
Managing your company’s payroll is an  
enormous job.  Mistakes can be costly in more 
ways than just money - things like low         
employee morale, an unmotivated staff and  high 

employee turnover can negatively affect your business.  
 
We selected the 10 biggest (and most frequent) mistakes 
people make when processing payroll. 
 
Mistake #1. Misclassifying A Worker’s 
Employee Type 
 
Exempt employees are not required to receive overtime.  
Non-exempt employees are required to receive overtime.  
The act of placing an employee on salary (rather than hourly 
pay) does not make the employee exempt from overtime.  To 
determine an employee’s status, one must look at both 
federal and state laws. 
 
The three most common exempt categories are Executive, 
Administrative and Professional. Their definitions are very 
specific and are not necessarily what you would expect; there 
are exceptions for certain industries and jobs. For example, 
Federal and California law agree that an exempt employee 
can not work on non-exempt duties more than 20% of the 
time (twice that for retail and service businesses). Federal 
rules requires exempt employees must be paid at least $455 
per week. Federal rules also state a non-exempt employee 
can be paid a salary, but must still be paid overtime after 
working more than 40 hours in a week.  
 
Employers must be diligent on this subject, for it is possible 
that a disgruntled worker will see the overtime standards on 
your required Wage Poster along with clear information about 
how to contact the Wage and Hours Board should they want 
to lodge a complaint against you. 
 
Mistake #2. Miscalculating State  
Unemployment Tax 

 
Miscalculating or not paying your State Unemployment Tax on 
time may result in losing your federal unemployment tax credit 
of 5.4%. 
 
 
 
 

Three questions you need to ask yourself: 
 
• Are we paying the correct rate for our company? 
• Are we using the correct maximum amount of wages? 
• If a claim is filed, who will supply the required information - 

you, your accountant or your payroll provider - and who will 
contest the claim? 

 
In addition, you are also required to post state-supplied  
information about unemployment benefits or notify terminated 
employees that they could be eligible for them.  An employer 
who fails to provide notice can be sued if an eligible employee 
fails to file a timely claim. 
 
Mistake #3. Improper Overtime Payments  
 
States can vary on the laws that govern overtime payments, 
so it is important to understand your state’s rules.  
 
A common practice in some small businesses is granting 
compensatory overtime or “comp time” (time off) instead of 
paying overtime as legally required.  This is illegal in many 
situations.  Usually only state or government agencies may 
legally offer comp time, and it is subject to a certain 
exclusions.  Some states do not allow it at all. 
 
In addition, overtime is not always 1.5 times the employee’s 
hourly rate.  In fact, you must add in other payments, such as 
production bonuses and shift differentials in calculating an 
employee’s overtime rate.  
 
Also you must follow any state’s Wage and Hour regulations if 
they are more generous than the federal rules. 
 
Mistake #4. Mishandling Garnishments, 
Levies Or Child Support 

 
The courts allow plaintiffs to collect certain court-determined 
debts by going straight to the employer to collect the money 
directly from the employee’s wages. 
 
It is your responsibility to withhold it, write a check, and send 
it to the third-party.  Similar rules apply to workers with court 
orders to pay child support through payroll deductions.  
Certain tax levies can also be applied against wages. 
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Mistake #5. Poor Recordkeeping And 
Data-Gathering 
 
Errors in data entry, misapplying pay rules and similar clerical 
mistakes average nearly 1.2 percent of total payroll costs, 
according to the Nucleus Research report issued on 12/23/02.  
The sheer volume of paper required to do your payroll makes 
it easy to understand why.  
 
How long do you have to keep payroll records?  Which 
agencies decide?  About 10 different agencies and laws have 
requirements.  The IRS has a general requirement that 
payroll records should be retained for four years.  This 
includes time sheets, journals and cancelled checks.   
 
(Note: These time frames can differ from state to state and 
some states require an employer to be able to provide       
records within a certain period of time, or incur fines.) 
 
Mistake #6. Paycheck Security Issues 

 
 
Many businesses do not think about check security until they 
become a victim.  There are dozens of ways for thieves to 
change the dollar amount on a regular business check.  
Today’s sophisticated color scanners, copiers and printers 
make reproducing checks easy. 
 
Perhaps no one working for you would ever commit check 
fraud, but they might endorse your check over to someone 
who would. 
 
Have you ever noticed how many different security        
features payroll companies have on their check paper?  Since 
they write more checks than any other business in the 
country, they have already discovered the dangers.  Review 
and consider upgrading your check security. 
 
Mistake #7. Missing Tax Deposit And 
Filing Deadlines 
 

Anyone who processes payroll knows of the confusing array of 
deadlines for federal, state, county and municipal tax       
deposits and tax filing deadlines for the entire year.  You must 
also report the earnings and withholdings of each employee, 
payments to contract workers, total withholdings amounts and 
other information. 
 
Also, the government requires use of the EFTPS (Electronic 
Federal Tax Payment System) for your payments if your yearly  
obligation to the federal government totals $200,000 or more.  
Even a small company can reach this threshold easily,         
especially since it includes all corporate taxes, payroll taxes 
(quarterly Form 940 and yearly Form 941) and withholdings 
from pension distributions. 

Mistake #8. Ignoring Taxable Items    
 

 
Gifts, prizes, bonuses and awards employees receive are 
taxable, including the personal use of a company car. 
 
Unlike wages, there are several ways to withhold taxes from 
these items.  If you pay the amount on a regular paycheck, it is 
taxed at the normal rate.  However, if you pay it separately, you 
must withhold at the supplemental tax rate.  Or “gross it up,” 
paying the tax due on the gift yourself, which means that part of 
that becomes income.  
 
Mistake #9. Wrong Information On  
Form W-2 
 
You must get a W-2 to every employee by January 31 that lists 
their wages and taxes for the prior year.  You also need to file 
this form with various government agencies by a deadline that 
is determined by your filing method (electronic or paper). 
 
A common mistake is mismatching names and Social       
Security numbers.  This results in earnings not being properly 
credited to employees and problems with Social Security     
payments.  Leaving out other taxable items also happens    
frequently. 
 
Mismatching is so common that the Social Security 
Administration runs a toll-free Employee Verification Service at        
1-800-772-6270.   
 
Other problems are easier to avoid.  Do not write dollar signs in 
the boxes.  Government optical scanners often read them as 
eights.  Using a font that is too large or too light is a common 
mistake.  Stick with 12-point Courier.  One IRS Section Chief 
suggests placing the numbers in the middle of the boxes. 
 

Mistake #10. 1099-MISC Forms With 
Incorrect Information  
 
Form 1099-misc should be sent to unincorporated        
businesses to which you have made payments of more than 
$600 in the previous calendar year.  Payments to 
corporations and payments for the sale of goods do not 
require 1099 reporting. 
 
All 1099 forms are due to recipients every year by January 31 
and to the IRS by February 28.  The simplest way to get the 
information needed to prepare the form is to send your 
vendors a Form W-9 before paying their invoice.  The W-9 
asks for information such as name, address, and Tax ID 
Number (either Social Security or Employer ID Number).  Be 
sure to transfer the information carefully. The IRS says 
mismatching names to taxpayer identification numbers is the 
most significant mistake occurring on Form 1099. 

Sharp Payroll, Inc. 
1425 W Forrest Hill Ave. • Peoria, IL 61604 

(309) 686-1040 
www.SharpPayroll.com 

 

Continued 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


