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Introduction 
Welcome to Section 7 of the CPP study group. Section 7 – Unemployment Insurance – brings us into a new part of 
the payroll process. Up to this point we’ve learned how to calculate wages and calculate taxes to be withheld from 
those wages. In this section, we step away from employee-impacting calculations and branch into employer-
impacting rules, regulations and calculations. While a good portion of unemployment is state driven and won’t be 
discussed in the study group, we will concentrate on the federal aspects of the law. 
 
Please note: some of the sub-sections in The Payroll Source have been summarized into fewer sections in this 
training manual. 
 

FYI - Topics from Content Outline 
Core Payroll Concepts 
Employment Taxes 
Employee/Employer Forms 
Compliance 
Regulatory 
Reporting 
Penalties 
Principles of Paycheck Calculations 
Employer Taxes and Contributions 
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Employers, Wages and Employment Liable for FUTA 
Employer contributions in the form of unemployment tax are required by the Federal Unemployment Tax Act. This 
tax is paid only by employers and is calculated as a percentage of FUTA taxable wages.  
 

Employers liable for FUTA 

Covered employers 

• Nonfarm employers are liable if they meet one of two conditions: 1) pay $1,500.00 or more in covered wages in 
any quarter during the current or preceding calendar year or 2) employing at least one employee for at least part 
of one day in 20 different weeks 
• Farm employers are liable if they meet one of two conditions: 1) paying more than $20,000.00 or more in 
covered wages in any calendar quarter during the current or preceding calendar year or 2) employing at least 10 
employees for at least part of one day in 20 different weeks 
• Employers paying domestic employees $1,000.00 or more in any calendar quarter of the current or preceding 
year 

Employers not covered 

• Federal, state and local government employers 
• Nonprofit religious, charitable or educational organizations 

Wages exempt from FUTA 

Before an employer can pay its FUTA liability, it must calculate taxable wages. A more comprehensible list of wages 
exempt from FUTA is in The Payroll Source on page 7-3. 
A summary of some of the more typical exempt wages is below: 
• Sick or disability benefits after six months 
• Worker’s compensation payments 
• Section 125 benefits 
• Qualified moving expense reimbursements 
• Value of taxable group-term life insurance 
• Wages paid to a beneficiary after the year of an employee’s death 

Employment exempt from FUTA 

In addition to knowing what employers are covered and what wages are liable for FUTA tax, it’s also necessary to 
know what type of work is liable for FUTA. The Payroll Source starting on page 7-3 discusses employment exempt 
from FUTA. A summary of some of the more typical exempt employment types is below: 
• Work performed for a federal, state or local government 
• Work on a foreign ship outside the US 
• Work done by full-time students for they school they attend classes 
• Work performed for a spouse or child 
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FUTA Tax Rate and Wage Base 
FUTA taxes are paid up to an annual wage limit. For 2015, what is the wage limit for FUTA taxes? $7000.00 
While employers typically pay just one effective tax rate, there are many tax rates associated with federal 
unemployment tax. 
• The full FUTA tax rate is 6.00% 
• If state unemployment taxes are paid in full and on time employers can take a credit against their FUTA liability in 
the amount of 5.4% this is known as the “90%” or “normal” credit. 
• In the end, employers have an effective FUTA tax rate of 0.6% 
 
Example:  
An employer has ten employees: five employees are paid salaries of $3,000.00 per month and five are paid salaries 
of $1,750.00 per month. Calculate the FUTA tax liability for each quarter in 2015. 
• Quarter 1 = $367.50 
 FUTA Subject Wage $ 71250.00  
 FUTA Taxable Wage $ $61250.00 
  ($5250.00 * 5) + ($7000.00 * 5) 
  $26250.00 + $35000.00 = $61250.00 
 FUTA Tax = $61,250.00 * .6% = $367.50 
• Quarter 2 =$ 52.50 
 FUTA Subject Wage $ 71250.00  
 FUTA Taxable Wage $ $61250.00 
  ($1750.00 * 5) + ($0.00 * 5) 
  $8750.00 + $0.00 = $8750.00 
 FUTA Tax = $8750.00 * .6% = $52.50 
• Quarter 3 = 0.00 
 Everyone is over the FUTA taxable wage limit 
• Quarter 4 = 0.00 
 Everyone is over the FUTA taxable wage limit 
 

Depositing and Paying FUTA 
The IRS allows employers to assume they’ll be able to take the full credit for paying SUTA taxes timely and 
accurately. When an employer makes its deposit, it can make that deposit calculating the tax at 0.6%. In the 4th 
quarter of the year, the employer determines how much of the 5.4% credit it’s entitled to and makes any 
adjustments at that time. 
 
FUTA taxes are different from employment taxes when it comes to how frequently deposits are made. FUTA taxes 
are deposited quarterly, and the deposits are due the last day of the month following the end of the quarter. 
 
Note: an exception to depositing FUTA liability quarterly is a de minimis rule. If an employer’s FUTA liability is less 
than $500.00, then the taxes due can be carried forward to the next quarter. 
 
Using our example above, what FUTA deposits are due, and when?  Since the liability never goes above $500, there 
is only one deposit due for the full year, on January 31, 2015. 
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Reporting FUTA 

The tax return filed to report FUTA wages and liability is Form 940. This return is filed annually. 
 
In summary, taxes deposited quarterly and the return is filed annually. The return is due January 31; there is a ten 
day extension if the employer deposited taxes throughout the year timely and accurately. As long as an employer 
is covered under FUTA, it must report and file the unemployment form. 
 
If the employer needs to correct the unemployment tax return, there is no “correction” form. Instead the 
employer just files a new return with the word “amended” on it. 
 
Line-by-line instructions – this doesn’t review every line of the return but it highlights the most critical lines 

• Part 2, Line 3 – Total payments to all employees: The value of this line represents all payments to 
employees, regardless if they are taxable for FUTA or not. 
• Part 2, Line 4 – Payments exempt from FUTA: The value of this line is all of the dollars included in Line 3 
that are not taxable for FUTA 
• Part 2, Line 5 – Total of payments made to each employee in excess of $7,000: This value should be all 
of the excess wages…in other words, taxable wages that go above the $7,000.00 threshold 
• Part 2, Line 6 – totals lines 4 and 5 
• Part 2, Line 7 – Total taxable FUTA wages: line 3 minus line 6 
• Part 2, Line 8 – FUTA tax before adjustments: line 7 times 0.6% 
• Part 4, Line 13 – FUTA tax deposited during the year 
• Part 5, Line 16 – FUTA liability by quarter 
• Schedule A must be completed if the employer pays unemployment tax to more than one state 

 
Employers can pay their liability by check, credit card or EFTPS. If a check is sent with 
Form 940, the payment should accompany Form 940-V. 

Penalties for Noncompliance 
Late filing of Form 940 will result in a penalty for the employer. The amount is 5% of the amount of tax required to 
be shown on the return for each month up to a maximum of 25%. 
 
Failure to pay FUTA tax per Form 940 will also result in a penalty for the employer and the penalty is dependent 
upon how late the employer is in paying its liability. 

• .5% of any unpaid tax shown on the return per month 
• Additional .5% per month for any unpaid tax not shown on the return, up to a maximum of 25% 
 

Failure to make FUTA deposits also results in penalties, and the penalty tier is similar to the penalty tier for not 
making employment tax deposits: 
 
Penalties for failure to deposit on time 
• 2% if deposited within 5 days of the due date 
• 5% if deposited within 6 – 15 days of the due date 
• 10% if deposited more than 15 days after the due date 
• 15% if not paid within 10 days after employer receives first IRS delinquency notice 
 
In typical IRS fashion, the penalties may be reduced if the employer can show reasonable cause for the failure to 
pay or file. 
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Test Your Knowledge 

 

ACROSS  

  3 FORM 940 IS FILED AT THIS FREQUENCY: ANNUALLY 

 

  

  6 A MAXIMUM PENALTY OF 25% EXISTS FOR LATE FILING A RETURN 

(TWO WORDS) 

 

  

  8 FORM 941-V IS USED TO ACCOMPANY FUTA PAYMENTS   
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  11 IF ALL DEPOSITS ARE PAID TIMELY, THE FUTA RETURN CAN BE 

FILED ON THE 10
TH

 OF THIS MONTH: FEBRUARY 

 

  

  12 TIPS  NOT REPORTED BY EMPLOYEES ARE EXEMPT FROM FUTA 

 

  

  13 FUTA DEPOSITS ARE DUE THE LAST DAY OF THE MONTH 

FOLLOWING THE END OF THE QUARTER. (Was the same as 1 Down “PAID”) 

 

 

  

  16 THE ‘U’ IN FUTA STANDS FOR:UNEMPLOYMENT   

   

DOWN 

  

  1 FUTA LIABILITY IS INCURRED WHEN AN EMPLOYEE IS PAID 

 

  

  2 FUTA PAYMENTS ARE USUALLY MADE AT THIS FREQUENCY: 

QUARTERLY 

 

  

  4 THE RATE AN EMPLOYER APPLIES TO ITS TAXABLE PAYROLL IS 

KNOW AS THIS TYPE OF RATE: CONTRIBUTION 

 

  

  5 WHEN IS THE EMPLOYER’S FIRST FUTA DEPOSIT DUE IF THE 

EMPLOYER’S FUTA LIABILITY IS $375 IN QUARTER 1, AND $245 IN 

QUARTER 2? JULY 

 

  

  7 THE ‘F’ IN FUTA STANDS FOR: FEDERAL 

 

  

  9 AN/A ADDITIONAL CREDIT IS GRANTED TO EMPLOYERS WHOSE SUI 

RATE IS LESS THAN THE NORMAL FUTA CREDIT RATE 

 

  

  10 THE ‘T’ IN FUTA STANDS FOR: TAX 

 

  

  11 THE MAXIMUM CREDIT FOR MAKING STATE UNEMPLOYMENT 

TAXES IN FULL AND ON TIME IS: FIVE.4% (SPELLED OUT) 

 

  

  14 USUALLY, THE FUTA RETURN IS DUE AT THE END OF THIS MONTH: 

JANUARY 

 

  

  15 WHO PAYS FUTA TAX? EMPLOYER 

 

  

  17 QUALIFIED MOVING EXPENSES ARE EXEMPT FROM FUTA  

 



Information contained herein is exclusive property of the Columbus Area Chapter 
Use of material is to be used by study group members only 

8 | P a g e  

 

Validate Your Progress 
Employment Taxes 

o Knowledge of income included in/excluded from FICA wages 
o Knowledge of FUTA wage base 
o Knowledge of FUTA tax rate 
o Knowledge of FUTA tax credit 

Employee/Employer Forms 
o Knowledge of purpose of Form 940 

Regulatory 
o Knowledge of IRS regulations impacting payroll 
o Knowledge of merger/acquisition impact 

Reporting 
o Knowledge of Form 940 reporting/filing requirements 
o Knowledge of Form 940 line-by-line reporting requirements 

Penalties 
o Knowledge of IRS penalties 

Employer Taxes and Contributions 
o Ability to calculate FUTA tax liability 

 


