in public and management accounting

N\
N

S

The Ne
Employee Retention Credit:
More for Eligible Employers

January 2021



Earning CPE

2. Please validate your attendance by clicking the green check mark.

Disable all pop up blockers

Do NOT enlarge any windows, as they can block you from
seeing CPE markers

Any answer counts towards CPE credit

Earn credit by responding to 75% of these pop-ups

Click the CPE button at the end of this webcast, followed by
the certificate icon, to claim your CPE certificate

This webcast allows certification only
when viewing live.

If you viewed this webcast as a group, then you may fill out
the “Group Viewing Form” located in the same window

A post event email with CPE information will also be sent to
you

Open Group Viewing Form

Per NASBA, you cannot earn CPE credit by watching the archive of this webcast.

© 2020 Association of International Certified Professional Accountants. All rights reserved.



More Helpful Hints

Adjust your volume
* Be sure your computer’s sound is turned on.
» Click this button. Slide the control up or down to fit your needs.

Ask your guestions

* Feel free to submit content related questions to the speaker by clicking this
button.

* Someone is available to assist with your technology and CPE related questions,
as well.

Download your materials

* Access today’s slides and learning materials by clicking this download button at
any time during this presentation.

* If you need help accessing these materials, send a message through the Q&A
application.

Enable Closed Captioning

+ Enable Closed Captioning by clicking the “CC” box found at the bottom of your
screen.

« If you are watching a rebroadcast, the CC button is located within the Media
Player.
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Today’s Topics

v" What's New for 2020

v" Eligibility Requirements

v' Qualified Wages

v" Interaction of ERC and PPP loan forgiveness

v'Summary of Changes

v Changes to Eligibility Requi/énents
v Changes to Qualified Wages and Credit Amou
v Interaction of ERC and'PPP loan forgiveness



Overview

Enacted by CARES Act

Enhanced & Extended by Taxpayer
Certainty and Disaster Relief Act

PPP Loan Borrowers can :
Retroactiely Claim the Credit =







Eligible Employer

« Employers of any size, including tax-exempt
organizations, but not government entities

* Engaged in a trade or business

» Wages paid in calendar quarter in which:

» Business operations are fully or partially suspended due to
government order limiting commerce, travel or group
meetings due to COVID-19; or

* Business has > 50% decline in gross receipts in calendar
guarter in 2020 compared to same quarter in 2019 and
each successive quarter in 2020 until they are >80% of
gross receipts in same quarter in 2019




Aggregation Rules for Related Employers

* ldentify members of aggregated group

» Aggregated employers treated as single employer
for all aspects of ERC

» Aggregated group:

» Section 52(a) — parent-sub or brother-sister controlled
group, or combined group corporation rules generally
based on > 50% ownership

« Section 52(b) — similar aggregation rules to
partnerships, trusts, estates, sole-proprietorships

» Section 414(m) or (0) — normally used to determine
related entities for purposes of qualified retirement
plans & other employee benefits




Full or Partial Suspension

 For partial suspension, eligible employer continues
some, but not all of a trade or business operation

« A supply concept, not a demand concept
« |f able to telework, no suspension

» Operations must not be able to be continued “in
manner comparable to operations before
COVID”

« Modifications to operations must have more
than a nominal effect on business operations

« All members of aggregated group are eligible o N
employers if one member of the group has business S
operations fully or partially suspended due to . i
government order SR




What is a Government Order?

 Order from city mayor requiring non-essential
businesses to close

« State emergency proclamation that residents
must shelter in place, other than those working
for essential business that must travel to and
from the workplace

 Order from local official imposing curfew on
residents that impact the operating hours of a
business

 Order from local health dept. mandating
workplace closure for cleaning or disinfecting




Full or Partial Suspension of
Operations?

Car dealership is open for business. Its customers
are under a stay-at-home order causing a
significant decline in the sale of automobiles.

Does car dealership have a full or partial
suspension of operations?

No. Car dealership is not considered to have a full
or partial suspension of operations even though
they may have little to no customers.



Full or Partial Suspension of
Operations?

Restaurant has closed its in-room dining due to
government order. Restaurant is permitted to
provide take-out or delivery service.

Does restaurant have a full or partial
suspension of operations?

Yes. Restaurant has a partial suspension of
operations since its in-room dining service is

closed due to government order.




Full or Partial Suspension of
Operations?

Accounting firm'’s office, a non-essential business
Is closed due to government order. All of
Accounting firm’s employees are teleworking.

Does accounting firm have a full or partial
suspension of operations?

No. Although closed due to government order, the
business has continued in a comparable manner

since all of its employees are able to telework.



Full or Partial Suspension of
Operations?

Meat packing plant normally operates in 3 shifts
per day. Local health officials require cleaning an
disinfecting procedures each day, necessitating a
reduction to 2 shifts per day.

\ ,\ |

Does meat packing plant have a full or partial
suspension of operations?

Yes. Meat packing plant has a partial suspension of
operations.



Significant Decline in Gross Receipts

* For this test there is a focus on demand as reflected
In gross receipts, with the Statute setting the -—
standard

« Employer eligible for ERC in first quarter in 2020 that
gross receipts decline by > 50% of gross receipts of
same quarter in 2019

« Eligibility continues until first day of the quarter after
the quarter that gross receipts rebound to > 80% of
gross receipts of same quarter in 2019, but not later
than Jan. 1, 2021

* Does not have to be COVID-19 related



Gross Receipts
For-Profit Entity

 Total sales (less returns and allowances)

* Plus: Investment income
* Interest
* Dividends
* Rents
* Royalties
« Annuities

* Less:
» Adjusted basis in assets sold




Gross Receipts —
Not-for-Profit Entity

 Total sales** (less returns and allowances)

* Plus: Investment & Other income
* Interest
* Dividends

Rents

Royalties

Annuities

Contributions

Gifts

Grants
Member dues ** Related to all activities / not only &

those related to exempt org. status




Significant Decline in Gross Recelpts: 2020 ERC

Jan - March April - June July - Sept Oct - Dec

200,000 250,000 290,000 210,000
180,000 100,000 140,000 180,000

90% 40% 48% 86%

Significant decline in gross receipts begins
April 1, 2020 and ends Jan. 1, 2021




Significant Decline in Gross Receipts: 2020 ERC

Jan - March April - June July - Sept Oct - Dec

200,000 250,000 290,000 210,000
180,000 100,000 250,000 180,000

90% 40% 86% 86%

Significant decline in gross réceipts begins
April 1, 2020 and ends Oct. 1, 2020



Qualified Wages

* Includes gross wages subject to social security
taxes and allocabl health care benefits

* Includes HDHPs, HRAs, FSAs
* Not HSAs or QSEHRAS

 Credit = 50% of qualified wages

« Wages paid on or after March 13, 2020 — Dec.

31, 2020 /
Max wages = $10,000 per employee for t ]
. IVIax credit = $5,000 per employee |

i B



Qualified Wages

* For employers averaging 100 or fewer full-time employees in 2019, all
wages paid to employees while the governmental order is in place or
the quarter in which there has been a decline in gross receipts

* Not including FFCRA paid sick and FMLA wages or wages
eligible for other tax credits

* For employers averaging moreithan 100 full time employees in 2019,
wages paid to employees not performing services while the
governmental order is in place or the significant deeline in gross
receipts



Calculating Number of FTES

« An FTE Is an employee who in 2019 averaged at least 30 hours of
service per week or 130 hours of service in a month

» Average number of FTEs determined by taking number of FTEs in
each calendar month in 2019 divided by 12

» Special rules apply if employer was not in business for all of 2019 or
started business in 2020



Or Large Employers

.
W

2es laid off or furloughed with ne
oyees’ health insurance costs




Qualified Wages for Large Employers

» Exclusions
» Pre-existing paid time off
« Severance & other post-termination payments
» Wages for which FFCRA leave credits taken

» \Wages for which work oppertunity tax credit or paid family
medical leave taken

« Employer payroll taxes

« At wage rate paid for 30 days immediately preceding suspension
or significant decline in gross receipts



Employer, a restaurant, has < 100 FTEs in 2019

All wages paid are considered qualified wages

Business operations partially suspended due to
government order April 6, 2020 — May 31, 2020 (8 weeks)

Take-out service available
Restaurant pays employees 60% of wages

Restaurant pays 100% of health premiums of
$150/week/employee




— Kris — working

Employee

Deb — not
working

Total ERC

Weekly
Gross
Pay

B (A*8)
Wages
4/6/20 —
5/31/20
$12,000

$16,000

C (B*60%)
Employer
Pays 60%
Wages
$7,200

$9,600

D ($150*8)
Health
Insurance
$150/week
$1,200

$1,200

E (C+D)
Qualified
Wages &
Health
Insurance

$8,400

$10,800

F

Limit
$10,000
for all

Qtrs.
$8,400

$10,000

G (F*50%)

Credit
$4,200

$5,000

$9,200




compared to Q3 2019
Employer pays employees 60% of wages in Q2
Employer pays 100% of health premiums of $150/week/employee

Assuming that the restaurant has only 2 employees in this example



Employee

Jeff -
working

Amy — not
working

Total ERC

A

Weekly
Gross Pay

$500

$1,500

B (A*13)*60%

Q2
Employer Pays
60% of Wages

$3,900

$11,700

C (A*13)

Q3
Employer

Pays 100% of

Wages
$6,500

$19,500

D ($150*26)

Health
Insurance
$150/week

$3,900

$3,900

E (B+C+D)

Qualified
Wages &
Health
Insurance

$14,300

$35,100

F

Limit
$10,000
for all

Qtrs.
$10,000

$10,000

G (F*50%)
Credit

$5,000
$5,000

$10,000




i_ %
2020 ERC: EX8

Employer, a restaUrant, has > 100 FTEs in 2019

« Only wages for time services are not provided are considered qualified
wages

« Business operations partially suspended due to government order
April 6, 2020 — May 31, 2020 (8 weeks)

 Take-out service available
« Employees working 60% of time

« Restaurant pays 100% of health premiums of $150/week/per
employee



Employee

Deb

Jeff

Total ERC

A

Wages
4/6/20 —
5/31/20

B
(A*60%)
Employee
Working
60%

$40,000 $24,000

$24,000 $14,400

C
(A*40%)
Paid for

Not
Working
40%

$16,000

$9,600

D=C
Qualified
Wages

$16,000

$9,600

=
40% of
Health
Insurance
$150/week

$480

$480

F (D+E)

Qualified
Wages &
Health
Insurance

$16,480

$10,080

G
Limit
$10,000
for all

Qtrs.

(G*50%)

Credit

$10,000 $5,000

$10,000 $5,000

10,000



Interaction of ERC and PPP Loan Forgiveness

« Wages cannot be used for both PPP loan forgiveness and ERC

» Forgiveness applications often include payroll costs and other expenses in
excess of what is needed for loan forgiveness

« Example: Timeline for 2020 Wages

.- PPP Loan --

April 22 Oct. 6



September 29, 2020 on PPP loan forgiveness appi
entire loan was forgiven. ; f

Question: Should Employer X be permitted to claim ti ~ o] S —
any qualified wages paid from March 13, 2020 through December S ==
31, related to the $500,000 of wages reported on the loan

forgiveness application in excess of the amount needed for

forgiveness?

AICPA recommended to IRS and Treasury that the answer should
be yes.



incurred $100, OO of rent expenses during the coverek.
not reported on the loan forgiveness application. The \
forglven -

quallfled wages paid from March 13, 2020 through December 31, related o
to the $500,000 of wages reported on the loan forgiveness application

and the $100,000 of rent expenses not reported on the loan forgiveness
application since these amounts are in excess of expenses needed for
loan forgiveness?

The AICPArecommended to IRS and Treasury that the answer should be yes.
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PPP loan borrowers can claim the credit in 2020 & 2021

Public colleges, universities, public health care entities can clai

Credit extended through June 30, 2021

Eliminate 30-day look-back period that limits qualified wages
Credit calculation increased from 50% to 70% of qualified wages
Significant decline in gross receipts based on 20% versus 50% of 2019 gross receip' SN
Election to use prior gtr. gross receipts to determine eligibility (e.g., use Q4 2020)

All wages qualify if employer < 500 employees. For employers > 500 employees only wages paid to
employees not rendering services vs not rendering services. In 2020 the litmus test was 100 employees

Employers not in existence in 2019 can claim the credit

Employers < 500 employees qualify for advance payment of the credit



Eligible Employer

+ 2020 Review J

« Employers of any size, in
not government entities ,

« 2021

 PPP Loan recipients

-



Gross Receipts Test

. 2020 Review ,

» Decline of at least 50% of gross recelpts comparlng a 2020 calendar
quarter to the same 2019 quarter for the controlled.group

« Credit ends in quarter following quarter in which gross receipts reach
80% comparing a 2020 calendar guarter to the same 2019 quarter for

the controlled group

« 2021
» Decline of at least 20% of gross receipts for the controlled group

« Compare a 2021 calendar quarter to the same 2019 quarter

 Compare the preceding calendar quarter to the same 2019 quarter



Qualified Wages & Credit Rate

« 2020 Review

« 2021

$10,000 annual limit
Employer with 100 or fewe _

Other employers, wages paid to in‘

!
N

mployees, all wages

als not rendering services

Credit rate of 50% of qualified wages "»;‘

$10,000 per quarter limit
Employer with 500 or fewer full-time employees, all wages

Other employers, wages paid to individuals not rendering services

Credit rate offf0% of qualified wages



2021 ERC Example

Employer, a restaurant, has < 500 FTEs in 2019

All wages paid are considered qualified wages

* Business operations partially suspended due to
government order January 1 — June 30, 2021 (26 weeks)

« Take-out service available
« Restaurant pays employees 10;)0;0f wages

* Restaurant pays 100% of health premiums of
$150/week/employee




2021 ERC Example

A B ($150*13) C (A+B) D) E (D*70%)
Q1 2021 Health Ins Qualified Wages | Limit Credit
Wages $150/week & Health Ins. $10,000
—— Employee
~~. Kris $7,000 $1,950 $8,950

$8,950
Deb

$6,265
$15,000 $1,950 $16,950 $10,000 $7,000

Total ERC

$13,265



2021 ERC Example

A B ($150*13) C (A+B) D E (D*70%)
Q2 2021 Health Ins Qualified Wages | Limit Credit
WELES $150/week & Health Ins. $10,000

| Employee
—_ Kiris $16,000 $1,950 $17,950 $10,000 $7,000

== Dch $6,000 $1,950 $7,950 $7,950 $5,565

Total ERC $12,565






o 941 for 2020: Employer’s QUARTERLY Federal Tax Return 950120

of the Treasury — Intemal Revenue Serv OMB No. 1545-0029

Report for this Quarter of 2020

How to Claim the Credit .’““'i;:“""""‘""Lu —

D 2: April, May, June
D 3: July, August, September

[] 4: October, November, December

Go to www.irs.gov/Form341 for
instructions and the latest information.

« Reduce payroll tax deposits for
federal income taxes withheld
from employees, SS and
Medicare taxes of employees
and employer

d other compensation are subject to social security or Medicare tax \j Check and go to line 6.

e Claim on Form 941

d—Tax due on unreported tips (see instructions) . .

* File Form 7200

« Only file for refunds over $25.

troasing research activities. Attach Form 8974 m:]
C True-up On Form 941 and family leave wages from Workshoet 1 11b[:]

k of the Payment Voucher. Cat. No. 170017 Form 941 Rev. 7-2020)




Interplay with Other Provisions

 FFCRA Sick and Medical Leave Credits:
Employer can take both leave and retention
credits but not for the same wages

 Ordering of deferral and credits for optimal

outcome
1) Leave credits
3) Retention credit

« Same wages can't be used for PPP and ERC






AICPA Town Hall Series

Join our Town Halls on the CARES Act and PPP Loans

* Hear insights on the latest Treasury and SBA guidance and
discuss hot topics

* Led by AICPA executives Erik Asgeirsson, President & CEQO,
CPA.com, Lisa Simpson, VP Firm Services, and Sue Coffey, EVP
Public Practice

« Next live webcast: January 28" @ 3:00 PM ET
* Free for AICPA members

Register now
aicpastore.com/townhallseries



https://www.aicpastore.com/PracticeManagement/aicpa-town-hall-series/PRDOVR~PC-WC2290325/PC-WC2290325.jsp
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2020 Tax Advocacy Comment Letters

January 10,2020
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AICPA Weighs in on the Taxpayer F*

More on AICRA- T

www.aicpa.org/advocacy/tax

Tax Policy & Advocacy

The AICPA Tax Policy & Advocacy Team and volunteer members (through selected technical resource pan
monitor and advocate on legislative, regulatory and administrative tax matters on behalf of our members

ax Reform Letters & Testimony The CPA A

AICPATV

AICPA Tax Reform Resource Center
The AICPA Tax Reform Resource
Center has a comprehensive
coverage on tax reform resources,
videos, podcasts, leaming, and
AICPA advocacy positions.

Section 163 (j)
Business Interest Ex

AICPA Comments on Section 16

AICPA Tax Policy &
Advocacy Webpages

www.aicpa.org/advocacy/tax/2020taxadvocacycommentletters.htmi



https://www.aicpa.org/advocacy/tax/2020taxadvocacycommentletters.html
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_g.'... ~ Tax Section

Your go-to source

Technical tax content, guidance and
resources designed specifically for
CPA tax practitioners.

I ——

aicpa.org/tax
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Key Govern

Resources |

IRS FAQs: https://www.irs.gov/newsroom/fags-employee-retention-credit-under-the-cares-act Z

Form 7200, Advance Payment of Employer Credits Due to COVID-19: https://www.irs.gov/pub/irs-
pdf/f7200.pdf

Form 941, Employers QUARTERLY Federal Tax Return: hitps://www.irs.gov/pub/irs-pdf/f941.pdf
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https://www.irs.gov/newsroom/faqs-employee-retention-credit-under-the-cares-act
https://www.irs.gov/pub/irs-pdf/f7200.pdf
https://www.irs.gov/pub/irs-pdf/f941.pdf
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