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Here’s what you need to
know.

Here are the basic
rules for claiming
depreciation
deductions.

Here’s what must be
reported and what may
be examined.

The SBA announced
changes to the EIDL
program, including
raising the loan cap to
$2 million.

IRS Releases Additional
Guidance on the Employee
Retention Credit
The IRS has released additional guidance on the Employee Retention Credit (ERC). Here’s
what you need to know.

The IRS has released additional
guidance on the Employee Retention Credit (ERC) through Notice
2021-49, issued August 4th, and
Revenue Procedure 2021-33,
issued August 10th. Here are the
highlights from the Notice and
Revenue Procedure.

Notice 2021-49
For purposes of the ERC, a
qualified employer is eligible if it
experiences a significant decline
in gross receipts or experiences
a full or partial suspension of
business due to a government
order. The amount of the ERC is
a percentage of “qualified wages”
(including qualified health plan
expenses) paid per employee
during an applicable quarter or
suspension period.
“Small employers” may calculate the amount of their ERC
based on all qualified wages paid
during the applicable quarter or
suspension period, while a “large
employer” can only determine
the amount of its ERC based on
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Qualified Wages paid to employees not providing services, such
as furloughed employees.

Employers Not in
Existence in 2019
The Notice confirms that employers who were not in existence
in 2019 may use the average
number of full-time employees
for calendar year 2020 in determining their status as a large
employer or small employer.

In determining whether the
employer experienced a “significant decline” in gross receipts,
an employer who did not exist
in 2019 may use calendar year
2020’s gross receipts.

Full-Time Employees
Employers must determine
whether they are classified as a
small employer or large employer
based on the number of full-time
employees they had in 2019 (or

2020 if the employer was not in
existence in 2019).
The Notice clarifies that this
test is not based on the number of
“full-time equivalent employees,”
the standard for the Affordable
Care Act, but rather “full-time
employees.” For ERC purposes,
“full-time employees” are those
who work an average of 130 or
more hours a month or work an
average of 30 hours or more per
week.

wages paid to employees with
the following relationships to a
majority owner of a corporation,
partnership, or other entity are
not qualified wages:
•

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

Double Dipping

•

A niece or nephew

The Notice clarifies that employers cannot use the same wages of an employee for both the
Employee Retention Credit and
as payroll costs for the following
programs:

•

An aunt or uncle

•

A son-in-law, daughter-inlaw, father-in-law, motherin-law, brother-in-law, or
sister-in-law

•

Paycheck Protection Program forgiveness

•

Shuttered Venue Operators
Grants (for the third and
fourth quarters of 2021)

•

Restaurant Revitalization
Fund Grants (for the third
and fourth quarters of
2021)

•

An individual (other than a
spouse, determined without
regard to section 7703, of
the taxpayer) who, for the
taxable year of the taxpayer,

has the same principal place
of abode as the taxpayer
and is a member of the taxpayer’s household

Businesses Acquired in
2021
The Notice states that an employer who acquired a business
in 2020 may include the acquired
business’s 2019 gross receipts as
part of the employer’s gross receipts to determine if they experienced a “significant decline” in
gross receipts for 2019.

Revenue Procedure
2021-33
Prior to Revenue Procedure
2021-33, employers had to
include their Paycheck Protection Program loan forgiveness
amounts and any other pandemic
relief program grant amounts
in their gross receipts for the

Employers must collect and
retain documentation showing
which wages are being used for
the ERC versus other programs.
Note: Employers are allowed to
claim both the Employee Retention Credit and tip credit under
IRC Section 45B.

Qualified Wages for
Relatives
Notice 2021-49 states that the
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quarter in which the loan was forgiven to determine
whether they experienced a “significant decline” in
gross receipts.
Revenue Procedure 2021-33 allows employers
to exclude the following amounts from their gross
receipts for the purposes of the significant decline in

gross receipts test:
•

Paycheck Protection Program loan forgiven
amounts

•

Restaurant Revitalization Fund grant amounts

•

Shuttered Venue Operators Grant amounts

Tax Depreciation Rules for
Business Automobiles
Claiming depreciation deductions for a passenger automobile can involve complex
calculations. Here are the basic rules.

depreciation allowance is built into
the rate.
If you use the actual expense
method to determine your allowable deductions for a passenger
auto, you must make a separate depreciation calculation for each year
until the vehicle is fully depreciated.
According to the general rule, you
calculate depreciation over a sixyear span as follows:
•

Year 1, 20% of the cost

•

Year 2, 32% of the cost

•

Year 3, 19.2% of the cost

•

Years 4 and 5, 11.52% of the cost

•

Year 6, 5.76% of the cost

If a vehicle is used 50% or less for business purposes, you must use the straight-line method to calculate
depreciation deductions instead of the percentages
listed above.
For a passenger auto that costs more than the applicable amount for the year the vehicle is placed in
service, you’re limited to specified annual depreciation ceilings. These are indexed for inflation and may
change annually.
•

If you use an automobile in your trade or business,
you may wonder how depreciation tax deductions are
determined.

Cents-per-Mile vs. Actual
Expenses

The rules are complicated, and special limitations
that apply to vehicles classified as passenger autos
(which include many pickups and SUVs) can result
in it taking longer than expected to fully depreciate a
vehicle.

First, note that separate depreciation calculations
for a passenger auto only come into play if you
choose to use the actual expense method to calculate
deductions. If, instead, you use the standard mileage
rate (56 cents per business mile driven for 2021), a
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•

•

For a passenger auto placed in service in 2021
that cost more than $59,000, the Year 1 depreciation ceiling is $18,200 if you choose to deduct
$8,000 of first-year bonus depreciation. The annual ceilings for later years are: Year 2, $16,400;
Year 3, $9,800; and for all later years, $5,860
until the vehicle is fully depreciated.
For a passenger auto placed in service in 2021
that cost more than $51,000, the Year 1 depreciation ceiling is $10,200 if you don’t choose to
deduct $8,000 of first-year bonus depreciation.
The annual ceilings for later years are: Year 2,
$16,400; Year 3, $9,800; and for all later years,
$5,860 until the vehicle is fully depreciated.
These ceilings are proportionately reduced for

any nonbusiness use. And if a vehicle is used
50% or less for business purposes, you must use
the straight-line method to calculate depreciation deductions.

Heavy SUVs, Pickups, and Vans
Much more favorable depreciation rules apply to
heavy SUVs, pickups, and vans used over 50% for
business, because they’re treated as transportation
equipment for depreciation purposes. This means a
vehicle with a gross vehicle weight rating (GVWR)
above 6,000 pounds. Quite a few SUVs and pickups
pass this test. You can usually find the GVWR on a
label on the inside edge of the driver-side door.

After-Tax Cost Is What Counts
What’s the impact of these depreciation limits on
your business vehicle decisions? They change the
after-tax cost of passenger autos used for business.
That is, the true cost of a business asset is reduced by
the tax savings from related depreciation deductions.
To the extent depreciation deductions are reduced,
and thereby deferred to future years, the value of the
related tax savings is also reduced due to time-value-of-money considerations, and the true cost of the
asset is therefore that much higher.
The rules are different if you lease an expensive passenger auto used for business. Contact us if you have
questions or want more information.
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M&A Transactions: Be
Careful When Reporting to
the IRS
Have you bought or sold business assets in an M&A deal in 2021 or are in the process of a
transaction? If so, you must report the details to the IRS. The tax agency may then compare
what both parties report to ensure they match.

Low interest rates and other
factors have caused global merger
and acquisition (M&A) activity to reach new highs in 2021,
according to Refinitiv, a provider
of financial data. It reports that
2021 is set to be the biggest in
M&A history, with the United
States accounting for $2.14 trillion worth of transactions already
this year. If you’re considering
buying or selling a business — or
you’re in the process of an M&A
transaction — it’s important that
both parties report it to the IRS
and state agencies in the same
way. Otherwise, you may increase
your chances of being audited.
If a sale involves business assets
(as opposed to stock or ownership interests), the buyer and the
seller must generally report to the
IRS the purchase price allocations
that both use. This is done by
attaching IRS Form 8594, “Asset
Acquisition Statement,” to each
of their respective federal income
tax returns for the tax year that
includes the transaction.
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close on Form 8594 whether the parties entered into
a noncompete agreement, management contract or
similar agreement, as well as the monetary consideration paid under it.

could expand beyond the transaction. So, it’s best
to ensure that both parties use the same allocations.
Consider including this requirement in your asset
purchase agreement at the time of the sale.

What the IRS Might Examine

The tax implications of buying or selling a business
are complex. Price allocations are important because
they affect future tax benefits. Both the buyer and the
seller need to report them to the IRS in an identical
way to avoid unwanted attention. To lock in the best
results after an acquisition, consult with us before
finalizing any transaction.

The IRS may inspect the forms that are filed to see
if the buyer and the seller use different allocations.
If the tax agency finds that different allocations are
used, auditors may dig deeper and the examination

SBA Increases EIDL Loan
Cap
The SBA announced big changes to the COVID-19 EIDL program, including raising the loan
cap from $500,000 to $2 million.
On September 9, the U.S. Small Business Administration (SBA) announced changes to the COVID-19
Economic Injury Disaster Loans (EIDL) program,
including raising the loan cap from $500,000 to $2
million.

Here’s What Must Be
Reported
If you buy business assets in
an M&A transaction, you must
allocate the total purchase price
to the specific assets that are acquired. The amount allocated to
each asset then becomes its initial
tax basis. For depreciable and
amortizable assets, the initial tax
basis of each asset determines the
depreciation and amortization
deductions for that asset after

the acquisition. Depreciable and
amortizable assets include:
•

Equipment

•

Buildings and improvements

•

Software

•

Furniture and fixtures

•

Intangibles (including customer lists, licenses, patents,
copyrights and goodwill)

In addition to reporting the
items above, you must also dis-

Here are the key changes, effective immediately:

COVID-19 EIDL Cap Increased From
$500,000 to $2 Million
Proceeds from the loans can be used for normal
operating expenses and working capital, such as
purchasing equipment, paying business debt, and
meeting payroll.

Eligible Use of EIDL Funds Expanded
Funds from EDIL loans are now eligible to make
payments on federal business debt and to prepay
commercial debt.

Payment Period Deferred
Small business owners will not have to begin repaying EIDL loans until two years after the loan’s origination date.

30-Day Exclusivity Window
The SBA is implementing a 30-day exclusivity
window to approve and disburse funds for loans of
$500,000 or less to give main street businesses more
time to access the funds.

Simplified Affiliation Requirements
The SBA established more simplified affiliation
requirements, modeling those of the Restaurant Revitalization Fund, to make the COVID EIDL application process easier for small businesses.
The deadline to apply for the EIDL loan is December 31, 2021. To learn more, please visit the SBA’s
COVID-19 Economic Injury Disaster Loan Page.
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THE PROSPEROUS LIFE
podcast

Secure your wealth, reduce your tax burden, and account for your future
The Prosperous Life brings you a powerful collaboration between The Hoffman
Group and The Prosperity Consulting Group, a wealth management company.
Each episode features a 10 to 15-minute interview with our knowledgeable
team members about tax-efficient investing strategies, saving for their future,
optimizing their business structure, minimizing taxes, investment fees, and more.
If you’re ready to expand your financial knowledge and make the most of your
money, this show is for you!
Listen on

443-320-4101

HoffmanCPAS.com

info@HoffmanCPAS.com

Listen to The
Prosperous Life
podcast on our
website!

