
Employee Retention Tax 
Credit Update



• Coronavirus Aid, Relief, and Economic Security Act 
(CARES Act) – March 27, 2020; established the ERC

• Taxpayer Certainty and Disaster Tax Relief Act of 2020 
(Relief Act) – December 27, 2020 – expanded 
availability and extended through June 30, 2021

• American Rescue Plan Act of 2021 (ARP Act) – March 
11, 2021; extended through December 31, 2021

Governing Law



The ERC is one of the most beneficial provisions of the 
Relief Act relevant to nonprofit organizations. If you did 
not consider the ERC in 2020, or were not eligible to 
consider the ERC because you took a PPP loan, the 
retroactive ability to benefit from both PPP loans and 
the ERC is a powerful reason to consider the ERC for 
2020. 

Why ERC?  Why Now?

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Looking ahead in 2021, the enhanced amount 
of the credit for wages paid during all four 
quarters of 2021 provides another compelling 
reason to consider the ERC.

Why ERC?  Why Now?

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Tax-exempt organizations are eligible for the ERC 
because they are deemed to be engaged in a trade or 
business regarding the entirety of their operations. 
Examples of nonprofit organizations that have already 
taken advantage of the credit are hospitals, schools, 
museums, performing arts centers and churches.

Are churches eligible?

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


The ERC is a refundable payroll tax credit for 
wages paid and health coverage provided by 
an employer whose operations were either fully 
or partially suspended due to a COVID-19-
related governmental order or that experienced 
a significant reduction in gross receipts.

What is the ERC?

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


To claim the ERC in any given calendar quarter, 
nonprofit organizations must meet one of the 
following criteria during that quarter:
• Operations were fully or partially suspended as a 

result of orders from a governmental authority limiting 
commerce, travel or group meetings due to COVID-
19; or

Criteria to claim the ERC

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


1. Certain businesses may be indirectly affected by a 
governmental order although they are allowed to operate. It 
depends on whether these suspended activities make up 
more than a nominal portion of the business.  In questions 11 
and 18 of Notice 2021-20, the IRS references ‘nominal’ to be 
less than 10% of either the total gross receipts of the business 
operations or the total hours of service performed by all 
employees. 

Criteria to claim the ERC

Source:  EisnerAmper Knowledge Center Blog; “ERC – Full or Partial Suspension of 
Trade or Business Operation

https://www.eisneramper.com/erc-suspension-business-tx-blog-0421/


• An employer that is allowed to continue to operate during a 
governmental order but has to suspend a more-than-nominal 
segment of its business is considered partially suspended. For 
example, a hospital facility that does remain open but cannot 
perform elective surgeries.  PARTIAL SUSPENSION

Criteria to claim the ERC

Source:  EisnerAmper Knowledge Center Blog; “ERC – Full or Partial Suspension of 
Trade or Business Operation

• An employer, such a food processing plant, is required to 
devote several hours a day to cleaning due to enforced 
health regulations. PARTIAL SUSPENSION

https://www.eisneramper.com/erc-suspension-business-tx-blog-0421/


• Notice 2021-20 provides many examples when a business 
is or is not considered fully or partially suspended. When 
more than a nominal component of a business has been 
impacted directly or indirectly due to a governmental 
shutdown order the employer may very well qualify for 
the ERC for the period of enforcement.  Remember: Each 
situation is unique; facts and circumstances dictate 
whether a business is fully or partially suspended

Criteria to claim the ERC

Source:  EisnerAmper Knowledge Center Blog; “ERC – Full or Partial Suspension of 
Trade or Business Operation

https://www.eisneramper.com/erc-suspension-business-tx-blog-0421/


2. (cont’d)  The organization experienced a significant 
decline in gross receipts during the calendar quarter 
compared to 2019. Specifically, for 2020, gross 
receipts for the 2020 quarter decline more than 50% 
when compared to the same 2019 quarter. Eligibility 
for the credit continues through the 2020 quarter in 
which gross receipts are greater than 80% of gross 
receipts in the same 2019 quarter.

Criteria to claim the ERC

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


3. (cont’d)  For 2021, the gross receipts eligibility 
threshold for employers is reduced from a 50% 
decline to a 20% decline in gross receipts for the 
same calendar quarter in 2019, and a safe harbor is 
provided allowing employers to use prior quarter 
gross receipts compared to the same quarter in 2019 
to determine eligibility.

Criteria to claim the ERC

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


The ERC can be claimed quarterly to help offset 
the cost of retaining employees. Employers may 
use ERCs to offset federal payroll tax deposits, 
including the employee FICA and income tax 
withholding components of the employer’s 
federal payroll tax deposits.

How do I claim the ERC?

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Unlike the PPP, which was on a first-come 
first-serve basis, the ERC can be claimed up 
to three years from the date in which your 
quarterly payroll return was filed.

How do I claim the ERC?

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Small eligible employers can request advance payment 
of the credit (subject to limits) on Form 7200, Advance 
Payment of Employer Credits Due to COVID-19, after 
first reducing their employment tax deposits. 

How do I claim the ERC?

Source:  IRS Notice 2021-23

https://www.irs.gov/pub/irs-drop/n-21-23.pdf


One of the most favorable provisions in the new law 
allows taxpayers to receive PPP loans and claim the 
ERC. This overlap was not permitted when the CARES 
Act was originally enacted, and organizations in need 
of cash infusions during 2020 more frequently turned to 
PPP loans as a source of funds rather than the ERC. 

Coordination with PPP

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Importantly, the Relief Act makes the ability to claim the 
ERC and receive PPP loans retroactive to March 12, 
2020. As a result, organizations that received PPP loans 
in 2020 (and/or will receive new loans in 2021) can now 
explore potential ERC credits for 2020 and 2021.

Coordination with PPP

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Wages used to claim the ERC cannot also be counted 
as “payroll costs” for purposes of determining the 
amount of PPP loan forgiveness. To the extent an 
organization does not have sufficient wages to get full 
benefit of both, strategic planning will be needed to 
generate maximum benefits.

Coordination with PPP

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Smaller eligible organizations may claim a credit for all 
wages paid to employees. The Relief Act increases the 
threshold used to determine Large Employer status for 
2021 claims to an employee count of more than 500 (for 
2020, it is more than 100). 

Importantly, qualified healthcare expenses count as 
wages. 

What Counts as Wages?

Source:  BDO “NonProfit Standard” – The Blog of the BDO NonProfit and Education 
Practice

https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit


Summary of ERC Changes Prior Law:
3/13/20 – 12/31/20

New Law:
3/13/20 – 12/31/20

New Law:
1/1/21 - 12/31/21

Interplay with PPP Loan No ERC if a forgiven PPP 
loan was received

Taxpayers that receive a PPP loan can claim the 
ERC, but double dipping is not allowed

Maximum Creditable Wages per 
Employee $10,000 per year $10,000 per year $10,000 per quarter

Maximum Credit 50% of eligible wages, up 
to $5,000 per employee

50% of eligible wages, up 
to $5,000 per employee*

70% of eligible wages, up 
to $28,000 per employee*

Threshold to be Considered a “Large 
Employer” (based on average full-
time employees in 2019 and 
considering aggregation rules)

More than 100 More than 100 More than 500



1. Make sure you clearly understand your covered period options and how they impact your loan 
forgiveness application deadline:  “If borrowers do not apply for forgiveness within 10 months 
after the last day of the covered period, then PPP loan payments are no longer deferred, and 
borrowers will begin making loan payments to their PPP lender.”  (SBA website – “PPP Loan 
Forgiveness”)
Example:

Date of Deposit of PPP Loan:  May 4, 2020
End of 8-week period:  June 28, 2020 – Application deadline = April 28, 2021

End of 24-week period:  October 18, 2020 – Application deadline = August 28, 2021
Borrower may choose any period of time within this range as the covered period with 
corresponding application deadline.

Strategy/Steps

https://www.sba.gov/funding-programs/loans/covid-19-relief-options/paycheck-protection-program/ppp-loan-forgiveness


2. If possible, hold off on forgiveness application until you analyze/compare with ERC for 
maximum benefit from both, as follows.  (If you have already applied or completed 
the forgiveness process, still analyze for potential benefit.)

3. Calculate ERC qualified wages (including healthcare costs)
4. Calculate (or compare with) qualified wages for PPP forgiveness
5. Calculate and maximize non-payroll costs applicable to PPP forgiveness
6. To the extent that payroll costs and/or healthcare expenses were NOT used in any 

calendar quarter for PPP forgiveness, use them to calculate ERC
7. Implement ERC by retroactively amending 941 forms for any prior quarter for which 

you qualify, and using any credit on 941 forms for future quarters in which you qualify.
8. Coordinate/consult with your payroll company once you’ve done the calculations

Strategy/Steps



• IRS Notice 2021-20 (FAQs start on Pg. 17)

• IRS Notice 2021-23

Sources/Resources

• BDO “NonProfit Standard” – The Blog of
the BDO NonProfit and Education Practice

• EisnerAmper Knowledge Center Blog; “ERC – Full
or Partial Suspension of Trade or Business Operation”

https://www.irs.gov/pub/irs-drop/n-21-20.pdf
https://www.irs.gov/pub/irs-drop/n-21-23.pdf
https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit
https://www.bdo.com/blogs/nonprofit-standard/february-2021/cares-act-employee-retention-credits-for-nonprofit
https://www.eisneramper.com/erc-suspension-business-tx-blog-0421/
https://www.eisneramper.com/erc-suspension-business-tx-blog-0421/

