Hiring Incentives to Restore Employment Act

Hiring Incentives. The HIRE Act provides qualified employers with temporary payroll tax forgiveness of the
employer’s 6.2 percent share of Social Security payroll taxes on wages paid to new hires who had been
previously unemployed. Payroll tax forgiveness is effective for qualified employees on wages earned for work
after March 18, 2010 and on or before December 31, 2010. A qualified employee must begin work any time
after February 3, 2010 and before January 1, 2011. The employer generally must be a private sector for-

profit or tax-exempt employer (with some limited exceptions). 5%
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The newly hired worker must not have been employed for more
than 40 hours during the 60-day period ending on the date that
the individual begins employment. Additionally, the newly hired
employee cannot displace a worker who is currently on the
employer’s payroll unless the worker voluntarily separated from
employment or was separated from employment for cause.
Newly hired individuals who are related to the employer or who
own (directly or indirectly) more than 50 percent of the business
are ineligible. A qualified individual may be hired for any
number of hours, full-time or part-time, since the benefits to
the employer are tied only to 6.2 percent of any salary paid.
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The HIRE Act requires that individuals certify they have not been employed for more than 40 hours during the

60-day period ending on the date they begin employment. The IRS is expected to issue guidance on the
certification requirement.

Let’s take a look at an example.

ABC Co. hires Jean on January 25, 2010 as a full-time employee working 40 hours each week.
ABC hires Luis on February 15, 2010 as a full-time employee working 40 hours each week.
ABC hires Sam on March 1, 2010 as a full-time employee working 40 hours each week. Jean,
Luis and Sam all certify that they had not been employed for more than 40 hours during the
60-day period ending on the date that they began employment with ABC Co. However, Jean
is not a qualified employee for purposes of payroll tax forgiveness under the HIRE Act
because her hire date is before February 4, 2010. Luis and Sam are qualified employees for
purpose of payroll tax forgiveness because their hire dates are after February 3, 2010.

Keep in mind that the HIRE Act’s payroll tax forgiveness applies only to the employer’s share of Social Security
taxes. Employers remain liable for Medicare payroll taxes. The worker also must pay his or her share of
Social Security taxes as well as federal income taxes. The HIRE Act also provides that the direct payroll tax
holiday will not apply to wages paid during the first calendar quarter of 2010.



Instead, whatever tax holiday amount would have been allowed for first quarter 2010 will instead be credited
against the employer's general OASDI liability for the second quarter of 2010. Beginning for any new-hire
wages paid starting April 1, an employer takes direct OASDI forgiveness into account in depositing payroll
taxes under the regular deposit rule applicable to that employer.

Retained worker business credit. Under the HIRE Act, employers that hire new workers who qualify for
payroll tax forgiveness may also be eligible for a tax credit for each qualified employee. For the employer to
be entitled to this new credit, the qualified employee must be retained on the employer’s payroll for 52
consecutive weeks. The business credit under Code Sec. 38 will be increased, with respect to each qualified
retained worker, by the lesser of $1,000 or 6.2 percent of wages paid by the taxpayer to the qualified
retained worker during the 52 week period.

A qualified retained worker must be paid an amount equal to at
least 80 percent of his first 26 weeks of wages during the last 26
weeks of the 52-week qualifying period. The HIRE Act excludes
wages earned by a domestic worker or an individual eligible for the
foreign earned income exclusion. The HIRE Act also includes carry-
back rules for the credit.

If you have any questions about payroll tax forgiveness or the retained worker business credit, please contact
our office for more details.

Expensing. Under Code Sec. 179, businesses can elect to recover all or part of the cost of qualifying property,
up to a limit, by deducting it in the year it is placed in service. Before the HIRE Act, Code Sec. 179 expensing
for 2010 was limited to $125,000 with a $500,000 cap (both amounts adjusted for inflation). The HIRE Act
raises the dollar limit to $250,000 and the cap to $800,000 (the same amounts in place in 2009). Under the
HIRE Act, write-offs can be taken under phase-out rules until qualified purchases reach $1,050,000. The HIRE
Act applies to qualified purchases made in tax years beginning after December 31, 2009 and before January 1,
2011. The HIRE Act also provides that off-the-shelf computer software, a popular business purchase, is Code
Sec. 179 property.
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To ensure compliance with Treasury Department regulations, we wish to inform you that any tax advice that may be contained in this
communication (including any attachments) is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding
tax-related penalties under the Internal Revenue Code or applicable state or local tax law provisions or (ii) promoting, marketing or
recommending to another party any tax-related matters addressed herein.

Material discussed in this tax alert is meant to provide general information and should not be acted on without professional advice
tailored to your firm's individual needs.
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