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Tax Newsflash
The CARES Act - Impact on U.S.
Individuals and Employers

On 27 March 2020, the President of the United States signed
the Coronavirus Aid, Relief, and Economic Security (CARES)
Act into law. Within its 880 pages of text, the CARES Act
contains numerous business and individual tax provisions
aimed at providing an immediate stimulus to the US economy.

The below alert focuses on discussing the impact of key
provisions to our GES clients from the angles of individuals and
employers in order to get familiar with the relevant tax law
changes.

Key provisions impacting individuals

Federal: The Internal Revenue Service (IRS) grants filing and
payment relief for taxpayers (the term "taxpayer" refers to an
individual, a trust, an estate, a corporation or any type of
unincorporated business entity) who are affected by the
COVID-19 outbreak (Affected Taxpayers). For an Affected
Taxpayer, the relief provides, with no interest and penalty
charges:

1. The due date for making Federal income tax payments
(including tax payments on self-employment income)
and filing Federal income tax returns due on 15 April
2020 in respect of an Affected Taxpayer’s 2019 taxable
year is automatically postponed to 15 July 2020, and

2. The due date for making first quarter 2020 Federal
estimated income tax payment (including tax payments
on self-employment income) due on 15 April 2020 in



respect of an Affected Taxpayer’s 2020 taxable year is
automatically postponed to 15 July 2020.

If a taxpayer is expecting a refund for 2019, it
is recommended that the 2019 Federal return should be filed
as soon as possible so the taxpayer can get the money back
from the IRS as early as possible.

Federal income tax returns and payments (including payments
of tax on self-employment income), as well as Federal
estimated income tax payments (including payments of tax on
self-employment income), due other than 15 April 2020, are
not postponed. Therefore, for taxpayer who needs to make the
2020 second quarter, third quarter and fourth quarter Federal
estimated income tax payments, the due date of payments
remain due on 15 June 2020, 15 September 2020 and 15
January 2021.

States: State are responding in somewhat differing ways.
Several states have already conformed to the federal relief and
moved their filing and payment deadlines to 15 July 2020 such
as California and New York. A handful of states have granted
due date relief but moved the filing and payment deadline(s)
to a date other than July 15.

Some states have yet to issue guidance on how
they are responding to the federal postponement of the 2019
federal income tax due dates. To avoid inadvertently late
filings in states that have not issued formal guidance, it is
advised that taxpayers should either file their federal extension
by 15 April 2020 (applying to the states which accept federal
extension) or file a state specific extension by the state’s
original tax return due date, as applicable.

Other Federal information return: Although the IRS
provides relief to certain Federal information returns (e.g. the
filing and payment due date of Form 709 Gift tax filing is
automatically postponed to 15 July 2020), no relief is provided
for the Federal information return which do not form as an
attachment to the Federal tax return such as Form 3520. For
the Federal information returns which do not qualify for the 15
July automatic extension, an applicable extension request
should be filed by 15 April 2020.

For Federal information return which does not
qualify for the 15 July automatic extension, an extension
request together with any tax payment (if applicable) should
be made by 15 April 2020 to avoid any potential late filing
penalty, late payment interest and penalty charges.

Report of Foreign Bank and Financial Accounts (FBAR):
An announcement posted on the FInCEN website clarifies that
2019 FinCEN Form 114, FBAR due on 15 April 2020 will be
automatically extended until 15 October 2020. A specific
extension request is not required.

Eligible individuals are entitled to a refundable credit in the
amount of US$1,200 for a single individual or US$2,400 for
married individuals filing jointly to be paid in the 2020 tax

year. Qualifying children will generate an additional US$500



each. An eligible individual cannot be a non-resident alien
individual, claimed as a dependent on another taxpayer’s
return, or an estate or trust.

Taxpayers with adjusted gross income (AGI) above US$75,000
(for single filers), US$112,500 (for head of household filers)
and US$150,000 (for married filing jointly filers) will be subject
to phase-out which will reduce the rebates by US$5 for each
US$100. The credit phases out completely when a taxpayer’s
AGI exceeds US$99,000, US$146,500 or US$198,000
respectively.

This credit will be determined based on AGI reported on an
already filed 2019 tax return, the 2018 AGI if the 2019 return
is not yet filed or information provided by the 2019 Form SSA-
1099 if a taxpayer has not filed a 2019 or 2018 individual
income tax return.

The IRS will mail a notice to the rebate recipient no later than
15 days after the date on which the rebate was distributed
indicating the method used to pay the rebate, the amount of
the rebate, and a phone number to contact IRS if the rebate
was not received. If an eligible individual did not receive a
rebate and is entitled to one, the computed amount is allowed
as a refundable credit against the individual’s 2020 income
tax.

Recovery rebates are direct cash payment that
American households can receive from the U.S. federal
government. These rebates provide advanced financial relief to
individual taxpayers to offset lost wages and cover other
expenses during this special time of COVID-19 outbreak.

It is worth to note that the rebates are available to U.S.
citizens and U.S. residents only. Foreign nationals who are
present in the U.S. on a short-term basis and are considered
as non-resident aliens do not qualify for receiving the rebates,
regardless of the level of AGI.

In addition, the requirement that the rebate recipient must be
a U.S. social security card holder is important to note. The
spouse and child(ren) of foreign nationals working in the U.S.
usually possess the individual taxpayer identification number
(ITIN) instead of the social security number. In this case, the
ITIN family members will not qualify for receiving the rebates.

The IRS will calculate and send the payment to those eligible
automatically based on the taxpayers' 2018 or 2019 tax
returns filed. Some seniors and others who typically are not
obligated to file returns will need to submit a simple tax return
to receive the payment. Distribution of the stimulus payments
will begin from mid-April 2020 and continue throughout the
year of 2020. Generally the payment will be deposited directly
into the same banking account reflected on the return filed. If
there is no bank information available on the tax return, a
physical check may be mailed. The Treasury also plans to
develop a web-based portal for individuals to provide their
banking information to the IRS online, so that individuals can
receive payments immediately as opposed to checks in the
mail.



It is suggested for the taxpayers to check the AGI on their
2018 or 2019 tax return (or a potential 2019 tax return which
has not been filed currently) to see if they are eligible for
receiving the rebate. Taxpayers who are eligible for the rebate
but have not yet filed a tax return for 2018 or 2019 shall file
as soon as they can to receive the stimulus payment.

An above-the-line deduction for up to US$300 in charitable
donations to public charities starting in 2020 means taxpayer
who take the standard deduction can still write off up to
US$300 in donations.

Individual taxpayers who take itemize deductions can elect to
deduct up to 100% of their AGI for "qualified" cash
contributions (i.e. cash contributions made to public charities,
etc.) paid during 2020. Any excess of such "qualified"
contributions not deducted in 2020 can be carried forward to
the next 5 years, subject to the 60 percent of AGI limit.

The changes may increase incentive for
taxpayers to make charitable contributions during the 2020
tax year, promoting individual contributions made towards
relieving the outbreak to certain extent. However, the actual
tax saving of claiming deductions would depend on taxpayer's
Federal income tax bracket for the year. The higher the tax
bracket, the greater the tax savings. Likewise, the lower the
tax bracket, the less of a benefit taxpayer can get. As such, it
is advised to seek professional advice on the related tax
impact from this.

Coming on the heel of IRS' decision to delay the Federal
income tax filing for 2019 to 15 July, the IRS announced that
savers also have until 15 July 2020 to make 2019
contributions into their individual retirement accounts (IRA)
and their health savings accounts (HSA).

Saving in both HSAs and IRAs brings additional
tax benefits. HSA contributions are tax-deductible, while IRA
contributions can be tax-deductible depending on the type of
IRA and the level of income. In addition, money in an IRA
grows on a tax-deferred basis for retirement. Meanwhile, HSA
dollars grow free of taxes and can be used tax-free for
qualified medical expenses. Taxpayers shall take full
advantage of the tax benefits of HSA or IRA accounts to
achieve tax savings. The extension of contributing deadlines to
these plans provides sufficient time for taxpayers to set up the
accounts and make contributions to be tax efficient.

To the extent that a participant (under the age of 59.5) who is
affected by the outbreak (e.g. personally or have a
spouse/dependent diagnosed with the coronavirus,
experienced adverse financial consequences due to the
coronavirus as result of being quarantined, laid off, reduced
work hours, etc.), the CARES Act allows the participant to take
"coronavirus distributions” from tax-favored employer-



sponsored retirement plans and IRAs of up to US$ 100,000
without incurring the 10% additional tax.

The coronavirus distribution may help increase
the participant's cash flows and liquidity. Although still taxable
as gross income, the recipient may elect to include in gross
income the amount of distribution ratably over a three-year
period. The recipient is allowed to repay a coronavirus
distribution over a three-year period. Any amount repaid
would be deemed rolled over and thus, not included in gross
income.

Key provisions impacting Employers

Eligible employers who are subject to closure or encounter
financial difficulties due to coronavirus are allowed a
refundable tax credit equal to 50% of up to US$10,000 in
qualifying wages paid to each employee (US$5,000 maximum
credit per employee). The credit is allowable against payroll
tax, i.e., the Old Age, Survivors, and Disability Insurance
(OASDI) tax imposed on the amount of wages paid by an
employer. If the credit for the calendar quarter exceeds the
employer’s overall OASDI tax liability, the excess is refunded.

The credit is available to employers who meet the following
two tests:

e Government Mandate Test: Employers carrying on a
trade or business during 2020 that is fully or partially
suspended by orders from an appropriate governmental
authority limiting commerce, travel or group meetings

due to the COVID-19 outbreak; OR

e Gross Receipts Test: Employers that have less than 50%
of gross receipts for the corresponding quarter in the
prior year. The employers will continue to be eligible
until the gross receipts are at least 80% or more of
gross receipts for the same calendar quarter as in the
prior year.

The credit is allowed with respect to eligible wages paid to
employees. Only wages paid during the period between 13
March 2020, and 31 December 2020, are eligible for the credit.
For employers with greater than 100 full-time employees,
eligible wages are wages paid to employees when they are not
providing services due to the coronavirus-related
circumstances. For eligible employers with 100 or fewer full-
time employees, all employee wages qualify for the credit,
whether the employer is open for business or subject to a
shut-down order. Except for governmental employers, the
credit is available to all US employers regardless of size,
including tax-exempt organizations.

The CARES Act provides the fully refundable
Employee Retention Credit to qualified employers who are
subject to business closure or encounter financial difficulties
due to COVID-19 outbreak who continue to pay employees
their wages during the period of closure. From the 2nd quarter



of 2020, the Employee Retention Credit can be used to offset
an employer’s portion of social security tax liability and if the
credit is over the tax liability, the employer can receive the
refundable payment directly. The credit is aimed to encourage
employers to maintain headcounts even if employees are
unable to report to work due to the lockdown or other COVID-
19 issues. The provision of this refundable credit is
unprecedented and therefore U.S. employers are
recommended to understand the application requirements and
to act immediately. When needed, please consult for
professional advice.

The CARES Act provides for a delay in the required deposit of
payroll taxes.

e Payroll Taxes: An employer may delay the deposit of
"Applicable Employment Taxes." For this purpose, the
taxes include the employer portion of the OASDI payroll
tax or the "Tier 1" RRTA tax.

e Self Employed Contribution Act (SECA) Taxes: A self-
employed individual may delay the deposit of one-half of
the individual’s self-employment tax liability.

The taxes for which the deposit may be deferred are the taxes
incurred from the date of enactment through the end of 2020.
Of the taxes to be deferred, 50 percent of the deferred taxes
are required to be deposited by the end of 2021. The
remaining 50 percent are required to be deposited by the end
of 2022.

This is a temporary provision allowing
employers to defer depositing the employer share of some
payroll taxes. In general, employers are required to deposit
6.2% of the amount of wages up to the social security wage
base (US$137,700 for 2020). This amount is in addition to any
federal income tax withholding, the employer share of
Medicare taxes, and the employee share of social security and
Medicare taxes, which are all required to be deposited after
employers making wage payment to employees. However, the
deferral provision applies only to the employer’s share of social
security tax. It does not apply to the employer’s Medicare
taxes nor to the employee’s share of social security or
Medicare taxes.

The IRS is expected to revise Form 941, Employer’s Quarterly
Federal Tax Return, to track the employer’s decision to defer
tax deposits. Companies making the payroll tax deposit shall
monitor the progress of the revised forms.

Even prior to the CARES Act being signed into law, some
members of Congress have indicated additional future
measures may be required, depending on the evolving impact
of COVID-19 to the US economy. Stay tuned as this unfolds.
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