accounting for employee retention
credit pwc

accounting for employee retention credit pwc is a critical topic for
businesses navigating the complex financial and regulatory landscape shaped
by COVID-19 relief measures. The Employee Retention Credit (ERC) provided a
significant tax incentive for eligible employers to retain employees during
economic disruptions. Understanding how to properly account for the ERC,
especially with guidance from leading firms like PwC, is essential for
ensuring compliance and optimizing financial reporting. This article explores
the accounting principles, PwC’s approach, and practical considerations for
recognizing and reporting the ERC. Additionally, it covers the latest
updates, eligibility criteria, and the impacts on financial statements,
offering a comprehensive resource for accounting professionals and business
leaders. The following sections will delve into detailed aspects of
accounting for the Employee Retention Credit, highlighting PwC’s expertise
and best practices.
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Understanding Employee Retention Credit (ERC)

The Employee Retention Credit is a refundable tax credit introduced under the
CARES Act to encourage employers to keep employees on their payroll despite
the economic challenges posed by the COVID-19 pandemic. The credit provides a
percentage of qualified wages paid to employees, including certain health
plan expenses, up to specified limits. This credit has undergone several
modifications, expanding eligibility and credit amounts through subsequent
legislation such as the Consolidated Appropriations Act and the American
Rescue Plan Act.

Accounting for employee retention credit pwc involves understanding the
nature of the credit, how it interacts with payroll tax liabilities, and its
treatment under various accounting standards. The ERC is considered a
government grant under accounting frameworks, which affects its recognition



and measurement. Proper classification and presentation are essential to
accurately reflect the financial impact on an entity’s income and cash flows.

PwC’s Approach to Accounting for Employee
Retention Credit

PwC offers detailed guidance and practical insights into accounting for the
ERC, aligning with both U.S. GAAP and IFRS standards. Their approach
emphasizes accurate identification of the credit, ensuring that companies do
not double count benefits and correctly offset payroll expenses or tax
liabilities. PwC recommends a careful review of eligibility and timing to
determine when the benefit should be recognized in the financial statements.

Furthermore, PwC highlights the importance of documenting assumptions and
calculations supporting the ERC claim, which is critical for audit readiness
and regulatory compliance. They advise that companies consider the
implications of restating prior period financials if ERC amounts are claimed
retroactively. This approach ensures transparency and consistency in
financial reporting.

Key Principles in PwC’s Guidance

PwC’s guidance on accounting for employee retention credit pwc includes
several key principles:

e Classifying the ERC as a government grant under ASC 958 or IAS 20,
depending on the applicable framework.

e Recognizing the credit as a reduction of payroll expenses or as other
income, based on the company’s accounting policy.

e Measuring the credit based on qualified wages and health plan expenses
eligible under the ERC rules.

e Ensuring proper timing of recognition in line with when the credit
becomes receivable or refundable.

e Disclosing the nature and effects of the ERC in the notes to financial
statements.

Eligibility and Qualification Criteria for ERC

Understanding eligibility is fundamental to accounting for employee retention
credit pwc. The ERC applies to employers who experienced a full or partial
suspension of operations due to a government order or a significant decline



in gross receipts during the relevant calendar quarters. Eligible employers
include businesses of varying sizes, with specific thresholds for the number
of employees affecting the calculation method of qualified wages.

The credit amount varies based on the period and applicable legislation, with
certain quarters allowing a credit of up to 70% of qualified wages per
employee and capped at a specified wage base. Employers can also include
certain health plan expenses in the qualified wage calculations, enhancing
the value of the credit.

Criteria to Consider

Impact of government orders on operations and timing of the suspension.

Percentage decline in gross receipts compared to prior-year quarters.

Number of full-time employees and how it affects wage qualification
rules.

Interaction with other relief programs such as Paycheck Protection
Program (PPP) loans.

Documentation and substantiation of eligibility throughout the claim
periods.

Recognition and Measurement of the ERC in
Financial Statements

Accounting for employee retention credit pwc requires careful consideration
of when and how the credit is recognized in financial statements. The ERC is
generally recognized when there is reasonable assurance that the entity will
comply with the conditions attached to the credit and that the credit will be
received. This often coincides with the period in which qualified wages are
paid.

Measurement of the ERC is based on the amount of qualified wages and related
health plan expenses, adjusted for any limitations or phase-outs. Companies
must determine whether to present the credit as a reduction of payroll
expense or as other income, consistent with their accounting policies for
government grants.

Measurement Challenges

e Identifying and segregating qualified wages from total payroll costs.



e Incorporating health plan expenses accurately in the calculation.
e Accounting for amendments or adjustments to previously claimed credits.

e Evaluating the impact of potential audits or regulatory reviews on
measurement.

Disclosures and Compliance Requirements

Transparent disclosure of the Employee Retention Credit is vital for
compliance with accounting standards and regulatory expectations. PwC advises
entities to clearly describe the nature, timing, and amount of government
assistance recognized in the financial statements. This includes detailing
the accounting policy adopted for the ERC and any significant judgments or
estimates made.

Compliance with IRS guidelines and documentation of the credit claim are
equally important to support the amounts reported. Companies should maintain
robust records, including payroll data, eligibility assessments, and
correspondence with tax authorities, to withstand potential audits.

Recommended Disclosures

e Description of the ERC and its purpose.

e Accounting policies applied to recognize and measure the credit.
e Amounts recognized in the current and prior periods.

e Potential risks or uncertainties related to the credit.

e Impact on income tax expense and related tax positions.

Practical Challenges and Common Issues in ERC
Accounting

Despite the benefits of the ERC, companies often face practical challenges in
accounting for employee retention credit pwc. These include complexities in
eligibility determination, adjustments due to legislative changes, and
interaction with other relief programs. Errors in calculation or
documentation can lead to audit risks and potential penalties.

Another common issue is the timing of recognition, particularly when credits



are claimed retroactively or amended after initial financial reporting.
Companies must consider whether such changes require restatements or
disclosures of subsequent events. Coordination between payroll, tax, and
accounting departments is essential to mitigate these challenges.

Strategies to Address Challenges

1. Implementing thorough internal controls over payroll and ERC
calculations.

2. Regularly reviewing legislative updates and guidance from firms like
PwC.

3. Maintaining comprehensive documentation to support eligibility and
credit amounts.

4. Conducting periodic reconciliations between tax filings and financial
reporting.

5. Engaging external advisors for audit preparation and compliance
assurance.

Frequently Asked Questions

What is the Employee Retention Credit (ERC) and how
does PwC recommend accounting for it?

The Employee Retention Credit (ERC) is a refundable tax credit designed to
encourage businesses to keep employees on their payroll during the COVID-19
pandemic. PwC recommends recognizing the ERC as a reduction of payroll
expenses in the financial statements, consistent with accounting standards
for government grants and subsidies.

How should companies report the ERC on their
financial statements according to PwC?

According to PwC, companies should report the ERC as a contra-expense item,
reducing the related payroll expenses in the period the credit is earned.
Alternatively, if the credit is received after the payroll expense
recognition, it may be recorded as other income.



Does PwC suggest any specific disclosures related to
the Employee Retention Credit in financial reports?

Yes, PwC advises entities to disclose the nature and amount of the ERC
received or receivable, the accounting policy applied, and any significant
judgments made in recognizing the credit, to ensure transparency for
financial statement users.

How does PwC recommend handling ERC refunds that are
received after the financial year-end?

PwC recommends that if ERC refunds are received after the reporting period
but relate to payroll expenses of the prior period, they should be recognized
as an adjusting event and reflected in the financial statements accordingly.

What are the tax implications of the ERC as per
PwC's guidance?

PwC notes that the ERC is a tax credit against payroll tax liabilities and
does not constitute taxable income. However, the related payroll expenses
must be adjusted downward for tax purposes, reducing the deductions claimed.

How should companies apply the Employee Retention
Credit under US GAAP according to PwC?

Under US GAAP, PwC recommends that companies account for the ERC as a
government grant related to income, reducing payroll expenses in the period
the qualifying wages are incurred, consistent with ASC 450-30 or other
relevant guidance.

What challenges does PwC identify in accounting for
the ERC?

PwC highlights challenges including determining eligibility, timing of
recognition, interaction with other relief programs, and appropriate
presentation and disclosure in financial statements, which require careful
judgment and documentation.

Can PwC’s guidance on accounting for ERC differ
based on the size or type of entity?

Yes, PwC acknowledges that accounting treatment may vary depending on factors
like the entity’s size, industry, and whether the entity applies IFRS or US
GAAP, necessitating tailored approaches consistent with applicable accounting
standards.



How does PwC suggest companies should document their
accounting approach for the ERC?

PwC advises companies to maintain comprehensive documentation of their
eligibility assessments, accounting policy decisions, timing of recognition,
and any relevant communications with tax authorities to support their
financial reporting and audit processes.

Additional Resources

1. Mastering the Employee Retention Credit: A Comprehensive Guide by PwC

This book provides an in-depth exploration of the Employee Retention Credit
(ERC) with a focus on PwC’s methodologies and best practices. It covers
eligibility criteria, calculation methods, and the filing process in detail.
Accountants and business owners will find practical tips for maximizing their
ERC claims while ensuring compliance with IRS regulations.

2. Accounting for Employee Retention Credit: Strategies and Insights from PwC
Experts

Written by leading PwC professionals, this book dives into strategic
approaches for accounting and reporting the ERC on financial statements. It
explains the impact of ERC on tax accounting, deferred tax assets, and
government grants under IFRS and US GAAP. Case studies demonstrate real-world
applications and common pitfalls to avoid.

3. The Employee Retention Credit Playbook: PwC’s Approach to Compliance and
Reporting

This guidebook highlights PwC'’'s framework for complying with ERC rules and
reporting requirements. It details the documentation needed to support ERC
claims and outlines audit readiness strategies. The book also discusses the
interplay between ERC and other COVID-19 relief programs.

4. ERC Accounting and Taxation: PwC’s Essential Handbook

Focusing on the tax implications of the Employee Retention Credit, this
handbook explains how to account for ERC refunds and adjustments in corporate
tax returns. It provides insights on reconciling ERC benefits with payroll
tax filings and maximizing tax savings while maintaining transparency.

5. Understanding the Employee Retention Credit: PwC’s Guide for Accountants
and Tax Professionals

Designed for accounting professionals, this book breaks down the technical
aspects of the ERC, including eligibility nuances and calculation mechanics.
PwC experts share their experiences in guiding clients through ERC claims,
highlighting common challenges and solutions.

6. Employee Retention Credit Compliance: Best Practices from PwC

This book emphasizes compliance strategies to help businesses avoid errors
and penalties related to the ERC. It outlines internal controls and audit
procedures recommended by PwC to ensure accurate ERC reporting. Readers will



learn how to prepare for IRS examinations and maintain thorough
documentation.

7. PwC’s Guide to Employee Retention Credit for Small and Medium Enterprises
Tailored for SMEs, this guide simplifies the complexities of the ERC and
offers step-by-step instructions on claiming the credit. It includes
practical advice on integrating ERC accounting into existing payroll systems
and leveraging PwC'’s tools to streamline the process.

8. Financial Reporting and the Employee Retention Credit: Insights from PwC
This book explores the impact of the ERC on financial reporting and
disclosures under various accounting standards. PwC specialists discuss how
to present ERC-related income and expenses clearly and accurately in
financial statements. The book also addresses the implications for audit and
assurance services.

9. Maximizing Employee Retention Credit Benefits: PwC’s Strategic Accounting
Techniques

Offering advanced techniques, this book helps companies optimize the
financial benefits of the ERC while complying with regulatory requirements.
PwC’s strategic insights cover credit calculations, documentation practices,
and integration with broader tax planning efforts. It’s an essential resource
for CFOs and tax directors aiming to enhance cash flow through ERC.
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