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Implementing the
New Lease Accounting
Standard

Standard Mileage
Rate Increased for
Last Half of 2022

Tax-Loss Harvesting
in a Volatile Market

After years of delay in its
implementation, ASC 842
is now in effect for private
companies.

Effective July 1, the
standard mileage rate
for business travel will
be 62.5 cents per mile.

Reduce your tax liability
by offsetting capital
gains in your investment
portfolio with capital
losses.

Implementing the New Lease Accounting
Standard ASC 842
After years of delay in its implementation, lease accounting standard ASC 842 is now in effect for
private companies.

value of minimum payments expected to be
made under the lease, with certain adjustments.
The new standard retains the distinction between operating leases and finance leases. But
the classification mainly affects the recognition of lease-related expenses on the income
statement rather than a lease’s balance sheet
treatment.

Preparing to Implement ASC 842
If your company has significant off-balancesheet leases, it’s critical to talk with your
lenders and sureties about the potential impact of the new lease standard. Keep in mind
that moving existing leases onto the balance
sheet merely changes the way the leases are
reported. It doesn’t change your company’s
underlying economics, and most lenders and
sureties understand this. But a sudden increase
in liabilities may make your balance sheet appear weaker, so it’s a good idea to review the
situation with your financial partners to ensure
there are no surprises, and everyone is on the
same page.
After years of delay in its implementation, the
Financial Accounting Standard Board (FASB)
lease accounting standard, ASC 842, is in effect
for private companies for fiscal years starting
after December 15, 2021. The new standard
went into effect in 2019 for public companies.
Here’s what you need to know about the new
lease accounting standard.

Lease Accounting Standard ASC 842
The objective of the new lease accounting
standard is to improve the transparency and
comparability of financial statements. Historically, leases have been classified in one of two
ways:
•
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A “finance” lease, which generally involves
a transfer of ownership of the underlying

asset to the lessee, and
•

An “operating” lease, which merely transfers the right to use the asset during the
lease term.

Finance leases are recorded on a company’s
balance sheet, while operating leases are not,
though they must be disclosed in the financial
statement’s footnotes. ASC 842 now requires
most operating leases to be recorded on the
balance sheet, with an exception for shortterm leases with terms of 12 months or less.
The lessee records a “right-of-use” asset that
reflects the value of its right to use the leased
property during the lease term, as well as a liability that reflects its obligation to make lease
payments. Generally, the amount recorded for
both the asset and the liability is the present

You should also evaluate the new standard’s
impact on certain key financial ratios. In some
cases, increased liabilities can cause you to violate loan covenants tied to debt-to-equity levels or other ratios. Even though the standard
contemplates the treatment of lease liabilities
as “operating liabilities” rather than debt, it’s
possible to fall out of compliance depending on
the language of your loan agreement.
As you discuss loan covenants with your lenders, ask them to consider building some flexibility into the covenants to avoid violations
triggered by future changes to accounting
standards. For example, some covenants provide that if implementing a new accounting
standard changes a financial ratio, either 1)
the change won’t be deemed a violation, or 2)

the parties will be required to renegotiate the
covenant. In such cases, knowing which avenue
you’ll have to take is essential.

Related Party Leases: Short
vs. Long-term
It’s not unusual for construction
businesses to lease property
or equipment from a related
party for various tax, financial
or liability reasons. Often these
arrangements involve month-tomonth leases or leases with terms
of less than one year. But that
doesn’t necessarily mean that
they qualify as short-term leases
that don’t need to be recorded on
the balance sheet. Under the new
lease standard, one must examine
factors that may indicate that
such a related party lease is, in
substance, a long-term lease that
must be recorded.
For example, if your company has
made substantial depreciable
improvements to leased property,
or if it would be disruptive to
your business or prohibitively
expensive to relocate, the lease
may not qualify as short-term. In
addition, the lease may also be
treated as long-term if the lessee
guarantees the lessor’s debt or
provides the lessor with cash to
pay that debt, or if the leased
property is unique and not readily
used by anyone other than the
lessee.
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Standard Mileage Rate Increased for Last Half of
2022

Take Advantage of These Employment-Based Tax
Incentives

Effective July 1, 2022, the standard mileage rate for business travel will be 62.5 cents per mile, up
from 58.5 cents effective for the first half of 2022.

Here are a few employment-based tax incentives you can take advantage of while broadening your
pool of potential job candidates.

The Internal Revenue Service
has increased the optional
standard mileage rate (used to
calculate the deductible costs
of operating a vehicle) by 4
cents for the last six months
of 2022.

Businesses of all shapes and
sizes are suffering from the
current labor shortage, and
the construction industry is
no exception. Here are a few
employment-based tax incentives you can take advantage
of while broadening your pool
of potential job candidates.

Effective July 1, 2022, the
standard mileage rate for
business travel will be 62.5
cents per mile, up from 58.5
cents effective for the first
half of 2022. In addition, the
new rate for deducting medical or moving expenses will
be 22 cents for the last half of
2022, up from 18 cents at the start of the year.
Announcement 2022-13 provides legal guidance on the new standard mileage rates. To
determine the deductible costs of operating a
vehicle from January 1 through June 30, 2022,
businesses and employees should use the rates
announced in IRS Notice 2022-03.
Businesses can use the standard mileage rate
instead of tracking actual vehicle-related
expenses (gas, oil, tires, insurance, repairs,
licenses, etc.) to determine the deduction for a
business vehicle’s use. However, be aware that
you still must record certain information, such
as the mileage for each business trip, the date,
and the destination. The standard mileage rate
is also the maximum deductible rate businesses may use to reimburse employees for the use
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Federal Empowerment
Zone Credit (FED EZ)

of their personal vehicles.
Raising the standard mileage rate in the middle
of the year is unusual. Normally, the IRS updates the mileage rates once a year at the end
of the year for the next calendar year. However,
the tax agency explained that “in recognition of
recent gasoline price increases, the IRS made
this special adjustment for the final months of
2022.” But while the move is uncommon, it’s
not without precedent. The standard mileage
rate was increased for the last six months of
2011 and 2008 after gas prices rose significantly.
While fuel costs are a significant factor in the
mileage figure, the IRS notes that “other items
enter into the calculation of mileage rates,
such as depreciation and insurance and other
fixed and variable costs.”

Empowerment Zones are
federally designated rural and
urban communities with low employment levels and high poverty rates. The US government
provides a tax credit to businesses that employ
qualified individuals in these areas to help
stimulate economic activity in Empowerment
Zones.
The Consolidated Appropriations Act recently
extended the FED EZ credit to include wages
paid through December 31, 2025. The credit is
equal to 20% of qualified wages (up to $15,000)
paid to qualified employees with a maximum
credit of $3,000 per employee per year of qualified employment.
The Fed EZ credit may be claimed retroactively,
with a 1-year carryback and 20-year carryforward period.

Federal Indian Employment Credit (FED
IEC)

The Federal Indian Employment Credit (FED
IEC) is available to employers who employ registered Native Americans (or their spouses) and
conduct business on federally recognized tribal
lands. The Consolidated Appropriations Act
extended the FED IEC to include wages paid
through December 31, 2021.
The credit is equal to 20% of qualified wages, including health insurance costs (up to
$20,000) paid to qualified employees, with a
maximum credit of $4,000 per employee per
year of employment. Retroactive opportunities exist for employers who previously did not
claim or underclaimed the FED IEC.

Work Opportunity Tax Credit (WOTC)
The Work Opportunity Tax Credit is a
long-standing federal program incentivizing
employers to hire and retain workers from
certain targeted groups who have faced sig-
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nificant barriers to gaining employment, such
as ex-felons, veterans, qualified youth, and
certain social assistance recipients. Under the
Consolidated Appropriations Act, the WOTC is
authorized until December 31, 2025, and provides a maximum federal credit of up to $9,600
for hiring an individual from a targeted group.

or experienced a full or partial shutdown of
operations due to a government order related
to the COVID-19 pandemic. The Consolidated
Appropriations Act, American Rescue Plant Act,
and the Infrastructure Investment and Jobs Act
extended the credit into 2021 and made numerous amendments.

Maryland employers can now claim an additional MD State Income Tax Credit of up to 50%
of the Federal WOTC value per Maryland Senate Bill 598.

For 2020, the ERC is equal to 50% of qualified
wages (up to $10,000 per employee for the
year, including certain healthcare expenses)
for a maximum credit of $5,000/employee. For
2021, the credit is equal to 70% of qualified
wages (up to $10,000 per employee, including
certain healthcare expenses) for the first three
quarters (except for recovery startup businesses, who may still claim the credit in the 4th
quarter of 2021).

Employee Retention Tax Credit
Enacted by the 2020 CARES Act, the employee retention credit is a refundable payroll tax
credit available to eligible employers who experienced a significant decline in gross receipts

Take Advantage of Tax-Loss Harvesting in
Volatile Markets
Here’s how you can use the tax-loss harvesting strategy to reduce your tax liability by offsetting
capital gains in your investment portfolio with capital losses.
The stock market has had a
rough year so far, so now’s
a good time to review your
investment portfolio for tax
savings opportunities. You can
use the tax-loss harvesting
strategy to reduce your tax
liability by offsetting capital gains in your investment
portfolio with capital losses.
You do this by selling securities in your portfolio that are
in a loss position to offset the
capital gains you have already
recognized.
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Short-term vs. Long-term Gains and
Losses
Capital gains and losses from securities transactions are treated as short-term gains or
losses if you’ve held the securities for a year
or less and long-term if you’ve owned them for
more than a year. Gains and losses are “netted”
to produce the final results.
If you’re showing a net gain, you can harvest a
loss to offset the gain. In effect, the gain is taxfree. Any excess loss can offset up to $3,000 of
highly taxed ordinary income like wages from
your job, and any remainder can be carried over
indefinitely.

dividends and long-term gains (sales of assets
owned for more than one year) are taxed at a
0% federal rate. *

Other Considerations
•

A 3.8% tax applies to the lesser of your net
investment income (NII) or the amount
by which modified adjusted gross income
(MAGI) exceeds a threshold of $200,000 for
single filers and $250,000 for joint filers.
The definition of NII includes capital gains
from securities transactions. **

•

Stock mutual funds that frequently buy or
sell holdings have the potential to generate
big short-term capital gains distributions.
These are taxed at ordinary income rates
instead of the more favorable rates of longterm capital gains. Check a mutual fund’s
turnover ratio before investing. The higher
the mutual fund’s turnover ratio, the higher
the potential that your short-term capital
gains distributions won’t be tax efficient.

•

Be mindful that investments in municipal
bonds (“munis”) and muni bond funds are
exempt from federal income tax and state
income tax if you reside in the state of the
issuing authority. But sales involving private activity bonds may cause alternative
minimum tax (AMT) complications.

If you’re showing a net loss, you can harvest a
gain to offset the loss. In effect, the gain is taxfree up to the amount of the loss. Any excess
is taxable under the usual capital gain rules.
Short-term gains are taxed at the same rate as
ordinary income, but long-term gains benefit
from favorable tax treatment.

Wash Sale Rule
It may be advantageous to buy back those securities sold at a loss later in certain situations.
However, there is a limitation to this practice in
order for those losses to be allowed by the IRS.
This limitation is called the wash-sale rule.
The IRS created the wash-sale rule to prevent
taxpayers from creating losses using investments. The rule requires that a loss on a sale
will not be permitted if the same (or a substantially identical) security is purchased within
30 days of the transaction that resulted in the
loss. That means 30 days before or after the
sale.

Zero-Percent Rate Gains and Dividends
If your taxable income (excluding long-term
gains or dividends) does not exceed $83,350
for joint filers, $55,800 for head-of-household
filers, or $41,675 for single returns, qualified

* A bill proposed by the Senate GOP
would expand the 0% rate on long-term
capital gains and dividends to align the
income levels with the top of the 22%
federal income tax bracket, allowing
even more people to qualify for the 0%
rate.
** The proposed bill would also raise
the 3.8% net investment income tax
threshold for joint filers to $400,000.
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