
Payroll Processing and 
the Entrepreneur

The Impact on Employers and Employees

This white paper outlines the complex world of payroll 
for smaller businesses, and the rewards of a consistent, 
accurate payroll for business owners and their employees.
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Business owners who 
deliver accurate payrolls 
avoid the complications 
that come with correcting 
errors or correcting 
compliance problems.
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. . . forty-eight percent of 
the business owners who 
were assessed payroll tax 
penalties admitt[ed] that 
penalties they received 
were valid.



Payroll Processing and the Entrepreneur: The Impact on Employers and Employees

3

Because payroll is really 
a set of interwoven 
financial transactions, 
one mistake can cascade 
into an unforeseen set of 
problems. In addition to 
employee pay, it extends 
to federal and state 
employment tax payments 
and other deductions that 
individual employees may 
require.
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Employment-tax obligations

Federal • �Income tax—scaled according to anticipated 
annual pay, and factoring in exemptions for marital 
status, dependents, and more.

• �Social security tax—6.2 percent of the employee’s 
gross wages, withheld until the employee makes 
$106,800 for the year.

• �Medicare taxes—1.45 percent of the employee’s 
wages.

• �Federal unemployment insurance—.8 percent  
of an employee’s pay until it reaches $7,000 for  
the year.

State • �Income tax—at rates according to the laws of  
each state.

• �State unemployment insurance—varies by state; 
in Georgia, for example, new employers pay 2.7 
percent of an employee’s wages until they reach 
$8,500 in wages for the year.

• �Workers’ compensation insurance—determined by 
the workers’ compensation board in each state, 
and paid according to worker classification.

• �State disability insurance—according to the laws of 
each state.
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