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KBST&M has prepared these materials as part of an educational 
program. The information contained herein is of a general nature and is 
not intended to address the circumstances of any particular individual, 
entity or case. While every effort has been made to offer current and 
accurate information, errors can occur. Furthermore, laws and 
regulations referred to in this program may change over time and 
should be interpreted only in light of particular circumstances. The 
information presented here should not be construed as legal, tax, 
accounting, valuation or investment advice. No one should act on such 
information without appropriate professional advice after a thorough 
examination of the particular situation.



Today’s Speakers

Michael I. Berman, CPA, CITP, 
Partner and IT Director, 
KBST&M
miberman@kbstm.com

Scott Murray, CPA, MBA, 
Tax Manager, 
KBST&M
smurray@kbstm.com

Cj Van Hine, CPA,
Tax Supervisor, 
KBST&M
cjvanhine@kbstm.com



Agenda

COVID-19 Tax Update
IRS Final Guidance on Meals vs. Entertainment
Other Payroll Credits
Multistate Issues
Employee Benefits
Independent Contractors
Quick Tips



COVID-19 Tax Update



Taxability of COVID 19 Grants / Loans

Income Expenses

EIDL Grant Include Deduct

MD Grant Include Deduct

PPP Loan Exclude Forgiveness
Exclude principal to be repaid

Exclude Forgiven Expenses



Taxability of COVID 19 Grants / Loans

Income Expenses

EIDL Grant $ 10,000 $ -

MD Grant $ 10,000 $ -

PPP Loan $ 150,000 Payroll   $ 120,000
Rent       $   10,000
Utilities   $  10,000





PPP Forgiveness - Covered Period

8 week - Before June 5, 2020
24 week – On or after June 5, 2020

What is the alternative payroll period?

Up to 24 weeks or 24 weeks?



PPP Forgiveness Expenses

8 Week 24 week

Owner Employee Owner Employee

Salaries 15,385 15,385 20,833 46,154

 Interest expense on business loans backed by tangible property
 Rent and leases of tangible property
 Utilities - electricity, gas, water, telephone, internet and ….

….. transportation?

 Employer paid portions of health insurance for employees
 Employer paid retirement contributions/matches for employees



Transportation







COVID Payroll Tax Credits

CARES Act (Coronavirus Aid, Relief, and Economic 
Security Act) - 1 credit
COVID-19 Employee Retention Credit

FFCRA PTO (Families First Coronavirus Response Act) -
2 Credits
Emergency Paid and Sick Leave Act (EPSLA)
Emergency Family and Medical Leave Expansion Act (Expanded FMLA)





COVID-19 Employee Retention Credit

If employer 
Fully or partially suspended operations due to government 

orders limiting commerce, travel or group meetings - OR –
Experiences a significant decline in gross receipts during the 

calendar quarter

Cannot take if received PPP loan
Unless PPP loan was paid back by May 14, 2020



Suspended operations

Can be somewhat difficult to meet.
Stay at home orders do not count.
Forced to work remotely does not count
Reduction in hours due to government mandate 

counts.



Decline in Gross Receipts

Easier to pass

Begins - during quarter in which receipts are less 
than 50% of 2019

Ends - during quarter in which receipts are greater 
than 80% of 2019



Decline in Gross Receipts - Examples



Eligible Employees

No owners (>50% ownership) or persons related 
to owners

Only employees 



Qualified Wages

 First $ 10,000 per employee

 Paid during March 13, 2020 - December 31, 2020

 Includes wages subject to FICA taxes 

 Includes qualified health plan expenses

 No double dipping



Qualified Wages - More than 100 
employees
Includes health insurance premiums for furloughed employees

Includes reduced hours but full pay

Does not include amounts paid under PTO and Holiday pay policies

Does not include salary increases for hazard pay or reduction in 
hours



Taking the credit

Credit is equal to half of each employees qualifying wages

Claimed against employer portion of social security (and railroad) 
taxes

On Form 941 (or 944/943 as applicable)

What about the first quarter?



Advanced Access to Credit

Employers can reduce employment tax deposits throughout the 
quarter 

Employment taxes that the employer can retain include:
federal income tax withheld from employees
the employees' share of social security and Medicare tax
and the employer's share of social security and Medicare tax 

FFCRA comes first



Credit > than deposits = Form 7200





The FFCRA is

Required PTO in addition to any PTO policies the 
employer already has in place

Employers get fully refundable dollar-for-dollar tax credit 
against payroll taxes for the wages paid.

Includes relief from employer social security taxes (not 
medicare)



What employers does FFCRA all apply 
to?
Private employers with fewer than 500 employees

Public employers of any size

In effect from April 1, 2020 - December 31, 2020



Emergency Paid and Sick 
Leave Act (EPSLA)

Entitles certain employees to 
take up to two weeks of paid 
leave

Emergency Family and 
Medical Leave Expansion Act 
(Expanded FMLA)
Entitles certain employees to 

take up to 12 weeks of 
expanded family and medical 
leave



No Carryovers or Payouts
April 1, 2020 - December 31, 2020

Emergency Paid and Sick 
Leave Act (EPSLA)

Emergency Family and 
Medical Leave Expansion Act 
(Expanded FMLA)



FFCRA PTO 

 Qualified Sick Leave Wages (I.E. FFCRA Time Off)
 Are going to be reported in boxes 1, 3 and 5, and the employer must 

report to the employee the follow type and amount of wages that were 
paid, with each amount separately reported in either Box 14 of the W2 
or on a separate statement:
 Sick leave wages subject to the $511/day limit
 Sick leave wages subject to the $200/day limit
 Emergency family leave wages

 Sick Leave Credit
 Available to individuals as if they were employees (Form 7202), so this 

reporting requirement prevents employees who are separately self-
employed from double dipping



Employee must provide the following information to the 
employer:
Employee’s name
Date(s) for which leave is requested
Qualifying reason for the leave and support for the reason
Statement that the employee is unable to work, including 

telework, because of the reason

DOL Temp. Reg. 826.100(a) & DOL FAQ 16

How Employee Requests:



Additional information if request is 
related to school or childcare closure
Name of your child
The name of the school, place of care, or childcare 

provider that has closed or become unavailable; and
A statement that no other suitable person is available to 

care for your child



FFCRA Employer Exemptions

Small business exemption

Applies to providing emergency paid sick leave due 
to a child’s school or place of care closure or 
childcare provider unavailability for COVID-19 
related reasons.



FFCRA Employer Exemptions Cont.

Health Care Providers -
Emergency Responders -



Taking the credit

Similar to Employer Retention Credit:
Is taken against taxes due on the 941 (or 944/943 as 

applicable)
Advanced payment can be requested by filing Form 

7200



IRS Final Guidance on §274 
Meals vs. Entertainment



Meals vs. Entertainment

IRS Final Regulations Issued Oct 9, 2020
Section 274(a)(1)(A) disallows a deduction for 

entertainment expenditures.
There used to be an exception for business related 

entertainment expenditures.
The TCJA removed the exception



Meals vs. Entertainment Cont.

Not all entertainment is non-deductible
Nine general exceptions

 1) Food and beverages for employees on employer's business premise
 2) Treated as employee compensation
 3) Reimbursed expenses
 4) Recreation expenses for employees
 5) Business meetings of employees, stockholders, agents or directors
 6) Meetings of business leagues (board meetings)
 7) Items available to general public
 8) Entertainment sold to customers (bona fide transaction)
 9) Provided to a non-employee where income would be recognized by that non-

employees (prizes and awards)



Meals vs. Entertainment Cont.

Controversies - that have been clarified
Food & beverages provided at an entertainment 

activity
Travel meals still per diem rate
Food industry



Other Payroll Credits



Section 45S:
Employer Credit for Paid Family and Medical Leave
 Jan 1, 2018 - Dec 31, 2020
 Employers can qualify for a tax credit if they pay wages to while the 

employee is on family and medical leave (FMLA leave)
 This is similar to, but separate from, any of the COVID credits
 No double dipping



FMLA Leave

Family and medical leave
is leave for [IRC Sec. 45S(e)(1)]—
1. birth, adoption, or fostering of a child or to care for that child;
2. care for a spouse, child, or parent with a serious health condition;
3. employee's serious health condition that makes the employee unable to 

perform the functions of their position;
4. qualifying need arising when a spouse, child, or parent is a member of the 

Armed Forces on covered active duty (or has been notified of a call or order to 
covered active duty); or

5. care for a spouse, child, or parent who is a covered veteran or member of the 
Armed Forces with a serious injury or illness.



Section 45S:
Employer Credit for Paid Family and Medical Leave Cont.

❖Eligible employees
❖Full-time employee
❖Part-time employee
❖Full time vs. part time



Section 45S:
Employer Credit for Paid Family and Medical Leave Cont.



Eligible Wages

All compensation paid and benefits
State insurance funds do not count towards wages
Paid leave under an employer’s short-term 

disability program is added to wages



Written Policy Requirements

How to provide the notice
Exceptions to providing notice



Section 45S:
Employer 
Credit for 
Paid Family 
and Medical 
Leave

Reported on From 8994



Work Opportunity Tax Credit

Can be claimed by employers on an elective basis 
for a portion of first year wages paid to employees 
who fall into certain targeted groups (e.g., 
economically disadvantaged, disabled persons, or 
certain veterans)
First day of work on or before 12/31/2020



Work Opportunity Tax Credit Cont.

Groups
Qualified IV-A recipient
Qualified ex-felon
Vocational rehabilitation referral
Qualified SNAP recipient
Qualified SSI recipient
Long-term assistance recipient
Qualified veteran - various qualifications



Work Opportunity Tax Credit Cont.

Qualified veteran
Received SNAP
Service-connected disability and is hired not more 

than one year 
Service-connected disability and who was unemployed 

for at least six months 
Unemployed for at least four weeks
Unemployed for at least six months



Work Opportunity Tax Credit Cont.
Use Form 8850 to certify individuals.  Due to state workforce 

agency no later than 28th day after work begins
In general 
First Year
Second year

Several categories have more available
$12,000 
$14,000 
$24,000 

Certain criteria make less available
Related employees do not count



 Reporting credit
 For profit entity - Form 5884
 Tax-exempt - Form 5884-C



Earned Income Credit
Refundable tax credit available to taxpayers with 

earned income who meet certain requirements



Earned Income Credit and Required 
Notices
 Under IRC Sec. 32, a refundable tax credit is available to 

taxpayers with earned income who meet certain requirements, 
including adjusted gross income (AGI) thresholds. The earned 
income credit(EIC) is available to certain low-income and 
moderate-income taxpayers whether or not they have a 
qualifying child.

 Required Notices
 Employers must notify employees who have no income tax withheld that 

they may be able to claim a tax credit
 Exception - if employee claims exemption from withholding on W4, then 

does not need to be notified
 Satisfying requirement
 Notice appears on back of copy B of the official W2
 If not using official W2, check back of it for notice
 If no notice, give them Notice 797





Earned Income Credit Cont. 

Required Notices
Employers must notify employees who have no 

income tax withheld that they may be able to claim a 
tax credit
Exception 



Earned Income Credit and Required 
Notices Cont.
Satisfying requirement
Notice appears on back of copy B of the official W2
If not using official W2, check back of it for notice
If no notice, give them Notice 797



Qualified Small Business Payroll Tax 
Credit for Increasing Research Activities
Qualified small businesses are allowed to take a 

portion of the Research Credit as a credit against 
payroll taxes 

We are going to be focusing on specifics to the 
payroll tax credit election



Qualified Small Business Payroll Tax Credit 
for Increasing Research Activities Cont.
 Qualified Research
 Research for which expenses may be treated as section 174 expenses. 
 technological in nature, intended for use in developing a new or 

improved business component 
 Substantially all of the activities of the research must be elements of 

a process of experimentation relating to a new or improved 
 function, 
 performance, 
 reliability, or 
 quality. 

When is the research credit not allowed?



Qualified Small Business Payroll Tax Credit 
for Increasing Research Activities Cont.
 Qualifying small business - in existence for 5 years or less
Corporation (including an S corporation) or partnership which
Can pass a two-part gross receipts test

Sole Proprietaries if
If the sole proprietorships aggregates gross receipts for the 

test
Non-profit not eligible

 Calculated on Form 6765 for income tax return
 Calculated on Form 8974 for payroll tax credit



Qualified Small 
Business Payroll 
Tax Credit for 
Increasing 
Research Activities 
Cont.
Calculated on Form 

8974 for payroll tax 
credit



Multistate Issues



Unemployment Taxes

Answer: Determining which state to pay SUI
Four factor tiered test
Services Localized
Base of Operations
Direction and Control
Residence





Unemployment Taxes 
Cont.

What if employee moves?
Credits and Reciprocity



Employee Benefits



Exclusion for Certain Employer 
Payments of Student Loans
In general - They are reportable 

as wages in box 1, and subject 
to all employment taxes 
Exception - Qualified 

Educational Assistance 
Programs (Qualified EAPs) 



Exclusion for Certain Employer 
Payments of Student Loans Cont.
❖Qualified EAPs

❖Eligibility
❖Must apply to a classification of employees 
❖Must not favor highly compensated employees or their 

dependents
❖Not more than 5% of total assistant payments may be 

provided to 5% or more owners or shareholders, including 
their spouses and dependents
❖The program cannot be an option between the programs 

benefit and another benefit



Exclusion for Certain Employer 
Payments of Student Loans Cont.
Eligible assistance
Up to $5,250 per employee for
Educational expenses - including, but not limited to, 

tuition, fees, and similar payments, books, supplies, and 
equipment

Student loan principal and/or interest paid to employee or 
lender before Jan 1, 2021

Does not include
Tools or supplies which may be retained by employees
Meals, lodging, transportation
Sports, games or hobbies



Inclusion of Certain OTC 
Medical Products as 
Qualified Medical Expense

OTC Drugs and Menstrual Care Products. The CARES Act removes the 
prescription requirement for over-the-counter (OTC) drug 
reimbursements that previously applied to health FSAs, HRAs, and 
other accident and health plans, as well as to HSAs

In addition, menstrual care products will now qualify as medical care 
for purposes of reimbursement or tax-free distribution 

These changes generally apply to expenses incurred after December 
31, 2019; in the case of HSAs, they apply to amounts paid after that 
date





Independent Contractor vs. Employee

Independent contractors and employees are treated 
differently in several ways, including:
Independent contractors complete Form W-9, while 

employees complete Form W-4
Independent contractors may be issued Form 1099-NEC, while 

employees receive a W-2
No withholding is required from an independent contractor, 

but employees have income and FICA taxes withheld



Why is Proper Worker Classification 
Important? 
Worker classification affects how a worker pays their 

federal income tax, social security and Medicare taxes –
and how they file their tax return
Misclassifying an employee as an independent contractor 

can have significant tax consequences
 If the IRS reclassifies an independent contractor to an 

employee during an examination, it can collect the 
income and FICA taxes attributable to payments 
reclassified as wages from the employer



Common Law Rules

The common law rules focus on three key areas 
to determine how much control the payer has 
over the worker. These areas are: 
Behavioral control 
Financial control 
Relationship of the parties



Behavioral Control 
❖Behavioral control considers whether the payer has 

the legal right to direct and control not just what 
must be done, but how it must be done. The more 
control that exists, the more likely the worker’s an 
employee

❖Factors to consider when looking at behavioral 
control include the type and degree of instruction 
given, the presence of a formal and regular 
evaluation process, and the type and amount of 
training provided



Behavioral Control Examples

❖Here are some examples of instructions a company provides 
workers. These instructions demonstrate a desire to control the 
manner the worker must do a task
❖Is the worker told when and where to do the work? 
❖Does the worker provide his own tools or are they provided for him?
❖Is there a dress code the worker must follow? 
❖Is the worker told where to purchase supplies? 
❖Is certain work required to be completed by a specific individual?
❖Can the worker hire others to assist with the work? 
❖Does the worker have to follow a particular sequence to complete a task?



Financial Control 

❖Financial control is the second factor. This 
considers whether the business has the right to 
control the economic aspects of the worker’s job



Financial Control Factors

❖Here are some factors to help determine whether a 
company has financial control over the worker. The six 
categories are: 
❖Significant investment 
❖Expense reimbursement 
❖Opportunity for profit or loss 
❖Services available to the market
❖Method of payment 
❖Responsibility for fixing problems



Relationship of the Parties

❖The third key factor’s the relationship of the 
parties. This factor tries to determine what the 
parties intended and how they perceived their 
relationship. How did the worker obtain the job 
(bid, application, employment agency, or other)?



Relationship of the Parties Categories

❖Here is how to determine the relationship of the parties 
involves consideration of the following categories:
❖Written contracts
❖Employee type benefits (such as a pension plan, insurance, and 

vacation pay)
❖Permanency of relationship 
❖Ability to be terminated 
❖Degree to which the work performed is a key aspect of the 

business



1099-MISC vs. 1099-NEC?



What’s Changed – and Why it Matters

❖In a move that will impact business owners and tax 
professionals across the nation, the IRS has released the 
2020 Form 1099-NEC. The new form replaces Form 
1099-MISC for reporting nonemployee compensation (in 
Box 7), shifting the role of the 1099-MISC for reporting 
all other types of compensation. As a result of the new 
1099-NEC and redesigned 1099-MISC, the overall 
process for reporting nonemployee compensation is 
changing for the 2020 tax year



2020 Instructions for Form 1099-NEC
❖The new 1099-NEC (NEC stands for Non-Employee 

Compensation) is based on an old form that has 
been out of use since 1982. To use the “reinstated” 
1099-NEC properly, you need to understand what is 
considered nonemployee compensation. Previously 
reported on Box 7 of the 1099-MISC, the new 1099-
NEC will capture any payments to nonemployee 
service providers, such as independent contractors, 
freelancers, vendors, consultants and other self-
employed individuals (commonly referred to as 
1099 workers)



Reportable Payments

❖According to the IRS, a combination of these four 
conditions distinguishes a reportable payment: 
❖It is made to someone who is not your employee
❖It is made for services in the course of your trade or 

business
❖It was made to an individual, partnership, estate, or, in 

some cases, a corporation
❖Payments were $600 or more for the calendar year





Filing and Submitting Form 1099-NEC

❖Distribute to recipients by January 31. (For 2021, the 
date is Feb. 1, since Jan. 31 falls on a Sunday)
❖File with the IRS by Jan. 31 (again, Feb. 1 in 2021) 

through paper or electronic filing
❖As part of the Taxpayer First Act, many businesses will no 

longer be able to submit paper forms. For tax year 2020, 
the electronic filing threshold is 100 forms. Which means 
any business with 100 forms or more are required to e-file



2020 Instructions for Form 1099-MISC

❖Because nonemployee compensation reporting 
has been removed from Form 1099-MISC for the 
2020 tax season and beyond, the IRS has 
redesigned Form 1099-MISC
❖The biggest change is Box 7, which was previously 

used for reporting nonemployee compensation. 
The revised form includes other changes to the box 
numbers for reporting miscellaneous compensation





Filing and Submitting Form 1099-MISC

❖Distribute to recipients by January 31. (For 2021, the 
date is Feb. 1, since Jan. 31 falls on a Sunday)
❖File with the IRS by Feb. 28 (For 2021, the date is Mar. 1, 

since Feb. 28 falls on a Sunday) through paper or 
electronic filing
❖As part of the Taxpayer First Act, many businesses will no 

longer be able to submit paper forms. For tax year 2020, 
the electronic filing threshold is 100 forms. Which means 
any business with 100 forms or more are required to e-file





Record Retention





















2021 SOCIAL SECURITY CHANGES 



Payroll Gross Up





How to Handle Missing TIN(s)







IRS new ruling for Truncating SSNs on 
W-2s



Truncating SSNs on W-2s
 To help protect employees from identity theft, the Internal 

Revenue Service (IRS) has announced it will truncate Social 
Security Numbers (SSNs) on copies of the Form W-2

 This includes copies that are provided to employees to report 
third party sick pay and group-term life insurance. SSNs, 
however, should not be truncated on the employer filing 
copies of the Form W-2

 The first five digits of truncated SSNs will be replaced with 
either an asterisk (*) or an X. For example, a truncated SSN 
would appear as either ***-**-1234 or XXX-XX-1234



Year End Checklist







Questions and Answers



Contact Information

Michael I. Berman, CPA, CITP, 
Partner and IT Director, 
KBST&M
miberman@kbstm.com

Scott Murray, CPA, MBA, 
Tax Manager, 
KBST&M
smurray@kbstm.com

Cj Van Hine, CPA,
Tax Supervisor, 
KBST&M
cjvanhine@kbstm.com



Thank You for Attending!

Contact Us
KBST&M
9515 Deereco Road, Suite 801
Timonium, MD 21093-2108
Phone: 410-308-0300
Fax: 410-308-0303
Email: info@kbstm.com
Like our page on Facebook: https://www.facebook.com/kbstmcpas
Follow us on Twitter:  https://twitter.com/kbstmcpas
Connect with us on LinkedIn: https://www.linkedin.com/company/1842078

https://www.facebook.com/kbstmcpas
https://twitter.com/kbstmcpas
https://www.linkedin.com/company/1842078
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