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Chapter 12: PAYROLL AND TAX CREDIT ISSUES




Topics
P. 447

Issue 1: Payroll Tax Overview

Issue 2: Payroll Tax Deferral

Issue 3: Employee Retention Credit

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 $142,800 in

Payroll |
M = Employer pays 6.2%, withholds 6.2%
Tax " Hospital insurance (Medicare) = 2.9%

= Employer pays 1.45%, withholds 1.45%

Overview

P 448 " Additional Medicare tax = .9% above
$200,000 for single/HOH and $250,000 for
MFE], must withheld from employee if employer

pays more than §200,000




Payroll
Tax
Deposits

PP. 449-
450

Schedule based on amount of employet’s payroll

Cross-Reference — Limited Penalty Relief due to

COVID

Payroll Tax Reporting

* Most tile quarterly Form 941
* Agricultural employers file annual Form 943

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

Information Reporting Deadlines for 2022

* January 31, 2022 — employer must send Form W-
2s to employees and file W-2 and W-3 with SSA




Self-
Employed

Taxpayers
P. 450

v’ 12.4% social security tax on earnings, up to
$142,800 in 2021, minus any wages paid

v’ 2.9% Medicare tax on earnings and an
additional .9% Medicare tax on earnings above

$200,000 for single and $250,000 for MF]
v' SE tax on 92.35%



Self-
Employed

Taxpayers
P. 450

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

v’ Cross-Reference Estimate Tax Payments

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



POLLING QUESTION #1

I don’t
prepare

payroll

returns




< /4 Issue 2: i"AYROLL T/
Y DEFERRAL




A

Payroll tax
Deferrals

P. 451

CARES ACT — Employer

deferral

* 3/27/20 through 12/31/20

Executive Order —

Employee deferral

* 9/1/20 through 12/31/20

* Bi-weekly wages less than

$4,000



Payment
of
Employer
Payroll

tax

Deferral
P. 451

Repay 50% by 12/31/21

Repay 50% by 12/31/22

Observation — Nonbusiness Days — pay on the
next business day

Payment first applied to 50% due in 2021
Example 12.1 — Dogwood Landscaping

deposited $10,000 of total $30,000 owed. Pay
$5,000 (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.

It paying by EFTPS, select Form 941 and 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.

11



Self-Employed — Deferred Payroll Taxes
P. 453

Repay the deferred tax
Self-Employed could in two installments, Pay by EFTPS or by

defer 50% of social 50% by December 31, nfrfldlt orr ddibli Cairt(}il’
security tax 2021, and the rest by T e HH

December 31, 2022 check

-

Separate payments from de

pendent of othet Designate as "deferred
other tax payments \\§§\§\\\\%\\}\\\\:\\\w \\ Social Security tax"
N




] Selt-Employed could defer
Employee 50% ot social security tax

Deferred Withhold and pay ratably
Payroll between 1/1/21 and 12/31/21
Taxes .

P 453 B Interest/penalties begin to

accrue 1/1/22
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Issue 3: EMPLOYEE
RETENTION
CREDIT




Employee Retention Credit

Fully refundable payroll tax credit

* Amount of credit may exceed payroll taxes due.
* Get your wages back!

Amend Payroll Returns




2020 & 2021 Rules

CARES Act — March 12, 2020 thru
January 1, 2021

Emp loyee TCDTRA — extended thru June 31,
. Retention 2021
Credit
P 454 ARPA — extended ember 31, 2021

Infrastructure Investment & Jobs Act
m—— of 2021 — ERC ends Sept 30, 2021




e T

Practitioner Note - ERC and the Self-
Employed P. 455

Selt-employed individuals

are not eligible for the ERC

because they do not earn
wages.

They may claim credit for
wages paid to their
employees.
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ERC - Eligible Employers v
P. 455 -

Operate Trade or Fully or partially Significant Decline
Business suspended in Gross Receipts
* Appropriate * Appropriate
Government Government
Orders Orders
« COVID-19  COVID-19

I |
|



Practitioner Note P 455

. Eligible Employer vs. Qualified Wages

* Employer — fully or partially suspended
* Qualified Wages — eligible wages during full or partial shutdown




Eligible Employers P. 455

. Must be in a trade or business -

Household Employers are not eligible for the ERC

Tax exempt organizations are deemed to be in a T or B for all their

operations




Eligible Employerts
P. 455

Practitioner Note — Entity Type

. Employers of any size are eligible

Tax exempt organizations under IRC §501(c) and §501(a) are eligible

Tribal governments are eligible

Federal, state, and local government entities not eligible in 2020




ST e D

Suspended Business Test
P. 455

It a government order
has “tully suspended” an

employet’s operations, it
will generally quality for
the ERC.

Employers may also
qualify if their
operations wete
“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.




e T

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

* Hours of service performed by the employees in that portion of the
business are not less than 10% of the total hours of service
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Not Partially Suspended — Figure 12.1
PP. 457

Customers stay home Workplace is closed,
due to government but continued business
orders, and business operations are

has reduction in comparable to pre-
demand closure operations

Mask wearing, one-way
atsles, etc. will not have Employers continue
more than a nominal ‘ operations through
effect on business telework
operations

25
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Deferred

payroll taxes
are due by Dec.

31, 2021 and
Dec 31, 2022

POLLING QUESTION #2

True or False




May Be Partially Suspended —
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
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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 every 24
hours

» Business operations reduced by 5 hours

cach day to comply with the order
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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
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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

"> Customers sometimes had to wait in short
lines to enter business

» No more than nominal effect
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Suspension v. Decline in Gross Receipts
P. 458

Establish Significant Decline in Gross Receipts

NO Suspension required

All Wages count




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.
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Ex. 12.7 Applying the Test
PP. 458-459

Comfort Shoes had a reduction in customers in early
2020, while 1t improved retail website.

48% decline in Q1, 83% in Q2, and 92% in Q3

Significant decline in Q1 and Q2

T — T ———




Practitioner Note

P. 459

New Business
— after

2/15/2020

J

Special rules
apply to new
businesses

J

See Notice
2021-20
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Definition
of Gross

Receipts
P. 459

-
—

]

Non-tax exempt: .R.C. § 448(c)

Practitioner Note — Gross Receipts




Calculating
the 2020
ERC
P. 459

For 2020, the maximum ERC 1s 50% of
qualified wages (including allocable health
plan expenses) that an eligible employer
paid in a calendar quartet.

The maximum qualified wages that can be
taken into account for the 2020 ERC i1s
$10,000 per employee for all quarters.

The maximum 2020 ERC is $5,000 per

employee.




Qualified
Wages for
2020
P. 459

Limited to FICA wages paid after March
12, 2020, 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




Stray Cat Consulting 4 employees

Significant decline in gross receipts Q2,

Ex. 12.8 e
CZ:J.)IZC(I)J.EE(SH Figure 12.3 payroll and ERC calculation

P. 460

$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




Practitioner
Note
P. 460

No Wage Duplication

Qualitied wages do not include:

* those taken into account for FFCRA
credits

* those taken into account for IRC § 458
(paid family and medical leave credit)

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

40



“mployers




P SRR il S O
- 1: L i ——_—

Agoregating
Employers
P 461

Determining Trade or Business

Fully or Partial Shutdown

Significant Decline in Gross
Receipts

Average 100 FTE

"_{T'Mammum Credlt per
~ Employee




ERC — Related Individuals
P 461

Rules “similar to M Can’t count wages Entity
the rules of L.R.C. paid to certain attribution rules

Y 51®)(1)” apply relatives apply




ERC — Related Individuals
P 461

* A related individual is any * The father it mother, or an
employee who has of any of the ancestor of either
fOHOWlIlg relationShipS tO the ® A Stepfather or Stepmother

employer, who 1s an individual:

* A niece or nephew

* A child or a descendant of a child

* A brother, sister, stepbrother, or

stepsister

* 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 1s a grantor, beneficiary, or fiduciary of the
estate or trust. :



* Indirect ownership 1s determined through the
application of L.R.C. §267(c), which provides

| D 2 {O= the following (among other) rules:
Related * An individual shall be considered as owning
. . the stock owned, directly or indirectly, by or
Individuals for his family
P. 461 * The family of an individual includes only

brothers and sisters (whole or half-blood),
spouse, ancestors, and lineal descendants

46



The Employee
Retention
Credit was only

available for
tax year 2020

POLLING QUESTION #3

True or False




ERC — Related Individuals
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




ERC and
PPP Loan

Forgiveness
PP. 463-464

» Wages count for ERC or PPP
forgiveness — not both

» Eligible employer that received a PPP loan
is deemed to have made an election not to
take those wages into account for the ERC
it include on forgiveness app.

» Election only applies if wages were
necessary for forgiveness.

49



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 1n payroll costs that would qualify

as wages.

» Good Eats also paid $40,000 in nonpayroll
costs but didn’t include on its forgiveness
application.

» Election to exclude $100,000 from ERC.
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Ex. 12.13
Including

Wages and
Nonpayroll
P. 465

» Same facts but Good Eats included
$100,000 in payroll costs that would
qualify as wages and $40,000

nonpayroll costs.

» Only needed $60,000 in payroll costs,
so only $60,000 deemed excluded from
ERC.

52



> Allocate to PPP 15t

> Payroll cost
[ ] ] ] >
MaXImIZIHg Payroll CXpenses
ERC » What about Partial Shutdown Quarter
P 465 » ERC is only allowed during shut down

> PPP doesn’t have those restrictions

53



Tax

Treatment

of the
ERC
P. 465

» Not income to the employer,

» Reduce deduction for qualified wages,
including qualified health plan expenses in
the amount of the ERC.

» Employers do not reduce the deduction by
the employer’s share of the SS and Medicare
taxes.

54



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

55



Amending 2020 Returns to Claim ERC

» 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 for
qualified wages in the amount of the ERC

» Period of Limitations
» 3 years to file 941-X
» Practitioner Note (P. 465)

» Amending non-payroll tax returns



Ex. 12.14 Amending 2020 Returns
466-472

PP.

60% decline in Gross Receipts

$ 60,000 PPP Loan & Erroneously claimed ERC

$44,833 qualified wages (after allocated to PPP forgiveness)

$15,000 ERC

Claim on amended 941-X — Figure 12.6




FIGURE 12.5
Rolly’s Roadhouse Costs on the

P 4—66 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




P 468

Fioune 1£.0
Rolly's Roadhouse’s Form 941-X
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Trasamiry — Witamnal Roeenge S O Mo, 18480028

e | el x] L L) a2 E

ek the fype of retum you're comecting.

Mame jnat your isce rame)l [Rolly Anderson [ %] 941

Trade name (ifanyy Rofly's Roadhouse | l‘ |94|-ss.

| (Crack the ONE quarter you're cormeting,
Ackiress 123 Mulbarry 58 |
oo

Swranl Akl £ o0 et | | 11 January, February, March
B i | wi | | o | [l2: e, may. June
= Bear Lak £ T toae [3] a: suly, mugust. Septamiver
| | | | | | [ 4: october, Movemser, Deceribar
Foregn country name Forsgn peovinonscounty Foresgn postal coce
Amnd the ssparate metructens betore csompleting this ferm. Use this farm o comect e Sstar N0 Calandie yant of tris
made on Farm 841 or 841-55. Use a separabe Forn B41-X for each quarlar fhat nads JOUTIES e vacking.
comaction. Type ar print within the boxes. You MUST complets ol four pages. Dor't sttach this 020 e ni]

form to Forrm 841 or 841-88 unless you'na reclassifying workers; see the instructions for line 36.
Selact ONLY one process. See page 5 for additional guldance.

Adjusted employment tax return. Chack this box if you underraported amounts, Alsc
Check s bok il you overmenoried amauts and you woubd Hke 10 uee 1ha adjustment
process fo cormect the aroms. ¥ou misst check ths box if you're carecting beth [ _JFl_I.'
-Jmenenmaa and ovenemrlacarmi.nrsm [nis TanT. The emnount snown on line 27, It MM S DD e

or the tax period In -\.lhll::h you ra I’Ilnq lhls fanm,
Claim. Chiec this b iF you overmesanted smours anly and yuu woiuled le ke s Ehe

claim peocess 1o ask for a rehund or sbalemant of Iha BT on line 27, Dan't
oheck this boe d you're correcting ANY undareparted munls uuﬂ'ﬂ_‘imm

the certifications.

El 3 1m1¥y|g:tl'n filed or will file Forms W-2, Wage and Tax Statsment, or Forms W-2c, Corrected Wage and Tax Statement,
as requin

Note: I you'ra carecting undermapartas amounts l:ﬂlsl go o Part 3 on paga 2 end skip ines 4 and & If you'na coracting gvermaportad
emounts, for purposss of the canilications on knes 4 and 5, Medicare tax dosan™ includs Addifional Medicare Tax. Forrn B41-3 can'l be
usad to comect overraported amounts of Adaitons Mﬁﬂcara Tax uniess e amounts weren'1 withbakd from FEMployes wagss or an
ecfjusiimand ia being made ko the Surrant yead

4. It you checked line 1 because you're sdjusting overreported federal Income tax, social i, Modis tax, or Ad
Medicore Tax, chech sl that apply. You must chack at kagt o boe
i cortity that;
[]as 1 mopasd or reimbursed sach affected empioyee for the cvanccliected tedaral ncome tax or Additional kedicara Tax far the curmnt

e and the cuercolacted Bocsl sacurity tax and WMaccars tax for curent and pror years, For adjustmants of smplopes social
=ecarity tax and Medizare tax avercobacted in pror years, | have a aritten staternent from each affscted empioyee stating that be
ior ghe nesn't clakmad jor the claim was rejecied] and won's-claim B retund or credit for the ovencallaction.

l:l b The adwustments of secisl sacurity tax and Medicane tax are for the ampioyer's shara only. | coukin't find the affected employess or
each affected empiayes ddn't give me a witben statement st he oo she Hasn't claimed jor the claim was rejected) @nd won't
clgm & sefund or credit for tha owancollaction,

[Je  The adustrment @ for fedanal meoms tis, Ssciaf security tax, Medisars tax or Additional Medisers Tas that | ddn't wihhald from
SHTRoYea WagRS.

S i you Ene 2 vau're rafund or tedaral Incomae fax, sockal sacurity tax,
tax, ar i Tax, dtusknll thot appl-r Yau lruel‘.haclc & I:e:l ane bae.
| certity that;
[Ja 1 repaid or reimbursed eech affactad ampioyee for tha cvasaliectod sosial secunty tax and Medizars tax. For claims of amplayes

aocial securly tax and Madicans tax overcaRasiad in pror yaars, | NBYe 8 wrilten statement fram esch afected empayes staling
that ha or she hasn't clamed (or the claim was rejecied] and won't claim a refund or credil for the avercalisction

I:I (18 | have a wrilhan consent from each alfectas empioves slating that | may Me 1his claim for the employea’s shama of social EECH_IH'\'

tax and Madisars tae. For refnds of erployes sooial secunty = and Madoars tax ovrcollected in prior yoars, | ssa
wriltan sigtement ¥om each allactad amployes stating that he or sha hasn™ ciamed (o the ciaam was rajachad] and won I:clah'n a
rafund or crads far the oversoloction.

e The claimfor social sacugi

e &
A affected emplwe« dlu'\ t yuem-a &'\-Ml!en sra‘laﬂteﬂnharhscr ah-a hs-sn'k »Ialr-md (o-r1hs ClBim Wi
Chsm & refund or credit for e ouercellecion

The claim i for tederal INCome 18X, S0Cial Sacurty tax, Medicare 18a. o Additional Medicars Tax that | okin't withiioid from
Oy Wages.

M eRRGG0s . p————— Form B4 1 =X R, 10-2080




FIGURE 12.6 (continued)
Rolly's Roadhouse’s Form 241-X
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P 470

FIGURE 12.6 (continued)
Rolly's Roadhouse’s Form 941-X
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Total Gombine the amounls on lines 23 theough 26 of Golumn 4. . -15,000 -

L -15008. |
I ling 27 Is bess than rero:
= I oo chacked §na 1, 1NiE B8 e amount you want apodied &S a credit 10 your Form 841 or 821 -55 for the tax gericd nowhich you're

il thiz Toem, {1 pou e currerdly ling a Form 9d4, Employer's ANMLAL Federsl Tax Relurn, see the instructions.|

= If you chechsd e 2. this is the amount you went refundad o abeted.

It ling 27 i5 more than a0, this |5 s amount you owee. Pay Bhs emaur Dy tha ime wou flla this returm. For ssfanmation on foee o
pay, s@a Armount your owe i the metructions.

Qualified Nasith plan expenses | | I ] = | |
allacable o qualified sick bave :

wages (Form 341 or 941-55, Ina

1w

Gualified Nasith plan expenses | | I ] = | |
allocable to qualified Tamily .

leave wapges (Form 341 ar

PA1-55, Grm 20}

‘Qualified wages Tor the |
amployss relention credit
Fomm 3d1 or 3d1-55, Fna 21}

Qualified hesith plan expenses | | | | i | |
allocable to wages reported an | ]

Farm 841 ar 841-35, lime 21

Fomrm 941 or 941-55_ Ene 22

Gredit from Form S884-C, line | | = |
11, Tar this quarter {Form 341 ar
241-585, fire 23}

Qualified wages gaid March 13
through March 31, 2020, Tor the
amployee relenlion credil juse
thia fine 1o correct only the
secand guarter of 2020 [Form
941 or 941-58, Ene 24}

Deferred amount of the | | |
employse share af social - |
security tax included on Form

Qi1 or B41-88, line 13b (use this

Ena o correct ondy the third and

fourth guarters of 20200 (Form

941 or 841-58. Fna 24)

Qualified health plan expenses | _ |
allocable to wages regoried on -

Farm 841 or 841-58. line 24 Juse

this e (0 correct only the

second guarter of 2020) {(Form

341 or 841-55, kna 25}

Faga 3

Foom D41 =X tray. 102000




P 471

FIGUKE 140 (conunuea)
Rolly's Roadhouse’s Form 941-X

Mama [nal yoor Smas rama) Employer sentife aton nambes & r Comacting quares 5 (1, 2, 3. 4
Corracting calendar g (VY
Anderson HHH R 2020
mlm your corrections for this guarter.
[] 35 Check here if any o o a line i Bl iandhirrpnrien] il crmriporiod st Exibi both
our undereported mcwu-r:umd amourds an ine 37,
[] 38, Chock nere it sny corrections i . workers, Explain on ling 37
BT, You must give us a af haw you your carrections. See tha inatrucbans,
(:alculatudundnl—-eduseemplnjzemnnmdmmhnsmdumdmmTi-s rsm.-dem. = o the

change & law that allows o 2020 employes retention credit, even if the employer received P:_»,-d-::k Protection Program (osn

m—ﬁlﬂn here. You must o afl four pages of this form and sign i

Urstlar penallies ol pedury, | declare Wl | e e s ongnsl Foon 947 or Farm 941-S5 and that | ave sxammed his sdjosted relun or clam, nclding
BECHTQENYING Bohechies and SaLNents, S 1o the Desl of My knovwhedges and Belel, & rue, Goerect, and somplels, Decsaralion of prepares {iher than
tanparpen) b based onoal informaton of which preparer hags any knowledos

F Prict yaur
Sign your namse e I_l!nlllu Ancher=on |
name hare Print your

title here |0-iur |

Date I o Bast dayiime phora | |

Paid Preparer Use Only Cnack if you're sef-employed

Preparars names | | PR | |
Preperer's signature | | Date A |

Finm’a nama [oF yours

i pall-ernpioyed) | EIM | |
Address | | Phona | |

Faga 4 Foor B4 =X mow. 102000




FIGURE 12.7

Rolly's Roadhouse’s Form 941-X, Worksheet 1

Waorksheet 1. Adjusted Credit for Qualified Sick and Family Leave Wages and the Employes Retention

Cradit—{continued)

Step 3, Figure the employes retention credit

column 1)

P 472

CalUmm T] e e

oaly far the second gquarter Fomm B41-X

lor tha second quarter Forrm 941-X
Add lines 3a, 3b, 3c,and 3d .

2§

by PO o S
et ... ...

family lsava wages from Step 2. line 3 _.
Subtract line 3hfromiine3g ... ...

R 2@ 9

x Cualifiad wages {mludlng qualifiad heath plan experses) paid March 13, 3050,
ihrowgh Maseh 51, 2020, for the employes relention credd (Form 941, Pan Caution:
leve: 24, o, I oracted, Form D41-X, ling 334, calumn 1) Enler an amount here Only campiete

3a Cualifind wages {axcluding qualifiad haath plan expenses) far the empioyes
rarterdicn credil I:Furrrt'im Part 3, limy 21, ar, if corected, Form 34123, line 30,

S S A e I Tm 0,000

ki1 Gualified heaih plan EXPENSES allﬁuahlem quahllecl WaDES iﬂﬂhe empdoyae
retendicn credit (Fom 241, Part 3, line 22, or, if comectad. Form 841-X, line 51,

S A B S A S S —a O Ve Se and 34 for

% Cuallfied hestih plan expenses allocable 1o queliied wages paid March 13, 2020, o second
through Manch 31, 2020, for the employes retention credit {Farm 941, Part 3. guarfer 2020 Form
Ima 5, or, if corected, Foom 841-X lme 34, column 1), Enter an amount heme onby BN

£ E

F1.003

Retantion credit. I you're cormectng the second, fhed, or lourlh guarier of 2020,
mutiphy line 38 by 50% (0.50). H you're correcting a 2021 quartar. multiply line 38

R Rt e - b i

Enter e amount of ﬁ!eeﬁ!;hmshara af social sucunw tinn Frorm Btop 1,

sl S A

Enter ihe armount 1:-I 553 mnre‘lundmle mr‘huﬂ ol the credit !nrqmllr-ed sick and

i AR IO B 3,720

Nonrefundable portion of employes retention eredil. Entss the smallar of

Ine 3 ar bne 3, Enber this amaunt on Farm 341-X, line 18, esluma ! ... .. ..o0, 3
Refundable portion of employes retention credil. Subleact line 3 from line 31

and ertar this amount on Form 341-X, line 26, column 1 .. ... ... ... ..., Ak 15000




TCDTRA extended — after December

2021 31, 2020 and before July 1, 2021

Employee

ARPA extended — July 1. 2021
through Decembe ~ ~u2l

" e
Eligible Employers

Cre dlt * 501(c)(1) and 501 (a)

P 47 3 * College or University
. * Government entity — principal purpose or

function 1s medical or hospital care

64




2021 Employee Retention Credit

» 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
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Practitioner Note By A

mmm [nfrastructure Investment & Jobs Act

o Passed on 11/06/2021

Division H, Title VI, Sec. 80604, pg, 2423

mem lcrminates Sept. 30, 2021
mmm Recovery Start Up Business

e Terminates Dec. 31, 2021




»ERC credit is increased from 50% to 70%
of qualified wages.
» Limit remains $10,000, but is for each

(11119r‘rer) not aA4cross (11119r‘rerq

2021 Credit
. Calculation
P 474

» Qualified Wages

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

» Eligible aim up to
$28,000 cre e in 2021.

» Eligible employer can claim up to $

21,000 credit per employee in 2021 ($
10,000 x 70% x 3 quarters)
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POLLING QUESTION #4

Qualified
wages for ERC
ALWAYS True or False

include related
party wages.




2021 Credit
Calculation
P 474

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



Not qualified wages

* Qualified wages for the ERC don't include wages taken into account for
credits under I.LR.C. §§ 41, 45A, 45P, 455, 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.



EX. 12.15
ALCULATING
2021 CREDIT

PP. 475-476

In 2021, SCC had significant
decline in gross receipts for Q2,
Q3, anc 4.

Figure 12.6 payroll and credit

calculation

SCC is eligible for a $46,200 credit
(compared to $15,250 in 2020).




EX. 12.15

CALCULATING

2021 CREDIT
PP. 475-476

5CC's 2021 Payroll and ERC Calculation

FIGURE 12.8

Q1 Payroll

Q1ERC

Q2 Payroll

Q2 ERC

Q3 Payroll

Q3 ERC

Employee 1

Employee 2

Employee 3

Employee 4

Totals

$2,500 wages
$500
health care
benefits

$8,000 wages
$500
health care
benefits

$10,000

wages, $500

health care
benefits

No wages,
$500
health care
benefits

$22,500

. $2,100 ERC
($3,000
qualified
wages x
70%)

. $5,950 ERC
($8,500
qualified
wages x
70%)

$7,000 ERC
($10,000
qualified
wages x
70%)

$350 ERC
(§500
qualified
wages x
70%)

$15,400 ERC

$2,500 wages
$500
health care
benefits

$8,000 wages
$500
health care
benefits

$10,000

wages, $500

health care
benefits

No wages,
$500
health care
benefits

$22,500

., $2,100 ERC
($3,000
qualified
wages x
70%)

. $5,950 ERC
(8,500
qualified
wages x
70%)

$7,000 ERC
($10,000
qualified
Wages x
70%)

$350 ERC
($500
qualified
Wages x
70%)

$15,400 ERC

$2,500 wages
$500
health care
benefits

$8,000 wages
$500
health care
benefits

$10,000

wages, $500

health care
benefits

No wages,
$500
health care
benefits

$22,500

., $2,100 ERC
($3,000
qualified
wages x
70%)

. $5,950 ERC
($8,500
qualified
wages x
70%)

§7,000 ERC
($10,000
qualified
wages x
70%)

$350 ERC
($500
qualified
wages x
70%)

$15,400 ERC




Claiming
the
Credit
P 476

The ERC i1s 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 1s against the
employer share of Medicare tax (1.45%).

Reduce employment tax deposits

Advance credit — file Form 7200




2021 ERC —
Extended
Audit Period
P. 477

» ARPA includes a new 5-year statute of
limitations for IRS to audit and assess a
deficiency for claiming the ERC in
quarters three ax”)ur of 2021.

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




COMPARING
THE
PROVISIONS
PP. 477-478

FIGURE 12.9
Comparison of ERC Provisions

2020 2021Q1and Q2 2021 Q3 384
Time Period for March 13, 2020-December 31, lanuary 1, 2021-June 30,  luly 1, 2021-December 31,
Wages 2020 2021 2021
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
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
quarters, so maximum ERC
is $5,000 ($10,000 x 50%)

Decline In Gross
Recelpts Test

per employee Tor the year

Employers whose operations  Employers whose operations were fully or partially

were fully or partially suspended or had a reduction in gross receipts of more
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 more 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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FIGURE 12.9 {continued)
Comparison of ERC Provisions

COMPARING
THE
PROVISIONS
PP. 477-478

2020

2021 Q1 and Q2

Employeaes Mot
Prowviding Service

Recovery Startup
Business

Interaction with
Orther Provisions

MNonrefundable
Portion

Advance Credit

Gowvernment
Employers

Statutory
Enforcement
Peariod

Employers with 100 or fewer

Full-time employeas in
2019 can claim ERC for all
gualified wages

Employers with mora than

100 full-time employeas
may claim ERC only for
emplioyees that are not
performing services

B

An employves will not ba

included for the ERC for any
period that an employer is
allowed awork opportunity
cradit under LR.C. § 51 for
that employee

Employers with 500 or fewer
full-time employees in
2019 can claim ERC for afl
gualified wages

Employers with mora than
SO0 full-time employees
may claim ERC only for
employees that are not
performing sensices

Qualified wages exclude
wages taken into account
for credits under LB.C. 58
41, 454 45P, 455 51, 1396,
and FFCRA

CQualified wages exclude

Cuualified wages exclude amounts used as payroll
wages taken into. account costs necassary for PPP
for FFCRA credits, and other loan forghwenass
FMLA credit vnder LRLC.

§ 455

Employers can receive both
a PPP loan and the ERC,
howwewer, employers
cannot recaeive both loan
forgiveneass and a credit for
the same wages.

For wages paid before July 1, 2021, the nonrefundablie
portion of the employee retention credit is against tha
employer's share of social security tax

Form 7200 advance credit
available 1o all eligible
employers

— QJ i‘&
Same as guarte and

twio, 2020, but large
savaerely financially
distressed employers
(gross receipts less than
10% percent of gross
receipts for same gquarter
i 2019 can claim ERC
for employees, regardless
of whether they are
performing services

After February 15, 2020,
may claim up to $50,000
cradit per guartar, aven
if it was not subject to
shutdown or did not hawve
a significant decline in
gross recaipts

Qualified wages excludea
wages taken inte acoount
for credits under LR.C.
§5 41 45A 450 455 51,
1396, 2121, and 3132

Cualified wages exclude
amounis used as payroll
costs necessary for PPP
loan forghraneass

Qualified wages excluda
wages used for payroll
costs for shuttered
operator grants and
restaurant revitalization
grants

For wages paid atter
Juna 20, 2021, the
nonrefundable portion of
the employae retention
credit is against the
employer’s share of
Medicare tax

Form 7200 adwvance caredit in an amount up to 70%:
of 2019 average guarterly wages, available only to
employers with 500 or fewer full-time employees

Public colleges, universities, and organizations whose

No gowvernment employvers

2 years 3 years

primary purpose is to provide medical or hospital care

5 wyaars
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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
FMILA), which entitled workers to certain paid family and medical

leave.
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Sick and Family Leave Credits
P. 479

» COVIDTRA extended 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.




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




Sick Leave Credits
PP. 480-481

» 80 hours/max $511 per day if employee can’t work b/c employee is ill
» 80 hours/max $200 day or 2/3 regular pay 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




Sick Leave Credits
PP. 480-481

> Additions to the Credits

» Medicare tax, health insurance coverage

> Tax Treatment

> Include in gross income




ARPA Expands -- Q2 and Q3 2021 Credits
P. 482

»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).
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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 LR.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 an&\ quarter of 2021, eligible employers must include
the full amount of the credits received for qualified leave wages in

1ncome.

» 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




There 1s no need
to amend payroll
returns, the Irs

will correct them
to include the
credits.

POLLING QUESTION #5

True or False




FIGURE 12.10

Comparison of Sick and Family Leave Credit Provisions

Sick and
Family
Leave
Credits
PP. 486-487

202002, Q3, and Q4 202191 202102 and Q3
Time Period for April 1, 2021-5eptember;
Wages April 1-December 31, 2020 January 1-March 31, 2021 2021
Eligible Employers Businesses and tax-exempt organizations with fewer Businessas and tax-exempt
than 500 employees organizations with fewer
Mo eligibility for federal, state, or local governments than 500 employees
(Tribal governments are eligibla.) State and focal governments
are eligible, regardlass of
size
Leave Mandate Employers are required to Leave is optional, but credits are available to

provide paid sick and
family leave to eligible
employeess

Sick Leave Reasons {1} Employee subject to quarantine or iolation, (2)
advised by health care professional to guarantine,
{2) experiencing COVID-19 symptoms and secking
a diagnosis, (4) caring for an individual subject to
guarantine or isclation order or advised to guarantine,
or {5) caring for a child whose school or daycara was
closad

Family Leave Reasons Care for a child of the employee if the child's school or
place of care has been closad or the childcare provider
is unawvailable for reasons refated to COVID-19

Sick Leave Credit 100% percent of qualified wages, which include 2 weeks
Limlts or 80 hours, capped at $511/day (35,110 in aggregate)
for reasons refated to employee’s own health needs;
two-thirds reqular 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, ilinass,
or condition related
to the immunization;
or (3) accompanying
somaone who is obtaining
immunization related
to COVID-19 or caring
for somaone who is
recovering from any
injury, disability, illnass, or
condition related to the
immunization

All sick leave reasons for
202102 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

202002, Q3, and Q4 202101 2021 02 and Q3
Family Leave Credit 100% of qualified wages, which include 10 weeks, two- Resets available family leave
Limits thirds regular pay up to $10,000 (%200 per day) limits and provide up to
12 weeks per employeea
{512, 0040 fimit)
° Additions to the Employer's share of Medicare tax imposed on wages Allocable health insurance
Credits and cost of heaith insurance cowverage allocable to coverage, collective
1‘ : a I l quaiified wages (employers not subject to employer's bargaining contributions
share of social security tax on gualified wages) {subject to wage limit},

employer’s share of social
security and Medicare

[ J
{employer subject to
aml Medicare and social
sacurity tax on qualified

wages)
L Interaction with May not take into account same wages for FMLA credit  Qualified wages don't
e ave Other Provisions under LR.C. 5455 include wages taken into
Employers can receive both a PPP loan and family and account for credits under
sick leave credits; wages are not efigible as payroll LR.C. §§ 45A, 45P, 455, 51,
costs for PPP loan forgiveness 1396

> Tax credit is reduced by
re lt s amount of research credit
under LR.C. §41

Cannot use wages used
for payroll costs for

PPP shuttered operator
_— grants, and restaurant
o revitalization grants

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

Taxatlon of Credtt 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 S years

Self-Employed May claim up to 10 days of May cdlaim a family leave credit for 2 maximum of 60
sick leave and 50 days of days, and a sick leave credit of 10 days in 2021
family leave, applying May only caim credit for vaccine and vaccine-related
average daily self- conditions during the second and third quarters
employment income

89



Issue 5: COBRA PREMIUM
ASSISTANCE CREDITS




COBRA Premium Assistance Credit PP 488-489

" ARPA premium assistance and corresponding tax credit

®100% reduction in premium

®[oss of coverage b/c reduced hours or involuntary termination
" April 1 through September 30, 2021

"Refundable payroll credit

"Reduce employment tax deposits, request an advance

"Included in gross income of recipient




(Questions?




