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Chapter 12:
PAYROLL AND TAX
CREDIT ISSUES
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Issue 1: Payroll Tax Overview

Issue 2: Payroll Tax Deferral

Issue 3: Employee Retention Credit

Topics
P. 447

Issue 4: Sick Leave and Family Leave Credits

Issue 5: COBRA Premium Assistance Credits




= FICA wages:

" Old-age, survivors, and disability
insurance (OASDI) = 12.4% capped at
$142,800in 2021

* Employer pays 6.2%, withholds 6.2%

» Hospital insurance (Medicare) = 2.9%

=" Employer pays 1.45%, withholds
1.45%
= Additional Medicare tax = .9% above
$200,000 for single/HOH and $250,000
for MFJ, must withheld from employee if
employer pays more than $200,000




Payroll Tax
Deposits

PP. 449-450

Schedule based on amount of employer’s payroll

Cross-Reference — Limited Penalty Relief due to
COVID

Payroll Tax Reporting

e Most file quarterly Form 941
e Agricultural employers file annual Form 943

e With IRS permission, very small employers file
annual Form 944

Information Reporting Deadlines for 2022

e January 31, 2022 — employer must send Form
W-2s to employees and file W-2 and W-3 with
SSA 4
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12.4% social security tax on earnings,
up to $142,800 in 2021, minus any
wages paid

2.9% Medicare tax on earnings and an
additional .9% Medicare tax on
earnings above $200,000 for single and
$250,000 for MFJ

SE tax on 92.35%
Reported on Form 1040, Schedule SE
No SE tax is due for earnings < $400

Cross-Reference Estimate Tax
Payments

Self-employed individuals (who are not
farmers) must generally make
estimated payments if they expect to
owe $1,000 or more.



POLLING QUESTION #1

| don’t
prepare

payroll
returns







CARES ACT — Employer
deferral

PAYROLL TAX ® 3/27/20 through 12/31/20

DEFERRALS Executive Order —
P 451 Employee deferral

¢ 9/1/20 through 12/31/20

e Bi-weekly wages less than
S4,000



Repay 50% by 12/31/21

EMPLOYER
:)AY RO LL TAX Observation — Nonbusiness Days — pay on the next business

day

DEFERRAL
D 451

Example 12.1 — Dogwood Landscaping deposited $10,000 of
total $30,000 owed. Pay S5,000 (one-half of total owed) by
12/31/21.




How to Pay
P. 452

Deferred amounts owed may be paid (1)
electronically using the Electronic Federal Tax
Payment System (EFTPS), (2) by credit or debit card,
or (3) by check or money order.

If paying by EFTPS, select Form 941and the
calendar quarter in 2020 to which the payment
relates. Separate payment for each quarter.

If paying by check or money order, include a 2020

Form 941-V, Payment Voucher. Fill in the circle for
the correct quarter.




Self-Employed —
Deferred Payroll

Taxes

P. 453

Self-Employed could
defer 50% of social
security tax

Pay by EFTPS or by
credit or debit card,
money order or with a
check

Independent of other
tax payments

Repay the deferred tax
in two installments, 50%
by December 31, 2021,
and the rest by
December 31, 2022

Separate payments
from other tax
payments

Designate as "deferred
Social Security tax"




Employee —
Deferred Payroll

Taxes

P. 453

Withhold and pay
ratably between
1/1/21 and
12/31/21

Self-Employed
could defer 50% of
social security tax

Interest/penalties
begin to accrue
1/1/22
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Issue 3: EMPLOYEE RETENTION
CREDIT




Fully refundable payroll

tax credit
Employee e Amount of credit may exceed
Retention payroll taxes due.
Credit

e Get your wages back!
P. 454

Amend Payroll Returns




2020 & 2021 Rules

CARES Act — March 12, 2020

thru January 1, 2021

Employee
: - TCDTRA — h
Retention Credit 3% e extended thru June

P. 454
ARPA — extended thru
December 31, 2021

TCDTRA — ERC & PPP



Self-employed individuals are

o not eligible for the ERC because
gdeeloniilela[SIQNOICENN they do not earn wages.

ERC and the Self-
Employed P. 455

They may claim credit for wages

paid to their employees.




ERC — Eligible Employers

‘ » Operate Trade or Business

» Fully or partially suspended

» Appropriate Government Orders
» COVID-19

» Significant Decline in Gross Receipts

P. 455

17



Eligible Employer

vs. Qualified Wages

Practitioner
Note eEmployer — fully or
partially suspended
P 455 e Qualified Wages —
eligible wages during
full or partial shutdown



E||g|b|e »Must be in a trade or business
»Household Employers are not eligible for the

Employers ERC

P 455 »Tax exempt organizations are deemed to be in
a T or B for all their operations



Practitioner Note — Entity Type

Employers of any size are eligible

Eligible
Tax exempt organizations under IRC

Em P | oyers §501(c) and §501(a) are eligible

P- 455 Federal, state, and local government
entities not eligible in 2020

Tribal governments are eligible

20



Suspended
Business Test
P. 455

If a government order has
“fully suspended” an
employer’s operations, it will
generally qualify for the ERC.

Employers may also qualify if
their operations were
“partially suspended” by
government order.




Government
Orders
P 455

Must be an actual order by a
governmental authority with jurisdiction
over the operations. Must be mandatory,
not advisory.

Do not include press conference
comments, declaration of a state of
emergency that does not limit or suspend
actual operations.

Don’t look at whether government

enforced the order.




Practitioner
Note:
Normal

Business
P. 456

If more than a nominal portion of

business operation was suspended

Gross receipts from that portion of

business operation are not less than
10% of the total gross receipts

e Hours of service performed by the
employees in that portion of the business
are not less than 10% of the total hours of
service

23



Customers stay home due to government
orders, and business has reduction in demand

N Ot Pa rt| a ‘ |y Workplace is closed, but continued business

operations are comparable to pre-closure

Suspended — operations
Flg u re 1 2 . 1 Mask wearing, one-way aisles, etc. will not

have more than a nominal effect on business

P P 45 7 operations

Employers continue operations through

telework




POLLING QUESTION #2

Deferred
payroll taxes

are due by Dec. True or False
31, 2021 and

Dec 31, 2022




May Be Partially Suspended —

v V. VWV VY

Figure 12.1 P.457

Suppliers cannot make deliveries
of critical goods or materials

More than a nominal portion is
closed or suspended

Modifications have more than a
nominal effect

Significant delay (more than 2
weeks) to move operations to
telework

26



Ex. 12.4 Temp. Closure
P.457

» Processed Foods, Inc. operates a
facility that usually operates 24
hours/day

» Local health department says
business must clean workplace once

Gy A g
| [T A every 24 hours
'4'!=a--f'-'_.. =- |

» Business operations reduced by 5

hours each day to comply with the
order

g 27



Ex. 12.5 Partial Closure
P. 457

» Stuff for All, Corp. is a large retailer

» Governmental order closes the
storefront for two quarters in 2020

» Customers could pick-up orders
» Storefront is more than nominal

s Sy 0 28



Example 12.6 — Partial
Suspension P.457

» Governmental order revised to allow
storefront traffic, but customers had
to socially distance and store had to
enforce occupancy caps

'=l'“ﬂ?:ih~_ b " » Customers sometimes had to wait in

— short lines to enter business

» No more than nominal effect

e 29



Establish Significant
Decline in Gross
Receipts

Suspension v.
Decline in Gross NO Suspension

Receipts required
P. 458

All Wages count

30




Decline in
Gross Receipts
Test

P. 458

* 2020

* Any quarter where gross receipts < 50% of

gross receipts for the same calendar quarter
in 2019.

* 2021

* Eligibility period ends with the earlier of
January 1, 2021, or first calendar quarter
following 1st calendar quarter where gross

receipts > 80% of gross receipts for same
quarter in 2019.

31



Comfort Shoes had a reduction in
customers in early 2020, while it

Ex. 12.7 improved retail website.
Applyl ng the 48% decline in Q1, 83% in Q2, and
Test 92% in Q3

PP. 458-459

Significant decline in Q1 and Q2




Pracitioner
Note
P. 459

New Business — after
2/15/2020

Special rules apply to new

businesses

See Notice 2021-20
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Non-tax exempt: |.R.C. § 448(c)

from Unrelated trade or
business income.

Practitioner Note — Gross Receipts

Gross receipts includes all
¥ Tax-exempt' |.R.C § 6033 gross receipts, not just those
J——

Forgiven loan proceeds, grants are not included
in gross receipts




» For 2020, the maximum ERC is 50% of
qualified wages (including allocable health
plan expenses) that an eligible employer
paid in a calendar quarter.

» The maximum qualified wages that can be
taken into account for the 2020 ERC is
$10,000 per employee for all quarters.

» The maximum 2020 ERC is $5,000 per
employee.



» Limited to FICA wages paid after March 12,
2021, and before January 1, 2021

» Amounts paid to maintain group health
plan if excluded from income

» Large employer — amounts paid to
employee not working b/c suspension

» Small employer — amounts paid to
employees b/c business suspended

» Cash tips treated as wages or compensation

I

/
7
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» Stray Cat Consulting 4 employees

» Significant decline in gross receipts Q2, Q3, Q4
» Figure 12.3 payroll and ERC calculation

» $10,000 limit applies to 2 employees

» $15,250 ERC



FIGURE 12.3

SCC's Payroll and ERC Calculation for 2020

Q2 Payroll Q2 ERC Q3 Payroll Q3 ERC Q4 Payroll Q4 ERC

Employee 1 $2,500 wages, $1,500 ERC $2,500 wages, $1,500 ERC $2,500 wages, $1,500 ERC
$500 ($3,000 $500 ($3,000 $500 ($3,000
health care qualified health care qualified health care qualified
benefits wages x benefits wages x benefits wages x

50%) 50%) 50%)

Employee 2 $8,000 wages, $4,250 ERC $8,000 wages, $750 ERC $8,000 wages, $0ERC
$500 ($8,500 $500 ($1,500 $500 ($0 qualified
health care qualified health care qualified health care wages)
benefits wages x benefits wages x benefits

50%) 50%)

Employee 3 $10,000 $5,000 ERC $10,000 $0 ERC (%0 $10,000 $0 ERC (30
wages, $500 ($10,000 wages, $500 qualified wages, $500  qualified
health care qualified health care wages) health care wages)
benefits wages x benefits benefits

50%)

Employee 4 No wages, $250 ERC No wages, $250 ERC ($500 No wages, $250 ERC
$500 ($500 $500 qualified $500 ($500
health care qualified health care wages x health care qualified
benefits wages x benefits 50%) benefits wages x

50%) 50%)

Total $22,500 $11,000 $22,500 $2,500 $22,500 $1,750




No Wage Duplication

“y Qualified wages do not include:
Practitioner 2
e those taken into account for FFCRA
N ote credits
e those taken into account for IRC § 45S
P, [60 (paid family and medical leave credit)

e those counted as payroll costs
necessary to obtain PPP loan
forgiveness

39



Aggregating Employers P461




Determining Trade or Business

Fully or Partial Shutdown

Aggregating
Employers

Significant Decline in Gross Receipts

P461
Average 100 FTE

Maximum Credit per Employee




Rules “similar to Can’t count
the rules of I.R.C. wages paid to

lRE Related § 51(i)(1)” apply | certain relatives
Individuals

P. 461

Entity
attribution rules

apply




ERC — Related Individuals P.461

" A related individual is any employee who has of any of the following
relationships to the employer, who is an individual:

= A child or a descendant of a child

= A brother, sister, stepbrother, or stepsister
=The father or mother, or an ancestor of either
= A stepfather or stepmother

= A niece or nephew

=" An aunt or uncle

" A son-in-law, daughter-in-law, father-in-law, mother-in-law, brother-
in-law, or sister-in-law



ERC — Related Individuals
P.461

» For corporations — related to an individual
owning, directly or indirectly, more than 50%
in value of the outstanding stock of the
corporation.

» For an entity other than a corporation --
related to an individual owning, directly or
indirectly, more than 50% of the capital and
profits interests in the entity.

» For an estate or trust -- related individual
includes a grantor, beneficiary, or fiduciary of
the estate or trust, or any person that bears a
relationship described above with an
individual who is a grantor, beneficiary, or
fiduciary of the estate or trust.

44



» Indirect ownership is determined through the
application of I1.R.C. §267(c), which provides the
following (among other) rules:

E RC - Related » An individual shall be considered as owning the
/1 stock owned, directly or indirectly, by or for his
family

» The family of an individual includes only brothers
and sisters (whole or half-blood), spouse, ancestors,
and lineal descendants

45




POLLING QUESTION #3

The Employee
Retention

Credit was only
available for
tax year 2020

True or False




ERC — Related

7 -4

4

PP 461-463

» Notice 2021-49 provides guidance

» Ex. 12.9 No ERC for 80% owner of
corp. and son employee

» Ex. 12.10 No ERC for 100% owner of
corp. and nonemployee son

» Ex. 12.11 ERC for 100% owner of
corp. and spouse employee

47



» Wages count for ERC or PPP
forgiveness — not both

ERC and PPP > Eligible employer that received a
PPP loan is deemed to have
Loan made an election not to take

those wages into account for the
ERC if include on forgiveness

Forgiveness
PP. 463-464 app.

» Election only applies if wages
were necessary for forgiveness.

48



FIGURE 12.4

PPP Loan Forgiveness Payroll and Nonpayroll Costs

P 464

Payroll Costs

Compensation to employees (whose principal place of residence
is the United States) in the form of salary, wages, commissions,
or similar compensation, (with limits on cash compensation)

Cash tips or equivalent
Payment for vacation, parental, family, medical, or sick leave
Allowance for dismissal or separation

Payment for the provision of employee benefits consisting of
group health care or group life, disability, vision, or dental
insurance, including insurance premiums, and payment of
retirement benefits

Payment of state or local tax assessed on employee compensation

Owner compensation replacement for the self-employed and net
earnings from self-employment for partners

Nonpayroll Costs

Business mortgage interest
payments

Business rent or lease payments
Business utility payments
Covered operations expenditures

Covered property damage costs

Covered supplier costs

Covered worker protection
expenditures




Ex. 12.12
Include Only
Wages for PPP

Forgiveness P.
464

Good Eats received a $100,000 PPP
loan.

On its forgiveness application, it
included $100,000 in payroll costs
that would qualify as wages.

Good Eats also paid $S40,000 in
nonpayroll costs but didn’t include
on its forgiveness application.

Election to exclude $100,000 from
ERC.

50



» Same facts but Good Eats

Ex.12.13 included $100,000 in payroll costs
' that would qualify as wages and
lndUdmg S40,000 nonpayroll costs.
Wages and > Only needed $60,000 in payroll
Non paer” costs, so only $60,000 deemed

excluded from ERC.

P. 465

51



» Allocate to PPP 15t
» Payroll cost
» Payroll expenses
» What about Partial Shutdown Quarter

Maximizing FRC > ERC is only allowed during shut

down
P. 465 » PPP doesn’t have those restrictions

52



»Not income to the employer,

»Reduce deduction for qualified wages,
including qualified health plan expenses

in the amount of the ERC.
Tax Treatment of »Employers do not reduce the

the ERC deduction by the employer’s share of
the SS and Medicare taxes.
P. 465

53



Practitioner Note:
Amending 2020
Returns to Claim ERC

PP. 465-466

Determine quarter(s) of eligibility

Determine qualified wages (including
allocable health care expenses paid)

Eliminate wages used on a successful
PPP forgiveness application, those for
which a FFCRA credit was taken, or (if
basis of qualification was a shutdown)
those wages attributable to period
during which employees were working

Eliminate unqualified employees
(related parties, those for whom a work
opportunity credit was paid in 2020
quarter)

Calculate the ERC by quarter

54



> Fill out and file the Form 941-X, 943-X,
or 944-x (and accompanying
worksheets), as appropriate

» Amend 2020 income tax return as
necessary to reduce a prior deduction

Amending for qualified wages in the amount of
2020 Returns the ERC

> Period of Limitations

to Claim ERC > 3 years to file 941-X
P. 466

» Practitioner Note (P. 465)

» Amended return may cause
penalties. May not be
advantageous to file

55



60% decline in Gross Receipts

EX 1 2 : 14 S 60,000 PPP Loan & Erroneously claimed ERC

Am en d N g S44,.833 qualified wages (after allocated to PPP
2020 Returns Gkt

PP 466-47) Eiuddie

Claim on amended 941-X — Figure 12.6

56



FIGURE 12.5
Rolly’s Roadhouse Costs on the
PPP Forgiveness Application

Nonpayroll Costs:

Rent $15,000
Mortgage interest 5,000
Utilities 4,000
Total nonpayroll costs $24,000

Payroll Costs:
Owner compensation replacement $20,833

Other employee compensation, including
health care benefits 15,167

Total payroll costs $36,000




FIGUKE 1.0
Rolly's Roadhouse's Form 941-X

ror 941=X: Adjusted Employer's QUARTERLY Federal Tax Return or Claim for Refund

(Hiev. Dictober 20E0) Disgasrtimeedt il e Tressry — Intamal Rasenus Sevcs A8 Mo, 15850029

v eriosmenson = [ e ][] = L] D DI ed [ Il T

Svech the Types of Fotuny YOU'Te GOTTECEng.

Mame ot pour ace rame) |Rolly Anderson | [ %] 944

941-55
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| Crack the ONE quarter you're sommecting,

Ackiress !$23 Mulbarry 54
T T ERNG £ oo e [ 4: daruary, February, March
| 2: Agril, May, J
White Bear Laks | MmN | | 55038 | [l 2 it M. due
e Biaie TF sode [%] 3: July, August. Septamiber
| ! | | | | [ 4 Oetaber, Movemier, Decamibar
Formgn oountry rame Forsgn peoeinos'county Foresgn postal ook
Amad the separate mstrucbons bedone completing this form. Use this farm to. cormect erors you E""‘r;""’""""' YisAr of i
made on Form 841 or 841-S5. Use a separate Foern 041-X for sach guartor that nesds quarter you're carracting.
comaction. Type ar print within the boxes. You MUST complets all four pages. Dor't attach this 2020 Irereyy

form to Form 241 or B41-58 unless you're reclassifying warkers; see the insiructions for line 36

Adjunlnn S riairm. Chack this box you umampcnm amounts. Also
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| cartidy that;
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e and the suercobiactad ool sacivity ta and Madkcars tas for current and pror years, For adjustments of amologes sozisl
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|:| b The adustments of social securty 1aw and Medicamn tax are for the empioyer's shara only, | coukin't find the affected empioyess oF
mach affsctad empioyes didn't ghes me a3 writhan statament or she hasn't claimsd jor the claim was rejected| snd won't
clagm a metund or cradit Tor tha ovancollaction,

[Je  The agustrment i for federal mcams tas, social security tax, Medisare e or Additional Medisers Tax that | didn't withhold from
employea wages.

8 ﬂvnuwm Ene 2 becauss you're claiming a refund or abatement of cverreportsd feseral Income tax, oclal security tax,
Medicare tax, or Additional Medicare Tax, check all that apply. You must check &t less) ane bos
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I:l 4. | regaid or reimbursed sach affactad smpiayne for tha cvancollected social secunity tax and Maedicars tax For claims of amplaysa
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[Je 1 have a writen conssrt fram sach affecied smployee stating that | may Me his claim for the emplyes's share of social securly
tax and Madicare tax. Faor refunds of smployee scoal secunty tax and Madicars tax covarcollected in price years, | alsa have 3
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employee wages.
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FIGURE 12.6 (continued)

Rolly's Roadhouse's Form 941-X

Emnployer sentifcaton nunvner (=

Comacting quanar 5 7, 2, 3,4
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FIGURE 12.6 (continued)
Rolly's Roadhouse's Form 941-X

Nama (o PouT S0 Rl EMployar iaThfication numboer (£ Comacting quarsr 5 (1, 2, 3,4
Comacting calendar year [YF7V71
Roi derson L KWW 2020
m Enter the corractions for this quarter. If any line doasn't apply, leave it blank. (continusd)
Godurmn 1 Column & Codumn 3 Colwme 4
Tatal A [
amawar AL raporied or 8y s amount fe g
em.nh,ruf:lr _ s numhar, Tax comrectian
forAll smpinpear) B SR T mign.)

6, Rafundaible portion of amployes = o
ralention credit (Form 549 or 15,000 a. 1S5, DOHY nactions 15,008 .
11-55, Wna 13d)
—_—
7. Total, Coenbine tha amourls on fnee 23 through 28 of Golumn 4 =15,000 -
It line 27 is bess than zero;

= If you checked Bra 1, s B the amount you want appied 85 a crodit 1o your Form 41 or 841-55 for the tax gericd in which you're
Tiling this Toem, N you’re currently filing a Forn 9dd, Employer’a ANMUAL Fedarsl Tax Felurn, eee ihe insirections. |

= If you chechad Bne 2. this is the amaunt you want refunded o abeted.

It ling 27 I5 mone han 2ero, this is the BMoUNE you owe. Pay Bhis smourt By the tme you fila this return. For snformation on how ta
pay, sea Amourt you avwe i the mstructions,

78, Qualified haalth plan expanses | | I 1 = | |
allocable 1o qunlifisd sick bave .

wages (Form 341 or 341-55, Ine

18

29,  Qualified hasith plan expenses | | = | |
allocable to qualified Tamily .
eave wages (Form 341 or
-85, ine 201

80,  Qualified wapes for the |
amployes relention credit
Fomn 341 or 341-55, Fne 21}

31, Qualified heallth plan expenses | | I i | |
allacable te wages reperted an 2
Form 941 or 941-55, line 21
(Fomn 349 or 341-55_ §ne 23)

32, Gredit froam Form S884-C, line
11, for this quarter (Fonm 341 or
41-53, fira 23}

d3a.  Qualified wages paid March 13
through March 31, 2020, Tor the
amplayee relemion credit juse
thig line o correct only the
second guarter of 20280) (Farm
941 or 941-58. ne 24|

33b.  Deferred ainount of the | | 1 = | |
amployee share aof social . -
security tax inchuded on Form
841 or B41-85, line 13b ju=e this
Bna o correct only bhe third and
fourth quarters af 20200 (Farm
2841 or 841-53. kna 24)

34,  Qualified health plan expenses | ~ | | = |
allocable te wages reported on .- ! -
Farm 8941 or 841-58, line 24 luse
this i 10 corredt only the
second guarter of {Farm
241 or 941-58. ina 25)

Faga 3 Fomn B4 =X prow. 10-20200



HGLUKE 1.£.0 (CONTINUea)
Rolly's Roadhouse’s Form 941-X

HNama ol pour SEoe sl Employer ioentification number (£ Comacting quaster a 2 3.4
Correcting calendar year [V
Anduerson KK KRK 2020

Explain your corrections for this guarter.

[] 35, check hera if any you o A B b both ted and overrepartsd amownts. Explain both
your undereported and overreported amounts an ine 37,

[[] 36, Check nere if any corrections nvolne reclassifed werkers. Expiain o0 line 37

AT, You musi give us a detailed explanation of how you detenmined your corrections. See tha instrucbors.

Calculsted and clas the ian credit, wiich was mot clabmed in 2020. This amendment i made in respanse o the
change in low that allows a 2020 mmn retention credil, sven i the empl ion Pragram loan
Forgiveness.

¥

a5 ot e pequ--..-. | clociare Wt | e Raa an o il P 941 o Fommn 94155 and thal | naws axamined i adjusted retuen o claem, inckad
arvd 1o e Beal of my Knowkedges and belel, i E rue, corract, and complale, CectEralion of preparer oiher han

v Priet your
nams hera |l_!_g_llh- Anderson |
Prirt your
Al bare |Q-w'=r |

Date |/ ! __ Bast claytime phora [ I ]
Paid Preparer Use Only Chack It yau're seff-amployed 0o
Praparer™s nems | | TR | |
Preparcr’s signaturs | i Drata: ' F
FIm'e Nama (o yours | |
i sall-em ployed) EIN
Address | | Phone |
City | State | | TP Cogs |

Fags 4 Foor B34 =X e 10-2000



FIGURE 12.7
Rolly's Roadhouse's Form 941-X, Worksheet 1

Worksheet 1. Adjusted Credit for Qualified Sick and Family Leave Wages and the Employee Retention
Credit—{continued)

Step 3. Figure the employes retention credit
Aa Dualified wages (axcluding qualified haalth plan expenses) for the ampioyes
refenslion credit (Form 841, Part 3, line 21, or, if corrected, Form 941, line 30,
O S i i T s A S i e A S A m e T da 30,000
30 Cualilied healh plan expenses allocable 1o qualnheﬂ wages for the employes
ratendion credit (Fomm 941, Part 3, lise 22, or, if comected, Form 941-X, line 31,

COlUmMA 1) e R, e s 3
36 Cualified wagaes [excluding qualified haahh plan expenses) paid March 13, S0,
rowgh Masch 37, 2020, for the senployes relention credil (Form 947, Part 2 Caution:
I 24, o il comected, Form 941-X line 333, calumn 1). Enler anamount here Oniy compiats
only tar the second quarter Fonm B41-% . .. R 3e |V 3o and 3 for
3d Qualifiad hesth plen expenaes allocable 1o qualilied wages paid March 13, 2080 [ srcond
throwgh March 31, 2020, for the employes retention credi (Farm 941, Part 3, |quaner 2020 Farm
e 2%, o, if corectad, Fomm 941-X. line 34, column 1), Enter an smount here t:ﬂl:.r M1
lar the second guarter Foom 247-X e e R . i |
e Add lnes3a. 3b, 3¢, and 3d ... .o e e T T e L7 0,000
H Ratantion cradit. I you'te -:nrre-:bﬂg the second, thied, of fourlh quartes of 2020,
mutiphy line 38 by 50% (0.50). if you're correcting a 2021 guartar, multiply line 38
by 7O% (OF0) (..., .. : i ; ! 1k0a00
& Enber fhi armiunt of the amglioyor shd.m of social seourty bax from S-l:p i,
e O g A LRy et o e g Dl AT e L L T 39 3,720
<] Enter the amount of the nanrelundaiie partion ol the credit for qualifed sick and
family lsawe wagas from Step 2. line 2 ., .. TR e e L 3h
bl Subtract fing 3h from line g i ail iR 3,7
X Nenrefundable portion of employes retention eredil. Enter the smallar of
e 3o e . Enber Ehis amount on Foim 929-X, lime 18, eolumd 1 ..., .. . H
3 Refundable portion of employee relention credil. Sublract line 3) lrom line 51 '8 000

end entar this amount an Form 341-X, line 26, column 1 .. ... ... .. ... ... oL, 3k




TCDTRA extended — after December
31, 2020 and before July 1, 2021

2021 Employee ARPA extended —July 1, 2021
Rete ntion through December 31, 2021

P.47/3

e 501(c)(1) and 501(a)
e College or University

e Government entity — principal purpose or
function is medical or hospital care
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» Decline in Gross Receipts Test
» 80% threshold

» Employer qualifies if gross receipts for
calendar quarter in 2021 are less then 80%
of gross receipts (>20% decline) for same
calendar quarter in 2019.

> Alternate calculation also available



» ERC credit is increased from 50% to 70% of
qualified wages.

> Limit remains $10,000, but is for each
quarter, not across quarters.

> Eligible employer can claim up to $28,000
credit per employee in 2021.

» Qualified Wages

» Large employers expanded to > 500 (instead
of >100).

/
7
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POLLING QUESTION #4

Qualified
wages for ERC
ALWAYS

True or False
include related
party wages.




»Severely Financially Distressed

»In Q3 and Q4, large employers whose
revenue is less than 10% of revenue for
comparable 2019 quarter may count all

wages, whether employees worked or not.

> Recovery Startups - $50,000 limit per
quarter



» Qualified wages for the ERC don't include
wages taken into account for credits under
I.R.C. §§ 41, 45A, 45P, 45S, 51, 1396, 3131,
and 3132.

» Qualified wages also don't include wages
that were used as payroll costs in
connection with a Shuttered Venue
Operator Grant or a restaurant revitalization
grant.

» No PPP loan forgiveness and a credit for the '
same wages. /

> 4
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5CC's 2021 Payroll and ERC Calculation

FIGURE 12.8

Q1 Payroll Q1ERC Q2 Payroll Q2 ERC Q3 Payroll Q3 ERC
Employee 1  $2,500wages, $2,100ERC  $2,500wages, $2,100ERC  $2,500wages, $2,100 ERC
$500 ($3,000 $500 ($3,000 $500 ($3,000
healthcare  qualified healthcare  qualified healthcare  qualified
benefits wages x benefits wages x benefits wages x
70%) 70%) 70%)
Employee2  $8,000 wages, $5,950 ERC $8,000 wages, $5,950 ERC $8,000wages, $5,950 ERC
$500 ($8,500 $500 ($8,500 $500 ($8,500
healthcare  qualified healthcare  qualified healthcare  qualified
benefits Wages x benefits Wages x benefits Wages x
70%) 70%) 70%)
Employee3  $10,000 §7,000ERC  $10,000 §7,000ERC 10,000 $7,000 ERC
wages, $500  ($10,000 wages, $500  ($10,000 wages, $500  ($10,000
healthcare  qualified healthcare  qualified healthcare  qualified
benefits Wages x benefits Wages x benefits Wages x
70%) 70%) 70%)
Employeed  Nowages,  $350ERC Nowages,  $350ERC Nowages,  $350ERC
$500 ($500 $500 ($500 $500 ($500
healthcare  qualified healthcare  qualified healthcare  qualified
benefits Wages x benefits wages x benefits wages x
70%) 70%) 70%)
Totals $22,500 $15400 ERC  $22,500 $15400 ERC  $22,500 $15,400 ERC




» The ERC is a refundable credit against
certain payroll taxes. For wages paid
before July 1, 2021, the nonrefundable
portion of the ERC was against the
employer share of social security tax
(6.9%).

» However, for wages paid after June 30,
2021, the nonrefundable portion of the
ERC is against the employer share of
Medicare tax (1.45%). '

» Reduce employment tax deposits
» Advance credit — file Form 7200 /

> 4
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» ARPA includes a new 5-year statute of
limitations for IRS to audit and assess a
deficiency for claiming the ERC in
qguarters three and four of 2021.

» Prior quarters are subject to the
standard 3-year audit rule.



FIGURE 12.9
Comparison of ERC Provisions

2020 2021Q1and Q2 2021 Q3 and Q4
Time Period for March 13, 2020-December 31, January 1, 2021-June 30, July 1, 2021-December 31,
Wages 2020 2021 2021

CO M PA R | N G Amount of Credit 50% of qualified wages 70% of qualified wages (including allocable health plan
(including allocable health expenses)
plan expenses) Limited to $10,000 in qualified wages per employee

T H E Limited to $10,000 in qualified per quarter, so maximum ERC is $28,000 ($10,000 x 4

wages per employee for all quarters x 70%) per employee for the year

guarters, so maximum ERC

is $5,000 ($10,000 x 50%)
P ROVI S | O N S per employee for the year

Decline In Gross Employers whose operations  Employers whose operations were fully or partially
Recelpts Test were fully or partially suspended or had a reduction in gross receipts of more
P P_ 4 7 7 - 4 7 8 suspended or had a than 20% for quarter as compared to 2019
reduction in gross receipts ~ May use prior quarter and compare to equivalent 2019
of meore than 50% for quarter to establish eligibility

quarter as compared to
2019 (employer will lose
eligibility the quarter after
first quarter where gross
receipts exceed 80% of
2019 gross receipts)
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COMPARING
THE

PROVISIONS
PP.477-478

FIGURE 12.9 {continued)
Comparison of ERC Provisions

2020

2021 Q1 and Q2

2021 Q3 and Q4

Employees Mot
Prowiding Service

Recovery Startup
Business

Interaction with
COrthear Prowviskons

MNonrefundable
Portion

Advance Credit

Gowvernment
Employers

Statutory
Enforcement
Period

Employers with 100 or fewer

Full-time employeas in
2019 can claim ERC for all
gualified wages
Emiployers with maora than
100 full-time employeeas
may claim ERC only for
employess that are not
performing services

M,

An employes will not ba

included for the ERC for any

period that an employear is

allowed a work cpportunity

cradit under LR.C. § 51 for
that employae

Qualified wages exclude
wages taken into account

for FFCRA credits, and other

FMLA credit under LR.C.
§ 455

Employers can receive boih
a PPP loan and the ERC,
howwever, employers
cannot receive both loan

forghreness and a credit for

the same wages.

Employers with 500 or fewer
full-time employaes in
2019 can ciaim ERC for aill
gualified wages

Employers withk mora than
500 full-time amployees
may claim ERC onbky for
employees that are not
performing senvices

Dualified wages exclude
wages taken into aocount
for credits under LR.C. 55
41, 454, 45P, 455 51, 1396,
and FFCRA

Dualified wages exclude
amounts used as payroll
costs necessary for PPP
loan forgiveneass

Forwages paid before July 1, 2021, the nonrefundable
porticon of the employees retention credit is against thea
employer’s share of social security tax

Form 7200 advance credit
awailable o all eligible
employers

No government employers

3 years

Same as gquarters one and
two, 2020, but large
sovaraly financially
distressed employers
{gross receipts less than
10% percent of gross
receipts for same quartor
in 2019 can claim ERC
for employees, regardless
of whether they are
performing services

After February 15, 2020,
may claim up to $50,000
credit per guarter, ewven
if it was not subject to
shutdown or did not have
a significant decline in
gross receipts

Cuealified wages exclude
wages taken into account
for credits under LR.C.
55 47, 454, 45P 455 51,
1396, 2131, and 3132

Qualified wages exclude
amounits used as payroll
costs necessary for PPP
loan forghveness

Cuealified wages exclude
wages usaed for payroll
costs for shuttered
operator grants and
restaurant revitalization
grants

Forwages paid aftar
Juna 30, 2021, the
nonrefundable portion of
the employee retention
cradit is against the
empioyar’s share of
Medicare tax

Form 7200 advance caedit in an amount up to 709%
of 2019 average guarterfy wages, available only o
employers with 500 or feweer full-time employees
Public colleges, universities, and organizations whose
primary purposa is to provide medical or hospital care

I years

5 years
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Issue 4: SICK LEAVE AND
FAMILY
LEAVE CREDITS



Sick and Family Leave Credits P. 479

» From April 1, 2020, through December 31, 2020, the FFCRA
provided for paid coronavirus-related leave through:

» the Emergency Paid Sick Leave Act (EPSLA), which entitled
workers to up to 80 hours of paid sick time when they were
unable to work for certain reasons related to COVID-19, and

» the Emergency Family and Medical Leave Expansion Act
(Expanded FMLA), which entitled workers to certain paid
family and medical leave.
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Sick and Family Leave Credits P. 479

» COVIDTRA extended the FFCRA leave credits through March
31, 2021. No longer mandatory

» Through March 31, 2021, credits claimed in 2020 reduced
the credits available in the first quarter of 2021.

» ARPA extended the credits through September 30, 2021 and
expanded availability.
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Sick and Family Leave Credits PP. 479-480

Eligible Employers

Businesses and tax-exempt w/ fewer than 500. Not
government.

Wages
Compensation
No double benefit

Practitioner Note — for family leave and sick leave to care for
someone else limited to 2/3 regular pay, max $200/day

VVVYV VY
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Sick Leave Credits PP. 480-481

» 80 hours/S511 per day if employee can’t work b/c employee is ill

» 80 hours/S200 day if employee can’t work b/c caring for someone
else

» Family Leave Credits

» $200/day capped at $10,000

» Ex. 12.16 two limits apply

» Additions to the Credits

» Medicare tax, health insurance coverage
» Tax Treatment

» Include in gross income
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Q2 and Q3 2021 Credits P. 482

ARPA resets and expands
New category of sick leave beginning April 1

the time the employee is seeking or awaiting the results of a
diagnostic test for a medical diagnosis of, COVID-19 (and the
employee has been exposed to COVID-19 or the employee’s
employer has requested such test or diagnosis), or

» the employee is obtaining immunizations related to COVID-
19 or recovering from an injury, disability, illness, or
condition related to such immunization (or caring for
someone else who meets this criteria).

YV V V
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Additional Amounts P. 483

» Qualified sick and family leave wages taken by employees
prior to April 1, 2021, were only subject to the employer's
share of Medicare tax (and not the employer's share of social
security tax); therefore, the employer was entitled to receive
credits to offset only the Medicare tax for those periods.

» Under |.R.C. §§ 3132 and 3133, qualified family and sick leave
wages are subject to the employer's share of social security
tax and Medicare tax, but the credit is increased by the
employer's share of social security and Medicare taxes

imposed on the qualified family leave wages.
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Tax Treatment P. 484

» In the third and fourth quarters of 2021, eligible employers
must include the full amount of the credits received for
qualified leave wages in income.

» Qualified leave wages and health care expenses generally
remain deductible.
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Sick and Family Leave Credits PP. 484-487

»Interaction w/ other credits — no double benefit
» Extended limitation period — 5 years
»Documenting eligibility — keep records 6 years

» Self-Employed — comparable credits
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'8l POLLING QUESTION #5

There is no need
to amend payroll

returns, the Irs
! True or False

will correct them
to include the
credits.




Sick and
Family Leave

Credits

PP. 486-487

FIGURE 12.10

Comparison of Sick and Family Leave Credit Provisions

2020 Q2. Q3, and Q4 2021

2021 Q2 and Q3

Time Period for
Wages
Eligible Employers

Sick Leave Reasons

Family Leave Reasons

Sick Leave Credit
Limits

April 1-December 21, 2020 January 1-March 31, 2021

Businesses and tax-exempt organizations with fewer
than 500 employees

Mo eligibility for federal, state, or local governments
(Tribal governments are eligibla.)

April 1, 2021-_Septamber,
2021

Businessas and tax-exempt

organizations with fewwer
than 500 employeas

State and local governments

are eligible, regardless of
size

Employers are required to Leawve is optional, but credits are available to

provide paid sick and
family leave to eligible
employees

{1} Employee subject to guarantine or Bolation, (2)
advised by health care professional to quarantine,
{2) experiencing COVID-19 symptoms and seeking
a diagnosis, (4} caring for an individual subject to
quarantine or isclation order or advised to guarantine,
ar (5} caring for a child whose school or daycare was
closed

Care for a child of the employee if the child’s school or
place of care has been closad or the childcare provider
is unavailable for reasons related to COVID-19

100 % percent of gualified wages, which include 2 weeks
or 80 hours, capped at $511/day ($5,110 in aggregate)
for reasons related to employee's own health needs;
two-thirds regular pay up to $200 per day {2,000 in
aggregate) to care for others

compensate eligible employers that provide it

All sick leave reasons for

2020 and 2021 Q1 and
adds (1) seeking or
awaiting the results of

a diagnostic test for,

or a medical diagnosis
of, COVID-19; (2)
obtaining immunization
related to COVID-19 or
recovering from any
injury, disability, iliness,
or condition related

to the immunization;

or (3} accompanying
someone who is obtaining
immunization related
1o COVID-19 or caring
for somecne who is
recovering from any
injury, disability, iliness, or
condition related to the
immunization

All sick leave reasons for

2021 Q2 and Q3

Resets available sick leave

limits and provides up to
10 days per employee
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FIGURE 12.10 {continued)
Comparison of Sick and Family Leave Credit Provisions

2020 Q2, Q3. and Q4 202101 2021 Q2 and Q3
Family Leawe Credit 100% of qualified wages, which incdude 10 weeks, two- Resets available family leavea
Limits thirds regular pay up to $10,000 (3200 per day} limits and provide up to
12 weeks por employee
{$12,000 fimit)
Additions to the Employer’s share of Medicare tax imposed on wages Allocable health insurance
Credits and cost of haalth insurance coverage allocable to coverage, collective
gualified wages (employers not subject to employer's bargaining contributions
share of social security tax on qualified wages) (subject to wage limit),
employer’s share of social
security and Medicare
{employer subject to
. Medicare and social
S security tax on qualified
ick and
Interaction with May not take into account same wages for FMLA credit Qualified wages don't
O Other Provishons under LR.C. § 455 include wages taken into
Fa m I | y Le a Ve Employers can receive both a PPP loan and family and account for credits under
sick leave credits; wages are not eligible as payroll LR.C. §5 454, 45P. 455, 51,
costs for PPP loan forgiveness 13596

0 Tax credit is reducad by
C re I tS amount of research credit
under LR.C. § 41

Cannot use wages used

for payroll costs for
P P 4 -— 4 7 PPPR shuttered operator
. gramts, and restaurant

revitalization gramts

For Q2, if receives ERC on
s5aime wages, employer
must reduce credit by
credit allowed under ERC.
For Q32, qualified leave
wages may not be taken
into account for ERC

Taxation of Credit Credits included in employer's gross income; expenses deductible

Advance Credit Form 7200 advance credit available to all eligible employers

Statutory

Enforcement Perlod 3 years 3 years 5 years

Self-Employed May claim up to 10 days of May claim a family leave credit for a maximum of 60
sick leave and 50 days of days, and a sick leawe credit of 10 days in 2021
family leawve, applying May only daim credit for vaccine and vaccine-related
average daily self- conditions during the second and third quarters

employmeant income




Issue 5: COBRA PREMIUM
ASSISTANCE CREDITS



COBRA Premium Assistance Credit PP. 488-489

=" ARPA premium assistance and corresponding tax credit
2100% reduction in premium

=l oss of coverage b/c reduced hours or involuntary termination
=April 1 through September 30, 2021

=Refundable payroll credit

=mReduce employment tax deposits, request an advance
"|Included in gross income of recipient
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