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National Income Tax Workbook

Chapter 16: New legislation

Part 2



▪Employer Credit for Sick and Family Leave

▪Required paid leave for employees unable to work due to COVID-19

▪Credit available to employers/self-employed persons

▪ Immediate access to funds via reduction of  payroll tax deposits

▪Excess credit received by requesting an advance from IRS

▪Eligible Employers

▪Paid qualified wages

▪Paid 4/1/2020 thru 12/31/2020

▪Employers with fewer than 500 employees

COPYRIGHT LAND GRANT UNIVERSITY TAX EDUCATION FOUNDATION 2020 2

THE FAMILIES FIRST CORONAVIRUS 

RESPONSE ACT

• p. 538



▪Figure 16.1

▪Why is employee unable to work?

▪How much is the credit?
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PAID SICK LEAVE CREDIT/PAID FAMILY 

LEAVE CREDIT

• P. 539



▪Private employer <500 employees

▪Provide 80 hours of  paid sick time for 6 reason related to COVID-19:

1. Employee is subject to a federal, state, or local quarantine or isolation order

2. A health provider advised the employee to self-quarantine

3. Employee is experiencing symptoms of  COVID-19 and is seeking a diagnosis.

4. The employee is caring for an individual described in categories 1 or 2.

5. The employee is caring for a son or daughter whose school or place of  care is 
closed, or the childcare provider is unavailable

6. The employee is experiencing any other substantially similar condition specified by 
the Secretary of  Health and Human Services.
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EMERGENCY PAID SICK LEAVE ACT

• p. 540



▪Limits apply:

▪Categories 1, 2 & 3

▪$511/day 

▪Not more than $5,110/employee

▪Categories 4 & 5

▪2/3 of  regular pay

▪Not more than $2,000/employee
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EMERGENCY PAID SICK LEAVE ACT

• p. 540



▪Special rules for part-time employees

▪Leave available immediately

▪Calculated on employee’s regular compensation

▪Employee must submit acceptable documentation
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EMERGENCY PAID SICK LEAVE ACT

• p. 540



▪Limited to 10 days over the aggregate number of  days included for all 

preceding calendar quarters

▪Limited to certain employment taxes

▪Excess is refundable

▪Increased by employer’s qualified healthcare expenses

▪Cannot claim the credit for wages used to claim a credit under I.R.C. § 45S 

(Employer Credit for Paid Family and Medical Leave)
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PAYROLL CREDIT FOR REQUIRED PAID 

SICK LEAVE

• P. 540



▪An eligible self-employed person:

▪Regularly carries on a trade or business (IRC § 1402)

▪Entitled to paid leave under the Act if  individual was an employee

▪100% credit for categories 1,2 and 3

▪67% credit for categories 4,5 and 6
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CREDIT FOR SICK LEAVE FOR SELF-

EMPLOYED

• p. 541



▪Fewer than 500 employees

▪Need related to public health emergency

▪Unable to work or telework to be able to care for their child under 18 because 

school/childcare provider closed due to COVID-19

▪Employee employed at 30 days 

▪ Included provision for laid off  workers who were rehired
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EMERGENCY FAMILY AND MEDICAL 

LEAVE

EXPANSION ACT

• p. 541



First 10 days may be unpaid 

(can use PTO, vacation, sick leave)

After 10 days employer required to pay

Not less than 2/3 of  regular pay x number 
of  hours employee would have normally 
worked

Limited to $200/day

Maximum $10,000/employee
10

EMERGENCY FAMILY AND MEDICAL LEAVE

EXPANSION ACT

• p. 541



100% refundable
Credit increased by 
employer’s qualified 
health plan expenses

No double credit 
allowed

Similar refundable 
credits for self-
employment
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PAYROLL CREDIT FOR PAID FAMILY 

LEAVE

• p. 541



▪How many PPP loans did you help taxpayers get?

a. 1-25

b. 25-50

c. 51-100

d. 101 or more
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POLLING QUESTION 1



1. Retain payroll taxes in the amount of  the qualified payments

2. If  tax deposits are insufficient to cover the credit, file Form 7200

3. Self-employed taxpayers cannot claim an advanced credit

Example 16.1
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CLAIMING THE CREDIT

• p. 542
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• P. 543
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• P. 544
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• P. 545
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• p. 547
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• p. 547
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• p. 547
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• p. 548



Report qualified sick leave wages and qualified family leave wages on either:

▪W-2, box 14 OR

▪On a separate statement

▪Must also include on W-2 boxes 1, 3 (up to the social security wage base) 
and 5

Self-employed claim qualified equivalent

▪Report on Form 7202 (only Draft available as of  9/2/2020)

▪Attach to Form 1040
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W-2 REPORTING

• p. 549
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▪Employers with fewer than 50 employees are exempt from providing:

▪ Paid sick leave due to child’s school or daycare unavailability or closure

▪Expanded family and medical leave due to child’s school or daycare unavailability or closure

▪If  the provision would result in:

▪ Business expenses exceeding revenue

▪ Substantial risk to the financial or operational health of  business because of  specialized skills, 

knowledge or responsibilities

▪ Insufficient workers available to replace employee needing leave 

▪Exemption only applies to Category 5 - lack of  childcare
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DOL EXEMPTION

• p. 549



▪Employee forgoes sick/vacation/personal leave; 

▪Employer uses those funds to make a charitable donation to qualified 

organization

▪Wages not included in compensation or gross income

▪Do not include wages forgone on W-2

▪Employee forgoing wages not allowed a charitable deduction
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LEAVE-BASED DONATION PROGRAMS

• p. 550



▪Eligible employer can claim credit against federal employment taxes

▪50% of  qualified wages for each employee in each calendar quarter

▪No more than $10,000 per employee

▪Applies to wages paid March 12, 2020 and before January 1, 2021

▪Eligible Employer

▪Trade or business in 2020

▪Any calendar quarter partial or complete suspension of  business by governmental 

authority because of  COVID-19

▪Reduced Gross Receipts Test
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EMPLOYEE RETENTION CREDIT

• p. 550



▪Qualified Wages

▪Example 16.2 - More than 100 Employees

▪Example 16.3 - Less than 100 Employees

▪Credit not available to businesses that:

▪Received a business interruption loan

▪Hires employer’s children

▪Claims the work opportunity credit
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EMPLOYEE RETENTION CREDIT

• p. 551



▪Claiming the Credit

▪Report total qualified wages on Form 941 (or equivalent form)

▪Use federal employment taxes to fund the credit

▪Use Form 7200 to request advance not funded by federal employment tax deposits

▪IRS will not honor Form 7200 for a quarter after Form 941 has already been 

processed for that quarter

▪Erroneous refunds will be treated as underpayments subject to penalties and 

interest
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EMPLOYEE RETENTION CREDIT

• p. 551
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• p. 552



▪Temporary deferment of  payment of  the employer's portion of  social security or RRTA 

payroll taxes (6.2%) which apply through December 31, 2020 

▪Employer defers by reducing the required deposits or payments for the calendar quarter, 

typically 941 filers.

▪Deferral period from March 27 through December 31, 2020

▪Applicable to Annual filers (943, 944, and Form CT-1)

▪Applicable to Self-Employed 

▪Pay in two equal installments: Dec. 31, 2021 and Dec. 31, 2022.
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CARES ACT – DEFERRAL OF PAYROLL 

TAXES, RRTA TAX AND SECA

• p. 553
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CARES ACT – DEFERRAL OF PAYROLL TAXES

• p. 553-554

Example 16.4 – Partial 
payment

Example 16.5 – Overpayment



Deferring payroll tax obligations – Notice 2020-65

• Defer employee’s portion of  FICA

• No requirement that employers participate

• No ability for employees to opt in or out, except at the mercy of  employer

• Amounts deferred must be repaid from January 1 through April 30 or next year

• Employers and employees remain on the hook for the payments (employers may make 

arrangements to collect if  they can’t withhold)

• Limited to $4,000 biweekly

• No guarantee of  forgiveness

• Deferral not subject to penalties and interest
31

• p. 554



▪Removal of  the taxable income limitation for all NOLs arising in tax years 2018, 2019 

and 2020 for all businesses, including farming. The NOL can offset 100% of  taxable 

income.

▪Modified the carry back from two years to five years.

▪Taxpayers can elect out of  the 5-year carryback and carry the loss forward.

▪Election is irrevocable
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CARES ACT – MODIFICATIONS FOR 

NET OPERATING LOSSES

• p. 555



▪Requesting the Carryback

▪Date became effective July 15, 2020

▪Corporations use IRS Form 1139

▪Individuals, estates and trusts use IRS Form 1045

▪After July 15, 2020, an amended return is used.

▪Waiving the Carryback

▪Attach an election statement for the first taxable year ending after March 27, 

2020 and separate statements for 2018 and 2019.
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ADDRESSING THE CHANGES TO NOLS

• p. 556



▪Tax year beginning after 2017 and before 2020 a corporation’s minimum tax credit is 

allowable and refundable 

▪Amount equal to 50% (100% for a tax year beginning in 2019) of  the excess (if  any) of  

the minimum tax credit for the tax year over the amount of  the credit allowable for the 

year against regular tax liability. 

▪The full amount of  the minimum tax credit is allowed in tax years beginning before 2020. 

▪Corporation may elect instead to treat its minimum tax credit as fully refundable for its 

first tax year beginning in 2018. 

▪File application prior to December 31, 2020.

CREDIT FOR PRIOR-YEAR MINIMUM TAX LIABILITY

OF CORPORATIONS

• p. 556



▪Business interest is increased from 30% percent to 50% of  taxable income for tax 

years 2019 and 2020. 

▪Limitation generally does not apply to certain small businesses with gross receipts 

less than $26,000,000.

▪Special rules for partnerships and partners for tax years beginning in 2019

▪First 50% of  partner’s allocable share of  excess business interest not limited 

▪Remaining 50% subject to limitation

▪Partner may elect out of  EBIE rule
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CARES ACT - BUSINESS INTEREST LIMITATION

• p. 557



15-year property under MACRS and 20-year property under 
ADS, retroactive to December 31, 2017. 

Only applies if  the qualified improvement property is made by 
the taxpayer
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CARES ACT – QUALIFIED IMPROVEMENT 

PROPERTY

• p. 558



▪Qualified medical expenses now include over-the-counter medicines, drugs, and 

menstrual care products, and reimbursement for those expenses. 

▪Annual limit with self-only coverage under a high-deductible health plan (HDHP) 

is $3,600. 

COPYRIGHT LAND GRANT UNIVERSITY TAX EDUCATION FOUNDATION 2020 38

HEALTH PLANS - HSAS

• p. 558



▪Notice 2020-32 

▪No deduction is allowed for an expense that is otherwise deductible if: 

▪the payment of  the expense results in forgiveness of  a loan made under 

the PPP

▪the income associated with the forgiveness is excluded from gross income 

pursuant to the CARES Act.
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PPP LOAN EXPENSES

• p. 559
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For use for 

loans 

$ 50,000 or 

Less
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Question:

• PPP loan $ 50,000 & EIDL $ 10,000, so you don’t take the $ 50,000 in 

expenses & you don’t put the loan in income, but you pay a loan of  $ 10,000.  

• The EIDL is picked up in income & expense is taken.  

• Is that correct?



Question:

• EIDL is $ 25,000 PPP is $ 9,000 – how does that work

• Are EIDL grants the same as SBA loans?

• If  yes are the SBA loans going to be treated the same as EIDL loans?



SBA Q & A
#7 The CARES Act excludes from the definition of  payroll costs any employee 
compensation in excess of  an annual salary of  $ 100,000.  Does that exclusion 
apply to all employee benefits of  monetary value?

No.  The exclusion of  compensation in excess of  $ 100,000 annually applies only to 
cash compensation, not to non-cash benefits, including:

▪ employer contributions to defined-benefit or defined-contribution retirement 
plans;

▪ payment for the provisions of  employee benefits consisting of  group health 
care coverage, including insurance premiums; and

▪ Payment of  state and local taxes assessed on compensation of  employees.
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# 8 Do PPP loans cover paid sick leave?

Yes, PPP loans covers payroll costs, including costs for employee vacation, 

parental, family, medical and sick leave.  However, the CARES Act excludes 

qualified sick and family leave wages for which a credit is allowed under §7001 

and 7003 of  the Families First Coronavirus Response Act (Public Law 116-127)
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# 9 My small business is a seasonal business whose activity increases from 

April to June.  Considering activity from that period would be a more accurate 

reflection of  my business’ operation.  However, my small business was not fully 

ramped up on February 15, 2020.  Am I still Eligible?

In evaluating a borrower’s eligibility, a lender may consider whether a seasonal 

borrower was in operation on February 15, 2020 or for an 8-week period 

between February 15, 2019 and June 30, 2019
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# 13 Are lenders permitted to use their own online portals and an electronic 

form that they create to collect the same information and certifications as in 

the Borrower Application Form, in order to complete implementation of  their 

online portals?

Yes.  Lenders may use their own online systems and a form they establish that 

asks for the same information (using the same language) as the Borrower 

Application Form.  Lenders are still required to send the data to SBA using 

SBA’s interface.
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# 20  The amount of  forgiveness of  a PPP loan depends on the borrower’s payroll costs over 

an 8-week or 24-week period; when does that 8-week or 24-week period begin?

The 8-week or 24-week period starts on the date your lender makes a disbursement of  the PPP 

loan to the borrower.  The lender must disburse the loan no later than 10 calendar days from 

the date of  loan approval.

The Paycheck Protection Program Flexibility Act of  2020, which became law on June 5, 2020, 

extended the covered period for loan forgiveness from 8 weeks after the date of  the loan 

disbursement to 24 weeks after the date of  loan disbursement, providing substantially greater 

flexibility for borrowers to qualify for loan forgiveness.  The 24-week period applies to all 

borrowers, but borrowers that received an SBA loan number before June 5, 2020, have the 

option to use an 8-week period
COPYRIGHT LAND GRANT UNIVERSITY TAX EDUCATION FOUNDATION 2020 51



# 32 Does the cost of  a housing stipend or allowance provided to an employee 

as part of  compensation count toward payroll costs?

Yes, Payroll costs include all cash compensation paid to employees, subject to 

the $ 100,000 annual compensation per employee limitation.
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# 45  Is an employer that repays its PPP loan by the safe harbor deadline (May 

18, 2020) eligible for the Employee Retention Credit?

Yes, An employer that applied for a PPP loan, received payment, an repays the 

loan by the safe harbor deadline (May 18, 2020) will be treated as though the 

employer had not received a covered loan under the PPP for purposes of  the 

Employee Retention Credit.  Therefore, the employer will be eligible for the 

credit if  the employer is otherwise an eligible employer for purposes of  the 

credit.
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1102(a)(2)(36)(P)(ii)
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"An agent that assists an eligible recipient to prepare an 
application for a covered loan may not collect a fee in 
excess of  the limits established by the Administrator." 

(i) -- the administrator set the fee for "a lender 
authorized to make a covered loan...", 



IRS Notice 2020-32 is important because?

a. It defines whether a PPP loan is forgiven

b. It defines expenses eligible for a PPP loan

c. It explains that no deduction is allowed for expenses paid out of  PPP loan 

proceeds if  the loan is forgiven and income is otherwise excluded under the 

CARES Act

d. It really isn’t that important
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POLLING QUESTION 2



▪Payments are included in the gross income

▪Payments to a federally recognized Indian tribe member’s business is excluded 

from gross income under the general welfare exclusion.

▪Loan proceeds to support businesses are excluded from gross income

▪Forgiven portion is includable in gross income/taxable unless an exclusion in 

I.R.C. § 108 or other federal law applies. 

▪If  an exclusion applies, an equivalent amount of  any deductions, basis, losses, or 

other tax attributes may have to be reduced.
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RELIEF FUND PAYMENTS – IRS FAQS

• p. 560



EIPs are “credits 
against 2020 taxable 

income”

AGI Phase-outs: 5% 
reduction over the 
respective filing 

threshold

Single $75,000

MFJ  $150,000

HoH $112,500

100% Phase out

Single filer AGI > $99,000

Joint filer w/ no children 
AGI > $198,000

Head of  household with 
one child, AGI > $146,500.
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CARES ACT – ECONOMIC IMPACT PAYMENTS

• p. 560



▪Any Individual except: 

▪a nonresident alien

▪an individual for whom another taxpayer could claim a dependency deduction

▪and an estate or trust

▪IRS can determine the EIP from the 2018 return if  no 2019 return filed

▪If  no 2018 return, the IRS can use 2019 Form SSA-1099, Social Security Benefit 

Statement or equivalent

▪No EIP is allowed if  no valid identification number

58

ECONOMIC IMPACT PAYMENTS

• p. 560



EIP payment amount less the advance refund 
amount is positive, difference is a refundable credit

EIP payment amount less advance is negative, tax 
liability is not increased by negative amount

EIP advance never received?  Claim the EIP 
2020 income tax return
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RECONCILING THE EIP ON THE 2020 

TAX RETURN

• p.561
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How many taxpayer do you think will remember to bring their Notice 1444 

with the amount of  stimulus payment they received?

a. 1-25

b. 25-50

c. None

d. What Notice 1444?
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POLLING QUESTION 3



Above the line deduction of  $300 if  not itemizing

Non-cash property not qualified

Temporary suspension of  the 60% AGI limit for cash 
charitable contributions 

• In 2020 the limit is 100% of  AGI.

Corporation limit increased from 10% to 25% of  taxable 
income.
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CARES ACT – CHARITABLE CONTRIBUTIONS

• p. 561-562



Coronavirus-Related Distributions

▪Exception to early distribution penalties

▪Penalty-free distributions up to $100,000

▪Distribution included ratably over three years

▪Treated as a direct rollover if  recontributed to an eligible plan with in 3 years 

▪ Individual may ratably include the income over 3 years, or elect out and include the 

entire amount in the year of  distribution.

▪Recontribution must occur within 3 years from the day after receiving the funds.
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CARES ACT – RETIREMENT ISSUES

• p. 563



See IRS FAQs on COVID-19 Relief  for Estate and Gift Tax

www.irs.gov/businesses/smallbusinesses-self-employed/covid-19-relief-

forestate-and-gift

FAQs list various clarifications regarding estate and gift tax relief
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IRS FAQS –RELIEF FOR ESTATE AND GIFT 

TAX

• p. 567-568

http://www.irs.gov/businesses/smallbusinesses-self-employed/covid-19-relief-forestate-and-gif


Polling Question 4

The stimulus payment received by a taxpayer is an offset to tax 

liability not includable in gross income?

True or False



▪Issued November 02, 2020

▪Penalty Relief

▪Installment Agreement

▪OIC
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IRS NOTICE 2020-248



▪Rev Proc 2020-29 temporarily allows the electronic submission of:

▪requests for letter rulings

▪closing agreements

▪determination letters

▪certain information letters

▪Also allows for:

▪determination letters issued by the IRS Large Business and International 

Division

▪electronic signaturesCOPYRIGHT LAND GRANT UNIVERSITY TAX EDUCATION FOUNDATION 2020 80

ELECTRONIC SUBMISSIONS

• p. 570



IRS can accept images and digital signatures through 12/31/2020 including:

▪Extensions of  statute of  limitations on assessment or collection

▪Waivers of  statutory notices of  deficiency and consents to assessment

▪Agreements to specific tax matters or tax liabilities (closing agreements)

▪Any other statement or form needing the signature of  a taxpayer or representative 

traditionally collected by IRS personnel outside of  standard filing procedures
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IRS EMAILED DOCUMENTS
• p. 570-571



▪IRS Memorandum for all Services and Enforcement Employees, Control No. 

NHQ-01-0620- 0002 (June 12, 2020) 

▪provides guidance to IRS employees on instructing taxpayers in the use and 

transmission of  emailed documents

▪Memorandum for Taxpayer Advocate Service Employees, Control No. TAS-13-

0420-0009 (April 13, 2020) 

▪contains temporary allowance for receipt of  various documents via email
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IRS EMAILED DOCUMENTS CONTINUED

• p. 570-571



▪Proposed Regs.

▪Specified Income Tax Payment – on or after November 9, 2020

▪SALT

▪Entity level deduction

▪S Corporations and Partnerships
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IRS NOTICE 2020-75



Questions?
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