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Increase in Your Federal Taxes for 2011 

Employers in 20 States will have an increase in FUTA tax for 2011  

What is FUTA Tax? 

Under the provisions of the Federal Unemployment Tax Act (FUTA), employers pay Federal 

Unemployment Insurance (FUI) on the first $7,000 of wages paid for each employee. In 2011, the FUTA 

tax rate was 6.2% up to June 30 and 6.0% thereafter. 

What is FUTA Credit Reduction? 

If employers pay their state unemployment tax timely, federal law provides a credit of up to 5.4% on 

FUI. When a state lacks the funds to pay state unemployment insurance benefits, the state may borrow 

money from the federal government. When these loans remain unpaid for over two years, Title XII of 

the Social Security Act allows the federal government to recover the total due by reducing the FUTA tax 

credit. This results in an increase in FUTA taxes for employers. The credit reduction is 0.3% for the first 

year and increases 0.3% each year the state has not repaid the federal loans. 

2011 Credit Reduction States 

In 2010, Indiana, Michigan and South Carolina had a credit reduction. In November 2011, the IRS 

released eighteen new credit reduction states. The FUTA tax credit of 5.4% will be reduced by 0.3% for 

2011 for these states: Arkansas, California, Connecticut, Florida, Georgia, Illinois, Kentucky, Minnesota, 

Missouri, North Carolina, New Jersey, Nevada, New York, Ohio, Pennsylvania, Rhode Island, Virginia, 

and Wisconsin. Additionally, the US Virgin Islands has a credit reduction of 0.3%. Indiana’s credit 

reduction is 0.6% and Michigan is 0.9%. First year reduction calculation is as follows for 2011: 

 FUTA tax rate      6.2% 

 Minus Credit allowed     5.4% (if State Unemployment Tax paid timely) 

 Equals Net FUTA tax     0.8%  

 Plus FUTA Credit reduction in 1st year   0.3% 

 Total FUTA tax from 1/1/2011 ς 6/30/2011  1.1%  

 Minus Surtax expiration on 6/30/2011   0.2% 

Total FUTA tax from 7/1/2011 ς 12/31/ 2011  0.9% 

 

 

PayTime will make the adjustment to your FUTA tax rate on your last payroll of 

2011. If your last payroll occurs prior to December 15th, we will make an adjustment 

at the end of the year. The additional amount is due on January 31, 2012 with your 

Annual 940 return. 


