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important to regularly
review your approach.
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for the business use of
a vehicle in 2022 will be
58.5 cents.

Reporting and Managing
Inventory
Are inefficient inventory practices dragging down your business? It’s important to regularly
review your approach.
Ineffective inventory management
and reporting can result in bloated
working capital and impaired business profits. In industries that rely
on overseas suppliers, best practices for managing inventory may
have recently changed. In today’s
uncertain marketplace, it’s clearly
a good idea to review your current
approach and make adjustments
as needed.

flationary market, this approach
usually results in higher income
as older purchases with lower costs
are included in cost of sales. (In a
deflationary market, the opposite
generally holds true.)

1. Last in, first out (LIFO)

Of the two, FIFO is used more often. That’s because it more genuinely reflects the typical normal flow
of goods and is easier to account
for than LIFO, which can be highly
complex and deals with inventory
costs (not the actual inventory) that
may be many years old.

This refers to selling the oldest
stock first. Generally, FIFO works
best with dated goods, perishable
items and collectibles. In an in2

However, there’s a limit to how
“lean” a company can operate.
During the pandemic, many companies have learned that carrying a
reasonable amount of “safety stock”
can help avert a supply chain crisis.
Previous assumptions about optimal inventory levels and reorder

points may need to be adjusted to
reflect current supply chain risks.

We can help
The first step when reviewing your
company’s inventory practices is
to identify sources of inefficiencies. From there, you can figure out
the best solutions. Contact us for
guidance on inventory reporting
methods and best practices.

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?

Accurate recordkeeping is fundamental to effective inventory
management. Generally, there are
two primary inventory accounting methods for tax and financial
accounting:

2. First in, first out (FIFO)

Conversely, lean (or just-in-time)
inventory practices may reduce
storage and security costs, freeing
up cash, while allowing you to keep
a closer, more analytical eye on
what’s in stock. In some cases, you
may need to upgrade your company’s existing inventory tracking and
ordering systems. Newer ones can
enable you to forecast demand and
keep overstocking to a minimum.

In appropriate cases, you can even
share data with customers and suppliers to make supply and demand
estimates more accurate.

Standard Business Mileage
Rate Increasing This Year

What’s the right
reporting method?

If you tend to retain inventory
items (such as repair parts or durable goods) for long periods, LIFO
may be your best choice. It allows
you to allocate the most recent
(and, therefore, higher) costs first,
ideally maximizing your cost of
goods sold and minimizing your
taxable income.

revenue.

Should your company
change its approach?
If you’re dissatisfied with your
company’s method, you may be
able to change it. But doing so generally isn’t simple. Should a busi-

ness wish to change its inventory
accounting method for tax purposes, it needs to request permission
from the IRS. And if it wishes to
change for financial accounting
purposes, it needs a valid reason.
This is why changes in accounting
for inventory aren’t routine.

Are you managing
inventory efficiently?
For many companies, inventory
represents a significant item on the
balance sheet. Excessive amounts
of inventory can drain working
capital (current assets minus current liabilities). This can prevent
your company from pursuing value-added business endeavors, such
as launching new products, purchasing machines or hiring new
salespeople to generate additional

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 centsper-mile rate for the business use
of a car, van, pickup or panel truck
will be 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.
3

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 cents-per-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.

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

Early Termination of the
Employee Retention
Credit (ERC)
The Infrastructure Investment and
Jobs Act terminates the Employee
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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).
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
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
•
•
•
•
•
•

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

KPIs: What Are They, and
Which Ones Count?
What are the keys to your company’s success? Read on to help unlock the answer.
Management needs timely, accurate feedback to guide
operating decisions, anticipate problems and take advantage of emerging opportunities. Unfortunately,
comprehensive financial statements take a long time to
generate. Reporting key performance indicators (KPIs)
on a monthly or weekly basis is a simplified alternative
to gauge performance in real time.

Popular financial metrics
KPIs measure an organization’s progress toward its
objectives. However, with so many metrics to choose
from, data overload can easily happen. That’s why your
KPI report should be customized and streamlined to
cover the metrics that are the most critical to your
success.
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KPIs differ from one company to the next based on
the company’s objectives. Common examples include:
Operating cash flow
This helps management evaluate how much cash is
available for immediate spending needs. Poor cash flow,
not slow sales or lagging profits, is one of the leading
causes of business bankruptcy.
Return on assets
This metric equals net income divided by total assets.
It measures how effectively your company is managing
its assets to generate earnings.
Inventory turnover
The number of times inventory is converted into sales
is usually computed by dividing cost of goods sold
by the average inventory balance. This tells you how
efficiently you’re “selling through” inventory. Many
companies waste valuable cash by allowing slow-moving inventory to sit idle on their shelves for too long.

Beyond the numbers
Many companies also include nonfinancial metrics
in the areas of customer service, sales, marketing and
manufacturing. However, nonfinancial KPIs must be
both specific and measurable.
For instance, just saying that your company wants to

“provide better customer service” doesn’t produce a
sound KPI. Instead, if your goal is to improve response
time to customer complaints, a relevant KPI might be
to provide an initial response to complaints within 24
hours, and to eventually resolve at least 80% of complaints to the customer’s satisfaction.

Benchmarking results
A basis of comparison is important when reviewing
KPIs. Benchmarks will provide a standard against which
you can compare to see how your KPIs stack up. You
can benchmark your current KPIs against historical
results or averages published in trade publications.
This will help you spot trends and identify potential
problems, allowing you to deal with them before they
worsen. For example, if your accounts receivable days
are lengthening, it might indicate that your collections
are lagging and a cash flow crunch is looming.

Unlocking the keys to success
During the pandemic and the ensuing economic turmoil, tracking relevant performance metrics is more
important than ever. Threats and opportunities abound
— and new ones seem to arise quickly. We can help you
tailor your KPI report to meet your business needs, as
well as find meaningful benchmarks based on current
market conditions.

Defer Tax With a Like-Kind
Exchange
With real estate prices up in some markets, the “like-kind” exchange strategy may be
attractive if you want to sell commercial or investment real estate.
Do you want to sell commercial or investment real
estate that has appreciated significantly? One way to
defer a tax bill on the gain is with a Section 1031 “likekind” exchange where you exchange the property rather
than sell it. With real estate prices up in some markets
(and higher resulting tax bills), the like-kind exchange
6

strategy may be attractive.
A like-kind exchange is any exchange of real property
held for investment or for productive use in your trade
or business (relinquished property) for like-kind investment, trade or business real property (replacement
property).

For these purposes, like-kind is broadly defined, and
most real property is considered to be like-kind with
other real property. However, neither the relinquished
property nor the replacement property can be real
property held primarily for sale.

Important change
Under the Tax Cuts and Jobs Act, tax-deferred Section
1031 treatment is no longer allowed for exchanges of
personal property — such as equipment and certain
personal property building components — that are
completed after December 31, 2017.
If you’re unsure if the property involved in your exchange is eligible for like-kind treatment, please contact
us to discuss the matter.
Assuming the exchange qualifies, here’s how the tax
rules work. If it’s a straight asset-for-asset exchange, you
won’t have to recognize any gain from the exchange.
You’ll take the same “basis” (your cost for tax purposes)
in the replacement property that you had in the relinquished property. Even if you don’t have to recognize
any gain on the exchange, you still must report it on
Form 8824, “Like-Kind Exchanges.”
Frequently, however, the properties aren’t equal in
value, so some cash or other property is tossed into the
deal. This cash or other property is known as “boot.”
If boot is involved, you’ll have to recognize your gain,
but only up to the amount of boot you receive in the
exchange. In these situations, the basis you get in the
like-kind replacement property you receive is equal
to the basis you had in the relinquished property you
gave up reduced by the amount of boot you received

but increased by the amount of any gain recognized.

An example to illustrate
Let’s say you exchange land (business property) with
a basis of $100,000 for a building (business property)
valued at $120,000 plus $15,000 in cash. Your realized gain on the exchange is $35,000: You received
$135,000 in value for an asset with a basis of $100,000.
However, since it’s a like-kind exchange, you only have
to recognize $15,000 of your gain. That’s the amount
of cash (boot) you received. Your basis in your new
building (the replacement property) will be $100,000:
your original basis in the relinquished property you
gave up ($100,000) plus the $15,000 gain recognized,
minus the $15,000 boot received.
Note that no matter how much boot is received, you’ll
never recognize more than your actual (“realized”)
gain on the exchange.
If the property you’re exchanging is subject to debt
from which you’re being relieved, the amount of the
debt is treated as boot. The theory is that if someone
takes over your debt, it’s equivalent to the person giving
you cash. Of course, if the replacement property is also
subject to debt, then you’re only treated as receiving
boot to the extent of your “net debt relief ” (the amount
by which the debt you become free of exceeds the debt
you pick up).

Great tax-deferral vehicle
Like-kind exchanges can be a great tax-deferred way
to dispose of investment, trade or business real property. Contact us if you have questions or would like to
discuss the strategy further.
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Manufacturing and Distribution

The Hoffman Group is experienced in helping manufacturers and distributors develop profit enhancing solutions,
anticipate marketplace changes, and implement strategic decisions to help our clients reduce their tax burdens
and improve their bottom lines.

Tax & Assurance Services Include:

Consulting Services Include:

Tax Compliance & Preparation
Audit, Review & Compile Financial Statements
Sales & Use Tax | International Tax
Cost Segregation Studies | Mergers & Acquisitions
R&D Credits | Minimize Multistate Tax Burden

Strategic Planning | Forecasting & Budgeting
Inventory Costing | Operational Assessments
E-Business Strategy | Business Plans
Financing Assistance | Internal Control Assessments
Performance Measurement | Business Valuations
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