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CARES ACT — BUSINESS TAX RELIEF

The CARES Act provides over $2 trillion in economic relief. The $2 trillion is composed primarily of
individual rebates, small business loans, loans, loan guarantees, and grants for the most impacted
industries, increased unemployment benefits, various tax breaks, and more. Below is an overview of key
relief provided to businesses, and their employees, under the CARES Act:

Employee Retention Credit (Section 2301)

The CARES Act includes a one-year credit against an employer’s share of Social Security payroll
taxes, which is 6.2 percent. This retention credit only applies to businesses that are being forced
to either suspend, or close operations completely, due to COVID-19, but are continuing to pay
their employees.

Specifically, eligibility requirements include that the operation of a business was fully or partially
suspended during any 2020 quarter due to orders from government authorities; or the business
stayed open but experienced a 50 percent decrease in gross receipts for any 2020 quarter as
compared to the same 2019 quarter.

If a business meets either of the aforementioned eligibility requirements, it is entitled to an
employee retention credit for each quarter until gross receipts exceed 80 percent of what they
were for the same quarter the previous year. Eligible businesses will receive a credit against
their 6.2 percent share of Social Security payroll taxes, equal to 50 percent of the qualified
wages paid to each employee for that quarter, through December 31, 2020. Qualified wages
depend on a business’ size (over or under 100 employees during the 2019 calendar year) and
also include any “qualified health plan expenses.” The credit is refundable, but only if it exceeds
the business’ liability for payroll taxes. Employee retention credits are not available to
businesses who take out a 7(a) Small Business Administration (SBA) payroll protection loan.

The section in the CARES Act only applies to wages paid after March 12, 2020 and before
January 1, 2021.

Employer Payroll Tax and Self-Employment Tax (Section 2302)

The CARES Act allows employers to defer their share of the 6.2 percent Social Security tax from
the date of enactment through the end of the 2020. The bill allows for half of that deferred tax
to be paid on December 31, 2021 and the other half to be paid December 31, 2022. Those that
are self-employed can defer paying 50 percent of their self-employment tax and would have to
pay that back under the same parameters above.

Social Security Trust Funds are also held harmless under this section.



The Secretary of the Treasury is directed to issue regulations and other necessary guidance to
carry out this provision in the bill, but as stated above, the deferred Social Security tax payments
may begin on the date of enactment.

Using Retirement Funds for COVID-19 Costs (Sections 2202 and 2203)

When a person takes money out of a qualified retirement account before the age of 59.5, that
person must pay income tax on whatever is withdrawn and a 10 percent penalty. There are
existing exceptions to the 10 percent penalty that are already written into statute and the
CARES Act adds another exception — allowing a taxpayer to take a “coronavirus-related
distribution” of up to $100,000 in 2020 with no penalty. This would only apply to those taking a
coronavirus-related distribution due to being diagnosed with COVID-19 by a Centers for Disease
Control (CDC) approved test, if a spouse or dependent is diagnosed with COVID-19, or due to
experiencing adverse financial consequences as a result of being laid off, furloughed, having
businesses hours reduced, or being unable to work due to childcare issues. Income tax on the
distribution still applies and the effective date is the date of enactment and applies to the rest of
the calendar year.

Charitable Contributions (Section 2205)

The CARES Act allows an individual, or a corporation, to make a cash contribution of up to $300
to certain qualifying charities and allows them to deduct the contribution “above the line” when
computing adjusted gross income. An above-the-line deduction is a deduction that the Internal
Revenue Service allows a taxpayer to subtract from his or her gross income in arriving at
"adjusted gross income" for the taxable year. This above the line deduction is only available to
those taxpayers and corporations who do not itemize their deductions. With respect to those
who do itemize their deductions, the CARES Act temporarily lifts the limits on charitable giving
for the remainder of 2020. For individuals, 50 percent of adjusted gross income limitation is
suspended for 2020 and the 10 percent limitation for corporations is increased to 25 percent of
taxable income. These changes will apply to taxable years beginning after December 31, 2019.

Limitation on Business Interest and Alternative Minimum Tax Credits (Sections 2305 and 2306)

The CARES Act temporarily increases the amount of interest that businesses are allowed to
deduct on their tax returns. The bill increases the 30 percent limitation to 50 percent of taxable
interest. These changes will apply to taxable years beginning after December 31, 2018.

The CARES Act expedites the ability of companies to recover from Alternative Minimum Tax
(AMT) credits by permitting companies to claim a refund now to receive additional cash flow
during the COVID-19 pandemic. It is important to note that the AMT tax credit was repealed as
part of the Tax Cuts and Jobs Act, but corporate AMT taxes were made available as refundable
credits ending in 2021. The amendments made by the section apply to taxable years beginning
after December 31, 2017.

Limitation on Losses for Taxpayers Other than Corporations (Section 2304)

The CARES Act includes a provision that modifies the loss-limitation applicable to pass-through
businesses (businesses with a special structure that is used to reduce the effects of double



taxation), and sole proprietors, so they can utilize excess business losses and access cash flow to
maintain operations and payroll for employees. This provision applies to taxable years beginning
after December 31, 2017.

Employer Payment if Employee Student Loan Debt (Section 2206)

The CARES Act allows an employer to pay up to $5,250 of an employee’s student loans, tax free
to the employee, temporarily. In other words, this temporary provision creates a tax-free status
to employer-paid student loan repayment assistance programs and payments of principal
and/or interests by the employer to the employee or lender. The provision is in effect until the
end of the 2020 calendar year and will go into effect on the date of enactment.

Qualified Improvement Property Fix (Section 2307)

The 2017 Tax Cuts and Jobs Act aimed to speed up the depreciation on Qualified Improvement
Property (QIP). QIP can be defined as any improvement made to the interior portion of a
nonresidential building any time after the building was placed in service. The intent of the 2017
legislation was to reduce QIP from 39 years to 15 years. The CARES Act includes a provision that
provides a technical correction for QIP by giving it its intended life of 15 years. This provision will
retroactively take effect as if it were included in the Tax Cuts and Jobs Act of 2017.

Overall, the aforementioned provisions will benefit both large and small businesses alike. The provisions
in the bill have varying effective dates as noted above.

For those needing guidance from the Administration, Elevate Government Affairs (Elevate) will continue
engaging Administration and Congressional staff on timing.



