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HOW TO ACCOUNT
FOR CHANGE ORDERS

DIGITIZING
THE ACCOUNTS
RECEIVABLE PROCESS

STANDARD BUSINESS
MILEAGE RATE
INCREASING FOR 2022

2022 1ST QUARTER
TAX DEADLINES FOR
BUSINESSES

If your business hasn’t
gone digital yet, it could
be missing out on these
five key benefits.

The cents-per-mile rate
for the business use of
a vehicle in 2022 will be
58.5 cents.

Here are some of
the key tax-related
deadlines affecting
businesses.

You need effective
procedures to manage
and report any changes
that happen along the
way.

How to Account for Change
Orders
Does your business enter into long-term contracts with customers? If so, you need effective
procedures to manage and report any changes that happen along the way.

the contract price is not adjusted. As
a result, the contractor’s estimated
gross profit decreases.
If it’s probable that the costs will
be recovered through a contract
price adjustment, the contractor
can either:
•
•

Last-minute changes to contracts
can be frustrating. But, if managed
properly, they can sometimes provide an opportunity to boost profits.
Here are ways construction companies, engineering firms, software
developers and other businesses that
enter into long-term contracts with
customers can better track change
orders, account for them properly
on their financial statements and use
them to enhance the bottom line.

Common Mistakes
Customers can sometimes change
their minds after signing a contract,
but before work is completed. To
keep projects on schedule, it’s not
unusual for contractors to begin
out-of-scope work before a change
order is approved. But failure to
properly track and account for the
costs and revenue associated with
this work can have a negative impact
on a business’s financial statements.
Suppose, for example, that a contractor records costs attributable
to a change order in total incurred
job costs to date, without making
a corresponding adjustment to the
total contract price and total estimated contract costs. To a lender or
surety, this may indicate excessive
underbillings.
2

Defer the costs until the parties
have agreed on the change in
contract price, or
Treat them as costs of contract
performance in the period incurred and increase the contract
price to the extent of the costs
incurred (resulting in no change
in estimated gross profit).

To determine whether recovery is
probable, a contractor should consider its past experience in negotiating change orders and other factors. If it’s probable that the contract
price will be increased by an amount
that exceeds the costs incurred (increasing estimated gross profit), the
contractor may recognize increased
revenue — provided realization of
that revenue is “assured beyond a
reasonable doubt.”

3. Unapproved
These should be treated as claims.
It’s appropriate to recognize addi-

tional contract revenue only if,
under guidance provided in the
accounting rules, it’s probable that
a claim will generate such revenue
and the amount can be reliably estimated.

We can help
Accounting for change orders under the percentage-of-completion
method of accounting can sometimes be confusing. Contact us for
help managing your company’s
change order procedures and improving the accuracy and transparency of your financial statements.

Digitizing the Accounts
Receivable Process
On the other hand, profit fade
can occur if contractors are overly
optimistic about their chances of
receiving change order revenue. If
a contractor increases the total contract price based on out-of-scope
work but is unable to secure change
order approval, profits may fade as
the job progresses. This can also
shake the confidence of financial
statement users.

3 Categories
Without proper tracking procedures, contractors may inadvertently forget to charge customers for
change orders in accordance with
the terms of agreement. Change orders generally fall into these three
categories:

1. Approved
For this category, it’s appropriate
to adjust incurred costs, total estimated costs and the total contract
price. Depending on the contract’s
change-order provisions, this may
increase the business’s estimated
gross profits.

2. Unpriced
If the parties agree on the scope
of work but leave negotiations on
price for later, the accounting treatment depends on the probability
that the contractor will recover its
costs. If it’s not probable, change
order costs are treated as costs of
contract performance in the period
during which they’re incurred, and

If your business hasn’t gone digital yet, it could be missing out on these five key benefits.

While digitalization continues to
take hold of the business world, the
billing and collections functions for
many organizations remain largely
paper based. Businesses that automate the accounts receivable process
may accomplish several operational
and financial goals. Here are five
key benefits that organizations can
unlock when they “go digital.”

1. Manual processing is
minimized; efficiency is
maximized
Generating a paper invoice is a
laborious process, especially when

there’s a digital alternative. Instead
of creating, printing and mailing
an invoice, organizations can autogenerate electronic invoices and

e-reminders for overdue payments.
This reduces the administrative
burden considerably. Plus, e-billing
saves on office supplies such as pa3

per, envelopes and stamps.

2. The payment process is
faster
Digitalization streamlines the cash
conversion cycle. The accounting
department doesn’t need to spend
time mailing paper invoices and late
notices. Instead, staff can be reassigned from administrative tasks
to value-added ones, such as budgeting, forecasting and cash management.
On the flipside, customers that
pay electronically — or set up an
autopay option — don’t need to
waste time cutting a check. Plus,
the recipient of an e-invoice may be
more likely to pay quickly to capture
discounts or merely remove the payment from their to-do list.

3. Customers can use
their preferred payment
method
Instead of forcing customers to
issue paper checks, they can make
payments using digital payment options, including credit cards, ACH
or wire transfers. Businesses that
sell directly to consumers may also
accept payment via PayPal, Venmo
or other digital payment apps. These
alternatives may incur lower fees
than those charged by credit card
companies.

customer loyalty. It can also remove
the potential for conflict that may
result when payments go missing
or arrive late.

5. The potential for fraud
decreases
Paper checks may be susceptible
to fraud. Digitalization removes
the need to store and mail paper
checks, mitigating the potential for
employee fraud. And because there’s
no longer a need to mail checks, it
prevents the interception of checks
by a third party.

4. Customer loyalty may
grow

We can help

Organizations that facilitate digital payment are easier to do business
with. Reducing customers’ administrative burdens can, in turn, increase

Contact us for help digitalizing
your accounts receivable process.
We can also help train your staff to
transition to more strategic roles in
your company.

Standard Business Mileage
Rate Increasing This Year
The price of gas is up about $1 a gallon from a year ago. How does this affect the amount
your business can deduct for business driving in 2022?
After two years of no increases,
the optional standard mileage rate
used to calculate the deductible cost
of operating an automobile for business will be going up in 2022 by
2.5 cents per mile. The IRS recently
announced that the cents-per-mile
rate for the business use of a car,
van, pickup or panel truck will be
4

58.5 cents (up
from 56 cents
for 2021).
The increased
tax deduction
partly reflects
the price of
gasoline. On
December 21,
2021, the national average
price of a gallon of regular
gas was $3.29,
compared with
$2.22 a year
earlier, according to AAA Gas
Prices.

Don’t want to keep
track of actual
expenses?
Businesses can generally deduct
the actual expenses attributable
to business use of vehicles. This
includes gas, oil, tires, insurance,
repairs, licenses and vehicle registration fees. In addition, you can
claim a depreciation allowance for
the vehicle. However, in many cases,
certain limits apply to depreciation
write-offs on vehicles that don’t apply to other types of business assets.
The cents-per-mile rate is beneficial if you don’t want to keep track
of actual vehicle-related expenses.
With this method, you don’t have to
account for all your actual expenses. However, you still must record
certain information, such as the
mileage for each business trip, the
date and the destination.
Using the cents-per-mile rate is

also popular with businesses that
reimburse employees for business
use of their personal vehicles. These
reimbursements can help attract and
retain employees who drive their
personal vehicles a great deal for
business purposes. Why? Under
current law, employees can’t deduct
unreimbursed employee business
expenses, such as business mileage,
on their own income tax returns.
If you do use the cents-per-mile
rate, keep in mind that you must
comply with various rules. If you
don’t comply, the reimbursements
could be considered taxable wages
to the employees.

How is the rate
calculated?
The business cents-per-mile rate
is adjusted annually. It’s based on
an annual study commissioned by
the IRS about the fixed and variable
costs of operating a vehicle, such as
gas, maintenance, repair and depreciation. Occasionally, if there’s

a substantial change in average gas
prices, the IRS will change the centsper-mile rate midyear.

When can the centsper-mile method
not be used?
There are some cases when you
can’t use the cents-per-mile rate.
It partly depends on how you’ve
claimed deductions for the same
vehicle in the past. In other situations, it depends on if the vehicle is
new to your business this year or
whether you want to take advantage
of certain first-year depreciation tax
breaks on it.
As you can see, there are many factors to consider in deciding whether
to use the standard mileage rate to
deduct vehicle expenses. We can
help if you have questions about
tracking and claiming such expenses
in 2022 — or claiming 2021 expenses on your 2021 income tax return.
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First Quarter Tax Deadlines for
Businesses

Infrastructure Investment and
Jobs Act Terminates ERC Early

Here are some of the key tax-related deadlines affecting businesses and other employers
during the first quarter of 2022.

The $1.2 trillion Infrastructure Investment and Jobs Act includes a few important tax
provisions, including ending the ERC early.

January 17, 2022 (The usual tax deadline
of January 15 is a Saturday)
•
•

On November 15, 2021, President Biden signed the
$1.2 trillion Infrastructure Investment and Jobs Act into
law. Although the act includes fewer tax provisions than
it originally proposed, taxpayers should be aware of the
following provisions:

Pay the final installment of 2021 estimated tax.
Farmers and fishermen: Pay estimated tax for 2021.

January 31, 2022
•
•
•
•

•

•
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File 2021 Forms W-2, “Wage and Tax Statement,”
with the Social Security Administration and provide
copies to your employees.
Provide copies of 2021 Forms 1099-MISC, “Miscellaneous Income,” to recipients of income from your
business where required.
File 2021 Forms 1099-MISC, reporting nonemployee
compensation payments in Box 7, with the IRS.
File Form 940, “Employer’s Annual Federal Unemployment (FUTA) Tax Return,” for 2021. If your
undeposited tax is $500 or less, you can either pay it
with your return or deposit it. If it’s more than $500,
you must deposit it. However, if you deposited the
tax for the year in full and on time, you have until
February 10 to file the return.
File Form 941, “Employer’s Quarterly Federal Tax
Return,” to report Medicare, Social Security and
income taxes withheld in the fourth quarter of 2021.
If your tax liability is less than $2,500, you can pay
it in full with a timely filed return. If you deposited
the tax for the quarter in full and on time, you have
until February 10 to file the return. (Employers that
have an estimated annual employment tax liability
of $1,000 or less may be eligible to file Form 944,
“Employer’s Annual Federal Tax Return.”)
File Form 945, “Annual Return of Withheld Federal Income Tax,” for 2021 to report income tax
withheld on all nonpayroll items, including backup

Early Termination of the
Employee Retention Credit
(ERC)
withholding and withholding on accounts such as
pensions, annuities and IRAs. If your tax liability is
less than $2,500, you can pay it in full with a timely
filed return. If you deposited the tax for the year in
full and on time, you have until February 10 to file
the return.

February 28, 2022
•

File 2021 Forms 1099-MISC with the IRS if: 1)
they’re not required to be filed earlier and 2) you’re
filing paper copies. (Otherwise, the filing deadline
is March 31.)

March 15, 2022
•

If a calendar-year partnership or S corporation,
file or extend your 2021 tax return and pay any tax
due. If the return isn’t extended, this is also the last
day to make 2021 contributions to pension and
profit-sharing plans.

Keep in mind that this list isn’t all-inclusive, so there
may be additional deadlines that apply to you. Contact
us to ensure you’re meeting all applicable 2022 tax deadlines and to learn more about the filing requirements.

The Infrastructure Investment and Jobs Act terminates
the Employee Retention Credit one quarter early for
most employers by making wages paid after September
30, 2021, ineligible for the credit. However, this does
not apply to wages paid by an eligible recovery startup
business (a business that began operating after February
15, 2020, and meets certain gross receipts requirements).
The American Rescue Plan had extended the Employee
Retention Credit to December 31, 2021, which allowed
employers to claim the credit for all four quarters of 2021.
Under the new bill, eligible employers may only claim
the ERC for the first three quarters of 2021, resulting in a
total credit of $21,000 per employee for year 2021 (70%
of an employee’s qualified wages, limited to $10,000 per
employee/quarter).

because they retained payroll taxes believing they would
receive the credit. Affected businesses will need to pay
back the payroll taxes they retained for wages paid after
September 30, the AICPA explained. Those employers
may also be subject to a 10% penalty for failure to deposit
payroll taxes withheld from employees unless the IRS
waives the penalties.
The IRS is expected to issue guidance to assist employers in handling any compliance issues.

Cryptocurrency Reporting
Beginning January 1, 2023, the Infrastructure Investment and Jobs Act will expand broker reporting
requirements to include digital assets such as cryptocurrency, and digital assets will be added to the current
rules requiring businesses to report cash payments over
$10,000.

Miscellaneous Tax Provisions in
the Infrastructure Investment
and Jobs Act
•

If you anticipated receiving the ERC based on payroll
taxes after September 30 and retained payroll taxes,
consult with us to determine how and when to repay
those taxes and address any other compliance issues.

•

The American Institute of Certified Public Accountants (AICPA) is asking Congress to direct the IRS to
waive payroll tax penalties imposed as a result of the
ERC sunsetting. Some employers may face penalties

•

•

•
•

Extends the relaxation of minimum funding requirements for employer-sponsored retirement plans
Restores an exclusion for contributions to a regulated
public utility for sewer or water construction
Expands the authorized use of private activity bonds
to include qualified broadband projects and carbon
dioxide capture facilities
Expands the excise taxes on fuel, sales of heavy trucks
and trailers, and tires
Restores superfund excise taxes
Extends some disaster-related tax deadlines
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