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Understanding Employee Retention 
Credit

Section 2301 of the CARES Act
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CARES Act Employee Retention Credit
• Fully refundable tax credit for employers equal to 

50% of qualified wages paid to employees
• Applied to qualified wages paid after March 12, 

2020 and before January 1, 2021
• Maximum qualified wages totals $10,000 paid to 

each employee for a maximum credit of $5,000 per 
employee
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Eligible Employer
Employers that carry on a trade or business during calendar 
year 2020 including tax exempt organizations:
Either: 
• Fully or partially suspend operation during any calendar quarter 

in 2020 due to COVID-19
• Experience a significant decline in Gross Receipts during the 

calendar year

• All sizes of employers are eligible 
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Exceptions of employers
• Government employers are not eligible employers
• Household employers are not eligible 
• Self-employed individuals are not eligible for their own earnings 

but may be able to claim the credit for wages of their employees

• Employers who received a Paycheck Protection Loan

4



6/26/20

3

Significant decline in gross receipts
• First calendar quarter in 2020 for which its gross receipts are 

less than 50% of gross receipts from the same calendar 
quarter in 2019. 

• The CARES Act does not require that the significant decline 
in gross receipts be related to COVID-19. 

• Employers should keep record for the relevant calendar 
quarters in 2019 and 2020 for at least 4 years. 
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Fully or partially suspended
Fully or partially suspended due to “orders from an appropriate 
governmental authority limiting commerce, travel or group 
meetings) due to COVID-19”
• Government orders include:

• An order from the City’s Mayor stating that all non-essential business 
must close for a specified period. 

• Shelter in place order
• An order imposing a curfew that impacts operating hours of a trade of 

business.
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Fully or partially suspended – Not Qualified

• A statement at a press conference by a government official 
does not rise to government order.

• An employer that voluntarily suspends operations that is not 
subject to any government order is not eligible for the credit. 

• An employer that operates an essential business is not 
considered to have full or partial suspension if the government 
order allows the employer to stay open. 

• If the employer’s workplace is closed by a government order but 
the employer is able to continue comparable operations by 
requiring employees to telework, the employer is not considered 
to have been fully or partially suspended. 
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Qualified Wages
• Definition depends in part of average number of Full-time 

employees employed during 2019;
• If more than 100, qualified wages paid for the time that the employee is 

not providing services due to full or partial suspension of operations of 
significant decline in gross receipts of 80% or more. 

• If less than 100, qualified wages = wages paid to any employee during 
any period of economic hardship (suspension or decline in gross 
receipts of 50% or more).

8



6/26/20

5

Qualified Wages Cont. 
• Qualified Wages include qualified 

health plan expenses

• Wages paid to related individuals are 
not taken into account for purposes of 
the credit such as a child, brother, 
sister, father, mother, step everything, 
etc. (Does not include spouse)
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Refundable Credit
• Credit is allowed against the Employer’s share of Social 

Security Tax
• If the credit exceeds the ER share of Social Security tax, the 

excess is treated as an overpayment that firsts offsets any 
remaining tax liability on the Form 941 and any remaining 
beyond that is refunded. 

• Eligible Employer can file a Form 7200, Advance Payment of 
Employer Credits due to COVID-19, to claim an advance for 
any remaining credit that exceeded the employment tax deposit. 
The form is faxed to the IRS. 
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Example of Form 7200

• You will need to reconcile any advance 
credit payments and reduced tax 
deposits on your Form 941.

• This form can be filed multiples times 
during a quarter. 

• You can file this form at any time 
before the end of the month following 
the quarter in which you paid the 
qualified wages. 
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Retention Credit Worksheet
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Leave Credits
The paid sick leave credit and paid family leave credit are available for eligible employers who 

pay qualified sick leave wages and/or qualified family leave wages from 4/1/2020 through 
12/31/2020, and who have fewer than 500 employees.

Type of Credit IF an employee is unable to work 
because:

Then

Paid Sick Leave Credit • They’re subject to a COVID-19 
quarantine or isolation order.

• They’re advised to self-quarantine 
because of COVID-19.

• They have COVID-19 symptoms and 
are seeking a medical diagnosis.

The credit is at the employee’s regular rate 
of pay, up to $511 per day and $5,110 
in total up to 80 hours. The employer is 
also eligible for credits for qualified health 
plan expenses for the employee and 
the employer’s portion of Medicare tax 
expenses for the employee.

Paid Sick Leave Credit • They’re caring for someone who is 
subject to a COVID-19 quarantine 
or isolation order, or for someone 
who is advised to self-quarantine 
because of COVID-19.

• They’re caring for a child whose 
school or place of care is closed due 
to COVID-19.

• They’re caring for a child whose 
child care provider is unavailable due 
to COVID-19.

The credit is for two-thirds of the 
employee’s regular rate of pay, up to $200 
per day and $2,000 in total, for up to 80 
hours. The employer is also eligible for 
credits for qualified health plan expenses for 
the employee and the employer’s portion of 
Medicare tax.

Family Leave Credit • They’re caring for a child whose 
school or place of care is closed due 
to COVID-19

• They’re caring for a child whose 
child care provider is unavailable due 
to COVID-19.

• This credit is equal to two-thirds of the 
employee’s regular rate of pay, capped at 
$200 per day or $10,000 in total.

• Up to 10 weeks of qualifying leave  can 
be counted toward the Family Leave 
Credit. This can be combined with the 
sick leave credit, so an employer could 
be entitled to a credit for pay for up to 
12 weeks – 2 weeks of sick leave and 10 
weeks of family leave.

• The employer is also eligible for credits 
for qualified health plan expenses for the 
employee and the employer’s portion of 
Medicare tax.

For more details, see: www.irs.gov/coronavirus/new-employer-tax-credits
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Questions?
• A recording of this webinar will be posted to our website at 

https://baldwincpas.com/content/webinars

• Additional resources can be found there as well
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Contact Us
Beth Overbey
beth.overbey@baldwincpas.com
502.736.9161

Shannon Mattingly
shannon.mattingly@baldwincpas.com
859.626.4961
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