
  

  

IRS Issues More Guidance on Tax Credits for Paid Leave for 
COVID-19 Vaccinations 
April 2021 
The Treasury Department and the Internal Revenue Service (IRS) recently issued a fact sheet with additional 
details describing the refundable tax credit that is available to employers with fewer than 500 employees for sick 
and family leave paid to employees who take leave to receive or recover from COVID-19 vaccinations. The tax 
credit applies to amounts paid for leaves taken from April 1, 2021, through September 30, 2021. 

Background 
The American Rescue Plan Act of 2021 (ARPA) allows employers with fewer than 500 employees and certain 
governmental employers to claim refundable tax credits that reimburse them for the cost of providing paid sick 
and family leave to their employees due to COVID-19, including leave taken by employees to receive or recover 
from COVID-19 vaccinations. 

Eligible Employers 
Eligible employers may receive tax credits for wages paid for leave that employees take to receive the COVID-19 
vaccine or to recover from the vaccine’s side effects. Employers who are eligible to receive such tax credits are 
defined as any employer (including tax-exempt organizations) with less than 500 employees. Eligible employers 
also include non-federal governmental employers. The tax credits are available for wages paid for leave from April 
1 through September 30, 2021. 

Amount of Tax Credits 
The maximum amount of tax credits available for sick leave wages is limited to $511 per day and $5,110 in the 
aggregate. The maximum amount of tax credits for paid family leave wages is limited to $200 per day and 
$12,000 in the aggregate. The amount of these tax credits is increased by allocable health plan expenses and 
contributions for certain collectively bargained benefits, as well as the employer's share of Social Security and 
Medicare taxes paid on the wages (up to the respective daily and total caps). 

Calculation of Tax Credits 
The tax credits, which are applied against the employer’s share of the Medicare tax, are refundable, which means 
the employer is entitled to payment of the full amount of the tax credits if it exceeds the employer’s share of the 
Medicare tax. 

Claiming Tax Credits 
Eligible employers generally use Form 941 to report their total paid sick and family leave wages (plus the eligible 
health plan expenses and collectively bargained contributions as well as the eligible employer’s share of Social 
Security and Medicare taxes on the paid leave wages) for each quarter. 
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The IRS confirmed in its fact sheet that eligible employers can retain the federal employment taxes that they 
otherwise would have deposited, including federal income withheld from employees, the employee’s share of 
Social Security and Medicare taxes, and the eligible employer’s share of Social Security and Medicare taxes with 
respect to all employees up to the amount of tax credits for which they are eligible. The instructions for Form 941 
provide directions on reflecting the reduced liabilities for the quarter being reported. The IRS also noted that if an 
eligible employer does not have enough federal employment taxes to cover amounts provided as paid sick and 
family leave wages, the eligible employer may request an advance of the tax credits by filing Form 7200. 

Resources 
The IRS’s fact sheet can be accessed here. 

  

https://www.irs.gov/pub/irs-pdf/i941.pdf
https://www.irs.gov/pub/irs-pdf/f7200.pdf
https://www.irs.gov/newsroom/employer-tax-credits-for-employee-paid-leave-due-to-covid-19
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About Aon 
Aon plc (NYSE:AON) is a leading global professional services firm providing a broad range of risk, retirement and 
health solutions. Our 50,000 colleagues in 120 countries empower results for clients by using proprietary data and 
analytics to deliver insights that reduce volatility and improve performance. 
 
The information contained herein and the statements expressed are of a general nature and are not intended to 
address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and 
timely information and use sources we consider reliable, there can be no guarantee that such information is 
accurate as of the date it is received or that it will continue to be accurate in the future. No one should act on such 
information without appropriate professional advice after a thorough examination of the particular situation. 
 
Copyright 2021 Aon plc 
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