ERC FAQ Concerning Slide 44 of Session 1

A Q2.1 claimed the ERC but didn’t reduce my wage expenses on my income tax return. The
ERC claim was paid in a subsequent year. What do | do? {added March 20, 2025)

A2.You should address your overstated wage expense. Under these facts, you're not required to file an amended
return or, if applical:ie, an administrative adjustment request {AAR} to address the cverstated wage expenses.
Instead, you can include the overstated wage expense amount as gross income on your income tax return for the tax

wear when you received the ERC.

Example: Business A claimed an ERC of $700 based on $1,000 of qualified wages paid for tax year 2021 but did not
reduce its wage expense on its incorme tax return for 2021. The IRS paid the claim to Business A in 2024, so Business A
received the benefit of the ERC but hasn't resolved its overstated wage expense on its income tax return.

Business A does not need to amend its income tax return for tax year 2021. Instead, Business A should account for
the cverstated deduction by including the 3700 in gross income on its 2024 income tax return.

If the taxpayer capitalized wages or did not ctherwise experience a reduction in tax liability for the overstated wage
expense, the taxpayer might not need to include the overstated wage expense amount in gross income on the
income tax return for the tax year in which the taxpayer received the ERC. Instead, the taxpayer may need to make

cther adjustments such as a reducticn in basis for capitalized wages.
Why you need to include this amount in gross income

Under the tax benefit rule, a taxpayer should include a previously deducted amount in income when a later event
oecurs that is fundamentally inconsistent with the premise on which the deduction is based. f you received the ERC
and did not reduce your wage expense on your income tax return for the year the wage expense was paid or
incurred, your ERC claim and income tax return are inconsistent and you may be claiming an unwarranted double
benefit. Application of this rule corrects a taxpayer’s excess wage expense on the income tax return for the year in
which it received the ERC, rather than limiting corrections to income tax returns for the prier year in which the ERC

was claimed.

https://www.irs.gov/coronavirus/frequently-asked-questions-about-the-employee-retention-

credit
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