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TWO PAYROLL
TAX CREDITS THAT MAY
BENEFIT YOUR BUSINESS
While much of employers’ attention over the past six months has
focused on PPP loans and the applicable forgiveness procedures,
we want to bring to your attention a pair of payroll tax credits for which
you may also be eligible. Because these credits are claimed on your
payroll tax reporting, it is imperative you talk with your payroll provider
to make sure you are taking advantage of these credits, as they
cannot be claimed on your income tax returns.
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SICK LEAVE AND FAMILY LEAVE CREDITS
The Families First Coronavirus Response Act created two types of paid leave for
employees of employers with fewer than 500 employees. The first, referred to as
Emergency Paid Sick Leave, gives employees two weeks of paid sick leave due
to absences caused by Covid-19 if the employee is unable to work or tele-work.
This is granted if the employee is sick, is self-quarantining due to exposure to Covid-19,
or is caring for a family member due to the above. Employers who provide this sick leave
are entitled to a credit against their payroll taxes equal to the sick leave wages paid out up
to $511 per day (for employee illness) or $200 per day (due to family member illness).
Additionally, this special paid sick leave is not subject to the employer’s portion of the
6.2% Social Security tax.
The second type of Covid-19 paid leave is under the Emergency Family and Medical Leave Act.
This provision gives employees the right to take up to 12 weeks of leave due to caring for a child
whose school or place of care is closed due to Covid-19. The first 10 days are covered by the sick
leave described above. For the remaining 10 weeks, an employer must provide paid leave
at a rate of no less than two-thirds of the employee’s usual rate of pay.
Again, employers providing this sick leave are entitled to a payroll tax
credit for the leave wages paid, not to exceed $200 per day, for a total
of $10,000 per employee. This paid leave is not subject to the employer’s
portion of the Social Security tax.
Originally, these two Covid-19 sick leave credits only applied
to wages paid after March 18, 2020 and before January 1, 2021.
However, the Consolidated Appropriations Act (CAA) has
extended these credits for sick leave wages paid through
March 31, 2021.
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EMPLOYEE RETENTION CREDIT (ERC)
The Coronavirus Aid, Relief, and Economic Security (CARES) Act created a credit against
employment taxes equal to 50% of qualified wages paid to employees who are not working due to the
employer’s full or partial cessation of business, or a significant decline in gross receipts. Total wages were
capped at $10,000 per employee, and the credit only applied to wages paid after March 12, 2020 and
before January 1, 2021. However, under the original provisions of the CARES Act, employers who took
out forgivable PPP loans were prohibited from qualifying for the ERC.

THE CONSOLIDATED APPROPRIATIONS ACT HAS NOW EXTENDED THE ERC
AND HAS RETROACTIVELY EXPANDED THE QUALIFICATIONS FOR THE CREDIT
Under the revised rules, employers may take the ERC even if they receive a PPP loan, but employers
cannot use the same wages for both the ERC and PPP loan forgiveness. For example, if an employer
paid an employee $30,000 between April and December 2020, they could use the first $20,000 of
wages to qualify for PPP loan forgiveness, and then use the remaining $10,000 of wages to qualify
for the ERC. There are different rules for the periods March-December 2020 and January-June 2021,
as explained next.

FOR WAGES PAID BETWEEN MARCH 12, 2020 – DECEMBER 31, 2020
There are two tests an employer can meet to qualify for the credit. First, if the business is shut down
because of a government order, wages paid during the shutdown qualify for the credit. Alternatively,
an employer can qualify for the ERC if they have more than a 50% decline in gross receipts from the
comparative quarter in 2019. So, the second quarter in 2020 is compared to the second quarter of 2019.
If gross receipts are 50% lower, then wages paid in that quarter qualify. The credit stays in effect until
the employer’s gross receipts are over 80% of the comparative 2019 quarter.
For small employers, defined as 100 employees or less, all wages paid during a qualifying quarter would
count toward the ERC. However, for employers with more than 100 employees, only wages paid to
employees that were not working would qualify for the credit.
As mentioned above, for wages paid in 2020, there was a limit of $10,000 in qualifying wages per
employee. The maximum credit is $5,000 per employee for 2020.
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FOR WAGES PAID BETWEEN JANUARY 1, 2021 – JUNE 30, 2021
For wages paid in the first two quarters of 2021, employers only need to show a 20% decline
in gross receipts from the comparative quarter in 2019.
Thus Q1 2021 is compared to Q1 2019. If your business did not exist in the applicable quarter
of 2019, then you can compare your 2021 gross receipts to the same quarter in 2020.
The 2021 ERC has been increased to 70% of qualifying wages (up from 50% for 2020).
In addition, qualifying wages are limited to $10,000 per employee per quarter, not per year.
The maximum ERC is $14,000 per employee for the first two quarters of 2021.
Finally, for the 2021 ERC, the definition of a small employer has been expanded to 500 employees.
If an employer has 500 or fewer employees, then all wages paid during a qualifying quarter will
apply to the ERC (not just the wages paid to employees who are not working). This greatly expands
the credit for a larger portion of employers.

SUMMARY
We consider the allowance of claiming the ERC in conjunction with taking a PPP loan, plus the
expansion of the rules to qualify for the ERC, as significant benefits to most small to mid-size employers.
However, because the credits are claimed on an employer’s payroll filings, it is imperative you
discuss these issues with your payroll provider.
We are happy to assist you with the calculations necessary to claim the credits and can work with your
payroll provider to ensure you are getting the maximum credit allowed.

Strategy Meets Challenges
Please contact your advisor at Sharrard, McGee & Co., PA if you have
any questions regarding these credits. We look forward to helping you
with your unique and complex financial and tax planning needs.
www.smccpa.com
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