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Georgia’s Unemployment Trust Fund 
More than $600 Million Owed to the Federal Government 

By Clare S. Richie, M.P.A., Senior Policy Analyst 
 
Summary 
The federal-state unemployment insurance (UI) system, financed through federal and state payroll taxes, 
provides payments to eligible workers who are unemployed through no fault of their own. Georgia’s 
unemployment trust fund became insolvent during the Great Recession after years of employer tax cuts. 
Most notably, from 2000 to 2003 most Georgia employers did not pay state UI payroll taxes and UI 
reserves decreased from a high of $2 billion to a low of $703 million. In December 2009, Georgia did not 
have enough reserves to meet its UI obligations and began borrowing from the federal government. 
Georgia is expected to continue borrowing through 2011.  
 
Georgia’s repayment of its $634.5 million federal unemployment trust fund loan is due by 
November 10, 2011 to avoid automatic federal UI tax increases on Georgia employers 
beginning in 2012. Georgia’s first interest payment of approximately $24 million is due by 
October 1, 2011 and cannot be paid out of Georgia’s unemployment trust fund.  
 
Governor Nathan Deal and the Georgia congressional delegation should support federal efforts that 
provide states with short-term suspension of interest payments on its unemployment trust fund loan and a 
path to future solvency. The Unemployment Insurance Solvency Act of 2011 (U.S. Senate Bill 286) would:  

 Suspend interest payments on state unemployment trust fund loans for 2011 and 2012, 
 Suspend automatic FUTA tax increases on employers for 2011 and 2012, and 
 Provide partial forgiveness of the unemployment trust fund loan principal for each state that enters 

into a voluntary agreement with the U.S. DOL. 
 

Figure 1:  2012 Potential Increase to Employer Federal UI Taxes 
Without the reprieve offered by the proposed 
U.S. Senate Bill, Georgia will need to repay 
hundreds of millions of dollars to the federal 
government in 2011. Failure to repay could 
increase Federal UI taxes starting in 2012: 

 Unpaid interest would increase Federal 
UI taxes by 5.4 percentage points from 
$56 to $434 per employee per year. 

 Unpaid loan would increase Federal UI 
Taxes by 0.3 percentage points per 
year or $21 dollars per employee per 
year.  



Background 

The unemployment rate for Georgia is at a staggering 10.2 percent. In December 2010, nearly 
480,000 Georgia workers were unemployed.1 The federal-state unemployment insurance (UI) 
system provides payments to eligible workers who are unemployed through no fault of their own.  

Georgia’s UI payments are relatively low and of short duration. Weekly UI payments in Georgia 
average $269 per week, which is less than the national average of $296 per week, replacing about 
half of an average worker’s wage.2 Georgia claimants receive UI payments for an average of 15.3 
weeks, ranking 46th shortest in duration compared to the other states.3 However, even at a 
reduced level and short duration these continued dollars help sustain consumer demand during 
economic downturns and as the worker looks for another job. 

Federal and State UI Taxes 
 
The financing of UI has a federal and state tax component.  
 

 Federal UI tax (FUTA) – Employers generally pay an effective tax rate of 0.8 percent 
on the first $7,000 of each employee’s taxable wages, or $56 per employee per year. The 
stated tax rate is 6.2 percent, but employers in states like Georgia that are compliant with 
federal UI regulations receive a 5.4 percent credit, making the net rate 0.8 percent. 

 
 State UI tax – In general, Georgia employers pay a tax rate ranging from a minimum of 

0.025 percent to a maximum of 5.4 percent applied to the first $8,500 in taxable wages for 
each employee per year, or $2 to $459 per employee per year.4 Individual employer tax 
rates are determined by “experience rating”, which means that businesses that lay off a lot 
of workers pay a higher rate than those who lay off a few or no workers. This way, 
employers with more layoffs contribute more to the program that supports their former 
employees. 5 

 
The state UI tax component covers “regular” UI payments for workers, generally a maximum of 
26 weeks of payments. The federal tax component is used to pay administrative costs of the 
program at both the federal and state levels, to partially cover the cost of extended benefits, and 
to maintain a federal unemployment trust fund, which a state may borrow from should it exhaust 
its own trust fund. 
 
Unemployment Trust Fund 
 
State UI taxes are placed in the states’ unemployment trust fund, which accrues interest and is 
managed by the U.S. Treasury. States may only draw down from these critical reserves to make UI 
payments to eligible claimants or to repay the principal on any borrowing.  
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Solvency  
 
There is no statutory requirement that dictates what level of reserves a state should maintain in its 
unemployment trust fund. However, there are widely accepted measures that states can use to 
ensure adequate unemployment reserves. 

 Average High Cost Multiple (AHCM). The AHCM is the equivalent of the reserve 
levels it would take to provide for one year of projected UI payment needs based on the 
highest levels of UI payments experienced by the state over the last 20 years. The U.S. 
Department of Labor (U.S. DOL) recommends that a state’s reserve balance should have 
an ACHM of 1.00 or greater prior to a recession to be minimally solvent. 6  

 State-wide Reserve Ratio. This measure is the ratio of unemployment trust fund 
balance to total wages and assesses the state’s unemployment reserves relative to full 
wage insurance. Most UI solvency experts share the assumption that an ideal pre-
recession reserve ratio is at least 2.0; reserves that could replace 2 percent of all wages.7 
For Georgia, this ratio is calculated every June 30 by dividing the unemployment trust fund 
balance, including accrued interest, by the total covered wages paid in the state during the 
previous calendar year.8  

 
Federal Loans and Interest Payments 
 
Federal law requires that state UI programs continue to pay benefits to eligible workers even if the 
state’s unemployment trust fund becomes insolvent. States may borrow from the Federal 
Unemployment Account (FUA) or from outside sources.9  
 
Many state unemployment reserves were wiped out as unemployment climbed over the past three 
years. As of January 13, 2011, 30 states (including Georgia) and the Virgin Islands have cumulative 
outstanding federal loans of $41.6 billion.10  The U.S. Department of Labor predicts that total 
outstanding loans will grow to $68 billion in 2013.11 
 
Federal loans to states come at a cost as states cannot pay interest with regular UI taxes. 
Generally, interest charges accrue on FUA loans (except if the loans are made and repaid between 
January 1 and September 30 of the same calendar year). However, the Recovery Act temporarily 
waived interest on unemployment trust fund loans through calendar year 2010.  
 
This Recovery Act provision did not release a state from the legal obligation to repay its 
underlying loan or from paying interest that started accruing on January 1, 2011. A state with a 
FUA loan owes its first interest payment by October 1, 2011. By law, the interest payment 
cannot be paid from the state’s unemployment trust fund.  
 
States with outstanding loans must repay them by November10 following the second consecutive 
January 1 on which the state has an outstanding loan. This provision gives states approximately 22 
to 34 months to repay the loan depending on when the loan was obtained. Principal on loans may 
be repaid from the states unemployment trust fund.  
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Georgia’s repayment of its $634.5 million federal unemployment trust fund loan is 
due by November 10, 2011 to avoid automatic federal UI tax increases on Georgia 
employers beginning in 2012. 12 Georgia’s first interest payment of approximately $24 
million is due by October 1, 2011.13  
 
Consequences of Failing to Repay the Interest Payments or the Loan  
Failure to repay the loan or interest payments when due would have serious consequences for 
Georgia and its employers. 
 
Failure to Repay Interest 

 Loss of full 5.4 percent employer federal UI tax (FUTA) credit received based on federal 
approval of the state’s UI program. Georgia employers currently pay an effective tax rate of 
0.8 percent on the first $7,000 of each employee’s taxable wages, or $56 per employee per 
year. Starting January 1, 2012, employers’ federal UI tax bill could go up from $56 per 
employee to $434 per employee.  

 Loss of federal UI administration grants until the interest is paid. Georgia received $54.1 
million in federal fiscal year 2010.14 

 
Failure to Repay Loan 

 Reduction of employer 5.4 percent FUTA tax credit. Starting in 2012, employers’ FUTA 
would go up from $56 per employee to $77 per employee as the credit is reduced by 0.3 
percentage points (effectively increasing the FUTA tax rate from 0.8 to 1.1 percent).15 
FUTA taxes would increase by an additional 0.3 percentage points per employee for each 
year there is an outstanding loan (e.g., increasing from 1.1 percent to 1.4 percent in 2013). 

 
How Georgia’s Unemployment Trust Fund Became Insolvent 
 
A state’s UI program should work counter to economic fluctuations. Meaning that in good 
economic times with low unemployment, the state should build up its UI reserves through 
revenue generated by employers. This way there will be adequate funds to pay UI benefits for 
unemployed workers when the state faces a recession and unemployment rises.16  
 
Over the 30-year period from1970 through 1999, Georgia’s unemployment trust fund grew 
steadily.17 In 1999, Georgia’s unemployment trust fund balance was nearly $2 billion.18A review of 
Georgia’s UI laws and practices over the past two decades explains how Georgia’s one-time 
robust unemployment trust fund became insolvent. State legislators, past governors and the 
former Georgia Department of Labor (DOL) commissioner gave tax breaks to employers over 
multiple years, often during strong economic times, which dramatically reduced the unemployment 
reserves and left it unable to recover prior to the Great Recession.  

 Tax Cuts in the 1990s - According to the National Employment Law Project (NELP), 
Georgia cut the UI tax rate in 1994 by 6.25 percent, which cost the trust fund $45 
million.19 In 1998, Georgia enacted legislation that cut UI taxes by about $220 million.20  

 “UI Tax Holiday” from 2000 through 2003 was the largest unemployment tax break 
ever passed by any state. Implemented on January 1, 2000, this legislation was essentially a 
moratorium on state UI payroll taxes for the vast majority of Georgia’s employers.21 At the 
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time of passage, the Georgia DOL estimated that the cost to the unemployment trust fund 
would be nearly $1 billion.22  
 
According to the law, if Georgia’s State-wide Reserve Ratio was at or below 1.25, the UI tax 
holiday would be null and void. 23 The State-wide Reserve Ratio fell from 1.93 in 1992 to below 
1.25 in 2002 and 2003. Georgia policymakers ignored this trigger to raise employer state UI tax 
rates and instead passed new legislation in 2002 that suspended the overall increase in state UI 
taxes for the period of January 1, 2003 through December 31, 2003.24 

 
 State-wide Reserve Ratio Triggers Ignored – From 2002 forward, Georgia 

policymakers continued to pass legislation to suppress employer state UI tax increases that 
would build back the reserves, even during strong economic times. In 2003, Georgia 
enacted legislation (SB 167) that suspended the increase in employer state UI tax unless the 
State-wide Reserve Ratio was less than 1.00 percent at which point the DOL commissioner 
would have the discretion to increase the overall rate by a maximum of 35 percent. Similar 
legislation was passed to continue this provision through 2011.  

 

Figure 1 Georgia UI Trust Fund and State-wide Reserve Ratio History 
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 Source: U.S. Department of Labor, Employment and Training Administration Handbook 394 
 

As shown in Figure 1, Georgia’s unemployment trust fund balance fell from a high of nearly $2 
billion in 1999 to a low of $703 million in 2003, while the State-wide Reserve Ratio dropped from 
1.93 to 0.63. This drop was due to decreased revenue collections during the UI tax holiday and 
due to the increased unemployment benefits paid from the 2001 recession. From 2003 to 2008, 
even though the trust fund began to modestly grown again, it did not meet the solvency test of 
State-wide Reserve Ratio of at least 1.00 in 2008. 
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It is, therefore, not surprising that Georgia was unable to build back its unemployment reserves 
before the Great Recession. In December 2009, when Georgia could no longer meet its legal 
requirement to pay unemployment benefits, Georgia began borrowing from the federal 
government. 25 

Table 1 Georgia UI Trust Fund History 

Year 

Georgia 
UTF 

Balance 

 
 

AHCM 

State-
wide 

Reserve 
Ratio 

Min 
State 

UI Tax 
Rate 

Max 
State 

UI Tax 
Rate 

1997 $1.80 billion 2.20 2.11 * * 

1998 $1.96 billion 2.16 2.07 * * 

1999 $1.96 billion 2.01 1.93 .04% 5.4% 

2000 $1.90 billion 1.80 1.73 0% 5.4% 

2001 $1.54 billion 1.46 1.37 0% 5.4% 

2002 $1.25 billion 1.20 1.13 0% 5.4% 

2003 $703 million 0.67 0.63 0% 5.4% 

2004 $870 million 0.79 0.75 0% 5.4% 

2005 $1.12 billion 0.95 0.89 0% 7.02% 

2006 $1.27 billion 1.02 0.96 .03% 6.21% 

2007 $1.28 billion 0.98 0.92 .03% 5.40% 

2008 $910 million 0.70 0.66 .03% 5.40% 

2009 $0 0 0 .025% 5.40% 
 
Sources: U.S. Department of Labor, Employment and Training Administration Handbook 394. UI State Tax Rates from U.S. DOL, ETA, Office 
of Workforce Security – Significant Provisions of State UI Laws, except the 1999 rates from National Employment Law Project and the 2000 
and 2001 rates based on author interpretation of Senate Bill 222. Note: Under the UI Tax Holiday, from 2000 through 200, nearly all 
Georgia employers did not pay state UI Taxes. 
 
Georgia’s insolvency is a revenue problem not a spending problem.  Georgia’s UI 
benefits are lower than the national average ($269 per week compared to the national average of 
$296 per week) and are one of the shortest in duration (an average of 15.3 weeks).  Georgia 
collected significantly less revenue than benefits paid, particularly from 2000 to 2003, during the UI 
Tax Holiday.  
 
What are Georgia’s Options? 
 
Georgia’s loan repayment of approximately $634.5 million is due by November 10, 
2011. Georgia’s first interest payment of approximately $24 million is due October 1, 
2011. These figures could rise as Georgia is expected to continue borrowing through 2011. 
 
Best Option – Short-term Relief from Federal Government and Path to Solvency  
 
Gov. Deal and the Georgia congressional delegation should support federal efforts that provide 
states with short-term suspension of interest payments on its unemployment trust fund loan and a 
path to future solvency. The Unemployment Insurance Solvency Act of 2011 (Senate Bill 286) 
builds on the plan contains the plan outlined by President Barack Obama’s federal fiscal year (FFY) 
2012 budget proposal. Specifically the bill would:  

 Suspend interest payments on state unemployment trust fund loans for 2011 and 2012, 
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 Suspend automatic FUTA tax increases on employers for 2011 and 2012, and 
 Provide partial forgiveness of the unemployment trust fund loan principal for each state 

that enters into a voluntary abatement agreement with the U.S. DOL.26 Each agreement 
would include a plan within a reasonable timeframe, to: 

 Repay its outstanding unemployment trust fund loan principal less the partial  
forgiveness, and 

 Reach solvency, defined as an average high cost multiple of 1.00. 
 
UI eligibility and benefit levels are preserved during the agreement period. Nationally, 
about one in three unemployed workers receives regular UI payments. In Georgia, UI 
payments are already below the national average and are short in duration. Restricting 
access or reducing payments would not only hurt unemployed workers and their families 
but it also would hurt local economies since ever dollar of UI payments generates about 
$1.60 in economic activity.27 
 

This bill would provide desperately needed short-term relief to Georgia at a time when the 
economy is still weak. Once the economy is more stable, the bill offers Georgia and other states 
more flexibility to restore its UI program to solvency and prepare for future recessions.  
 
State Options without Federal Relief 
Georgia needs a back-up plan in the absence of federal intervention. Georgia should prioritize a 
plan for making the first interest payment, due October 1, 2011, because of the significant increase 
in employer FUTA tax in 2012 if interest is not paid. 
  
According to the governor’s budget report for FY 2012, issued in early January 2011, Georgia 
DOL’s UI program is to “utilize state funds to pay first installment of the Unemployment Trust 
Fund loan interest and maximize federal funds for program operations.”28 It is unlikely that the 
Georgia DOL FY 2012 proposed budget can support an interest payment of $16.8 million to $22.4 
million.  
 
The options for the first interest payment include: 
 

 Employer special interest surcharge placed in a segregated account – Georgia 
could join 20 other states and enact legislation to levy a special interest assessment on 
employers.29 In these states, funds collected through the assessment are segregated from 
the UI trust fund and are used solely to repay federal interest.  

 State General Funds – This is a worse idea. Financing of the unemployment trust fund is 
an employer responsibility. Using state funds to bail out employers puts the burden on the 
tax payer to foot the bill for employers who have enjoyed reduced payroll taxes for years 
and takes away desperately needed funds from education, health care, and elderly services.  

 
Unemployment Trust Fund Loan Repayment Through Bond Issue 
 
Georgia DOL Commissioner Butler is working with the state attorney general, governor’s office 
and some members of the general assembly to determine if Georgia is legally allowed to issue a 
bond to repay the unemployment trust fund loan. With a bond, the commissioner believes he 
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could access a lower interest rate than the federal government is currently offering (approximately 
4 percent). Even with a bond, Georgia would still owe interest on its current loan to the federal 
government and would need a plan for repayment of the bond. 
 
Study and Enact a Long-Term Solvency Plan 
 
Georgia should seize the opportunity to study and enact a long term solvency plan. South Carolina 
hired an economics firm to study its solvency problem and make recommendations. In 2010, South 
Carolina passed legislation that created a plan to reach the average high cost multiple of 1.00 by 
increasing tax rates and the state’s taxable wage base.30 Basically, South Carolina determined the 
amount needed to pay off its FUA loan and spread that extra tax over five years.  
 
Prior to the UI tax holiday, Georgia had a UI tax structure in which employers would fill the 
unemployment reserves back up when the reserves dropped too low. With careful study, Georgia 
could update its UI tax structure and return to solvency.  
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