
EMPLOYEE RETENTION CREDIT:
What Businesses Should Know
The Coronavirus Aid, Relief, and Economic Security Act, passed on March 27, 2020, 
provides a refundable tax credit against certain employment taxes equal to 50 percent 
of up to $10,000 of qualified wages (including certain health plan costs) that an  
eligible employer pays to employees after March 12, 2020, and before January 1, 2021. 
Thus, the maximum credit is $5,000 (50 percent × $10,000) per employee, for the 2020 
calendar year.

Subsequent changes to the ERC, made by the Relief Act, for all 4 quarters of 2021  
includes:  Eligible employers can now claim a refundable tax credit against the  
employer share of social security tax equal to 70% of the qualified wages they pay  
to employees after December 31, 2020, through December 31, 2021.  Qualified wages 
are limited to $10,000 per employee, per calendar quarter, in 2021.  The maximum  
employee retention credit available is $7,000 per employee per calendar quarter, for  
a total of $28,000 for all 4 quarters of 2021.

WHO QUALIFIES FOR THIS CREDIT?

*ALTERNATE QUALIFIER – IF YOUR COMPANY HAS THE RIGHT EMPLOYEE COUNT, BUT HAS NOT 
HAD THE REQUIRED DECLINE IN GROSS RECEIPTS, YOU MAY STILL QUALIFY IF YOUR COMPANY 
WAS SIGNIFICANTLY IMPACTED BY A COVID RELATED GOVERNMENT ORDER.

HOW IS THE CREDIT CALCULATED?
Calculate the number of employees. The term “full-time employee” (FTE) means an 
employee who, with respect to any calendar month in 2019, had an average of at least 
30 hours of service per week or 130 hours of service in the month. An employer that 
operated its business for the entire 2019 calendar year determines the number of FTEs 
by taking the sum of the number of FTEs in each calendar month in 2019 and dividing 
that number by 12.
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Credit Requirement Tax Year 2020 Tax Year 2021
Employee Count Less than 100 FTE Less than 500 FTE

Reduction in Gross Receipts* 50% 20%



Reduce employment tax deposits. 

Advance refund. 

Amend the Quarterly Return.    3

2

Employers can be immediately reimbursed for the credit by reducing the 
amount of payroll taxes withheld from employees’ wages the employer 
is required to deposit with the U.S. Department of the Treasury.

HOW TO DETERMINE QUALIFIED WAGES

The determination of which wages are “qualified wages” depends on the average  
number of FTEs employed by the eligible employer in 2019:

• 	Larger employers (more than 100 FTEs): Qualified wages are generally wages, including 
certain allocable health plan expenses, (up to $10,000 per employee) paid to employees 
who aren’t providing services because operations were suspended or due to the decline in 
gross receipts. Note: Only count wages up to the amount the employee would have been paid 
for working an equivalent duration during the 30 days immediately preceding the period of 
economic hardship.

• 	Smaller employers (fewer than 100 FTEs): Qualified wages are wages, including allocable 
health plan expenses, (up to $10,000 per employee) paid to any employee during the period 
that operations were suspended or the period of the decline in gross receipts, regardless of 
whether employees are providing services.

HOW DOES AN EMPLOYER CLAIM THE CREDIT?
If your business is eligible for the Employee Retention Credit, you can receive  
the credit in one of three ways:

Submit Form 7200 to receive an advance refund of the Employee Retention 
Credit any time during a quarter. An employer may request a refund equal 
to the anticipated credit amount for that quarter, less any amounts received 
through reduction of payroll deposits. An employer should reconcile any 
reductions to employment tax deposits or advance refunds received on its 
Form 941 for the applicable quarter.

Employers that have paid in their full payroll taxes for a previous 
quarter, can submit a 941x – amended return, to claim the credit.
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AVOID DOUBLE DIPPING:

PPP Loan Wages:  Employers that got a PPP Loan, need to deduct those wages 
allocated for forgiveness, as it cannot be included in the ERC Credit.

FFCRA Wages:  Employers need to deduct their Covid Paid Sick Leave and Covid Paid Family Leave 
wages prior to calculating their ERC Credit.

WOTC Tax Credit Wages:  Any wages allocated for WOTC, cannot be used towards the ERC Credits.



WHAT DOCUMENTATION 
SHOULD BE RETAINED?

Call Today:
212.635.9500
WOTC.com
17 State Street, Suite 4000
New York, NY 10004 

Need assistance determining if 
your organization is eligible for the 
Employee Retention Credit? 

Need help calculating the amount of 
your eligible credit? 

Reach out to a Trusted WOTC.com 
Advisor for help today!

Employers should retain the following documentation to support their eligibility for 
the Employee Retention Credit:

• Qualifying reason. 
	 If your organization qualifies due to closures related to a governmental order, make 

sure to retain a copy of the relevant order(s). If your organization qualifies under 
the gross receipts test, document the support to show the decline in gross receipts 
for the qualifying period. An employer is considered to have a significant decline 
in gross receipts for the period beginning with the first calendar quarter in 2020 for 
which its gross receipts are less than 50 percent of gross receipts from the same 
calendar quarter in 2019 and ending with the earlier of January 1, 2021, or the first 
calendar quarter after the quarter for which gross receipts are greater than 80 
percent of gross receipts for the same calendar quarter in 2019.

•	Employee count calculations. 
	 Since the amount of eligible qualified wages depends on FTE count, maintain 

records of FTEs, including how you arrive at the average number of FTEs for 2019 for 
purposes of the Employee Retention Credit computations.

• Calculations to support the amount of the Employee Retention Credit. 
Note, all records of employment taxes should be retained for at least four years and 
be available for IRS review. These records should include documentation to show 
how you figured the amount of qualified health plan expenses allocated to wages.


