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What to Know About Unemployment Insurance
and FICA

Understanding the key components of payroll taxes and benefitsis essential for both employees and
employers. Two significant elements of the U.S. payroll system are Unemployment Insurance (Ul) and
Federal Insurance Contributions Act (FICA) taxes. These programs not only affect take-home pay and
employer expenses but also contribute to the financial safety net for American workers.

Inthisarticle, we'll explain what Unemployment Insurance and FICA are, how they work, who pays them,
and what role payroll providers play in the process.

Unemployment Insurance: A Lifelinefor Job L oss

Unemployment Insurance is a joint federal-state program that provides temporary income to eligible workers
who lose their jobs through no fault of their own. Ul helps workers meet basic needs while they search for
new employment. It also stabilizes the economy during downturns by maintaining purchasing power among
the unemployed.

Who Pays for Unemployment I nsurance?

Unlike other payroll taxes, unemployment insurance is primarily funded by employers. Employers are
required to pay:

e Federal Unemployment Tax Act (FUTA) taxes
o State Unemployment Tax Act (SUTA) taxes

The FUTA tax rateistypically 6.0% on the first $7,000 of each employee’ s annual wages, athough
employers can receive a credit of up to 5.4% for timely state Ul payments, effectively reducing the federal
rate to 0.6%.

SUTA rates vary significantly by state and may also be affected by a company’s claims history and industry.
Employee Eligibility for Ul Benefits
To qualify for Ul benefits, workers must:

Have earned a minimum amount in wages during a base period
Be unemployed through no fault of their own

Be actively seeking work

Meet state-specific eligibility criteria

Payroll Provider’s Rolein Unemployment Payments



If acompany uses a payroll service provider, that provider typically handles all required state and federal
unemployment tax payments. This includes:

e Caculating SUTA and FUTA contributions
e Submitting payments to the appropriate tax authorities
¢ Filing required tax forms (e.g., Form 940 for FUTA)

Using areputable payroll provider can help businesses remain compliant and avoid penalties.

FICA: Social Security and Medicare Contributions

The Federal Insurance Contributions Act (FICA) funds two of the largest social safety net programsin the
U.S:

1. Socia Security: Provides retirement income, disability benefits, and survivors benefits.
2. Medicare: Offers health insurance to individuals aged 65 and older and certain disabled individuals.

FICA Tax Breakdown

FICA taxes are shared equally between employers and employees. As of 2025, the standard rates are:

e Social Security: 6.2% of wages up to the wage base limit ($168,600 in 2025)
o Medicare: 1.45% of al wages (no income cap)

High earners may also pay an Additional Medicare Tax of 0.9% on wages over $200,000 (single filers).

Total FICA Tax Example

For an employee earning $100,000 in 2025:
e Socia Security: $6,200 paid by employee, $6,200 by employer

e Medicare: $1,450 paid by employee, $1,450 by employer
e Total Contribution: $15,300 (combined employer and employee)

FICA and Self-Employment

Self-employed individuals must pay both the employer and employee portions of FICA, referred to as self-
employment tax. The current rateis:

e 12.4% for Social Security
e 2.9% for Medicare

They may, however, deduct the employer portion when cal culating adjusted gross income.
The Importance of Accurate Payroll Processing

Employers must properly withhold and remit payroll taxes to avoid costly fines and legal trouble. The IRS
and Department of Labor monitor compliance closely.

Why Outsour cing Payroll Makes Sense



Most small- to mid-sized businesses rely on payroll service providersto:

Ensure timely and accurate tax calculations

File mandatory tax documents (e.g., Form 941 for quarterly FICA reporting)
Track wage bases and deduction limits

Maintain detailed payroll records for auditing purposes

By outsourcing payroll, employers reduce administrative burden and minimize compliance risks.
Key Tax Formsfor Ul and FICA

Employers and payroll professionals must be familiar with several important tax forms:

e Form 940: Annual FUTA tax return

Form 941: Quarterly return for federal income tax, Social Security, and Medicare

Form W-2: Y ear-end wage and tax statement for employees

Form W-3: Transmittal of Wage and Tax Statements to the Social Security Administration
State Ul Forms: Vary by state and may be quarterly or annual

Penaltiesfor Noncompliance

Failureto pay or file payroll taxes can lead to severe consequences, including:

e Monetary fines and penalties
¢ Interest on unpaid amounts
e Legal actionsor liens

The Trust Fund Recovery Penalty (TFRP) can hold business owners personally liable for unpaid payroll
taxes.

Understanding Y our Responsibilities

Unemployment Insurance and FICA are pillars of the American social insurance system. Employers must
stay informed and diligent in their payroll practices to ensure that both legal and ethical standards are met.

Whether you' re an employer managing payroll in-house or using athird-party provider, understanding the
roles and requirements of Ul and FICA is essential. These taxes not only fund critical public programs but
also protect your workforce in times of need.

Ultimately, accurate and timely payroll processing is key to maintaining compliance, supporting your
employees, and contributing to a stable economic system.
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