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EXECUTIVE SUMMARY

Executive Summary

Unemployment insurance represents one of the largest controllable costs for enterprise employers. Yet most
organizations treat Ul as a fixed overhead expense rather than a strategic cost lever. This guide provides a
comprehensive framework for understanding, measuring, and actively managing your unemployment cost
exposure.
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What You'll Learn

This guide covers seven critical areas of unemployment cost management. From understanding how your
SUTA rate is calculated and the true cost of unmanaged claims, through FUTA compliance and the
reimbursable vs. contributory decision, to building a documentation infrastructure that wins hearings, deploying
ChargeShield™ for active cost recovery, and establishing executive-level reporting that quantifies your Ul
program's impact.

Who This Guide Is For

This guide is designed for CFOs, VPs of HR, and risk management professionals at organizations with 200+
employees. If your organization processes more than 10 unemployment claims per year, has operations in
multiple states, or has experienced SUTA rate increases in the past three years, the strategies outlined here will
provide actionable cost reduction opportunities.

Bottom Line: Organizations that implement comprehensive claims defense programs typically
reduce total Ul costs by 15-25% within 24 months. For a mid-market employer with $10M payroll,
this represents $37,500-$62,500 in annual savings — recurring every year.
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CHAPTER 01

Understanding Your SUTA Tax Rate

Your State Unemployment Tax Act (SUTA) rate is not fixed — it's dynamic and directly tied to your company's
claims experience. Most employers don't realize that a single prevailing wage claim can increase your state tax
rate by 0.5%-2.0% for multiple years. Understanding how your rate is calculated is the first step toward
strategic cost management.

Experience Rating Systems

States use one of three primary experience rating methodologies: reserve ratio, benefit ratio, or payroll decline
ratio. The reserve ratio method (used by 30+ states) calculates your rate based on your unemployment reserve
account balance relative to average annual payroll. If claims exceed your contributions, your reserve becomes
negative, and you face surcharges.

How Claims Impact Your Rate

Each denied claim prevents a rate increase; each accepted claim increases it. A manufacturing company with
$10M annual payroll at a 2.5% SUTA rate ($250,000/year) can see rates jump to 4.5% ($450,000/year) after
multiple accepted claims. This 80% increase compounds annually until the claims age off the three-year
lookback period.

Key Insight: A single uncontested claim can cost your organization $50,000-$200,000 over a
three-year period through compounding SUTA rate increases alone.

30+ 0.5-2.0% 80% 3 Years

States Use Reserve Ratio Rate Increase Per Claim Potential Rate Jump Lookback Period
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CHAPTER 02

The True Cost of Unmanaged Claims

Organizations typically calculate unemployment liability as SUTA tax increases alone. This is shortsighted. The
true cost encompasses direct SUTA impacts, indirect operational costs, and often-hidden administrative
expenses.

Direct Costs

For a $50M revenue company with 400 employees: accept 3 claims at average state benefit duration of 18
weeks at $350/week average benefit. Direct benefit payout: $18,900. SUTA rate impact over 36 months at
$10M payroll: approximately $150,000. Total direct cost: $168,900.

Indirect Costs

HR time responding to claim notices: 2—4 hours per claim x $75/hour = $600-1,200 per claim. Legal review:
$200-500 per claim. Benefits administration overhead: $50-100 per claim. Recruitment and training for
replacement workers: $15,000-25,000 per separation.

Administrative Burden

Many organizations lack documented separation procedures, making defense difficult. Scattered
documentation across HR systems, email, and paper files means 40+ hours of internal effort reconstructing a
case for hearing.

$168.9K 40+ hrs $25K

Direct Cost Per 3 Claims Case Reconstruction Effort Replacement Worker Cost
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CHAPTER 03

FUTA and Federal Obligations

The Federal Unemployment Tax Act (FUTA) imposes a 6.0% federal tax on the first $7,000 of wages per
employee. However, employers who pay SUTA taxes timely receive a credit of up to 5.4%, reducing the federal
liability to 0.6%.

Credit Reductions

States with outstanding borrowed funds from the federal government impose credit reductions on all employers.
In 2026, seven states face reductions ranging from 0.3% to 0.8%, meaning employers pay 0.9%-1.4% federal
unemployment tax instead of 0.6%. For a company with $50M payroll and 500 employees, this represents
$15,000-$35,000 in additional annual federal liability.

Compliance Requirements

Timely SUTA payment is critical — late payments forfeit the FUTA credit entirely. Additionally, Form 940
reconciliation must occur annually. Many mid-market companies miss credit reduction state updates, leaving
compliance gaps.

Compliance Alert: Late SUTA payments forfeit the entire FUTA credit — not just the partial
reduction. This can increase federal liability from 0.6% to the full 6.0% rate.



Enterprise Guide to Unemployment Cost Control

CHAPTER 04

Reimbursable vs. Contributory Employers

Some employers — primarily public entities and nonprofit organizations — can elect reimbursement status
rather than contributing to state unemployment funds. Under reimbursement, the employer pays the state the
full benefit amount when unemployment is claimed, rather than contributing a percentage of payroll.

Reimbursable Structure

Pay-as-you-go: only pay for actual claims. No rate surcharges. Smaller organizations benefit if claims are
infrequent. However, large unexpected claims can create cash flow pressure. A nonprofit with 200 employees
facing 15 claims in a single quarter could face a $30,000+ liability due immediately.

When to Transition

Growing organizations should model both approaches annually. Transition windows are limited (often once per
year). If your SUTA rate exceeds 3.5% and stabilizing is unlikely, and your claims are relatively predictable,
reimbursement may offer savings.

Decision Framework: If SUTA rate > 3.5%, claims are predictable, and your organization qualifies
— model the reimbursement option. Transition windows are limited to once per year in most states.
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CHAPTER 05

Building a Defense Infrastructure

Claims defense begins with robust documentation. Organizations that treat documentation as a legal defense
necessity, not an HR convenience, win 87%+ of contested hearings. Organizations that scramble for files win
30% of hearings.

87% 30% 7-10
Win Rate With Win Rate Without d ayS

Documentation Documentation ]
State Response Deadline

Documentation Standards

Implement a separation checklist covering 12 critical documents:

e Policy acknowledgments e EXxit interview notes

e Progressive discipline records e Final paycheck documentation
e Written warnings * COBRA natification

e Performance improvement plans * Claim response tracking

e Attendance records e Witness statements

e Separation notice e Supervisor notes

Store digitally with timestamps and audit trails.

Response Timelines

State deadlines are typically 7-10 days for responding to claim notices. Organizations must triage notices
immediately upon receipt. Assign ownership, gather documentation, draft responses, and review for legal
issues. Missing a deadline forfeits the right to contest.

Hearing Preparation

Hearings are won or lost on credibility and documentation. Prepare witness statements, review claimant
statements for inaccuracies, gather contemporaneous evidence (emails, chat logs, timesheets), and determine
if the separation was for cause or laid off. Train management on hearing testimony requirements.
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CHAPTER 06

ChargeShield™ — Active Charge Recovery

ChargeShield is USC's proprietary claims defense and recovery platform. It orchestrates the four-layer defense
process: automatic notice triage, evidence collection, hearing representation, and post-decision appeals.

The Four-Layer Process

l Layer 1 Immediate Triage Claims reviewed for defensibility within 24 hours
l Layer 2 Evidence Collection Documentation aggregated automatically from your systems
Ly e Hearing . !Experienced advocates represent your position before administrative
Representation judges
l Layer 4 Appeal Coordination Post-decision appeals filed for overturned decisions
ROI Example

A manufacturing firm with 300 employees implemented ChargeShield. Year 1: 18 claims defended, 14 denied
(78% win rate). Direct benefit savings: $45,600. SUTA rate avoided: $80,000. Total ROI: $125,600. Year 2
rates stabilized, preventing projected $200,000 increase.

718% $125.6K $200K

Win Rate Year 1 ROI Rate Increase Prevented



Enterprise Guide to Unemployment Cost Control

CHAPTER 07

Measuring and Reporting Ul Cost Impact

Executive leadership demands metrics. Ul costs must be tracked, reported, and benchmarked against industry
peers. Organizations that measure understand their exposure; those that don't remain surprised by rate
increases.

Key Performance Indicators

KPI Metric Description

Claims per 100 Employees Volume indicator normalized for headcount
Accepted vs. Denied Ratio Defense effectiveness measure

Average Cost per Claim Direct financial impact per incident

SUTA Rate YoY Change Trending rate trajectory

Cost as % of Compensation Executive-level benchmark metric

Response Accuracy % of claims defended with complete documentation
Defense Win Rate Overall hearing and appeal success percentage

Executive Reporting

Create a quarterly Ul cost dashboard. Include trending, peer benchmarks (your industry's average SUTA rate),
forecast for next fiscal year, and recommended actions. Present to CFO quarterly. This positions HR as a cost
center with measurable impact.

Contact USC for a ChargeShield consultation | uscorp.com | 1-800-USC-CLAIMS




