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Congrats on making the decision to learn how to do payroll! Even if you
decide to use software to help, you’ll need to know the ins and outs of
processing payroll and the laws you need to follow to avoid costly penalties
and litigation.
Regardless of whether you’ve been an employer for a while or you’re
planning to make your rst hire in the near future, this eBook will help you
pay your employees the right way.
As a former accounting and nance professional who’s worked side-by-side
with HR leaders for over a decade, I understand the many decisions you have
to make to set up a solid payroll system. This eBook will ensure you’re able to
make informed decisions. We’ll start with the basics and work our way up.
I encourage you to start from the beginning, but feel free to jump ahead if
you’re looking for something speci c. We’ll talk payroll calculations, laws,
taxes, and best practices. You’ll even get access to free payroll templates you
can start using today.
Remember, payroll consists of many components, and if you’re just starting
out, they may take a while to learn. My advice? Enjoy the journey. Start with
Chapter 1, and you’ll be paying your employees in no time.
Good Luck,
Charlette Beasley
Before we dive into the ebook, let’s take a quick look at some payroll
providers that can make running payroll much easier.
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For Small Business Payroll With HR Support & Bene ts, Use Gusto
With Gusto, you can run unlimited pay runs, automate paycheck processing
and tax ling, and offer a range of bene ts, like retirement, exible spending
accounts, and insurance. It’s best for small businesses with less than 100
employees and provides HR support you can use from hire to re.
Visit Gusto

For Flexible Payroll & HR Plans That Support a Growing Business, Use
Paychex
Paychex is a great option for small businesses with future growth plans. Its
plans are customizable, and it has add-on options for any payroll or HR
feature a business needs. From handling payroll and taxes to HR advising
and performance management, Paychex has features that will grow with
your business.
Visit Paychex

To Manage Payroll DIY-style For Cheap, Use Patriot Payroll
If you need to save money and you’re comfortable ling your own payroll
taxes, Patriot Payroll is a good choice. Its do-it-yourself plan costs $10 monthly
for one employee, and the service promises to ensure all paycheck and tax
calculations are accurate. As you hire more employees, you can upgrade to its
full-service payroll plan. It’s $34 monthly for one employee and will le taxes
on your behalf.
Visit Patriot Payroll
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Chapter 1: 21 Payroll Terms Every
Employer Should Know
When you’re new to payroll, the lingo can sometimes leave you confused. It’s
important to invest some time into learning the most commonly used
payroll terminology, so you don’t make any weird (and potentially costly)
mistakes such as assuming we know what minimum wage is exactly and
how it’s de ned.
The top 21 payroll terms you should know before running payroll are:

1. Payroll
Payroll is the process of paying employees for work they performed for your
business. Federal, state, and sometimes local laws govern how you do payroll
(and to an extent, how much you pay and how often), meaning you can’t
make up all the rules as you go. The process also consists of withholding
money for taxes and other employee expenses, not to mention paying your
business employment taxes.

2. Payroll Deduction
A payroll deduction is money you withhold from an employee’s earnings to
pay for bene ts (like insurance premiums) and other expenses (like taxes,
garnishments, and child support).

3. Pay Period
A pay period is the time frame of work for which you’re paying an employee.
If you pay every other Friday, the pay period could be from the prior two
weeks, with the last day being on the Friday that’s also payday. Some
employers prefer to push the pay period back a week, meaning the current
week is always paid on the next paycheck; this gives them time to process
payroll without having to predict work hours.
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4 . Employer Identification Number (EIN)
The EIN is a unique nine-digit number assigned to all employers that submit
an IRS EIN application; it helps identify businesses as they le taxes, apply for
business loans, and open business bank accounts. In summary, it’s like a
Social Security number for businesses and is a requirement for any business
processing payroll.

5. Gross Pay
Gross pay is the amount of an employee’s paycheck before payroll
deductions are withheld. For hourly employees, this is their hourly rate
multiplied by the number of hours they’re being paid for the period plus any
overtime, bonuses, and additional pay. For salaried employees, gross pay is
usually the same each pay day; it’s their annual salary divided by the number
of pay periods in the year.

6. Net Pay
Net pay is the nal amount you pay your employees for their work, after all
deductions have been made.

7. Minimum Wage
Minimum wage is the lowest hourly pay rate you’re legally allowed to pay an
employee. Per the Department of Labor (DOL), the federal minimum wage
rate is currently $7.25 an hour, but state rates vary. There are exceptions, such
as those for minors and interns. Tipped employees are another group you’ll
nd the law makes exceptions for. Federal tipped minimum wage is $2.13 an
hour, but employers must ensure that employee tips make up for the
differential.

8. Overtime Pay
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Overtime pay is the additional hourly money you pay an employee in excess
of their regular pay rate, usually for time worked over 40 hours in a seven-day
period. Per federal law, these hours are paid at time and a half, or 1.5 times the
employee’s regular hourly pay rate. California law, however, requires doubletime pay for all hours worked over 12 in a day and for all hours worked over
eight on an employee’s seventh consecutive day of work.

9. Shift Differential
A shift differential is a premium amount that you can pay employees who
work outside of normal business hours. For some companies, this is the
overnight shift and on weekends. The additional pay is usually calculated as
a percentage of the employee’s pay rate, like 30% extra, or a at dollar
amount, like an extra $3 per hour.

10. Employee
“Employee” sounds straightforward, but we do need to clarify, as you’ll see
when we review the next term, independent contractor. Employees are
workers that are formally hired to ful ll a speci c position within a company.
Employers pay a reasonable wage and may offer bene ts, especially if
employees work at least 40 hours weekly; you must also pay and withhold
taxes on employee earnings. In exchange, these employees must abide by
company rules such as when and how to work.

11. Independent Contractor
Independent contractors are workers who are hired to perform a speci c job
or project. They’re not employees so they aren’t protected by federal labor
laws or the federal government’s minimum wage requirement. In turn,
employers don’t pay payroll taxes on their earnings; instead, they complete a
1099-MISC form for all contractors they paid over $600. It’s important not to
confuse contractors and employees. Unlike employees, employers aren’t
allowed to dictate how or when contractors complete their work.
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12. Exempt Employees
Exempt is a classi cation employers typically assign to employees who are
paid on a salary basis versus hourly (although in some circumstances, hourly
workers can be exempt). Exempt employees are paid overtime for any
excess hours they work over 40 in a week.

13. Tipped Employees
Employees who regularly receive more than $30 monthly in tips for their
work. Federal law allows employers to factor tips into their hourly pay rate. As
long as employee earnings are equal at least the federal and state (and local,
if applicable) minimum wage rate, employers can pay $2.13 an hour.

14. Garnishment
Garnishments are court orders directing employers to withhold a certain
amount from an employee’s paycheck to pay an outstanding debt.
Employers are responsible for withholding and sending the money as
directed on the garnishment notice; in addition, the notice will sometimes
have an ending date that business owners can reference before stopping
the collection process. It’s imperative to act quickly after receiving a notice,
because employers can be held liable.

15. Paid Time Off
Paid time off, or PTO, is time your employees don’t spend working but still
earn a paycheck (at their regular pay rate). It consists of any paid leave, i.e.,
vacation or sick time and even jury duty and holidays. Federal law doesn’t
have strict guidelines or requirements regarding PTO; you choose whether
you want to offer paid vacation time or not. State laws, however, differ; for
instance, California requires employers provide at least 24 hours (three days)
of paid sick leave each year.
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16. FICA Taxes
FICA taxes are Social Security and Medicare taxes that the federal
government charges on each employee’s earnings. Employers must reduce
employee paychecks by 7.65% (6.2% for Social Security + 1.45% for Medicare),
and pay the money to the IRS; they also have to pay that same amount from
their business funds. Additionally, they must withhold an additional 0.9% for
Medicare on any employee earnings that exceed $200,000 in the year; for
Social Security, the maximum amount that can be taxed is $132,900 per year.

17. Unemployment Taxes
Unemployment taxes are taxes employers pay out of their own money to
fund their state and federal unemployment programs. The federal
unemployment tax (FUTA) rate is 6% on the rst $7,000 each employee
earns, and the state unemployment tax (SUTA) rate varies depending on the
state. Rates depend on the length of time a business has been registered
with the unemployment program—new employers have higher rates—and
the number of claims that have been led against the company. Fewer
claims warrant a lower rate.

18. New Hire Reporting
New hire reporting is a process employers undergo to report new hires to
their state. Federal law requires that all new hires be reported within 20 days
of their hire date, but some states are stricter (Alabama requires seven days).
All information is stored in the National Directory of New Hires and helps
child support agencies locate parents who owe money. Before you can
begin reporting, you must register under your state’s New Hire Reporting
Program.

19. General Ledger
A general ledger (GL) is a record of accounts, identi able by unique numbers
and names that are used to track business transaction activities. This is
actually more accounting than payroll terminology; however, it’s important
to know, because each time you run payroll, the balances in select GL
accounts change. For instance, when pay day arrives and cash is transferred
out of your bank account, the cash general ledger account should re ect the
decrease.
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20. Fair Labor Standards Act
You’ll hear this thrown around quite a bit and also referred to as FLSA. It’s a
federal act that consists of numerous laws meant to assure that employees
are treated well and paid fairly. The federal minimum wage and overtime
rules fall under this act as well as record keeping rules and child labor laws.

21. W-2 Form
The W-2 Form is a tax document that reports all employee earnings in
addition to taxes and deductions withheld. Employers must send this
document to all employees by Jan. 31 following the year that’s being
reported. A copy should also be sent to the IRS and state tax agency, if
applicable. The information provided helps employees complete their tax
returns with accurate information.
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Chapter 2: Salary vs. Hourly — Which
is Right for Your Small Business
A salaried employee is one that is paid a xed rate at set intervals for a job
whereas an hourly employee is paid by the hour for work performed. There
are pros and cons to paying salary vs. hourly. We’ll discuss the bene ts of
each type of employee pay, such as ease of administration and accuracy so
that you can decide what works best for your small business.

Which is Right for Your Business: Salary or
Hourly?
Exempt employees are most often paid a salary while non-exempt are most
often paid hourly. Let’s take a look at pros and cons of each, and help you
decide which is best for your business.
Service companies, retail and foodservice industries tend to pay hourly since
the work schedule is rarely consistent and most of the workers are nonexempt.
On the other hand, professional rms with standard weekday working hours
and exempt employees often pay workers a salary since most team
members work similar hours or the same schedule each week. In other
cases, professional rms like consulting services and lawyers don’t have
standard hours at all. Employees are simply paid a salary to do the job —
regardless of the hours it takes.

How Salary Works
Paying an employee a salary is often the easier way to manage payroll. You
choose the annual rate, divide it by the number of pay periods, and that’s
how much the employee will be paid. The math is simple. It’s also the most
common way to pay exempt employees since they are most likely to work a
standard schedule. A salary can be paid to full-time or part-time employees.
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Pros of Paying Employees a Salary
The biggest bene t of paying a salary to employees is that you can budget
your payroll for the year in advance. With professional of ce workers, you
likely know how many hours each person will work like 20, 30 or 40 hours per
week. You set up your payroll system to pay them a salary, and keep your
payroll expenses consistent as well as make payroll processing easier by not
having to calculate actual hours worked.
Additional bene ts of a salary payment type are described below.

To the Employer
When you pay a salary to an employee, your payroll expenses remain stable.
You don’t worry about tracking time the employee takes for breaks, and the
employee is often happier because he or she can rely on a steady paycheck
each pay period. It also makes your payroll process simpler.
Your payroll system will be set up based on your pay period or payroll time
frame — weekly, every other week or monthly. You input the annual salary
into your payroll system, and each pay period it calculates the pay based on
the payroll time frame.
Here are examples of the same $50,000 per year salary paid in different
payroll cycles.
Weekly pay = 52 weeks a year: The employee would receive $962.54
gross pay per week.
Bi-weekly pay = 26 pay periods: The employee would receive $1,923.01
gross pay every other week
Semi-monthly pay = 24 pay periods: The employee would receive
$2,083 gross pay twice a month.
Monthly pay = 12 pay periods: The employee would receive $4,166.67
gross pay each month.

Page 13

Jump back to table of contents.

It also makes paying vacation and sick-time pay easier as well, as you can pay
these at a daily or weekly rate instead of an hourly rate. Read our article for
more info on setting up a paid time-off policy.
Another bene t is that you’re paying employees for the job or the results of
their work, rather than the time put into doing the job. As long as the
employees get the job done, you have already agreed on what salary to pay.
You don’t need to worry about calculating or paying overtime if the
employee has to work extra to meet a deadline.

To the Employee
Getting paid a salary helps stabilize the employee’s income and allows him
or her to budget since the pay will be consistent each pay period. Some
employers that provide hourly pay, also guarantee a base salary for a xed
number of hours even if the employee isn’t scheduled or doesn’t work those
hours.
An example might be a plumber who makes $20 per hour. To keep the
employee happy, the employer might say, “I’ll pay you a salary of $600 a
week (30 hours), even on weeks we’re not busy.” A base salary ensures the
employee can rely on steady pay, even during slow work weeks. If the
plumber only works 25 hours that week, he or she will still get paid a salary
that compensates the plumber as if he or she worked 30 hours. That aids
with employee retention.
Then, on weeks where the employee works more than 30 hours, he or she
gets paid for those hours after 30. Once he or she gets to 40 hours, the pay
rate goes to time and a half.

Cons of Paying Employees a Salary
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The downside of paying employees a salary is that most businesses have
both types of employees — exempt and non-exempt . For the exempt
employees, there’s no issue as long as they have been classi ed correctly
into an exempt status. However, if you pay non-exempt employees a salary,
you will still have to calculate the number of hours they work because
they’re non-exempt as well as track their paid breaks, unpaid lunch and
overtime hours.
These employees might be referred to as “salaried-non-exempt” with their
salary based on a “set” number of hours agreed in advance. Any time the
employee works more hours than scheduled and agreed upon for their
salary, you will have to add those additional hours as paid hours. It’s an
“exception.” You also still have to abide by overtime laws, such as paying
time and a half for overtime worked. That means you have to pay close
attention to their hours worked so that you can adjust their salaried pay if
they work more hours than agreed.
Another downside of paying a salary, or agreeing to pay an employee a salary
in your offer letter, is that you’re obliged to pay them, even if you’re not busy
that week. Let’s say your computers go down for a day, and your training
managers are unable to lead any webinars or have to cancel their training
sessions. You still have to pay them, even if you send them home early with
no work to do. Had they been paid hourly, you’d only have to pay them for
hours worked.

How Hourly Works
Paying employees hourly is more intuitive for both employer and employee.
When an employee works 10 hours, you pay them for 10 hours. When they
work 35 hours, you pay them for 35 hours. Their hourly rate is agreed upon in
advance. However, hourly pay is not best if your employees are in upper
management, are exempt or you can’t track how many hours they work
exactly. Most non-exempt employees are paid hourly, but you can pay either
exempt or non-exempt employees hourly.
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Paying hourly ensures employees are paid for the exact amount of time that
they work. It requires that you track that time in a timekeeping system like
Homebase, and use a payrollsystem that can determine, based on state law,
how to calculate and pay the employee correctly for overtime and breaks.
We recommend using a low-cost payroll provider like Gusto that interfaces
with Homebase (they work together) to simplify these calculations and
ensure you’re compliant with state, federal and local labor laws.

Pros of Paying Employees Hourly
The biggest bene t of paying workers hourly is that you only pay them for
hours worked. So, if your business is busy, and you have lots of customers in a
given week, your larger payroll will likely be offset by increased business
income.
On weeks when work is slow, you may need employees to work fewer hours.
Since you’re paying them hourly, you’ll only pay them for the time worked. In
other words, hourly pay allows you to match your payroll expenses to the
business workload or income-generating activities.
Additional bene ts of an hourly payment type are described below.

To the Employer
Some employers, especially those in businesses like services, hospitality,
foodservice, retail and home care, will pay employees only for the hours
worked. Often, those hours closely match the busy time frames of the
business or the revenue-generating hours of a service. That means the
employer pays for work received and can save money by not providing a
salary.
For example, in a restaurant, employees might be scheduled for a shift or
daypart, such as breakfast, lunch or dinner. On days when the restaurant is
busy like Friday nights or Sunday mornings, the business is busier, may have
more employees working and those employees may work longer hours.
Even though the payroll expenses for those hours are increased, so is the
revenue.
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In addition, by tracking and paying the employees hourly, the business can
match labor costs to a job. For example, if an electrical repair takes two hours,
and the electrician is paid for two hours, the business can calculate the labor
cost of that repair easily.

To the Employee
Employees who often work overtime typically prefer to be paid hourly as
they know they can earn time and a half on any overtime hours. However, if
you have employees who have a legal status of exempt, you don’t have to
pay them overtime.
You will nd that employees sometimes balk at being “promoted” from a
non-exempt position like “installer” where they’re paid overtime to a
supervisor position of “installation supervisor” where they are reclassi ed as
exempt and no longer paid overtime.
If they’re going to work 50 hours a week either way, most employees would
prefer to be paid hourly, regardless of their job title.

Cons of Paying Employees Hourly
The biggest downside of paying employees hourly is that you have to track
the hours. That takes time, requires someone to review the hours reported
on time cards to make sure there’s no time theft and manage all the
calculations. That’s why many companies use a time clock or timekeeping
system. Of course, if the hourly employees are also non-exempt, you’d have
to track their hours, breaks and overtime anyhow.
In addition, for workers who are exempt, who often check email at night,
come in early for meetings, travel for conferences or stay late, all that
tracking of hours is a nightmare. Therefore, most business owners choose to
pay a salary rather than track and pay hourly for their exempt staff. It just
makes the paperwork easier.

Salary vs. Hourly & Exempt vs. Nonexempt
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It’s a common misconception that salary means exempt, or not paid
overtime, and hourly means non-exempt, or paid overtime. However,
exempt and non-exempt are legal employment classi cations, not payment
types. Let’s be sure that you don’t want to be comparing exempt vs. nonexempt instead.

Salary vs. hourly is not the same as exempt vs. non-exempt.
Federal labor laws like the Fair Labor Standards Act (FLSA) clarify when you
can classify someone as exempt and not pay them overtime or classify them
as non-exempt. In comparison, salary and hourly are merely means of
employee payment.
For example, when you set up employees in a payroll system, one of the rst
questions likely to be asked is their employment status — whether they are
exempt or non-exempt. While it’s most common to pay exempt employees
a salary, non-exempt employees can be paid either way.
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It’s up to you whether you want to pay employees salary vs. hourly. You can
choose either as that is considered to be a payment method, not a legal
employment status. Other types of payment might include paying an
employee by commission or paying an employee by piecework, which is
common in manufacturing. Because hourly and salary are the most
common options, we’ve focused on those.
Reviewing both options in detail will help you choose the best payment
option for your business. There are pros and cons to setting up employee
payroll each way that depends on your business, scheduling, and other
variables like the kind of work the employee does.

The Bottom Line
To keep things simple, most businesses choose to pay exempt employees a
salary since the exempt status doesn’t require hourly work hours to be
tracked and to pay non-exempt employees hourly since they have to track
those hours per FLSA guidelines.
However, if you have part-time staff who work xed hours, you can simplify
your payroll by paying them a salary and only modifying their pay during pay
periods when they work a nonstandard schedule. That also bene ts the
worker by giving him or her a steady paycheck each pay period, helping the
employee plan a budget and improving employee loyalty.
The most important takeaway is that salary vs. hourly is simply a way to
calculate and pay employees for their work. It’s not a legal status. The legal
status often confused with salary or hourly is the employment classi cation
of exempt vs. non-exempt. Once you choose the employee classi cation
correctly, it’s really up to you to determine the best means of payment.
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Chapter 3: How to Do Payroll in 8
Steps
When people think of payroll, they immediately jump to number crunching.
Although calculations are a part of it, if you really want to learn how to do
payroll, you’ll need to understand the overall process. It includes everything
from setting up your business as an employer to paying your employees, tax
agencies, and other applicable entities.

The 8 Steps to Small Business Payroll
You must establish your business before you can hire and pay employees.
This includes setting up your business to legally run payroll and making
some decisions about pay frequency, pay rates, and processes you want to
establish, like due dates for employee time cards.

1. Set Your Business up as an Employer
Assuming you’ve already established your business and applied for any
required licenses, the rst step to doing payroll is ensuring your business has
met all of the legal requirements to operate as an employer. Consider any
industry-speci c payroll rules you may have to follow as well.
Apply for a federal employment ID number (EIN)
Verify your state tax identi cation number is the same as your federal; if
not, determine whether you need to apply for one or if it’s automatically
assigned
Sign up for an account with the Electronic Federal Transfer System
Start a bank account solely for payroll transactions (separate from your
main business account)
Sign up for any applicable state electronic tax payment accounts
Purchase workers’ comp insurance; most states require it.
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2. Establish Your Payroll Process
Now, you will need to make some decisions that will impact how you run
payroll each period. You’ll need to invest time into determining what will
work for your business. Explore the “why” behind each area. Then, consider
the needs of both your employees and your business in addition to any legal
requirements for payroll.
Pay schedule: Will you pay weekly, biweekly, or semimonthly?
Types of employees (not contractors) you’ll have: Full-time vs part-time?
Exempt vs Nonexempt?
Tracking work time: Will you need to track work hours? If so, how will
you do it, and when will they need to be reported to you?
Bene ts: Will you be offering bene ts? Who will pay for them? If
employees are paying for them partially or in full, how will you manage
the payroll deductions?
Taxes: How often will you need to pay taxes, and which ones are you
subject to? Will you need to pay state taxes? Local? Find out the rates
in advance, so you know how much to withhold
Payroll processing & calculations: Will you calculate and process payroll
using Excel, by hand, with a calculator, or a payroll service?
Paychecks: Will you be cutting checks and/or paying via direct deposit?
Pay cards? Cash?

3. Collect Your Employees’ Payroll Forms
When Hired
Once your employee is ready to start work, you need to collect some
important payroll documents. These include tax and work authorization
forms, which the employees need to sign.
You’ll use the data on the forms described below to add the employee to
your HR or payroll system if you have one. And, it’s a good idea to store this
information in a paper or electronic personnel le as well.
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Federal W-4
A W-4 is the federal tax withholding document that tells you what tax rate
to use for the employee. Collect a signed Federal W-4 form for tax
withholding. You don’t need to submit this to the IRS, but you should store
it in a paper le or electronically in a personnel le.

State W-4 (or equivalent)
The state tax withholding document is similar to the federal and may be
called by a different name in your state. Collect a signed State W-4 form for
tax withholding and store it in a paper personnel le or electronically.

I-9 Form
Collect a signed I-9 Form for work eligibility veri cation (within three days of
the employee’s start date). You’ll want to make sure the employee can verify
their identity and eligibility to work in the United States with a passport or
two forms of identi cation.

Other Payroll Forms
Get direct deposit information from employees via a voided check (if
applicable).
Also, you’ll need to register your employee in your state’s New Hire
Reporting Program(within 20 days). Make sure that you report all new or
rehired employees to your state. Payroll software programs like Gusto often
le these reports automatically.
The nal three steps will be a part of your regular payroll process, unlike the
prior three that you only need to do once.
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4. Collect Time sheets, Review & Approve
Now you’re ready to start collecting data on your employees’ work time to
help determine how much you need to pay them. You’ll need to nd total
hours worked for the period if you’re paying hourly employees. Salaried
employees typically receive the same pay each period, but you can still track
their work hours for visibility if needed.
Calculating hours worked is as simple as having the employee write down
their start and end times each day and counting up the hours. Lunch breaks
are not counted in the total.
Most businesses start out with a simple time sheet. As they grow, they often
move up to a time and attendance system or time clock to manage
employee schedules, break time, and hours worked.

5. Do Payroll Calculations
Once you know how much an employee has worked for the pay period, you
can start guring the important payroll calculations. That includes gross pay,
taxes due, deductions for insurance premiums and other bene ts, and nal
net pay.

Gross Pay
Calculating gross pay is as simple as adding up the straight time hours (up
to 40 hours within a week) and multiplying by the employee’s hourly rate.
Then, add up the overtime hours worked in the pay period and apply the
employees’ overtime pay rate to those hours. Straight time is paid at the
employee’s regular pay rate, while overtime is calculated at 1.5 times the
regular rate of pay.

Payroll Deductions and Taxes
Doing payroll requires you to know in advance what payroll deductions
you’re going to make. Deductions include federal and state payroll taxes,
bene ts you might offer, and things like unemployment insurance or Social
Security.
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Here’s a list of potential deductions with links to more information such as
how to determine what to deduct for each employee. If you use payroll
software like Gusto, deductions are processed automatically.
Examples are:
Social Security and Medicare (FICA)
Federal unemployment tax (FUTA)
Deductions based on bene ts you offer employees, like health
insurance
Tax deductions based on employee tips
Miscellaneous deductions such as a uniform expense
To process those deductions, add up all the deductions for each employee
to get a total, then subtract that total from the employee’s gross pay.
Alternately, you can list each deduction as a line item and subtract them one
by one from the employee’s gross pay until you come up with a net pay
amount.

6. Pay Employees, Tax Agencies, Benefit Providers
Once you subtract deductions from gross pay, you’ll know the net pay
amount that you need to pay each employee, along with totals for
employment taxes and bene ts you need to pay out. Be sure to follow the
pay schedule you initially set, so employees always know what to expect (if
you committed to paying wages every Friday, give yourself enough time in
advance to process).
Taxes and bene t providers have their own due dates. Many employers are
required to pay these expenses on a monthly basis, but it can vary. You’ll
need to pay out the amounts you withheld from your employees’ paychecks
in addition to any employer payroll tax and premium amounts your business
owes.
Always check before making any payments to determine whether you have
enough funds in your payroll bank account. Spending more money than you
have can result in unnecessary fees and litigation.
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7. Document & Store Your Payroll Records
To remain compliant with federal labor laws, you’ll need to document
speci c data for each pay period. Retain payroll documents like timecards,
pay stubs, and any information regarding pay increases.
If you’re using software like Gusto, the documents are already online or can
be uploaded and attached to the employee record. If you’re maintaining
documents manually, you’ll want to ensure they’re stored securely.

8. Do Year-end Payroll Tax Reports
As the end of the year draws near, you’ll need to prepare to distribute yearend payroll tax reports. Employees must receive their W-2 forms by Jan. 31 of
the following year, and the forms must show their total earnings and taxes
paid. If you’re paying independent contractors, you’ll need to prepare 1099
forms instead; this will show earnings but no taxes.

Payroll in Excel
Doing payroll in Excel is best for businesses that need to pay 10 or fewer
employees and operate in states without complex labor and tax laws. To
save time, use our payroll Excel template with pre- lled information like tax
rates and overtime formulas. Automation helps streamline payroll, whether
you use a template or payroll provider.
We’ve created an Excel template for you, and it has 15 tabs, one for each
month, employee data setup, employer tax information, and year-end
payroll information. View our full guide with videos and templates on how to
do payroll in Excel.
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Free Payroll Templates
Free payroll templates are good tools to use when you’re not enrolled in a
software service and have a few employees. They’re free and customizable.
When deciding which templates are right for you, consider your business
needs. Templates are great for organizing, tracking, and calculating, but
aren’t the best at handling unique situations. If you interested in using free
payroll templates, view our full guide here that includes templates, tips &
alternatives.

Frequently Asked Questions (FAQs) About
How to Do Payroll
Payroll is full of so many complex rules and regulations that we realize you
may have additional questions. Below we answered some of the most
common questions small business owners have about doing payroll.

What Are the Risks of Doing Payroll Without Software?
The biggest risk to your business is that you’ll make a mistake. Without a
system to guide you, you may forget to pay taxes, collect deductions, or
apply the correct overtime rate, for example.

What Are the Most Common Mistakes Made When Doing
Payroll?
The most common mistakes are misclassifying employees and paying the
wrong wages or taxes, according to software provider Patriot . To avoid these
mistakes, we recommend you understand the difference between
employees (W2) and contractors (1099), as well as exempt vs non-exempt
staff.

Page 26

Jump back to table of contents.

What Happens if I Make a Mistake Doing Payroll?
The good news is that if you make a mistake in good faith, you can notify the
employee and x the mistake with no rami cations by providing retro pay.
However, that doesn’t allow you to willingly violate labor practices such as
minimum wage, overtime, or sick time pay. Those kinds of mistakes can cost
big nes if you’re audited. Educate yourself on labor laws and workplace
requirements in your state and location to avoid as many mistakes as
possible.
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Chapter 4: How to Calculate Payroll
For Employees
Before hiring employees, spend time learning how to calculate payroll for
your business. It’ll save you time from having to correct errors and thousands
of dollars in penalties; you might even experience lower turnover by
eliminating paycheck frustrations. You can perform calculations manually
(hours worked X pay rate), using an online calculator, or with software.
You can always start out calculating payroll by hand and switch to an
affordable payroll software like Gusto later. Once you nish Gusto’s set up
process, you can set some paychecks on autopilot (those that don’t change
from week to week). And it’s still pretty easy to enter work hours for emppts
worked for the period. For hourly employees, this will be total work hours
(and minutes if you want to pay exact amounts). For salaried, it’ll be a set
number of hours agreed upon at the time of hire (like a standard 40 hours,
regardless of actual hours worked). You’ll also need to have selected a pay
schedule at this point. This schedule means you should know if you’re
paying employees weekly, biweekly, or on some other cadence.

Total Work Time for Salaried Employees
You should pay your salaried employees the same amount per pay period
(unless you have a nonexempt salaried position and are legally required to
pay out overtime worked). Upon hiring an employee, you’ll determine a set
annual salary amount and a guaranteed number of hours for which they will
be paid. Knowing this information will help you calculate how much you
should be paying each salaried employee each pay period.
Salaried employees’ work xed hours, so they don’t need to document their
working hours for payroll purposes. If you’re using or plan to use payroll
software, check that it has an autopilot feature that automatically calculates
payroll each period (without you having to do anything). Paychecks for
salaried employees are the easiest to automate because their hours worked
and pay rate stay the same.
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Nonexempt Salaried Employees
There is an exception, though: nonexempt salaried employees. Although not
as common, some employers will pay their nonexempt employees a salary,
meaning a guaranteed amount each week, along with any overtime they
work. The nonexempt part of the position means these employees fall under
federal labor law protection. The employer expects the employees to work
the set minimum number of hours each week, but if they exceed those
hours, employers must pay them overtime. This requires time tracking to
manage successfully.

Total Work Time for Hourly Employees
Calculating total work time for hourly employees is a little more involved
than it is for salaried workers but not too complicated. Essentially, you’ll add
all of the hours and minutes an employee worked for the pay period.
For instance, in the time sheet below (which you’ll want to keep to make
record keeping easier), the employee worked various hours from Monday
through Saturday and none Sunday.
This employee’s total work time for the week:
8.67 + 8.17 +8.75 + 8.75 + 7.08 + 2= 43.42 hours
Please note you can always print time sheets using a free online time sheet
template. You can also enter their work hours into an online Google Sheets
timecard calculator as long as employees are allowed to verify the hours are
correct at the end of each pay period.
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Be sure to have employees sign their time sheets, so you are protected if
they dispute their pay later
Some employers are stricter about the time their employees clock in and
out (4 p.m. vs 4:05 p.m.), so calculations are easier. Nevertheless, if you nd
yourself needing to convert minutes for payroll, there are plenty of online
resources to help. A conversion chart like the one below makes it easy to see
that ve minutes is the equivalent of 0.08 of an hour when calculating total
work time.
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Use this conversion chart to ensure your employees are paid for every
minute they work
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2. Calculate Gross Pay (Before Deductions &
Taxes)
Once you know how many hours you’ll be paying per employee, you can
calculate gross pay. Gross pay is the total pay an employee earns before
taxes and other deductions are subtracted, or more simply put, their pay
rate multiplied by time worked.
Let’s look at some sample payroll calculations:

How to Calculate Gross Pay for Hourly Employees
We will calculate Jenny’s earnings for the week. She’s an hourly employee
who is paid $15 per hour, and she worked 35 hours this week. Her gross pay is
$525.
$15 X 35 hours = $525

Using a free online hourly payroll calculator makes it easy to nd an
employee’s gross pay
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Overtime Pay
Overtime (OT) pay is regulated by federal laws and usually includes any hours
worked over 40 in a seven-day workweek. Different states vary; for instance,
in California, if employees work more than eight hours in a day, the additional
hours should be paid at a higher rate. If an employee works more than eight
but under 12 hours, time and a half pay (1.5 times the regular pay rate) is
required; double time (two times the regular pay rate) is required for any
hours worked more than 12 in a day.
Let’s revisit Jenny from our example above and assume she worked 45
hours vs the 35 in a week. She lives in Arkansas though, so overtime is simply
time and a half for all hours worked over 40 in a week, which would be ve in
this case (45 total hours – 40 regular = 5 OT hours)
First, we need to determine her OT rate. Her regular pay rate is $15 per hour.
$15 X 1.5 (time and half OT rate) = $22.50 per hour
Her overtime rate (the amount she should be paid for any hours worked over
40 in a week) is $22.50 per hour.
Let’s calculate her gross pay:
$15 X 40 regular hours = $600 regular pay
$22.50 X 5 OT hours = $112.50 OT pay
Add her regular and overtime earnings together:
$600 + $ 112.50 = $712.50
In this case, Jenny’s gross pay is $712.50.
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Calculating Gross Pay for Exempt Salaried Employees
Let’s pretend Jenny is a salaried employee who has agreed to work a
minimum of 40 hours a week. She’s exempt and worked 52 hours this week.
Her annual salary is $50,000.
Here’s how to calculate Jenny’s pay for the week as an exempt salaried
employee:
40 hours/week X 52 weeks/year = 2,080 work hours per year (Jenny will be
paid for 2,080 hours in the year).
$50,000 / 2,080 annual work hours = $24.04 per hour (Jenny’s implied hourly
pay rate is $24.04/hour).
Remember, Jenny is an exempt employee, so even though she worked
overtime (usually any hours worked over 40 in a week), you don’t have to
worry about paying for it.
You would calculate her gross pay using the pay rate and total work hours for
the week as follows:
$24.04 x 40 hours = $961.60 gross pay
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You don’t need to enter overtime hours for nonexempt salaried employees
Every week, Jenny should be paid $961.60, no matter how many hours she
works. She doesn’t need to submit time cards, because this amount is xed.
However, to ensure work-life balance is intact, it would be a good idea to
monitor the amount of time she’s working each week. Working 50 or more
hours per week while only being paid for 40 can lead to burnout quickly.

Calculating Gross Pay for Nonexempt Salaried Employees
Now, let’s imagine Jenny is a nonexempt salaried employee. This just means
she is protected by federal labor laws and must be paid for overtime.
However, she’s also a salaried employee and will be paid for a xed minimum
number of work hours each week.
To illustrate, we’ll use the same pay rate and work hour information we
calculated above. Jenny is being paid $24.04 per hour ($50,000 a year) and
worked 52 hours this week. Twelve of those hours (52-40 = 12) are considered
OT and should be paid at the time and a half rate. In this case, the OT rate
would be $36.06/hour ($24.04 X 1.5= $36.06).
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$24.04 x 40 non-overtime hours= $961.60 regular pay
$36.06 X 12 overtime hours= $432.72 OT pay
$961.06 regular pay + $432.72 overtime pay = $1,393.78 gross pay
We had to add Jenny’s regular pay and overtime pay to nd total gross pay.
Look at the difference in pay between paying her as a nonexempt salaried
employee and an exempt salaried employee ($1,393.78 versus $961.60). She
worked the same number of hours but would receive considerably more as a
nonexempt employee. Most employers choose the exempt route. However,
if you think there will be a substantial amount of overtime in the position,
you may want to consider making it a nonexempt position.

Other Components of Gross Pay
In addition to work hours, you’ll also need to account for employee bonuses,
reimbursements, and other income when calculating total gross pay. Gross
pay is a grand total of all income the employee received before any
deductions are applied.

3. Add Payroll Deductions
Legally, you must subtract payroll deductions from gross pay before
determining their nal payout amounts. We suggest compiling a full list of
the deductions each employee has. One thing to keep in mind is that in this
article, we are separating taxes from payroll deductions.
Non-tax payroll deductions can include numerous items, such as:
Insurance premiums: Health, dental, vision, life insurance
Retirement contributions: 401(k), 403b, IRA accounts
Child support payments: This is a legal draft of your employees’ check
that’s usually initiated by the state in which their child lives
Wage garnishments: The court can garnish an employee’s paycheck
when they don’t pay their debts; third-party debtors can sue them, and
they will be liable
Union dues: Membership fees for being a part of the union
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We just listed a few, but there are plenty more that may be unique to your
employees and/or your company. For instance, some companies provide
bene ts like low cellphone rates for employees joining their company phone
plans. This might require you to include employee phone charges on your
business’ phone bill; if you wanted to recoup some of the money, you could
charge them a low monthly cost (with their approval, of course) and deduct
it from their paychecks.
You’ll need to add all payroll deductions together to get a grand total. If you
need help, a free online payroll deductions calculator can help. With
insurance, the premium is usually at, meaning the total is the same each
month. Most of the other deductions are typically at as well, but you may
encounter some that are based on the employee’s pay for the period
(retirement contributions). In those cases, just multiply the percentage the
employee wants withheld by the gross pay amount to nd the total you
should withhold (4% of $850 = $34).

4. Find the Sum of Payroll Taxes
Similar to how you add the non-tax payroll deductions, you’ll need to nd
the total taxes your employees owe. This can be tricky without using a
payroll calculator. Your employees should have completed a W-4 form upon
hire; you can use this to help you gure out the percentage of their income
that you need to withhold for federal, state, and local taxes. The IRS is also a
good resource.
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Here’s a list of payroll taxes you may have to manage (and by manage, we
mean track, withhold, and send to the appropriate agencies):
Federal income taxes: Most employees are subject to this, unless
they’re minors or are exempt because they earn too little money.
State income taxes: States like Florida and Georgia don’t have a state
tax, but many others do. Some are a at percentage, and others charge
tax based on the employees’ income level (if they earn more, you pay a
higher percentage).
Local income taxes: Local taxes aren’t as common as state. States like
New York and California have several different ones, so be sure to
withhold money for all that apply.
Social Security: This is a 6.2% tax that goes toward each employees’
government retirement fund. Once an employee earns $132,900 in a
year, it no longer applies. You are also responsible for paying 6.2% (in
addition to what the employee pays).
Medicare: This is a 1.45% tax that goes toward the government medical
fund for seniors. There is no income cap on this one, but you must also
pay a matching amount out of your business funds.

Federal, State, & Local Income Tax Rates
Deciding how much you should withhold in taxes is probably one of the
most confusing parts about being an employer. Income tax rates can vary
depending on your worker’s W-4 information like marital status and the
number of allowances they claim. Use the IRS withholding calculator to
determine how much to withhold for federal income taxes. Of course, this
can become cumbersome as your business grows, at which point even free
payroll software would be a better option.
When it comes to state income tax rates, you should expect to withhold
around 10% or lower; however, if you are in a state like California or Hawaii,
that traditionally has the highest state income tax rates, your employees
could be responsible for paying from 11% to 13% of their income. There are a
number of city and county taxes that may apply as well; for instance, if you
operate in New York City or your employees live in Yonkers.
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Subtract Nontaxable Income Before Calculating Tax Amounts
Nontaxable income is important to consider when guring employee taxes
to withhold, because you will need to exclude it from your calculations. This
can include work-related amounts that the employee paid using their own
money that you now need to reimburse. Be sure to deduct these amounts
before calculating any taxes.
Example: Fern’s gross pay for the week is $3,500. And $350 of that is for a
reimbursement she is receiving for a hotel stay that she paid on behalf of the
company. Her state tax rate is 9%. She owes $283.50 in state taxes.
$3,500 gross pay – $350 in hotel reimbursement= $3,150 taxable income
$3,150 taxable income X 0.09 = $283.50
If we applied the tax to her gross pay before deducting the $350
reimbursement, we would withhold $315, which is $31.50 too much ($315 –
$283.50).

Employer Payroll Taxes & Other Payroll Expenses
In addition to the taxes you need to withhold (and remit) for employees, you
are also responsible for payroll taxes. It’s not the most exciting part about
being an employer but is necessary to avoid paying additional money in
penalties and fees.

Page 39

Jump back to table of contents.

Here’s a list of taxes and other payroll-related expenses you are responsible
for paying out of your business’ bank account:
FICA taxes: These are the Social Security and Medicare taxes that
employees pay. You’ll pay 6.2% of their income for Social Security and
1.45% for Medicare. The same income limitations apply.
Workers’ comp: Most states require employers to purchase workers’
comp insurance to protect employees in the event of an injury in the
workplace. Rates vary, depending on factors like previous claims, length
of time in business, industry, and so on.
Unemployment taxes (or insurance): You may be liable for both state
and federal unemployment insurance. This goes toward government
funds from which money is distributed when employees aren’t
working. The federal rate is 6%, but state rates vary.
Family Leave Act premiums: Some states (like California and New York),
require you pay money toward family leave insurance. This funds the
accounts that pay employees when they take leave for big events
(childbirth). Premiums can be less than $1 a month per employee.
Disability insurance: Some states also require you pay into their
disability fund. Rules and rates vary by state, but usually depend on
factors like your total payroll amount.
When it comes to state taxes, everything can vary. Be sure to check your
state website regularly to stay in the know about required payroll taxes and
expenses. Once you have a working list of taxes and expenses that both you
and your employees owe and a strategy for calculating them each pay
period, nding the total will be easy. Just make sure you keep your
employees’ taxes separate from yours (employer).
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5. Subtract Deductions & Taxes From Gross
Pay
To reach the employee’s nal paycheck amount, you should start with the
gross amount you calculated in step two. You’ll also need the total non-tax
deductions and taxes calculated in steps three and four. At this point, you’ll
simply deduct all withholding amounts from gross pay.
Take Jill’s gross pay, for example. It’s $2,600 for a two-week period. Total nontax deductions equal $343, and total tax deductions equal $440. Her net pay
amount would be $1,817, so you would process a check or direct deposit in
this amount.
$2,600 – $343 – $440 = $1,817
If you follow these steps to calculating payroll, you should be able to avoid
lawsuits from employees, IRS penalties from inaccurate and/or untimely tax
payments, and all of the back-end work that goes into correcting payroll
errors—updating paperwork, processing correcting journal entries, and the
negative workplace politics.
After you determine net pay, be sure to check it for reasonableness. Your
total payroll expenses each period should follow a certain trend. If any
amounts, total or individual, appear to be too high or low, do a little research
before distributing to employees.
Of course, everyone makes mistakes from time to time. If you do happen to
nd that you short- or overpaid an employee, you can use an online
retroactive pay calculator to quickly compute the amount you need to pay
the employee so the situation is resolved. Keep in mind though, you’ll also
need to determine the tax impact, so you can clear the air with the IRS.
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Bottom Line
Calculating payroll becomes more complex as you hire additional
employees. Keep in mind though, the steps are essentially the same. The
ultimate goal is to pay employees and all applicable tax agencies the correct
amount and on time. Some employers start out using pen and paper to help
but eventually transition to using online tools like payroll calculators and
software. Whatever you use to help you calculate payroll, be sure to
familiarize yourself with IRS tax rules and federal payroll laws so you avoid
penalties.
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Chapter 5: Payroll Compliance:
Important Payroll Laws to Know
Although many would argue that payroll is straightforward, payroll laws vary
by state, and regulations change often. This article addresses how payroll tax
rates, workers’ compensation, and more evolve. We also acknowledge how
the IRS and United States Department of Labor (DOL) look upon many of
the most critical compliance areas within payroll processing.

Payroll Compliance Laws That You Need to
Know
Not all payroll regulatory compliance laws are noted within this resource.
However, these nine topics are essential to remain knowledgeable of and,
just because you have read about it once does not mean it will change, as
many often do. Note the resources listed throughout each topic and be
mindful of the fact that there are affordable third-party options, such as
payroll software out there that specialize in this arena―we will point a few
out as we go.

1. Payroll Tax Rates
When doing payroll, you must withhold the correct amounts of federal
income taxes. Speci cally, you need to withhold the following taxes from
employees’ paychecks:
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Income tax: The amount withheld depends on the employee’s W4
Social Security: (6.2% of the employee’s gross pay)
Medicare: 1.45% of the employee’s gross pay
Federal Unemployment Tax Act (FUTA): FUTA is 6% on the rst $7,000 in
wages that an employer pays an employee during the calendar year.
After the rst $7,000 in annual wages. For example, FUTA tax for an
employee who receives $7,000 in annual wages would be $420
State Unemployment Tax Act (SUTA): Generally speaking, for SUTA an
employer multiplies the percentage of required SUTA tax by the
employee’s gross wages, including all tips, commissions, and bonuses; if
your SUTA rate is 5.4 percent, and the employee’s wages are $400, your
SUTA tax for that employee is 5.4 percent of $400, or $21.60

2. Employer Payroll Taxes
Although they look and sound similar, payroll taxes that employees pay and
employer-paid payroll taxes are different. You’re responsible for withholding
and paying 15.3% of earnings from each employee’s paycheck to cover their
share of Social Security and Medicare taxes (FICA) in addition to a matching
amount from your business bank account.
Note that if you are a business owner and you pay yourself income, then you
need to be mindful of the self-employment tax rate that you will be
responsible for. It is made up of Social Security and Medicare. The IRS states
that the self-employment tax, for 2019, is 15.3 percent on the rst $132,900 of
net income plus 2.9 percent on the net income in excess of $132,900.

3. Workers’ Compensation Insurance
We also want to mention worker’s compensation insurance. In addition to
the payroll tax obligations that you carry as an organization, you are also
required to maintain active workers’ compensation insurance. Workers’
compensation insurance covers on-the-job injuries by employees.
There are very few exceptions to the workers’ compensation requirement.
So, if you are a new business, do not skip this step. Although in most states,
workers’ compensation is funded through private entities and is regulated
and overseen by the state.
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4. Other Payroll Withholdings
There are other required deductions from employees’ pay beyond taxes. A
payroll service can help ensure you’re withholding voluntary and involuntary
deductions.
Here are a couple of involuntary deductions you may be responsible for
collecting:
Court-ordered garnishments: Several different garnishments or
earnings withholding orders can be delivered to an employer to
execute upon. An employee may need to pay child support, repay
debts, and so on.
Tax liens: Employees who owe back taxes or other related tax
obligations may also be forced to pay through payroll.
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Here are a couple of voluntary deductions you may be responsible for
collecting:
Retirement or 401(k) plan contributions: Not only 401(k)’s but 403(b)’s,
and other retirement-related products.
Health insurance premiums for medical, dental, and vision plans: These
voluntary deductions are the most common to withhold from
employees’ paychecks.
Life insurance premiums: Along with many healthcare-related bene ts,
insurance premiums are also withheld through the payroll process.
Contributions to pretax exible spending account (FSA) and health
savings account (HSA) programs: Although not all employers utilize
these tools, they are great bene ts for employees. Each has their
specialties, but both help with pretax medical, dental, vision and, in
some cases, childcare.
Short- and/or long-term disability plans: Although many offer these
bene ts, some pay for one or both like short- and/or long-term care
while others choose to offer them but entirely at the employee’s
expense.
Union dues: Some union dues may be automatically deducted from an
employee’s paycheck.
Charitable contributions: Employees may elect to deduct money for
charitable causes like the United Way or Red Cross.
Money owed to your company: An employee may owe money for
uniforms, tools, loans, and more.
Uniform and/or tools: Although these are common deductions, be
mindful of limitations that employers have of how much an employer
can deduct for reimbursement from a single paycheck.
Tuition and/or certi cation deductions: Note that if continued
education or certi cation renewals are required for a position than the
employer should pay for it or compensate the employee. If it was
voluntary, then the same paycheck deduction rules apply as with
uniform and tools.
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One additional note regarding retirement plans; these deductions are a little
different as employer-sponsored 401(k) or 403(b) plans are managed to more
of a schedule that is outlined by the IRS.
Employees contribute pretax funds from their paycheck that are deducted
every pay period throughout the year. Employees select their 401(k) plans
when they choose the percentage of salary that they want to contribute
pretax and how the plan manager needs to invest the money. 403(b) plans
are similar but are designed by the IRS for employees of nonpro ts or 501(c)
(3)s.

5. File Tax Forms and Employee W-2s
Processing payroll and withholding and paying the required taxes for
employees (vs contractors) is essential. However, it is important also to be
aware of tax lings and employee wage reporting to the IRS. You will need to
submit your employer federal tax return―usually each quarter―and any
state or local returns per regulations. You are also responsible for preparing
your annual lings and W-2s at the end of the year.

6. Exempt vs Nonexempt Position Classifications
When you classify a position “exempt” or “nonexempt,” you are classifying
the role within your company, not the employee in that role. This might be
confusing to read, but the function, or the nature of the position and role it
has on your team, is what is being classi ed.
The Fair Labor Standards Act (FLSA) governs which positions, based on
functionalities, are exempt and nonexempt. There is a test that you can take
to assist you in this endeavor. Be sure to classify your positions accurately. If
you classify a position, for example, as exempt when it should be
nonexempt, then there is a chance that you could owe overtime wages to
employees within that role during the time it was misclassi ed.

Page 47

Jump back to table of contents.

7. Recordkeeping Requirements Under the FLSA
The FLSA is referred to several times throughout this article due to its
importance in payroll regulations and staying compliant as you run your
business. You are responsible for several record keeping requirements for
payroll, which may not seem intuitive when thinking about payroll.
For example, timekeeping management―through time clock or timesheet
tools―is an essential part of retaining proper payroll records. If you were ever
to be audited by the DOL or its state af liate, one of the rst things they will
ask for are signed timesheets or time clock records. Do not be caught
unprepared in this area.
Employers may use any timekeeping method they want to, but records
must be complete and accurate and, mostly, untampered with by the
employer, aside from a supervisor sign-off. Employers may not alter
timecards. The following is a sample time card format employers can use. Be
sure to include total hours worked, meal and rest times, and the employee’s
signature.

8. Holiday Pay
Although holiday pay is not a required law, if you want to retain top talent
throughout your company, you may nd this bene t as a competitive
advantage over others. If you do choose to offer holiday pay, then you are
required to administer it fairly and equitably.
If you choose to have a holiday policy, be sure you complete the following
steps:
Get your policy in writing
Roll your policy out to all employees at the same time
Think through how you are going to manage salaried (most often
exempt) and hourly (nonexempt) employees in this policy
Generally, time-and-a-half is the rate of holiday pay. However, there are no
federal or state regulations that require speci c hourly amounts. Offering
this, however, is a common practice.
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9. Tip Laws Relating to Payroll
If you operate within the foodservice industry and if some of your employees
receive tips or are part of a tip pool, then you need to be aware of tip
reporting laws. This is incredibly useful if tipping pools are a part of your
business.
One common challenge that many foodservice employers encounter is how
minimum wage can be governed within jobs that also are eligible for tips. If
you are new to this arena, it is a huge deal. For example, many states can pay
their tipped employees at a rate that is below the state’s required minimum
wage, with the concept being that these employees get paid from the
restaurant plus their tip “wages.”
Some states do not allow this practice; these states are known as “equal
treatment states” and include Alaska, California, Hawaii, Minnesota, Montana,
Nevada, Oregon, and Washington. Other tip wages differ signi cantly from
state to state, so research your state laws carefully.

How to Remain Current With Payroll
Compliance Laws
According to the National Small Business Association (NSBA), the top two
burdens on small businesses are income and payroll taxes. These
administrative- and nancial-related burdens can be so time-consuming
and complex, due to their evolving nature, small business owners often nd
themselves spending an excessive amount of time completing them.
One common solution we point small business owners toward is a resource
such as When I Work. When I Work offers automated scheduling and time
tracking so that you know when and how much your employees are
working, which then integrates with several third-party payroll resources like
Gusto, Paychex, ADP, and Square. Tools like When I Work guide business
owners and managers through payroll regulator’s growing and complex
changes.
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If you have chosen not to employ a third-party payroll rm to assist you with
these regulatory responsibilities, then you’ll need to learn how to do payroll.
Plus, you’ll have to stay abreast of any changing laws.
We recommend that you take the following actions on an annual basis:
Hire an auditor to review your payroll records, processes, and
procedures. You can also conduct your own payroll audit .
Sign up for the e-newsletter from the Small Business Administration
(SBA).
The DOL offers useful, easy-to- nd payroll regulatory information on the
FLSA and other payroll-related laws.
Although you will need to maintain an annual membership, the Society
of Human Resource Management (SHRM) retains a wealth of
knowledge regarding payroll compliance laws, including details of the
FLSA. Annual SHRM membership costs $209.
The American Payroll Association (APA) provides solid resources listed
that no small business owner should be without. For example, we like
the Compliance Calendar, which outlines critical payroll ling dates that
are challenging to nd anywhere else.

Agencies That Regulate Payroll Laws: IRS &
DOL
The institutions that govern payroll law nationwide, the IRS and DOL, are
what we look to as payroll laws evolve. The IRS oversees, in large part, that
taxation portion of payroll compliance. The DOL manages the aspects that
differ from state to state but, more speci cally, how the FLSA impacts payroll
processing.

IRS Focal Points
If you have tax-related questions regarding payroll, then visit the IRS
website, which outlines what you need to know as it relates to what taxable
income is for employees, how to maintain tax records properly, how payroll
taxes are affected by company mergers, how to report payroll tax of a
deceased employee, and more.
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DOL Focal Points
If you have questions about the ever-expanding FLSA, then visit the DOL
website, which helps you navigate the payroll regulations that can vary
signi cantly from state to state. For example, in the states of Alabama,
Arkansas, Florida, and Mississippi, employers are not required to offer pay
stubs to employees while approximately 25 other states do require that
employers provide pay stubs to employees.
The DOL’s website lays out how the FLSA impacts payroll law compliance for
the average employer. These payroll categories range from the minimum
required (paid) rest periods and minimum wages from state to state to
agricultural employment-related payroll regulations. The DOL’s minimum
wage guide easily helps employers determine what their wage
responsibilities are to their employees.

This is a useful map from the DOL that quickly assists you in nding the
states with higher minimum wage rates than the federal minimum wage as
well as offers more useful information after clicking into the state that you
want to learn more about
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Frequently Asked Questions (FAQs) Relating
to Payroll Compliance
There are almost endless questions you could ask about processing payroll
and remaining current on all of its regulations. If you’re considering payroll
software or a service, it can help to start by reading payroll provider reviews.

Will my business be affected by the new federal overtime
rule?
The answer to this question depends on how much your employees are
paid. Beginning January 1, 2020, any employee earning less than the new
salary threshold, $35,568 per year for a full-time worker, will be eligible for
overtime pay. The other way to calculate this is by assessing the standard
weekly salary level, which was raised from $455 to $684.

Must young workers be paid the minimum wage?
Under the FLSA, covered employers are allowed to pay employees age 20
and younger a “youth minimum wage” of no less than $4.25 an hour for a
limited period of 90 days. The eligibility period runs for 90 consecutive
calendar days beginning with the rst day of work for an employer.
Other programs that allow you to pay less than the full federal minimum
wage apply to workers with disabilities, full-time students, and student
learners.

What happens if state law requires you to pay a higher
minimum wage than federal law?
In most cases, federal law trumps state law. However, in situations where
state laws are more favorable toward the employee, the state law will
commonly rule. So, in the case of minimum wage pay rates, when state law
requires a higher minimum wage than what the federal mandate calls for,
that higher standard applies.
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When do I need to file W-2s and 1099s?
W-2 and 1099 forms are different payroll and tax documents. W-2s are for
employees and 1099 forms are for nonemployees, independent contractors.
If your company has paid at least $600 to a vendor for a product or service,
you must issue a 1099-MISC form to that vendor, which includes
independent contractors and freelancers. The IRS also requires employers to
mail 1099-MISC forms to vendors no later than January 31 of the year
following the end of the tax year.

Am I required to have labor law posters?
The short answer is, “yes.” There are state and federal labor law poster
requirements for businesses, regardless of the industry you are in. These
posters address more than just minimum wage, but also workers’ rights
related to equal employment rights, worker safety, and more. Companies
can purchase “all-in-one” posters for both federal and state labor law
requirements. It is important to place your labor posters in a conspicuous
place like the break room or copier room.

Do I have to pay my employees using direct deposit?
There is no requirement that companies must pay their employees via
direct deposit. Most employers offer direct deposit as it is easier to process
payroll, as well as allowing employees to get their money faster.
Approximately 82 percent of employees receive their pay via direct deposit .

Chapter 6: Payroll Taxes and Employers: What Employment Taxes Are You
Legally Responsible For?
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Chapter 6: Payroll Taxes and
Employers: What Employment Taxes
Are You Legally Responsible For?
As you consider hiring employees to help with your business, you’ll need to
take into account the additional employment tax responsibilities that come
along with it. You need a good grasp of what your business and your
employees are responsible for paying. Legally, you’re the collector and
gatekeeper of both payroll and income taxes, and you can face penalties
( nancial and criminal) if you don’t act accordingly.
Although employers pay their taxes on different schedules, I suggest not
waiting until the deadline to calculate the total funds you’ll need to send
out; In my 5+ years of working with payroll, I’ve seen too many employers get
into hot water doing this—they wait until the last minute only to realize
taxes are more than they anticipated, and they don’t have enough to pay.
Keep in mind that employers are legally responsible for paying taxes on all
income their employees receive as well as withholding money from their
employees’ paychecks to cover the employee portion of payroll taxes.
Federal taxes like Social Security and Medicare are straightforward (a at 6.2%
and 1.45%, respectively, for both employers and the employees), but state
and local taxes can vary depending on where your business operates.
If you’re like most small business owners doing payroll, you’re probably also
interested in knowing what you can do to minimize the employment taxes
you owe or even avoid them altogether. There’s not a lot you can do in this
regard if you need employees; however, you can pay independent
contractors to do the work, and you won’t be required to pay employment
taxes on their earnings. This can be a slippery slope though, and you’ll end
up paying more money if you classify them as contractors when they’re
really employees.
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What Are Employment Taxes and Who Pays
Them?
Payroll taxes, employment taxes, and income taxes are terms that get
thrown around so much you can easily become confused. So let’s think of it
this way: All taxes related to payroll are employment taxes, and both you and
your employees are responsible for paying a portion of them.
Getting more speci c, employment taxes include payroll taxes,
unemployment taxes, and income taxes. Some states also require you to
carry disability insurance for your employees, and they treat it like a tax.

Employer payroll taxes consist of both the Social Security and Medicare
taxes (known as FICA taxes collectively). You must pay an amount equal to
7.65% of your employees’ earnings out of your business bank account and
also withhold the same amount from their paychecks. As for unemployment
taxes, you’re solely responsible for paying them, but when it comes to
federal, state, and local income taxes, you’re only responsible for collecting
the money from employees and sending it to the appropriate agencies. The
federal rate is 6% on the rst $7,000 an employee earns, and the state may
vary.
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FICA Taxes
FICA taxes are the only taxes that are shared by the employee and the
employer. Both pay half of the 12.4% Social Security tax (6.2% of
wages/salaries paid) and half of the total 2.9% Medicare tax (1.45% of
wages/salaries paid). These are important, because in the future, the federal
government will calculate each employee’s retirement bene ts (medical
and income) based on the amounts contributed.
Note: If you’re a sole proprietor or do freelance work as a contractor, you’re
not an employee of your business. This means you’re not technically
responsible for payroll taxes, but you will owe self-employment taxes, which
cover Social Security and Medicare.

Unemployment Taxes
As the employer, you’re solely responsible for paying unemployment taxes
on both a federal and state level. The Federal Unemployment Tax (FUTA) rate
is a at 6%. However, if you pay state unemployment tax (SUTA), then the
federal rate is typically reduced to 0.6% (giving you a credit of 5.4%).
State unemployment tax rates are not as straightforward as federal
unemployment tax rates. SUTA rates are set by each state and are speci c to
each employer. It is based on the number of employees you have red and
how many of those employees have led unemployment claims—the more
claims that have been led, the higher your rate.
Take note that FUTA tax is only assessed on the rst $7,000 of an employee’s
salary (not the entire amount). SUTA taxes vary, depending on the state.

Income Taxes
As for income taxes, your only job is to calculate, withhold, and pay them to
the appropriate agency. You do not have to pay income taxes on your
employees’ income using your business funds.
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State Disability Insurance
Some, but not most, states require employees to pay for disability insurance.
As the employer, you’re responsible for withholding the funds from their
paychecks in the same manner that you handle their other employment
taxes. Disability insurance will pay an employee a percentage of their income
if they become injured or ill to the point where they can no longer work.
Unlike workers’ compensation insurance, disability insurance only covers
illnesses or injuries that take place outside of the workplace.
If you are an employer in one of the following states, you are required to
provide short-term disability insurance to your employees. On average, state
disability insurance rates run between 1% and 3% of annual gross income. For
example, disability insurance for an employee who makes $30,000 annually
will run between $300 and $900 a year. You can withhold employee
contributions to help cover costs; just be mindful of the maximum amount
your state will let you withhold.

States Requiring Employer Disability Insurance
State/Territory

Rate

Max You Can Withhold

Wage Max

California

1%

$1,229.09/year

$122,909/year

Hawaii

0.5%

$5.60/week

$1,119.44/week

New Jersey

0.26%

$350.74/year

$134,900/year

New York

0.5%

$0.60/week

$120 (weekly)

Rhode Island

1.3%

$939.90/year

$72,300/year

Puerto Rico

0.3%

$54/year

$9,000/year
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How to Pay Employment Taxes
It’s best to set aside money for employment taxes each pay period, even if
you’re only required to send payment monthly. You should de nitely need
to withhold money from your employees’ paychecks each period.
You will either need to deposit payroll taxes on a monthly or semiweekly
basis. If you owed $50,000 or less in taxes for the prior year, you can pay
monthly; anything more than that puts you on a semiweekly pay schedule.
If you’re a new employer, you’re automatically placed on a monthly deposit
schedule. For employers with very little payroll tax obligation, less than
$2,500 a quarter, deposits can be made quarterly with the 941 tax return.
If you’re interested in estimating how much in employment taxes your
business may have to pay when you start hiring employees, use Gusto’s free
employer tax calculator.

Federal Employment Tax Due Dates
If you determine your business needs to be on a monthly deposit schedule,
you’ll need to deposit your employment payroll taxes (FICA and federal
income taxes) by the 15th of the following month for which they’re due.
Semiweekly schedules require that taxes for wages paid Wednesday,
Thursday, or Friday be made by the following Wednesday. For wages paid on
other days of the week, tax payments should be made by the following
Friday.
One important thing to note is that if you accumulate $100,000 or more in
taxes, regardless of your deposit schedule, you must deposit the taxes by
the next business day.

Withhold Payroll Taxes From Employee Paychecks
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When you calculate your employees’ paycheck amounts, the amount they
earned vs the amount they should receive, you should immediately route
the money they owe in taxes to a separate account (if you’re using one
account out of which payroll and general business expenses are paid). You
need to ensure you don’t accidentally spend the funds.

File Tax Forms
To le employment taxes with the IRS and other agencies, you’ll need to use
speci c payroll tax forms so it’s clear what and how much you are paying; the
forms have formulas that will help you calculate how much you owe, and the
typical ling requirement is quarterly or annually.
You’ll need the following payroll forms when you le your employment taxes:
IRS Form 941 or Form 944 for federal income and FICA taxes
Form 940 for federal unemployment taxes
State income and/or disability tax forms, if applicable to your location
Municipal or local tax forms, if applicable to your location
You must deposit the taxes by the respective due date to avoid interest and
penalties and maintain compliance with payroll laws. If you pay independent
contractors, you won’t need to pay or le taxes for them, but you will need to
send in a 1099 form to the IRS (and the contractor) to show the total
earnings you paid them throughout the year.

Consequences of Not Making or Being Late
on Employment Tax Payments
If employers fail to remit payroll tax payments or send them in late, it could
have the following impact:
Employers may face criminal and civil sanctions
Employees may lose access to future Social Security or Medicare
bene ts
Employees may lose access to future unemployment bene ts
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If you’re late making deposits for FICA or federal income taxes, you’ll be
charged penalties:
Penalties for Late Employment Tax Payments
Penalty Reason Charged
2%

1 to 5 days

5%

6 to 15 days

10%

16 or more days but before 10 days from the date of the rst IRS
notice

10%

Amounts that should have been deposited, but instead were paid
directly to the IRS or paid with your tax return

15%

Amounts still unpaid more than 10 days after the date of the rst
IRS notice or the day you receive notice and demand for
immediate payment

Before paying employees, it’s important to have a good grasp of your payroll
and employment tax responsibilities. The penalties for not complying can be
costly to your business and its employees.
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Chapter 7: 2020 Payroll Tax Rates
Federal payroll tax rates like income tax, Social Security (6.2% each for both
employer and employee), and Medicare (1.45% each) are set by the IRS.
However, each state speci es its own rates for income, unemployment, and
other taxes. Below is a state-by-state map showing tax rates, including
supplemental taxes and workers’ compensation.
All of QuickBooks Payroll products are full service, meaning it handles all
calculations and tax payments to federal and state agencies. The software is
always updated with the most current tax information, and you will never be
penalized for mistakes QuickBooks representatives make. And if you opt for
QuickBooks Payroll Elite, errors you make are covered as well.

How Payroll Taxes Work
In addition to income taxes, Social Security and Medicare—collectively
known as Federal Insurance Contribution Act (FICA), are taxes that
employers and self-employed workers pay to the IRS to comply with payroll
laws. The IRS and state tax agencies also require monies to be paid for
unemployment insurance, referred to as the Federal Unemployment Tax Act
(FUTA) and State Unemployment Tax Act (SUTA), respectively, when doing
payroll. Combined, these are called employer payroll taxes.

2020 Payroll Tax Rates by State Map
You can use the map found here to nd the payroll tax rates for your state.
You will also be able to lookup state-by-state details with links to more data!
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Federal Payroll Tax Rates
At the federal level, in addition to income tax, there are two categories of
employment taxes: FUTA and FICA. We’ll cover each brie y as you’ll process
these as tax deductions on employees’ paychecks. You must also pay these
taxes on your employees’ behalf, regardless of the state in which you
operate. Payroll services like QuickBooks Payroll make it easy because it
calculates taxes due automatically, pays them, and guarantees you won’t
pay any penalties. It’s also easy to set up and process payroll with
QuickBooks.
Income tax: The tax rate is based on withholdings chosen on the
employee’s W-4 form.
FUTA: This 6% federal tax is to cover unemployment; in most cases,
you’ll be credited back 5.4% of this amount for paying your state taxes
on time, resulting in a net tax of .6%.
FICA: This 15.3% federal tax is made up of two parts: 12.4% to cover Social
Security and 2.9%to cover Medicare. For employees earning more than
$200,000, the Medicare tax rate goes up by an additional .9%. Therefore,
FICA can range between 15.3% and 16.2%.

State Payroll Tax Rates
Some states have an income tax while others don’t. However, all states have
state unemployment taxes. The percentage of SUTA varies by state. Each
state determines the wage base or minimum earnings required for SUTA to
be deducted. Of course, they may not call it SUTA. They may refer to it as
unemployment insurance (UI), for example.
In addition, the SUTA rates are affected by an employer’s speci c
unemployment history and industry. In addition, some states assign a
generic new employer rate that may be higher or lower than what the
employer will pay once they have been in business for a period of time, and
each state determines the time frame. For example, if one employer has
higher unemployment claims than another, that employer will pay a higher
unemployment rate.
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Employer Responsibilities for Payroll Taxes
Employers managing payroll taxes in one state may nd it easy to keep up
with the various state tax requirements when they have one or two
employees. However, once you hire more than 10 employees and/or expand
into multiple states, you can become overwhelmed quickly. It’s often best to
work with a payroll provider like QuickBooks Payroll to prevent tax errors
that could end up costing you thousands of dollars in penalties if not worse
(jail time).
QuickBooks Payroll will calculate deductions and pay tax agencies on your
behalf. All of its payroll products are full service, which means you don’t have
to do much aside from setting up your employees within the system and,
even then, representatives will assist you if you select a premium offering.
The software has state-by-state tax rate data baked into its payroll database,
so you don’t have to keep up with the tax rate changes from year to
year―and it’s updated often

Payroll Tax Rate Complexities
Each state does its own thing in terms of whether to have a state income
tax, when tax payments are due, what rates they use, and what forms to le.
We’ll cover some of the differences below to make you aware of what may
vary in each state.

States That Have a State Income Tax
Not all states have a state income tax. However, in states that do, the
employee must be asked what amount to withhold from the paycheck. That
amount is to be withheld by the employer and paid to the state. The income
tax rate varies by state and also varies by person based on factors like their
marital status and number of exemptions they claim.
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Employees provide this information on the equivalent of a federal W-4 form,
which may be called by a different name in each state. For example, South
Dakota has no state income taxes, North Dakota does and uses the Federal
W-4 to track withholdings. New Jersey also has state tax withholdings and
tracks them on an NJ-W4 form.

Quarterly Tax Payment Due Dates
Quarterly FUTA taxes are due if you owe more than $500 in taxes each
quarter. The due dates are:
Quarter one: April 30
Quarter two: July 31
Quarter three: October 31
Quarter four: January 31
However, SUTA tax due dates varies by state. For example, in Michigan, the
taxes are due on the 25th of the month instead of the end of the month:
April 25, July 25, October 25, and January 25. Failing to meet the deadline may
result in a penalty or late tax payment interest assessment. Therefore, you
not only have to know what taxes to withhold and pay but also when and
how to pay it—by state.

Credit Reduction States
In the past, states took loans from the federal government when they could
not meet their unemployment liabilities. Instead of getting a 5.4% credit
reduction, some employers, based on the state they were in, saw their credit
deduction reduced by as much as, and sometimes more than, 2.1%. As of
2020, however, the only credit reduction state isn’t a state, but a territory—
the Virgin Islands. Its credit reduction has been reduced by 2.7%
The IRS explains it like this: generally, employers may receive a credit of 5.4%
when they le their Form 940 (PDF), employer’s FUTA return, to result in a
net FUTA tax rate of 0.6% (6.0% – 5.4% = 0.6%).
What that means is that you’re likely to pay higher taxes when hiring
employees in the Virgin Islands as the credit reduction goes up by .03% a
year, driving your tax up by that amount annually.
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Required Forms
Form names vary across states as well. While Form 940 is used to pay FUTA
and Form 941 for FICA, each state has its own form names. For example, in
Arizona, SUTA is paid using a UC-018 form and, in Illinois, the form name is EA50. For more information, refer to your state tax website.

Avoiding Payroll Taxes
Business owners who don’t want to deal with payroll taxes can opt to work
with independent contractors. Freelancers and gig workers are independent
self-employed contractors who work for you based on a project or
deliverable. They’re not employees and, as such, they pay their own taxes. Be
sure you document your work agreement in a contract to make sure you’re
both on the same page regarding work expectations.
You’ll need to familiarize yourself with the requirements as to when you can
pay a worker as a contractor vs an employee. Also, consider using a payroll
service like QuickBooks Payroll to pay the contractor. You’ll need to issue a
1099 tax form at the end of the year, and its service will handle this for you at
no extra cost.

Frequently Asked Questions (FAQs) About
Payroll Tax Rates
We understand that you may still have questions about payroll tax rates
after reading this article. To help, we’ve compiled a few of the most
commonly asked questions small business owners have about payroll taxes.
If you have additional questions, suggestions, or concerns, feel free to leave a
comment at the bottom of this article.
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What are the penalties for making a mistake in employee
tax payments?
The IRS can levy tax penalties as high as 5% a month for unpaid taxes.
Penalties are charged if you fail to le by the deadline, le the wrong
amount, fail to pay at all, or pay with a bad check. However, as long as you
attempt to comply with the law, you may nd that some relief from tax
penalties is available.

If I outsource payroll and taxes, am I still liable for a tax
mistake?
The business entity is required to pay employment taxes. If you outsource
your payroll to a third party, you will retain liability for any tax mistakes. It’s a
good idea to choose a vetted professional or payroll service to ensure payroll
tax compliance.

Where can I find tax withholding tables?
The IRS posted 2020 tax withholding tables in December of 2019. In addition,
the IRS provides a tax withholding calculator to help determine how much
tax will be withheld from an employee’s paycheck. Each state also publishes
tax withholding tables, which you can nd on the state tax website we
provided in the table above.
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Chapter 8 Payroll Forms Employers
Need
Regardless of how many employees you have, payroll forms are a necessity.
Most employers need the regulated payroll tax forms required to maintain
good standing with the IRS, like W-4 forms for new hires. Other, less
structured forms can also be useful in helping to better organize your
company’s processes—for instance, direct deposit authorizations.
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Payroll Tax Forms

What is This Form Used For?

W-4 Form: Withholding
Allowance Certi cate

To help employers calculate taxes to withhold from
employee paychecks

W-2 Form: Wage and Tax
Statement

Reporting total annual wages earned (one per
employee)

W-3 Form: Transmittal of

Reports total wages and taxes for all employees

Wage & Tax Statements
Reports and calculate unemployment taxes due to the
Unemployment Tax Reporting IRS
Form 940: Federal

Form 941: Quarterly Federal
Tax Return

Filing quarterly income & FICA taxes withheld from
paychecks

Form 944: Annual Federal Tax Reporting annual income & FICA taxes withheld from
Return
paychecks
Form 8027: Annual

To report tips received & determining allocated tips

Information Return of Tip
Income
Schedule H

Reporting employment taxes on cash wages paid to
household employees (nannies, caregivers)

Form WH-347: Certi ed
Payroll Form

Filing payroll information re: employees who work on
federal projects

Contractor Forms

Providing non-employee pay information that helps
the IRS collect taxes on contract work
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Why Payroll Forms Are Important
Payroll forms are important because they help employers record, summarize,
and report paycheck and payroll tax information. It’s best to integrate them
into your company processes so they’re completed at the right time—you
can face penalties for not submitting the proper documents to the
appropriate agencies by their deadlines. One of the rst steps to learning
how to do payroll successfully is to gather (and in some cases, create) the
payroll forms that are applicable to your business. Payroll software services
can also provide some guidance and resources.

Payroll Forms Explained
Many forms are tax-related, subject to IRS regulations, and only re ect
employee information (not contractors’); other forms are more exible, and
you can produce them in-house (direct deposit, time sheets, and so on).
Forms like 1099s help organize payments made to contractors, although
they’re usually considered vendor payments rather than payroll.
Any form you’re required to submit to the IRS carries its own deadline(s). You
must submit some reports quarterly (most employer payroll tax reports), and
others are on an annual cadence. If you create any in-house forms, you can
set your own deadlines according to how you need to use the information
(you can have employees submit time sheets weekly, biweekly, etc.,
depending on your pay cycle).
As an alternative to creating your own forms, you can use pre-made forms
from payroll software like Gusto if you become a user or electronic time
sheets from When I Work, a time and scheduling tool. Both of these
software offer free trials.
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Here’s more background on the payroll forms you may need to operate your
business:

W-4 Form: Withholding Allowance Certificate
All employers need updated copies of Form W-4 to distribute to new hires;
employees should prioritize completing the form before or on their rst day
of work. You’ll need the information to determine how much to withhold for
taxes from employee paychecks each pay period. The document provides
space for employees to enter their personal information, like name, address,
marital status, and number of dependents. Maintaining records of each
completed W-4 Form simpli es W-2 Form preparation.

W-2 Form: Wage and Tax Statement
The W-2 Form is essential for all employers; you’ll use it to report the total
wages paid to employees throughout the year. In addition, you’ll include the
total payroll taxes withheld (Social Security, Medicare, and income taxes) and
other bene ts. You’ll give each employee a copy of their own form no later
than Jan. 31 after the year for which you’re reporting. You’ll also be
responsible for sending copies of the forms to the Social Security
Administration (SSA) and your state, city, or local tax department.
Be sure to check that you have six versions of each W-2 Form you distribute
(one for each of the following: your records, the employee’s records, for the
employee to submit with their federal tax return, for the employee to le
with their city, state, and/or local tax return, for you to submit to the SSA, and
for you to submit to the city, local, and/or state tax department.
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W-3 Form: Transmittal of Wage & Tax
Statements
If you issue W-2 Forms, you will need to complete a W-3 Form and submit it
to the SSA with applicable W-2 copies. It’s essentially a summary of all the
individual W-2 Forms you are distributing for the year. You’ll report the total
salary and wage payments you made to all employees in addition to the
total taxes and other bene t information.
To check that all of the numbers you report on the W-3 ow, compare the
totals to information re ected on the other payroll forms. For example, add
all individual salary and wage totals reported on the W-2 forms, and the sum
should equal the grand total wage amount re ecting on your W-3 Form.

Form 940: Federal Unemployment Tax
Reporting
If you paid federal unemployment taxes (FUTA) during the year (most
employers are required to), you’ll need to submit Form 940 by Jan. 31 of the
following year. It helps you calculate and report the total FUTA taxes for
which you’re liable, net of any payments made during the year. The IRS
requires you to report and pay the tax quarterly if you’ll owe more than $500
for the year; if you pay your FUTA taxes each quarter and are up-to-date by
year-end, you can wait until Feb.10 of the following year (at the latest) to le.
Generally, you’re subject to the tax if your business:
Paid or will pay over $1,500 to its employees in a calendar quarter
Employed one or more employees for at least 20 weeks of the year
Be mindful that you will likely also owe a state unemployment tax and
subsequently need to report the total due on a speci c payroll form for your
state. Check your state tax agency’s website to be sure.
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Form 941: Quarterly Federal Tax Return
If you withhold income tax, Social Security, and Medicare (FICA) payments
from your employees’ paychecks, you should submit Form 941 (or Form 944
if the payments are small). You’ll report the total amounts withheld. It will
also help you verify and pay the amount of FICA taxes for which your
business is responsible (the total matches what you should withhold from
employee checks, ultimately around 15.3% of wages paid). The deadlines are
at the end of the following months: January (for October through
December), April (for January through March), July (for April through June),
and October (for July through September).

Form 944: Employer’s Annual Federal Tax
Return
Tax Form 944 ful lls the same purpose as Form 941 but is used less
frequently. Only small businesses with an annual tax liability less than $1,000
are eligible to le this form; it’s a report of the total income and FICA taxes
withheld and payable (employees’ and employer’s share) throughout the
year and is for employers who are eligible to make one payment annually
(versus four quarterly payments).

Form 8027: Annual Information Return of Tip
Income
Not all employers will use Form 8027, only large companies with workers
who routinely receive tips (restaurants, bars, and companies in the
hospitality industry). For purposes of this form, the IRS de nes “large
companies” as companies that have more than 10 employees working on a
typical business day. The main purpose of this form is to report the total tip
income received within the establishment and to calculate allocated tip
amounts (a component of some restaurant payroll processes) that
employers are responsible for paying tipped employees.
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Allocated tips are additional amounts some employers are required to pay
out if their total reported tips appears to be too low according to the size of
the business. Form 8027 helps to calculate any additional amounts due. The
deadline to le a paper copy of the form is March 2 (for 2020) and March 31 if
you le electronically.

Schedule H
You should only use Schedule H if you are paying cash wages to household
employees such as nannies, caregivers, or babysitters. You’ll need to report
the total wages paid along with taxes due (FICA, FUTA; the form has clear
directions to help you calculate the amounts owed, so you don’t have to
research it on your own.)

Form WH-347: Certified Payroll
The Certi ed Payroll Form is a document for employers who work on federal
projects. To ensure the agency funding the project continues to pay, you
have to ll it out with details about every worker involved in the project, like
name, hours worked, project name, wages earned, bene ts paid, and so on.
It’s important to submit an updated copy to the agency on a weekly basis.

Other Payroll-related Forms for Employers
Employer and employee tax forms are the most pressing payroll documents
for many companies. However, there are others (some speci cally payroll
and others not so much) of which employers should be aware. For instance,
HR and payroll go hand in hand, meaning you can’t or shouldn’t process
payroll without ling some key HR forms. Also, completing the proper
contractor forms can save your company time and money.

Employer Contractor Forms
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There’s a signi cant difference between employees and contractors in the
sense that contractors have much more autonomy, because employers
cannot legally control how they perform their work. There’s also a difference
in how you should report the money you pay them. W-2, W-3, and W-4
Forms are not applicable to contractors. W-9 and 1099 Forms are more
appropriate.
Here’s a list of forms you need when paying contractors:
W-9 Form: The W-9 is the W-4 for contractors. You should distribute a
copy to each contractor you hire before they begin working. It will
collect information like the employee’s name and Social Security
number). You’ll use it to report to the IRS how much you paid out
during the year (on Form 1099).
1099 Form: Similar to a W-2 (except it’s only for contractors that were
paid at least $600 and doesn’t list any taxes paid), this form should
report the total income paid to contractors. You should submit one to
each contractor and send a copy to the IRS.
1096 Form: The 1096 is a summary of all 1099 Forms you distribute. It
should re ect the grand total paid to all contractors and tie directly to
each 1099 you’re distributing.

Non-tax Payroll Forms
There are numerous non-tax related payroll forms you can use to help
manage your internal processes better. Since these are not regulated, you
can create them on your own or download a free online payroll template.
Here are three of the most common non-tax payroll forms you should
consider using:
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Direct deposit authorization form: Issued to employees wanting to
receive their paychecks electronically vs by paper check; the form
shows you have permission to pay them via direct deposit and usually
includes space for a routing and account number.
Time sheet: A document employees can use to record the hours they
work each period; you can use it to verify work time before issuing
paychecks.
Pay stub: A document you can issue with each paycheck that shows a
breakdown of total earnings, deductions, etc. Some states require you
to issue them (and dictate what information to include), and others
don’t.
In addition to payroll forms, many employers are in need of HR forms for new
employees, including Form I-9 (used to verify work eligibility), Employer
Identi cation Number (EIN) Form (used to request a state issued number
for reporting and paying taxes), and so on. These aren’t payroll forms per se
(although often confused as such) but are required before processing any
paychecks.

Frequently Asked Questions (FAQs) About
Payroll Forms
Where can I find the payroll forms I need?
There are different types of payroll forms. Some are more of cial, speci cally
the tax documents (W-4 and W-2 Forms, for instance). You can download
many of these documents from the IRS website; they can change every year
though, so it’s important that you use the most updated copy. Other payroll
forms, typically the ones you use in-house, are less structured; you can
create them on your own or download free templates from the web.

What forms are needed for payroll?
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You can use numerous payroll forms within your business, but the most
important ones are those required by the IRS. Employee tax forms like Form
W-2, Form W-4, and Form W-3 are essential. Form 940, 941, and for some,
944 are also important to ensuring payroll taxes are paid correctly and on
time. If you operate a restaurant or bar and your employees accept tips, you
may also need Form 8027. Schedule H is for Household employees, and Form
WH347 is for federal contractors.

What payroll forms do employers need for new
employees?
When it comes to new employees, you need Form W-4 to collect
information about them that you can use to calculate their paycheck
withholdings. A direct deposit authorization form is also important if you’ll be
paying them electronically. Other forms, like Form I-9, are also important for
new hires, but they are considered HR forms.
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Chapter 9 Payroll Records: What to
Keep & How Long to Keep Them
Payroll records are documents with any information about a company’s
payroll, including data about employees, paychecks, and taxes. Per federal
law, you should retain payroll records for three years and payroll tax records,
such as unemployment taxes, need to be kept for four years. States such as
New York, and agencies such as ERISA (governing private retirement and
health plans), require you to keep some records for six years.
Disclaimer: Fit Small Business does not provide legal or tax advice. Please
con rm document retention requirements with HR, payroll, legal, and/or tax
professionals in your state.

Rules for Retaining Different Types of Payroll
Records
Candidate’s job applications and interview records, you keep for only one
year, but when hiring a candidate, keep payroll documents for three years. A
best practice for employers is to keep copies of all hiring documents that
provide the employee’s full name, address, and Social Security number as
well as time cards, pay stubs, and pay registers that you use when doing
payroll.
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Payroll Record Retention Best Practice—What to Keep &
For How Long

There are some exceptions, such as tax documents that you should keep for
four years and retaining retirement income documents for six, which we will
describe in more detail below. In addition, any time you have a termination
dispute with an employee, it’s a best practice to hold on to payroll
documents until you resolve the dispute.

State-Specific Laws About Retaining Payroll Records
Most states abide by the payroll document retention guidelines provided by
the DOL and other federal agencies. However, a few states, California, New
York, Illinois, and Washington, have enacted legislation that affects what
payroll records to keep and how long to keep them. Here are those state’s
speci c requirements, with links to more information.
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New York has a Wage Theft Prevention Act that increases the
requirement to retain payroll records from three years required by DOL
to six years.
California employers must retain payroll records for four years— eight
years if the employees are exempt.
Illinois requires employers to retain payroll records for ve years.
Washington State Department of Labor and Industries matches the
DOL in terms of requiring payroll records to be maintained for three
years, however, the requirements for what to retain are more speci c.
They include penalties of $250 for each non-compliance offense.
Because state laws may change, be sure to con rm any unique payroll
document retention requirements in your state.

Types of Payroll Records NOT to Keep
Some business owners wonder if there’s a risk to keeping documents longer
than required. The answer is yes. Financial or personal information related to
payroll, such as bank account information, credit reports, or photocopies of a
Social Security card should be destroyed after the retention timeframe to
prevent con dential data being misused.
For example, I-9 forms, typically kept in a separate folder by date, should be
kept three years, but no longer.
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Important Information on Each Type of Payroll
Record
Many agencies have speci c payroll compliance requirements on what
types of data each payroll record should show, and there is overlap among
the agencies. Keep this in mind when crafting payroll templates to use
within your business. It saves time when records have suf cient information
to meet multiple agencies’ requirements—for instance, pay stubs that
contain important hours, earnings, and tax data that satis es both the DOL
and IRS.
Hiring documents: Such as an offer letter, include DOL-required data
about the employee, their residential address, job title, and pay rate.
You can also create an employee data sheet that includes required
information such as the employee’s gender.
I-9 documents: Include information about the employee’s eligibility to
work in the US and includes DOL required information such as the
employee’s full name and Social Security number.
Pay stubs: Show information such as pay period, pay rate, and
deductions and typically display hours worked each workweek, the
basis for which wages are paid, as well as regular hourly or salary pay
rates, overtime, and deductions.
Time cards: Display hours worked, including unpaid lunch breaks and
overtime hours. They can be paper or electronic, as long as the required
data is retained for three years.
Termination documents: Show last date worked and any nal
payments such as unused paid time off or severance.
Job evaluations and salary reviews: Include rationale for pay increases
and merit increases as required by EEOC.
Leave documentation: Showing leave dates and any leave amounts
paid as an FMLA requirement.
Retirement income statements: With payment amounts and plan
documents as required by ERISA, including 401(k) savings plan
enrollment and statements that show employee contributions.
Employee handbooks: They describe everything from pay dates and
holidays to termination and severance pay. It’s a best practice to hold
on to your employee handbook for at least three years.

Page 80

Jump back to table of contents.

Personnel les often contain much of the documentation listed above.
Therefore, a simple way to remain compliant is to box personnel les after an
employee leaves the company and save those les for three years. However,
if you store employee tax documentation in the employee personnel le
instead of separate payroll and tax les, then you’ll want to retain them for
four years.

How to Store Payroll Records
In most cases, you have three storage options for payroll records that you
need to keep. You can keep the les yourself, box and store the paper les
off-site, or maintain the documents and data electronically. Here are some
considerations for paper versus electronic payroll le storage.

Store Required Payroll Information on Paper Documents
Off-site
There are storage companies that will maintain your paper documents
securely if you don’t have room to keep them on-site. The bene t of a secure
off-site storage facility is that you don’t have to worry about storage space or
maintaining con dential health information such as leave request forms,
from being accessible to staff in violation of HIPAA law.

Store Required Payroll Information Electronically
There are companies like Docusign that store electronic data for you.
However, you’d need to verify the online data storage account is secure
because payroll data contains sensitive information like birth dates, bank
accounts, and Social Security numbers.
Most HR and Payroll software have document storage capabilities, allowing
you to upload scanned les like I-9 forms. Or you can input employee data
directly into the system.
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If you’re a recipient of the new Paycheck Protection Loan, payroll software
like Gusto would be a great way for you to keep track of how you’re
spending the funds. You can use its built-in codes to identify any paid sick or
emergency leave you’re required to pay per the Families First Coronavirus
Response Act (FFRA) and later pull reports showing the amounts you paid
are eligible for forgiveness. Gusto keeps all of your les in one place and
makes document retention easy

Who Determines What Payroll Information to
Keep
Federal agencies like the DOL and IRS determine what payroll records to
keep and how long to keep them. Other agencies, like the Equal
Employment Opportunity Commission, are more speci c and govern record
retention for documents it uses exclusively to serve their mission.

DOL Wage and Hour Division, Fair Labor Standards Act
(FLSA)
The FLSA requires you to keep payroll information for three years. It doesn’t
specify any particular document you need to keep, but does require speci c
information such as employee name, address, Social Security number, and
pay rate. Most of this information can be found on hiring docs, pay stubs, and
time cards, including:
Full employee name
Social Security number
Full residence address with ZIP code
Gender
Job role (Job Title or Function)
Pay type (Hourly, Salaried, Commission)
Hours worked
Pay rate
Earnings by type (Regular, Overtime and Additional)
Total net earnings
Date of payment
Work period (Pay Period)
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Internal Revenue Service (IRS)
The IRS requires that you retain employee/employer tax documents for four
years, including W-4s, payroll tax payments, and any W-2s that were
returned undelivered. While the DOL requires payroll information to be
retained for only three years, since you need to keep payroll tax deductions
for four years. You may want to hold on to paper pay stubs for four years
unless you have the data stored electronically.

Equal Employment Opportunity Commission (EEOC)
The EEOC requires employers to keep payroll information from one to three
years and includes information such as merit increases and rationale for pay
rate changes to prevent discrimination. For example, job evaluations you
need to keep for two years, which is the length of time a current or former
employee has to review their personnel folder and dispute a salary increase,
according to the Fair Pay Act .
Pay Scales
Pay Increases (and Rationale)

Federal Acts Governed By Multiple Agencies (IRS, DOL)
There are some federal acts with payroll document retention rules that are
governed by multiple agencies:
ERISA requires that you retain retirement plan documents like premium
payments and 401(k) plans for six years. However, it also states that you
should keep payment records for as long as it’s possible for the retirement
plan to be audited. These records include:
Enrollment Documents
Payment Documents
Payroll Deductions Taken
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The FMLA requires payroll information such as the leave policy documents,
requests for leave, and leave payments to be retained for three years,
consistent with the DOL payroll record retention requirements. This
information is typically available in your employee handbook or on employee
pay stubs.

How to Destroy Payroll Documents
The most important thing to remember when destroying les after their
retention date, is that you should destroy all les securely. You can shred
les in your of ce, or if the volume is large, you may want to use a company
that picks up and shreds business documents at your location or off-site.

Keep a Log of What You’ve Destroyed
You’ll also want to keep a log of what documents were shredded and when.
It can be as simple as a spreadsheet that lists the kind of documents
destroyed, how they were destroyed—shredded, incinerated—and when
they were destroyed. It’s also best to add a signature or initial and date, so
that if you have questions about destroyed documents, you can contact the
person who destroyed them.
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Other Documentation Retention Considerations
Although three years is suf cient for payroll record retention in most states,
SHRM errs on the conservative side to accommodate variations between
state and federal agencies and suggests the following guidelines for
employee personnel records in general:
Keep hiring records at least two years after their rst day of
employment
Store I-9 records for at least three years due to con dential information
Keep all records related to medical bene ts, plans, and deductions, for
at least six years
Maintain termination records for a minimum of seven years
In addition, the Lilly Ledbetter Fair Pay Act allows workers to examine their
own personnel le for up to two years after termination. The National
Women’s Law Center advises employers to keep payroll and employment
records up to ve years after the employee has terminated in case you need
to defend yourself from a Fair Pay Act claim.
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Chapter 10: 15 Tips For Managing
Payroll Effectively
Payroll management is a system for processing employee paychecks
(salaries, bonuses, deductions), complying with labor laws, and maintaining
adequate documentation. It’s important that businesses learn tips for
managing payroll effectively, because it directly affects their nancial health.
In 2017, the IRS assessed almost $7 billion in civil penalties from noncompliance of employment tax requirements.
Here are 15 tips to help you learn how to manage payroll:

1. Create a Payroll Calendar
A payroll calendar helps employees understand when they will be paid and
when timecards are due. It also helps your payroll staff with planning and
executing payroll tasks. Most payroll applications like Xero will help you
create a payroll calendar, but you can also use a spreadsheet or an Of ce
Suite program to set up one for yourself.
Here are some guidelines to follow when creating your own payroll calendar:
Use a regular calendar as your guide to help analyze certain dates that
might require a certain lag to allow enough time for payroll processing.
Use colored fonts to emphasize speci c information such as early time
card deadlines due to a holiday.
Give managers and supervisors a copy of the calendar so they can
distribute to their employees.
A payroll calendar should show all scal year pay dates. This simpli es
payment processing and reduces employee confusion about when they will
be paid and the time frames their paychecks will cover. Once you create a
template for the calendar, save it on your hard drive so you can update it
when needed.
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2. Allow HR Staff to Attend Payroll Training
While payroll processing is part of a human resource (HR) professional’s
training, their expertise is more focused on recruitment and employee
records management. In order to improve your business’ payroll
management process, however, consider organizing payroll training sessions
for your HR staff. Although the HR and payroll departments have distinct
roles in an organization, they share functions that are crucial for a business’
success.
Some bene ts to providing payroll training for your HR staff are:
Improves collaboration: Many payroll issues are related to HR, so
working together would help the payroll and human resources
departments use their shared knowledge to come up with more
innovative solutions.
Reduces manual/double work: You can reduce the amount of
paperwork your staff prepares by consolidating some reports; it can also
make it easier to streamline processes.
Creates a more cohesive team: If your HR staff has a broader
understanding of your payroll team’s procedures, they will be more
sensitive to the time devoted to payroll processing.
Prevents con ict: Payroll training will help prevent misunderstandings
between your HR and payroll workers and give all employees more
clarity on payroll policies.
Your HR team’s deeper understanding of payroll policies will help diffuse
some of the pressure the payroll staff deals with when communicating with
employees. This eventually improves working relationships and boosts the
overall mood inside of the of ce.

3. Stay Updated on State/Federal Tax Procedures
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It’s important for employers to stay on top of their tax obligations and any
changes in state and federal reporting requirements. Changes can occur for
a variety of reasons including business relocation, employee relocation, and
hiring remote employees. When this happens, it’s the employer’s
responsibility to gather and update the information they need to compute
payroll and taxes accurately.
Businesses should have employees submit a W-2 form and le it with the
Social Security Administration by mid-April of each year. Doing this helps the
payroll department keep up with the changes that affect federal and state
deadlines, as well as with calculating and correcting hours, wages, tax
holdings, and bene ts. Failure to pay employer- and employee- withheld
taxes accurately can result in penalties.

4. Standardize the Internal/External Turnover Process
A big reason that payroll staff turnover is painful is because all companies
have their own unique payroll processing intricacies; these small details can
take signi cant time for new hires to learn. In order to minimize the negative
effects of losing team members to other companies, moving them to
different roles, and temporarily lling positions when employees go on leave,
you should consider ways to help standardize your turnover process.
Some of the ideas you can implement to make your internal and external
turnover process go smoother are:
Promote internally: Consider promoting internally rst to help minimize
the learning curve of new hires.
Implement a buddy system: Use a buddy system in which each payroll
team member trains another on their task.
Maintain standard process/role documentation: Include a process ow
chart and schedule in your payroll system documentation to help make
managing roles easier when promoting payroll staff in the company
Update payroll templates: Always update your payroll templates, and
save them in a drive accessible to everyone on your payroll team.
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Creating a standard payroll process will improve your payroll team’s
productivity. It can also lower your risk of making payroll mistakes, making
your payroll department more reliable.

5. Automate Your Payroll Process
Processing payroll takes a lot of time and money, and when done manually,
is easily susceptible to mistakes that can result in severe penalties. This is
especially true for a growing business that has a steadily increasing number
of employees. With limited HR and payroll staff, payroll processing can
become a challenge. Automating your payroll process is the easiest way to
keep up with time-consuming tasks.
Intuit Payroll is a payroll software that works with the full suite of QuickBooks
products to create paychecks, calculate payroll taxes, send direct deposits,
and even prepare, le, and pay federal and state payroll taxes. Small
businesses can choose between a self-service option that allows them to
run payroll in-house or full-service payroll where Intuit accountants can
process for businesses who don’t have the time or the expertise. You can
sign up today and save up to 50%.

6. Avoid Borrowing From Payroll Tax Funds
It might be tempting to dip into your payroll tax funds if your business is
short on cash. However, borrowing from your tax fund would be a serious
mistake that you should avoid at all costs. In the course of running a
business, poor decisions like this can easily be overlooked until it’s time to
make process your payroll tax payment. You could end up not having
enough money to replace the borrowed funds and risk not being able to pay
the IRS.
To avoid making this mistake, consider opening a separate payroll account
for your collected and contributed taxes. This will help ensure you don’t use
your payroll taxes to pay for other business expenses. You can also create a
cash reserve for your business. If you become short on cash, you can access
your emergency funds rather than payroll tax funds.
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7. Distribute Payroll Duties Among Your HR Staff
If one or two payroll processors are having problems processing payroll in a
timely manner, consider reallocating their payroll duties. You should
document this change of duties and create or update your written payroll
policies, so the new process is communicated clearly. It’s also a good idea to
review the new processes and policies regularly. Separating payroll tasks will
not only relieve some stress from your individual payroll staff but should help
with meeting deadlines, handling volume, increasing accuracy, and
preventing fraud.
Payroll responsibilities that should be performed by multiple people versus
one include verifying and processing changes to payroll and personnel data,
approving payroll journal entries and changes, reviewing and approving
monthly payroll reports, and distributing paychecks.

8. Observe Transparency in Your Payroll Process
Problems often come about as a result of employee misunderstandings of
the payroll system. This happens most often in organizations where pay
policies are either not accessible or inadequately presented to employees.
Many payroll issues such as underpaid taxes or employee misclassi cations
(contractor vs employee) can be corrected by instituting a wholly
transparent payroll policy.
A transparent payroll policy should include information on:
How the payroll process works
How employees are classi ed
How salaries are determined
Employee reporting responsibilities
Company procedures for handling payroll mistakes
Levels of vacationable earnings
The manner in which wages and promotions are calculated
Put the policy in writing, display it prominently throughout the workplace
and make sure each employee has a copy. You should also update your
employee manual accordingly.
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9. Document Your Payroll Process
Documenting your payroll process is an important step in managing payroll.
This strategy helps when analyzing and auditing your payroll system as it
highlights each step and makes it easier to identify weak points in the
process. Once you develop a payroll process that works best for your
business, document these procedures, and share them with the payroll
team to help ensure each member of the payroll staff understands their role.
Maintain a standard payroll processing manual for the payroll department.
This should include all the payroll processing steps as well as the reporting
and check handling process. It will also be useful to have instructions on how
to process payroll manually in case of emergencies. Document the steps for
printing and ling payroll registers and tax reports, along with the names of
the individuals to who you will be handing the paychecks and pay stubs.

10. Use Employee Scheduling & Time Tracking Software
Accuracy is important when processing payroll, and it all starts with properly
monitoring employee attendance. Even the simplest error at this stage can
create problems that result in signi cant civil penalties and poor feedback
for the business. Using a scheduling and time tracking software will help
save time, increase ef ciency, and improve your payroll staff’s productivity,
which ultimately ensures the accuracy of your payroll reports.
Homebase offers employee scheduling and time tracking software that
integrates seamlessly with most payroll providers for quick and simple
migration of your employee time data. It allows you to automatically
calculate overtime and manage employee leaves such as paid time off (PTO).
It also features a downloadable mobile app as a tool to communicate with
employees to alert them of updates you make in their work schedule. They
can also clock in and out through their smartphones. You can sign up free
today without using a credit card.
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11. Audit Your Payroll Process
It’s not unusual to hear of occasional complaints about payroll computations.
However, frequent incidence is a clear indication for the need to conduct
regular audits of the entire payroll process. This is especially true for
companies that still make use of a manual timecard system as they are
exposed to high risk for discrepancies. Automated systems can also be
affected by data entry errors like incorrectly recording a new employee’s tax
status (married vs single) or entering old pay rates.
Steps you should follow to ensure an effective audit include:
Verify and reconcile the accounting, payroll, and cash documentations
to make sure the dollar values match across all records.
Test plugins or add-ons to ensure that payroll software is properly
integrated with your time and attendance system.
Install a check-in system and/or biometric sign-in hardware to
automatically note the times an employee logs in for work.
If employees raise concern about or having dif culties complying with
payroll policies, then it’s time to review your policies (and documentation) for
accuracy and clarity. It’s important that employees understand their role in
the payroll process so they can complete tasks like time sheet submission or
timecard use properly and on time.

12. Hire Qualified Payroll Staff
Payroll staff must be able to handle the demands of their job, or they risk
making errors, incurring costly compliance penalties, and ultimately,
experiencing job dissatisfaction. It is therefore crucial for businesses to build
a payroll team with the skills required to handle the level of payroll tasks your
company needs. Keep in mind that this doesn’t only refer to candidates with
glowing credentials but also someone who can learn quickly and adapt to
your work culture.
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There are no essential “industry standard” quali cations for personnel
entering payroll positions, but you can always look for relevant payroll
accreditations that prove their math skills. Meanwhile, experience,
adaptability, and integrity are also important qualities. Hiring the right payroll
staff ensures all your business’ payroll responsibilities will be taken care of,
and being able to identify candidates with the right skills can make all the
difference.

13. Complete Onboarding Paperwork on Time
Make sure you and new hires complete all of the employment forms you’re
legally required to submit. These forms will provide you with new hire data
so that you properly classify and compensate employees. Legislation may
differ based on your state or county, so make sure you check your state and
county websites in addition to federal for all paperwork and deadlines.
The most common types of employment forms employers are expected to
complete are:
W-4 form (or W-9 for contractors)
I-9 Employment Eligibility Veri cation form
State Tax Withholding form
Direct Deposit form
Additionally, if you offer employee bene ts, you will need to give each new
hire paperwork that describes the terms and conditions of those bene ts
and, in some cases, request that they sign.
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The most common employee bene ts are:
Life and health insurance
Mobile plan
Company car
Stock options
Retirement plan
Disability insurance
Paid time off/vacation policies (including any paid holidays)
Sick leave
Employee wellness perks (e.g., gym memberships)
Tuition reimbursement
Onboarding documents are important to complete when new employees
start working for you, and they’re crucial to ensuring you manage payroll
correctly. It’s best to create an onboarding schedule that will help you
complete these forms on time so you avoid errors in the future.

14. Solicit Feedback About Payroll Procedures From
Employees
Never assume that employees fully understand your company’s payroll
procedures. Make it a point to ask and encourage employees to ask
questions as well. Communication will help identify areas of
misunderstanding such as improper time sheet submission or issues in the
use of time cards. Inviting suggestions on improvement will encourage
support from your staff after changes are implemented.
Start by holding an all-staff meeting dedicated to payroll issues. It’s likely
that employees will want to participate since everyone is directly affected by
the process. At this meeting, ask employees what payroll processes work for
them and what areas need improvement. You may be surprised by the
creative suggestions you receive. You should also consider issuing a
companywide survey to determine the level of employee satisfaction with
current procedures.
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15. Outsource Your Payroll Tasks
It’s important that businesses are able to pay employees accurately and on
time to avoid problems related to staf ng. This can become overwhelming
for a growing company where tasks like payroll continue to take more time
and effort. Rather than managing payroll in-house, work with professional
employer organizations (PEO) to mitigate the risks and cut down on the
costs of running payroll yourself.
Trinet is a PEO that gives you and your company access to premium, big
company bene t options—regardless of your size—with industry-tailored,
full-service HR solutions that help you grow your business. It also offers a
mobile app in addition to a portal you can use to manage unemployment,
time off, and expense reimbursement, saving you and your employees time
and frustration.
Congratulations! You now have all the information you need to start running
payroll for your small business. If you're considering using a payroll service to
help, you should check out our article on how to nd the right payroll
solution for your company.
Be sure to keep this eBook handy for future reference. It's full of useful
information and tools guaranteed to help you save time and money when
doing payroll.
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