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The Employee Retention Credit (ERC) is a significant tax incentive designed
to encourage businesses to retain employees during challenging economic
times, especially during the COVID-19 pandemic. For the 2021 tax year,
eligible employers can claim a refundable tax credit against certain
employment taxes. This article provides a comprehensive guide to the ERC
calculation worksheet for 2021, detailing the requirements, calculations, and
how businesses can maximize their credit.

Understanding the Employee Retention Credit

The Employee Retention Credit was initially established under the Coronavirus
Aid, Relief, and Economic Security (CARES) Act in March 2020. It was later
extended and expanded under the Consolidated Appropriations Act (CAA) of
December 2020 and the American Rescue Plan Act of March 2021. The ERC is
particularly beneficial for businesses affected by the COVID-19 pandemic.

Eligibility Criteria

To qualify for the ERC in 2021, employers must meet specific eligibility
criteria:

1. Business Operation: The employer must have been operational during 2020
and 2021.
2. Reduction in Gross Receipts: Employers must demonstrate a significant
decline in gross receipts compared to 2019:
- A decline of more than 20% in any quarter of 2021 compared to the same
quarter in 2019.
3. Size of the Business:
- For 2021, small businesses (those with 500 or fewer full-time employees)
can claim the credit for all employees. Large businesses (with more than 500
full-time employees) can only claim the credit for employees not providing
services.
4. Wages Paid: Eligible wages must be paid to employees retained during the
eligible period.

Credit Amounts

For 2021, the ERC allows businesses to claim a credit of up to 70% of
qualifying wages paid to employees, with a maximum of $10,000 per employee
per quarter. This means that the maximum credit per employee is $7,000 for



each quarter in 2021.

Calculating the ERC: Step-by-Step

To accurately calculate the ERC, businesses should follow a structured
approach using the ERC calculation worksheet for 2021. Below are the steps
involved:

Step 1: Gather Necessary Information

Before starting the calculation, gather the following information:

- Total number of employees.
- Total wages paid to employees during the eligible quarters.
- Gross receipts for each quarter of 2021 compared to 2019.
- Any other credits claimed, such as the Paycheck Protection Program (PPP).

Step 2: Identify Eligible Quarters

Determine the quarters in 2021 for which your business qualifies for the ERC.
The eligible quarters are:

- Q1: January 1 – March 31, 2021
- Q2: April 1 – June 30, 2021
- Q3: July 1 – September 30, 2021
- Q4: October 1 – December 31, 2021

Businesses must assess their gross receipts for each of these quarters to
determine if they meet the eligibility thresholds.

Step 3: Calculate Qualified Wages

Qualified wages are defined based on the size of the employer and the number
of full-time employees.

- For small employers (500 or fewer employees), all wages paid during the
eligible quarters can be considered qualified wages.
- For large employers (more than 500 employees), only wages paid to employees
who were not providing services count as qualified wages.



Step 4: Determine the Credit Amount

To calculate the ERC for each eligible quarter, use the following formula:

1. Identify the total qualified wages for the quarter.
2. Multiply the total qualified wages by 70% (0.70).
3. Ensure the total does not exceed $7,000 per employee for that quarter.

Example Calculation:
- Total qualified wages for Q1 = $12,000
- ERC calculation: $12,000 0.70 = $8,400
- Since $8,400 exceeds the cap of $7,000, the eligible credit is $7,000 for
that quarter.

Repeat this calculation for each eligible quarter.

ERC Calculation Worksheet Template

For convenience, businesses can use a simple ERC calculation worksheet
template. Here’s a basic structure:

ERC Calculation Worksheet for 2021

| Quarter | Total Employees | Qualified Wages Paid | ERC Percentage | ERC
Amount (Capped at $7,000) |
|---------------|-----------------|----------------------|----------------|--
-----------------------------|
| Q1 2021 | | | 70% | |
| Q2 2021 | | | 70% | |
| Q3 2021 | | | 70% | |
| Q4 2021 | | | 70% | |
| Total ERC | | | | |

Note: Fill in the total employees and qualified wages to compute the ERC
amount for each quarter.

Claiming the ERC

Once the calculations are complete, businesses can claim the ERC by reporting
it on their federal employment tax returns, typically using Form 941,
Employer’s Quarterly Federal Tax Return.



Filing for the ERC

1. Complete Form 941: Input the calculated ERC amounts in the designated
sections.
2. Claim the Credit: The ERC can offset the employer’s share of Social
Security tax, and if the credit exceeds the tax liability, the excess will be
refunded by the IRS.
3. Documentation: Maintain records of all calculations, wages, and
eligibility criteria to substantiate the claim in case of an audit.

Maximizing the ERC

To make the most out of the ERC, businesses should consider the following
strategies:

- Review All Eligible Quarters: Ensure that all eligible quarters are
evaluated for possible ERC claims.
- Consult with Tax Professionals: Engage with tax advisors to fully
understand the implications and opportunities related to the ERC.
- Analyze Other Relief Programs: If a business received a PPP loan, ensure
that the wages used for ERC calculations do not overlap with those funded by
the PPP.

Conclusion

The ERC calculation worksheet for 2021 is a vital tool for businesses looking
to maximize their tax credits during a challenging economic period. By
understanding the eligibility criteria, calculation methods, and claiming
process, employers can benefit significantly from this program. Proper
documentation and a structured approach will ensure businesses can navigate
the complexities of the ERC effectively, giving them the financial support
needed to retain employees and sustain operations.

Frequently Asked Questions

What is the purpose of the ERC calculation worksheet
for 2021?
The ERC calculation worksheet for 2021 is designed to help employers
determine their eligibility for the Employee Retention Credit (ERC) and to
calculate the amount of credit they can claim for retaining employees during
the COVID-19 pandemic.



Who is eligible to use the ERC calculation
worksheet?
Employers, including tax-exempt organizations, can use the ERC calculation
worksheet if they retained employees during the pandemic and experienced a
decline in business operations due to COVID-19 or were subject to a
government shutdown.

What information is required to complete the ERC
calculation worksheet?
To complete the ERC calculation worksheet, employers need information about
their total qualified wages, health plan expenses, the number of employees,
and any PPP (Paycheck Protection Program) loan amounts received.

How do I determine qualified wages for the ERC in
2021?
Qualified wages for the ERC in 2021 depend on the number of employees. For
employers with 500 or fewer employees, all wages paid during the eligible
period count. For larger employers, only wages paid to employees who are not
providing services count as qualified wages.

What are the key changes to the ERC for 2021
compared to 2020?
Key changes to the ERC for 2021 include an increase in the credit rate from
50% to 70% of qualified wages, an increase in the wage limit from $10,000 per
year to $10,000 per quarter, and expanded eligibility criteria.

Can I retroactively claim the ERC for 2020 using the
2021 worksheet?
No, the 2021 ERC calculation worksheet is specifically for the 2021 credit.
Employers should use the appropriate worksheet or forms for 2020 if they wish
to retroactively claim the ERC for that year.

Where can I find the ERC calculation worksheet for
2021?
The ERC calculation worksheet for 2021 can typically be found on the IRS
website under the Employee Retention Credit section, along with instructions
and further guidance for employers.



What should I do if I make a mistake on my ERC
calculation worksheet?
If you make a mistake on your ERC calculation worksheet, you should correct
it by filing an amended payroll tax return using Form 941-X, which allows you
to adjust any errors related to the ERC claim.

Is the ERC available to self-employed individuals?
No, self-employed individuals cannot claim the ERC on their own wages.
However, if they have employees, they can claim the credit based on the wages
paid to those employees.
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