

Paychex offers an in-depth white paper on Mastering Payroll Compliance: The Top 10 Mistakes that Cost 
Employers Money, located at http://www.paychex.com/payroll-taxes/resources.aspx. 

 
 
What are the pros and cons of incorporating as various business types?  

Paychex BuildMyBiz® offers a blueprint at http://buildmybiz.com/blueprint/incorporate/ on how to 
incorporate, including information from the U.S. Small Business Administration on sole proprietorships, 
partnerships, corporations (C corps), S corps, limited liability companies (LLC) and limited liability 
partnerships (LLP).  

https://www.paychex.com/secure/payroll-taxes/payroll-services/payroll-quote.aspx
http://www.paychex.com/payroll-taxes/resources.aspx
http://buildmybiz.com/blueprint/incorporate/
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What is the difference between Paychex and other payroll providers? 

Paychex is a Fortune 1000 company with over 40 years of experience processing payroll for America’s 
small business, monitoring federal and state payroll tax laws, and giving them the freedom to succeed in 
their chosen endeavors. 

Local Specialists Committed to Your Success 

We pride ourselves on the one-to-one relationships we build with clients through our over 120 local 

offices across the country. Your payroll specialist gets to know you and your business in order to 

provide a comprehensive service experience. And our team is trained to give you the payroll, HR, and 

benefits answers you need to run your business.  

Listed by Ethisphere® Institute among the World's Most Ethical Companies 

Paychex protects the confidentiality of client and employee information with a high level of security. 

This commitment to our clients allows us to issue over 10,000,000 paychecks every month, adding up 

to over a half trillion dollars a year. If you compared Paychex to U.S. banks, it would be the country’s 

10
th
 largest institution. 

 
To learn what separates Paychex from specific U.S. payroll providers, please contact a Paychex 
representative at 800-322-7292, or get a free payroll quote. 

 

The information in these materials should not be considered legal, accounting, or investment advice, 
and it should not substitute for legal, accounting, investment, and other professional advice where the 
facts and circumstances warrant. It is provided for informational purposes only. 
If you require legal, accounting, or investment advice, or need other professional assistance, you should 
always consult your attorney, accountant, or other professional advisor to discuss your particular facts, 
circumstances, business, personal finance, and investment needs. 
 
 
 
 
 

https://www.paychex.com/secure/payroll-taxes/sales.aspx

