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2020 YEAR-END TAX PLANNING

The arrival of fall calls to mind (at the least
the mind of tax accountants) that tax season is
nearby. Tax planning for 2020 might include
consideration of some of the following.

Full Write-Off for Equijpment

A 100 percent deduction (bonus
depreciation) with no dollar or total investment
limit is available to all taxpayers for qualifying
property. Qualifying property includes tangible
property with a useful life of 20 years or less such
as equipment, furnishings, livestock, fences,
certain real property improvements, off-the-shelf
computer software, vehicles over 6,000 pounds
(but not lighter vehicles), etc. The 100 percent
bonus depreciation is not limited for small
businesses nor is it capped at certain dollar levels.
Bonus depreciation also is not limited because of
the amount of a business’s total investment in
qualified property, and it can be used to generate
net operating losses. It is available for both new
and most used property. Qualified property must
be placed in service during 2020 to obtain the
2020 deduction.

Used property is also eligible for 100
percent expensing if the taxpayer (or its
predecessor) did not use the property at any time
before acquiring the property and did not acquire
the property from a related party or affiliate, by
inheritance, or in a transaction involving any
amount of carryover tax basis.

Full Write-Off of Some Real Estate Improvements

Tax law does not allow bonus depreciation
on newly acquired or constructed real estate with
a recovery period of more than 20 years. The
recovery period is 39 years for non-residential real
estate and 27.5 years for residential rental
property. Certain real estate improvements (for
example, most farm and ranch buildings) can be
depreciated over 20 years and are eligible for
bonus depreciation. Certain improvements to the
interior portion of non-residential buildings,
depreciable land improvements, roads, bridges,
etc., are 15-year property and, accordingly, are
also subject to bonus depreciation.

Business Vehicles

The rules for 2020 allow bonus
depreciation — that is, full deduction in the year
placed in service — of the business portion of
vehicles used more than 50 percent in a business
and weighing more than 6,000 pounds. Such
vehicles include a Chevrolet Tahoe, Audi Q7,
Buick Enclave, Toyota Sequoia, Ford Explorer,
Jeep Grand Cherokee, and most full-sized pick-
ups.

Ad(ditional Information

A more detailed discussion of depreciation
rules applicable to 2020, which are generally
unchanged from the rules for 2019, is discussed
in our October 2019 Newsletter, which is at
www.cepcpa.com/Resources.

(Continued on reverse)



Charitable Donations

If your total itemized deductions are near
the new standard deduction amount ($24,800 for
married couples filing jointly; $12,400 for
individuals; and $18,650 for head of head-of-
household), you may want to consider staggering
(“bunching”) your charitable donations every
other year so that you deduct itemized deductions
(with a higher charitable contribution) one year
and the standard deduction the next year.

Required Minimum Distributions Suspended
Taxpayers of age 72 or more will want to
remember that the required minimum distribution
(RMD) from IRAs and most defined contribution
plans, 401(k)s, etc., has been suspended for 2020.
Eligible taxpayers not needing funds from such
retirement accounts may choose to reduce their

2020 income taxes by skipping their RMD for
2020.

Small Business Accounting

Business taxpayers with less than $25
million gross receipts are eligible for cash basis
accounting and are not required to account for
inventories. Those that have not already done so
might want to consider changing their tax
accounting method to deduct inventory purchases
when paid.

We would be pleased to answer any
questions you might have.

LAURA AND THE IRS
DEADLINES FOR MOST OF NORTHWEST LOUISIANA

The Internal Revenue Service (IRS) has
granted automatic extensions for the filing of tax
returns due (including those on extension)
starting on August 22, 2020 and continuing
through December 31, 2020. The extensions are
of time to file and to pay taxes that were due
during this period. In addition to income taxes,
the December 31, 2020 deadline also applies to
the filing of quarterly payroll and excise tax
returns normally due on November 2, 2020.
Income tax payments related to 2019 income tax

returns were due on July 15, 2020 and are not
eligible for this relief. Employment and excise
tax deposits are also not eligible for this relief.

The relief applies to most of the parishes
of northwest Louisiana including Caddo, Grant,
Jackson, Lincoln, Natchitoches, Sabine, Vernon,
and Winn but excludes Bossier, DeSoto, and Red
River. It covers individuals and households who
reside in or have a business in the covered
parishes.

SIMPLIFIED PPP LOAN FORGIVENESS FORM RELEASED

The Small Business Administration (SBA)
has released a new form, PPP Loan Forgiveness
Application Form 3508S, which may be used by
borrowers who received Payroll Protection Program
(PPP) loans of $50,000 or less and who are not part
of an affiliation receiving $2 million or more in
loans. Consisting of two pages, the simplified form
will require much less time to complete. The new
form and its instructions are available at our website,
WWW.Cepcpa.Com/résources.

About two-thirds of the approximately 5.2

million PPP loans approved by the SBA were for
$50,000 or less. Borrowers of less than $50,000
are now exempt from the rules of forgiveness
limiting reduction of their forgiveness based on
reduction in their full-time employees or in
reduction of employee salary and wages. Those
eligible to use the new form will not be required
to perform the complicated, full-time equivalent
or salary reduction calculations. Such borrowers
will, however, still be required to make some
certifications and to provide documentation to the
lender for payroll and non-payroll costs.
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Nonqualiﬁed deferred compensation (NQDC)
plans allow participants to set aside large amounts
of tax-deferred compensation while enjoying the
flexibility to schedule distributions to align with

their financial goals. However, the plans also pose
substantial risks. If your (or a prospective) employer
offers an NQDC plan, or you're considering one for
your business, weigh the pros and cons carefully.

NQDC plans differ significantly from qualified defined
contribution plans. The latter allows employers to
contribute on their employees’ behalf and employees
to direct a portion of their salaries into segregated
accounts held in trust.

Qualified defined contribution plans also generally
allow participants to direct the investment of their
account balances among the plan’s investment options.
The plans are subject to the applicable requirements
of the Employee Retirement Income Security Act
(ERISA) and the Internal Revenue Code, including
annual contribution limits, penalties for early
withdrawals, required minimum distributions and
nondiscrimination rules.

By contrast, an NQDC plan is simply an agreement with
your employer to defer a portion of your compensation
to a future date or dates. Many NQDC plans provide

for matching or other employer contributions, while
some permit only employer contributions. Employer
contributions may be subject to a vesting schedule based
on years of service, performance or the occurrence of

an event (an IPO or sale, for example).

To avoid current taxation, NQDC plans may not

be “funded,” and they can’t escape your employer’s
creditors. The plan is secured only by your employer’s
promise to pay. It’s possible to set aside funds in a
special type of trust to ensure that your employer
doesn’t use them for other purposes, but they remain
subject to creditors’ claims.

Like qualified plans, NQDC plans allow you to defer
income taxes on compensation until you receive it —
although you may have to pay FICA taxes in the year
the compensation is earned. NQDC plans also offer
significant advantages over qualified plans. Depending
on the specific plan’s limits and distribution rules, you
may have no contribution limits, allowing you to set
aside substantial amounts of wealth. Participants may
also enjoy greater flexibility to schedule distributions
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to fund retirement, college expenses or other financial
goals without penalty for distributions before age 59
or required distributions at a certain age.

From an employer’s perspective, NQDC plans are
attractive because they can be limited to highly
compensated employees and they avoid the cost

of compliance with ERISA’s reporting and
administrative requirements. However, unlike
contributions to qualified plans, deferred compensation
isn’t deductible by the employer until it’s paid.

The biggest disadvantage of NQDC plans for
participants is that deferred compensation is subject

to the claims of the employer’s creditors and could be
lost in the event of bankruptcy or insolvency. Also, you
may not be able to take loans from the plan and can’t
roll over distributions into an IR A, qualified plan or
other retirement account. What’s more, there are
limitations on the timing of deferral elections.

An NQDC plan offers attractive benefits, but it can
be risky. Contact our firm to discuss how such a plan
might affect your financial situation or whether it’s
right for your company.

BEWARE OF “WASH SALES” WHEN SELLING SECURITIES _

f you’re planning to sell capital assets at a loss to

offset gains that have been realized during the year,
it’s important to beware of the “wash sale” rule. Under
this tax rule, if you sell stock or securities for a loss and
buy substantially identical stock shares or securities
back within the 30-day period before or after the sale
date, the loss can’t be claimed for tax purposes.

The wash sale rule is designed to prevent taxpayers
from benefiting from a loss without parting with
ownership in any significant way. Note that the rule
applies to a 30-day period before or after the sale

date to prevent “buying the stock back” before it’s even
sold. (If you participate in any dividend reinvestment
plans, the wash sale rule may be inadvertently triggered

——

] | T

when dividends are reinvested under the plan, if you’ve
separately sold some of the same stock at a loss within
the 30-day period.)

Although the loss can’t be claimed on a wash sale, the
disallowed amount is added to the cost of the new
stock. So, the disallowed amount can be claimed when
the new stock is finally disposed of (other than in a
wash sale).

Assume you buy 500 shares of XYZ Inc. for

$10,000 and sell them on November 5 for $3,000. On
November 29, you buy 500 shares of XYZ again for
$3,200. Since the shares were “bought back” within

30 days of the sale, the wash sale rule applies. Therefore,
you can’t claim a $7,000 loss. Your basis in the new
500 shares 1s $10,200: the actual

‘ . cost plus the $7,000 disallowed loss.
i

If only a portion of the stock sold
is bought back, only that portion
of the loss is disallowed. So, in

the above example, if you'd only
bought back 300 of the 500 shares
(60%), you would be able to
claim 40% of the loss on the sale
($2,800). The remaining $4,200
loss that is disallowed under the
wash sale rule would be added to
your cost of the 300 shares.

The wash sale rule can come as a
nasty surprise at tax time. Contact
us for assistance. M



IS IT TIME FOR A COST SEGREGATION STUDY?

B ecause of the economic impact of the COVID-19
crisis, many companies may want to conserve cash
and not buy much equipment this year. As a result,
you may not be able to claim as many depreciation tax
deductions as in the past. However, if your company
owns real property, there’s another approach to
depreciation to consider: a cost segregation study.

Business buildings generally have a 39-year depreciation
period (27.5 years for residential rental properties).
Typically, companies depreciate a building’s structural
components — including walls, windows, HVAC
systems, plumbing and wiring — along with the
building. Personal property (such as equipment,
machinery, furniture and fixtures) is eligible for
accelerated depreciation, usually over five or seven
years. And land improvements, such as fences, outdoor
lighting and parking lots, are depreciable over 15 years.

Often, businesses allocate all or most of their
buildings’ acquisition or construction costs to real
property, overlooking opportunities to allocate costs to
shorter-lived personal property or land improvements.
Items that appear to be “part of a building” may in
fact be personal property. Examples include removable
wall and floor coverings, removable partitions,
awnings and canopies, window treatments, signs

and decorative lighting.

A cost segregation study combines accounting and
engineering techniques to identify building costs that
are properly allocable to tangible personal property
rather than real property. Although the relative costs
and benefits of a cost segregation study will depend
on your particular facts and circumstances, it can be a
valuable investment.

It may allow you to accelerate depreciation deductions
on certain items, thereby reducing taxes and boosting
cash flow. And, thanks to the Tax Cuts and Jobs Act, the
potential benefits of a cost segregation study are now
even greater than they were a few years ago because of
enhancements to certain depreciation-related tax breaks.

Cost segregation studies have costs all their own, but
the potential long-term tax benefits may make it
worth your while to undertake the process. Contact
our firm for further details. M

October 15

Personal federal income tax returns for 2019 that received
an automatic extension must be filed today and any tax,
interest, and penalties due must be paid.

M The Financial Crimes Enforcement Network (FinCEN)
Report 114, “Report of Foreign Bank and Financial
Accounts” (FBAR), must be filed by today, if not filed
already, for offshore bank account reporting. (This report
received an automatic extension to today if not filed by the
original due date of July 15.)

B |f an extension was obtained, calendar-year C corporations
should file their 2019 Form 1120 by this date.

B |f the monthly deposit rule applies, employers must deposit
the tax for payments in September for Social Security,
Medicare, withheld income tax and nonpayroll withholding.

November 2

The third quarter Form 941 (“Employer’s Quarterly Federal
Tax Return”) is due today and any undeposited tax must be

deposited. (If your tax liability is less than $2,500, you

can pay it in full with a timely filed return.) If you deposited
the tax for the quarter in full and on time, you have until
November 10 to file the return.

M |f you have employees, a federal unemployment tax
(FUTA) deposit is due if the FUTA liability through
September exceeds $500.

November 16

If the monthly deposit rule applies, employers must deposit
the tax for payments in October for Social Security, Medicare,
withheld income tax and nonpayroll withholding.

December 15

Calendar-year corporations must deposit the fourth install-
ment of estimated income tax for 2020.

B |f the monthly deposit rule applies, employers must
deposit the tax for payments in November for Social
Security, Medicare, withheld income tax, and nonpayroll
withholding.




TALKING ABOUT THE SANDWICH GENERATION

he term “sandwich generation” was originally

coined to describe Baby Boomers caught between
caring for their aging parents and their children. Now
the term applies to whichever generation happens to
be grappling with the problem. If youre in the middle
part of the sandwich, one thing that can help is having
one or more honest discussions about the situation.

When preparing for such a discussion, start with

the “bottom” part of the sandwich: your children.
Assuming they’re still in their formative years, make
them your top priority. At this stage, you’ll still have
most of the control over the decisions affecting their
lives. These involve personal choices that are different
for every family.

The “upper’ half of the sandwich can be more problematic.
Depending on their health status and other factors,
including finances, your parents may resist your efforts

to assist them. They may be oblivious to changes or
dismissive of your concerns. And their attitude might

range from being cooperative to highly resistant.

'q I .1 To initiate a family
meeting, invite all the
key players — your
parents, siblings and,
"\ as appropriate, their
spouses, at the least.
In the “old normal,”
_ : the gathering
would have best been held face-to-face. In light of
the COVID-19 pandemic, however, you may want to
consider an online video chat instead.

-

\ i

What should you discuss? Cover the entire tax and
financial planning gamut. The dialogue should be frank
and honest. Many issues can be sensitive, and emotions
can run high, so be prepared for some handwringing
or pushback.

You probably won'’t be able to accomplish all your
objectives in a single session. Consider meeting again with
as many of the other parties as possible. In fact, you might
broaden the circle to include your CPA or attorney. @

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



