
Likely 2016 FUTA “Credit Reductions”
Employers in California and the U.S. Virgin Islands will likely pay substantially increased Federal Unemployment Tax Act (FUTA) taxes in 
January 2017, due to unpaid federal loans.
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Background
For-profi t employers pay federal (FUTA) and state unemployment insurance (UI) taxes on wages paid. The FUTA tax rate is 6.0%, 
but employers receive an offsetting credit of 5.4% for payment of state UI taxes. This makes the effective FUTA tax rate 0.6 %, 
which applies to wages paid up to a limit of $7,000 per worker, or $42 per employee per year. However, when state UI trust funds 
are depleted, states draw from a designated federal loan account, and if such loans are not repaid within two years, part of the 
5.4% FUTA tax credit is incrementally reduced each year – a.k.a., credit reduction. This increases the effective FUTA tax rate in 
affected states.

When this “credit reduction” applies, the FUTA tax rate typically increases by 0.3%, or $21 per employee. This increase is payable 
in January of the following calendar year with the Internal Revenue Service (IRS) FUTA tax return, Form 940. This credit is further 
reduced each year by 0.3% until loans are repaid.  

In addition, California and the Virgin Islands are potentially subject to a special “Benefi t Cost Rate” (BCR) Add-on tax because they 
have had outstanding FUTA debt for fi ve or more years. This could increase their FUTA tax by more than the typical 0.3% per year. 
However, both California and the Virgin Islands requested a waiver from the BCR Add-on tax for 2016, and the U.S. Department of 
Labor (DOL) customarily grants BCR waiver requests. 

Connecticut and Ohio repaid their loans in 2016 and will not be subject to a 2016 FUTA credit reduction, as long as their loans 
remain at zero on the crucial measurement date of November 10. However, the table below includes both states for full disclosure 
in the unlikely event that they have a loan balance on November 10. Connecticut did not request a waiver from the BCR Add-on 
tax and would be subject to the BCR (0.1%) for 2016 if it has an outstanding loan balance on November 10, 2016. Connecticut is 
not expected to borrow again in 2016. 

DOL has identifi ed the states that could be subject to the FUTA BCR Add-on tax and/or credit reduction for 2016. They are:

Source: U.S. Department of Labor Press Release, August, 2016

1  Assumes zero federal loan balance on November 10, 2016.
2  Assumes zero federal loan balance on November 10, 2016.

State Normal 2016 FUTA 2016 Total FUTA Tax 2016 FUTA Rate  2016 FUTA Tax
  FUTA Credit BCR   2016 Per (with no BCR (with no BCR
  Rate Reduction Add-On FUTA Rate Employee Add-on tax) Add-on tax)

California 0.6% 1.8% 0.4% 2.8% $196 2.4% $168
Connecticut 0.6% 1.8% 0.1% 2.5% $175 0.6% $421

Ohio 0.6% 1.8% 0.3% 2.7% $189 0.6% $422

Virgin Islands 0.6% 1.8% 1.3% 3.7% $259 2.4% $168

Potential Likely

http://ows.doleta.gov/unemploy/docs/potential_credit_states_2016.xlsx
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Employers in these three states and the U.S. Virgin Islands will 
pay an increased FUTA tax rate in January 2017, if there is a loan 
balance on November 10. This increase will be based on FUTA 
taxable wages paid in the affected jurisdictions during 2016.
eduction Add-on FUTA rate Employee Normal Rate Over 2013

Example:
ABC Corporation has ten California employees in 2016. ABC 
Corporation’s FUTA tax due on each employee’s wages paid in 
2016 would normally be $42 ($7,000 x 0.6%). But since California 
is a credit reduction state and will likely receive a waiver for the 
BCR Add-on rate, the total FUTA tax owed per worker will likely 
be $168 ($7,000 x 2.4%); a 14.3% increase over the FUTA tax 
paid per worker for 2015, and a 300% increase over the normal 
FUTA payment of $42 per full-time worker. 

Affected Employers Should Plan for the 
Additional Tax Payment in January 2017
In the affected states, the credit reduction would represent the 
vast majority of FUTA taxes due for 2016. Normally, employers 
accrue and pay at the normal 0.6% rate during the year, with 

the additional amounts (in California’s case, an additional 1.8%) 
calculated and paid in January 2017 for 2016. Employers in 
California and the Virgin Islands will likely pay an additional 
$126 per employee in January ($168 minus the $42 per 
employee already collected for 2016).

If ADP is responsible for fi ling the IRS Form 940 for your 
organization, ADP will automatically calculate and pay the 
additional FUTA tax due as a result of FUTA credit reductions. 
You will receive an invoice in mid-January 2017 to advise you of 
any additional liability for the BCR (if applicable) and/or credit 
reduction amounts due with your 2016 IRS Form 940.

Planning for 2017 (FUTA Amounts Due 
in January 2018)
If the states in the chart above continue to have outstanding 
loans through November 10, 2017, an additional 0.3% credit 
reduction may apply, along with the potential for an additional 
BCR Add-on tax. 

For additional information, view this linked article from the IRS.
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ADP is committed to assisting businesses with increased compliance requirements resulting from rapidly evolving legislation. 
Our goal is to help minimize your administrative burden across the entire spectrum of employment-related payroll, tax, HR and 
benefi ts, so that you can focus on running your business. This information is provided as a courtesy to assist in your understanding 
of the impact of certain regulatory requirements and should not be construed as tax or legal advice. Such information is by nature 
subject to revision and may not be the most current information available. ADP encourages readers to consult with appropriate 
legal and/or tax advisors. Please be advised that calls to and from ADP may be monitored or recorded. 
If you have any questions regarding our services, please call 855-466-0790.

ADP Compliance Resources
ADP maintains a staff of dedicated professionals who carefully monitor federal and state legislative and regulatory measures 
affecting employment-related human resource, payroll, tax and benefi ts administration, and help ensure that ADP systems are 
updated as relevant laws evolve. For the latest on how federal and state tax law changes may impact your business, visit the ADP 
Eye on Washington Web page located at www.adp.com/regulatorynews.

https://www.irs.gov/businesses/small-businesses-self-employed/futa-credit-reduction



