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REPORTING AND
MANAGING
INVENTORY

NEW DISCLOSURE
REQUIREMENTS FOR
GOVERNMENT ASSISTANCE

THERE'S STILL TIME
TO CLAIM THE ERC

It's important to regularly
review your approach to
prevent inefficient practices

Be aware of new disclosure requirements
if your organization received government
assistance

The ERC has been expanded
and modified several times,
broadening the pool of
employers eligible to claim the
credit

Reporting and Managing Inventory
Are inefficient inventory practices dragging down your business? It’s important to regularly review your approach.

New Disclosure Requirements for
Government Assistance
If your organization received COVID-19 relief funds or other types of government assistance in recent years, be aware
of the new disclosure requirements.
Starting in fiscal year 2022, all entities — except
nonprofit organizations in the scope of Topic 958,
Not-for-Profit Entities, and employee benefit plans
— must provide detailed disclosures about government assistance. Here are the details of the
new disclosure requirements for entities that
receive government assistance.

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.
What’s the right inventory reporting method?
Accurate recordkeeping is fundamental to effective inventory management. Generally, there are two primary inventory
accounting methods for tax and financial accounting:
1. Last in, first out (LIFO)
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.
2. First in, first out (FIFO)
This refers to selling the oldest stock first. Generally, FIFO
works best with dated goods, perishable items and collectibles. In an inflationary 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.)
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.
Should your company change its inventory
management approach?
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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 business 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 revenue.
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.
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.

Defining Government Assistance
The term “government assistance” may refer to
perks and other incentives policymakers provide
to lure large companies to establish a business
in their states. The goal of these incentives is
to drive economic growth by boosting jobs for
residents. However, government assistance can
take many forms because there are many types
of governments, related entities and enterprises authorized
by governments to administer assistance for them.
Examples of government assistance transactions include
grants of assets, tax assistance, low-interest-rate loans,
loan guarantees and forgiveness of liabilities. The COVID-19
pandemic significantly increased the number of entities
receiving assistance and the level of government funding
provided.
New Disclosure Requirements
Accounting Standards Update (ASU) 2021-10, Government
Assistance (Topic 832): Disclosures by Business Entities
about Government Assistance, was finalized in November
2021. Previously, there were no explicit accounting rules
for government incentives under U.S. Generally Accepted
Accounting Principles (GAAP), leading to divergent practices.
The scope of ASU 2021-10 is limited to transactions accounted for by applying a grant or contribution accounting model
by analogy. It specifically excludes transactions accounted
for under other GAAP, such as:
•
•
•
•

Topic 450, Contingencies
Topic 470, Debt
Topic 740, Income Taxes
Topic 606, Revenue from Contracts with Customers

(when the government is a customer)
For instance, the new rules don’t apply to Paycheck Protection Program loans provided under the CARES Act, if
they’re accounted for under Topic 470, Debt.
Disclosed Details
Under the new requirements, the following details must
be disclosed about government assistance transactions:
The nature of the transactions and accounting policies
used. This includes a general description and whether the
assistance was received in cash or other assets.
Financial statement effects. You must disclose all balance
sheet and income statement line items where the transactions were recorded and the amount of each line item.
Significant terms and conditions of the transactions. Examples include 1) the agreement length, 2) amounts to be
received each year and whether they are fixed or variable,
3) commitments made by the government and the entity,
and 4) whether the government can recapture any of the
amounts and under what conditions.
If any disclosures aren’t provided because of legal prohibitions on disclosing them, there should be a general
description and indication of the legal restriction for the
omitted disclosures.
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There’s Still Time to Claim the ERC

•

Since it was enacted in 2020 by the CARES Act, the Employee Retention Credit has been expanded and modified
several times, broadening the pool of employers eligible to claim the lucrative credit.

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.

Since it was enacted in 2020 by the Coronavirus Aid, Relief, and Economic Security (CARES) Act, the Employee Retention
Credit (ERC) has been expanded and
modified several times, greatly broadening the pool of employers eligible to
claim the credit.
Background
The 2020 CARES Act created a refundable Employee Retention Credit as an incentive for employers to keep employees
on their payroll despite facing economic
hardship due to the COVID-19 pandemic.
At that time, the ERC:
•
•

Applied to wages paid after March 12, 2020, and before
January 1, 2021, with a maximum credit of $5,000 per
employee for year 2020
Was available to employers who experienced a full or
partial suspension of operations due to government order due to COVID-19 during any quarter or experienced
a significant decline in gross receipts (for any quarter
in 2020, gross receipts were less than 50% of the gross
receipts for the same quarter of 2019)

At the time, employers could not receive both a Paycheck
Protection Program (PPP) loan and the ERC, making the ERC
unappealing for many employers. This has been retroactively
modified, and employers may still claim the ERC for 2020
or 2021 by filing Form 941-X.
Here are some of the key aspects of the ERC to be aware of.
Large vs. Small Employers
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.
For 2021, “small employers” (those with 500 or fewer average full-time employees in 2019) may calculate the amount
of their ERC based on all qualified wages paid during the
applicable quarter or suspension period. A “large employer” (those with over 500 average full-time employees in
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fourth quarters of 2021)
Restaurant Revitalization Fund Grants (for the third and
fourth quarters of 2021)

Qualified Wages for Relatives
Notice 2021-49 states that the wages paid to employees
with the following relationships to a majority owner of a
corporation, partnership, or other entity are not qualified
wages:

2019) can only determine the amount of its ERC based on
qualified wages paid to employees not providing services,
such as furloughed employees.
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).
Notice 2021-49: Additional ERC Guidance and Clarification (August 10, 2021), 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.

•
•
•
•
•
•
•
•

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, motherin-law, brother-in-law, or sister-in-law
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 2020
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.

Employers Not in Existence in 2019
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.

Interaction With Paycheck Protection Program
Prior to Revenue Procedure 2021-33, issued August 10,
2021, 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 quarter in which the loan was forgiven to determine
whether they experienced a “significant decline” in gross
receipts.

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.

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:

Double Dipping
Employers cannot use the same wages of an employee for
both the Employee Retention Credit and as payroll costs
for the following programs:

•
•
•

•
•

Paycheck Protection Program forgiveness
Shuttered Venue Operators Grants (for the third and

Paycheck Protection Program loan forgiven amounts
Restaurant Revitalization Fund grant amounts
Shuttered Venue Operators Grant amounts

Modifications to the Third and Fourth Quarters of 2021
Beginning in the third quarter of 2021, the following modifications apply to the ERC:

Applicable employment taxes are the Medicare hospital
taxes (1.45% of the wages) and the Railroad Retirement
payroll tax that’s attributable to the Medicare hospital tax
rate. For the first and second quarters of 2021, “applicable
employment taxes” were defined as the employer’s share
of Social Security or FICA tax (6.2% of the wages) and the
Railroad Retirement Tax Act payroll tax that was attributable
to the Social Security tax rate.
Recovery startup businesses are qualified employers and
may claim the ERC. These are generally defined as businesses that began operating after February 15, 2020, and that
meet certain gross receipts requirements. These recovery
startup businesses will be eligible for an increased maximum
credit of $50,000 per quarter, even if they haven’t experienced a significant decline in gross receipts or been subject
to a full or partial suspension under a government order.
A “severely financially distressed” employer that has suffered a decline in quarterly gross receipts of 90% or more
compared to the same quarter in 2019 can treat wages (up
to $10,000) paid during those quarters as qualified wages.
This allows an employer with over 500 employees under
severe financial distress to treat those wages as qualified
wages whether or not employees actually provide services.
Recovery Startup Businesses
The Infrastructure Investment and Jobs Act terminated
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.
Notice 2021-49 states that a recovery startup business is
an employer that:
1. Began carrying on any trade or business after February
15, 2020, and
2. Using similar rules under section 448(c)(5) for which
the average annual gross receipts of the employer for
the taxable-three-year period ending with the taxable
year that precedes the calendar quarter for which the
credit is determined does not exceed $1,000,000, and
3. Is not otherwise an eligible employer due to a full or
partial suspension of operations or a decline in gross
receipts.
What if I Didn’t Claim the ERC?
Eligible businesses that experienced a decline in gross receipts or were closed due to government order and didn't
claim the credit when they filed their original return can
take advantage by filing adjusted employment tax returns.
For example, businesses that file quarterly employment tax
returns can file Form 941-X, Adjusted Employer's Quarterly
Federal Tax Return or Claim for Refund, to claim the credit
for prior 2020 and 2021 quarters.
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Employee Retention Credit Comparison Chart
CARES Act (2020)

Consolidated Appropriations Act (CAA) (2021)

American Rescue Plan Act (ARPA) (2021)

Infrastructure Investment and
Jobs Act (IIJA) (2021)

Period for
qualified
wages paid

March 13 – December 31, 2020

Extended: January 1 – June 30, 2021

Extended: July 1, 2021 – December 31, 2021*
*IIJA retroactively amends section 3134 to limit availability in the 4th quarter of 2021 to a recovery startup business

October 1 – December 31, 2021 for
wages paid only by a recovery start
up business

Employment
tax offset

Employer's portion of Social Security tax

No change

Changed to employer's portion of Medicare tax

No change

Employer
eligibility
requirements

Employer must experience:
• Full or partial suspension of operations due to government order due
to COVID-19 during any quarter
or
• Significant decline in gross receipts
(beginning when gross receipts are
less than 50% of gross receipts for
the same calendar quarter in 2019
and ending in the first calendar
quarter after the calendar quarter in
which gross receipts are greater than
80 percent of gross receipts for the
same calendar quarter in 2019)

•

Provided a rule to allow employers that were
not in existence in 2019 to determine whether
there was a decline in gross receipts by comparing the calendar quarter in 2021 to its gross
receipts to the same calendar quarter in 2020
For calendar quarters in 2021:
• Amended decline in gross receipts to be defined as quarter where gross receipts are less
than 80% of the same quarter in 2019
• Added an alternative quarter election rule
giving employers ability to look at prior calendar quarter and compare to the same calendar
quarter in 2019 to determine whether there
was a decline in gross receipts

For 3rd and 4th calendar quarters of 2021: amended to make the credit
available to "recovery startup businesses," employers who otherwise do
not meet eligibility criteria (full or partial suspension or decline in gross
receipts)

•

"Recovery startup businesses" are employers:
• That began carrying on any trade or business after February 15, 2020,
• That had average annual gross receipts under $1,000,000 for the
3-taxable-year period ending with the taxable year that precedes the
calendar quarter for which the credit is determined, and
• Do not meet the other eligibility criteria

•

•

For calendar quarters in 2021:
• Increased maximum to 70% ($10,000 per employee per calendar quarter including certain
health care expenses) for qualified wages paid
between January 1 and June 30, 2021
• Employers with 500 or fewer average full-time
employees in 2019: wages paid to employees
providing services and not providing services
are qualified wages
• Employers with more than 500 average fulltime employees in 2019: wages paid to employees not providing services are qualified
wages

•

Due to unavailability of "decline
gross receipts," rules relating to
"severely financially distressed
employers" no longer apply in the
4th calendar quarter of 2021

Increased the maximum per employee to $7,000
per employee per quarter in 2021

"Recovery startup businesses" are limited to a $50,000 credit per calendar
quarter

Percent of
qualified
wages
eligible for
credit

•

•

Credit
maximums
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2020 vs. 2021

50% of qualified wages ($10,000
per employee for the year including
certain health care expenses)
Employers with 100 or fewer average full-time employees in 2019:
wages paid to employees providing
services and not providing services
are qualified wages
Employers with more than 100 average full-time employees in 2019:
wages paid to employees not providing services are qualified wages

Maximum credit of $5,000 per employee
in 2020

•

•

For 3rd and 4th calendar quarters of 2021, "severely financially distressed employers" may treat all wages as qualified wages during the
calendar quarter in which the employer is severely financially distressed
"Severely financially distressed employers" are eligible employers due
to a decline in gross receipts, but with gross receipts that are less than
10% of the gross receipts in a calendar quarter as compared to the
same calendar quarter in 2019
Provides that employers that were not in existence in 2019 may use
the average number of full-time employees in 2020 to determine
whether the employer had greater than 500 average full-time employees

Limited availability for the
fourth quarter of 2021 to a
recovery startup business as
defined in section 3134(c)(5)
of the Code
Removed requirement for
4th calendar quarter that a
recovery startup business not
otherwise be an eligible employer due to a full or partial
suspension of operations or a
decline in gross receipts

No change
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10065 Red Run Blvd., Suite 220
Owings Mills, MD 21117

Business Performance Group
The Hoffman Business Performance Group is committed to helping privately held
businesses solve cash flow problems, improve profits, and get on the right path toward
achieving their goals.
We understand that financial statements alone can’t reveal the full story of an organization’s
performance. Our team looks beyond the books and into our clients’ internal operations
to find underlying sources of waste or inefficiency.
Using a proactive and hands-on approach, we implement solutions to streamline
operations, engineer financial turnarounds, and generate consistent cash flow for our
clients.
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443-320-4101

HoffmanCPAS.com

info@HoffmanCPAS.com

Learn more!

