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OUR PREMISES ARE CLOSED

BuTt, WE HOPE TO HELP

For more years than some of us care to
remember, we have expressed in our April
newsletter our gratitude to clients and to staff for the
successful completion of a tax season. Obviously,
this year is glaringly different — tax season is on
extension and Covid-19 is changing lives — but, we
are still here working and hopeful.

Although our business premises are closed
to the public, we are working from home and from
the office with appropriate protocols as accounting
services have been designated by the Governor as
essential. We are available by phone and e-mail and
are continuing to help clients with their needs —

payroll and payroll tax preparation, meeting tax
deadlines, consulting, etc., and a new service,
assisting with applications for the Small Business
Administration Paycheck Protection Plan loans.

Almost all small businesses are being
threatened by the continuing decrease in economic
activity and are eligible for the Payroll Protection
Program (PPP) loans included in the CARES Act
(Coronavirus Aid, Relief, and Economic Security
Act). Some information and a quick reference guide
to PPP loans and loan forgiveness follow. A
summary of the federal and Louisiana extensions of
time to file and pay income taxes also follows.

TAX SEASON EXTENDED

Both the Internal Revenue Service (IRS) and
the Louisiana Department of Revenue (LDR) have
extended income tax filing and payment deadlines
as a result of the Covid-19 emergency. The IRS
deadlines have been moved for all federal income
tax returns due April 15, 2020 to July 15, 2020. The
IRS also extended the time to pay amounts due on
April 15" for 2019 federal income taxes to July 15,
2020. The due date for the first installment of
estimated income taxes for 2020 was also extended
to July 15, 2020. However, the due date of the
second installment of 2020 estimated income taxes,
June 15, 2020, has not been extended.

The LDR has extended the state filing
deadline for partnership returns due April 15, 2020
and May 15, 2020 until July 15, 2020. Individual,
fiduciary, and corporate income returns due May
15, 2020 have also been extended to July 15, 2020.
LDR also announced in its news release of March
23, 2020 that it will not apply penalties or interest

to any applicable returns or payments submitted by
the extended July 15" due date. Unfortunately, the
LDR extension only covered due dates relating to
the 2019 income tax returns. The LDR notice did
not extend the first and second installments of
Louisiana estimated income tax for 2020 due on
April 15, 2020 and June 15, 2020. Louisiana did
announce, however, that no 2020 estimated tax
penalty will be assessed on the first and second 2020
estimated tax payments if they are at least 90 percent
of the amounts paid on the 2019 first and second
quarter estimated tax payments.

In summary, federal and Louisiana income
tax returns and balance due payments for 2019, as
well as the first installment of 2020 federal estimated
tax, are now due July 15", but, the first installment
of 2020 Louisiana estimated income tax is due on
April 15, 2020, and the second installment of both
Louisiana and federal estimated tax for 2020 is due
on June 15™.



PAYCHECK PROTECTION PROGRAM (PPP)

The Paycheck Protection Program is briefly
described on the Quick Reference Guide appearing
below. The Small Business Administration released
on March 31, 2020 an application form with

borrowers, which are available on our website at:
www.cepcpa.com. We understand that the lenders
will be accepting applications for the Paycheck
Protection Program loans beginning on April 3,

instructions and related information for lenders and 2020. Please let us know if we can be of any help

Quick Reference Guide to the Paycheck Protection Program (PPP)

Under the Coronavirus Aid, Relief, and Economic Security Act

This guide presents the significant provisions of the PPP in a simplified manner. The Act should be consulted as necessary, however, as of April 1, 2020, there are some
matters in the Act that will require clarifying regulations.

A, Eligible Borowers. The PPP will provide "Paycheck Protection Loans” through the SBA during the Period 2/15/20 - 6/30/20 (i.e. the "Covered Period"} to businesses,
nonprofit organizations, veterans organizations, or Tribal business concerns that:
1. Employ less than 500 employees;
2. \Were operating on 2/15/20 and paying Employees or Independent Contractors (as reported on Forms 1098-Misc);

3. Are able to make a good faith certification that the uncertainty of current economic conditions makes necessary the loan request to support the ongeing
operations of the business;

,

ts, and utility pay ;

Acknowledge the loan funds will be used to retain workers and maintain payroll or make mortgage pay
5. Do not engage in duplicate loans made under this program.

ts, lease pay

Note: This program has been appropriated 5349 biffon fo loan.
B. Leoan Fees. The usual SBA loan fees will not be charged.
. Loan Security. Mo collateral or personal guarantees will be required.

D. Lean Forgiveness. A portion of the loan is eligible to be forgiven. The forgiven portion is equal to the sum of costs incurred and payments made during the 8 week
period immediately after the date the loan is made consisting of:

Payroll Costs

Interest on mortgage obligations incurred before 2/15/20
Rent expense on leasing agreements in force before 2/15/20
Utilities expenses on services that began before 2115720

LESS - A percentage of the sum of 1 - 4, based on any decrease in full ime employees during the 8 week period (that is not cured by June 30, 2020)
compared to one of two earlier periods of time as chosen by the borrower.

LESS - The sum of compensation decreases (during the eight week period) that exceed 25% of each employee's compensation for the most recent full
quarter during which the employee was employed before the date of the loan. Thisis an employee by employee measurement. Borrowers can cure or
decrease this reduction in debt forgiveness by increasing the affected employees' compensation by June 30, 2020. Employees that were paid
compensation for any pay period in 2019 at a rate when annualized was greater than $100,000 are excluded from this 25% test.

E. Loan Forgiveness is Not Taxable. Forgiven debtis excluded from taxable income.

F. Terms of Unforgiven Loan Balance. According to the PPP Information Sheet for Borrowers, any loan balance remaining after reduction for the forgiven portion is
payable over 2 years with interest at (5% per annum. Loan payments will be deferred 6 months.

G. Maximum Loan Amount. The maximum loan is equal to an average month's payrell costs multiplied by 2.5, but not to exceed $10,000,000.

' The average month is based on payroll costs incurred during the 1-year period before the date onwhich the loanis made, however, the instructions to the
loan application form indicate that most applicants will use their calendar year 2019 payroll information for this purpose. Payroll Costs are:

Compensation to employees that is a salary, wage, i

Payment of cash tip or equivalent;

Payment for vacation, parental, family, medi

Allowance for dismissal or separation;

Payments required for the provisions of group health care benefits, including insurance premiums;

Payment of any retirement benefit; and

State and local taxes assessed on employee compensation (LA unemployment taxes in the case of LA businesses)

For purposes of borowers with self-employed owners, payroll costs are payment of any compensation to or income of a sole proprietor or independent

contractor that is a wage, commission, income, net earnings from sef-employment, or similar comp tion and that is in an amount that is not more

than §100,000 per year.

or similar

|, or sick leave (but see 2¢ and 2d below)

Te mo a9 o

2. Payroll Costs DO NOT include:

a. The compensation of an individual employee in excess of an annual salary of $100,000.

b. Compensation of an employee whose principal place of residence is outside the United States.

¢. Qualified sick leave compensation for which a credit is allowed under the Emergency Paid Sick Leave Act.

d. Qualified family leave compensation for which a credit is allowed under the Emergency Family and Medical Lease Expansion Act.
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EXECUTIVE COMPENSATION
REQUIRES INFORMED DECISION-MAKING

Business owners want to compensate themselves

and their top executives fairly and competitively
for their work, results and commitment. So, how do

you achieve that goal without attracting undue IRS

scrutiny and claims of inappropriate compensation?

By making informed, astute decisions.

START WITH THE BASICS

Compensation is affected by the amount of cash in
your company’s bank account. Just because your
financial statements report a profit doesn’t necessarily
mean you’ll have cash available to pay owners a salary
or make annual distributions. Net income and cash

on hand aren’t synonymous.

Other business
objectives — for
example, buying new
equipment, repaying
debt, and sprucing
up your offices or
facilities — will
demand dollars as
well. So, it’s a balanc-
ing act between owners’ compensation and dividends or
distributions on the one hand, and capital expenditures,
expansion plans and financing goals on the other.

C CORPORATION CHALLENGES

If you operate as a C corporation, your business is
generally taxed twice. First, its income is taxed at the
corporate level, and then it’s taxed again at the personal
level as the owners draw dividends. This 1s a long-running
challenge to those who own C corporations.

In light of the situation, many owners have been
tempted to classify all the money they take out as
salaries or bonuses to avoid being double-taxed on
dividends. But the IRS is wise to this strategy: It’s on
the lookout for excessive compensation to owners and
will reclassity above-market compensation as dividends,
potentially resulting in additional income tax as well

as interest and penalties.

The IRS also monitors a C corporation’s accumulated
earnings. Much like retained earnings on your balance
sheet, accumulated earnings measure the buildup of
undistributed earnings. If these earnings get too high
and can’t be justified as needed for things such as a
planned expansion, the IRS will assess a tax on them.

KNOW YOUR FLOW-THROUGH

Perhaps your business is structured as an S corporation,
limited liability company or partnership. These are all
examples of “flow-through” entities that aren’t taxed
at the entity level. Instead, income flows through to the
owners’ personal tax returns, where it’s taxed at the
individual level.

Dividends (typically called “distributions” for
flow-through entities) are tax-free to the extent that
an owner has tax basis in the business. Simply put, basis
is a function of capital contributions, net income and
owners’ distributions.

So, the IRS has the opposite concern with flow-through
entities: Agents are watchful of dealer-owners who
underpay themselves to avoid payroll taxes on owners’
compensation. If the IRS finds you’re downplaying
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compensation in favor of payroll-tax-free distributions,
1it'll reclassify some of your distributions as salaries. In
turn, while your income taxes won’t change, you’ll owe
more in payroll taxes than planned — plus, potentially,
interest and penalties.

Above- or below-market compensation raises a red flag
with the IRS, and that’s always undesirable. Not only

will the agency evaluate your compensation expense —
possibly imposing extra taxes, penalties and interest — but a
zealous IRS agent might turn up other challenges in your
records, such as nonsalary compensation or benefits.

REVIEWING BUSINESS MEAL
EXPENSES UNDER TODAY’S TAX RULES

What’s more, it might cause a domino effect, drawing
attention in the states where you do business. Many
state and local governments face budget shortages and
are hot on the trail of the owners’ compensation issue;
they’ll follow federal audits to assess additional taxes
when possible.

When setting executive compensation, you want

to be aware of all current IRS regulations and other
applicable requirements. We can explain in detail how
federal and state laws will affect your compensation
decisions. ®

In the due course of business, you probably spend
time and money “wining and dining” current or
potential customers, vendors and employees. And,

as you may recall, what you can deduct on your tax
return for these expenses changed under the Tax Cuts
and Jobs Act (TCJA). Let’s review the rules.

Among the biggest

changes 1s that you

can no longer deduct

most business-related

entertainment expenses.

The TCJA disallows

deductions for

_— entertainment expenses,
it including those for sports

events, theater productions, golf outings and fishing trips.

You can still deduct 50% of the cost of food and

beverages for most meals conducted with business
associates. However, you need to follow three basic
rules in order to prove that your meal expenses are

business related:

1. The expenses must be “ordinary and
necessary.”” This means your food and beverage
costs are customary and appropriate. They shouldn’t
be lavish or extravagant.

2.The expenses must be directly related or
associated with your business. This means that
you expect to receive a concrete business benefit from
them. The principal purpose for the meal must be
business. You can’t go out with a group of friends for
the evening, discuss business with one of them for a
few minutes, and then write off the check.

3. You must be able to substantiate the
expenses. There are requirements for proving that
meal and beverage expenses qualify for a deduction.You
must be able to establish the amount spent, the date and
place where the meals took place, the business purpose
and the business relationship of the people involved.

Set up detailed recordkeeping procedures to keep track
of business meal costs. That way, you can prove them and
the business connection in the event of an IRS audit.

‘What if you spend money on food and beverages at
an entertainment event? The IRS clarified in guidance
(Notice 2018-76) that taxpayers can still deduct 50%
of food and drink expenses incurred at entertainment
events, but only if business was conducted during the
event or shortly before or after. The food-and-drink
expenses should also be “stated separately from the
cost of the entertainment on one or more bills,
invoices or receipts,” according to the guidance.

Another related tax law change involves meals
provided to employees on the business premises.
Before the TCJA, these meals provided to an employee
tor the convenience of the employer were 100%
deductible by the employer. Beginning in 2018, meals
provided for the convenience of an employer in an
on-premises cafeteria or elsewhere on the business
property are only 50% deductible. After 2025, these
meals won’t be deductible at all.

The treatment of meal and entertainment expenses
has become more complicated under the TCJA. We
can keep you up to speed on the issues and suggest
strategies to save taxes on your business meal bucks. H



SENIORS: MEDICARE PREMIUMS
COULD LOWER YOUR TAX BILL

A_ mericans who are 65 and older qualify for basic

edicare insurance, but they may need to pay
additional premiums to get the level of coverage they desire.
The premiums can be expensive — especially if you're
married and both you and your spouse are paying them.
One aspect of paying premiums might be a positive, how-
ever: If you'e eligible, they may help lower your tax bill.

PREMIUM TAX DEDUCTIONS

Premiums for Medicare health insurance can be
combined with other qualifying health care expenses
for purposes of possibly claiming an itemized
deduction for medical expenses on your individual
tax return. This includes amounts for “Medigap”
insurance and Medicare Advantage plans.

Some people buy Medigap policies because Medicare
Parts A and B don't cover all their health care expenses.
Coverage gaps include co-payments, co-insurance, deduct-
ibles and other costs. Medigap is private supplemental
insurance that’s intended to cover some or all gaps.

FEWER ITEMIZERS
Qualifying for a medical expense deduction can be difficult

for a couple of reasons. For 2019, you can deduct medical
expenses only if you itemize deductions and only to the
extent that total qualifying expenses exceeded 7.5% of AGI.

The Tax Cuts and Jobs Act nearly doubled the standard
deduction amounts for 2018 through 2025. For the
2019 tax year, the standard deduction amounts are
$12,200 for single filers, $24,400 for married joint-filing
couples and $18,350 for heads of households. So, fewer
individuals are claiming itemized deductions. However,
if'you have significant medical expenses (including
Medicare health insurance premiums), you may be

able to itemize and collect some tax savings.

Important note: Self~-employed people and
shareholder-employees of S corporations can
generally claim an above-the-line deduction for
their health insurance premiums, including Medicare
premiums. That means they don’t need to itemize

to get the tax savings from their premiums.

OTHER DEDUCTIBLE MEDICAL EXPENSES

In addition to Medicare premiums, you can deduct
a variety of medical expenses, including those for
ambulance services, dental treatment, dentures,
eyeglasses and contacts, hospital services, lab tests,
qualified long-term care services, prescription
medicines and others.

Keep in mind that many items that Medicare doesn’t
cover can be written off for tax purposes, if you quality.
You can also deduct transportation expenses to get to
medical appointments. If you go by car, you can deduct
a flat 20-cents-per-mile rate for 2019.

MORE INFORMATION

Contact us if you have additional questions about
Medicare coverage options or claiming medical
expense deductions on your personal tax return. We
can help you identify an optimal overall tax-planning
strategy based on your personal circumstances. ®

April 15
Along with being the last day to file (or extend) your 2019
personal return and pay any tax that's due, first quarter 2020
estimated tax payments for individuals, trusts and calendar-year
corporations are due today. Also due are 2019 returns for trusts
and calendar-year estates and C corporations. FinCEN Form
114 (“Report of Foreign Bank and Financial Accounts”) is due,
gh an automatic extension applies to October 15. Plus

TAX CALENDAR

April 30
Employers must file Form 941 fo
if all taxes are deposited in
must deposit FUTA
is more than $




PROTECT YOUR ESTATE WITH
THESE TWO ESSENTIAL DOCUMENTS

Estate planning isn’t just about what happens to
your assets after you die. It’s also about protect-
ing yourself and your loved ones. To ensure that your
wishes are carried out, and that your family is spared
the burden of guessing — or arguing over — what you
would decide, put those wishes in writing. Generally,
that means executing two documents:

1. A living will. This document expresses your prefer-
ences for the use of life-sustaining medical procedures, such
as artificial feeding and breathing, surgery, invasive diagnos-
tic tests, and pain medication. It also specifies the situations
in which these procedures should be used or withheld.

Living wills often contain a “do not resuscitate” order, often
referred to as a “DNR,” which instructs medical personnel
not to perform CPR in the event of cardiac arrest.

2. A health care power of attorney (HCPA).
This document authorizes a surrogate — your spouse,
child or another trusted representative — to make
medical decisions or consent to medical treatment on

your behalf if you’re unable to do so. It’s broader than
a living will, which generally is limited to end-of-life
situations, though there may be some overlap.

An HCPA might
authorize your

I

surrogate to make

W medical decisions
that don’t conflict
with your living
will, including
consenting to
medical treatment,
placing you in a
nursing home or other facility, or even implementing

Li\;‘l“-ﬂ B

HealthCare Power of Atorney

Advance Directive

lth Care Agent. j,
t T
,?.senfe s my health care agentls) ta ane “hflngm W ooy

or discontinuing life-prolonging measures.

It’s a good idea to have both a living will and an

HCPA or, if allowed by state law, a single document
that combines the two. Contact us if you have questions
regarding either one or about any other aspect of the
estate planning process. M

This publication is distributed with the understanding that the author, publisher and distributor are not rendering legal, accounting or other professional advice or opinions on specific facts
or matters, and, accordingly, assume no liability whatsoever in connection with its use. The information contained in this newsletter was not intended or written to be used and cannot be
used for the purpose of (1) avoiding tax-related penalties prescribed by the Internal Revenue Code or (2) promoting or marketing any tax-related matter addressed herein. © 2020





